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T

he human costs of the recent global economic crisis, the true extent of
which first became evident in 2008, have been enormous. In the United
States alone, the financial meltdown sent shock waves throughout the
economy, causing record levels of sustained joblessness, home foreclosures,
cutbacks to government services, and rising levels of poverty. The toll has also
been substantial at the international level, and the austerity budgets adopted
by many countries indicate that the repercussions of the crisis will be with us
for decades. Although it is widely recognized that the behavior of global financial institutions led to the crisis, the narratives in the wake of the meltdown
have assigned responsibility to the reckless behavior of borrowers—including
those holding subprime mortgages and governments in peripheral countries.
Financial firms enjoyed sizable bailouts, while others were left to shoulder the
burden of adjustment.
This essay explores the role of credit markets in the financial crisis. Both
financial fragility, which made the crisis possible, and the trajectory of policy
responses postcrisis have been shaped by power dynamics in credit markets that
interact with existing structures of stratification along the lines of race, gender,
nationality, and other group differences. These dynamics are not unique to the
2008 global economic catastrophe and have been evident in other episodes
of debt-fueled economic distress. Despite the centrality of credit markets in
a range of financial crises and their contribution to perpetuating structural
inequalities, controls on financial institutions have been loosened in recent
years rather than tightened, suggesting that the concentration of power in
these markets has grown.
Indeed, the influence of financial institutions and interests has expanded
significantly in the decades since the 1980s, a time of far-reaching changes to
the regulatory environment that has altered the landscape of global economic
governance. Existing national and global institutions have failed to redress the
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unequal balance of power in credit markets and the distributive consequences
of financial crises. This raises important questions of which frameworks are
appropriate for developing an alternative approach to governing financial and
credit markets. We suggest that ongoing developments with regard to economic
and social rights have the potential to provide the basis for an alternative approach, with significant implications for the regulation and governance of
financial institutions.
We begin by considering the power dynamics embodied in debt relationships, the reasons for the propensity of credit markets to create conditions of
economic fragility, and how financial markets interact and reinforce existing
patterns of social stratification. With this theoretical background, we then
examine concrete examples of the relationships between credit markets and
economic crisis, beginning with the racialized lending in the subprime mortgage
markets. We demonstrate the parallels between the subprime market and the
dynamics of credit markets in other situations: the European sovereign debt
crisis, the Latin American debt crisis, and capital flight out of sub-Saharan
African countries. The essay concludes with a consideration of how the
framework of economic and social rights can provide an alternative approach
to macroeconomic governance.
Debt, Power, and Economic Stratification
Over the past four decades, countries around the world have experienced a
process of financialization—the growing dominance of finance in the economy and in people’s lives. There are various approaches to conceptualizing
financialization. Some define financialization as a specific regime of capitalist accumulation in which financial activities play a central role.1 The role
of financialization in the accumulation process is frequently contradictory.
Certain aspects of financialization support capitalist accumulation associated
with productive activities involving capital and labor, while others undermine
traditional forms of production and accumulation, focusing instead on purely
financial transactions. One measurement of the extent to which financialization
dominates the accumulation process is the extent to which profits are generated
through financial activities rather than trade and production.2
Other scholars take a slightly different approach and analyze financialization
with a primary focus on the shifts in the objectives of capital itself, involving
new forms of corporate governance. They identify a movement away from
long-run profitability supported by productive activities and toward the maxi-
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mization of shareholder value through financial manipulations.3 Maximizing
shareholder value involves strategies unconnected to capitalist production,
such as a corporation buying back its own stock to increase its scarcity value
and raise share prices.
Financialization has also been seen as a broader phenomenon that has
transformed the economic situation of households in addition to the strategies of capital. This is particularly evident in the case of the U.S. economy.
One observation commonly made is that the debt burden of U.S. households
has grown significantly during the period of financialization. This is certainly
true, but the influence of financialization runs much deeper than debt. Over
the past several decades, household net worth—the wealth of households less
what they owe—has increased faster than income for the broad middle of the
income distribution in the United States.4 Rising asset values in homes and
pension funds help explain these trends. Those at the bottom of the income
distribution did not experience similar improvements in net worth. Those at
the top enjoyed the largest increases in both income and wealth. Nevertheless,
over this period, the economic interests of the “middle class” have become
more closely tied to asset markets than incomes, mirroring the same shift in
priorities observed in corporate America during financialization. Robert Reich
notes that these changes have transformed a broad swath of the U.S. population
from “citizens,” potentially concerned with the social problems generated by
a capitalist economy, into “investors” who see their economic interests tied to
asset prices and shareholder value.5
For the purposes of this essay, we follow Gerald Epstein in adopting a
broad interpretation of financialization,6 defining it in terms of the increasing
dominance of financial motives, financial institutions (including financial
markets), and financial interests. Critically, financialization has been associated
with far-reaching changes to the regulatory environment that has limited the
scope for government intervention in financial markets. Therefore institutions,
both nationally and globally, are weak and currently do not meaningfully
mitigate the unequal balance of power between financial institutions, the state,
nongovernment institutions, and the nonfinancial segments of the economy.
Financial institutions exert a strong influence over economic governance and
the direction of policy during economic crises. This raises important questions
of what can be done to change how finance is regulated to avoid the serious
negative consequences of debt-driven crises. We return to this question in
the conclusion when we consider economic and social rights as an alternative
framework for economic governance.
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Profits earned from financial activities are referred to as rents—income
secured by controlling scarce resources. Unlike other scarce resources that earn
rents, such as natural resources, modern financial assets are not backed by a
physical commodity, and as a result their scarcity is socially constructed—based
on monetary policy decisions, the structure of financial institutions, and the
regulatory environment. Rentiers, those who control scarce financial resources,
are able to stake a claim on the income produced in the rest of the economy. The
dominance of rentier interests is a central feature of financialized economies.
Credit markets lay at the heart of the various crises that we explore in this
essay. Credit markets represent a particularly critical subset of financial activities
in which lenders provide borrowers with access to current funds in exchange
for a claim on future streams of income or revenues. The power relationship in
credit markets is derived from these claims on future income combined with
the ability of those on the short-side of the credit market to sanction the other
party in exchanges.7 In credit markets, lenders represent the short-side of the
market, since they control access to scarce financial resources in a context in
which demand for loans frequently exceeds supply. The threat of withholding
access to credit, and the ability to demand repayment on specified terms, serves
as an effective sanction and gives lenders power over borrowers. Debt becomes
a disciplinary device that can be used to control individual behavior, shape
government policy, reinforce global dependencies, and restructure economies
(see Tayyab Mahmud, this issue).
These power relationships exist even when both lenders and borrowers have
freely chosen to enter into an agreement.8 The fact that borrowers are perceived
to have voluntarily entered into credit agreements is often used to argue that
they are responsible for any negative consequences arising from the loan. After
all, they could have chosen not to have taken out the loan in the first place.
However, this line of reasoning ignores the creditor’s role and the existence
of unequal power dynamics, even when borrowers freely choose to take on
debt. Moreover, the choice to enter into a credit agreement may not be freely
chosen if, for example, the refusal to borrow would be associated with more
dire consequences (i.e., the effective bankruptcy of a country). If we consider
the case of the subprime mortgage crisis, the meaning of “free choice” becomes
questionable when loans were made in the context of incomplete information
and, in many cases, outright fraud.9
It is not always profitable for creditors to withhold credit as a way of exercising power and the availability of credit ebbs and flows. Lenders, in an effort to
boost profitability, create new markets, often extending loans to economically
marginalized borrowers or groups previously excluded from credit markets,
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although on less favorable terms. The search for greater profits can result in a
shift from economic exclusion to unfavorable inclusion (see Elvin Wyly et al.,
this issue). The expansion of credit and the creation of new markets are mutually
reinforcing processes, as has been theorized by post-Keynesian economists such
as Hyman Minsky.10 Post-Keynesian theories of financial instability provide
important insights into the financial causes of crises in capitalist economies,
particularly those undergoing financialization. The expansion of credit during good times helps keep the economy humming, leading to strong profits,
higher levels of spending, and rising asset values—all of which encourage the
extension of still more credit. However, these dynamics lead to a buildup of
debt, which eventually produces conditions of economic fragility.
Fragility arises from the growing claims of creditors in terms of interest
and loan repayments relative to the income available to borrowers. In a highly
indebted, fragile economy, a shock to incomes and revenue streams can quickly
precipitate a crisis.11 Borrowers who are no longer able to meet their obligations
default on their loans. Moreover, when a crisis occurs, credit dries up and creates
a situation in which lenders are able to exercise a significant degree of power
over borrowers. Financial institutions are able to protect their interests by this
exercise of power, thereby shifting the burden of adjusting to a crisis onto less
powerful groups in ways that reinforce existing social stratifications. In this
process, the responsibility for the crisis is assigned to the borrowers—often
portrayed as reckless, profligate, naive, or irresponsible.
Neoclassical economists and economic policymakers primarily see credit
and financial markets as aspects of the economy that operate at the aggregate,
or macroeconomic, level and therefore have little to do with distributive outcomes. In reality, these markets interact with institutions and structures that
embody distributive dynamics and power inequalities along the lines of race,
gender, class, nation, in addition to other forms of stratification. Changes at
the macroeconomic level—such as a credit boom or a financial crisis—produce
outcomes that reflect existing social stratifications. Feminist economists have
put a great deal of effort in demonstrating that policies considered “gender
blind” are not always “gender neutral,” since women occupy distinct positions
in the economy relative to men.12 For similar reasons, macroeconomic dynamics
play out in ways that reinforce racial inequalities. Economic shocks frequently
have long-run consequences, which suggests that, when the costs of adjusting to changes in the macroeconomic environment are unevenly distributed,
economic crises contribute to the persistence of patterns of stratification.13
For instance, as Elvin Wyly et al. (this issue) argue, the aggregate expansion of credit and liquidity in the U.S. economy during financialization has
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produced distinct racialized outcomes because of various structural factors: the
segregated spatial organization of cities, the dysfunctional regulatory system,
and discriminatory lending practices. Similarly, an empirical study by Stephanie Seguino and James Heintz found that policy decisions taken by the U.S.
Federal Reserve to raise interest rates have a disproportionately negative effect
on the unemployment rate of blacks relative to that of white males and on the
unemployment rate of women relative to white males.14 Moreover, these racial
and gender distinctions in the response to macroeconomic policies vary from
state to state, with the relative importance of the race effect and the gender
effect sensitive to the racial composition of each state’s population. This suggests that variations in the nature of social stratification shape the distributive
consequences of macroeconomic policy.
Collective action among dominant groups secures their material advantages
and facilitates the reproduction of social stratification over time.15 The construction of identities of “whiteness,” masculinity, and nationality facilitate such
collective action. Scholars have theorized that the emergence and persistence of
race and gender identities are sensitive to the economic benefits of maintaining
those identities.16 During an economic downturn, when jobs become scarce and
household resources come under pressure, the relative benefits of maintaining
identities associated with dominant, privileged groups may increase, leading
to more pronounced racist, masculinist, and/or nationalist practices. At the
same time, narratives of individual choice and responsibility often erase the
role of collective action and the importance of constructed identities. These
discourses provide alternative explanations of the existence of intergroup
disparities, locating the reasons for persistent inequalities in personal failings,
a lack of individual responsibility, insufficient human capital, genetics, or
behaviors linked to cultural differences.17
Similar dynamics are evident at the global level. Powerful nations secure
their material advantages in the global economy in ways that replicate international inequalities and construct national collective identities that reward
those able to adopt these identities (i.e., citizens) with concrete benefits, while
excluding others. Outside the countries that dominate the global economy,
economic crises are often explained by an inability of governments to manage
their economies effectively and such characterizations are often racialized. For
example, Laura Hyun Yi Kang (this issue) analyzes the discourses that emerged
after the 1997–98 “Asian crisis,” showing how the causes of the crisis, although
global in scope and tied to the neoliberal policies of the Washington Consensus,
were blamed on Asian “cronyism” and mismanagement.
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The global financial architecture exhibits structural inequalities that reinforce the international distribution of income and power. The dollar remains
the global reserve currency, giving the United States a sizable advantage in
international transactions. When other countries face balance of payments
problems—for example, difficulties in paying for imported goods and servicing foreign debt—access to an international currency, primarily the dollar,
becomes critical. In the absence of any other source of foreign exchange,
countries must borrow, often from the IMF, thereby subjecting themselves
to the power dynamics associated with debt. The United States does not face
these constraints, having access to an abundant source of dollars.
However, there are limits to even the supply of dollars available to the
United States. Someone must be willing to hold dollars, and, most recently,
countries such as China and Korea, with large foreign exchange reserves, have
taken on this role. This produces a particular balance of power in the global
economy between large debtors (e.g., the United States) and large creditors
(e.g., China). Stephen S. Cohen and J. Bradford DeLong stress this point
regarding the global balance of financial power with the Wall Street quip: “If
you owe the bank $1 million, the bank has you; if you owe $1 billion, you
have the bank.”18 For those outside this select circle of financial goliaths, the
existing structure of global financial markets can impose significant constraints
on what can and cannot be done.
In summary, we have argued that the operation of credit markets—with
their power dynamics discussed above—interact with existing stratifications
and thereby produce distinct distributive outcomes that reinforce the economic positions of financial interests while shifting the cost of adjustment
onto economically subordinate populations. To see how these dynamics have
played out in detail and to provide some empirical support to these theoretical
arguments, we begin with an exploration of the recent subprime mortgage and
the sovereign debt crises.
Debt and Crisis: Subprime Mortgages and the European Sovereign
Debt Crisis
The full extent of the recent global financial crisis first became clear in the
second half of 2008, and, at the time of writing, the full ramifications of the
crisis remain unclear. Although it is common to speak of “the global crisis,”
in reality the financial crisis has been composed of several subsidiary, interrelated crises. Here we look at two of these component crises that have been
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shaped by dynamics within credit markets: the U.S. subprime mortgage crisis
and the European sovereign debt crisis. What we discover when making this
comparison is that there are striking parallels in the relationships among credit
markets, crisis, and the consequences of crisis in these two cases.
Over the past three decades, credit has been made readily available in the
U.S. economy, through mortgage loans to buy property, credit cards to buy
consumer goods and services, and other forms of credit, such as home equity
loans, to finance a range of expenditures. Availability of credit and household
indebtedness have increased significantly since the early 1980s. According to
the Flow of Funds accounts released by the Federal Reserve Board of Governors, household debt averaged 65 percent of personal disposable income from
1960 to 1979.19 Since the 1980s, household indebtedness began to increase
and grew to 132 percent of disposable income in 2007—the year before the
unfolding of the recent global crisis, which drew attention to how serious the
financial crisis had become.
Despite this expansion in the availability of credit at the aggregate level over
recent decades, access to credit had been circumscribed by race and gender.
Specifically, discriminatory lending practices marginalized racialized groups
in credit and housing markets.20 With the expansion of subprime mortgages,
that is, mortgages that required lower up-front cash and lower incomes than
standard mortgages, these patterns of exclusion from credit markets began to
shift. Credit was extended to previously excluded populations, although on
unfavorable terms. Women and people of color were targeted by providers
of subprime mortgages. This allowed marginalized groups access to housing
markets, although at the cost of higher interest and fee payments than for
standard mortgages. An ongoing expansion of credit requires the generation
of new markets for loans, and subprime lending to the previously excluded
represented a profitable new market opportunity.
Two studies for the Consumer Federation of America examined the race and
gender dimensions of subprime mortgage lending.21 The studies found that
about 24 percent of male borrowers received subprime mortgages compared
with about 32 percent of female borrowers. They also found discrimination
between different racial and ethnic groups: about 20 percent of white borrowers and 13.5 percent of Asian borrowers received subprime loans in 2005,
compared with almost 40 percent of Latino borrowers and over 50 percent of
African American borrowers. African American women were 5.7 percent more
likely to receive a subprime mortgage than African American men, and 256
percent more likely to receive one than white men. The costs of a subprime
mortgage relative to a standard mortgage were substantial. Subprime borrowers
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were estimated to pay between $85,000 and $186,000 more in interest than
average borrowers over the period of a typical mortgage.
Through the growth of credit, people in the United States appeared to be
experiencing an expansion in access to economic goods and services. Average
hourly wages, adjusted for inflation, had been stagnant in the United States for
decades. According to data from the U.S. Bureau of Labor Statistics, the hourly
wage of production, nonsupervisory workers, measured in 2007 dollars, was
$18.08/hour in 1970 and $17.81/hour in 2007—the year before the major
effects of the financial crisis became known.22 Household incomes increased,
even taking into account inflation, but this was due to longer hours work by
all household members, explained in large part by women’s increased labor
force participation. Income inequality between households grew significantly
during this period, but growth of consumer demand of low-income households
was sustained by a rapid growth in household indebtedness, which helped lay
the foundation for the economic crisis.23
Debts have to be repaid at some point, but the rising prices of houses led
many to feel secure, because rising prices made individuals wealthier, given
prevailing asset values. These wealth effects help explain expansions in the
general demand for credit. Higher asset prices meant that households found
their wealth was increasing without having to save, allowing for more borrowing without diminishing their net worth—the total value of assets owned
less what is owed.
The subprime mortgage crisis—and the broader financial crisis—was triggered by an abrupt change in this economic environment interacting with the
fragile situation created by large amounts of debt. The U.S. Federal Reserve
provided an impetus for the collapse of the housing bubble by dramatically
raising its key interest rate, the Federal Funds rate, from a low of 1.1 per cent
in 2003 to 5 percent by 2006. Interest rates had been lowered during the
2001 recession and were later raised due to concerns over modest increases
in inflation. The subprime mortgages were not fixed-rate mortgages. Instead,
monthly payments were tied to market interest rates. When the Federal Reserve raised its interest rate by a multiple of over four times the low rates that
prevailed during the height of the boom, monthly payments on subprime
loans quickly became unaffordable. Defaults became commonplace, and the
housing market collapsed.
The collapse of the housing market created ripple effects throughout the
global financial sector. Financial institutions had been investing in various financial instruments whose ultimate value was linked to the mortgage markets.
Mortgages were bundled in a process called “securitization” and then repack-
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aged to produce new, innovative financial products.24 The complexities of these
products prevented any accurate assessment of risk. However, they did create
an environment of economic fragility that was much more substantial than
that associated with the subprime mortgage market alone. Nevertheless, the
financial crisis had its roots in the racialized lending associated with subprime
mortgages.
The previously marginalized borrowers who were disproportionately represented in the subprime mortgage markets also suffered disproportionately from
the negative fallout from the collapse of the housing market. According to a
report from the Center for Responsible Lending, approximately one-quarter
of African American and Latino borrowers who took out loans from 2004 to
2008 lost their homes to foreclosure or were seriously delinquent by February
2011, compared with just under 12 percent of white borrowers.25
In contrast, financial institutions were bailed out, in part through the federal budget and the Trouble Asset Relief Program (TARP), and much more
significantly through the actions of the Federal Reserve, which bought up questionable assets linked to the subprime mortgage market.26 While the original
federal rescue package (TARP) was meant to include provisions for preserving
home ownership and providing mortgage debt relief, in reality the funds were
only distributed to help financial institutions.27 The bailouts were justified on
the grounds that failures of large financial institutions posed a serious threat
to the U.S. economy. The implication was that mortgage defaults by African
Americans, Latinos, and women in low-income households represented an
isolated risk with few implications for those not directly involved.
Stepping back from the details of the rise and fall of the subprime mortgage
market, we find that the policy response appears to have treated the large financial players as if they were “blameless victims”—deserving of government
intervention and not held responsible for decisions made. In contrast, subprime
borrowers received far less support—consistent with the perspective that they
were responsible for the defaults and foreclosures, having made unwise, unsustainable, and risky choices. The contrast in the image of the systemically
important investment banker (white, mostly male, privileged, shrewd) and the
“typical” subprime mortgage borrower (nonwhite, poor, female, and reckless)
is mirrored in the policy response.28 The role of credit in the crisis is fundamental as is the ways in which power is distributed through credit markets. In
the midst of the crisis, both subprime borrowers and major investment banks
were holding large amounts of debts and assets with questionable value, but
the relative vulnerability of the two groups was dramatically different.
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We see similar dynamics for debt, power, and marginalization playing out
internationally with the sovereign debt crisis in Europe. The European sovereign
debt crisis was a result of the inability of smaller eurozone countries to continue
to finance their public debt—specifically, Greece, Ireland, and Portugal.29 The
sovereign debt crisis shares many similar features to the subprime mortgage
crisis. The global financial meltdown that began in U.S. financial markets
triggered the sovereign debt crisis in Europe. Just as higher lending rates led
to default in the U.S. subprime mortgage market, rising debt-servicing costs
created a situation in which public debt in the European crisis countries was
no longer sustainable.30 In the wake of the global financial crisis, credit ratings
agencies downgraded their risk assessments for the sovereign debt in the affected
countries, contributing to higher costs of borrowing. In some cases, notably
Ireland, the origins of the crisis were primarily in the banking sector and the
government’s assumption of private debts when the financial crisis hit.31 In
Greece and Portugal the causes of the crisis were primarily fiscal—that is, high
levels of debt that had built up before the crisis were not sustainable after the
crisis unfolded because of rising costs.
The sovereign debt crisis introduced systemic risks to the European Union
and the eurozone economies. In other words, the costs of the crisis spread well
beyond the countries initially affected. The European financial sector held large
amounts of this sovereign debt, and the sector’s stability was directly threatened
by the possibility of default. For these reasons, rescue packages were organized
to stabilize the situation.32 The rescue packages included emergency loans and
agreements to restructure the debts to make the debt-servicing payments affordable. Unlike the U.S. situation, in which the Federal Reserve orchestrated
bailouts of the financial sector, the European Central Bank (ECB) limited
its role in addressing the sovereign debt crisis. The ECB could have played
“lender of last resort” by buying significant amounts of sovereign debt, just as
the Federal Reserve bought mortgage-backed securities.33 However, the ECB
has not followed this course, arguing that such actions violate a principle not
to finance government borrowing. Instead, the ECB has primarily focused on
providing emergency loans to banks and financial interests in Europe.
The rescue packages included conditionalities requiring large cuts to government spending. The cost of adjusting to the financial crisis is therefore being
borne by the populations of the countries introducing austerity programs. There
is a parallel to the subprime mortgage crisis. In both cases, the bailouts focused
primarily on stabilizing the financial sector while the burden of adjusting to
consequences of the crisis fell on populations whose supposedly reckless actions,
or those of their governments, were primarily responsible for the harsh fallout
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from the crisis. In the case of the sovereign debt crisis, the eurozone has been
characterized by two distinct parts, a “core” (including Germany, France, and
the United Kingdom) whose stability is being threatened by the “periphery”
(i.e., Greece, Portugal, and Ireland).
Blaming the “other Europe” for the sovereign debt crisis provides a justification for the harsh conditionalities attached to the rescue programs. In a
relatively short time period, the focus has shifted from the root cause of the
financial crisis—tied to the behavior of global financial institutions—to the
supposed profligacy of a few small countries. The shift has occurred despite
the fact that a portion of the increase in debt was linked to the bailouts of the
financial sector itself. In some cases (e.g., Greece) much of the buildup of the
debt happened before 2008. However, even here the charge of fiscal recklessness
needs to be unpacked. Creditors were willing to lend to countries like Greece
prior to the crisis and did not deem such lending to involve excessive risks.
Like the subprime mortgage market, sovereign debt represented a profitable
market in a global economy awash with available credit. This is not to say that
the government of Greece was a passive player as the public debt increased.
Rather, the point is that credit markets involve both borrowers and lenders
and are structured by distinct power dynamics that create asymmetries in the
response to economic crises.
Latin America’s Debt Crisis and Capital Flight from Africa
Subprime mortgages and sovereign debt are both closely tied to the 2008 global
financial crisis. However, the economic and power dynamics associated with
credit markets and debt have been evident elsewhere. In many respects, the subprime mortgage and sovereign debt crises are typical, rather than exceptional,
with regard to how these scenarios play out. To see this, it is worth taking a look
at some additional examples not tied to this recent financial crisis: the Latin
American debt crisis of the 1980s and capital flight from sub-Saharan Africa.
The parallels between the Latin American debt crisis, leading to the region’s
so-called lost decade in the 1980s, and the sovereign debt crisis are remarkable.
The oil shocks of the 1970s had significant negative consequences for the global
economy and for many countries in Latin America. At the same time, credit was
readily available—that is, there was excess liquidity in global markets, meaning
that there was an abundant supply of credit looking for markets.34 Borrowing
by Latin American governments increased significantly in the 1970s and the
very early 1980s. However, changes in global credit markets, partly because of
dramatic shifts in monetary policies in countries like the United States, meant
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that easy credit was no longer available beginning in the early 1980s. Just as
in the European sovereign debt crisis, many Latin American countries found
that they could no longer finance their public debts. High global interest rates
added to this problem. Many large Latin American countries, including Brazil,
Argentina, and Mexico, faced a sovereign debt crisis of their own.
The Latin American debt crisis raised the specter of contagion and serious
systemic risks for global markets and financial interests outside the region.35
For these reasons, stabilization packages were initiated by the International
Monetary Fund (IMF) and the United States in an attempt to rescue Latin
American financial institutions. For instance, the U.S. Brady Plan involved the
issuance of bonds, backed by guarantees, that would replace bank loans made
to Latin American countries and thereby relieve some of the pressures created
by the large debts.36 Loans from the IMF were subject to conditionalities that
involved spending cuts, significant devaluation of currencies, and limits on
wages in an attempt to control inflation.37 As with the European sovereign debt
crisis, the burden of adjustment primarily fell on the borrowers. Moreover,
the Latin American debt crisis represented a watershed in the history of the
IMF, in the sense that it gave the IMF significant power over the governance
of economies in Latin America.
As with the subprime mortgage crisis and the European sovereign debt crisis,
the mainstream narrative that emerged out of the Latin American debt crisis was
one of overborrowing, policy mistakes, and macroeconomic mismanagement
on the part of the Latin American countries.38 The question of overlending
and financial institutions’ responsibility for the crisis were not reflected in the
policy response. Once again, in this narrative, the banks effectively became
the victims of the irresponsible behavior of reckless borrowers. The negative
consequences of the debt crisis and the policy conditionalities were substantial—declining per capita incomes, high rates of unemployment, falling wages,
and a collapse of investment.39
The second example of these kinds of credit market dynamics is that of
debt-financed capital flight from sub-Saharan Africa. Léonce Ndikumana and
James Boyce have documented the extent of capital flight and its relationship
to debt in a large number of sub-Saharan African countries.40 In their work,
capital flight is defined as unrecorded financial flows out of a country—that
is, flows not related to trade, foreign investment, interest payments, or external borrowing. Political and economic elites in many African countries have
moved large amounts of money out of their countries, converting this money
into personal assets, such as bank accounts or other investments. These outflows of finance are unrecorded—and therefore constitute a sizable share of
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what Ndikumana and Boyce refer to as capital flight. They show that many
sub-Saharan African countries are net creditors to the rest of the world. In
other words, taking capital flight into account, financial flows out of African
countries to the rest of the world have exceeded inflows.
Ndikumana and Boyce find a relationship between external borrowing and
capital flight in many sub-Saharan African countries. This suggests that borrowing facilitates capital flight, and the resources that enter a country in the
form of loans can leave the country in the form of capital flight. Political and
economic elites become richer, while debt burdens grow. This debt must be
serviced, placing pressures on government expenditures and generating real
human costs in terms of lack of basic medical care, curtailed access to education, and lower levels of public services.41
Like the other examples of debt and credit markets, the debt burden of
African countries is often said to be the result of macroeconomic mismanagement and excessive borrowing. In some respects this is true. Given the existence of capital flight and considering the ultimate destination of the funds,
borrowing could certainly be said to have been excessive. The African political
and economic elites who benefited from capital flight are portrayed as corrupt, enriching themselves at the expense of the rest of the population. These
narratives are based on the actual experiences of many countries.42 However,
what is often missing from the story is the role of the international banks and
financial institutions, usually based in the global North, whose cooperation
was essential in order for capital flight to take place. These financial institutions facilitate capital flight because it is profitable to do so. In addition, they
protect the assets and the identities of the elites in African countries who are
responsible for capital flight. Yet the role of these institutions is often ignored
and the responsibility for the debt burden racialized—that is, portrayed only in
terms of corrupt and uncivilized behavior that is assumed to be characteristic
of underdevelopment in Africa.
As the debt of sub-Saharan African countries became unsustainable, they
were often subject to similar rescue packages with similar conditionalities to
those imposed on Latin America and the European countries affected by the
sovereign debt crisis. The debt situation in these sub-Saharan African countries
was deemed dire enough to create a new label for them: “heavily indebted poor
countries,” or HIPCs. Again—the burden of adjustment fell on the borrowers. In the case of capital flight from the sub-Saharan African countries, the
requirement that the borrowing country bear the primary burden is particularly
unjust—the consequences of debt are borne by the general population, while
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collaboration between political elites and overseas financial institutions yielded
large benefits for those directly involved in moving money out of the countries.
Economic and Social Rights: An Alternative Approach for Governing
Credit Markets
The contribution of credit markets to these economic crises raises serious concerns over how these markets are currently governed. Finance does not operate
in a vacuum, independent of the rest of society and the economy. The financial
crises and related phenomena highlighted here come at a high cost, the costs
are unequally distributed, and they are intricately linked to how credit markets
operate. In this concluding section, we look at specific principles from one
framework that could be used to justify an alternative approach to regulating
finance: that of economic and social rights. There has been relatively little
dialogue between those working within the framework of economic and social
rights and those analyzing various aspects of macroeconomic governance.43 Our
aim is to show how certain concepts coming from the human rights framework
with the specific attention to economic and social rights have potentially farreaching implications for the way in which credit markets operate.
Human rights-based approaches to social justice have been subject to numerous critiques, and the potential limitations of the framework should be kept
in mind.44 Some have argued that the current construction of human rights is
culturally biased, is therefore not universal in nature, and should not be used to
assess social justice.45 In the mainstream discourse on human rights, economic
and social rights are often pushed aside in favor of civil and political rights,
with a specific emphasis on individual liberty. In some cases, interpretations
of civil rights directly undermine the realization of economic and social rights.
For instance, the decision of the U.S. Supreme Court with regard to Citizens
United v. the Federal Election Commission, which eliminated restrictions on
corporate donations to electoral campaigns, represents the latest in a series
of U.S. judicial decisions in which justification for protecting a civil right
(“free speech”) leads to outcomes that could undermine economic and social
rights. Similarly, the discourse of human rights may be co-opted and used to
reinforce the exercise of power at a global level, such as military interventions
justified on the basis of the need to protect rights.46 The economic and social
rights framework also has a particular institutional focus. It sees the state as
the primary duty bearer, potentially disregarding the role of other institutions,
community-based traditions, or diverse forms of collective action.

402 | American Quarterly

These limitations should be kept in mind. However, we have specific
reasons for choosing to look at elements of the economic and social rights
framework in the wake of the 2008 global financial crisis. First, as mentioned
above, some of the principles have potentially important implications for
governance of financial institutions and markets, yet these possibilities have
been underexplored. Second, economic and social rights have a concrete
institutional and legal grounding. Global declarations, international treaties,
covenants, and, in a number of cases, national constitutions have incorporated
aspects of the economic and social rights framework—providing an institutional infrastructure in national and international law. Some have suggested
that a consideration of global justice may not be a useful pursuit because of
the institutional complexities involved.47 However, this does not get around
that fact that global institutions already have an impact on social justice, both
positive and negative. We feel that it is useful to tease out the implications that
elements of alternative frameworks have for economic governance, specifically
those supported by existing institutions. Economic and social rights represent
one such concrete framework. Finally, the framework is an evolving one, and
ongoing discussion and deliberation is necessary to address underdeveloped
areas and potential deficiencies.
It is useful to compare the elements of economic and social rights framework to other approaches to social justice. Economic and social rights focus
on outcomes or realizations as the primary entry point—for example, health,
jobs, education, or housing.48 An alternative approach would be to begin
with institutions—for example, if a particular economic system is considered unjust, then an institutionalist approach would define a different set of
institutions that, if put into place, would constitute a just economic system.
Focusing on realizations in the first instance does not imply that institutions
are unimportant to economic and social rights, rather that the identification of
appropriate institutions is based on desired outcomes. A second characteristic
of the economic and social rights framework is that rights are progressively
achieved, allowing for engagement with existing social arrangements, even if
all injustices are not addressed at once. This differs from transcendental approaches to social justice, which emphasize the definition and achievement
of a perfectly just world.49 The concept of progressive realization is therefore
central to economic and social rights.
The set of economic and social rights considered here were initially set out
in the Universal Declaration of Human Rights. Examples of key economic and
social rights include the right to food, the right to housing, the right to work,
the right to health, and the right to an adequate standard of living, among
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others. The principles undergirding these specific rights and the obligations
of states with respect to economic and social rights have been elaborated in
subsequent international agreements.50 Here we focus on a select group of these
obligations and principles. The reason for focusing on these obligations and
principles, rather than the specific economic and social rights (e.g., food, housing, work), is that they provide a basis for an alternative approach to financial
governance ultimately linked to the realization of basic rights.
In doing so, we argue that the role of economic and social rights should shift
from simply providing a safety net or a core set of basic goods and services to
changing the rules under which the economy operates. Consider social assistance and social protection programs, such as “employer of last resort schemes,”
which are meant to provide emergency employment for poor households,
and conditional cash transfers, which provide cash grants to families meeting
specific criteria.51 Such interventions frequently assume that broad economic
parameters are fixed and implement social programs taking these constraints
as given. However, the availability of resources to administer these social programs is determined by macroeconomic dynamics, which are themselves the
outcome of deliberate policy choices. Taking this broader context as untouchable does little to address the power dynamics in financial markets, which limit
the resources available to fund social assistance programs. In addition, social
assistance programs operate through direct government provisioning of jobs,
cash payments, or social services. A comprehensive approach to economic
and social rights accommodates a wider range of institutions, in which the
realization of rights is not limited to state provisioning but also considers the
state’s role in providing the appropriate legislative, budgetary, and judicial
environment conducive to the realization of rights.52 This introduces larger
ideas of economic governance into the discussion of basic economic rights.
The obligations and principles considered here include the following:
• The obligation to protect—requires the state to take steps in order to protect economic
and social rights from actions by third parties that interfere with the enjoyment of those
rights.
• The principles of progressive realization and nonretrogression—the state must take steps
to progressively realize economic and social rights over time and to prevent an erosion of
those rights.
• The principle of maximum available resources—requires the state to undertake steps to use
the maximum of available resources to progressively realize economic and social rights.53
• The principle of nondiscrimination and equality—the state must ensure the equal enjoyment of rights in terms of both its conduct and the outcomes of its policies. Because of the
focus on substantive outcomes, “race blind” or “gender blind” policies are not sufficient for
compliance with this principle. Nondiscrimination also implies that positive steps must
be taken to reduce already existing inequalities.

404 | American Quarterly

• The principle of accountability participation and transparency—governments are obliged to
provide mechanisms through which people can hold the state accountable, can participate
in policymaking, and can access the information required to do so.

Compliance with these obligations and principles imply a very different
way of regulating credit markets and responding to financial crises than the
dominant approach over the past several decades. For instance, deregulation
of financial markets allowed global investors to take decisions that led to the
2008 global financial crisis. The outcome of the crisis in many countries has
been a retrogression of economic and social rights, as the consequences of
the European sovereign debt crisis illustrate. This represents a failure of the
obligation to protect. The lack of any systematic mortgage regulation in the
U.S. markets, which allowed predatory lending to flourish, also represents a
failure with regard to the obligation to protect and, given the demographics of
those caught up in the subprime mortgage crisis, a violation of the principle
of nondiscrimination and equality. Similarly, the use of resources by governments and central banks to bail out financial institutions and the subsequent
imposition of austerity budgets without demanding greater accountability of
the rescued banks and investment firms could be said to violate the principle
of maximum available resources as well as the principle of accountability,
participation, and transparency.
Moreover, the principle of maximum available resources could be used to
justify reform that requires financial institutions to support the progressive
realization of economic rights, since the “available resources” include the credit
and monetary system. This could be achieved, for example, by requiring banks
to provide credit to populations shut out of financial services on favorable
terms or by regulating the extension of credit so that a portion of loans support
affordable housing, health care facilities, or investments that generate jobs in
areas of high unemployment. A recognition of economic and social rights as
entitlements that the state must defend, and that extend well beyond property
rights which provide the current institutional foundation for market economies,
would alter the power dynamics in credit markets. We have argued that the
asymmetries of power in credit and financial markets have been responsible
for the kind of financial crises we have witnessed and the dramatically uneven
consequences of those crises. The economic and social rights framework suggests a fundamentally different approach to financial governance that begins
to address these concerns.
Of course, the actual implementation of the principles and obligations
associated with economic and social rights is far more difficult. Not all states
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are party to the various agreements that constitute the existing framework,
and even among signatories the enforcement of government obligations is
frequently limited. International institutions, like the International Monetary
Fund, claim that they cannot be held accountable for economic and social rights
because the IMF is not a state and is not bound by the agreements. Since the
state is the prime duty bearer in the economic and social rights framework, the
global dimensions of financial regulation need much further elaboration. These
barriers are not trivial and present real challenges for applying the economic
and social rights framework to the question of financial and credit markets.
In particular, there is a tension between the capacity of individual states
to take steps to support the realization of economic and social rights and the
dynamics of an integrated global economy in which financial interests have
significant power. Under these conditions, coordinated action by states, including government agencies like central banks, will be needed to fully support
the core principles and obligations discussed here. To give a concrete example:
how financial markets in the United States are regulated has implications for
realizing economic and social rights elsewhere. If this framework is to move
beyond a focus on the nation-state and to recognize the need for action globally, a number of conditions must be met. Countries should not be able to
opt out of their obligations with respect to economic and social rights—that
is, such rights must truly be universal. Global and international institutions
must be accountable to the same set of human rights obligations as individual
governments. The obligations that states have with regard to other countries
need to be much better defined, explicitly recognizing power differentials in the
global economy. Effective mechanisms for coordination across countries must
be developed, including the creation of a common set of rules for regulating
transnational businesses and financial players.
Clearly, the institutional requirements for a truly global approach to economic and social rights do not currently exist. We are not suggesting that
the economic and social rights framework, as it currently stands, is a fully
conceptualized approach to global justice backed by a complete set of effective institutions. Instead, we are suggesting that the concept of economic and
social rights, including the current principles and obligations associated with
this framework, implies a fundamentally different approach to macroeconomic governance, including reform of the role of financial institutions in
the economy. There has been very little exploration of these issues, and this
is unfortunate. The human rights framework is often dismissed as being too
narrowly focused on individual liberties and political freedoms. In practice,
this is often true, but it is a result of the marginalization of economic and social
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rights in the broad human rights discourse. This can result in the rejection of
economic and social rights without fully understanding the potential of this
approach for advancing social justice. We suggest that this is a mistake and
that the constructive development of the economic and social rights approach,
and the institutions that back it, would lead to a fundamentally different kind
of global economy demanding a transformation of how financial markets and
institutions operate.
Conclusion
In many respects, debt and credit markets lie at the core of the agglomeration
of financial markets and institutions that have become increasingly influential
in recent decades: directly influencing the paths that economies take, determining—to a large extent—the policies adopted, and limiting the scope for
advancements in social justice. We have argued that the operation of these
markets reflect inherent power relationships that interact with existing patterns
of stratification, producing mainstream discourses that hide unequal racial
and gender dynamics and reshape policy responses. These features of credit
markets are not unique to the 2008 collapse and can be found in numerous
other economic debacles that have occurred in this era of global financialization, in which policy decisions have exacerbated, rather than curtailed, the
growing power of finance.
We feel that the economic and social rights approach has significant potential to turn this situation around, yet, in considering this alternative, we must
recognize that it is still early days. The field of economic and social rights is
quite young and, in many ways, underdeveloped. Perhaps the biggest challenge with regard to applying this approach to global finance is the need to
flesh out how best to coordinate action among states at the global level in ways
that take into account unequal power dynamics and support the realization
of basic economic and social rights. Clearly, the institutional infrastructure is
not currently in place to make this happen. Nevertheless, steps can be taken
to build on what currently exists and to push out the frontiers of economic
governance. In the meantime, much can still be done at the national and
subnational level. For example, revisiting the U.S. subprime mortgage crisis
through the lens of economic and social rights reveals a fundamentally different
approach to economic governance when compared with the recent dominance
of neoliberal policies. There is a long way to go before these alternatives are
realized, and it will not happen overnight. If the aim is to progressively real-
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ize a new approach to finance, we suggest that much can be gained through
ongoing explorations of the potency, and possible limitations, of the economic
and social rights framework.
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