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Woodrow Wilson’s Problem in Reverse
The Continuing Challenge of Making American 

Democracy Safe for the World

In a path- breaking paper and then in The End of Liberalism, Ted 
Lowi refl ected on the politics of American foreign policymaking. 
He distinguished between decisions made by US leaders during 
crises, when they could be remarkably coherent and effective, and 
decisions made during calmer moments, when they  were shaped by 
distributive politics. He came to the following conclusion:

Most people would prefer a foreign policy establishment working 
regularly and normally as it works in crises. Most would also agree 
that this is not the case, that the establishment falls far short of 
that ideal whereby responsible offi cials work together without out-
side hindrance, in the context of immediate support and ultimate 
accountability. Since the United States’ plunge into the hostile 
waters of world leadership, much effort has gone into the creation 
of a special establishment that would work as an extension of the 
system of crisis politics. After World War II, for instance, much 
was done, in the interests of peacetime, to capture the spirit and 
perpetuate the or gan i za tion al innovations of war. However, pos-
sibly because our peculiar tradition of foreign affairs or because 
of the immediacy of our new role, we ended up instead with an 
extension of domestic pro cesses, practices, and values. As a result, 
we have the reverse of Wilson’s problem. We have not yet succeeded 
in making democracy safe for the world.1

Lowi was right then, and, unfortunately, he remains right now. 
During the global economic crisis of 2007– 2009, for example, US 
offi cials once again demonstrated their ability to make and execute 
costly decisions based on a keen understanding of long- term Amer-
ican interests. With the lightest of legislative cover, among other 
surprising and dramatic actions, they used US fi scal resources 
indirectly to subsidize foreign fi nancial institutions at a moment 
of extreme systemic fragility. During the course of a crisis that 
extended from the end of one Administration to the beginning of 
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 Woodrow Wilson’s Problem in Reverse 113

the next, the executive branch made a few mistakes, but in the end, 
together with the Federal Reserve, it did deliver effective global 
leadership. The second Great Depression seemed imminent in the 
summer of 2008. That decisive US policy action had little to do with 
its avoidance is implausible

When the crisis passed, however, the President, the Trea sury and 
the Fed struggled mightily to reform regulatory policies with the 
aims of preventing a relapse and reining in the moral hazards now 
deeply entrenched in a fi nancial system dominated by intermediar-
ies deemed too big or or too interconnected to fail. By late 2009, 
with crisis- driven po liti cal energy quickly dissipating, they had 
failed to convince Congress of the need for new global instruments 
for systemic stabilization. Inside the Washington beltway, interest 
group liberalism once again characterized the basic nature of 
American politics in this policy arena. By the end of 2009, it cer-
tainly looked like well- paid fi nanciers, with their ultimate risks 
underwritten by the American taxpayer, could have their cake and 
eat it too. Given the continuing importance of US fi nancial markets 
to an integrating global economy but also given the rise of new 
power centers, the system as a  whole was now more, not less, frag-
ile. In short, although they proved once again that they can manage 
full- blown crises, US leaders had still not managed to make Ameri-
can democracy safe for the world.

In this essay, I will elucidate this argument through a closer look 
at the recent experience of fi nancial crisis management. But fi rst I 
will place it into the larger context of US foreign policymaking in 
the post– Cold War period, when US elites ever more directly con-
fronted the constitutional idiosyncrasies and interest group politics 
Lowi highlighted long ago. As in the seminal period immediately 
after 1945, the systemic leadership of the United States depended 
upon the willingness of others to acquiesce in the limitations of 
internal American governance. In this regard, I will suggest that 
international organizations like the International Monetary Fund 
played a role in helping US elites manage crises but a more impor-
tant role in encouraging followership after crises subsided. In a sys-
tem now characterized by a greater dispersion of power, that latter 
role is now constrained.

The shifting prospects of international organizations created 
after World War II provide a means of clarifying the evolving char-
acter and quality of US leadership. A truly global po liti cal economy 
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in the imaginable future depends upon resolving the reverse Wilso-
nian problem— or in fi nding a clear substitute for American leader-
ship. Nothing in recent experience suggests the feasibility of either 
option. The consequent dilemma awaits the attention of a new gen-
eration. Its task, in turn, is rendered doubly diffi cult by the fact 
that effective global collaboration must now be nurtured in a much 
more complex set of external circumstances. Understanding con-
ceptually and historically what it takes to induce followership helps 
put the problem into perspective.

Leadership and Followership in the International System

Global order is not spontaneously generated.2 Policy shapes it, 
although, to adapt the famous formulation of Marx, not necessarily 
in circumstances of policymakers’ own choosing. The specifi c poli-
cies of some states are more important than others. China, India, 
and other rising powers now matter, but in terms of shaping a sys-
tem supportive of long- term American interests, the policies of the 
United States still matter more. The last system- reshaping moment 
came in the mid- 1940s, when the United States confronted its 
broadest choices in the foreign policy realm. We continue to live in 
its shadow.

After the end of the Cold War, internal debate about reforming sys-
temic governance in a manner compatible with American interests 
turned on a subtle shift from the logic of international interde-
pendence to the logic of global collaboration. Where the former 
assumed no deep po liti cal change, the latter signifi ed the transfor-
mative growth of many, and potentially cross- cutting, connections 
among people living anywhere and everywhere on the planet. US 
leadership after 1945 was not easy, straightforward, or unproblem-
atic. Under conditions of globalization, effective leadership becomes 
much more diffi cult to deliver.

According to the Oxford En glish Dictionary, a leader is, quite 
simply, “one who is followed.” That quickly gets to the heart of the 
matter. In his classic book, The World in Depression, 1929– 1939 
(1973), Charles Kindleberger convincingly argued that economic 
crisis turned catastrophic in the 1930s partly because Britain no 
longer proved capable of leading the system, while its only plausible 
successor, the United States, proved unwilling to seize the mantle. 
The now- conventional story is that the Americans had refused in 
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1920 to embrace their own brainchild, the League of Nations, had 
retreated from Eu rope, and, after a period of phony peace, had 
sought to address internal economic troubles by raising tariffs and 
cutting ties to a restored gold standard. In consequence, the desul-
tory inter- war attempt to resurrect a functioning security structure 
on the back of a stable global economy reminiscent of the one pre-
ceding the Great War collapsed.

We now know that the kernel of truth  here is obscured by exag-
geration. The United States, for example, stayed engaged in many 
operations of the League, and on neither economic nor security 
matters, did it ever fully withdraw into isolation.3 But the common-
place view after World War II was that the United States had fi nally 
learned its lesson. It came out of the war with a new purpose. It 
would lead the world, and it would do so benevolently, guided by 
a  liberal vision of open markets, international cooperation, anti- 
militarism, and limited forms of international burden sharing to 
facilitate social and economic adjustment. Nothing better expressed 
that vision than the building of a broadly defi ned security com-
munity among advanced industrial countries, a community sym-
bolized by the United Nations, the Bretton Woods institutions, and 
the General Agreement on Tariffs and Trade.4

A hefty dose of exaggeration marked this image too. Hegemonic 
stability theory has been justly attacked for oversimplifying a com-
plex reality. More accurately, the United States stood at the apex of 
a stable hierarchy, one structured and deeply marked by the exigen-
cies of the Cold War, the dynamism of American society, divisions 
within the US state, and the non- threatening creativity of key Ameri-
can allies.5 But surely a liberal internationalist self- image within the 
United States helped shape the country’s system- stabilizing foreign 
policy during the early post– World War II period. Arguably, that 
policy and its institutional manifestations met the basic conditions 
necessary to attract and motivate followers.

In our justifi able fascination with the subject of leadership, 
scholars of international relations have left the phenomenon of fol-
lowership undertheorized. This is not the place for a full explora-
tion, but a few points are relevant for present purposes. Followership 
is not synonymous with discipleship. It involves, rather, a signifi -
cant degree of autonomy for the follower, a retention of its capacity 
potentially to impose costs on the leader. It rests on active, dynamic 
decision- making.

 Woodrow Wilson’s Problem in Reverse 115
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The literature on followership is mainly cast at the individual 
level and suggests that people follow leaders for three main rea-
sons: utility, identity, and values.6 When a utilitarian calculus is 
all that motivates followers, a leader needs direct mechanisms of 
infl uence and intrusive means of surveillance. The leader must also 
provide constantly recalculated reminders of the benefi ts of com-
pliance. In contrast, when identity most obviously motivates follow-
ers, a sense of belonging draws them in to repeated encounters 
with the leader, the leader attracts more than demands, and there 
is an expectation of a continuing two- way relationship. Finally, 
when values primarily motivate followers, there is a deeply shared 
perception of normative congruence, means and ends on both sides 
are synchronically reconceptualized as the external environment 
changes, and a basic internalization occurs in any negotiation pro-
cess. Stark lines around the authority of the leader begin to fade.

Drawing analogies to the group level in international relations is 
an imperfect but suggestive exercise.7 The United States never 
demonstrated the capacity or the will to be the undisputed ruler of 
the post- 1945 system. But in the exceptional circumstances created 
by intervention in two world wars and in the subsequent struggle 
against communism, the American people came to accept the neces-
sity of their state attempting to steer future global developments. 
Joseph Nye famously asserted that the United States was “bound to 
lead.”8 A serious question is whether Americans can continue to be 
convinced of that, and  here is where followership comes back in. 
Even in the diffi cult circumstances George W. Bush bequeathed to 
his successor, and in the absence of attractive alternatives, it remains 
in the fundamental interest of others that the United States contin-
ues to lead. Followers, however, now wield more infl uence in deter-
mining whether it will do so.9 So- called middle powers capable 
collectively of disrupting the system through excessive free riding 
hold the key.

For most of the post- war period, the United States arguably bore 
much of the cost of system stabilization and also reaped the largest 
share of the benefi t. Utilitarian calculations among follower states 
could have underemphasized the former and exaggerated the lat-
ter. The routine expectation of strictly reciprocal bargains would 
have made the task of leadership extremely diffi cult. When they 
functioned properly, international institutions built around the 
American po liti cal identity helped transcend strict utilitarianism. 
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Beyond open markets, rule of law, and a basic commitment to par-
ticipation in decision- making by both the authors and the targets 
of decision, institutions like the IMF and the WTO evolved over 
time not only to push members beyond cautious reciprocity in their 
dealings with one another, but also to develop a meaningful sense 
of mutual accountability among leaders and followers. Their day- 
to- day operations and their agreed dispute- settlement procedures, 
in fact, rested on notions of collective responsibility, as well as on 
the provision of opportunities for followers to exercise voice. By 
accepting associated obligations Americans never gave up their 
Constitution, but they did fi nd ways to open the binding around 
that sacred text.

In consequence of the system they now led, even if their spokes-
men sometimes needed to deny it, the United States and key fol-
lower states moved cautiously beyond reluctant interdependence.10 
For its part, the United States did so deliberately, and it did so suc-
cessfully, to encourage the reconstruction of po liti cal identities 
around the world— precisely to make the world safer for Americans. 
What it did not do successfully was to take the one further step of 
fostering durable followership based on an unambiguous sense of 
value congruence. For a brief moment during the 1990s, Americans 
managed to convince themselves that the world shared not just 
certain procedural preferences but also their most basic values. If 
parts of the world still held out, they seemed to believe, then the 
manifold pressures of deeper integration would eventually force 
convergence. In this light, especially during the East Asian debt 
crisis, the United States pushed the international institutions it 
created too hard. And certainly after the debacle in the UN Secu-
rity Council in the run- up to the Iraq War, it fomented a distinct 
retreat from value congruence and stimulated a new if variegated 
wave of anti- Americanism abroad.11 Through subsequent actions, 
like extravagantly tightening borders in North America— a futile 
exercise if ever there was one, it also began to erode seemingly 
entrenched identity- based motivations for followership. A reversion 
to utilitarianism seemed likely in response to US efforts to reinforce 
a hierarchical system. Their unintended consequences, especially in 
rising powers like China and India, rendered it more diffi cult for 
American policymakers to manage the internal po liti cal task of 
convincing the American people themselves to continue bearing 
a   disproportionate share of the costs of system maintenance. 

 Woodrow Wilson’s Problem in Reverse 117
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 Followership, in turn, became much more diffi cult to nurture, and 
forms of subtle re sis tance much easier to see.

The Vietnam War and its economic legacy had fi rst prompted 
profound questioning among America’s allies and fellow- travelers. 
In its aftermath, for example, the central commitment of the Bret-
ton Woods Agreement— pegged exchange rates— was formally 
abrogated, infl ation coursed through the international economy, 
non- tariff barriers to trade multiplied, sophisticated weapons pro-
liferated, and American society itself appeared to come unhinged. 
Throughout the 1980s, the questioning of US leadership became 
more insistent, both inside the country and outside. Was it in its 
own interests to lead? What vision truly rendered its claim to lead-
ership legitimate? Could it be benevolent— if not necessarily altru-
istic, then at least not excessively self- absorbed? Was it still in the 
interests of others to follow?

Throughout the 1990s, reasons for doubt multiplied. Po liti cal 
realists started warning that Eu ro pe ans and Americans in par tic u-
lar would soon forget the lessons of the inter- war period. Some even 
held that we would all miss the Cold War, which in their view acted 
to suppress national antagonisms and encourage the degree of 
cooperation among allies necessary to prevail in a great ideological 
struggle. Others guessed that the structure of world order would 
soon come to be characterized by relatively closed and competitive 
regional blocs. Simultaneously, scholars from a broad range of dis-
ciplines in effect followed Lowi’s lead and began to inquire into the 
intimate and complex linkage between the domestic economic and 
po liti cal structures in the United States and the conditions condu-
cive to global stability and prosperity.

Post- war international organizations remained central to theoreti-
cal and policy debates on the nature and quality of that linkage. For 
neo- realists, they had never been more than epiphenomena, refl ec-
tions of deeper realities of power. For liberals, conversely, they had 
promised a deepening pro cess of information sharing and knowledge 
building ultimately capable of encouraging cooperative decisions 
based on common interests and shared long- term goals; in Wilsonian 
terms, they had helped cast the shadow of the future on present cal-
culations of interest. For constructivists, meanwhile, they had signi-
fi ed much more— the expressions of a unique connections among 
power and legitimate social purpose and the hope of transforming 
the very identities of citizens and decision- makers.12 At the heart of 
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all three major perspectives was a sense that global order still very 
much began at home, and especially at home in the United States.13

Foundations of World Order

The raw power of the United States in 1945 was formidable. 
Although reduced now in relative terms, it remains formidable. But 
coercion is costly. As the Romans proved in the heyday of the Repub-
lic, the indirect extension of authority can work better for all con-
cerned than the alternative mechanism of empire.14 Raw power 
capable of being used is certainly useful, but if it actually needs to 
be used, it can quickly dissipate, not least because of revulsion or 
increasing reluctance to bear costs within the society of the power- 
wielder. A wise leader, in short, uses the technique of restraint to 
generate willing followers. In this regard, a mutually acceptable 
guiding vision is important.

Disciples or acolytes might need little convincing, but reliable 
followers, once again, need to have a sense that the leader’s choices 
are informed by more than narrow calculations of self- interest. The 
claim to leadership is a claim to legitimacy. Authority willingly acqui-
esced is likely to be more enduring that power bluntly asserted. The 
United States made such a claim to leadership after 1945, and the 
credible commitment to broad- mindedness enshrined in multilat-
eral institutions certainly did garner support, often in the form of 
active burden- sharing.15 Sometimes such institutions actually helped 
resolve crises, but mainly they generated followership. What ever  else 
they accomplished, they did partially succeed in masking America 
power, rendering it more acceptable and sometimes more effective in 
a world still highly prizing national autonomy. Not least, they pro-
moted and helped repair the principal mechanism favored by the 
United States for pacifying and guiding the system as a whole— 
globalizing markets. What such institutions did not do, however, 
was to insulate other countries from market- destabilizing impulses 
emanating from within the United States itself. As Lowi’s famous 
analytic framework would suggest, during non- crisis periods interna-
tional institutions would recede into the background of American 
politics, just as the normal patterns of domestic distributive politics 
would reassert themselves. In short, international institutions could 
be useful during crises, but they did little fundamentally to resolve 
the reverse- Wilsonian problem.

 Woodrow Wilson’s Problem in Reverse 119
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A de cade after the end of the Cold War, informed by a nagging 
suspicion that basic choices  were again up for grabs, scholars 
reconsidered the post- 1945 period. At the same time, the po liti cal 
space seemed to open within the United States to revisit a number 
of basic foreign policy choices.16 One early and soon- abandoned 
idea was cosmopolitan in nature, envisaging global instruments for 
economic management and even for the control of quickly develop-
ing nuclear weaponry. Of related parentage, an alternative vision 
that did gain some traction— not least because it promised the ben-
efi ts of globalism without the po liti cal costs— centered on an open 
trading system, which once established might automatically tie 
basic national interests together. A more realistic but still problem-
atic vision focused on more or less open world regions, spheres of 
infl uence reasonably cohesive on their own and capable of balanc-
ing one another in a multipolar arrangement.17 As Lowi might have 
predicted, however, a divided US domestic system proved incapable 
of operationalizing any of these visions after the crises bred by 
depression and war passed.

A more practicable vision did eventually emerge at the heart of 
post- 1945 US foreign policy. It encompassed permanent and deep 
forward military and economic engagement by the United States 
in Canada, Latin America, Japan, and Western Eu rope aimed at 
extending diversely defi ned notions of freedom and prosperity to 
the entire world. It countenanced an integrating Eu ro pe an regional 
economy, not wide open to US exports but ever more open to expand-
ing US corporate investment, and it permitted a relatively less open 
economy in a demilitarized Japan. In his memoirs, Henry Stimson, 
the classic establishment conservative who had been Secretary of 
War in the cabinets of Howard Taft and Franklin Roo se velt, as well 
as Secretary of State under Herbert Hoover, encapsulated the vision 
as follows:

It is the fi rst condition of effective foreign policy that this nation 
put away forever any thought that America can again be an island 
unto herself. No private program and no public policy, in any sec-
tor of national life, can now escape from the compelling fact that 
if it is not framed with reference to the world, it is framed with 
perfect futility . . .  [I]t follows that we shall be wholly wrong if we 
attempt to set a maximum or margin to our activity as members of 
the world. . . .  Can we make freedom and prosperity real in the 
present world? . . .  [W]e must remember that we are building 
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world peace, not an American peace. Freedom demands toler-
ance, and many Americans have much to learn about the variety 
of forms which free societies may take.18

This vision hardened into a more assertive policy line after 1947, 
when US leaders looked to western Eu rope and Japan to serve as 
fi rm bulwarks against the spread of communism. It also set the 
intergovernmental economic machinery established at war’s end 
on a mission to nudge states in the direction of freer and more 
open markets, eventually including fi nancial markets. The vision 
accommodated, even celebrated, domestic structural diversity and, 
partly through the operations of international organizations but 
mainly through the active role of American banks and corporations 
in fi nancing recovery and development abroad, it countenanced a 
blurring of the lines between private and public authority. The US 
dollar as de facto global reserve currency rationalized through 
treaty- based international or ga ni za tion, an institutionalized regime 
aimed at freer trade and international investment, and military alli-
ances decisively shaped by US military capabilities, rightly symbol-
ized the resulting system. Hierarchy, acquiesced in and not resisted, 
characterized the po liti cal foundations of an eventual world order 
consistent with this fourth vision.19 Leadership, in the sense dis-
cussed above, will do just as well.

Perhaps much of the world prospered in the post- 1945 period by 
chance. As Lowi has reminded generations of students attending 
his pop u lar lectures, luck should never be discounted as a domi-
nant force in human affairs. It is at least arguable, however, that 
this complicated fourth vision of world order generally conformed 
to broad expectations of the best that could be achieved under the 
circumstances, both inside the United States and among the prin-
cipal followers at the core of the system. (Whether it turned the 
United States itself into a less admirable state, not least by giving 
free rein to its now corporation- dominated distributive politics, is 
another and much debated matter.)20 Despite its highly problematic 
domestic governing structure, its anti- statism, and its nativist tradi-
tions, however, the more defensible proposition is that the United 
States led the world in a progressive direction for nearly fi fty years. 
It is undoubtedly the case that many people and many countries 
 were left behind. But at least until 2001, those left behind had not 
managed to gather enough usable power to shake the foundations 
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of the system. The United States, moreover, proved itself able to stay 
engaged in the effort to manage the system, again, not least through 
formal international organizations like the IMF and through less 
formal instruments like the G-7, the Basel Committee on Banking 
Supervision, and standard- setting codes of the OECD. Those insti-
tutions promoted core American interests, gave others a limited 
voice in the defi nition, articulation, and expression of those inter-
ests, and promised to facilitate communication and collaboration 
during crises.

If it is true that this latter vision did succeed in anchoring US for-
eign policy in the post- 1945 period, to what extent did that success 
actually depend upon a sense of clear and present danger, such that 
the anti- statist traditions alive in American society could be resisted 
inside the United States itself? Going back to Lowi’s original diagno-
sis, to what extent was a widely shared perception of crisis actually 
essential to sustaining the bipartisan consensus needed to make the 
awkward machinery of American government work in such a way 
that follower states benefi ted enough to resist their own temptations 
to defect? As we consider such a question, the distinction between 
willing deference and quiet re sis tance on the part of followers is 
essential. Such a distinction certainly became clear when sympa-
thetic foreign reactions to the events of September 11, 2001, are con-
trasted with skeptical foreign reactions to the US decision to topple 
Saddam Hussein a year and a half later. Nevertheless, notwithstand-
ing the controversial policies of the Bush Administration after 2003, 
and the reactions to those policies inside key allies, it is hard to argue 
that the fourth vision of the post- war era has been defi nitively sup-
planted by another, either within the United States or among elites 
in Canada, Western Eu rope, and Japan.

To be sure, two radical challenges to that vision  were now more 
visible. The fi rst has both a left variant and a right variant. On the 
left, proponents appear to want to revive the vision of a cosmopolitan 
order rejected in the aftermath of World War II. Especially in light of 
mounting environmental problems, they seek global governance with 
a demo cratic face, conceived generally as world federalism, or envi-
ronmentally sound social democracy on a global scale. Post- modern 
criticism aside, the new idealists are tapping into a deep vein. 
Although they have not yet come close to tipping the internal scales 
of actual government, many Americans clinging to the hope that 
national autonomy and global problem- solving are not inimical seem 
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supportive in principle. The right- wing variant is again a vision of 
global markets, automatically adjusting, self- governing. As the eco-
nomic crisis of 2007– 2009 suggested, Karl Polanyi’s insight in this 
regard remains as relevant today as it did in 1944: the self- regulating 
global market is a chimera.21 When push came to shove after 2007, 
however, even an ideologically driven US administration proved 
unwilling to risk social disaster by standing back when fi nancial mar-
kets began collapsing. As we shall see in more detail below, it inter-
vened directly in a broad range of domestic markets, and it worked 
assiduously behind the scenes with foreign governments and central 
banks to restore order and confi dence.

During that crisis, it was also possible to hear echoes of the third 
vision for the post- 1945 era, when Eu ro pe ans attempted made- in- 
Europe policy responses, when East Asians sheltered behind mas-
sive foreign exchange reserves, and when Chinese offi cials began 
publicly to worry about the value of their dollar assets. What actu-
ally happened is worth pondering more fully, for it speaks to the 
resilience of the actual post- 1945 consensus, but also to the stronger 
pressures currently weighing upon it.

The Crisis of 2007– 2009

When doubts began emerging in 2007 about the sustainability of 
US real estate prices, and therefore about the security of global 
markets directly or indirectly linked to US mortgages, banks in 
Germany and the United Kingdom  were among the fi rst to begin 
failing. When a shocking bank run occurred in the UK in Septem-
ber 2007, it foretold much that would follow. The sense of crisis 
mounted in January 2008, when US authorities acquiesced in the 
purchase of the country’s largest mortgage originator, Countrywide 
Financial, by Bank of America. Then, in a series of emergency 
moves beginning late in 2008, the Fed and the US Trea sury effec-
tively began extending the offi cial banking safety net into the 
investment banking sector. As the Fed fl ooded the system as a 
 whole with liquidity, with obvious Trea sury support it forced and 
subsidized the merger of Bear Stearns into JP Morgan Chase. The 
situation nevertheless continued worsening around the world, despite 
ad hoc coordination on massive interest rate cuts by the major cen-
tral banks of the world and despite an array of market interven-
tions undertaken by regulatory authorities. In September, the US 
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Trea sury nationalized Freddie Mac and Fannie Mae, the two larg-
est insurers of mortgages in the United States. That same month, it 
and the Fed made what looked in retrospect to be a near- 
catastrophic mistake, when they allowed the 158 year- old Lehman 
Brothers to declare bankruptcy instead of engineering another 
Bear Stearns- style takeover. One day later, on September 15, they 
reversed course and forced the merger of the giant Merrill Lynch 
brokerage into Bank of America. On September 16, the Fed then 
lent insurance giant American International Group (AIG) $85 bil-
lion in exchange for nearly 80 percent of its stock. Two days later, 
the Trea sury went to Capitol Hill for the cash necessary to recapi-
talize banks that still threatened to fail and for legislative cover for 
the range of highly unusual extensions of public authority that it 
had undertaken and would likely continue to undertake in the 
period ahead.

The fi rst draft of the Trea sury’s bailout plan was three pages 
long; among the purposes to be served by a breathtaking expansion 
of executive authority, it promised to make up to $700 billion in US 
taxpayer funds available to any fi nancial institution with “headquar-
ters in the United States.”22 That, and much  else, changed within 
24 hours, after the Trea sury was apparently reminded that nearly 
25 percent of the US domestic fi nancial system was now managed 
by foreign- headquartered intermediaries. Nevertheless, the amended 
bill was defeated in the  House on September 28. An extraordinary 
display of executive and legislative collaboration followed as mar-
kets plummeted around the world. The Emergency Economic Sta-
bilization Act, now quite voluminous, now very quickly passed the 
 House and Senate and was signed into law on October 3, 2008. In 
Section 3.5, it authorized the fl ow of funds from the Trea sury to 
all “institutions with signifi cant operations in the United States, 
excluding foreign central banks or institutions owned by foreign 
governments.”23

In the fullness of time, it became clear that the bailout of 
AIG  alone had fully covered many domestic and foreign bank 
counterparties— from Goldman Sachs to Deutsche Bank, which 
 were ultimately able to unwind associated contracts at par, that is, 
without a discount. The goal may have been system stabilization, 
even if specifi c transactions could be interpreted as egregious evi-
dence of regulatory capture. But the fact is that when they  were 
done and when they  were disclosed, they proved to be both effec-
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tive in terms of stabilizing global markets and po liti cally tolerable 
inside the United States.

Canada and Japan, key US allies since 1945, had suffered through 
earlier fi nancial crises, but this time they happily stayed on the side-
lines; they had no vital reasons for resisting US actions and they  were 
basically supportive. Eu rope was not so lucky, and although much 
noisy rhetoric surrounded reactions to fi nancial turmoil within many 
Eu ro pe an states, the US policy line clearly helped stabilize markets 
on the continent. The Eu ro pe an Central Bank worked closely, if 
informally, with the Fed. Hardly smoothly but ultimately effectively, 
Eu ro pe an fi nance ministers collaborated in an ad hoc fashion among 
themselves and prevented a reprise of the Creditanstalt debacle of 
1931. The idea of building a single pan- European market less affected 
by turbulence emanating from the United States, however, moved 
ever further into the distant future. After the crisis subsided, the 
trans- Atlantic partnership of the post- 1945 period looked no more 
and no less stable than ever. The reverse Wilsonian problem remained 
for Canada, Japan, and Eu rope, that is, the United States could con-
tinue to generate serious diffi culties for them, but crisis management 
by the United States could still be relied upon to help address those 
diffi culties. On balance, the opportunities created by integration in 
a US- led system obviously still outweighed the costs of serious re sis-
tance. Although during the crisis international economic organiza-
tions like the IMF and World Bank did little to ameliorate those 
costs. On the margins of actual decision- making, they did help coor-
dinate separate national policy actions. Much more importantly, 
however, they  were mobilized to help countries hard hit by the crisis. 
The response was hardly adequate, but it was better than nothing.

The longer term challenge came from rising follower states across 
the Pacifi c. A key question remained whether the emergency would 
perversely encourage the building up of reserves, rendering more 
diffi cult US leadership of a collaborative and integrating system— 
and marginalizing international economic organizations. The most 
serious doubts focused on a system built around exchange rates that 
could but might not fl oat freely after the pegged rate arrangement 
agreed at Bretton Woods in 1944 was abandoned in the early 1970s. 
To substitute for the earlier commitment on exchange rates aimed at 
the avoidance of competitive devaluations, Article IV of the IMF’s 
Articles as amended and fi nally ratifi ed in 1976 mandated the or ga-
ni za tion to “oversee the international monetary system” and to 
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“exercise fi rm surveillance over the exchange rate policies of mem-
bers.” The Article also specifi ed the obligation of all members to 
“avoid manipulating exchange rates or the international monetary 
system in order to prevent effective balance of payments adjustment 
or to gain an unfair competitive advantage over other members.” A 
1977 decision of the Fund’s Executive Board re- articulated the obli-
gation as a formally binding principle— that members shall avoid 
manipulating exchange rates or the system as a  whole to avoid adjust-
ment or to gain a competitive advantage. Two non- binding principles 
complemented it: that members should intervene in exchange mar-
kets to counter disorderly conditions and that members should take 
into account in their intervention policies the interests of other 
members. Regular surveillance by Fund staff was to track and eval-
uate actual national practices in this regard.

Soon after 1977, it became clear that capital markets and not 
IMF- monitored exchange rates would become much more signifi -
cant in structuring the way national economies would henceforth 
infl uence one another. As national fi nancial policies through the 
1980s and 1990s moved ever more decisively in the direction of 
openness and liberalization, exchange rates became less relevant as 
long as countries did not try to peg them. That is precisely the issue 
that China and its East Asian neighbors now poses.

In 1995, after the succession of fi nancial crises in emerging mar-
kets where pegging was still attempted, the Executive Board of the 
Fund amended its 1977 Decision. To a list of developments that 
could mandate special discussions between the Fund and a mem-
ber, it added “unsustainable fl ows of private capital.” The Board 
also directed Fund staff, “in the context of promoting broader mar-
ket liberalization, to pay increased attention to capital account 
issues . . .  and to give more attention to the soundness of fi nancial 
systems” (IMF Survey, October 23, 1995, 314– 15). Twelve years later, 
on the eve of the fi nancial shocks more threatening to systemic 
stability than any experienced since 1945, the Board again amended 
the 1977 Decision to widen the scope of the Fund’s surveillance 
authority. To the three basic commitments of Fund members, it 
added a new proscription against “exchange rate policies that result 
in external instability” (Decision on Bilateral Surveillance over 
Members’ Policies, June 15, 2007).

At that point in time, this seemingly innocuous phrase was 
widely understood to target China, which many in the US Congress 
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in par tic u lar suspected of manipulating the value of the renminbi 
in order to stimulate exports. By using the Fund in this way, the US 
Trea sury could defl ect pressure for direct retaliation coming from 
struggling American exporters and import- competing industries. 
China, in turn, nevertheless saw itself as unfairly accused. It 
objected inside the Fund but was overridden. As soon as the deci-
sion was announced, China immediately closed the doors of its 
fi nance ministry and central bank to Fund staff. For the next two 
years, precisely during the crisis of 2007– 2009, those doors would 
remain closed. And during those two years, the US posture on the 
issue changed abruptly. In the context of crisis, US policymakers 
switched their overt policy preferences from naming and shaming 
China to currying its favor. As their own fi nancial system began to 
crumble from within, they found themselves desperately needing 
emergency capital transfusions, not least from reserve- rich China.

By 2009, it had become clear that the idea of placing negative 
labels on members’ currency policies was undermining the effec-
tiveness of Fund surveillance. The term “fundamental currency 
misalignment” was therefore explicitly repudiated in new operational 
guidance given to staff. After that, China once again welcomed an 
IMF surveillance team, and in the diplomatically worded report that 
followed, the staff simply stated that, despite a 25 percent upward 
valuation in 2008 and 2009, the renminbi remained “substan-
tially  undervalued.” Nearly simultaneously, the Fund announced 
that China was considering buying US$50 billion in notes issued 
by the Fund. Through this innovative operation, it could diversify 
its reserves and shift some of the risk of future dollar depreciation 
to the Fund. The Fund, in turn, would be in a better position to 
help other members.

The vital question of whether the growing imbalance in the Chi-
nese capital account was sustainable now precisely mirrored the 
question of whether the policies lying behind the post- 1970s US 
current account defi cit— arguably, the engine pulling the global 
economy— were any longer sustainable. Global fi nancial stability 
now turned on the as yet unknown answer.

The continuing failure of the United States and key followers 
deliberately to coordinate their macroeconomic policies left the 
uncertain politics of fi nancial emergency management, partly legit-
imated through international institutions, the actual linchpin of 
the post- 1970s system. Those institutions still held the promise that 
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adjustment and development could be mutually reinforcing. Given 
the vagaries of actual systemic power, they also accommodated and 
all- too- partially compensated for the fact that most of that adjust-
ment would be borne by the weak, while most of that development 
benefi ted the strong. Without requiring even lukewarm supporters 
to relinquish any ideological priors, their continued if troubled exis-
tence speaks to a less- than- transparent broader objective: a stable 
and reasonably effi cient international economy still led by the 
United States. It is no coincidence that tension between principles 
of effi ciency and justice at the international level continued to 
evolve in a manner parallel to a similar and enduring struggle 
inside American society itself, a struggle only masked periodically 
by booming markets.

That said, the outlines of feasible if undesirable challenges to the 
US- led post- 1945 economic order are becoming clearer in the gath-
ering erosion of normative solidarity represented by a proliferation 
of regional competitors and alternative fora with selective member-
ships and weak or non- existent secretariats. In part, concerns about 
the reliability of the United States, about the export of its own inter-
nal adjustment costs, and about systemic risks generated by domestic 
American po liti cal and social confl icts lie behind these challenges. 
After the emergence of the euro, Eu ro pe an members shifted their 
attention away from Washington toward Frankfurt, even as they 
demonstrated little interest in reducing their formal stakes in the 
less- relevant Bretton Woods institutions. In their own regional con-
text, the efforts of China and other East Asian states to insulate 
themselves with excessive monetary reserves and bilateral deals on 
reserve- sharing take on special meaning. If rising states cannot be 
brought fully into an order not dominated but still essentially led by 
the United States, the increasingly obvious threat is that they will 
gradually seek to build another for themselves.

Conclusion

After 1945, the United States led a system shattered by world war, 
which means that it somehow came to understand why followers fol-
lowed. In part, after the war ended, the United States and its major 
allies institutionalized this knowledge in discrete international orga-
nizations, which they pretended to be technical but knew to be pro-
foundly po liti cal. Eventually, those organizations began tentatively to 
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affect the way many Americans thought about their own sovereignty. 
It would be nice to believe that foresight found expression in this 
way; but again, the twilight struggle of the Cold War probably pro-
vided the real incentive. It would also be nice to believe that the fears 
of the new America- fi rsters are not yet suffi cient to prompt a decisive 
reversion to the delusion of Fortress America.

In the shadow of September 11, 2001, Charles Kupchan persua-
sively argued that “the peaceful management of relations among 
proximate centers of power requires three essential ingredients: 
the exercise of strategic restraint, the establishment of binding and 
bounding institutions, and the pursuit of social integration needed 
to promote familiarity, trust and a sense of common identity and 
purpose.”24 A fundamental purpose of the international organiza-
tions created after World War II was to encourage followership in 
this very sense, and thereby to render the burdens of leadership 
po liti cally tolerable inside the United States. Their multilateral 
character accomplished this objective in substantial part.25 Even 
now, after a de cade of crises and mounting acrimony, no insurmount-
able obstacle exists to the adaptation and improvement of those 
organizations— from the Security Council of the UN to the Bretton 
Woods institutions and their analogues in other systemic arenas. New 
and less formal institutions might also be shaped and rendered 
effective. If fully shared values  can’t be nurtured quickly enough, 
reconstructing a basic sense of shared identity might be enough. 
Optimism in this regard becomes especially compelling after we sub-
ject the main alternatives to critical scrutiny: that national govern-
ments seriously believe their citizens are willing to bear the full costs 
of abandoning economic interdependence, that the politics of collab-
oration among states primed for cooperation has been superseded 
by the self- regulating discipline of markets, or that a commitment 
to collective security is no longer required to address the terrifying 
new threats posed by the proliferation of massively destructive 
weapons and by destructive changes in a shared natural environ-
ment. Nevertheless, Ted Lowi’s diagnosis of the gap between the 
collaborative policies the world needs to resolve its heightened 
dilemmas of collective action and the kind of leadership the United 
States is capable of delivering remains timely, disturbing, and deeply 
insightful.
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