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GLOBALIZATION OF FINANCIAL CAPITALISM 
AND ITS IMPACT ON FINANCIAL 

SOVEREIGNTY

Guoping Li and Hong Zhou

Abstract: Under the influence of neo-liberalism, financial liberalization initiated by developed 
countries has transformed industrial capitalism into financial capitalism and subsequently 
brought about the globalization of financial capitalism. Despite the respite after the financial 
crisis of 2008, the resurgence of globalization of financial capitalism will be unavoidable. 
Globalization of financial capitalism, an economic phenomenon as well as a social, political, 
and legal phenomenon, may have a significant impact on the financial sovereignty of countries 
around the world. In an era of globalization of financial capitalism, how to safeguard the financial 
sovereignty has become a serious challenge for all countries, especially developing countries.
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1. Introduction

As a form of capitalism, financial capitalism is such an economic system that 
financial capital dominates the political, economic, and social lives of a society 
and that wealth is created mainly through financial system instead of goods 
production processes. In such an economic system, financial intermediaries have 
come to dominate economic activities and accordingly have been able to exert 
great influence on both political and social development.1

The expansion of financial capital and financial capitalism has not only affected 
international political and economic power structure but also posed challenges 
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to financial sovereignty for countries around the world, especially developing 
countries.2 In modern economies, finance plays a key role in maintaining national 
economic safety since it controls the flows of capital. In an era of unavoidable 
globalization of financial capital and financial capitalism, countries around the 
world, especially developing countries, are faced with the challenge of how to 
protect financial sovereignty so as to safeguard national financial and economic 
safety.

2. What Is Financial Sovereignty

Academic researches on financial sovereignty are rare, and existing studies on 
financial sovereignty have given different and competing definitions for financial 
sovereignty. In addition, while some existing studies on financial sovereignty 
regard financial sovereignty as the same as national financial safety, others fail to 
distinguish between the following several different yet related concepts: financial 
sovereignty, state sovereignty, economic sovereignty, and monetary sovereignty.

Chinese scholars have proposed several different definitions for “financial 
sovereignty” (Chen 2002; Li 2004; Rao 2004; Ren 2007).3 In this study, financial 
sovereignty is defined as the rights reserved exclusively for sovereign states to 
make decisions on both internal and external financial affairs. In other words, 
sovereign states have the rights to decide, direct, and control all internal and 
external financial affairs.

Specifically, financial sovereignty is composed of three rights. The first 
component is the right to choose and establish a domestic financial system. 
Sovereign states have the right to choose and establish a domestic financial system 
in accordance with the level of domestic economic development. Composed of 
financial markets, financial institutions, financial instruments, and financial activ-
ities, a financial system is the basic framework within which the flow of capital 
is made possible (Gurusamy 2008). Financial system thus plays a critical role in 
the allocation of financial resources. The second component is the right to make 
financial policies. Financial policies refer to the policies regarding money supplies, 
exchange rates, and interest rates implemented by central banks of sovereign states 
for the purpose of fostering economic growth. Monetary authorities of sovereign 
states have the authority to make and implement financial policies free of inter-
vention by other external authorities. The third component is the right to regulate 
domestic financial markets, financial institutions, and financial activities. The 
regulatory authorities of sovereign states have the authority to implement inde-
pendent, comprehensive, and uniform regulatory policies over domestic financial 
markets, financial institutions, and financial activities, to set the access and 
exit requirements of financial markets, to grant different treatments to different 
financial market participants, and to set rules on financial transactions of all sorts.
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Krasner (1999) proposes that state sovereignty can be divided into the following 
three levels: sovereign status, sovereign authority, and sovereign capability. 
Sovereign status refers to the status that an independent political entity is not 
subject to any other political authorities within the boundary of its territory. Within 
the boundary of its territory, a sovereign state is entitled to an exclusive, absolute, 
and undividable sovereign status. Once the sovereign status of a sovereign state 
is confirmed by the consent of international society and other sovereign states, no 
forces or authorities can deprive the sovereign state of the sovereign status, although 
with international consent, the status may be changed (Wallerstein 2004). Sovereign 
authority refers to all of the rights that a sovereign state is entitled to in the course of 
governing the country. Within the boundary of its territory, a sovereign state has the 
rights to enact laws, to carry out regulatory activities, and to direct and control other 
public businesses. In an era of globalization, economic sovereign authority has been 
somehow on the decline (Ren 2007). Sovereign capability refers to the capability of 
a sovereign state to independently make and implement public policies and to direct 
and control the internal and cross-border flows of people, thoughts, and various 
resources (Krasner 1999). If a sovereign state were deprived of the capability to 
direct and control internal affairs, sovereignty would be meaningless.

As a component of sovereignty, financial sovereignty is also composed of 
financial sovereign status, financial sovereign authority, and financial sovereign 
capability. Because sovereign status can be changed only by the consent of 
international society and other sovereign states, the globalization of financial 
capitalism is unable to change sovereign status with regard to internal and external 
financial affairs. As a result, globalization of financial capitalism can affect only 
financial sovereign authority and financial sovereign capability. For example, 
without the consent of international society, no forces including financial capital 
and financial capitalism can deprive a sovereign state of its financial sovereign 
status to issue currency, though some sovereign states may voluntarily renounce 
such a status and use the currency of some other sovereign state such as the US 
dollar. On the other hand, the globalization of financial capital and financial 
capitalism may affect money supply of a sovereign state and the acceptance of 
its currency within the boundary of territory. In other words, the globalization of 
financial capital and financial capitalism may affect financial sovereign authority 
and financial sovereign capability with regard to currency issuing.

3. How Globalization of Financial Capitalism Affects Financial 
Sovereignty

Besides exerting influence on international political and economic relations, the 
globalization of financial capital and financial capitalism can affect financial 
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sovereignty and thus affect financial and economic safety of sovereign states. 
History of the last half a century has proven that globalization of financial 
capitalism can affect financial sovereignty in the following ways.

First, globalization of financial capitalism can weaken financial sovereign 
authority, especially financial regulatory authority.

On the one hand, globalization of financial capitalism can increase systematic 
risks for global financial system and global economy, that is, globalization of 
financial capitalism may result in global financial crisis. In order to safeguard the 
stability of global financial system and prevent global financial crisis, sovereign 
states have to coordinate financial policies. As a result, sovereign states have 
to delegate part of financial regulatory authority to both formal and informal 
international financial organizations such as International Monetary Fund (IMF) 
and Basel Committee on Banking Supervision. Such a delegation of regulatory 
authority is essentially an encroachment on financial sovereign authority (Hurd 
1999). More importantly, because developing countries and developed countries 
are not on equal footing in these international organizations,4 delegation of financial 
sovereign authority to international organization by developing countries amounts 
to a transference of financial sovereign authority from developing countries to 
developed countries.

On the other hand, financial sovereign authority may also be undermined 
by international private authorities. Economic globalization has given rise to a 
number of monopolistic multinational corporations (MNCs). With tremendous 
monopolistic power, these MNCs are able to shape industrial development, set 
industrial standards, and exert impacts on global markets. These MNCs have or are 
entrusted with some quasi-regulatory authority by sovereign states or international 
organizations. As such, such MNCs can be called international private authorities. 
The rise of such MNCs can undermine the financial sovereign authority of 
sovereign states (Cutler, Haufler, and Porter 1999).

Globalization of financial capital and financial capitalism has given birth to such 
international private authorities in the global financial sphere. Multinational credit 
rating agencies are the epitome of such international private authorities in the 
global financial sphere (Kennedy 2008). Together, the three biggest credit rating 
agencies, that is, Standard & Poor’s, Moody’s, and Fitch, control as much as 95% 
of global credit rating market shares (Hill 2004). Downgrading of credit ratings on 
sovereign states and corporations by these three agencies can often cause severe 
volatility in global financial markets and significant changes in government policies, 
which makes credit rating agencies de facto regulatory authorities (Sinclair 2005). 
For example, during the financial crisis of 2008, downgrading of sovereign credit 
ratings on Spain, Greece, and Portugal and warnings on the economic outlook of 
these countries issued by the three credit rating agencies were the major reasons 
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that these countries launched austere fiscal policies, which resulted in severe 
economic, social, and even political problems in these countries (Weldon 2012). 
In addition, in implementing regulations, regulatory authorities sometimes choose 
to rely on ratings issued by credit rating agencies. For example, Basel Accord II 
allows banking regulatory authorities to use credit ratings issued by these credit 
rating agencies in calculating capital adequacy ratios. Such a practice amounts to 
a delegation of regulatory authority to these credit rating agencies.

Second, globalization of financial capitalism can weaken financial sovereign 
capability, especially the capability to formulate and effectively implement 
monetary policies. The astronomical amount of cross-border flows of capital 
resulting from globalization of financial capital and financial capitalism has 
fundamentally changed the environment within which monetary policies are to 
be formulated and implemented (Devereux and Sutherland 2008). Consequently, 
the capability of regulatory authorities to formulate and effectively implement 
financial policies has been limited or constrained (Webb 2006).

Globalization of financial capitalism has made it more difficult for monetary 
authority to formulate monetary policies because monetary policies are increasingly 
subject to external shocks. After comprehensively reviewing the literature on 
globalization of financial capital and financial capitalism, Steven Kamin (2012), 
a director of Board of Governors of the Federal Reserve System, concludes that 
financial globalization has made domestic financial conditions more vulnerable to 
a wide range of external shocks and the task of making monetary policy decisions 
more difficult. In many countries, short-term interest rates that are traditionally 
set by monetary policymakers are responding to foreign financial conditions to 
a greater extent than ever before while long-term interest rates are increasingly 
affected by international developments. Cross-border capital flows have also 
subjected the domestic prices of financial and non-financial products and services 
such as raw materials, labor, and corporate bonds to the influences of market forces 
overseas. As a result, monetary authorities around the world have found that it has 
become more difficult than ever to set the right level of interest rates to promote 
fast economic growth while keeping inflation at bay.

Because of the asymmetry between developed countries and developing 
countries with regard to the level of economic and financial development, monetary 
authorities in developing countries are more likely to be affected by globalization 
of financial capital and financial capitalism in the formation and implementation 
of financial policies. Globalization of financial capital and financial capitalism has 
led to a rise in the share of financial transactions undertaken in currencies such as 
US dollar and euro. Consequently, the liquidity provision and the lender-of-last 
resort functions of the central banks of other countries, especially of developing 
countries, are being challenged (Kamin 2012).
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Globalization of financial capitalism has also made effective execution of 
financial policies harder than ever before. There are a number of ways by which 
globalization of financial capital and financial capitalism can constrain the ability 
of monetary authorities to effectively execute monetary policies. For example, 
globalization of financial capitalism has somehow changed the transmission 
mechanisms of monetary policies. With long-term bond yields increasingly set 
in international markets, their responsiveness to the short-term interest rates set 
by the monetary authorities has been on the decline. Globalization of financial 
capitalism has made cross-border trade of financial products and services more 
important. Consequently, exchange rates and net exports may have replaced 
domestic demand as the major channels by which monetary policies affect 
domestic economy (Kamin 2012).

“Impossible trinity” is an excellent example that globalization of financial 
capital and financial capitalism has undermined monetary authorities’ ability 
to execute monetary policies (Cerny 1996). “Impossible trinity,” introduced by 
Robert Mundell and Marcus Fleming in the 1960s, refers to the trade-offs among 
the following three policy goals: a fixed exchange rate, national independence 
in monetary policy, and capital mobility. According to “impossible trinity,” in 
open economies, it is impossible to achieve all of these three policy goals at the 
same time. For example, the free cross-border flow of capital has significantly 
undermined monetary authorities’ ability to control inflation and thus frustrated 
monetary authorities’ efforts to stabilize the value of currencies (Devereux and 
Sutherland 2008).

That globalization of financial capitalism can undermine monetary authorities’ 
ability to effectively execute monetary policies has been quite evident in China. In 
2005, China upgraded reform policies by opening up its financial industry. While 
the integration of China into the international financial system resulting from 
such reform policies was among the causes that the Chinese economy was able to 
grow at an average annual growth rate of about 9% since 2005, it has also brought 
about some serious challenges for China’s monetary authority. For example, 
the integration of China into the international financial system helped open the 
floodgate for international “hot money” to flood into China, and consequently funds 
outstanding for foreign exchange increased significantly to account for more than 
50% of China’s money supply. As a result, during the past decade, China was awash 
with liquidity, and People’s Bank of China, China’s central bank, was faced with 
tremendous challenges of keeping inflation under control (Huang, Wang, and Hua 
2010). Meanwhile, a study by People’s Bank of China showed that international 
capital flow had materially weakened the effectiveness of China’s capital controls. 
In fact, based on such a finding, People’s Bank of China recommended that capital 
controls be phased out (Department of Statistics of People’s Bank of China 2012).
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Third, globalization of financial capitalism can significantly increase the costs 
of implementing monetary policies for monetary authorities while reducing the 
benefits. Studies have shown that economic and financial globalization may have 
changed the costs and benefits of economic and financial policies for sovereign 
states (Goldblatt et al. 1997). In the sphere of finance, although sovereign states 
still have the sovereign authority and capability to implement policies such as 
fixed exchange rates and capital controls, tremendous international flow of capital 
resulting from globalization of financial capital and financial capitalism has 
significantly reduced the benefits of such policies while increasing the costs.

Again, China is a case in point. A study by Zhang and Xu (2008) finds that since 
it joined the World Trade Organization (WTO) in 2001, China has experienced an 
influx of “hot money.” Since Renminbi (RMB) was then still on the fixed exchange 
rate regime (switched to managed floating exchange rate regime in July 2007), 
China had to sterilize the impact of the inflow of “hot money” so as to maintain the 
exchange rates of RMB. Such sterilization operations have incurred heavy costs to 
both People’s Bank of China and Chinese economy. One study shows that during 
the 9 years from 2003 to 2010, sterilization operations cost People’s Bank of China 
about RMB1.08 trillion in the form of interests paid on short-term interest-bearing 
securities issued by People’s Bank of China. Sterilization operations by People’s 
Bank of China have also caused funds outstanding for foreign exchange to increase 
dramatically. The huge amount of funds outstanding for foreign exchange was 
eventually transformed into severe inflation and ever-increasing asset prices (Xu, 
Zhang, and Zou 2012). There is evidence that the upward spiraling of housing 
prices across China since 2005 is closely related to the rapid growth in money 
supply resulting from the continued inflow of international capital (Xu 2011).

4. How to Protect Financial Sovereignty from the Impact of 
Globalization of Financial Capitalism

In modern economy which is becoming increasingly capital intensive, the 
importance of financial system and financial industry in national economy is 
self-evident. Although globalization of financial capital and financial capitalism 
was subdued with the outbreak of the financial crisis of 2008, its resurgence is 
unavoidable because the economic, institutional, and social environments that 
have given rise to globalization of financial capital and financial capitalism have 
not been changed fundamentally by the laws and regulations enacted by regulatory 
authorities around the world since the outbreak of financial crisis. In case of the 
unavoidable resurgence of globalization of financial capitalism, countries around 
the world, especially developing countries, should take some measures so as to 
safeguard financial sovereignty.
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As a developing country, China needs to keep on the track of reforms and 
opening-up policies so as to achieve sustainable economic growth. Liberalization 
of China’s heavily regulated financial industry is an indispensable part of China’s 
reforms and opening-up policies. However, China trails far behind developed 
countries in terms of financial development, the soundness of domestic financial 
system, the depth of financial markets, and the competitiveness of financial 
institutions. To liberalize China’s financial industry while safeguarding China’s 
financial system and Chinese economy, China’s decision makers should take 
globalization of financial capitalism properly.

First, decision makers should take a rational view of globalization of financial 
capitalism and avoid across-the-board approval or across-the-board rejection of 
globalization of financial capitalism and the accompanying political, economic, 
and social thoughts.

As the theoretical foundation of globalization of financial capitalism, 
neo-liberalism was the dominant economic philosophy during the three decades 
before the outbreak of the financial crisis of 2008. Neo-liberalism advocates 
extensive privatization, open markets, and deregulation. Economic policies 
based on neo-liberalism have indeed fostered the economic booms that the 
world experienced during the last two decades of the 20th century. However, the 
blanket acceptance of neo-liberal economic theories coupled with the transition 
of consensus toward neo-liberal economic policies in the 1970s is seen by many 
as the root of the financial crisis of 2008 (Financial Crisis Inquiry Commission 
2011, xxv; Lavoie 2013; Dumenil and Levy 2013; Kotz 2015). Although with the 
outbreak of the financial crisis of 2008, neo-liberalism is no longer as glamorous 
as it used to be, it is still highly influential in many developing countries. As China 
implemented reforms and opening-up policies in the late 1970s, neo-liberalism 
has been becoming increasingly influential in China (Wang and Karl 2004).

The social and political thoughts that have spread over the world accompanying 
globalization of financial capitalism should also be taken with a grain of salt (Qi 
and Wang 2007). For example, Thomas Friedman, the author of the international 
bestselling book The World Is Flat is a zealous advocate of neo-liberalism. With 
the publication of The World Is Flat in China, the view advocated in the book 
that the world has been made “a level playing field” in terms of commerce where 
all competitors have an equal opportunity immediately gained popularity with 
Chinese, including some of the key decision makers.5 However, some high-profile 
scholars have pointed out that some of the arguments Friedman made in the book 
are flawed. Nobel Prize-winning economist Joseph Stiglitz (2006, 54) notes,
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Friedman is right that there have been dramatic changes in the global economy, in the 
global landscape; in some directions, the world is much flatter than it has ever been, 
with those in various parts of the world being more connected than they have ever been, 
but the world is not flat . . . Not only is the world not flat: in many ways it has been 
getting less flat.

Pankaj Ghemawat, a professor of Harvard Business School, argues that the view 
that the world has become “a level playing field” for all competitors is a gross 
exaggeration. Ghemawat (2007, 56) points out that, for example, international 
financial activity is still dominated by only a few financial centers, including New 
York, Tokyo, London, Hong Kong, and Frankfurt. In his two best sellers, The 
World Is Flat (Friedman 2007) and The Lexus and the Olive Tree (Friedman 2012), 
Thomas Friedman argues that in the flat world, economics matters more and more 
and politics less and less. Ghemawat warns that such a viewpoint expressed in 
the two best sellers is not only erroneous but also harmful, and that using such 
a version of world as a basis for policymaking is not only unproductive but also 
dangerous (Ghemawat 2007, 60).

To some degree, the economic globalization started in the late 20th century 
has been in essence the expansion of Anglo-Saxon capitalism in the world. For 
developing countries, neither blanket approval nor blanket rejection is the right 
response to economic globalization (Cheng 2007). Likewise, globalization of 
financial capitalism and the accompanying political, economic, and social thoughts 
should be taken in the same way. On the one hand, it is wrong to simply equate 
globalization of financial capitalism to westernization or Americanization, much 
less a financial colonization by western countries especially the United States, and 
consequently reject them out of hand; on the other hand, accepting them without 
any reservations is not advisable because such an approach will reduce developing 
countries’ policy choices in responding to globalization of financial capitalism.

Second, developing countries should take measures to foster solid growth of 
innovative real economies so as to enhance financial sovereign capability.

A strong innovative real economy can not only safeguard developing countries 
against economic and financial risks but also help developing countries strengthen 
their financial sovereign capability because a strong real economy can provide 
a sovereign state with the resources necessary for the execution of financial 
policies. In fostering the development of real economy, priority should be given to 
manufacturing industries.

Germany, often seen as “the economic engine of Europe,” is an excellent 
example of how solid real economy and strong manufacturing industries can 
help a country weather global economic and financial storms. Despite the global 
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recession resulting from the financial crisis of 2008, unemployment in Germany 
was actually lower than it was before the outbreak of the financial crisis (Economist 
2010). Manufacturing industries in Germany are not only highly innovative but 
also account for a much larger percentage of gross domestic product (GDP) than in 
other countries badly hurt in the financial crisis of 2008. According to the statistics 
provided by World Bank, during the 15 years before the outbreak of the financial 
crisis, value-added production by manufacturing industries as a percentage of GDP 
in Germany was consistently higher by about 10 percentage points than that in the 
United States.6 This may have been one of the major reasons that President Barack 
Obama (2012) called on the United States to re-establish a strong manufacturing 
sector in his State of Union Address of 2012.

As the aggregate output of China’s manufacturing sector surpassed that of 
the United States in 2012, China has overtaken the United States to become the 
largest manufacturer in the world. China’s manufacturing sector, however, is still 
widely regarded as “large but not strong” because it remains at the low end of the 
global value chain of manufacturing sector and lacks competitiveness in terms of 
innovativeness. To develop a stronger manufacturing sector and a more solid real 
economy, China should make independent innovation as a national strategy and 
transform China from an imitation-led economy into an innovation-led economy 
(Qi 2009).

Meanwhile, the development of financial industry should be reasonable. 
Although the positive effects of financial development on economic growth have 
been confirmed by a lot of researches, excessive financialization of the economy is 
likely to lead to the capture of macro-economic and financial policies by financial 
interest groups and thus harm financial sovereign capability. In developed 
countries, financial interest groups have been influential enough to affect not only 
corporate governance but also the operation of representative democracy (Cheng 
and Yang 2011). There are signs that in China, financialization of economy is also 
well under way. For example, the value-added production by China’s financial 
industry as a percentage of China’s GDP has been more than doubled during the 
past two decades, undoubtedly a warning sign for China’s decision makers.

Third, developing countries should help domestic financial institutions enhance 
competitiveness in global markets so as to establish international private authorities 
of their own.

As discussed above, by affecting international capital flows, international 
financial private authorities such as Standard & Poor’s and Goldman Sachs have 
the ability to undermine financial sovereignty. There is evidence that China’s 
financial sovereignty is also under the threat from international financial private 
authorities. A study by The General Office of the Leading Group for Financial 
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and Economic Affairs7 finds that as a result of a series of acquisitions of domestic 
credit rating agencies by foreign credit rating agencies, the latter have controlled 
more than two thirds of China’s domestic credit rating market shares, which 
has put China’s financial sovereignty and economic safety on the line (Li and 
Xu 2010). International financial private authorities can serve as a necessary 
supplement to state sovereignty. Helping domestic financial institutions to develop 
themselves into international financial private authorities should be a national 
financial strategy for developing countries, including China. To create a favorable 
environment for China’s domestic financial institutions to establish themselves 
as international financial private authorities, China should reform its domestic 
financial system, and liberalize its heavily regulated financial industries so as to 
enhance competition within financial industry and strengthen the competitiveness 
of China’s domestic financial institutions.

Fourth, developing countries should actively take part in the reforms of international 
financial organizations and the formulation of rules on international finance.

Against the background of globalization of financial capitalism, it is necessary 
for countries around the world to voluntarily transfer part of their financial 
sovereignty to formal and informal international financial organizations so as to 
better maintain the stability of the international financial system. For the purpose 
of creating an institutional environment favorable for developing countries to 
protect their financial sovereignty, developing countries should take active roles 
in these organizations.

Developing countries should actively push for and take part in the reforms of 
international financial organizations. International financial organizations such as 
IMF were established at the end of the World War II and accordingly, the standing 
and roles of the member countries in IMF are a reflection of the international 
political and economic power structure at the end of the World War II. International 
political and economic power structure, however, has been changed significantly in 
the past half century. Developing countries such as China and India have achieved 
unprecedented economic growth, whereas the traditional great powers such as 
the United States and the United Kingdom have seen their economic strength 
somewhat on the decline. Reforms of these international financial organizations 
are necessary so that the growing political and economic strength of developing 
countries is properly presented in these international financial organizations. 
Such reforms will lay down the foundation on which developing countries can 
effectively protect their financial sovereignty.

Developing countries should also take an active role in formulating the rules 
on international finance. Because of dominant political and economic power 
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of developed countries in the first half of the 20th century, most of the rules on 
international finance were formulated in accordance with the best interests of 
developed countries. As the only superpower in the world after the end of “Cold 
War,” the United States is still able to wield unparalleled influence in international 
organizations (Cheng 2007). To better safeguard financial sovereignty, developing 
countries should actively get themselves involved in the formulation of the rules 
on international finance and make efforts to ensure that the rules on international 
finance properly take into consideration the interests of countries and regions of 
different economic and financial development levels.

Moreover, developing countries should seek leadership in both the development 
of emerging financial markets and the formulation of rules about emerging finance. 
As the global natural environment increasingly deteriorates, carbon market, a new 
branch of environmental finance, has grown exponentially since its conception 
in 1996. Developed countries, especially the United States, are actively seeking 
leadership in affairs with regard to international carbon finance market (Cheng and 
Yang 2011). Active participation in formulating the rules about quota allocation, 
pricing, and trading of emission by developing countries will help create a level 
playing field which is essential for developing countries to safeguard their interests 
in affairs related to such emerging finance.

Finally, sovereign states should beware of threats to financial sovereignty posed 
by forces representing domestic financial capital.

Financial globalization can also undermine sovereignty by forces from within 
sovereign states (Pearson and Rochester 1998, 117). For example, “shadow 
banking” has been widely believed to have the ability to create money, and undue 
growth of domestic “shadow banking” is able to weaken the effectiveness of 
monetary policies. Sovereign states therefore need to keep a lookout for threats to 
financial sovereignty from within. Some scholars argue that shadow banking is not 
only a financial phenomenon but also a monetary phenomenon because it has the 
ability to create money (Ricks 2012).

To safeguard financial sovereignty against threats from internal forces while 
liberalizing its heavily regulated financial industry, China should take measures to 
keep financial interest groups from exerting undue influence on financial policies. 
Absence of supervision and regulation over financial industry has been widely 
seen as one of the root causes of the financial crisis of 2008. To a great degree, 
absence of supervision and regulation was the result of excessive deregulation 
and liberalization pushed for by financial interest groups. In China, “shadow 
banking” activities have been expanding rapidly, and financial industry has been 
becoming increasingly influential in China’s political, economic, and social lives. 
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Some precautious measures against the influences of financial interest groups on 
domestic economic and financial policies should be desirable.

Regulatory authorities may need to reinvent regulatory paradigm so as to enhance 
regulation of financial industry without stifling its creativity and productivity. 
For example, financial innovation has made it possible for commercial banks, 
investment banks, and insurance companies to sidestep China’s Securities Law, 
stipulating that a business organization can operate in only one of the several 
different sectors of financial industry, which has made the current institution-
based regulatory paradigm largely outdated. A function-based regulatory paradigm 
advocated by Nobel Prize-winning economist Robert Morton may better serve 
regulatory purpose in the age of globalization of financial capital and financial 
capitalism (Merton 1995).

5. Conclusion

In the past three decades, under the influence of neo-liberalism, the positive effects 
of finance on economic development were highly exaggerated, which then led 
to both financialization of economy and the evolution of industrial capitalism 
into financial capitalism. As it spread across the world, financial capitalism has 
significantly changed the ways by which products are produced and wealth is 
created. Globalization of financial capitalism has been an economic phenomenon 
as well as a social, political, and legal phenomenon.

Globalization of financial capital and financial capitalism has affected not 
only the evolution of international political and economic structure but also the 
sovereignty of all countries, especially developing countries. While globalization 
of financial capital and financial capitalism has been somewhat subdued by the 
financial crisis of 2008, its resurgence in the not-too-distant future is certain.

After decades of fast economic growth and reforms of financial system, 
financialization of economy is well under way in China. The financialization 
of Chinese economy will bring about significant changes to both Chinese and 
global economic landscapes. In case that the resurgence of globalization of 
financial capital and financial capitalism is unavoidable, how to protect China’s 
financial sovereignty and thus safeguard the safety of China’s financial system 
and the stability of China’s economic growth will be a great challenge for China’s 
decision makers.
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Notes

1. For detailed discussions on the rise, features, and effects of financial capitalism, see Zhou and Li 
(2013).

2. For detailed discussions on the nature and effects of globalization of financial capitalism, see Li and 
Zhou (2014).

3. For a survey on the definitions of “state sovereignty,” see Ren (2007).
4. For example, in International Monetary Fund (IMF), at least 85% of total votes are required for the 

approval of any proposal, and the United States holds 16.75% of total votes, which effectively gives 
the United States a super voting power.

5. For example, Wang Yang, currently the deputy prime minister of the State Council and a member of 
the 25-member politburo which is the top decision-making body of China, has repeatedly required 
that members of Communist Party of China (CPC) should read The World Is Flat when he headed 
the provincial committee of CPC in Chongqing City and Guangdong Province. It was reported that 
in 2007, upon his recommendation, the daily sales of The World Is Flat increased from about 100 
copies to more than 1,000 copies in Chongqing (Du 2013).

6. The data are available at http://data.worldbank.org/indicator/NV.IND.MANF.ZS, accessed 
February 6, 2015.

7. The Leading Group for Financial and Economic Affairs (Zhonggong Zhongyang Caijing Lingdao 
Xiaozu) is an inner group of the Central Committee of the CPC in charge of leading and supervising 
economic and financial work of both the CPC Central Committee and the State Council. The Group 
is headed by CPC general secretary or prime minister of the State Council.
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