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Article 1:International Monetary Relations: Influence and
Leadership

Abstract

This papereverageselevantiteratureto examinetherecenthistoryof international
monetaryrelations.More specifically,the paperfocuseson how therulesof the international
monetaryregimehavecreatedconsiderablgolicy constraint§or non-reserveemitting
countriesandhow thesecountrieshavereactedn orderto creategreatermolicy autonomy
thusdiminishingthe structuralpowerof the United Statedn thisregime.To concludethe
paperappliesinternationakelationstheoryto examinethe potentialfor future cooperation
underconditionsof diffuse autonomyanddiminishedleadershipgiving specialattentionto
theimportanceof socialnormsin theassignmenof policy adjustmentdetweercounties.

Key words:International Monetary Relations, Monetary Power, Constructivism, Cooperation

Resumo

Com base em literatura relevante, o estudo busca examinar a historia recente das relacdes
monetérias entre paises e compreender como as regeggirde monetario internacional

criaram restricdes significativas as politicas monetarias dos paises que ndo emitem moeda de
reserva. Além disso, o estudo procura analisar como tais paises reagiram a essas restricées a
fim de atingir certa independénciapertanto, diminuir o poder estrutural dos Estados Unidos
nesse regime. Para concluir, o estudo aplica a teoria de relagdes internacionais para examinar
0 potencial de processos de cooperacao futuros sob as condi¢cdes de autonomia difusa e de
lideranca reduda, com atencao especial a importancia das normas sociais para a
determinacao de ajustes de politicas entre paises.

Palavras-chave:Relacdes Monetérias entre Paises, Poder Monetario, Construtivismo,
Cooperacao

|. Introduction



As Barry Eichengreerf2013) succinctlyexplains,unlike the symmetricdeflationary
shockof the greatdepresin, thefinancial crisis of 2007%2008createdan asymmetric
deflationaryshockthatin turnledto divergentpolicy moves Reactingo frozencapital
marketsanddeflationarypressurecoredevelopedctountriesurnedon the monetarytap,
creatingliquidity anddriving downinterestrates As marketswerefloodedwith
cashinvestorsturnedto the carrytrade seekinggreaterreturnin emergingmarketeconomies
(EMEs)wheregrowth andinterestratesremainedelativelyhigh.

Worriedthatthiswaveof 6 h mé n evguid createunsustainablénancial
conditionsin domesticcapitalmarketsjn additionto concernfor inflation andcurrency
appreciationopfficials acrossa diversegroupof emergingmarketsbeganmplementing
controlson capitalinflows.

Undersuchconditions,it hasbeenshownthatboth smallandlargecountriesnvould
derivefirst ordergainsfrom greaterpolicy coordination(Obstfeld
2009 (Eichengree013a)Porte2012. Suchcooperatiorwould preferablytakeplacevia
somecombinationof diminishedmonetarystimuluson the partof theadvancedgconomies
andlower public spendingoy EMEs.However,despitenitial policy coordinationatthe
outsetof theglobalfinancialcrisislittle hasbeenachievedn this front since?

In thislight, this papereverageselevantiiteratureto examinehow structuralchanges
in theinternationaimonetaryregimehaveled to increasegolicy autonony but diminished
leadershipCohen2008)Cohen2013. To do someando look atthe historicevolutionof the
systemandherole of the United Statesn coordinating(intentionallyor not) policy
adjustmentdetweercountriesT o theseends the paperfocusesonhow the rulesof the game
havecreatedconsiderablgolicy constraint§or nonreserveemitting countriesandhow
thesecountriebavereactedn orderto gaingreaterpolicy autonomythusdiminishingthe
leadershipcapacityof the United Statesn thisregime

To concludethe paperleveragesnternationakelationstheoryto examinethe

potentialfor future cooperatiorunderconditionsof diffuse autonomyanddiminished

! Mechanisms used include the requirement of reserve deposits, restrictions on the size of currency derivatives,
restricted acess to governments bonds, and restricted access to interest paying deposit acomigntst{Ch

2013)

2 policymakers across advanced countries and EMEs were able to coordinate fiscal and monetary stimulus to a
certain extent in the immediate aftermathtedf crisis. However, such coordination reflected what Benjamin

Cohen has | abeled as fAregi me preservationdo rather tha
situation in which the interests and preferences of countries simultaneouslyra@igecond refers to a situation

in which the interests of countries may be in alignment, however, preferences do not coincide for one reason or
another (Cohen 2000). Amongst such reasons is the fear of defection by other states.



leadershipgiving specialattentionto theimportarce of socialnormsin the assignmenof

policy adjustmentbetweercountries.

II. The International Monetary System and the Dollar

It has long been understood thabnaerfor the international monetary system
function properlyallowing for crossborder trade and investmeiitis essential that there be
sufficient liquidity, adequate confidence, and timely adjustmévitslell 1969. Benjamin
Cohen (2014) has recently added o6l eadershipé
Loosely defined by Cohen as governance, or t
enf orcement of hereleadership Wil bb definadte ability to effect
policy adjustments between countries
Today,the role of liquidity provision andonfidencefalls largely on theJ).S.dollar
and dollar denominated debt instruments (specifically U.S. Treasdres)arrangement can
be understood as one stemming from historic decisions, especially the arrangements made
under the Bretton Woods accomafs1944.Furthermorethis global reliance on the dollar
togetherwith he Uni t ed St at efgesness and theorelative side bfyts | i mi t e
domestic marketas providedhe United Statesith overwhelmingnonetarypower(Cohen
2004) Inasmuchthe Fed has been positioned to play the rolegime leadereffecting

policy adjustments between countries

Leadership undeBretton Woods

From the outset of thBretton Woodsystemthe United States maintained an
outsized portion of global outpuith U.S. GDP peaking at 35 percent of global GDP during
the 1980sCurrency CompositionlMF-).This overwhelming advantage in industrial output
duelargely tothe devastated coititin of the European economies, kedsignificantglobal
demand for dollarsAs the world begin to rebuild it requiredlarge amountsagpital goods
that could only b@btainedn the United States. As such, and with contributions from other

parallel arrangementscapital bega flowing out of the United Statéswards Europe.

% The Marshall Plan alsodeto large capital flows to Europe (Steil 2013).



Graph 1-1: U.S. GDP as Percentage of Global GDP
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Indeed,as manyhaveargued (or complained, as did French President Charles De
Gaullé)this new privileged position of the dollar allowed the United States to use its paper
currency to purchase goods and services across thewitizlt giving up anything in
exchangdEichengreer2011).Essentially, aslollars went outheywerethen held aseserves,
or used tesettle trade with third parties, creating a situation in wthehUnited States found
it unnecessarto balance its external accounfBhis structuralsource of power was
institutionalized via the Bretton Woods accord in which, by means of last minute
maneuvering by the head American negotiator, it was determined that the dollar would be
considered o0(teil20®).od as gol do

Theconsequence of trombineddefactoanddejure establishment of the dollar as
the global reserve currency, along with the relative aimHimited exposure to foreign trade
of the U.S. economyyas to lendhe United States the power to force policy adjustmemts
othercountries (Hennin@006). Essentiallywhile the Bretton Woods period saw the Fed act
as theprovider of both international liquidity and confidendsainstitutionalarrangements

would alsoallow the United States push through necessary bilateral and multilateral policy

* See Steil (2013)
Referred to as O6Exorbitant Privileged in 1960 by
(Eichengreen 2011).

t

he



adjustmentsWhile this role of systems leader was originally derived from the relative

economic size of the United Statgsyouldsurviveduelargely to inertia.

Leadership under a Floating Reggm

TheUni t ed St at es 0t Wee cd sli loanhas Beericmviketedtog ol d
number of factors, including a continually growing global demand for liqufditpanding
social expenditures at home, large budget deficits driven by war expesdéandefinally a
shift in preferences by the Nixon administratigssentially, théixon administration
concluded that it waso longerin the best interest of the United States (strategically or
economicallyjo continu@rovidinga gold linkedglobal reserve currency, a global public
good, which required that the dollar price of gold be maintained at a certain predetermined
level. As such it wished to free itself of this burden in ordeyaio greater discretion
ovemonetaryand fiscalpolicyrather than usinthese policy tools as leveis enact external
adjustmers.’

This decisiorwould resultin thede factoadoption of a floating rate currency regime
in early 1973though withthe dollar still holding the positonofh e r egi meds key
international reserve curreny

Furthermore, sRobert Henning2006)has pointed outhe move to a floating regime
allowed the U.S. to more fullgveragséts privileged structural position in the international
monetary system in order to exact policjustments from itsrading partneraNo longer
was it necessary for the Fed (or for that matter the Tredgorsyljust policy according to the
dollar price of gold, rather both institutions were freed to pay greater heed to domestic
economic conditiongAs other countries continued to seek dollars and dollar denominated

assets tetrengthen theinternational liquidityposition the United Statewas able to

® The dilemma confronted by the United States in the provision of the global reserve currency under the Bretton
Woods system was first elaborated on by Robert Triffin (1960) and thus came to be known as the Triffin
dilemma. The Triffin dilemma refers to tleenflict between shoitierm domestic monetary goals and long term
international goals confronted by the provider of the global reserve currency when that currency is valued in
terms of metallic reserves. When providing the liquidity demanded by foreigmsathe provider of the global
reserve currency effectively creates a-pelfpetuating trade defieithich eventually undermines the value of

the reserve currency with respect to the commodity to which it is linked.

"In fact, this decisonwasawied at in a rather gradual manner . Vi a
which the United States adjusted policy with little regard to the dollar price of gold.

8 Again, this was largely due to the prior institutionalization of the dollar as thalgleserve currency and the
impracticality of replacing the dollar.

® In fact, beginning in middle of the 1960s the Treasury begin taking on increasing responsibility for

maintaining the dollar price of gold (Bordo and Eichengreen 2008)
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continue emitting such assets without incurtimg cost ohigh interest rates dhe loss of
market confidence.

Situations in whicthe United States was able to leverttgsoverwhelming
monetary poweo effect adjustmentsiclude (1) the original collapse of the Bretton Woods
system in the early 1970s; (2) the currency conflicts resultitigeiiBonn Summi(1978, the
Plaza Accords (1985) and the Louvre Accords (1987); (3) the global recession and recovery
in the 1990s; (4and finallythe global recession and recovery of the early 20ldéaning
2006) This is not to mention the various stions in which U.S. monetary policy created
pro-cyclical forces for emerging market economies

According to Henning, these episodes of foriatentional and notfintentional)
monetary and fiscal adjustments germeas liye pd
against the power of the dollar and the U.S. magsdentially, other countries sought
greater monetary autonom$auch countermeasures inclddenhanced regionalism (the
Eurozone), internal structural adjustments (Japan), in additiive taccumulation of large
currency reserveEMES).

The following section examinesore closely the mechanisms and significance of
policy autonomyin the context afternational financial integrationvith specific attention

given to the situation of EMEs

[1l. Autonomy

For Cohen(2008),relationsbetweercountriesn theinternationalmonetarysystem
canbedissectednto autonomyandinfluence.While theformerrelatesoac o u n ahility 6 s
to adjustmonetarypolicy accordingo domesticeconomimeels, thelaterisfi d e f asthee d
ability to shapeeventsoro u t ¢ oamEesognizedasanfi e s s simefuare of systemic
| e ad e inaurtearlgrartcle, Cohenlaid outthe mechanicghatallow a countryto
maintainautonomyandexertinfluence.Accordingto Cohen(2005, bothaspectselateto the
degreeof monetarypowerretainedby a country,which hebreaksdowninto dueling
capacitiesthe capacityto delayandthe capacityto deflect.

A c 0 u n nbility o delayadjustmentsaccordingto Cohen,restson thatcountries
internationaliquidity position,or in the caseof the United Statests borrowingcapacity.
Likewise,the capacityof a countryto deflectthe needto adjustpolicy restsonthatc o unt r y 6 s

19 See next sectio(Autonomy)
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06operamadapt gdohen2005)yESsentiallyacountrywith greaterexposurdo
externaltradeor with lessflexibility to shift factorsof productionfrom oneindustryto
anothers morevulnerableto suddershiftsin policy.

In this context, EMEsarea caseof their own. Beginningin the 1970s,a sharp
increasan thecrossborderflow of capitalandthe gradualopeningof domesticcapital
marketscreated situationin which EMEsbecameéncreasinglybeholderto market
sentimentEssentiallythesecountriessawthemselves$orcedto adjustmonetarypolicy in
orderto maintainanadequatenternationaliquidity position.However,suchadjustments
haveoftenhadthe unwaned consequencef affectingthe externalsectorvia swingsin the
exchangeate. This policy conundrumhasbeendenotedasthe dmpossibletrilemmad-*From
themonetaryturbulenceof the 1980s(Latin AmericanDebt Crisis) to the Asianfinancial
crisisthateruptedn 1997, EMEshaveconsistentlyseentheir policy optionslimited by the
needto maintainmarketconfidenceandasa corollary,adhereo marketfundamentals.

Thoughmany have argued that the several bouts of currency and bankesy cris
across theleveloping world have been precipitated by poor pgk@aminsky and Reinhart
1998;Kawai 1998)Hélendreyhas shown that emerging markets are often afflicted by
sudden changes in U.S monetary policy (2013). Rey refers to these waves of capital inflows
and subsequent outflows as the O6gl obal finan
from global makets, once sustainable debt becomes unsustainable overnight as capital is
drained from the periphery in a O6heknoven t o saf

as <&miods-kifowith dglobal risk appetite measured by the VX

" The idea of the impossible trilemma was introduced by Obstfeld, Shambough, and Taylor (2004) and states
that a country can only maintain a combination of two of three policies including a fixed exchange rate, an open
capital account, and andependent monetary policy.

2Chicago Board Options Exchange Market Volatility Index
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Graph 2-1: Aggregate Capital Flows and the VIX
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In order to defend themselves against these large swings in market sentiment, often

brought on by changes in advanced world monetary pdiRl\;sbegan accumulating large

foreign currency reserves in the late 1990sloing so, these countries were able to ensure

their access to international liquidity withaetyingonthe IMF. This policy move effectively

provided EMEs with newfound policy autonomy, as they had enhanced their ability to delay

policy adjustments ithe face of exogenous shocks.

In the most recent turn of market sentimemherging markets were confronted by a

wave of capital i nf |l ows obits secoedgquarititatige easmg Fe d 6 s

program in late 201(a period during which BEs dso they saw their currencisgrengthen,

andexternalcompetitiveness fall). In the summer of 2013, the same group of countries

experienced a bout of capital outflows (and the accompanying currency devaluation)

f ol

| owi ng t he Fed?©6 sldbagnriapeanng dseprogramtof assktapurchasd

in the immediate future, eventually returntogd mo n e t a r y Toroumtemaat thesg . 0

exogenous forces, group ofEMES enacted a series of innovative policy moves to both slow

the appreciation of their aency during the initial inflow while working to ease the

transition to a new equilibrium when capital began running out in the summer of 2013.

wou

Thesepolicy movesrepresenthelatestof alongseriesof 6 c o u nt e r effectacs ur e s 6

by EMEsandadvancecgonomiesalike (includingthe stockpilingof foreigncurrency
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reservesjo stemthe powerof thedollar. Indeed,accordingo Cohen(2014) the pastdecade
hasseema sharpincreasan autonomybut a consequendleclinein influence.For Cohen this
increasan autonomyanddeclinein influencehasbeentheresultof threeessentiafactors;
the creationof the Eurozoneandthe Euro, the largebuild-up of foreigncurrencyreserves,
andthewideningof globalpaymentmbalancesThefirst two being,for RandallHenning,
directreactiongcountermeasure$iom advancedconomieandEMEsin defenseagainsia
dollar denominatedystemandtherequisiteconsequences.

The next section examines how this trend affected poboperation in the context of

the global financial crisis.

The Global Financial Crisisooperation splitting at the sams

Despiteinitial monetarycooperationn 2009,via coordinatednonetaryandfiscal
stimulusin additionto extensivebi-lateralcurrencygwapagreementgyolicy alignmenthas
beennearlynon-existentsince.Indeed,asemergingmarketsretookgrowth beginningin
2010,theadvancedconomiesontinuedo languishandmonetarypolicy begarto diverge.

As coredevelopedourtriesturnedon the monetarytap, creatingliquidity anddriving down
interestrates,investorsturnedto the carrytradeseekinggreatereturnin emergingmarkets
whereratesremainedelativelyhigh.

In reaction to these events, EMEs had the opgtaut interest rates dower public
spendhg (Eichengeer2013). However, vhile the first was seen as an inflationary risk, the
second was largely perceived as politically unviable. Consequently many EMEs applied
market basedapital controls on inflows tetem currency appreciation and protect against the
creation of untenable positions in local financial markets, with Brazil and India turning to
reversecurrency swaps to stem devaluationmpot he emi nent ter minati or
purchase program itn¢ summer of 2013.

Also of importancdor this analysis the very samemechanisnthatcarriedé h o t
mo n dojEMEsalsoservedo restrictthe marginaleffectivenes®f U.S. quantitativeeasing
athome Thatis, thefundsmadeavailableby the Fedtendedo flow out of the United States
thuslimitingthep o | i ntangidateffecton domestiademandCompoundinghis situation,
dueto institutionaldesign(in additionto regionalpolitics) the EuropearCentralBankwas

considerablhdelayedn aggressivelypuraiing monetaryeasingn the Eurozonedespite

14



sustainedleflationarypressurethuscreatingevenfurtheropportunityfor international
arbitrageandslower globalgrowth prospects

Consequentlyasnotedin theintroduction,bothsmallandlargecountries stoodto
achievefirst ordergainsfrom enhanceaooperatioObstfeldandRogoff 2009) Eichengreen
20133(Portes2012. Nonethelesssuchmutualpolicy adjustmentseveroccurredjeading
insteadto incessantinger pointingregardingwhosepolicieswereerrantandthuswho should
adjust.Today,asthe Fedlooksto returnto monetarynormalcy,the shortandlongterm
effectsof quantitativeeasingarestill uncertainandcontestedThe currentdomesticdebatan
the United Stategevolvesaroundthe margnal benefitsof this program particularwhether
the extensiorof extraordinarilylow ratesis justified or whetherthis policy is contributingto
futurefinancialinstability andundesirednflation. At theinternationalevel, quantitative
easingjts consequenwithdrawal,andthe eventuahormalizationof rateshavebeenblamed
for unfairly weakeninghedollar andcreatingfinancialinstability. Likewise, the United
Stateshaspointedto failed policy in the Eurozonejn additionto suppressedemandn
surpluscountriesasbeingkey culprits of the slow globalrecovery.

Unlike in the pastthe United States was unsuccessful in obliging others to make
adjustmentsThis failure of itsleadership abilitiesan be largely attributed to the
countermeasurdaken not just by the advanced econoniilesnetary union/domestic
restructuring)ut alsato those taken biEMES, a group of countries thathaeme to play an
increasingly important role in the global economy.

Essentially, while othezountries have safbeenunsuccessf ul in 6det l
dollar, they have indeesthievedelative gains (to weaken its position). Internal attempts at
rebal ancing are represent iedoflérge FXreservtegi ng econ
(Cohen2008) their usef capital ontrols Chwieroth2013, varied interventions in currency
markets Bastosind Da Silva 2014 thedeepening and opening of domestic capital markets
(McCauley 2011), and enhanced economic protectionism. External balancing may be seen in
bodies created tdiminish the role of the Bretton Woods institutions (the IMF and World
Bank) Beattie2014)*%in the attempt to settle more international transactions in an

13 Such examples include the recent creation of a BRICS contingent reserve arrangement, aimed at making

member states less reliant on capital injections from the IMF. However, this arrangement confronts both

technical as well as political dilemmas. Most imgatly, the contributions made to the fund will be in U.S.

doll ars and only the first thirty percent of a member

agreement with the International Monetary Fund (Treaty 2014).
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alternative currenc{EichengeenandKawai 2014)GagnonandTroutman2014) or in the
extension otredit in alternative currencies.

However, to datewhile these policies have provided EMEs wgtieater policy
autonomy (Cohe008) they haveaffordedlittle in the way ofleadership capacity
Furthermore, such policies as the hoarding of foreign exgsheeserves, the use of capital
controls, and currency interventions are not without déstsdbeset. al.2012YRodrik 2006)

Nonethelessas previously explained, the current reliance on the U.S. dollar as the
primary global reserve currency, with the necessary limits on autononmgatetshighat
this arrangemerapplies, is not sustainabléniot for political reasons, then at least f
technical reasons. As global output expands, there will be an insufficient supply of dollar

denominated assets to meet the global demand for safe and liquid assets

Looking ForwardCooperation and Leadership

Scholars such as Benjin Cohen(2013 hawe pointed to the fragmentation in
monetary cooperation following the gldfmancial crisisas apreviewa comi ng o mone:
d i s o indvieiah thé&international monetary system lacks effective leadership and thus
necessary policy adjustments. Indeed, at the beginning of 2015, while the United States is
looking forward to raising interest rates, the European Union is just beginningnits o
program of quantitative easing to save the Eurozone from outright deflation. Elsewhere, the
Chinese economy is suffering through a rebalancing effort that necessitates deleveraging.
However, as its economy slows and credit becomes scarce, it couldgieddo cut rates
thus driving dowrthe exchange value of itsirrency. This is not to mention the massive
program of quantitative easinggmittedly aimed atompetitive devaluation, being practiced
by Japan.

As previouslydiscussegdthe U.S. share of gbal output spiked in 811980s, but now
stands at just und@b percenfIlMF). As t he worl dés emerging mar
adapting new technologies to arrive closer to the production frontier, the United States
representation in total global outpuill continue to declineAdditionally, while net exports
and imports once stood at just 8 percent of U.S. GDP, the external sector today represents
nearly 25 percerdf U.S. GDP (Hennin@006)WorldBank) While these figures both point

to a more balancedorld economy, they also suggest a future in which theFed finds it more
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Billions of Dollars

difficult to continue settingolicy as ifthe U.S. were a closed economy, effectively

diminishing U.S. autonomand thus its capacity to leg@ichengreer2013).

Moreover if global output is to continue expanding, the world will reqaine

increasing store ofsafe ahdquid assets. Today, U.S. Treas@gndscontinue tofulfill this

demandmaking upslightly more that 6@ercent of global foreign currency reserve

holdingg,however, with a diminishing representation in global economic output it is hard to

see how the U.S. would be able to emit enough dedsfedysatisfy the global appetite for

such asset@t least while the global economy attempts to rebalance denfédnislsituation

along with the fragmentatidmghlighted by the global financial crisiglacethe continued

monetary leadership dfi¢ United States, and thus the functdhis system, into question.

Graph 1-1: Currency Composition of Official Foreign Exchange Reserves
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Graph 2-1: GDP Growth
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One solution to thisituation the creation of an international currency, was proposed
and to a point implemented in 1969, as it was becomirtg@lpainfully obvious that a
system wholly reliant on the dollar (tied to gold) was not sustainable. However, as Barry
Eichengreen has explained (2011) the successful adoption of such a scheme requires that
countries are willing to hold large amounts ofls&n instrument. For this to occur, the
instrument must be widely traded, thus allowing for the creation of deep and liquid markets.
Though, for an instrument to be widely traded it must first be widely held. Hence, there is a
sort of chicken and egg issuSecond, the current such instrument, the SDR (Special
Drawing Rights), a foreign exchange reserve asset administered by the IMF, is valued with

reference to a basket of four currencies of which the U.S. dollar makes up 42 percent (IMF).

AccordingtoChen (2014), a more | ikely solution
systemé[is that] we find ourselves gradually
uni verse. 0 What Cohen means is that the futu

international trade and capital flows are settled in several different currencies. Despite the
current widespread international use of the Euro, Japanese Yen, and British Pound, the

Dollar, or Dollar denominated assets, still represent a significant majorityfofeityn

18



reserves. Furthermore the dollar is used to settle nearly 45 percent db@mastrade in
goods and services (RMB 2015).

The greatest concern in this case should then be how will the transition to such a
system be, and once we arrive to suslysiem how will it be manadelf international
monetary cooperation proves difficult today, at a time in whiehUnited States is still
positioned as the international monetary hegemon, what is the hope for cooperation and
monetary leadership in thetiwe? What mechanisms are available for us to ensure the
provision of liquidity and confidence, along with adequate and fair adjustments, in a
fragmented system?

The following section provides a moredepth analysis of this dilemma, with
specific attetion paid to the interests and institutions involved in carrying the system to a
new equilibrium. To do so, the section provides an introduction to the different theories of

internationalcooperation

IV. Theories of Cooperation

Cooperation is @revalent topic in ir@rnational relaons literature. This section
examines the potential for future cooperation in international monetary relations via the
lenses of three distinct theoretical concepts, neorealism, neoliberalism, and constructivism.
Up to this point, this analysis has attempted to better understand the power structures of
international monetary relations; specifically how these structures have been intentionally
altered over the course of time and the significance of such change fort amdeuture
cooperation.
It has been shown that since the implementation of a floating currency regime, and the
rapid expansion of crogsorder financial flows, international monetary relations have been
marked by the power of the United States dmeddonsequent role of the Fed in effecting
policy adjustments between countries. Furthermore, the analysis has highlighted how
advanced and emerging mar lkkceotund ®eog memisals exsldi K a
greater policy autdromeaand elsdw htalvees s ed veuwn t
regi mebs capacity to realize effective adjus
The following theoretical review is aimed at highlighting the difficulties of traditional
understandings of power and cooperation to make afaasritual adjustments under

conditions of greater fragmentation in international monetary relations. Additionally, the
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review seeks to highlight the potential gains from furétedyof the role of social norms in

the assignment of responsibility forjastments.

Neorealism and International Monetary Cooperation

Neorealism contends that states are-is¢dfrested and that their preferences are
determined by the fact of anarchy (Kirshner 2009). The underlying factor driving the
deci sions of states in this theorwedtical <cont
security. o Meaning that states will take act
does not diminish the stated6s relative power
Furthermore, neorealist believe that change will occur either by internal balancing or
external balancing. As sh, states will look to boost internal production and generate greater
material might, or states will look to make alliances with other states. Either way, the main
determinants of change are material sources of power and a predominant preference for
relaive gains. Hence, cooperation between states is seen to be restricted due to the structural
distribution of capabilities and the resultant fear of relative gains of others (Kirshner 2009).
With respect to neorealism, a vision of possible change, anddgusented
cooperation, in the international monetary system regime would appear to be limited to what
EMEs and developing economies can achieve through internal and external balancing, since
the United Statewould necessarily concede relative gains ghidt to a new equilibrium.
And as explained by Barry Eichengreen (2011) amongst others, a true shift in this regime,
besides perhaps marginal changes in monetary autonomy, is not possible so long as dollar
denominated assets are the ultimate source efysand liquidity. For this situation to be
altered then, either a fundamental shift in the politics of the European Union would need to
occur (allowing the Euro to play an even larger international role), China would need to
liberalize its financial syste while maintaining economic growth and stability (repositioning
the Renminbi to enhance its role as an international currency), or some existing (SDRSs) or
new international currency would need to be widely adopted in international trade and
finance (Eichagreen 2011).
However, all of these possibilities are confronted with deep collective action
dilemmas in which one state or another would need to cede autoAsmjytnessed during
therecent financial crisis, while countries were able to coordinate nryreatd fiscal
policies at the outset, such cooperation quickly deteriorated as country specific
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preferencediverged.Furthermore, additional measures were taken to push back against the
erosion of policy autonomy. This has led to a situaitiowhicheventhe dominant monetary

power of the United States has been inbépaf aligning policy outcomes.

Neoliberalism and International Monetary Cooperation

In contrast to neorealist theory, which suggests actors are primordially concerned with
relative gainspeoliberalism sees actors as acting in pursuit of ranked preferences (Cooley
2009).

Due to these assumptions rational institutionalists, such as Robert KebB84g (
believe that under anarchy states may achieve coordinatioreays of international
regimes.These international regimes, according to Keohane, are purposefully deaighe
often rely inthe beginning on the provision of some public good by the systemic hegemon,
although the regime can survive after the decline of that hegemon. Furteemmander to
dispel fear of retrenchment and loss, the regime will involve implicit or explicit principles,
norms and rules.

As previously discussed, the asymmetric nature of the deffafishock that struck
following the price collapse in the Unitedafes housing market provided the opportunity for
first order gains via policy coordination for both developed as well as emerging market
countries. With respect to the developed countries that experienced deflationary shocks, these
countries could have wked together more closely in order to align their monetary responses
thus eliminating competitive depreciation (or the global drag created by zero growth in the
Eurozone) and enhancing the effect of quantitative easing on output and demand. On the
other fand, between this first group and those countries that largely escaped the deflationary
shock, coordination could have been achieved via calculated reductions in asset purchases by
the first (monetary expansion) and a limited contraction in governmerdisgewy the
second (Eichengreet0133.

According to neoliberal theory, mutual gains are to be had via new political
arrangements constructed by states that pursue their ranked economic pref&esitase
1984). However, with regard to monetary policy siech arrangement has yet taken shape.

This begs the question as to why?
In this respect the IMF has suggested that there is a fundamental divergence between

the understandings held by policymakers regarding the size of the tradeoffs presented by
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coordinaton and a resultant disagreement over who should aaljuétow much. The IMF
solution is for an institution (itself) to p
di vergent views of nati onal Howeler, othimpolntdtr s o ( C
woul d appear as i f the | MFO0s attempt to fild]l
reasons is unclear.

Effectively,t he | MF & s s u gogsesybnd the issuringuagaing aefection
to the reordering of prefererszdn as much, it should be asked if countries simply do not
recognize their own interests, or if perhaps their ordering of preferences differs from what a
pure rational economic calculation would suggest? In this tasémportant to consider the

influences and mechanisthstallow for the creation andrderingof these preferences.

Constructivism and International Monetary Cooperation

For constructivists, the world cannot be viewed independently of language. That is to
say that language giveseaning to objects. This varies distinctly from both the neorealist and
neoliberal view of the world, both of which practice an epistemology wherein facts exist
outside of language. In these two theoretical approaches, knowledge may be attained by the
obsevation of pure material facts with little heed given to the word. This is not to say that
constructivism rejects causality or positivism, but rather that in order to understand how
material facts influence events, constructivist believe that one mustriclerstand the social
ontology or social construction of those facts (deeds) via language.
This takes us to constructivismbés ontolog
constructivists understand that knowledge is socially constructed, producing a process in
which subjects and structure areamstituted. Debrix (2003) suggests that it is through this
mechani sm that constructivist are able to #fr
with predetermined explanations of political
It wasAlexander Wendt (1992) who first addressed this problem in the work of
Kenneth Waltz (1979), the premier neorealist. While Waltz asserted that identity was
constructed in interaction, and that under conditions of anarchy this interaction inherently
createdselfinterested actors with the primordial interest of survival, Wendt questioned this
reasoning asking why this socialization had to be so and not otherwise. Wendt essentially
argued that actors, or states, were not predetermined to seek relativegainat through
alternative actions may be socialized to cooperate for mutual benefit.
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While playing a leading role in the development of constructivism, Wendt is seen by
many as having essentialized identity and action to the detriment of norms amgkng
(Zehfuss 2002) . I n doing so he effectively i
only one logic, would be able to step out of that logic in the absence of some kind of
di fferentiation in the syst ethsriddldconeesiktee 2 00 3)
form of language games through which individuals are simultaneously subjects and agents,
constrained by the rules of the | anguage gan

To understand what t hi sstamdngof agencyomerettranst r u
to the | ast of Guzzinibés three core aspects
need to Areflect on how the socicaenstructiomofst r uct
realityandvisey er s a. 0 Tisided moreecloselp thetauthor leverages the concept of
power. Guzzini explains that the meaning of power is theoretically dependent, while
neorealist and neoliberals see power as emanating from material goods, constructivist see
poweras fAan indeaf afssentialy, why s the world as it is and not
otherwise?

According to constructivism ontology, knowledge is socially constructed by means of
language that defines deeds (Searle 1995), that which is possible, and establishes rules, with
rules defining the proper behavior for an actor of a certain identity (Finnemore and Sikkink
1998). And through the continuous constitution of knowledge via language, actors may
continuously redefine that which is legitimate and that which is possible.

As sich, in the eyes of Guzzini, the attribution of power, or the redefinition of the
possible and the assigning of responsibility via new rules, is effectively an act of power in
itself as it Arequires | us tsocialicastauttionooh of act i
r e a | Howeyer, this leaves to be answered the question of what allows for such agency, or
why the rules bthe game sometimes change but at other times remain the same. As
Finnemore and Sikkink astutely point out constructivism is muttlero@ explaining stability
than change.

The next section looks at a recent study relating to international monetary relations

that attempted to answer these questions.
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V. An Alternative Outlook for Leadership and Cooperation

In his work examining th destigmatization of capital controls, Jeffrey Chwieroth
(2013) Il everages the idea of productive powe
various social powers through systems of knowledge and discursive practices of broad and
generalsocialscpe 0 ( Barnett In&Chwier ®ulvas It 0SS )product |
Aifocuses on how soci al relations construct <c
their actions. o This form of power is in |in
Zehfuss (2002), one that opposeadcbmpulsory power or structural power, works through
social relations to determine appropriate action for actors of certain identities, or that which is
appropriate.

With respect to the dstigmatization and effective use of capital contariscapital
inflows followingt he gl obal financial <c¢crisis, one of 1
implemented by EMEs, Chwieroth argues that the primordial actors have been specific Asian
countries whose fiéaim has been to rne@asanr e (gr e
exercise in gaining autonomy. o0 According to
stigmatize controls on péal inflows following the 20072008financial crisis by applying
O0mar ket friendlyd and O0pus h these countriesiveré able me s o
to frame their policy moves as maguaudential measures, aimed at slowing exorbitant
capital flows Opushedd by policies in advanc
the initial use of this tool along with the absenta aegative market reaction, allowed other
countries of the region to adopt their own restrictive policies.

In this context Chwieroth suggests two conditions that made the application of
productive power possible: (1) material resources and (2) setasibns of authority drawn
from high morality and expertise. For Chwier
hoards of foreign currency reserves along with large debt holdings. Regarding social relations
of power, Chwieroth asserts that the rekatiecent ecaymic success of the East Asian
counties, in addition to the Western origins of the global financial crisis, created a situation in
which East Asian countries were speaking (and acting) from a position of social if not moral
authority.

In this respect, th20072008financial crisisrepresents a moment of destabilization

in the international monetary regime. Not only did this event interruupposedaming of

24



the business cycle through enhanced monetary policy independence and eXpertiie,
also created novel constraints for a wide range of actors and gave way to innovative and
untested monetary practices. All of these factors called out to be defined as actors sought to
regain or retain systemic stability.

For Chwieroth, the act oégitimizing the use of capital controls was essentially an act
of influence that provided greater autonomy. By leveraging productive power, EMES were
able to change the calculus of the market, thus allowing for the implementation of policies
thatatonethe woul d have caused a countfy to be | a
However, while providing greater autonomy, this leveraging of influence via productive
power essentially contributed to the continued fragmentation aftdational monetary

systemfurther diminishing he r egi meds capacity to all ocat e

V1. Conclusion

By means of path dependency, or inertia, the United States still maintains
overwhelming monetary autonomy and significant poweedfext policyadjustments
between countriehiowever, the global financial crisis highlighted cracks in these dueling
capacities. Indeed, the lack of cooperation, or mutual adjustments, necessary to realize a more
rapid global recovery was demonstrative of the declimfigence of the United States in
international monetary relations.

Today, as the United Statesonomy has relatively strengthenetherging market
economic expansion has declined from its post crisis bonanza, and the Eurozone has turned to
guantitative easing after years of political infightingniay be suggestedthat the United
States has regained a portion of its leadership prowasternational monetary affairs.
However, looking forward to continued economic leveling, together with the conti@wén
foreign reserve hoarding and global trade imbalances, the United States may find itself
unable to unilaterally cope with the next monetary shock. In addition, the combination of

failed reform at the IME® the creation of regional initiativé$and theemergence of

1t has been argued thegntral bank independence has allowed for a taming of the business cycle, a
phenomenon often referred to as O0the great moderati on
15 Mechanisms used include the requirement of reserve deposits, restrictions on the size of currenegslerivati

restricted access to governments bonds, and restricted access to interest paying deposit accounts (Chwieroth

2013)

1 Recent reforms to the voting rights in the IMF have yet to be confirmed by the United States Congress. This is

likely to continue to psh other countries to seek alternative institutions to challenge the role of the IMF and

U.S. leadership in international monetary affairs.
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potentialchallengerstahe dollat® would suggest that we are headed to a world in which the
dollar plays an evediminishing role in international monetary affairs.

In such a scenario, it will be important to understand the diffenechanisms by
which cooperation and leadership take hélslthe United States still retains agardegree
of monetary powevia its favorablestructuraladvantages, it cannot be expediedimply
cede to the preferences of other countries. Likewlise,to the builelp of extensive
0 c ount e dnaithercaruitrbe expected that other countries will cede to the preferences
of the United States as they have in the past. This situation effectively leads to a stalemate in
which global imbalanceare sdidified instead of unwound, and in which collective action
problems make cooperation increasingly difficult.

While institutions such as the IMF will surgbjay animportanpart in the resolution
of this dilemmait will also be critical to better undémad when and how countries
(specifically EMEs)are able to influence the social norms of this system to assign

responsibility for policy adjustmengnd thus practickeadership in this system.

" For examples see the Chiang Mai Initiative and the BRICS Contingent Reserve Agreement.
18 Existing literature mialy focuses on the euro and Chineseminbi
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Article 2:Productive Power and International Monetary
Leadership: Assigning Responsibility for Policy Adjustments

Abstract

The future of international monetary relations is uncertafhile the world economy has

long relied on @ominant international currency, with its emitter playing the role of
international monetary leadehere are several factors that pléioe continuance of this
arrangemeninto doubt. Amongst these factasghe diminishing role of the U.S. economy in
global output, the enhanced monetary policy autonomy of emerging market and developing
economies, and tremergence of possible challengers to the U.S. dollar for the position of
key international reserve currendihis situatiorpresensg us with a dilemmas to the future
potential for monetary cooperation. Essentially, in the absergesgfime hegemgihow

will countries come to agree on propeutualadjustments®ith this question in mindhis
paperbegins by discussing etnational monetary cooperai andexanmnesthe role of
productive power in policy coordination. Finally, the papeks to test fothe conditions
thatallow for countries to assign responsibility for policy adjustments via the application of
suchpower.

Keywords: ProductivePower, International Monetary Relations, Monetary Cooperation
Brazil, Feckral Reserve

Resumo

O futuro das relagcdes monetarias entre paises € incerto. Enquanto a economia mundial ha
tempos tem contado com uma moeda internacional dominante, com o ssoremi
desempenhando o papel de lider monetario internacional, existe uma série de fatores que
coloca em cheque a continuacdo desse arranjo. Entre esses fatores estédo a diminui¢éo do
papel dos Estados Unidos no crescimento econémico mundial, a crescemengauttas

politicas monetarias dos paises emergentes e em desenvolvimento e a emergéncia de
possiveis desafios ao dolar americano como a moeda chave de reserva internacional. A
situacao se apresenta por meio de um dilema quanto ao potencial futuro deesaqde
cooperacao monetéaria. Essencialmente, na auséncia de um sistema hegemonico respaldado
por um poder estrutural, como 0s paises concordardo em ajustes mutuos adequados? Com
essa gquestao em mente, esse estudo comeca discutindo a cooperagéo enneidaizes e
examina o papel do poder produtivo na coordenacao de politicas. Por fim, o estudo procura
testar as condicOes que permitem que os paises designam responsabilidade por ajustes de
politica por meio da aplicagéo de tal poder.

Palavraschave Poder Produtivo, Relacdes Monetarias entre Paises, Cooperacdo Mpnetaria
Brasil, Fe@ral Reserve
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I. Introduction

Despite warnings, beginning as early as the 1960s, that continued reliance on the
doll ar as the wor | do soul preve unsustenaiidthe gresenback e ¢
still accounts for over 60 percent of all official foreign exchange res¢€Brgsency
Composition IMF). This is at a time when the relative size of the U.S. econosmadier
than it has been at any moment sihefore the Second World War, and is projected to
continue declining as emerging mark@8/Es)and developing economies progress through
the process of economic catop. This outlook alone would suggest thatltheted States
would struggle to continue meetitte global demand for safe and liquid assets.

If that is not enoughmany EMESs have and continue to rapidly develepp and
stable capital markets. This makes it feasible that in the near future currenhbies e
Rupee (India) and theRn mi nbi ( China) coul d begin eat.i
position in the constellation of interi@tal reserve currencies (Coh20l3. Furthermore,
from the outset of the Bretton Woods system, advanced econantdsMEs hae worked
to create countermeasutesJ.S. structural poweHenning2006)%°

These so called countermeasures have allowed countries to gain policy autonomy,
while simultaneously weakening the leadersdbpities of the Lhited States (Cohen
2008)(Coher2013. Such dissemination of global monetary leadership, defined here as the
ability to effect policy adjustments between countries, is reflected in the teaespeed
recovery following the global financial crisis, whichEMEsand developing countriestook
growth much faster than the advanced economies. Despite a certain degree of monetary
cooperation at the onset of the global financial cfisighen country specific interests and
preferences spontaneously coincidealjcymakers across the wotllatgely failed to

coordinate in the recovery staged left mutual economic gains on the table

¥ The dilemma confronted by the United States in the provision of the global reserve currency under the Bretton
Woods system was first elaborated on by Robert Triffin (1961) and thus came to be known d8rthe Tri

dilemma. The Triffin dilemma refers to the conflict between stemrh domestic monetary goals and long term
international goals confronted by the provider of the global reserve currency when that currency is valued in
terms of metallic reserves. Whproviding the liquidity demanded by foreign nations, the provider of the global
reserve currency effectively creates a-pelfpetuating trade defieithich eventually undermines the value of

the reserve currency with respect to the commodity to whisHiitked.

20 Examples of such countermeasures include monetary union (the creation of the Euro and its emergence as a
challenger to the international role of the U.S. Dollar), internal adjustments (Japan), the hoarding of foreign
exchange reserves (EMEand most recently the legitimization and widespread use of capital control
mechanisms (EMES).

2L Such cooperation included simultaneous monetary and fiscal stimulus, in addition to the arrangement of
bilateral currency swaps to insure access to liquidity
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Clearly thenwe confront a situation in which greater policy autonomy has made the
coordination oimultilaterahdjustments more tenuous. It has been suggesieohtbur
Westphalia order we should not expect greater policy coordination without some sort of
rules based system, preferably implemented by an inienadgovernmental body (Cohen
2013 . I nde e decommbndeddlutbR forsthis dilemma is fan institution
(presumably itself) to play a neutral moderator role, reporting on when and how countries
should adjust policy so @s avoidnegativepolicy spillovers(Blanchardet. al.2012).
Unsurprisingly then, the IMF released its first spillokegwort in July of 2011. However,
since the release of this repgrdlicy coordination has improved little to none. In addition,
the general stigmatization of this institution caused by years of unfavorable policy
prescriptions, along with faltered reforhmgs weakened its credibility and thus its leadership
capacity.

While not negating the potential importance of an institutionalized system of rules to
guide mutual policy adjustments, this paper investigates the role of social norms in the
organization othe international monetary system. Social norms are the unwritten rules that
define what actors of a certain identity can legitimatelyFdonemore and Sikkink998)

And, although not embodied in the formal rules of an institution, social norms have the
capacity to restrict an acfisrpolicy option§Abdelal2009) More specifically, however, the
paper looks to examirtbefactorsthatallow for one country or anoth&r define these
appropriate practices in a setting of diffuse monetary autonomy anddegde

In order to do sahe paper first looks at the current design and function of the
international monetary systemith specific focus on the domestic and international factors
that influence U.S. monetary policy. Next, the pagamnonstreeshow the global financial
crisis showed ear | yr ysidginsso rod3aéndCotamdaegaw 6 mo n e t
material impetus for U.S. policy makefidhe paperthen introduces the concegftproductive
power,andlays outhow suchpowercan be used teffectleadershigby altering the standing
social norms of the system. Finally, the paper leverages specific events occurring during the
global financial crisis to test fahe use of andources of productive powty effect

leadership in the internatiahmonetary system
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[I. International Monetary Relations and the Fed

As Cohen(2006 explains in orderto exertinfluencein internationalmonetary
relationsa countrymustfirst achievepolicy autonomyAccordingto Cohen bothautonomy
andinfluencerelateto the degreeof monetarypowerretainedoy a country,which he breaks
downinto duelingcapacitiesthe capacityto delayandthe capacityto deflect.

The United Stateshaslong maintainedoverwhelmingpowerto delayadgustments
thanksto the privilegedpositionof theU.S. dollar in theinternationaimonetaryregime.
Essentiallydueo the globaldermandfor safeandliquid assetsn theform of U.S.dollarsand
U.S.Treasuriesthe United Stateshasbeenshownto haveextraordinaryborrowing
capacities.

Likewise,whereinothercountriesmustbe mindful of theirinternationaliquidity
position,the United Statescaneasilyfinanceits debtthroughthe printing press
(Krugman2013)Indeed the privilegedpositionassumedby the dollar in theinternational
monetarysystemhaslong providedthe United Stateswith untold economidbenefit
(Eichengreen2011).Dueto this positionof thedollar asthe preeminenglobalreserve
currencytheU.S.FederaReserve(Fed)hasbeenableto setpolicy while actingasif the
United Statesverea closedeconomy(Henning2006) This meanghatit oftenis, with afew
exceptionsunnecessarfor the Fedto considerthe U.S. balanceof paymentsvhen
formulatingpolicy. Rather the FederalOpenMarketsCommittee(FOMC) haslargelybeen
ableto adjustpolicy accordingo the needsof domestianflation andemploymentThe
combinationof thesebenefitsis oftenreferredto astheUnitedSt atex 6r bi t ant
privi?l ege. d

This phenomenon was astuated once the internatiomabnetaryregime moved to
a floating system of currency valuations, allowing for an amendment to the Federal Reserve
Actin 1977 thatcreatewh at i s now referred to as the Fed
mandat e 6 thatthé Redishault leak to achieve, through its open market operations,
stable prices and full employment.

Saidarrangement had, at least until 2008, been hailed for successfully guiding the
United States economy t hr owamh wtoateriag iroenfbe ror

reduction in the volatility of the business cycle (Bernanke 2004). The phenomenon was

2Referred to as O6Exorbitant Privileged in 1960 by the
(Eichengreen, 2011)
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thought by many to have been produced by an increase in central bank independence and
greater monetary expertisamongst other factors (Summe05)

Whatmore,this nearcompletemonetaryautonomyalsoallowedthe United Statego
fulfill therole of systemideaderin theinternationaimonetaryregimeTherelativesizeand
limited externalexposureof the U.S. domesticeconomycombinedwith the globalreliance
ondollardenominate@ssetscreateda situationin which the United Statesvasableto push
throughpolicy adjustmentst the expensef othercountriegCohen2005).Furthermore,
throughfruit of its overwhelmingeconomicstrength ard the privilegedpositionof its
currency the United Statesvasableto heavilyinfluencethe designandpolicy of the most
importantmultilateraleconomidnstitutions,includingthe IMF andWorld Bank.

Howevert he Uni t ed nmoneiatyawodémyand leamdrship eapacity
came under significant strain wheacing a liquidity tragfollowing the 200708 financial
crisis, the Federal Reserve decided to pursue additional policy easing through the printing
press™In the post crisis context of lowanth, low inflation, and near zero interest rates, the
U.S. Federal Reserve enacted a progigumantitativeeasing)aimed aflattening the yield
curveand providing the secure asstiat were so desperately souglfier by market actors.
The use of this relatively unconventional p o
standing monetary autonomy aeddership

Thefirst apparentimitation wascreatedoy the possibilitythatextensiveeasing
would undemineconfidencan thed o | Iradeasihe globalreservecurrency.Accordingto
Porteg(2012)the potentialexistedfor extensiveeasingo fi p r o ashik autof dollar
assetsU.S.treasuriesn particular,thatwould affectU.S. interestratesandthe dollar
exchange a tSecorwdueto theasymmetrimatureof the deflationaryshockcausedy the
20072008financialcrisis,alongwith theinstitutionalconstrictionson manyadvanced
c 0 u n tmonetargodlicy (the ECB), the United Statesvasonly oneof butafew countries
thatpursuedanextensiveprogramof quantitativeeasing(Eichengreer2013). As such,a
significantamountof the excesdiquidity createdby theF e dgdamtitativeeasingpolicy
soughtreturnoutsideof the country.While this situationdid contributeto therelative
weakeningof thedollar,andtheincreasedcompetitivenessf thec o u n expoytditsalso
limitedthep o | inmangibageffecton domesticdemand.

Quantitativeeasingtself, hasalsoservedo subdueglobalrisk indicators,pushing
investorgto seekrisk andreturnoutsideof the United Statesn aphenomeaknownaso r 4 s k

BA liquidity trap is fa situation in which even a zer
empl oymentodo (Krugman 2000) .
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on/risko f (Ré&y2013.Thelargeflows of capitalprecipitatedoy this phenomenoiave
causedsomenationalleaderdo criticize the policies of the Fed,andhaveonceagan brought
to theforefrontquestiongegardingheF e dré@sgonsibilitiesastheemitterofthewo r | d 6 s

keyinternationakeservecurrency.

Domestic v. International Concerns

As hasbeendemonstratedhe positionof the U.S. dollar in theinternational
monetarysystemhasong permittedthe Fedto actasif theU.S.werea closedeconomywhen
settingmonetarypolicy. This uniquesituationhasallowedthe Fedto focuslargelyon
domesticconcernsyhichincludefull employmentprice stability, in additionto financial
stability.

However thedollar hasnot alwaysheldaprivilegedrole in internationalmonetary
affairs,nor canit be expectedo foreverhold sucha position.Indeedit hasbeenshownthat
in the past andpotentiallyto a greaterextentin the mediumfuture,the Fedhasgivenand
will needto give, greateeedto externalfactorssuchascurrencystability andthe U.S.
balanceof payments.

Applying historicanalysisBarry Eichengreer§2013) showsthattheinternational
concern®f the FederalReservehavefluctuatedconsiderablysincethei n s t i tneeptiono n 6 s
in 1913.As Eichengreemotes the FederaReservevaspartially bornout of international
concernsAsidefrom the needfor aninstitution to serveasalenderof lastresor{** the
collectionof motivesdriving the creationof the FederaReserven 1913includedadesireto
establisithedollar asaninternationakurrency.In orderto do sothereneeadto befi a
marketin dollardenominaedtradec r e dEichengreer2013).This markethadlargelybeen
dominatedoy the British Pound which meantthatU.S. exportersaandimportershadto deal
with British bankson almostall transactionsthuscreatinganextracostfor American
businessekokingto makedealsabroad.

Duringthe postwar period andinto theglobaldepressionthe maininternational
concernof the Fedwasfocusedon theexchangevalueof thedollar. As GreatBritain sought
to movethe poundbackto its pre-war parity with thedollar, the Fedattemptedo assisty
maintainingits discountratelow (Eichengreer2013). Eichengreeralsohighlightsthat, until

2 A lender of last resort provides liquidity to the market under crisis situations when there is no finance
available.
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thebreakfrom goldin Octoberof 1931,Fedpolicy favoredcurrencystability (foreign
concen) overprice stability (domesticconcern).

BordoandEichengreerf2008)usethe minutesof FOMC meetingsjn additionto the
FOMC annualreports to analyzetheinternationalkconcernf the Fedunderthe Bretton
Woodsera. Their analysisshowsthatduring the 1950sthe Fedshowedittle concen for
foreignfactors®® However whenthe U.S. balanceof paymentgurnediargelynegativein the
beginningof the 1960s threateninghe exchangeatestability of thedollar, the Fedbegan
turningits attentionto currencystability. Whilethe minutesfrom the FOMC meetings
demonstratsignificantconcernfor currencystability (throughthe control of domestic
inflation) duringthefirst half of the 1960s,beginningin 1965suchconcernargely
disappearsThis occuss despitea continuednegativel.S. balanceof paymentg§Bordoand
Eichengreer2008).The authorsarguethatthis suddershift in preferencesccurreddueto a
moveof exchangeateresponsibilityfrom the Fedto the Treasuryalongwith the
implementatiorof the InterestRateEqualizationTax (an effecive capitalcontrol).

Following the breakfrom goldin 1971andthe consequentnoveto a defactofloating
regimein 1973 the Fed(officially or unofficially) nolongerneededo concerntself with the
ddllar priceof gold. Additionally, in 1977the U.S. Congresgpassedhe FederalReserve
ReformAct, mandatinghe Fedto focuspolicy on achievingprice stability togethemwith full
employment.

With thedollar delinkedfrom gold, andwith U.S.economicoutput still adominant
forcein the globaleconomy*’the Fedcould actasif the U.S.were a closedeconomy
(Eichengreer2013)YHenning2006) Effectively, the breakfrom gold andthe consequent
moveto afloating currencyregimehadservedo increasehe exabitantprivilege?’(vis-a-vis
enhancedtructuralpower)enjoyedby the United Statesalongwith its capacityto leadin

mattersof theinternationaimonetaryregime

The Wane of Leadership

As previously discussed, the U.S. share of global output spikbeé 1980s, but now
stands at just under 25 percetdrld Economic Outlook . As t BMEscemimue td 6 s
grow, adapting new technologies to arrive closer to the production frontier, the United States

% The foreign factors identified by Bordo and Eichengreen (2008) included the exchange value of the dollar and
the U.S. balance of payments.
%n fact, U.S. GDP would not peak as a percentage of global GDP until the 1980s (Merchandise Trade).
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representation in total global output will contento decline. Additionally, while net exports
and imports once stood at just 8 percent of U.S. GDP, the external sector today represents
nearly25 percent of U.S. GDP (Henni2g06) Merchandise TradeWhile these figures

both point to a more balanced wbeconomy, they also suggest a future in which the Fed
finds it more difficult to continuéormulatingpolicy as ifthe U.S. were a closed economy
(Eichengreer2013)Cohen2008)

While the United States still maintains overwiélg monetary autonomjiargely by
means of inertiahe global financial crisis highlighted cracksts ability to influence the
policies of other countriesndeed, the lack of cooperation, or mutual adjustments, necessary
to realize a more rapid global recovery was demonsgrafithediminishedeadership
capacitief the United States in international monetary relations.

Today, as the United States has retaken growth, emerging market economic expansion
has declined from its post crisis bonanza, and the Eurozone has turned to quantitative easing
after years of political infighting, it is easy to point to the return of l@&lership in
international monetary affairs. However, looking forward to continued economic leveling,
together with the continuance of foreign reserve hoarding and global trade imbalances, the
United States may finidself unable to unilaterally cope withe next monetary shock. In
addition, the combination of failed reform at the IXffhe creation of regional initiatives
and the continued internationalization of the Chinese Renminbiwould suggest that we are
headed to a world in which the dollar playseverdiminishing® role in international
monetary affairs.

As Benjamin Cohen (20)3as suggested, the most likely outcome of this scenario is
for a greater diffusion of monetary autonomy and leadership. Rather than have one dominant
currencyi,it is probablethat there will be several international currencies with more equal
participation.

Such an outcomen addition to greater relative economic openness, would expose the
United States to a situation in which its exorbitant privilege, tied tstthetural poweof
the dollar, was severely threatenid. longer could it rely on overwhelmingonetarypower
to maintain policy autonomy arfdrce policy adjustments on others, guld be obligedo

pay greater attention to the implications of exchange rate shocks on the external semtor and

% Recent refams to the voting rights in the IMF have yet to be confirmed by the United States Congress. This is
likely to continue to push other countries to seek alternative institutions to challenge the role of the IMF and
U.S. leadership in international monetaffaas.

2 For examples see the Chiang Mai Initiative and the BRICS Contingent Reserve Agreement.

% However, the role of the dollar should remain significant.
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its balance of paymenfSFurthermoreas will be argued in the following sectidn,order to
exert leadership in this system it will become increasinglyomant for itspolicy makergo

paygreaterattention to the international legitimacy of thealicy choices.

I1l. Productive Power

For constructivist scholars, while the preferences of the various acides the
Bretton Woodsegimeand those oftha c t o r s intarnationatinaogefary arrangement
were and are largely material or economic, these preferences cannot be properly understood
without an examination of the intersubjective knowledge created by the interaction between
domestic and interti@nal norms of appropriate practice. While neorealist first perceive the
security interests of the United States and neoliberals see a game between rational actors with
ordered preferences, constructiviameinask how
which these actors are inserted dictate how actors are to behave or that which is legitimate
(Finnemore and Sikkink1998For constructivist, change is sought in the transformation of
the rules of the game, or norms, wherein rationalist models allow for change only via shifts in
material conditions.

More specifically, constructivists understand power in the context dintegly
(Abdelal2009) For constructivist this means that authority flows from the legitimate use of
power, which is defined by norms constituted by and between actors. A constructivist reading
of power therefore looks to deconstruct the normal and tles @k granted, and understand
how norms of appropriate practice are conceptualized and gain prominence.

With regards to the dilemma surrounding international monetary cooperatiamn,
is essentially the incidental or intentional alignment of intemastipolicy preferences, either
in the pursuit of relative gains and security (neorealist) or economic gains (neoliberals),
constructivism allows for an alternatif@m of leadership vidghe reconstitution of policy
norms. For constructivistone form ofperceivingnorm evolutionis viathe examination of
| anguage éga meld in@rackams during a transition/focus on a social process

by which one structure of meaningsisu per seded by20@83not hero (Fierk

81 f dollar appreciation causes U.S. fieenmmng,then exi t t h
transitory currency swings may have permanentwelfaeed uci ng ef fectso (Eichengreen
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Within the international monetary rege such games includit are not limited to
(1) the ongoing language game between the U.S. and China regarding the strength of the
Chinese currency and the tendency for the U.S. government to incur new debts, (2) the
ongoing debate between the U.S. &uwlope (or specifically Germany) regarding the
regionds compar at i v e buppressedeiand Fondereechi@013), pol i cy
and finally (3) the language game between the U.S. and several emerging economies
particular Brazilwhere in the lattenas attacked U.S. monetary practiddar@inget. al.
2014)RathboneandNVheatley2012)

The first of these | anguage games i s sighn
economies. While one i s tGhiea) theothéidsd st hl ea rwgoerslitd
largest deficit countryUnited States)However, by many estimeg the two are mutually
reliant though the continuation of this arrangement is also considered unsustainable
(Obstfeld 201). Interestingly, the United States, the deficitmy in this situationonce
found itself in the opposite situation, urging the United Kingdom (a large deficit country
following World War Il) to make necessary policy adjustment to bring its current account
back into surplus. Indeed, the second languggee involves the United States clamoring for
more aggressive reflationary policies on the part of the European Union, and more
specifically on the part o burpludiceunteylGersnany.ar ge st

Essentially, however, these firgtd language games involve two sides (CHiated
States)(United Statdsuropean Union) that are both large (if considered as one entity the
European Union is the largest economy in the world) and retain systemically significant
currencies, though with digiedly varying importance. On the other hand, the later language
game, involves a group of countrigsd by Brazil) that represent an increasingly significant
portion of global economic output, but that still lagkightypolitical influence in the
intermational monetary regime due to their inferior structural positioning.

To date, the analysis of these languagmmes, particularly their effect, has been
limited. However, as the international monetaygtemmoves to anewequilibrium of
diffuse monetarautonomy and leadership better understanding tife factors that allow
countries to deconstruct old norms and build new ones will be critical. And etiaifege in
the structureof theystem might come slow, the global financial crisis provided a ¢aste
0di sorder 60 (Gohea2013i s t o c ome

Indeed, in pursuing an innovative research agdeffeey Chwieroth (2013)as
successful demonstrated haw the immediate aftermath of the global financial crisast
Asian countries were abledeconstructhe standing social stigmatization of capital controls
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in order to gairgreater policy autonomyin his paper, Chwieroth leverages the concept of
productive power to demonstrate how East Asian nations leklagguage, demonstration
effects,and mutual constitution to legitimize their use of capital flows

As Barnett and Duval2005)explain,productive powewor ks t hr ough HAsys
signification and meaningo and through a fAne
a n ot hwhilerealists tend to focus on the exerciseaipulsorypowe( 6 power over 0
which functions through direct relations between agemtgjuctive powdr 6 power t 0od6) w
through diffuse means via | anguage aumts acti o
as a pProdudtvepower s neffected only through the 1
actorso and affects fisys Banms& Dufall2@80b)gni fi cati o

With respect to the dstigmatization of capital controls, Chwieroth argues that
primordial actors have been specific Asian c
policy independence and thus seAxadng® an e
Chwiemth these countries were able todigmatize controls on capitalfiows following
the 20022008 financi al crisis by applying Omark
language. Furthermore, the initial use of this tool, along with the absence of a negative
market reaction, allowed other countries of the region tptaih@ir own restrictive policies.

Chwieroth recognizes this process as mutual constitution. In this context Chwieroth suggests
two conditions that made the application of productive power possible: (1) material sources
of strength and (2) social relatioasauthority drawn from high morality and expertise.

While Chwieroth shows that productive power can be used to create greater policy
autonomy via influence, this paper is concerned with the use of productive power to effect
monetary leadership via theardination of mutual adjustmentdore specifically, this paper
is interested in such influence under conditions of diffuse policy autonomy and weak
leadership, as would be expected in a scenario with several international currencies and more

equal participation.

IV.Theory

To perceive gency in language games via the creation of new intersubjective
knowledge, or norms of appropriate practice, it is necessary to begin at the collective or how

these games are changing rights and responsibilities. The next move is to the individual level
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where these new rights and responsibilities are applied to actors of certain identities and in
the process alter interests or the ordering of prefereAbee(al 2009).

Finnemore and Sikkink (1998) have suggdshat norm evolution is a three step
processn which norms first emerge (collective level: change in gginid responsibilities),
other actors then become socialized to the new norm (individual level: new rights and
responsibilities are applied to actors of certain identities), and finally tine In/ecomes
common knowledge or can be said to be accepted by a wide degree of actors without much
debate (intersubjective knowledge).

In his work on the dstigmatizatiorof capital controls, Jeffrey ChwierofRB013)
successfully demonstrated how emergimg r k et s, whi ch were once | i
mar ket 6, gai ned theirtegponsibiifesisomarkeat fiemdlygactansg
Essentially, these countries redefined the folesorms)of the game. Chwieroth considers
this to have been an act of influence, as East Asian countries changed the logic of market
actors by showing them that the use of capital controls ¢odékdfit within the logic of the
market. However, whiléhese coumies effectively won autonomy they did ndemonstrate
the capacity to leadeadership being defined as tality to effect policy adjustments
between countries$n fact, the destigmatizatiorof capital controls effectively acted as an
addi ti otnearlmebdacsouurne 6 t o t he st r uctfurtheal power o
diminishing the ability of the latter to effect leadership in this system.

In this respectthis paper is concerned withe use of andonditions that allow for
theuse oproductive pwer to effect leadership in the international monetary sydteother
words, how is productive power used to assign responsibility for policy adjustments between
countries? More specifically, what conditions allow for such influence under conditions of
diffuse policy autonomy and weak leadership, as would be expected in a scenario with
several international currencies and more equal particip@tioen discussing this potential
future ordering of things, Benj anmirnd o2h0elnd )h.a

To answer these questions, it was necessary to seek out a case that met the required
conditions namely diffuse autonomy and weak leadership. Furthermore, it was necessary to
identify such a case in which a country (agent) of limited structural power sought (either
intentionally or not) to effect normative change.

Indeed, the global financial criss&d its immediate aftermath provided us with a
period of great uncertainty, as cooperation ivaged, policy autonomy was high, and
leadership was in low supply. Despite the overall position of the dollar in this regime being
little affected, these coittbns are representative of what we might expect from a future
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order in which rather than having one dominant reserve currency there are several
international reserve currencies with similar participation.

Reviewing the set of language games detailéderprevious section, we see that the
third language game, in which a group of EMEs led by Bedtalcked the legitimacy of Fed
monetary policy fits our second requiremédtn Sept ember , 27 2010, Br ¢
minister Guido Mantega launched the fo$twhat was to be many verbal attacks on the
monetary policy actions of the worl dobés advan
Mant ega, and Brazil 6s president, Dil ma Rouss
blaming advanced economiedtém directly denouncing the United States) for using
monetary policy to gain an unfair trade advantage by devaluing their currandi@sthe
process driving volatile capital to EMBSollowing the announcement by the Fed of the
eminent withdrawal of & quantitative easing prograffBrazil would change tones, pointing

to poor communication by the Fed for causing extreme financial turbulence in EMESs.
Inasmuchthepaper look totesttwo mainhypothess:

Hypothesis 1in labeling U.S. moetary practiceas illegitimate Brazilian policy
makerseffectedsystemideadership vigroductivepower, altering the social norms

of the international monetary systemagsign responsibility fgoolicy adjustments

Hypothesis 2The sources of this power are twddfosocial relations chuthorityand
material factors. The social relationsanfthorityincluded relative economic success,
while the primary material source of power arouse fdififilse monetary autonomy

andtheemergence o newchallengerfothe dolla.

Indeed, while the casuahriable(language) andhtervening variablegsocial
relations of authority and material factors) proposed by the hypotaesé&gagely in
accordancewith hose shown by Chwieroth to hawe been
stigmatizd t he use of cpeoposeteiett (ocend)is anothes , t hei r

The primordial assumption of this paper is that the U.S. wishes to maintain the

material beneft  of it s 6 e xtaslbng asmassible pAs dthei keyegrendy

Ben Bernanke (then the Chairman of the FOMC) first h
easing program on May 22, 2013 in ahadrreport presented before the United States Congress.
% See footnote number 21
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options become available, the maintenance of this structural power will increasingly rely on
thegoodwill of other countries that will no longer be tied to the dollar for the gi@mviof

their international liquidity. In as much, the United States will need to pay greater attention to

the internationalegitimacy of its policy actions. While the concerns here are mostly material,

the weight of the social norms of the regime areumolermined, as Finnemore and Sikkink

have emphasized norm based behavior may be e

material o in nature (1998).

V. Research Design and Variables

This research project confronted significant difficulfiesn thebeginning. Most
notablewas the difficulty of measuring thedfect on the dependent varialftdange in the
standing norm of appropriate practicAy Martha Finnemore and Katherine Sikkink (1998)
so astutely pointed out vianroirentisy aorfe sctornetn gntuhosu
WhenMichael Bordo andarry Eichengree(@008) attempted to determine the
extent to which the Federal Reserve considered international factors in determining
appropriate monetary policy, their focus fell heavily onthe epoch adfthe eat i nf |l at i o
This provided the scholars with a distinct advantage. Aside fromahalysis othe minutes
from the Federal Open Markets committE©MC) and the FOMC Annual Reports gth
authors were able to compare the actual Federal Eimads b the secalled Taylor Rulé®
However, during the global financial crisis, fheriod offocus of this studythe Fed faced a
liquidity trap,*® making a comparison of the Taylor Rule with the effective Federal Funds
Rate rather tricky.
As such, rather thalocus on policyeffects, this project leveragéiae public
comments of FOMC membeisgether with the minutes from FOMC meesiffsom
January 29, 2008 to October 29, 20I#)e central focus of the paper then is on the effective
language used bythe M. As Finnemore and Sikkink make
justification for action and | eavelndhis extens

respectit is reasoned that in the case a new norm were advanced, redefining appropriate

% The Federal Funds rate is the discount rate that the Federal Reserve uses to make adjustments to market

liquidity.

% The Taylor rule lays out how a central bank should adjust its main discount rate in reaction to moves in

inflation and employment (Taylor, 1993).

®¥A liquidity trap is fa situation in which even a zer
empl oyment 6 (Krugman, 2000) .
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practices anassigmng responsibility for policy adjustment, there should be multiple cases of
FOMC members justifyingdefending)their policy decisionagainst accusations of currency
manipulation and the creation of destabilizing global capital flGe policy justificion,
or defense, would be aimed at making the policy decision fit into thesharedogic of the
international monetary regimaAs the United States monetary autonomy (and thus its
monetary power) relies on its ability to endles$by @ll practical pupose$ place its def
ontointernational markets, it is sensitive to maintaining the international confidence in the
role of the dollar as the key internation@servecurrency.Such consideration has been
demonstrated by Fed governors who have suglathe international role of the dollar is
contingent on international confidence in the dséfeguarding f t he dol | ar 6s Vv a
2012)(Dudley 2011).

The second diftiulty was to identify the steps the causal process betwebe
verbal attack made by Brazil and thraultiple defensesadvancedby FOMC members.
Ideally, this analysis would have been extended tadigaitive leve] examining the
processes by which actudécisionmakingby Fed governors was affectby this specific
language gameJnfortunately, the resources to gaout such a study were beyond the
means and scope of thpaper

Consideringhese difficulties, along witthe complex interaction effegigesent in
the social construction of noriia addition tothe potential for equifinality, it was
determined thatontrolled comparisoenhanced by typological theorizifigas the
appropriate tool to test the two main hypotheseflitionally,in order tostrengthen the
plausbility of the proposed hyothess, the paper also examinesverakllternative

hypotheses:

Alternative Hypothesis 10thercountrieswere responsible for using
productive power to assign responsibility to the United States for adjusting
policy.

Alternative Hypothesis 2The type of monetargolicy enacted by the Fed
enabled Brazil to enact leadership through productive power.

Alternative Hypothesis 3The volume of capital flows enabled Brazil to enact

leadership through productive power.

3"Here | refer to both treasury securities as well as the U.S. dollar

®H Ty p otheoriggesemblahe middlerangetheoriesthat RobertMertonadvocatedsituatedastheyare
betweerthe micro level of individual causaimechaismsandthe highly abstractevelof generat he or i e s 0
(BennettandGeorge2005).
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Alternative Hypothesis 4The manifestation of International Organizations
enabled Brazil to enact leadership through productive power.

Alternative Hypothesis 4An academic consensus regarding the negative

spillover effects of unconventional monetary tools enabled Brazil to enact

leadership through productive power.

In this respectthe remainder of this papleoks toclarifythe conditions under which
productive powercan be usetb effect leadershim international monetary relatiofisr the
assignment of responsibility for policy adjustmeriteg underlyinggoabf this pagtis to
serve as a first stéptowardsa better understanding of theeof productive power in
international monetary relatiom@th respect to the practice of leadership

Independent VariableBrazik) ¥erbal Attack on Fed policy

BetweenSeptembe010andSeptembeR013 Brazilianpolicy makerscarriedut
severadirect’® verbalattackson the monetarypolicy of the U.S. FederaReserven four
differenté mo m e Thessafiackswould carryBrazilian FinanceMinister, Guido Mantega,
to globalnotorietyfor his coiningof thetermé ¢ u r warsdc y

Thefirst of theseattackscamein thedaysimmediatelyfollowing theF e d 6 s
announcemerdn November3, 20100f thelaunchof its secondquantitativeeasing
program** This attackconsistef public commentsy Brazilian Presidentelect Dilma
Rousseff'? andthe Brazilian FinanceMinister, Guido MantegaBoth spokewhile atthe G20
meetingsn SouthKorea,while Guido Mantegaalsomadeprior public remarks.

The secondf theseattackscamein April of 2012,duringa meetingbetweerDilma
Rouwsseff (thenpresidentlandBarackObamaat the White Housein WashingtonD.C. This
attackcamein theform of adirectcomplaintfrom Dilma Roussefto BarackObamain the

contextof adiscussiorcoveringwide rangingbilateralissues.

¥Should be considered a 6probability probed or fAa pre
hypotheses to determine whether more intensive and laboriougitestins war r ant edo (Bennettt
“I'ndirect attacks, or general attacks against advance

also identified and classified.
“I This program included the purchase of 600 billion USD in long teeastiry securities
“2 Dilma Rousseff was elected president on OctobeRB10 and took office on January2D11.
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It would not be until Septembeof 2012thata Brazilianpolicy makerwould againset
outto directly attackthe legitimacyof Fedpolicy. In theimmediatedaysfollowing the
launchof theF e dthird quantitativeeasingorogramB r a zFinanéeldinister, Guido
Mantegawould againlabel this policy asovertcurrencymanipulation.Thoughthis time, Mr.
Mantegawould choosea lessglobal platform, makingpublic commentsn Brazil in addition
to holdinganinterviewwith the Financial Times

Finally, B r a zpresiog@rdDilma Rousseffwould returnto attackFedpolicy on
Septembe6, 2013.0nthisoccasionMs.R o u s srieeforic@asild be aimedat the poor
communicatiorexecutedy the Fedin the procesof bringingits quantitativeeasingorogram

to anend.Ms. Rousseffwould agan selectthe G20asherplatform.
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Table 1-2: Brazil Verbal Attacks

September, 27 2010

Guido

Mantega
(Finance
Minister)

Remarks

Indirect

1. Currency devaluatio

November, 4 2010

Guido

Mantega
(Finance
Minister)

Remarks

Direct

1. Currency devaluatio

November, 10 2010

Guido

Mantega
(Finance
Minister)

Public Comments at
G20 (South Korea)

Direct

1. Currency devaluatio
2. Financial Stability
3. Replace dollar as
reserve currency

November, 11 2010

Dilma
Rousseff
(President
elec)

Public Comments at
G20 (South Korea)

Direct

1. Currency devaluatio
2. Replace dollar as
reserve currency

July, 5 2011

Guido

Mantega
(Finance
Minister)

Interview with FT

Indirect

1. Currency devaluatio

September 9, 2011

Dilma
Rousseff
(President)

Speech at U.N.
General Assembly

Indirect

=

. Currency devaluatio

March 15, 2012

Guido

Mantega
(Finance
Minister)

Public Comments

Indirect

=

. Currency devaluatio

April, 9 2012

Dilma
Rousseff
(President)

Meeting at White
House

Direct

=

. Currency devaluatio

September, 18 2012

Guido

Mantega
(Finance
Minister)

Public Comments

Direct

=

. Currency devaluatio

September, 20 2012

Guido

Mantega
(Finance
Minister)

Interview with
Financial Times

Direct

[

. Currencydevaluation

September, 25 2012

Dilma
Rousseff
(President)

Speech at U.N.
General Assembly

Indirect

[

. Currency devaluatio

September, 6 2013

Dilma
Rousseff
(President)

Comments at G20

Direct

1. Taper
communication
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Timeline 1-2: Attacks on UnconventionalMonetary Policy by Brazilian
Policy Makers
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Dependent VariableFed Policy Defense

Thedependentariablein this studyconsistedf verbalreactionsdy membergparticular
the Chairpersoror Vice-chairpersonpf the FOMC (FederalOpenMarketsCommitted.*® Using
thefi F O MM e adtabasenaintainedby the FederaReserveBankof St. Louis,* a keyword
searchwaspeformedon all transcribegublic statementdy all membersf the FOMC between
Augustof 2010andDecembenf 2014*° The goal of the searchwasto turn up anyandall
occurrence whichamemberof the FOMC both acknowledjedaccusationsf negative
spillovereffectsof its quantitativeeasingorogrampolicy while alsodefendinghe F e dpélisy
actionsagainstsaidaccusationsOf specificinterestwerespeechesr anyotherpreordained
commentsn whichan FOMC memberelaboratednthesessuesThoughMr.Be r n aprdse 6 s
conferencesverealsoanalyzedsuchmanifestatioswerenot giventhe sameweightsincethe
speake(in this caseMr. Bernanke)vasnot giventhe sameopportunityto preparehis comments
(asfor mostof the conferencénewasrespondingo questionsrom the press).

The studyfoundtwenty-oneoccurrencesf combinedacknowledgmenanddefensewith
eitherthe FOMC chairpersoror vice-chairpersommanifestinghemselve®n elevendifferent
occasiongor morethanhalf of all occurrences’® Thetableon thefollowing pageprovidesthe
name date andlocationof thesedefensivestatementsAdditionally, the chartincludesthe
argumenprovidedby theboardmemberin defenseof Fedpolicy.

Analysisof the minutesfrom all FOMC meetingsfrom January2008to October2014
wasalsocarriedout. However,no signof concernor 6 d e f e statemenwith referenceo the
spillovereffectsof theF e daésspurchasg@rogramsvasfound. Theminutesdid turnup
consisentreferencdo the exchangeateof thedollarin thesectionlabeledi S t Revidwof the

FinancialSi t u garfi % trRevidwof the EconomicandFinancialSi t u a hoieaveran) ,

“iThe Federal Open Mar kets Commi tithesver ricObéfs pfthe Board of st s o f

Governors of the Federal Reserve System; the president of the Federal Reserve Bank of New York; and four of the
remaining eleven Reserve Bank presidewho serveorg e ar terms on a rotating basisc
*The data base consists of both transcripts of public remarks, speeches, question and answers, panel discussions,

and presentations, in addition to written editorials, video interviand radio interviews. For purposes of this study,

only statements for which written transcripts were available was a key word search conducted. This decision

essentially excluded all video interviews and radio interviews from the study, which repredghted 6f a total of

2612 public comments (21 percent).

> The key word search consisted of the following woodsrency, dollar, spillover, Emerging Markets, EME,

Developing, Brazil, ChinaandIndia.

“®This includes three ocpessconterercass from Mr . Bernankeds



only five occasionglid any FOMC membereferencehe dollar exchangeate,andon no
ocasiondid amembersuggesthangingpolicy dueto movementsn thedollar exchangeate
(sectionentiledfi P a r t Miew op Gurrert ConditionsandtheEconomicOu t | dObtkeée) .
five occasions, there was only one occurrence (November, 2010) in whaelrdamember
demonstrated concern for the direct effect of Fed policy on the dollar exchange rate
Furthermoretherewasno instanceof aboardmembershowingconcern(in anyway)

regardingresultanhovementf capitalto EMEs*’

Table 2-2: Fed Defense

November 11, 2010 Lockhart Atlanta, GA 1. Weak currency is byproduct of policy but not goal
Conference on 2. What is good for U.S. is good faworld

Employment and the
Business Cycle

November 17, 2010 | Rosengreen Providence, RI 1. Weak currency is byproduct of policy but not goal of
Chamber of policy
Commerce 2. Currency devaluation is insignificant

November 19, 2010 Bernanke Frankfurt, Germany | 1. Currency devaluation is insignificant
(Chairman) Sixth European 2. What is good for U.S. is good for world
CentralBank Central | 3. EME growth potential drove capital inflows
Banking Conference | 4. Suppressed currency values drove capital inflows
5. EMEs have tools to adjust
6. Effectsare soutksouth not just nortisouth
7. Global imbalances
December 1, 2010 | Yellen (Vice New York, NY 1. EME growth potential drove capital flows
chair) Committee for 2. EMEs have tools to adjust
Economic
Development Int.
Counterpart
Conference
Januarg, 2011 Yellen (Vice Denver, CO 1. Currency devaluation is insignificant
chair) The Brimmer Policy | 2. Inflows were insignificant
Forum 3. What is good for U.S. is good for world
February 10, 2011 Lockhart Atlanta, GA 1. Weak currency ibyproduct of policy but not goal
Rotary Club 2. What is good for the U.S. is good for the world
February 18, 2011 Bernanke Paris, France 1. What is good for the U.S. is good for the world
(Chairman) Banque de France | 2. Inflows were insignificant
Financial Stability | 3. EME growth potential drove capital inflows
Review Launch Event 4. EMEs have tools to adjust
5. Effects are southouth not just nortsouth
6. Global Imbalances

“" It should be noted that the full transcripts of these meetings have yet to be released. The transcripts from the 2009
meetings were released in March, 2015. Such transcripts could pgpeatiale more insightn the thought process
of the FOMC members.
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April 11, 2011 Yellen (Vice New York, NY 1. EMEs have tools to adjust
chair) University of Chicago
U.S.Monetary Policy
Forum
April 27, 2011 Bernanke Washington, D.C. | 1. Inflows were insignificant
(Chairman) Press Conference
July 7, 2011 Dudley New York, NY 1. EMEs have tools to adjt
Foreign Policy 2. What is good for the U.S. is good for the world
Association Corporats
Dinner
October 14, 2012 Bernanke Tokyo, Japan 1. What is good for the U.S. is good for the world
(Chairman) Seminar 2 EME growth potential drove capital inflows
3. Riskon riskoff is driver of capital flows
4 . Il MF study show that Q
5. EMESs have tools to adjust
6. Currency devaluation is insignificant
March 25, 2013 Bernanke London, United 1. Weak currency is byproduct of policy but not goal
(Chairman) Kingdom 2.What is good for the U.S. is good for the world
Public Discussion | 3. EMEs have tools to adjust
4. Currency devaluation is insignificant
5. EME growth potential drove capital inflows
6. Riskon riskoff is driver of capital flows
7. Suppressed currency values drove cafiidals
June 18, 2013 Bernanke Washington, D.C. | 1. What is good for U.S. is good for world
(Chairman) Press Conference | 2. Riskon riskoff is driver of capital flows
September 18, 2013 Bernanke Washington, D.C. | 1. What is goodor U.S. is good for world
(Chairman) Press Conference | 2. Riskon riskoff is driver of capital flows
3. EME growth potential drove capital inflows
November 4, 2013 Powell San Francisco, CA | 1. EME growth potential drove capital inflows
Asia Economic Policy| 2. Riskonrisk-off is driver of capital flows
Conference 3. What is good for U.S. is good for world
4. EMEs have tools to adjust
5. EME growth potential contributed to taper
6. Riskon riskoff contributed to taper
March 27, 2014 Bullard St. Louis, MO 1. What is good foU.S. is good for world
Event
March 27, 2014 Dudley New York, NY 1. EMEs have tools to adjust
Roundtable Discussiol 2. EME growth potential contributed to 'taper’
3. What is good for U.S. is good for world
May 11, 2014 Lockhart Dubai, United Arab | 1. Fed has communicated
Emirates 2. What is good for U.S. is good for world
October 11, 2014 Fisher (Vice Washington, D.C. | 1. EMEs have tools to adjust
chair) Per Jacobson 2. What is good for U.S. is good for world
Foundation Lecture
November 7, 2014 Dudley Paris, France 1. EMEs have tools to adjust
International 2. What is good for U.S. is good for world
Symposium of the
Banque de France
November 14, 2014 Powell Washington, D.C. | 1. What is good fol.S. is good for world
Global Research | 2. EME growth potential contributed to taper

Forum on Int.
Macroeconomics ang

Finance

. Riskon riskof
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SourcelFOMC Speak

Timeline 3-2: Policy Defense by all FOMC Members
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Intervening Variables

Hypothesi stateghatthesourcef B r a zprodluétisepowerweretwo-fold, social
relationsof authorityandmaterialfactors.The socialrelationsof authoritystemmedrom
relativeeconomicsuccesswhile the primarymaterialsourcef powerarou® from diffuse
monetaryautonomyandthe emergencef a potentialnewrival for thedollar.

Forthepurpose®f measuringelativeeconomicsuccessthis papereverageshree
indicators:GDP growth, price stability, andemploymentClearlythereareothe factorsthatcan
be usedto evaluateheindividual performancesf thetwo economiesby no meansarethese
indicatorsall encompassingdowever,the selectionof thesefactorswasdueto their widespread
useasindicatorsof generaleconomicsuccess.

As the paperconsiderssocialrelationsof authority,thesemeasurementsill be examined
in relativeterms.Meaning,ratherthanlook at bruteeconomicoutput,absolutanflation and
employmentthesefigureswill becomparedontextuallyto thoseof the United StatesDuring
the periodfrom late 2009to theendof 2014,therelativeeconomicsucces®f Brazil andthe
United Statedook severaldifferentturns.While Brazil quickly recoveredeconomicgrowth
following theinitial globalcollapsein assepricesin 2009,the United Statesvascomparatively
slowto recover with unemploymentemaininghigh for a considerablgeriod.However,

B r a zecohodngwvould eventuallysufferthroughthe globaldropin commoditypricesin

additionto restrictionson growth createdoy otherstructuralfactorsendemico the domestic
economyDespitetheseebbsandflows in therelativeeconomicsucces®f thetwo countriesjn
additionto starkchangesn domestigpolitical conditions,duringtheinterimperiodBr az i | 6 s
rhetoricremainedargelythesame.

Additionally, andwith respecto materialrelationsof power,the factorsthatare
consideredy this paperincludeforeign currencyreservegmonetaryautonomy)the useof
restrictivemeasuresn capitalinflows, andpadicy movesby the Chinesanonetaryauthorityto
slowly internationalizéhec o u n turrgnéy the Renminbi.While the Eurohasmade
considerablencroachmentsnthed o | Ipesitichasthe keyreservecurrencyoverthe past20
someoddyearsthe Renmnbi is seenby manyasbeingbestpositionedto continueeatingaway
atthed o | Iprvitegedposition(EichengreemndKawai2014;HelleinerandKirshner2014;
Subramania2011).However therearestill considerabl@bstacleto be overcomefor thisto



Percent Change

occur,suchastheopeningof Chinesdinancialmarkets Additionally, someobserverguestion
whethera non-democratiqgovernmentangenerateéhetrustnecessaryo establishits currency
asaglobalreservecurrency(Eichengreer2014;Subramania2011)

Although ratherthanconsideractualchangesn the compositionof globalforeign
reserveholdings,or ashift in thevolumeof tradedenominatedn a specificcurrency this study
focusesontheemergencef aviable challengetto the dollar. Theemergnceof suchacurrency,
or anyotherinstrumentfor thatmatter,would give furtherriseto the needfor U.S. policy makers
to considertheinternationalegitimacyof their policy choices.

Graph 1-2: Quarterly GDP Growth

m Brazil
BUSA
Source:Quarterly
4 Growth Rates
5 | (OECD)
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Graph 2-2: Inflation (12 month totals)
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Graph 3-2: Unemployment
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Table 3-2: Liberalization of the renminbi

July 2009 | Pilot scheme allowing use of RMB in settlement of trade with ASEAN member statg
well asHong Kong and Macau.

May 2010 {[Chi na announces it will |l et Yuan trad
to 20 provinces.

August Foreign Central Banks and certain types of foreign financial institutions were allowé

2010 invest in the PRCO0s onshore interbank
Mc Donal dés became first foreign priva
Direct currency trading agreement with Maday

December | Direct currency trading agreement with Russia

2011

January Announcement of the Renminbi Outward Direct Investment Scheme

2011

October Announcement of Renminbi FDI Scheme

2011

December | Renminbi qualified foreign institutional investstheme was introduced to allow

2011 prequalified offshore institutiorisincluding central banks to invest subject to quota, it
the PRC6s onshore interbank bond marK
Direct currency trading agreement with Japan

April 2012 | Quota for RQHIwas raised

May 2012 | Onshore nonfinancial institutions were allowed to issue RMB bons in Hong Kong

April 2013 | Direct curr