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This paper argues that the debate on ‘state capitalism’ should pay greater attention to extraordinary
state interventions taking place in the most advanced market economies in the West. The ‘visible
hand’ of the state in the capitalist core became even more visible in the aftermath of the Global
Financial Crisis of 2008 and is now very apparent during the current pandemic-induced crisis,
particularly in the form of massive fiscal and monetary interventions. The paper focuses on the
monetary policy side and the neglected role of central banks in contemporary Western economies
and the implications of their actions for uneven development. The paper argues that central banks
(and their monetary interventions) need to be put at the very centre of our efforts to understand state
capitalism in the West. Applying the concept of ‘financial chains’, the paper highlights the key role
central banks play in financialised capitalist economies and their economic geographies. It appears
that without increasingly unconventional interventions by major central banks, such as the US Federal
Reserve or the European Central Bank, advanced market economies would have already collapsed.
The paper suggests that, going forward, the attention should be focused on the question of whether
the enormous power central banks currently enjoy could be used to support more socially just, more
environmentally sustainable and more territorially balanced economic futures.
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1. Introduction
New state capitalism has emerged recently as a potent, yet deeply problematic, construct to describe
authoritarian state-led capitalism in the ‘East’ (chiefly China) as opposed to the apparently democratic
free-market capitalism of the ‘West’ (exemplified by the US). In part, the new state capitalism
narratives have been reflecting new geo-economic and geo-political constellations while echoing the
old Cold War rhetoric (Alami and Dixon, 2020a) and reviving old dichotomies (state vs. market;
socialism vs. capitalism; East vs. West). However, a closer look reveals that extraordinary state
interventions are not limited to a group of emerging economies in the East, but have also manifested
themselves in the most advanced market economies in the West, including the US, UK and Europe.
Indeed, as argued by Dixon and Alami (2020), “[w]e are all state capitalists now”.
The ‘visible hand’ of the state in the capitalist core – while always present (e.g. Magnusson, 2013;
Mazzucato, 2018) – became even more visible in the aftermath of the Global Financial Crisis (GFC) of
2007/2008 and is now very apparent during the current pandemic-induced crisis. The ‘Great
Lockdown’ of 2020 (IMF, 2020a) has seen an unprecedented mobilisation of the state in the West,
through both fiscal and monetary policies. In turn, the economic response to the Covid-19 pandemic
in the US and Europe has been described as ‘pandemic socialism’ (Buiter, 2020). This calls for the
urgent critical re-examination of the role of the state in advanced capitalist economies (see also Alami
and Dixon, 2020b).
This paper aims to contribute to such efforts by examining the state-market nexus in advanced
economies from an economic-financial geography perspective. More specifically, it focuses on the
(still rather neglected) role of central banks in contemporary Western economies and the implications
of their actions for uneven development. The paper argues that central banks (and their monetary
interventions) need to be put at the very centre of our efforts to understand state capitalism in the
West.
Indeed, it appears that key central banks – such as the US Federal Reserve (the Fed) and the European
Central Bank (ECB) – play a central role in sustaining financial markets and thus safeguarding crisisridden, financialised capitalism as a whole. In doing so, they also partake in wealth redistribution on a
gargantuan scale both domestically and internationally (i.e. well beyond their official territorial
authority). Unsurprisingly then, central banks roles and remits are fiercely contested on both sides of
the Atlantic and beyond. In the US, the Fed is seen as “wielding undemocratic, Soviet-style powers
over markets” by Judy Shelton, Trump’s controversial nominee for the institution’s Board (Politi,
2019), while for the progressives the US is “not a country with a central bank” but rather “a central
bank with a country” (Jackson, 2020a) pre-occupied with saving markets at the expense of workers
(Jackson, 2020b). In the European Union (EU), the ECB’s position is even more complicated: there is
no central European state or federal government in a standard sense; the ECB (itself perhaps the
strongest EU-level state institution) does not have formal monetary authority over the entire EU
territory. Yet, the ECB, like its US counterpart, is undeniably shaping political economies (and
economic geographies) in profound ways both within and beyond its formal territorial reach – a
process which requires urgent attention by economic geographers, and which needs to be part of the
debate on the ‘new’ state capitalism.
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This paper aims to kickstart such a debate. In Section 2 it provides a brief historical overview of the
changing roles of central banks in advanced capitalist economies and how these roles were shaped by
a sequence of crises, including the GFC of 2007/2008 and the Great Lockdown of 2020. Section 3 then
attempts to situate central banks in contemporary capitalist economies by applying a ‘financial chains’
perspective (Sokol, 2017; Sokol and Pataccini, 2020). The section will emphasise the fact that in
financialised, crisis-ridden economies, central banks assume a pivotal role in the ‘new’ state capitalism
and that without increasingly unconventional interventions by major central banks, advanced market
economies would have already collapsed. Section 4 will reflect on the implications for uneven
geographical development of the ‘new’, central bank-driven state capitalism. Finally, Section 5 will
summarise the key arguments and will suggest that urgent attention should be focused on the
question whether the enormous power central banks enjoy could be used to support more socially
just, more environmentally sustainable and more territorially balanced economic futures.

2. Changing roles of central banks in advanced capitalist economies: a brief historical overview
It is important to note that, throughout their history, central banks have been inextricably linked to
the state and capitalism and their roles have been shaped by a sequence of crises. They started to
emerge in the late 17th century – with the Swedish Riksbank “the first true state central bank” (Leyshon
and Thrift, 1997, 18) established in 1656 and taken over by the Swedish state in 1668. In 1694, the
Bank of England, “the most famous central bank of the era” (Bordo, 2007, 1), was founded. The Bank
of England’s role was to “provide and arrange loans to the government” and to “mobilise the country’s
resources in order to provide finance for trade” (Mishkin et al., 2013, 281). Vernengo (2016, 453) notes
that the Bank of England’s role as “fiscal agent of the government” throughout the 18 th century
(marked by frequent wars with France and the expanding role of the state) put the Bank in a position
as “the banker of the state”. One crucial innovation, Vernengo writes, “was the possibility to borrow
almost unlimited amounts of money with very low risk, since the state could not default in its own
currency” (Vernengo, 2016, 454, emphasis orig.). It appears that the growing market for government
bonds was not only “central in the development of British financial markets” but it helped to usher in
the industrial revolution that followed (ibid), coupled with expanding military capacity. Indeed, as
Vernengo notes, the Bank of England “was a central piece in the institutional framework that created
the conditions for the state to finance the military machine which allowed for opening up markets …
throughout the global periphery” (Vernengo, 2016, 455). In other words, the British central bank was
instrumental in shaping uneven economic geographies on a global scale.
Furthermore, throughout the 18 th and 19th centuries the Bank of England took on additional roles,
including becoming “the bankers’ bank” (Mishkin et al., 2013, 281) or the “bank for bankers” (Bordo,
2007, 1, emphasis orig.), eventually and grudgingly accepting its role as the focus of the British
financial system, a role “forced on it by various financial crises” (Leyshon and Thrift, 1997, 19). The
British central bank thus emerged as the ‘lender of last resort’ (LOLR), the idea of which then “spread
to the rest of the world” (Leyshon and Thrift, 1997, 19). Many central banks that sprung up across the
capitalist world in the footsteps of the Bank of England embraced similar functions – in effect acting
as a backstop for capitalist banks during crises. As noted below, the LOLR function remains an
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important part of central banks armoury to this day (albeit as part of a much-expanded repertoire of
monetary interventions).
Meanwhile, across the Atlantic, in Britain’s former colony, the development of an effective central
bank was hampered by the Americans’ “fear of centralised power” (Mishkin et al., 2013, 282) and
“deep-seated distrust of any concentration of financial power in general, and of central banks in
particular” (Bordo, 2007, 2). Two attempts to establish a central bank of the United States were shortlived (1791-1811 and 1816-1836), until eventually, the banking panic of 1907 forced the creation of
the Federal Reserve in 1913 (Bordo, 2007, 2; Mishkin et al., 2013, 282) amid fierce political battles
(Jäger and Maggor, 2020). In essence, it took a financial crisis to create an institution that went on to
become the most powerful central bank in the world. The role of the Fed has been subsequently
shaped by a sequence of crises.
The first big change came in the 1930s. As the centre of gravity of capitalist development shifted away
from Europe, and the US progressively started taking over the role of the world’s leading capitalist
economy, it soon became the epicentre of a crisis of major proportions. In the banking panics of the
early 1930s the Fed failed to act as a lender of last resort (Bordo, 2007, 2) and thus failed to contain
the financial crisis. The crisis morphed into a devastating deflation and depression accompanied by a
catastrophic loss of employment. The Great Depression of the 1930s, in turn, led to the reshaped role
of the central bank – the Fed was made “subservient to the Treasury” (Bordo, 2007, 2).
After WWII the Fed’s role expanded to include full employment as its objective. The US central bank
formally maintains its dual mandate (price stability and full employment) since then, although its
commitment to full employment was tested when the Keynesian post-war consensus unravelled in
the crisis-ridden 1970s. Indeed, as Jackson (2019) notes, when the Fed was forced to choose between
the two mandates amid stagflation in the late 1970s, it prioritized fighting inflation. The neoliberal and
monetarist turn in the late 1970s and the 1980s thus marked a dramatic shift of the role of the central
bank in the US and elsewhere. For some, combatting inflation now forms part of the very definition of
a central bank. Indeed, Casu et al. (2015, 122; emphasis added) suggest that a central bank “can
generally be defined as a financial institution responsible for overseeing the monetary system for a
nation, or a group of nations, with the goal of fostering economic growth without inflation”. The antiinflation zeal went hand-in-hand with a drive towards ‘central bank independence’ (Fontan and Larue,
2021) – in essence the removal of the influence of (supposedly profligate, inflation-inducing)
Treasuries over central banks. Thus, while still being considered “the government authorities in charge
of monetary policy” (Mishkin et al., 2013, 275), central banks have become institutions free from the
direct control of democratically elected governments (Tooze, 2020a; Fontan and Larue, 2021). At the
same time, central banks have become more deeply entangled with financial markets (Braun, 2020b;
Braun and Gabor, 2020; Fontan and Larue, 2021) while becoming catalysts for financialisation (Braun
and Gabor, 2020; see also Lapavitsas, 2013; Lapavitsas and Mendieta-Muñoz, 2016; Walter and
Wansleben, 2020).
Amid all these shifts, and at the time sandwiched between the two competing Cold War superpowers
(the US and the USSR), Europe was trying to advance its integration project including the creation of
the economic and monetary union (EMU). These efforts eventually culminated in the establishment
of the ECB in 1998 (Casu et al., 2015, 168) and the introduction of the euro – first as an ‘invisible’
currency in 1999 and then as physical currency in 2002. The ECB is thus one of the youngest central
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banks, yet “the second-most important central bank in the world” (Tooze, 2020a). Unlike its US
counterpart, the ECB has only one primary objective, which is price stability (i.e. low and stable
inflation) in the eurozone. Similar to the Fed, however, it could be argued that the ECB’s monetary
policies have promoted financialisation and helped to accelerate the credit boom in the early 2000s
(e.g. Lapavitsas et al., 2010).
But the boom came to an abrupt end in 2007/2008 when the Global Financial Crisis (GFC) brutally
exposed the limits of financialisation (e.g. Aalbers, 2008; Stockhammer, 2012; Lapavitsas, 2012;
Lapavitsas, 2013), significantly transforming the role of central banks in the process (Tooze, 2020a;
Wullweber, 2020a; Gabor, 2021). Led by the Fed, all major central banks were forced to act, taking
unprecedented actions to save the global financial system (Tooze, 2018). Apart from introducing ultralow interest rates1, central banks also unleashed unconventional measures including controversial
large-scale asset purchases, also known as QE – quantitative easing (e.g. see D’Arista, 2013, 18-19).
The crisis thus ushered in a “new era of central bank policy” (Wullweber, 2020a, 2) in which the Fed
took on the role of the ‘dealer of last resort’ (ibid, 3) and ‘market maker of last resort’ (Buiter and
Sibert, 2017; Mehrling, 2011; Wullweber, 2020a, 2; Hauser, 2021, 6) in addition to its more established
‘lender of last resort’ (LOLR) function (see also Gabor, 2021). All this forms part of a shift towards “a
monetary policy of massive central bank support to keep the financial system going” (Wullweber,
2020a, 12). These unconventional central bank actions helped to contain the crisis (e.g. see
Wullweber, 2020a, 2), but they did so by further expanding the mountain of debt thus increasing the
fragility of the global economy in the long-term (e.g. see Sokol and Pataccini, 2020, for a discussion).
A decade later the stability of global capitalism has been tested to the limit by the Covid-19 pandemic
and the ‘Great Lockdown’ of 2020 (IMF, 2020a), perhaps the biggest economic shock since the Great
Depression. Once again, major central banks (the Fed, the ECB, the Bank of England, the Bank of Japan)
had to step in to safeguard the financial system in order to prevent a complete economic collapse
(Tooze, 2020b). The interventions unleashed during the pandemic far outstrip those implemented in
the aftermath of the GFC (e.g. see Boesler and Takeo, 2020; Jackson, 2020b; Cavallino and De Fiore,
2020). Further interest rate reductions were quickly implemented – except in Japan and the euro area,
where the rates were already negative (Cavallino and De Fiore, 2020, 2). A new round of asset
purchases followed – again led by the Fed – but now, for the first time, also involving central banks in
many emerging economies (see Cantú et al., 2021). In June 2020, the IMF estimated that since midJanuary 2020 the aggregate assets of the Group of Ten (G10) central banks had increased by about $6
trillion, “accounting for almost 15 percent of G10 GDP” (IMF, 2020b, 3). This amounts to an
extraordinary state intervention in the economy. In April 2021, the IMF reported that central bank
asset purchases during the pandemic stood at nearly $10 trillion globally (IMF, 2021, viii). Central
banks – both in advanced economies and emerging economies – are now employing an expanding
range of powerful tools (Table 1; see also Cavallino and De Fiore, 2020; Cantú et al., 2021). The
pandemic-induced crisis has thus resulted in further strengthening of the role of central banks,
underpinning an extraordinary state intervention in the capitalist economy.

1

In some cases, the rates dipped into negative territory. The Swedish Riksbank was the first central bank to
push its policy interest rate below zero, later followed by the Bank of Japan and the ECB.
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Table 1. Central banks pandemic toolkit
Source: Building on Cavallino and De Fiore (2020) and Cantú et al. (2021)
Tool type
Measures

Interest
Lending operations
rate
Policy rate • Liquidity
cut
provision
• Targeted lending

Crisis
function
Examples interventions
by the Fed

Policy rate
cut by
1.50%
(within
the first
three
months of
the
pandemic;
03/2020 06/2020)

Examples interventions
by the ECB

No policy
rate
change
(interest
rates
already
negative)

Examples interventions
by the Bank
of England
(BoE)

Policy rate
cut by
0.65%
(03/2020 06/2020)

Asset purchases
• Government
bonds
• Commercial
paper
• Corporate
bonds
• Other private

Lender of last
resort
(LOLR)
Term Asset-Backed
Securities Loan
Facility (TALF);
Paycheck
Protection Program
Liquidity Facility
(PPPLF);
Main Street
Lending Program
(loans to small and
medium
enterprises)

Market maker
of last resort
(MMLR)
Unlimited
purchases of
government
bonds;
Purchases of
investment
grade private
sector bonds for
the first time
(later extending
the eligibility to
subsequently
downgraded
bonds – the socalled ‘fallen
angels’)

Targeted LongTerm Refinancing
Operation (TLTRO
III); Pandemic
Emergency LongerTerm Refinancing
Operations
(PELTRO; long-term
funds for banks
irrespective of their
lending pattern)
Contingent Term
Repo Facility
(CTRF); Ways and
Means Facility
(£400 million limit
lifted to provide
unlimited loans to
Treasury)

Asset Purchase
Programme
(APP);
Pandemic
Emergency
Purchase
Programme
(PEPP)

Asset Purchase
Facility (APF);
Covid Corporate
Financing
Facility (CCFF)
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Foreign
exchange
• USD swap line
• Swaps
• Spot
intervention

Reduced cost
and extended
maturity on
swap lines with
Canada, Euro
area, Japan, UK
and
Switzerland;
reopened swap
lines with 9
other countries;
FIMA (Foreign
and
International
Monetary
Authorities)
Repo Facility
EUR SLs;
Repo line
arrangements

Reserve policy
• Renumeration
• Requirement
ratio
• Compliance

Requirement
ratio
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Indeed, as argued by Tooze, the role of central banks “has massively expanded” over the last few
decades, amounting to “a hidden transformation of the state” (Tooze, 2020a), especially in the US.
Jackson (2020a) goes as far as to suggest the US is “not a country with a central bank” but rather “a
central bank with a country”. Meanwhile, Wullweber (2020a) argues that a new ‘state-market
hybridity’ has emerged, in which central banks play a key role (see also Wullweber, 2020b). For Gabor
(2021) the role of central banks in advanced capitalist countries after WWII can be described as moving
from the subordinated monetary financing regime which supported the ‘Big (fiscal) State’ up until the
1970s; to monetarist separation between central banks and governments (i.e. the period of central
bank independence from the late 1970s to the GFC); and to a shadow monetary financing regime
(from the GFC onwards). The latter phase can be seen as a ‘revolution’ in central banking without
revolutionaries (Gabor, 2021, 4), one which rests on sustained central bank purchases of government
bonds (see also Gabor and Ban, 2016; Gabor and Vestergaard, 2018). For McWilliams (2021), the most
recent central bank interventions during the pandemic (involving massive purchases of sovereign
debt) amount to a “monetary revolution” of “seismic proportions”.
To sum up, central banks are among the most powerful government economic institutions in the world
(Epstein, 2019). They are “uniquely powerful capitalist institutions” (Gabor, 2021, 3) whose power has
massively increased through the Global Financial Crisis of 2007/2008 and the coronavirus-induced
crisis of 2020. These developments call for a reconsideration and reconceptualisation of the role of
central banks in capitalist economies which, in turn, should inform the debate on the ‘new’ state
capitalism and its uneven geographies. To kickstart the discussion, this paper will situate central banks
within financialised economies using the ‘financial chains’ approach (Sokol, 2017; Sokol and Pataccini,
2020) in the next section.

3. Financialisation, state capitalism and central banking: the financial chains perspective
Mainstream financial economists (e.g. Mishkin et al., 2013) see the operation of a financial system as
a simple case of linking supply and demand of money (see Figure 1): funds flow from lenders
(households, firms, government and foreigners who save) to borrowers (households, firms,
government and foreigners who spend). It is as if financial systems were operating, Robin Hood-style,
to transfer money from those who have it (lender-savers) to those who don’t (borrower-spenders),
courtesy of financial markets (‘direct finance’) or financial intermediaries (‘indirect finance’). This view
of the financial system is both inadequate and misleading. First, it omits the fact that in the capitalist
economy the whole purpose of advancing credit is to extract profit from borrowers (e.g. see Sokol,
2013, 506) – i.e. the funds eventually flow back to lenders. Also crucial is the omission of the central
bank from this model – completely at odds with the reality of the increasing importance of central
banks and their entanglement with the financial system (as outlined in the previous section).
Furthermore, Mishkin’s model does not give any sense of power asymmetries between key economic
players. The relative power that households, firms, governments, financial intermediaries (banks) or
financial markets possess in the financial system is obscured. Finally, the so-called ‘real’ economy does
not really feature in the model – apart from acknowledging households and ‘business firms’ among
the players. It is as if the productive economy didn’t matter for the financial system.
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Figure 1. Flow of funds through the financial system (mainstream perspective)

Source: Mishkin at al. (2013, 24)

At the other end of the academic spectrum, in contrast, Marxist scholars have traditionally been
strongly preoccupied with the productive economy – while often neglecting the financial sphere.
Indeed, as Leyshon and Thrift (1997, 55) note, traditional Marxist accounts consider money as being
of subsidiary importance to production, as a “drain on the economy of producers of things”. Another
weakness of the Marxian model is that it underplays the role of the state in the financial system
(beyond the co-ordination of the central bank) and also that it “does not give sufficient role to credit
in its numerous forms” (Leyshon and Thrift, 1997, 56). The recent attempt by Harvey (2018) to
describe ‘the circulation of capital as totality’ is a good illustration of this (see Figure 2). The production
of commodities is at the heart of the model, lubricated by ‘money capital’. Credit enters the equation
merely as interest-bearing capital feeding into production. The state features in the model only in the
form of ‘state expenditure’ (from raised taxes). The central bank does not feature in the model at all
– this is despite the fact that Harvey, following Marx, acknowledges central banks contribution to
capitalist crises (see Harvey, ibid, 432). And so while Harvey’s model is much more elaborate than that
of Mishkin, it too fails to give the central bank its rightful place in the contemporary capitalist
economy. This omission means that one of the key features of the ‘new’ state capitalism is overlooked.
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Figure 2. The circulation of capital as a whole (Marxist perspective)
Source: Harvey (2018, 433)

Sitting in between these two approaches is the ‘financial chains’ perspective, which sees the economy
as a web of interlocking financial chains (Figure 3). Financial chains are understood both as “channels
of value transfer (between people and places) and as social relations that shape socio-economic
processes and attendant economic geographies” (Sokol, 2017, 683). The ‘chain’ metaphor has double
meaning – it implies both the linkages through which value can flow and also the way in which
economic players are ‘chained’ to each other through these linkages, affecting each other’s actions
(Sokol, 2017). To put it differently, financial chains are not only about money, but also about power.
A prime example of a financial chain is a relation between a debtor and a creditor where the value
exchange is happening through a monetary exchange: a loan flows from creditor-lender (e.g. bank) to
debtor-borrower (e.g. household) and loan repayments (with interest) flow in the opposite direction
(financial chain 7 in Figure 3). However, there is a wide range of other types of financial chains all of
which involve the exchange of value (and relations of power). In this way, the entire economy can be
seen as made up of a myriad of financial chains.
Building on, and going beyond, the work of Sokol (2013, 2017) and Sokol and Pataccini (2020), the
model presented here (Figure 3) integrates both productive and financial sides of the financialised
economy. It features the three key players in the ‘productive sphere’ (firms, households, the state)
Page 12 of 26
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alongside the ‘financial sphere’ made up of financial intermediaries (banks) and financial markets
(itself composed of a myriad of financial players, including the so-called ‘shadow banks’). The
increasing power of financial markets (and shadow banking) over the rest of the economy is
considered as one of the key aspects of financialisation (e.g. Stockhammer, 2012; Braun and Gabor,
2020), and this power is reflected in financial markets being placed at the top of the model. In the
financialised economic system, the productive (‘real’) economy is effectively sandwiched between
financial markets and real estate markets (which are themselves increasingly financialised; e.g. see
Aalbers, 2016). The whole edifice rests on land and nature (a ‘detail’ that the paper will come back to
later).

Figure 3. Flows of value in the financialised economy (financial chains perspective)
Source: Building on Sokol (2013, 508); Sokol and Pataccini (2020, 405)
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From the point of view of the debate on ‘state capitalism’, it is worth pointing out that with the onset
of financialisation the state did not disappear, nor could its role be simply reduced to the state
expenditure role only as implied by Harvey’s model discussed above. Indeed, in addition to performing
its function as a spender via its fiscal policy, the state now performs a number of other critical roles in
the financialised economy. First and foremost, the sovereign continues to be a major borrower
(debtor), in what Streek (2013) called the ‘debtor state’ – exposed to the disciplining forces of financial
markets (see also Rommerskirchen, 2015). The sovereign debt issued in the form of government
bonds (financial chain 17 in Figure 3), in turn, underpins the entire financial system by acting as a safe
collateral necessary for financial market transactions (e.g. Gabor and Ban, 2016; Gabor and
Vestergaard, 2018; Gabor, 2021). Indeed, as Gabor (2021, 18) notes, government bonds “have become
the cornerstone of modern financial systems”. As a consequence, there appears to be a strong mutual
interdependence between the state and the financial markets: the state depends on financial markets,
but financial markets also depend on the state. Financialized capitalism, in other words, cannot
function without the state and its debts.
Further to this, there are two important institutional developments that extend the role of the state
in the financialised economy even further 2. Firstly, the state increasingly acts as a financial investor.
Indeed, sovereign wealth funds (SWF) have emerged as state vehicles for investing in financial markets
(e.g. Dixon and Monk, 2012; see also Alami et al., 2021, 5-7). These SWFs are often becoming
important economic players in their own right, as represented in Figure 3 (financial chain 16). Secondly
and crucially, the state’s monetary authorities (central banks) in advanced capitalist economies have
assumed unprecedented power, as already highlighted in the previous section. In fact, it could be
argued that central banks have become absolutely central to the operation of financialised capitalism.
Thanks to a significant degree of independence gained since the 1980s, the contemporary central bank

2

This is in addition to more traditional interventions via state-owned enterprises (SOE) and state-owned
banks.
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has in effect become ‘a state within a state’ (cf. Gabor, 2021, 17, emphasis added) or, one could say,
‘a state outside a state’. In other words, the central bank is a player in its own right, interacting with
the state (via financial chain 20), banks (financial chain 21) and financial markets (financial chain 22)
as captured in Figure 3. Central banks act almost as a hinge between the financial sphere and the rest
of the economy. Their actions have far reaching consequences for financial institutions, productive
firms, households and governments.
As noted earlier, monetary authorities’ power has been greatly amplified by the recent crises. Central
banks now act – through the above financial chains – simultaneously as bankers of the state, bankers
for the banks, and bankers for the financial markets. In an unprecedented move, the US Fed, as part
of its pandemic intervention, has also opened lending facilities for the non-financial sector (Cantú et
al., 2021, 12). Thus, in a crisis situation, central banks can act as ‘lenders of last resort’ (LOLR) for
banks, governments, and even non-financial firms, as well as being ‘market makers of last resort’
(MMLR) for financial markets (Hauser, 2021, 6; Gabor, 2021) while performing the ‘buyers of last
resort’ (Hauser, 2021, 9) or ‘dealers of last resort’ functions (Tooze, 2020a; Wullweber, 2020a). As
already pointed out in the Introduction the enormous power of central banks does not go
unchallenged by the left or the right. But the fact is that, without these gargantuan monetary
interventions, advanced market economies would have probably already collapsed (see also Tooze,
2020b). As the ECB president Christine Lagarde noted in connection to the institution’s pandemic
response, the ECB’s actions prevented a “full-blown financial meltdown with devastating
consequences for the people of Europe” (Lagarde, 2021).
A closer reading of the model captured in Figure 3 (simplified and tentative as it may be) reveals that,
in times of crisis, central banks are in fact the only players that can act independently of prevailing
economic circumstances and alter crisis dynamics (Sokol and Pataccini, 2020, 409-410). Indeed, as
noted by Tooze (2020b), the central bank’s “budget is unlimited” and so the institution “is the only
crisis-fighter with truly unlimited firepower”. The extraordinary power of the central bank stems from
the fact that it can create money at will, so to speak. It can expand its balance sheets to undertake
unlimited asset purchases or provide unlimited lending. In fact, as suggested by the proponents of
Modern Monetary Theory (e.g. Kelton, 2020; Wray, 2020), it could simply pass on the money to the
government with no strings attached – a pure, direct monetary financing.
As trillions of dollars have been pumped into the financial system in the aftermath of the GFC and
during the pandemic we are reminded, as Tooze (2020b) notes, that “at the heart of the profit-driven,
private financial economy is a public institution, the central bank”. For Gabor (2021) the extraordinary
interventions by central banks represent a ‘shadow monetary financing’ – central banks purchasing
large quantities of government bonds. However, as Gabor argues, with these operations central banks
signal their commitment “to maintain cheap financing conditions for private finance, not for fiscal
authorities” (Gabor, 2021, 22). What we have here, therefore, is a massive public ‘subsidy’ for private
financial markets (with low borrowing costs for governments being simply a by-product of an effort to
keep financial markets functioning).
One way or another, it is becoming clear that what is new about the ‘new’ state capitalism in advanced
market economies is the greatly enhanced role of central banks and new state-market constellations
that are created in the process. We may be witnessing the rise of the ‘central bank-led capitalism’
(Bowman et al., 2013; Wullweber, 2020a, 12). It appears that central banks are now central to
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financialised capitalism - without massive monetary interventions, the system would be prone to
collapse. After decades of the neo-liberal mantra of the ‘small state’, we have thus ended up with
what could be described as a ‘Big (monetary) State’. This to some extent echoes the earlier state
capitalist arrangements under a post-war ‘Big (fiscal) State’ (see Gabor, 2021, 5), but without the
automatic benefits of fiscal largess and in a radically altered political economy environment, with the
central bank firmly in the driver’s seat. How this ‘Big (monetary) State’ shapes economic geographies
(and uneven development) at various scales requires urgent attention from economic and financial
geographers. The issues involved in interrogating geographical dimensions of the new, central bankled, state capitalism, are discussed in turn.

4. Central banks, the Big (monetary) State, and uneven geographical development: towards a
research agenda
Uneven development under capitalism is of course a long-standing concern for geographers. An
important contribution to the debate was made by Peck and Theodore (2007) who – in response to
the ‘varieties of capitalism’ literature – proposed the concept of ‘variegated capitalism’. In doing so
they advocated “a shift away from the varieties-style reification and classification of economicgeographical difference”, in favour of a “more expansive concern with the combined and uneven
development of ‘always embedded’ capitalism” (Peck and Theodore, 2007, 733). The concept of
variegated capitalism was further extended by Dixon (2010) by adding a financial geography angle
(while focusing on financial geographies of the firm). However, neither of these contributions mention
central banks or monetary policies as potentially important elements of the process.
More recently, Fernandez and Aalbers (2020) have engaged with the varieties of capitalism literature
from the point of view of financialisation. Building on theories of uneven and combined development,
core and (semi)periphery and subordinated financialisation, they have introduced the notion of
‘uneven and combined financialisation’ to capture trajectories of financialisation across the Global
North and Global South. Importantly, they recognise the role central banks are playing in the process.
In particular, they highlight (following Kaltenbrunner and Painceira, 2018; and others) how
quantitative easing (QE) by central banks in advanced market economies has had an impact on
capitalist peripheries and semi-peripheries. In essence, massive asset purchases done as part of QE in
the wake of the GFC have freed up capital in the Global North that has subsequently found its way
into the Global South, accelerating financialisation and increasing vulnerabilities there (see also Lim
et al., 2014). In other words, powerful central banks in the capitalist core have significant impacts on
the development trajectories of economies well beyond their territorial authority. They are, in effect,
participating in wealth redistribution at the global scale. This somewhat echoes the role the Bank of
England played in shaping global economic geographies in the 18 th and 19th centuries, although
contemporary central banks do so in a different way – through international financial markets.
The case of the international effects of QE highlights the point made by Sokol and Pataccini (2020,
410) that “not all central banks are born equal”. Indeed, the case serves as a good reminder that the
global financial system is underpinned by a powerful international hierarchy of money (e.g. see
Kaltenbrunner and Painceira, 2018) with the US dollar (and the Fed) in a hegemonic position. The US
economy is enjoying ‘exorbitant privilege’, supported by the Fed’s unlimited ‘firing power’. Europe,
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despite its monetary integration efforts, remains in a subordinate financial position vis-à-vis the
globalised US financial system (Grahl, 2011), with the euro still playing second fiddle to the US dollar.
Meanwhile, central banks in many emerging economies are left ‘fire-fighting’ the effects triggered by
the actions of their counterparts in advanced market economies. Finally, a cascading international
hierarchy of money ensures that central banks in the poorest countries of the global periphery are the
least powerful. These asymmetries of central bank power translate into the ways financial chains
operate at an international level, facilitating transfers of value at the global scale. Indeed, as Fernandez
and Aalbers (2020, 686, emphasis original) argue, “net financial movements have been flowing uphill,
from the periphery to the core” (see also Lapavitsas, 2009; Kaltenbrunner and Painceira, 2018; Sokol
and Pataccini, 2020).
However, the global scale is only one of many scales in which the central banks of advanced capitalist
economies are implicated in the process of uneven development. Indeed, there are other scales at
which the impact of monetary interventions can be felt, and these require urgent attention by
economic and financial geographers. At the European scale, for instance, there are several important
geographical dimensions that deserve to be explored. The effects of monetary integration on Europe’s
countries and regions have long been debated. However, much of the discussion has revolved around
the concept of ‘optimal currency areas’ (OCAs) – including the economic heterogeneity of countries
(and regions) participating in the monetary union (e.g. see Martin, 2001). While such aspects are of
course important, the research should now move to investigate the actual policies/interventions
implemented by Europe’s central bank and their effect on uneven development (regional
divergence/convergence).
Traditionally, the main policy tool at the disposal of central banks is the power to set the interest rate
(and in doing so, to control inflation). But it is well known that changes in interest rates are not spatially
neutral. Indeed, it has been noted, for example, that the dramatic rise of rates in the US in 1980 (the
so-called ‘Volcker shock’) had devastating implications for jobs in manufacturing heartlands (Jackson,
2020b; Tooze, 2020a; see also Lapavitsas and Mendieta-Muñoz, 2016). In the UK, the infamous
statement from the Bank of England governor that unemployment in the North of the UK is “a price
worth paying” for keeping national inflation low (quoted in Martin, 2001, 56, note 4) captures well the
problematic nature of central bank policies for less favoured regions. In a similar vein, Mann (2010)
has highlighted the ways in which interest rate changes – done with a view to supporting the Canadian
economy as a whole – have been favouring core regions at the expense of peripheral ones.
However, as highlighted in previous sections, central banks are now operating with much increased
‘firing power’ and are deploying a much larger range of policy tools (Table 1). It is to be expected that
the massive monetary interventions undertaken in recent years will have significant impacts on
regions and whole countries. But these spatial effects are not yet fully understood. Thus, building on
the foundations laid down by Martin (2001), Mann (2010) and others, we need to devise ways of
researching how new unconventional central bank policies (such as those implemented recently by
the ECB) contribute to economic convergence or divergence in the eurozone – at both national and
regional levels. Further to this, we need to interrogate how monetary actions affect processes at the
urban scale – e.g. how the exorbitant amounts of money created by central banks translate into
concrete real estate markets.
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As already convincingly shown by Kaltenbrunner and Painceira (2018) in the context of emerging
economies, there are clear links between central bank actions and financialisation of households.
There is a need to examine how these links work in the capitalist core – e.g. in the eurozone. Here, it
is important to stress that the financialisation of households is not happening in a uniform manner in
any given country, region or city. Indeed, as we know, there are complex geographies involved, not
least through real estate markets in general, and housing markets in particular (e.g. see Aalbers, 2016).
In Europe, such investigations will have to be attentive to the ways in which ECB actions may impact
differently on the European core and European (semi-)peripheries.
In connection to this it is worth noting that, of all central banks, the ECB is a somewhat special case.
Firstly, although the ECB is an EU institution (in fact, one could argue, the most powerful EU institution)
it does not have a formal territorial reach over the entire EU territory. Indeed, only 19 out of 27 EU
countries are eurozone members 3. The way in which ECB interventions impact on EU member states
that are outside the eurozone is not clear. Equally, it is not quite clear how ECB policies affect countries
that are not EU members, but whose economies are closely linked to the EU.
Secondly, the fundamental difference between the ECB and other major central banks is that there is
no central European state to speak of. The continent thus find itself in a situation that could be
described as ‘state capitalism without the state’: Europe has a powerful central bank, but no
equivalent central state. Instead, the sovereign power is fragmented among the EU member states.
Each of the national governments issues its own sovereign debt and attempts to create a panEuropean debt instruments (eurobonds) are hotly contested. The absence of a meaningful, single
European debt instrument also means that in times of crisis, financial capital moves between the core
and the periphery. And, as Gabor (2021, 23) observes, this is a game in which “Germany always wins
and the periphery always loses”. What the ECB does in those circumstances is of crucial importance
for member states, especially those in the periphery. Tooze (2020b) has noted recently that central
banks have power to decide “who sinks and who swims”. In the context of the eurozone, it could be
argued that the ECB has power to decide which countries sink and which countries swim. In other
words, the ECB has become a major player in shaping economic geographies of Europe.
Further to this, like any other major central bank, the ECB is also having social (wealth) effects. It has
been noted, for instance, that QE is seen by many as “daylight robbery perpetrated by the assetwealthy on the asset-poor” (Adkins and Konings, 2020). This is not surprising: QE boost asset values –
but not everybody owns assets – be it financial or real estate assets (see also Jackson, 2020b). So, QE
disproportionately favours asset owners or asset-owning classes (see also Marshall, 2015; Adkins et
al., 2019). In parallel to this, there is also an indirect effect as QE contributes to lowering interest rates
across the economy. This helps borrowers (debtors) but devalues savings of savers - the issue that
seems to have contributed to the recent challenge of the German constitutional court to the ECB’s
2015 quantitative easing programme (see Tooze, 2020a). Thus, far from being ‘market neutral’ (if
there ever was such a thing), central bank interventions shape wealth distribution within the society
(see also Ertürk, 2016; Fontan and Larue, 2021). It is worth adding that this redistribution always has

3

As of 2021, the eurozone is comprised of Austria, Belgium, Cyprus, Estonia, Finland, France, Germany,
Greece, Ireland, Italy, Latvia, Lithuania, Luxembourg, Malta, the Netherlands, Portugal, Slovakia, Slovenia and
Spain. EU countries outside the eurozone include Bulgaria, Croatia, Czechia, Denmark, Hungary, Poland,
Romania and Sweden. Croatia and Bulgaria are expected to join the eurozone in 2023.
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a geographical dimension also – from the national level all the way down to the neighbourhood level.
One way or another, the Big (monetary) State reshapes social and spatial landscapes of contemporary
capitalist economies and how this contributes to uneven development needs to be firmly on
geographers’ research agenda. The ‘financial chains’ perspective can help in this endeavour by
tracking value flows and power relations across space and over time. Indeed, each and every financial
chain that links (chains) economic actors together is happening in time and space as highlighted in
Figure 3. At each step, value is being extracted, appropriated and/or transferred, in turn contributing
to a complex ‘map’ of winners and losers (see also Sokol and Pataccini, 2020) that manifests itself both
socially and spatially.

Conclusions
This paper has aimed to kickstart a debate on the role of central banks in the ‘new’ state capitalism in
advanced market economies and their economic geographies. It could be argued that what is new
about ‘new’ state capitalism in the West is the enormous power central banks now enjoy in shaping
financialised economies. The crises of 2007/2008 and 2020 ushered in a ‘new regime’ (Gabor, 2021,
20) in which the central bank is firmly in pole position as a crucial capitalist institution. One could argue
that the change amounts to the emergence of a ‘Big (monetary) State’. The state is indeed central to
this new, heavily financialised regime through the provision of safe assets (in the form of government
bonds) and through central bank actions (which include massive purchases of those very bonds). It is
likely that without the gargantuan monetary interventions unleashed in times of crisis, financialised
capitalist economies would have collapsed. It is also clear that central bank actions have significant
spatial effects. They are reshaping economic geographies well beyond their territorial remit. In doing
so, central banks are now key players in the process of uneven development at multiple scales. All this
calls for urgent attention from economic and financial geographers.
The enormous power that central banks have also raises the question of whether this power could be
mobilised for socially useful ends (rather than simply keeping financial markets alive). Indeed, there is
a growing debate on whether central banks should promote more socially just (e.g. Braun, 2020a;
Jackson, 2020b) and more environmentally sustainable economies (e.g. Braun et al., 2020; Mazzucato
et al., 2020). With regard to the latter, as noted earlier, the whole economic edifice rests on land and
nature and, unless we address the climate emergency, the whole financialised economy, no matter
how sophisticated, will come crashing down. It is becoming clear that monetary authorities cannot be
by-standers in all this (even if they would stick to their current, rather narrow mandates). Indeed, they
need to act decisively, and in tandem with fiscal authorities, to avert ecological disaster. In parallel, it
is important that central banks, as key state institutions, address their social impacts (including
employment and, more widely, social inequality). Finally, it is essential that the spatial impacts of
monetary actions are thoroughly scrutinised, and that new monetary tools are developed to promote
balanced territorial development which cannot be separated from environmental and social
sustainability goals.
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