
 

 

 

 

 

July 12, 2013  |  Vol. 3 No. 31 

 

 

In Search of a New U.S. Economic 

Path in the Aftermath of the Global 

Financial Crisis 

Bokyeong Park Professor, Kyung Hee University (bokyeong23@khu.ac.kr) 
Jonghyuk Kim Senior Researcher, Department of International Economy (jhkim@kiep.go.kr) 

Heechae Ko Senior Researcher, Department of International Economy (hcko@kiep.go.kr) 
Kyungro Park Professor, Kyungpook National University (krpark@knu.ac.kr) 

 

 

A Reevaluation of the  
Financial and Industrial 
Crisis 

The global financial crisis that began in 

2008 was, outwardly, a result of the bank-

ruptcy of American financial institutions. 

The crisis, however, has alerted us to the 

deeper crisis underlying not only the 

American financial market, but also the 

American economy as a whole. Multiple 

scholars have pointed out that the recent 

financial crisis stems not only from the 

financial sector, but also from the larger 

structural factors. In light of this claim, 

this report seeks to reevaluate whether and 

how the U.S. federal economic policy has 

been addressing and remedying the struc-

tural factors that have led to the current 

financial crisis. 

Our research shows that, while the post-

financial crisis federal policy on the econ-

omy does evince features that are diver-

gent from those of the past policy, it is yet 

too early to conclude that a new policy 

paradigm or a fundamental shift has taken 

place. 
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In the period between the 1980s and the out-

break of the latest financial crisis, the U.S. 

federal government’s basic approach to the 

economy was deregulation, especially cen-

tered on the financial sector. There was a con-

sensus that increasing the proportion of the 

service sector—including the financial indus-

try—in the overall economy was only natural 

in the interest of the United States’ compara-

tive advantage. Little attention has been paid 

to the declining competitiveness of conven-

tional manufacturing, even though infor-

mation-based and innovation-led manufactur-

ing gained a greater public profile. While the 

United States has signed numerous free trade 

agreements during this period, these deals 

were more intended to open up the partner 

countries and therefore to secure the United 

States’ strategic benefits than to promote the 

United States’ economic interests. Hence, after 

concluding the North American Free Trade 

Agreement (NAFTA) in response to the eco-

nomic integration of the European Union, the 

United States has gone on to conclude free 

trade agreements with other strategically im-

portant countries around the world, including 

some in the Middle East, South America, and 

South Korea. The United States’ trade policy, 

in other words, was motivated as much by 

strategic interests as by economic needs. Even 

in promoting the United States’ economic in-

terests, the federal government went after indi-

rect and more comprehensive benefits, such as 

the expansion of American financial or service 

companies and the improvement in the welfare 

of American consumers through lowered pric-

es on imported goods. 

Since the outbreak of the financial crisis in 

2008, however, a noticeable change has begun 

to take place in the federal government’s eco-

nomic policy. The two-fold change involves a 

shift from deregulation to regulation in the 

domestic economy, and another shift from 

strategic focus to economic focus in trade. The 

pursuit of financial innovation and liberaliza-

tion that has led to the current crisis has had to 

give way to the increasing regulation of the 

financial sector, and especially high-risk fi-

nancial transactions. While this significant 

shift did, in part, arise in response to the onset 

of the financial crisis, it may also reflect the 

change of the U.S. administration, with the 

election of President Barack Obama in 2009, 

from the Republican Party to the Democratic 

Party. 

 

Evaluation of the New   
Manufacturing Policy 

The fact that the U.S. economic policy took a 

turn to manufacturing, instead of continuing to 

promote the financial industry as the major 

source of growth, may be more than a mere reac-

tion to the financial crisis. President Obama’s 

reaffirmation of the resolve to increase gov-

ernmental funding for auto manufacturing set-

tled the controversial debate between the 

Democrats and the Republicans in Congress 

concerning the declining American auto indus-

try. President Obama’s move was mainly a 

result of the recognition that manufacturing is 

indispensable to create reliable quality jobs for 

the future generations of Americans. Refusing 

to accept the decline of the manufacturing sec-

tor as inevitable, Congress also enacted the 

Manufacturing Enhancement Act in 2010, 

providing a wide range of measures in support 

for American manufacturing. Furthermore, the 

Obama administration also released the Na-

tional Export Initiative as part of promoting 

the exports of American goods overseas. The 

federal government continues to increase its 

efforts to improve the price competitiveness of 

American companies, including support for 

corporate research and development and sub-

sidies for the energy sector with a focus on the 
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expansion of shale gas production. It is too 

early to tell how effective these governmental 

measures have been in promoting the growth 

of the U.S. manufacturing sector. Nevertheless, 

comparing the United States to other countries 

and regions in terms of the rates at which the 

exports of manufactured goods increase sug-

gests the revitalization of the U.S. manufactur-

ing sector. As of 2011, the exports of Ameri-

can goods (in terms of quantity) grew at a rate 

of 7.2%, and are expected to continue the up-

ward trajectory at an annual rate of 5.3% in 

2012 as well. These figures are considerably 

higher than the world average or the rates of 

other regions. More specifically, these figures 

are 1.5 percent points and 3.0 percent points 

higher than the averages of advanced countries, 

and are even higher than the average of emerg-

ing economies. 

 

Table 1. Quantitative Growth of the Exports of Manufactured Goods 

(Unit: %) 

 2005 2006 2007 2008 2009 2010 2011 2012 

World average (A) 7.4  9.2  6.9  2.4  -11.3  14.0  6.0  3.1  

Advanced countries (B) 5.8  8.6  5.8  1.7  -13.2  14.1  5.7  2.4  

Eurozone (C) 5.3  8.7  6.6  1.0  -14.2  13.0  6.9  2.5  

Emerging Economies (D) 11.2  10.5  9.0  3.8  -8.0  14.0  6.6  4.0  

United States (E) 7.5  9.4  9.7  6.3  -12.0  14.3  7.2  5.3  

(E) – (A) 0.1  0.2  2.9  3.9  -0.7  0.3  1.2  2.3  

(E) – (B) 1.7  0.8  4.0  4.7  1.2  0.2  1.5  3.0  

(E) – (C) 2.2  0.7  3.1  5.3  2.2  1.3  0.3  2.9  

(E) – (D) -3.6  -1.0  0.7  2.6  -3.9  0.3  0.6  1.3  

Source: International Monetary Fund, World Economic Outlook Database. 

 

Evaluation of the New Trade 
Policy 

The stable growth of American exports may 

reflect the active and pragmatic turn in the 

new U.S. trade policy. The Obama administra-

tion that came to power after the outbreak of 

the financial crisis has sought to distance itself 

from the past administrations by adopting a 

new approach to trade. In total, the new trade 

policy has a much stronger pragmatic empha-

sis, focusing as it does on expanding markets 

for American goods and creating more jobs 

domestically. Whereas the Republican Party 

has traditionally pursued trade liberalization as 

a way of ensuring American interests in gen-

eral through increased trade, the Democratic 

Party has tended to focus on the specific bene-

fits of trade deals, such as increases in exports 

and jobs. The new trade policy, however, also 

diverges from the conventional Democratic 

emphasis on strengthening environment and 

labor-related regulations as part of conditions 

for free trade agreements. The Obama admin-

istration will support the strengthening of the-

se regulations in trading partners not to pro-

mote the causes of environmental protection 

and labor. Rather, the Obama administration 

will support these regulations only if and when 

pushing for such regulations will benefit the 

American economy by reducing imports from 

emerging economies. This pragmatic turn 

from strategic interests to economic benefits 

explains the increasing shift in focus from the 

Middle East to Asia. The Obama administra-

tion also identified the execution of the Na-

tional Exports Initiative, designed to promote 
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the domestic economic growth and the crea-

tion of jobs, as the highest-priority trade issue 

in 2011. A good example of the new trade pol-

icy is the increasing efforts the U.S. 

government is making to conclude ongoing 

FTA negotiations and to promote the Trans-

Pacific Partnership (TPP) with the countries in 

the Asia-Pacific region instead. 

 
Figure 1. Membership in the Trans-Pacific Partnership (TPP) 

 
Source: Compiled from various sources by the authors. 

 

Evaluation of the Financial 
Reform and Regulation 

A similar shift has been noted in the financial 

policy as well. Having outgrown the tradition-

al pursuit of financial innovation through de-

regulation, the U.S. federal government is in-

creasing its regulation of the financial market. 

This trend is especially evident in the increas-

ing regulation on major financial institutions 

that play major roles in the overall financial 

system; the limits on the transactions of deriv-

atives; and the increasing demand for the 

transparency of credit rating agencies. Never-

theless, the post-2008 changes in the financial 

policy are in no way comparable to the shift of 

paradigm that took place during the Great De-

pression in the 1930s. Whereas an ideological 

consensus emerged, in the aftermath of the 

Great Depression, regarding the government’s 

role to regulate and supervise the market, no 

such paradigmatic shift or consensus has 

emerged in the aftermath of the latest financial 

crisis. While the regulation on the behavior of 

financial institutions has increased, no major 

reform has been made on the structure of the 

financial market itself. 

 

Political Stalemate and   
Legislative Efficiency 

One reason for the absence of a fundamental 

paradigmatic shift in the U.S. economic policy 

after the recent financial crisis may be that this 

latest crisis is not as severe and far-reaching in 

effect as the Great Depression. Another reason, 

however, has to do with the persistent ideolog-

ical antagonism marking the current U.S. poli-

tics. The Great Depression served to narrow 

down the ideological gap between the two 

American parties in a radical manner. The sit-

uation is reverse today, casting serious obsta-

cles to the reforms that the Obama administra-

tion seeks to implement. Recent legislative 

victims to the increasing political hostility be-

tween the two parties include the Dodd-Frank 

financial reform bill thwarted by the opposi-

tion from the Wall Street, and the reform of 
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the medical insurance system that was harshly 

criticized by the Republicans in spite or be-

cause of the reform’s goal to mitigate the 

growing income disparity among American 

households. 

 

Implications 

The foregoing analysis supports the following 

conclusions on policy implications. First, the 

efforts by developed countries to enhance 

governmental support for domestic manufac-

turing sectors and limit the imports from 

emerging economies may seriously compro-

mise the prospects for Korea’s exports. The 

Korean government needs thus to develop a 

proper strategy to counter such prospects. 

President Obama’s reelection is likely to in-

crease the U.S. government’s support for 

American manufacturing further, resulting in 

increased pressures on trading partners moti-

vated by the need to protect domestic indus-

tries. These may include increasing antidump-

ing investigations concerning automobiles, 

steel, home appliances, and other such goods 

the United States has traditionally imported. 

The growing competitiveness of the U.S. 

manufacturing sector also means increasing 

competition for Korea, whose manufacturing 

industries are already competing against those 

of other advanced economies. 

Second, the Korean government needs to act 

proactively in response to the growing protec-

tionist trend in the United States and else-

where around the world. As the recession that 

was set off by the subprime mortgage crisis in 

the United States continues to last worldwide 

due to the Euro crisis, the governments of nu-

merous countries are increasingly taking to a 

protectionist stance. Accordingly, the Korean 

government needs to minimize risks on both 

the domestic and external fronts, and also to 

diversify the markets for its exports to include 

emerging economies so as minimize the effect 

of the developed countries’ increasing re-

strictions on foreign imports. In particular, the 

Korean government may need to sign free 

trade agreements with Canada and Mexico 

earlier than planned in order to strengthen the 

position of Korean goods in the U.S. market. 

Third, the financial crisis that started off in 

the United States indicates the repercussions 

of relying solely on the integrity of individual 

financial institutions now that institutional in-

vestors play major roles in the economy and 

the transactions of derivatives among financial 

institutions are growing active. The Korean 

government needs to learn from this example 

and reform its supervisory system on the fi-

nancial industry by extending its scope of su-

pervision, enhancing the capability for system-

ic risk management, and increasing financial 

security. In the absence of a proper method for 

measuring systemic risks, however, the efforts 

to reform the supervisory system may backfire 

by inviting and increasing arbitrary govern-

ment interventions with the market. 

Fourth, political and ideological antagonisms 

decrease the efficiency of the legislature. The 

continuing confrontation between the two par-

ties in the United States thus presents signifi-

cant obstacles to the speedy and efficient leg-

islation and enforcement of economic reforms. 

South Korea resembles the United States in 

that the growing ideological conflict in the 

legislature is feeding the widening income 

disparities and the growing government spend-

ing. If left unmitigated, income disparities are 

likely to divide up the voters along class lines. 

Such a division in the electorate will support 

neither social integration nor legislative effi-

ciency. Great efforts are thus required to re-

form the Korean economic structure and mar-

ket competition so that a measure of fairness is 

restored to the distribution of wealth and in-

come.  


