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INTRODUCTION

What is the role of currency statecraft in world politics?  At any given time, a limited number of national currencies come to be used across political frontiers for various international purposes.  That is what we call currency internationalization.  Currency statecraft is about what a country chooses to do – or not do – when its money gains international appeal.  Will internationalization be welcomed or promoted by the issuing government?  Will it be exploited?  Will it be defended?  Or will internationalization be actively opposed or perhaps just passively tolerated?


Currency statecraft is important because an international money generally adds to the capabilities of the nation that produces it.  Currency internationalization is not only a consequence of state power; it also a cause, augmenting a country’s underlying power resources.  That is what is intended by the term “currency power” (Cohen 2015).  There can be no doubt of the practical stakes involved.  Monetary relations may be mutually beneficial in purely material terms, but there is no denying that as in all economic relationships there is also an element of competition involved  – to some degree, a conflict of interest.  In the persistent contestation that characterizes global politics, the extra edge provided by currency power clearly matters.  Monetary rivalry is an integral part of geopolitics.


Today, the world’s major example of monetary rivalry is the emerging confrontation between the US dollar, long the dominant currency in the global economy, and the Chinese yuan, also known as the renminbi (RMB, “people’s currency”) or “redback.”  In recent years China has chosen to vigorously promote the international standing of its currency, even at the risk of exacerbating relations with the United States.  In effect, Beijing has challenged America’s dollar to a duel: the redback versus the greenback.  The outcome could play a major role in shaping the broader geopolitical engagement between this century’s two giant superpowers.  But to anticipate how the duel might turn out and where it might lead, it is essential to develop a fuller understanding of the uses and utility of currency statecraft.  That is the purpose of this book. 


<space>

<B>Currency statecraft

<space>


An international currency adds to a state’s capabilities in two ways, either directly or indirectly.  The money itself may provide an effective policy instrument, available for direct use as a tool to achieve selected foreign-policy goals.  Or, alternatively, its role may be more indirect, reinforcing policy by enhancing the utility of other pathways to leverage.  Most importantly, internationalization enables a country to finance external deficits with its own currency.  The willingness of foreigners to hold the nation’s money effectively removes any balance-of-payments constraint on spending abroad – “deficits without tears,” in the memorable phrase of French economist Jacques Rueff (1972).  Either way, directly or indirectly, the issuing state gains a fundamental power resource.  The government’s ability to exert influence in international affairs is increased, tipping the global balance of power to some degree in its favor.


But what will a government choose to do – or not do – about its monetary power resource?  That is where statecraft comes in.  Contrary to conventional wisdom, the answer to the question is not at all obvious.  Most observers, without much reflection, take the link between currency internationalization and policy outcome more or less for granted.  An international money, it is assumed, naturally translates into a taste for leverage.  Ability acquired is automatically equated with a propensity to project power.  The enhanced capacity for influence will of course be welcomed; will of course be exploited; will of course be defended.  One source calls it the “common narrative” (Helleiner 2017: 9).  I call it the Immaculate Conception of Power, an unquestioned article of faith.  


The Immaculate Conception of Power has a distinguished pedigree with roots in the well established realist tradition of theory in international relations (IR) and international political economy (IPE).  The world, according to realists, is anarchic and dangerous – a self-help system in which each state is compelled to accumulate as much power as it possibly can.  Security is the name of the game.  An internationalized currency is seen as just one more arrow in the nation’s quiver, to be used to advance particularist or state interests.  Representative of this point of view is political scientist Jonathan Kirshner (2014: 108, 110), who argues that “great powers have routinely sought to expand the international use of their currencies .... most states that have been in a position to extend their monetary influence have attempted to do so.”


In the past, I too was a believer.  “Much is at stake,” I wrote just a few years ago, “and the benefits of market leadership will not be conceded without a struggle.... Rational policymakers are unlikely to turn their back on the considerable benefits that may be derived from broader circulation of their currency” (Cohen 2011: 21, 46).  But I now realize that I was wrong.  In practice, as we shall soon see, the correlation between money and the pursuit of influence is anything but certain.  Currency internationalization does not automatically mean that a degree of authority will be sought.  Nor does it mean that power will necessarily be projected.  Nor does it mean that status will inevitably be championed at all costs.  Monetary rivalry is just not that simple.  Power is not destiny.


The problem is that the Immaculate Conception of Power mistakenly conflates capabilities and statecraft.  Power as a measure of capabilities is a structural concept, all about the underlying sources of influence.  Where does power come from and how does it manifest itself?  In short, it is about potential.  Power as an exercise of statecraft, by contrast, is more about agency (action).  It is a behavioral concept, directing attention to discretionary decision making and the uses and limits of influence.  Will the leverage be exercised and what determines the effective range of power?  In short, it is about converting potential into deed – “influence attempts,” in the jargon.


The distinction between structure and agency is a familiar one in the formal literature of IR and IPE.  But it often gets lost in discussions of currency internationalization.  Using a handy metaphor, the contrast can be likened to the difference between body building and wrestling.  Body building is all about muscles – getting “ripped.”  The aim is to nurture the strongest biceps and triceps, the flattest abdomen, the tightest glutes.  In a word, it is about capabilities.  Wrestling, by contrast, is about what to do with all those muscles – strategic behavior in a competitive environment.  The aim is to put capabilities to work, offensively or defensively.  In a word, it is about decision making – calculated efforts to attain selected goals.  Muscles are structure.  The use of muscles is agency.


This book is about currency statecraft – the use (or non-use) of monetary muscle.  My premise is that the decision processes relating to currency internationalization are much more complex than generally assumed.  Currency statecraft involves discrete judgments about strategy and tactics that should not be taken for granted.


Formally, the concept of currency statecraft may be defined in instrumental terms.  Currency internationalization offers a policy tool, a country’s own money, that can potentially be used in global affairs to promote national goals.  Currency statecraft refers to a government’s management of its currency instrument.  There are four essential elements in this definition.  First, currency statecraft is assumed to be intentional – deliberate willful acts (or, in many instances, willful decisions not to act).  Second, it is a matter of public policy – crafted at the initiative of a state’s central authorities rather than at the behest of markets or civil society.  Third, it is purposive – undertaken with specific ends in mind.  And fourth, it is about the management of a nation’s currency, which may or may not involve actual influence attempts.  Management may mean making use of potential power, but it may also mean abjuring or even resisting it.  All four elements are vital to a firm understanding of currency statecraft.


Effectively, currency statecraft is one slice of a much wider concept – what is generally referred to as economic statecraft.  At its most basic, the notion of economic statecraft refers to the strategic management of economic instruments to advance political objectives.  Currency statecraft, rather more narrowly, focuses on one economic instrument in particular – namely, a country’s own money.  Currency statecraft has its own unique characteristics that set it apart from other forms of statecraft in international affairs.  But like all forms of statecraft, currency statecraft is inherently political and potentially contentious.  It is impossible to fully comprehend the geopolitics of the world today without an appreciation of the role played by currency statecraft.


<space>

<B>Power

<space>


Currency statecraft is about power.  The opportunity for currency statecraft arises from the pronounced hierarchy that has always tended to exist among the world’s many moneys.  From the days of the earliest coins in Asia Minor, competition among currencies has repeatedly thrown up a few market favorites – currencies that, for shorter or longer periods of time, predominate in use for trade and finance across borders.  Though issued by national governments, we call them international currencies or international money.  The process by which they come to be used across borders is termed internationalization.


The number of international currencies at any given time tends to be small.  Throughout history, monetary relations have often been dominated by a single favorite that set a standard for many other currencies.  Examples in the Western world include the silver drachma of ancient Athens, the gold solidus of the Byzantine Empire, the Florentine florin and Venetian ducat of Renaissance Italy, the Dutch guilder in the seventeenth century, and the Spanish-Mexican silver peso of the eighteenth century.  In each era a few other moneys also attained international status, but on a more modest scale. 


More recently the principal international currencies have been Britain’s pound sterling, which reigned supreme before World War I, and the US dollar, the greenback, which took top place after World War II.  Other moneys of note since World War II have included the old West German Deutsche mark (DM) – since absorbed into the euro, Europe’s joint currency -- the Japanese yen, and the euro.  Though much diminished, the pound is still used by some, as are the Swiss franc and the dollars of Canada and Australia.  And of course there is China’s yuan, which many see as the next great international currency.  In total, the sample is small but large in impact.


The economic rationale for currency internationalization is clear and has long been understood by economists.  Without a world government, the global economy lacks a global currency.  Hence markets throughout history have had to rely on selected local moneys to play vital international roles.  Variously, international currencies may be used for trade invoicing and settlement, as an investment medium in financial markets, as an anchor for exchange rates, or as a reserve asset for central banks.  The consequences of internationalization for efficiency and ease of transactions are profound.  Without international money, exchanges between sovereign states would be reduced to a crude form of barter.  International currencies supply the lubricant needed to keep the wheels of the global economy turning.


But there are also profound political implications.  By adding to the capabilities of the countries that issue them, international currencies play a fundamental role in shaping the distribution of power among states.  Not insignificant is the fact that in every instance throughout history, an international money’s issuer, at least at the start, was also a major power.  Each issuer, in its own day, was a highly ranked, if not dominant, player in the great game of world politics.  It was undoubtedly that pattern that Nobel Laureate Robert Mundell (1993) had in mind when he uttered his famous aphorism: “Great powers have great currencies.”


Currency internationalization, at least for a time, tilts the balance even more in favor of the powerful.  If that were not so, why would there be such widespread resentment over the advantages long enjoyed by the United States owing to the widespread popularity of its greenback?  Why else would China today be making such a determined effort to internationalize its rival redback?  And why would so many other governments be thinking about promoting an international role for their own state money?  The attractions of currency internationalization are considerable.


As a practical matter, currency internationalization is unavoidably associated with state rivalry in broad geopolitical terms.  There can be no doubt of the practical stakes involved.  In the words of one respected scholar: “Security and money are inextricably linked.... [an international currency] is the monetary component of hard power” (Viotti 2014: xvii, xxi).  Should it be any surprise, then, that governments might want to think long and hard about the practice of currency statecraft?


<space>

<B>Aim

<space>


Remarkably, however, the subject of currency statecraft has received only limited attention in the scholarly literature.  My aim in this book is to fill in some of the blanks in our understanding of currency statecraft, in order to better assess prospects for monetary rivalry today and in the future.  I cannot claim to offer a comprehensive formal model capable of precise empirical predictions.  That goal is beyond my limited abilities.  But I can hope to push out the frontiers of our knowledge by explaining what appears to drive currency statecraft and what its effects are likely to be.  The rudiments of a credible theory of currency statecraft are possible.


In practical terms, my analysis will depend primarily on close examination of available empirical evidence.  My focus will be on the period dating from World War II -- what we may call the modern era – since currency conditions prior to that cataclysmic conflict were fundamentally different from what came later.  The monetary system created at Bretton Woods in 1944 represented a sharp discontinuity in the history of international finance.  Before World War I, currencies were convertible directly or indirectly into gold or silver.  And then, during the interwar period, monetary relations were destabilized and distorted by the Great Depression.  The last seventy five years, by contrast, offer a relatively homogenous era for comparative purposes.


We know that the sample of international moneys in the modern era is small.  That means that the subject of currency statecraft is not easily amenable to standard quantitative methodologies of the sort that are so popular among mainstream scholars in IR and IPE today.  In context, the best we can do is rely on systematic qualitative evaluation of the available historical record.  Much, I would argue, can be learned from the study of a limited number of cases, even if the insights provided by the approach cannot claim to be absolutely definitive.


In turn, lessons from the past can be used to evaluate the outlook for global monetary rivalry in the future.  What kind of behavior can be expected from the suppliers of today’s international currencies – established incumbent moneys like the dollar, euro, and yen?  What does China’s determined campaign on behalf of the yuan portend for relations with the United States and its dollar?  What changes may be expected in the population and ranking of international currencies in the future?  And, most importantly, what risk is there of outright policy conflict arising from collisions of currency statecraft?  These are not unimportant questions.  It would be no exaggeration to suggest that much rides on the answers.


<space>

<B>Policy options

<space>


To fully appreciate the complexity of currency statecraft, analysis must begin with the recognition that currency internationalization is a process, not a static condition.  If the past teaches us anything, it is that international currencies evolve.  They have a life cycle.  International moneys are born, they may flourish, and in the end they can be expected to pass away.  That has been the story of every great currency over the ages, from the Athenian drachma to the pound sterling, and in the long run of history is likely to be the fate of the US dollar too (though, perhaps, not any time soon).  Currency statecraft, therefore, must be expected to evolve as well.  Analysis must focus on how states act or react at each stage of that evolution.  Our subject is not a destination but a journey.  


For analytical convenience, the life cycle of an international currency may be divided into three stages: youth, maturity, and decline.  Each lap of the journey poses its own unique challenges for currency statecraft.  During each stage, three broad policy options are possible.


In a currency’s youthful stage, the challenge is existential: Is internationalization even wanted?  The three policy options available during this stage may be labeled as Promotion, Prevention or Permission.  The issuer may actively seek to promote foreign acceptance; conversely, it may wish to take action to prevent wider use of its currency; or, less decisively, it may elect simply to permit internationalization.  My use of alliteration in labeling the three options may seem frivolous but can in fact serve as a useful mnemonic device.  In this respect I follow the lead of Kirshner, who memorably put alliteration to good use in his celebrated book Currency and Coercion (Kirshner 1995).


Once a currency reaches maturity, the nature of the challenge changes.  The question now is more practical: How should the international money be managed?  Options at this stage may be labeled (again alliteratively) as Exploitation, Evasion, or Enjoyment.  The issuer may seek consciously to exploit the advantages that are offered by the newfound power resource; conversely, it may look for some way to evade potential risks of currency internationalization; or, in a more passive mode, it may simply opt to sit back and enjoy whatever benefits may come its way.


Finally, there is the prospect of decline, when a currency begins to lose its international appeal.  The challenge now is to cope – how best to live with fading eminence.  Again the choices are three: Resistance, Reinforcement, or Relaxation.  Policy makers may strive to resist abandonment of their currency, hoping thereby to preserve at least some of the benefits of international use.  Alternatively, they can seek to reinforce the process of decline in hopes of managing a “soft landing” for the currency.  Or, finally, they may just relax and let market actors and foreign central banks decide the matter. 


<space>

<B>Questions and answers

<space>


Two central questions of theory frame the discussion in this book.  The first has to do with use.  How do states respond to internationalization, and what determines their policy choices at each stage of a money’s life cycle?  The second is about utility.  What sets the limits to the effectiveness of currency statecraft, and what determines whether a government’s chosen policies will succeed or fail?  For short, these may be referred to as the Use question and the Utility question.  An understanding of both these questions is vital if we are to better comprehend the practicalities of monetary rivalries in the world today and to assess how competition among international currencies may be expected to evolve over time.


My response to the Use question highlights the pivotal role of ideas in shaping policy responses to currency internationalization. The historical record surveyed in this book, the period since World War II, strongly suggests that much more is involved in currency statecraft than a narrow calculus of strictly material benefits and costs.  Conventional economic and political considerations plainly matter, of course.  But factors like those operate mainly to set the parameters for policy choice – the outer boundaries of a government’s “policy space.”  Within that space, other considerations of a more non-material nature arguably matter even more – cognitive considerations having to do with a society’s sense of its own underlying norms and priorities; in short, its sense of identity.  Analysis of currency statecraft, I contend, must be set in this broader ideational context.  In all three stages of a money’s life cycle, the issuer’s sense of identity appears to be the single most telling factor in determining what policy option will be selected.


This does not mean that the nation as a whole somehow makes the decisions.  The state cannot be reified.  We know that as a practical matter, decisions are made by policy elites – subsets of individuals who, by one means or another, come to exercise authority on behalf of the nation.  We also know that in any given country, different policy elites may differ quite substantially over how to interpret their society’s sense of identity in practical policy terms.  But certain fundamental principles may be expected to prevail no matter who is in charge – general notions of legitimacy or rectitude on which virtually all members of the community can be assumed to agree.  Donald Trump, elected as president of the United States in 2016, and his predecessor Barack Obama could not have disagreed more on a wide range of specific policy issues.  Yet there is no doubt that they both shared an abiding faith in the exceptionalism of the United States as a global leader.  Similarly, Xi Jinping could be replaced as Chinese president today and Beijing’s policy elites would still expect respect from others for China’s historical standing as a Great Power.  At this basic cognitive level, government officials are simply a channel for the nation’s most deeply held assumptions and beliefs. Though policy specifics may vary, statecraft in general can be expected to draw heavily on the shared values and goals by which a society defines itself.


Empirically, one goal in particular seems to stand out as a motivation for currency statecraft.  That is the extent of an issuer’s geopolitical ambition – how driven it is to build or sustain a prominent place in the community of nations.  Does the society see itself as a significant player in the broader game of global politics?  For states eager to exercise influence in the world, pro-active strategies of Promotion or Exploitation or Resistance (depending on where their currency may be in its life cycle) clearly make sense.  Conversely, for nations that would prefer to avoid the risks or responsibilities of Great Power status, the reverse would be true.  The options of Prevention, Evasion or Reinforcement are more likely to be adopted.  The passive choices of Permission, Enjoyment or Relaxation may be seen as default settings for issuers who are ambivalent, unable or unwilling to make up their mind.  


My response to the Utility question focuses mainly on two groups of actors – currency users and competing suppliers.  Regarding the former, the case studies suggests that much depends on the interaction between the ambitions of a currency producer (the supply side) and the responses of those who actually handle international currencies – traders, lenders, investors, and the like (the demand side).  At each stage of a money’s life cycle, outcomes will depend greatly on whether or not the supplier’s policy is congruent with demand-side sentiment.  Is there convergence or divergence between the preferences of the currency’s users, on the one hand, and its issuing authority on the other?  


Similarly, at the level of inter-state relations, much depends on the interaction between the ambitions of the currency producer and the responses of competing governments.  Is there convergence or divergence between the preferences of the producer, on the one hand, and other issuers on the other?  Where statecrafts collide, a supplier may find its initiatives thwarted by the resistance of other issuing governments.  Outcomes will depend on both relative capabilities and the way those capabilities are managed. 


The historical record also suggests that the effectiveness of currency statecraft at either level must be evaluated in terms of the individual roles that a currency may play, rather than holistically.  For each role, active efforts to either increase or decrease use of a currency are more likely to succeed if there is no dissent from either market sentiment or other states.  Outcomes may vary considerably depending on the use in question.  A government may succeed in achieving its goal for one role of its currency and yet fail with respect to other roles.


<space>

<B>Contents

<space>


I begin in Chapter 1 with introductory material intended to set the stage for subsequent discussion.  The aim is to provide the first building blocks needed for analysis and serves essentially as a primer for the uninitiated.  (Specialists may wish to skip directly to Chapter 2.)  The perspective here is structural.  In a concise manner, the chapter reviews what is generally known about the nature of currency internationalization and its implications for state power.  The focus is on capabilities – what the diverse roles of an international money can mean for a country’s ability to exercise leverage in foreign relations. The main emphasis is on the contingent nature of currency power.  Since international moneys typically play quite different combinations of roles, political implications can differ substantially as well. 


Chapter 2 then turns to the concept of currency statecraft, our central topic.  What can be gleaned from scholarly literature on the subject, and what do we know about the uses and limits of currency statecraft?  Harking back to the core distinction between power as a measure of capabilities and power as a matter of decision making, the perspective of this chapter is not structural but behavioral and concentrates in particular on matters of strategy.  The aim of the chapter is to set the agenda for the remainder of the book.  The two central analytical issues are the Use question and the Utility question.  What accounts for how the capabilities generated by currency internationalization will be managed and what might determine the effectiveness of currency statecraft? 


Chapter 3 is the theoretical heart of the book, stressing the central importance of geopolitical ambition – its presence or absence – as a driving force in currency statecraft.  Here the rudiments of a credible theory of currency statecraft are laid out in some detail.  Three key steps are involved.  First, the chapter shows that there is indeed policy space – practical opportunity for choice.  Currency strategy in any given circumstance is not likely to be limited to just a single policy option dictated by economic logic.  Human agency is implicit in the notion of statecraft.  Second, the plausibility of geopolitical ambition as a legitimate causal variable is established by grounding the notion firmly within the more conventional concept of national identity, which is already quite familiar to students of IR and IPE as a driver of behavior.  And third, the practical connection of the general concept of geopolitical ambition to the specific issue of currency internationalization is confirmed.  Causal links between identity and money are not difficult to find.


The next three chapters review the full range of available cases in the modern era.  The aim of the historical narratives is to test the theoretical claims of Chapter 3.  In succession, we look at each of the three stages of an international money’s life cycle.  Chapter 4 focuses on currencies during the stage of youth.  Since World War II these have included the early examples of West Germany’s DM and Japan’s yen as well as today’s RMB.  Chapter 5, in turn, discusses currencies at the stage of maturity, including second-tier elite moneys such as the euro or Britain’s pound as well as the era’s top currency, America’s greenback.  And then Chapter 6 takes a look at two currencies that have experienced unmistakable decline during the period under review, the pound and the yen.


At first glance, the empirical record looks daunting.  At each of the stages policy choices have varied dramatically.  Yet upon closer inspection a reasonably consistent pattern does emerge, determined in large part by the presence or absence of pronounced geopolitical ambition.  The claims of Chapter 3 do appear to be affirmed.  Along the way the chapters also offer some observations on the Utility question, stressing the importance of congruence with the preferences of market actors and competing governments for each of a currency’s possible roles.


Finally, in Chapter 7 we take up the issue of what happens when currency statecrafts collide.  In principle, the potential for policy conflict between rival monetary powers would appear to be great.  But in practice, strikingly, outright inter-state contestation has been relatively rare in the modern era.  With the rise of China, however, we have an exception – a potentially historic confrontation between an emerging power openly committed to do all it can to move currency preferences in its favor versus a long-time incumbent that is unlikely to surrender its traditional privileges without a fight.  This is the central drama on the world currency stage today.  The chapter assesses how the redback-greenback duel is evolving and where it is likely to lead in an increasingly multipolar world.  Given the central role of geopolitical ambition driving currency statecraft, the chapter suggests, a new era of open and potentially costly monetary hostilities would seem to be approaching.


Chapter 8 then draws all the threads of the discussion together in a brief summary and conclusion.


