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Global Economic
Governance

Financial Crisis of 2008
S of 2008, the global financial system came close to collapse,
@ the greatest challenge to the global economy since the Great
an of the 1930s. Global stock markets plummeted; one of the
% largest banks collapsed; both industrial output and world trade lev-
gped far more than they had in 1929; global foreign direct invest-
wns flows of remittances from migrant workers plunged; and global
“oyment increased by an estimated 14 million people just in 2008. In
““mused States, unemployment more than doubled. Consumer demand
fed and credit became almost impossible to obtain. In 2014, the
of the crisis continued to ripple through the global economy.
W8at can be learned about global economic governance from how var-
actors responded and the policies that have been put in place? Daniel
(2012: 1) argues that “the system worked,” writing: “A review of
ic outcomes, policy outputs, and institutional resilience reveals that
regimes performed well during the acute phase of the crisis, ensuring
comtinuation of an open global economy.” While others disagree with
assessment, the global economy has rebounded relatively well—far
= than was the case in the aftermath of the Great Depression.
The way the 2008 crisis rippled around the world was indicative of
#wbal economic interdependence, although the effects of the crisis were
war felt equally in all parts of the world. The United States and Europe
wess most severely affected; many developing countries much less so.
Siases such as China, South Korea, and Japan, dependent on exports to the
“mited States and Europe, saw their markets shrink and export earnings
%21l Oil prices dropped by 69 percent between July and December 2008,
severely affecting oil-exporting countries such as Saudi Arabia, Russia,
#ngola, and Venezuela. In emerging markets of Eastern Europe, the Baltic
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states, and other former Soviet Union states, private foreign invesimsss
plummeted in 2008 to less than half that of a year earlier. In late 2008, k===
land became the first state victim when its banking system collapsed. The
speed and depth of the collapse of global financial markets and inteTm
tional trade were breathtaking. Over $10 trillion in wealth was los S8
households worldwide.

The crisis had many causes: irresponsible lending in the United S
and Europe; central bankers and other regulators who tolerated risky 2
tices; a glut of savings in Asia that reduced global interest rates; yvears
low inflation and stable growth that made people overconfident. It "5
lighted the fragility, volatility, and occasional catastrophe that come =il
globalized capital markets” (Drezner and McNamara 2013: 155). Iz
responses to the financial crisis were mostly unilateral. Both the Us
States and various EU member governments took unprecedented sieg
bail out banks and insurance companies to get credit markets funcs
and stimulate investor confidence. Fairly quickly, however, central §
such as the US Federal Reserve, the Bank of England, and the Eums
Central Bank, undertook coordinated action, cutting interest raies
expanding credit facilities to avert a currency crisis. Those actions
critical to preventing a deeper depression. In 2008 and 2009, all the =
economies implemented major stimulus packages to address the unsm
ment, drop in investment, and tight credit effects of the crisis.

The IMF initially responded to the crisis by making available &
$250 billion for credit lines, then tripled that to $750 billion in 2088
land became the first Western country to borrow from the IMF since 8
Substantial emergency loans were also made to Ukraine, Hungary. zad
istan. In addition, the IMF created the Short-Term Liquidity Facss
emerging-market countries. It reorganized the Exogenous Shocks ¢
designed to help low-income states, to provide more rapid assistancs
sequently, the International Development Association (IDA) of the
Bank Group increased its resources for lending to some of the g
developing countries, and ASEAN broadened its Chiang Mai Inizs
create an arrangement for currency liquidity.

Yet none of the existing institutions were up to the task of coons
responses. Both short-term emergency responses were needed 2=
better long-term cross-border supervision of financial institutions.
standards for accounting and banking regulation, and an early wam
tem for the world economy (Cooper and Thakur 2013: 13). US pe=
George W. Bush’s decision to convene the G-20 at the leaders level
first time in the Summit on Financial Stability and the World Eca
November 2008 marked a recognition of those shortcomings and
for a new approach, one that recognized that any solution to =
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