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TOWARD A THEORY OF CURRENCY STATECRAFT:


THE ROLE OF GEOPOLITICAL AMBITION

Abstract

A limited number of national currencies play international roles.  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 monetary instrument.  In principle, a broad menu of policy options is available.  The central question is: What accounts for the policy choices that we observe in actual practice?  A review of recent experience, going back to the end of World War II, suggests a cognitive explanation.  Beyond matters of purely material benefits or costs, it appears, currency policy is motivated by deeper psychological considerations having to do with a nation’s underlying norms and priorities; in short, its distinctive sense of identity as channeled by political elites.  At issue, in particular, is the extent of a society’s geopolitical ambition – how driven it is to build or sustain a prominent role in the community of nations.  A credible theory of currency statecraft must be set in this wider ideational context, where the choices of government officials are grounded in the community’s most fundamental values and goals.


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?


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.  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.


In principle, a broad menu of policy options is available to any issuer of an international currency.  But what accounts for the choices that we observe in actual practice?  Existing scholarship offers few conclusive explanations.  To develop a fuller comprehension of what motivates policy behavior, we need a credible theory of currency statecraft.  The aim of this essay is to provide the foundation for such a theory.


The central question is: What do governments choose to do – or not do – with their currency power, and why?  A review of recent experience, going back to the end of World War II, suggests a cognitive explanation.  Beyond matters of purely material benefits or costs, it appears, currency policy is driven by deeper psychological considerations having to do with a nation’s underlying norms and priorities; in short, its distinctive sense of identity.  At issue, in particular, is the extent of a society’s geopolitical ambition – how driven it is to play a prominent part in the affairs of nations.  A credible theory of currency statecraft must be set in this wider ideational context, where decisions are grounded in a community’s most fundamental values and goals.


This does not mean that the nation as a whole somehow makes the decisions.  The state is not a unitary actor.  We know that as a practical matter, policy is crafted by policy elites – subsets of individuals who, by one means or another, have 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.  My assumption, however, is that certain overriding 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.  At this basic cognitive level, government officials may be regarded simply as a channel for the nation’s most intensely held assumptions and beliefs. Though policy specifics may vary, statecraft in general can be expected to draw heavily on the shared ideas and norms by which a society defines itself.


In the case of currency internationalization, the ideas and norms that matter most involve connections with the outside world.  My argument is that, above all, currency statecraft is shaped by a society’s sense of identity in relation to others as channeled by policy elites.  At issue, I contend, is the extent to which geopolitical ambition figures in a nation’s approach to world affairs.


My argument is constructed in five steps.  The first step is to establish a clear understanding of the concept of geopolitical ambition and the role that it can play in global affairs as an independent causal variable.  The notion of geopolitical ambition is grounded firmly within the more conventional concept of national identity, which is already quite familiar to students of international relations (IR) and international political economy (IPE) as a driver of behavior.  Second, the practical connection of the general concept of geopolitical ambition to the specific issue of currency internationalization is affirmed.  Existing research clearly demonstrates the plausibility of a causal link between national identity and money.  Third, turning specifically to currency statecraft, I explore how much room there may be for policy choice by issuing governments.  I show that there is indeed ample opportunity for choice  – “policy space,” in the jargon.  Currency strategy is not limited by structural factors to just a single option.  Human agency is implicit in the very notion of statecraft.  Fourth, I specify the full menu of currency policy choices available to decision makers – the dependent variable.  In principle, the range of options is broad.  Finally, we look at the choices that issuing governments have typically made in actual practice, focusing on the period since the end of World War II.  The empirical record clearly demonstrates the key role of geopolitical ambition as a driving force in currency statecraft.  


GEOPOLITICAL AMBITION

How are choices made in foreign economic policy?  Within the policy space afforded to governments in any given issue area, cognition inevitably takes center stage – ideas rooted in deeply held values and norms.  We have long known that logics of appropriateness usefully create a focal point around which decisions can coalesce (Goldstein and Keohane 1993).  Policy makers may like to think of themselves as wholly objective, but in reality subjective influences are bound to creep into their judgments.  That means ideas.  As Jonathan Kirshner (2003: 23) puts it, “it is impossible to understand the choice of policy from the plausible set without understanding the role of ideas.”


Admittedly, psychological considerations of this sort are notoriously difficult to pin down empirically.  But that does not deny their centrality.  The interplay of beliefs and decision- making lies at the heart of the recent wave of literature on the role of status-seeking in interstate relations (Paul et al. 2014; Renshon 2017).  More generally, cognition figures centrally in the new behavioral revolution that has been imported in recent years into IR and IPE from the disciplines of psychology and economics (Hafner-Burton et al. 2017).  Increasingly it is understood that traditional rationalist approaches to international studies, while undoubtedly valuable, provide at best an incomplete model of social behavior.  In the real world, our choices are ruled as much by subjective raw emotions as they are by objective utility calculus.  To some degree, we are all prisoners of our ideas.


As a practical matter, policy is almost always made under some shadow of obscurity, where actors’ interests are unclear.  Economists, following the early lead of Frank Knight (1921) and John Maynard Keynes (1936), conventionally distinguish between risk – conditions where the probability of outcomes can be calculated with some reasonable degree of confidence – and uncertainty, where underlying structures may be in flux and not enough information is available to fully inform decisions.  In the real world risk and uncertainty are inextricably mixed, forcing actors to look for heuristic devices and mental shortcuts for guidance.  The greater the degree of uncertainty, as Stephen Nelson and Peter Katzenstein (2014) have recently reminded us, the more decision makers can be expected to fall back pragmatically on shared beliefs and social conventions to help them find their way.  The ideas that motivate policy choices may at times be explicitly articulated.  In most circumstances, however, they need not even rise to the level of consciousness in order to influence behavior.  They may be fully internalized, existing as no more than hidden, unquestioned assumptions.

National identity

We start with the familiar notion of national identity.  The concept has been broadly defined in the social sciences as “what a state, explicitly or implicitly, regards as distinctive in contrast to other states deemed important” (Rozman 2012: 1).  In recent years, national identity has come to be widely accepted among scholars as a valid contributor to our understanding of economic statecraft.  In the words of Eric Helleiner and a colleague (Helleiner and Pickel 2005b: vii), “national identities ... exert an important influence on economic policy in a wide range of countries and contexts.”  An apt example is provided by sociologists John Campbell and John Hall (2017), who examine why many small states are able to cope effectively with the forces of economic globalization despite considerable vulnerability.  The key, they argue, lies in the strength of their sense of national identity and solidarity.  In their words, “a sense of ‘we-ness’ ...  facilitates building thick institutions that lead to resilient outcomes.”


In the literature of international relations, the concept of national identity has a distinguished lineage dating at least back to the rise of nationalism in nineteenth-century Europe.  In 1945 the eminent historian E.H. Carr (1945) wrote a seminal book devoted to exploring the powerful role of nationalism in international politics.  And just a few years later Hans Morgenthau, in his magisterial Politics Among Nations, placed great emphasis on the centrality of what he called “national character” in global affairs.  National character, he insisted, stands out for its “permanent and often decisive influence upon the weight a nation is able to put into the scales of international politics” (Morgenthau 1948: 134).  By the 1970s discussions of the role of “national role conceptions” were becoming commonplace among IR scholars (Holsti 1970; Walker 1979), morphing more recently into discourses on “national identity conceptions” (Hymans 2006; Köstem 2018).  And in the 1990s the role of decision makers’ perceptions received new emphasis in a strand of the literature that came to be known as “neoclassical realism” (Rose 1998).  In neoclassical realism, factors such as identity are seen as critical intervening variables in the causal relationship running from power to action.


In formal studies of international political economy, however, the concept of national identity did not come into its own until the late 1990s, influenced above all by the introduction of constructivism as a new way for scholars to think about world affairs (Onuf 1989; Wendt 1992).  There had been some earlier hints, of course.  As early as 1951, Charles Kindleberger wrote that “a rounded theory of social behavior would include economic drives as only one strand in a broad web of social motivation” (Kindleberger 1951: 30).  But there were no serious efforts to develop the notion of “social motivation” before the arrival of the constructivists, for whom the role of identity is all-important.  In the words of Richard Ned Lebow (2016: 1): “Identity is as central to the constructivist paradigm as power is to realism and wealth to liberalism.”  Identity is important because it is what drives the formation of interests – what Kindleberger seemed to have in mind when he spoke of social motivation.  First we must know ourselves; then we will know what serves us best.  That is as true for nations as it is for individuals.  Rawi Abdelal (2001: 1) makes the point succinctly: “What societies want depends on who they think they are.”
The core focus of constructivism is on the development of shared values and norms.  Where do conceptions of identity come from, and how do they influence behavior?  As Emanuel Adler (2013: 113) summarizes, “because the material world does not come classified, the objects of our knowledge are not independent of our interpretations and our language, and are therefore social artefacts.”  Ideas matter, not just instrumentally but also in constitutive terms, as fundamental determinants of identities and interests.  Perceptions, values, norms, beliefs – all rest on a foundation of shared, inter-subjective understandings and narratives that give content to the material world and legitimize a particular version of reality.  Meanings are socially constructed – “social facts.”  At work normally is a long-term process of socialization, measured in most cases not in years but in generations.


The construction of national identity begins with the notion of the nation itself.  A basic premise of students of nationalism, going back to seminal contributions from, inter alia, Ernest Gellner (1983) and Anthony Smith (1991), is that the nation as such does not exist in some primordial sense.  Nations are not given by nature.  Rather, the idea of a nation is a mental construct, the product of experience and long-term socialization; in Benedict Anderson’s (1983) memorable phrase, the nation is an “imagined community.”  To imagine a nation necessarily involves differentiating it from others.  A nation cannot claim to exist if it is not assumed to have a separate and distinctive identity.


Particularly influential in bringing cognitive analysis of this sort into IPE was Katzenstein – for example, in his monumental A World of Regions (2005), where elements of political economy were skillfully interwoven with security and cultural analysis in an effort to understand the role of regions in an increasingly globalized environment.  Ironically, given his role as a pioneer of the modern field of IPE (Cohen 2008), Katzenstein’s first forays into constructivism centered on international security issues rather than economic affairs (1996a, 1996b).  His aim then was to highlight how distinctive national identities shaped perceptions of a state’s security interests.  But his lead was soon followed by a new generation of younger IPE scholars, including Abdelal (2001), Andrei Tsygankov (2001), and Helleiner and Pickel (2005a) – all stressing how national identities could help shape perceptions of economic interests as well.  Abdelal was a student of Katzenstein, and Helleiner and Pickel specifically credit Katzenstein’s work on security issues as an inspiration for their own efforts.  


Since the turn of the century, studies of the role of national identity in economic statecraft have multiplied exponentially.  Both Abdelal (2001) and Tsygankov (2001) focused on the strikingly divergent policy paths followed by various successor states after the breakup of the Soviet Union in 1991.  While some of the former Soviet republics quickly embraced a Western orientation in trade and finance, others struggled to reintegrate as much as possible under the banner of the newborn Commonwealth of Independent States (CIS).  What could account for such marked differences?  Abdelal and Tsygankov both located the explanation in variations in each new state’s sense of self.  The stronger the sense of a genuine national identity, the more likely a government was to distance itself from the CIS.


Subsequently, the national-identity theme has been extended to many other areas of the world as well.  Many scholars have looked to east Asia, addressing such salient cases as Japan (Lehman 2007), Taiwan (Chow 2012), and China (Rozman 2012).  Others have applied the idea to explain policy behavior in Latin America (Leiteritz 2012) or Europe (Hooghe and Marks 2004; Kaelberer 2004; Lehman 2007; Johnson and Barnes 2015).  By now, the concept of national identity has become a standard part of the conversation among IR and IPE scholars.  As Dani Rodrik (2018: 20) summarizes, “National identity remains alive and well, even in some surprising corners of the world.”

Caveats

Admittedly, there are caveats.  As useful as it may be as an explanation of policy choices, the concept of national identity clearly also has its limitations.  Two key reservations may be noted.


  First, the concept is inherently ambiguous, difficult to pin down with any degree of precision.  The problem is that no society can be expected to be absolutely unanimous in its sense of self.  Since many complex elements are involved, both internal and external, a kind of “index-number problem” arises, highlighting the difficulty of constructing a single valid proxy to represent a cluster of diverse variables.  What weight should be placed on the many separate factors that go into the concept of identity?  Judgments of what is to be considered more or less important can vary dramatically.  Hence different members of the community may see the world – and their nation’s place in it – in distinctly different ways.  Political economist George Crane (1998) was instrumental in “bringing the nation back in” to studies of IR and IPE.  Yet even he conceded the measurement problems involved (1998: 55):

Definitions of “nation” are notoriously difficult to fix empirically.  One theme that runs through the literature on national identity ... is the contingency and multidimensionality of the nation.  It emerges from complex and fluid interpretations of ethnicity, race, religion, language, geography, shared historical experience, political culture, and economic life .... The indeterminateness of the concept “nation” confounds any categorical specification.


Second, the concept is also mutable, subject over time to considerable change in how it may translate into policy.  The problem here is the multiplicity of possible interpretations among different factions of decision makers.  Truly fundamental principles can be expected to endure.  But there can also be much contestation over practical applications, and the relative dominance of competing interpretations may wax or wane from one period to the next.  While most change is the result of gradual socialization or underlying economic developments, on occasion consensus may be altered more abruptly by political transition or a sudden transformation in the external environment.  National identity does not dictate a single policy choice.  A prime example is provided by Peter Trubowitz (1998) in his monumental study of the domestic politics of US foreign policy.  Conflicts over specific policy choices, he argues, are grounded in America’s regional diversity.  As elections shift power from one region to another, the operational definition of national identity may be correspondingly altered.  Another example is provided by Seçkin Köstem, who shows how in both Russia and Turkey in recent years, the emergence of a new power elite – led by Vladimir Putin in Russia and by Recep Tayyip Erdoğan in Turkey – brought new “national identity conceptions” to the fore in relations with neighboring countries (Köstem 2016).


Both caveats are apt.  The ambiguity and mutability of national identity cannot be denied.  But that hardly disqualifies the concept for the purposes of analysis.  The evidence that, apart from other considerations, deep beliefs about identity do indeed matter in the design and implementation of statecraft is too strong for that.  Rather, caveats like these stand as a warning to exercise caution in making use of the idea.  While national identity’s role as a legitimate causal variable may be considered plausible, reservations about its use must be kept in mind.  

The geopolitical element

How does the notion of geopolitical ambition fit in?  The concept of national identity lays claim to the distinctiveness of a society.  Geopolitical ambition (or its absence) may be understood as one of the most central of those claims. 


At a minimum geopolitical ambition encompasses a desire for status, as emphasized in much recent literature (Larson et al. 2014; Renshon 2017).  But rank or standing, arguably, are by themselves only a part of the story – in most cases, not much more than a means to an end.  In an anarchic system of world politics what matters most is a practical ability to help shape behavior and outcomes – what we normally call power.  Status may be necessary to help achieve national goals, but it is rarely sufficient.  As one authoritative source puts it, “status increases the probability of exercising power, but does not guarantee it .... Status and power usually co-vary, but there are interesting cases where they diverge” (Larson et al. 2014: 14).  For analytical purposes, therefore, geopolitical ambition is best defined more broadly, in terms of underlying power relations.


Power has two distinct dimensions: autonomy and influence (Cohen 2015: ch. 2).  Autonomy, the ability to act with a minimum of outside restraint, is the objective of every sovereign nation.  But only a minority of states can aspire to build on their autonomy to exert influence as well -- to project force and seek to control outcomes beyond their borders.  Geopolitical ambition embodies a desire to exercise authority in relation to others; to be considered a significant player in the broad game of world politics.  Does the state take an active part in international affairs?  Does it exercise influence over the diplomatic agenda?  Does it expect others to follow its lead?  Ultimately, geopolitical ambition is a reflection of how a nation defines its proper role in the global order.


Of course, material capabilities also matter.  For a small nation with few sources of leverage, global aspirations must perforce be limited.  Liechtenstein, for example, can hardly hope to rank as a Great Power.  Geopolitical ambition is unrealistic if not backed by a fair amount of muscle.  But that does not mean that material capabilities are all that matter.  Power is not destiny.  Throughout history, some potentially influential nations have chosen not to put their muscle to work, however tempting the prospective dividends.  A high level of capability may be necessary in order to aspire to influence, but it is not sufficient.


In practice, a society’s sense of self has many roots.  Economic and political factors clearly matter.  So too do culture, language, religion, and territory.  But perhaps most salient of all are “historical memories” – shared experiences of the past that help to shape the way a community chooses to interpret its present and future.  For many scholars, that is the irreducible core of the concept.  For Abdelal (2001: 25), national identity is “a collective identity ... defined by historical memory.”  For Smith (1991: 14), it is “a named human population sharing ... common myths and historical memories.”  Crane (1998: 68) poses the central question: “What kinds of experiences are remembered as formative moments of nationhood?”


Historical memories need not be positive.  It helps if a society can look back to some heroic past for inspiration – to great imperial achievements, for instance, or stunning military triumphs.  The collective sense of self that the British carry around is undoubtedly influenced to this day by their country’s experience of having once reigned over an empire on which the sun never set.  Similarly, Chinese national identity cannot help but recall the centuries when China was the fabled Middle Kingdom, sitting “under heaven” at the center of a vast tribute system (French 2017).  But memories may also be negative – a painful reminder of where a people has come from and what it has managed to overcome.  Much of America’s sense of identity is tied up with the recollection of the injustice in colonial times of “taxation without representation” by the British crown.  Much of present-day Israel’s sense of identity traces back millennia to the legend of ancient Jewry’s four hundred years of slavery in Egypt. 


Indeed, historical memories need not even be true.  They may not have been genuinely experienced.  Mythological renderings of the past often substitute effectively for more mundane origin stories.  Many historians question whether the Biblical children of Israel truly did pass four centuries as slaves in Egypt, as the Book of Exodus describes.  Corroborating evidence is scarce.  Yet that does not stop Jews around the world, including myself, from retelling the tale every year at the start of the festival of Passover.  Similarly, who in Japan really believes that today’s emperor is a direct descendant of the ancient Goddess of the Sun?  The fable is far-fetched, yet it still suffices to help bind the Japanese nation to a common sense of identity.  Somewhat comparable, in a more sinister vein, was the fiction propagated during the years of the Weimar Republic that Germany lost World War I because it had been “stabbed in the back” by treacherous elements at home and abroad.  That too was far-fetched, yet the widespread sense of victimhood was compelling enough to help bring Adolph Hitler to power.  What matters are not the brute facts of the material world but the social facts that are created through the accumulation of interpretations and inter-subjective understandings.


Examples like these, though obviously simplified, demonstrate the indelible power of myth.  Once embedded in the nation’s psyche, historical memories – positive or negative, true or not – serve to promote all kinds of values, assumptions, and expectations.  Distinctive self-images evolve stressing the uniqueness of the nation: pride in achievements, claims to entitlements, insistence on grievances.  Some characteristics are largely internal to the community itself, the result of a long-term process of self-categorization.  Does national identity come to value individuality or conformity, competition or community, optimism or pessimism?  It is no exaggeration to contrast the group loyalties of Japanese society with the far more individualistic cultures of the Anglo-Saxon world.  Nor does it seem unfair to suggest that most northern European nations, by and large, place a higher premium on the reciprocal obligations of society than do some of their neighbors to the south.  Every nation’s self-esteem is founded in some set of prized attributes.  Alexander Wendt (1994: 385) call this corporate identity – “the intrinsic, self-organizing qualities that constitute actor individuality.”


Other elements, however, are more concerned with the external dimension of identity: where the nation situates itself in the larger global community.  Wendt (1994: 385) calls this social identity – “the terms of individuality through which agents relate to each other.”  Or as Smith (1991: 17) puts it, “a sense of national identity provides a powerful means of defining and locating individual selves in the world.”  This is a question of how the society categorizes itself in relation to the proverbial “other.”  Is the “other” a threat or benign, an adversary to be resisted or a potential ally to be befriended?  A nation, a wag once suggested – only half tongue-in-cheek -- is “a people with a common confusion as to their origins and a common antipathy to their neighbors” (Harmelink 1972).  That is surely a caricature.  Not all relations with neighbors need be antagonistic.  But we know that every society makes these kinds of distinctions all the time.  The United States is bordered by Canada and Mexico.  Who would deny that Americans see their relations north and south in two very different lights?  When Donald Trump campaigned in 2016 on a promise to build a border wall to keep out unwanted immigrants, no one thought he was talking about the famously mild-mannered Canadians.


And that is where geopolitical ambition fits in.  Social identity defines a nation’s interpretation of its own proper role in the world.  What makes the society distinctive, if not superior to others?  What part should it rightfully play on the global stage?  Broadly speaking, choices are framed by two polar alternatives familiar to students of international relations.  On the one hand, self-identification may mean projecting power to the extent possible, in one form or another.  The exercise of influence is taken as something akin to a birthright, an integral part of the natural order, cloaked in the rhetoric of “exceptionalism” or “manifest destiny” or “une mission civilsatrice.”  One source labels this “imperial nationalism” (O’Toole 2017: 46).  On the other hand, self-identification can mean the opposite – an “anti-imperial nationalism” disinclined to make waves, even if that were feasible; a preference instead to be left alone or to emphasize the virtues of cooperation.  Abusive use of leverage may be viewed as antithetical to the society’s basic values and norms.  Either way, self-esteem is promoted.  Geopolitical ambition (or its absence) is a direct reflection of how societies prefer to be seen by others.


The notion is a bit crude, of course, and may be said to be just as ambiguous and mutable as the broader concept of national identity from which it is derived.  Here too there are many complex elements that can make specification difficult.  And here too there can be shifts in interpretation as a result of domestic or external developments.  But once again, caveats like these hardly disqualify the notion for purposes of analysis.  The idea retains value as a rough indicator of how societies compare in their orientation toward the international environment.


As a description of reality, geopolitical ambition is undoubtedly more continuous than dichotomous in nature – in essence, a matter of degree rather than either/or.  Empirically, nations can be assumed to vary along a continuum contrasting an expansive appetite for influence at one extreme with a more self-effacing preference for autonomy at the other.  But as a first approximation for building a theory, the story can legitimately be reduced to a simple choice between the polar alternatives of imperial or anti-imperial nationalism.  Some states clearly are inclined to throw their weight around, while others simply want to do their own thing.  We may not be able to produce a precise calibration of either inclination, but we can certainly recognize the difference when we see it.


IDENTITY AND MONEY

Next, we come to the link between identity and money.  Geopolitical ambition may have plausibility as a causal variable in general.  But can it be assumed to play a significant role in the realm of monetary relations in particular?  That is the second step in my argument.


Fortunately, the challenge is not too demanding.  Concurrent with the introduction of constructivism into the field of IPE, a substantial literature has developed in recent years focusing specifically on the many ways that identity and money may interact (Sørensen (2016).  Causal links are clearly involved.  The main question until now has been: In which direction does the causal arrow point?

From money to identity

For many scholars, the arrow points clearly from money to identity.  Currencies play a role in defining a society’s sense of self.  Particularly influential is Helleiner’s (1998, 2003) early work, which pioneered a useful conceptual framework for understanding precisely how the connection works.  Currencies, Helleiner argued, may directly help to promote national identity in five ways: (1) providing a vehicle for nationalist imagery that reinforces a sense of collective memory; (2) acting as a common medium of social communication that may encourage similar frameworks of thought; (3) creating collective monetary experiences that can bolster the feeling of membership in the national community; (4) contributing to a sense of popular sovereignty; and (5) strengthening the underlying religious-like faith that is associated with nationalism.  Others who have followed Helleiner’s lead include Joseph Galloy (2000), Emily Gilbert (1999), and Marcia Pointon (1998).


Interest in the causal role of money was stimulated in particular by the introduction of the euro in 1999.  What effect would a common currency have on conceptions of group membership in Europe?  Would the euro persuade Europeans to feel more “European?”  Or would historical loyalties to the individual nation remain intact?  Numerous studies have been undertaken to explore the relationship between money and identity in various EU countries, with mixed results (Fishman and Messina 2006; Hobolt and Leblond 2009; Jupille and Leblang 2007; Moro 2013).  The general consensus is that while identities have indeed been affected, the impact to date has been mild at best.  More substantial transformations will be a long time in coming, if ever.  As Thomas Risse (2006: 69, 80) summarizes, “the euro has already left its mark on the attitudes of citizens toward the EU including identification processes, albeit to a limited degree .... The more their past currencies leave the mental maps of Euroland citizens, the more current ambivalences in popular attitudes will recede in the background.”

From identity to money

However, as numerous sources have emphasized, the arrow may also point in the opposite direction, from identity to money.  Currencies can be assumed to play a role in the construction of national identity.  But conceptions of identity may also play a role in how a society chooses to manage its money.  As Matthias Kaelberer (2004: 161) has argued, “the relationship between money and collective identity is reciprocal.”  Echoes Risse (2006: 65), “the causal arrows ... flow in both directions.”  The way a currency is managed may be a direct reflection of a particular sense of self.


An apt example was provided by West Germany’s old Deutsche mark, which for many Germans was the most visible symbol of the new respectable Germany that was born from the ashes of World War II – “an indispensable talisman of the ‘good’ Germany,” as a keen observer once put it (Shlaes 1997: 188).  In the words of a former president of West Germany’s central bank (as quoted by Shlaes 1997:190): “The German people have a broken – an interrupted – relationship with their own history.  They can’t parade like others.  They can’t salute their flag with the same enthusiasm as others.  Their only safe symbol is the mark.”  Accordingly, West German officials did everything they could to protect the DM’s reputation prior to its replacement by the euro.


For any country whose money begins to gain international appeal, the issue of reputation is central.  We know that currency internationalization can become a source of status and prestige – a form of soft power.  But is elevated rank in the global community part of what a society sees as its due?  Or would the nation be content to let others compete for primacy in world politics?  Within the policy space that an international money affords governments, such questions become pivotal.  Indeed, it is difficult to see how geopolitical ambition (or its absence) could fail to play a role in such matters, explicitly or implicitly.  The external dimension of national identity must be regarded as a critical input into currency statecraft.


POLICY SPACE

But do issuing governments really have a choice?  The menu of policy options may be broad, but the diversity of behavior we observe may be a consequence more of circumstance than of preference.  Many economists would contend that rational calculus should dictate just one optimal option for each possible set of structural conditions.  Our third step is to show that the effective range of policy choice is actually much broader than that.


In the real world, practitioners know, economic policy making -- whether domestic or international -- is as much art as science.  Pure economic theory, based on rationalist methodology, can point decision makers in the right direction, but in practice it is rarely unequivocal.  At best, economic logic can set the parameters for policy choice in any given instance – the outer boundaries of a government’s policy space.  But within that space other considerations inevitably come into play to determine actual policy outcomes.  Human agency is at work.  The point has been well summarized by Kirshner (2003: 4,7):

Economic theory is indeterminate in its ability to account for most policy choices.... Economic logic limits the range of policy choices to a plausible set, but the outcomes observed are largely attributable to politics.... Economic theory rarely tells us anything definitive.... In any given setting economic logic will effectively rule out certain options.  But there will almost always remain a range of policies that are plausible – that is, economically coherent.  And here economic theory will have little to tell us about the path chosen from this plausible set.


The indeterminacy of economic theory as a guide to policy is especially evident in the context of currency internationalization.  For any country whose money gains international appeal, there are both benefits and costs (Cohen 2015: ch. 1; Helleiner 2017).  Multiple trade-offs, therefore, are inevitable.  A rationalist cost-benefit calculus may rule out some options, but it is unlikely to settle unambiguously on a single choice in any given circumstance.  With so many variables at play, there can be no single optimum to dictate policy behavior. Kirshner (2003: 3) calls this “the inescapable politics of money.”


The list of an international currency’s benefits and costs is lengthy, including both economic and political considerations.  On the positive side are at least five broad classes of potential gain:


1.  Transactions costs.  At the microeconomic level, currency internationalization promises a variety of benefits to domestic market actors.  Perhaps most prominent is a potential boost to profits in the banking sector, which enjoys privileged access to the resources of the issuing country’s central bank.  Business can be expanded abroad at lower cost, generating greater earnings than would otherwise be possible.  Non-financial enterprises also gain from their enhanced ability to do business abroad in home currency, thus lowering exchange risk.  And ordinary citizens can enjoy the convenience of using their own money when traveling abroad.


2.  Seigniorage.  Technically defined as the excess of the nominal value of a currency over its cost of production, seigniorage at the international level is generated whenever non-residents acquire some amount of domestic money in exchange for traded goods and services.  Foreign accumulations of the currency represent an implicit economic transfer that constitutes a real-resource gain for the economy as a whole.


3.  Macroeconomic flexibility.  Cross-border use of a currency can also loosen the constraint of the balance of payments on domestic monetary and fiscal policy, enhancing the issuing state’s power to delay external adjustment – in the familiar phrase, the power to run “deficits without tears,” otherwise known as the “exorbitant privilege.”  In effect, external market discipline is relaxed.  The greater the ability to finance payments deficits with a country’s own money, the easier it is for policy makers to pursue public spending objectives. 


4.  Leverage.  Political influence is a fourth possible benefit of an international currency.  Involved here is what political scientists call “hard” power.  Material capabilities may be enhanced either directly or indirectly.  Key is the element of dependence that is created as non-residents come to rely on a national money for a variety of international purposes.  The dependence of others puts the issuer in a position to exercise leverage through its control of access to vital financial resources.  The more others rely on a currency, the greater is the issuer’s potential capacity for pressure or control.


5.  Reputation.  Finally, at the cognitive level, widespread international use of a currency can promote the issuer’s overall reputation in world affairs.  Broad circulation may become a source of status and prestige, a visible sign of elevated rank in the community of nations.  Influence is exercised through “soft” power rather than hard power.  The national currency can play a potent role as a symbol of international primacy.


Conversely, on the negative side are at least three possible costs or risks:


1.  Appreciation.  One risk of internationalization is the undue exchange-rate appreciation that could result from increased foreign demand for a currency.  The more a money gains in popularity, the greater is the likelihood that some degree of overvaluation will result.  For the nation’s consumers appreciation actually represents a benefit, since purchasing power is increased.  But for producers the effect is distinctly negative, since the competitiveness of exports and import-competing output will be eroded.


2.  External constraint.  Even more serious is the possible constraint that could be imposed on domestic monetary autonomy by an excessive accumulation of liquid foreign liabilities.  Macroeconomic flexibility could eventually be compromised by a growing “overhang” of easily movable debt, whether in cash or in the form of claims denominated in the home money.  Two dangers are posed for the issuer’s central bank.  One is the risk of volatile movements into or out of the currency, which could make the demand for money less stable in aggregate terms.  Policy makers, at any given time, may find it more difficult to target interest rates or an appropriate growth rate for money supply.  The other is the risk that over time domestic policy may become increasingly hostage to external factors, especially if doubts begin to mount regarding the currency’s future value or usefulness.  Ultimately, to persuade investors abroad to hold onto their accumulated balances, priorities at home may have to be compromised or sacrificed.


3.  Policy responsibility.  Last is the possibility that in return for the benefits it receives, an issuing country will find itself obliged to assume greater responsibility for management of broader regional or global monetary structures.  Quite apart from market-driven pressures on its central bank, the issuer may find itself called upon to accommodate systemic needs or fragilities should conditions warrant.  Monetary policy may have to be modified to contain a crisis, or subsidized credits may have to be provided to rescue some country in distress.  The contingent political claim that goes with monetary leadership is in effect the flip-side of internationalization’s exorbitant privilege – a kind of “exorbitant duty.”

 
The challenge for policy makers is two-fold.  First is the issue of measurement.  How can all these diverse elements be estimated for purposes of comparison?  To some degree it might be possible to quantify considerations like transactions-cost savings or seigniorage, though even for these it is easy to see how judgments might differ significantly.  But in some cases it may not even be possible to offer any sort of reasonable estimation in monetary terms.  What number can be placed on the benefit of reputation, for instance, or on the cost of policy responsibility?  Measurement in such cases is inherently subjective, if not purely conjectural.


And second is the issue of weighting: the relative importance to be attached to each of these diverse elements.  Here too we encounter an “index number problem.”  Opinions may differ considerably over what is more or less critical.  How valuable is the potential for leverage, say, as compared with the risk of external constraint?  How essential is macroeconomic flexibility as compared with the possible costs of exchange-rate appreciation?  Here too, subjectivity reigns.


With challenges like these, can there be any doubt that in policy-making circles sincere individuals might sincerely disagree?  The parameters for policy choice inevitably leave room for choice.  Decisions are by no means limited to a single policy option.  In Helleiner’s words (2017: 10):

There are numerous implications of [international currency] status, many pulling in opposing directions .... In this context, any official effort to determine the national interest from an aggregate cost-benefit calculation will be shaped heavily by the subjective values and specific concerns of the policymakers making the assessment.  Politics, in other words, will be central to the choices that governments make about policy toward the [international] status of their country’s currency.


OPTIONS

The fourth step in building a theory of currency statecraft is to specify the policy menu available to issuing governments – the dependent variable.  What options do decision makers actually have?

Life cycles

To understand the full menu of options that may be available, we must begin with a sense of history.  If the past teaches us anything, it is that international currencies evolve.  They have a life cycle.  Hence the options available to issuing governments may be expected to evolve as well.  Currency statecraft too will have a life cycle.  Analysis must focus on how states act at each stage of a currency’s evolution.  Our subject is not a destination but a journey.  


Conceptually, an international currency’s life cycle can be characterized as a succession of two broadly self-reinforcing processes (Cohen 2015: 97-100).  The model is elementary.  First comes a “virtuous circle” in which the issuing state’s underlying power resources promote internationalization of its money even while simultaneously currency internationalization augments state power.  But then, at some point, the virtuous circle is replaced by a more “vicious circle” in which underlying power resources come to be diminished.  Over time geopolitical decline saps the appeal of the currency, while simultaneously the weakening currency erodes economic and political capabilities.  In the end, to revive an expression first used decades ago (Cohen 1971), the currency becomes “domesticated,” reduced largely to the monetary system at home.  Others use terms like “de-internationalization” (Helleiner 2014) or “contraction” (Kirshner 2008).


The forces that drive the initial virtuous circle are familiar and have been described elsewhere (Cohen 2015).  They include an issuing state’s economic size, financial development, foreign policy ties, military reach, and quality of governance.  As state power accumulates, the country’s currency will gradually gain market appeal.  A few moneys may even make it to the very top of the currency hierarchy.  The virtuous circle has been repeated in the rise of every international money in history, from the Athenian drachma in classical times to, increasingly, the Chinese yuan today.


The duration of the virtuous circle may be quite lengthy, lasting decades, in some cases even centuries.  International currencies are not born fully developed, like Athena from the forehead of Zeus.  Rather, competitiveness tends to cumulate slowly, as market actors and central banks gradually come to appreciate the advantages that a new entrant may have to offer.  The mutual reinforcement of currency internationalization and state power may then go on for a very long time.


Sooner or later, however, a tipping point will be reached.  History is clear on this.  Across the ages no international money, however popular, has managed to escape the clutches of time forever.  The journey has not only a beginning but an end.  Apart from students of numismatics, who now remembers the Byzantine solidus or the Spanish-Mexican silver peso, though both were once widely used?  “One thing about life is for sure,” an old joke goes.  “None of us will get out of here alive.”  That would seem to be true of international currencies as well.  In effect, the money starts to slide back down the currency hierarchy and is used for fewer and fewer international purposes.  In the modern era, that is what we saw in the long agonizing decline of the pound sterling that started early in the twentieth century.  Today it is what many fear we may be seeing – or may soon see – in the historical arc of America’s greenback as well.  Such fears are almost certainly premature.  But even so it is hard to imagine that the greenback will remain on top forever.  Forever is a very long time.


The tipping point comes when outsiders begin to abandon the currency, limiting the borrowing capacity – the ability to run “deficits without tears” – that is at the foundation of a money’s contribution to state power (Cohen 2015).   Two factors are most likely to influence outcomes.  On the one hand is the vulnerability associated with an accumulation of an excessive “overhang” of foreign liabilities, which affects the demand side of the equation.  The more the issuer comes to rely on its exorbitant privilege, adding to its external debt, the more likely it is that investors and central banks will eventually begin to look elsewhere for a more reliable store of value.  On the other hand is the availability (or not) of sufficiently attractive alternatives, affecting the supply side of the equation.  How dominant is the currency?  Investors and central banks may wish to find a safer place for their wealth, but will there be any out there?  Even if vulnerable, an incumbent benefits from path dependence.  Challengers may find it difficult to offer advantages sufficient to persuade agents to make a potentially costly change.  Since both factors rely much on market psychology, which is notoriously fickle, the timing of the tipping point is obviously difficult to predict.  But with history as our guide, we can be sure that the turn will inevitably arrive.


In Hollywood’s film industry it is sometimes said that there are really only three basic stories in the journey we call life: coming of age, mid-life crisis, and coping with the approach of death.  Correspondingly, three comparable stages can be distinguished in the life cycle of an international currency.  These may be labeled youth, maturity, and decline.  Each lap of the journey poses its own distinct challenges for the strategic management of a nation’s money.

Policy options

At each stage, in principle, three broad policy options are possible.  Statecraft may be pro-active in favor of internationalization; it may be pro-active in opposition to internationalization; or it may be passive, declining to take action either for or against internationalization.  Three options at each of three stages makes for a total of nine options in all over the full length of an international money’s life cycle – a comprehensive taxonomy of currency policy choices.  


Not everyone agrees.  Indeed, most observers, without much reflection, generally tend to assume a more mechanistic link between currency internationalization and policy outcomes.  An international money is expected to translate naturally into a taste for influence.  Ability acquired is automatically equated with a propensity to project power.  The enhanced capacity for influence that comes with internationalization 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).  Representative is 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.”


But that is mistaken.  The problem with the common narrative is that it 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. 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.  In fact, none of the nine options in the taxonomy is without relevance.


During a currency’s youth, while the money’s appeal is still being established, the capabilities associated with internationalization are not yet fully ripe.  At this stage, the challenge for the issuing authority is not what to do with an international currency.  That would be premature.  The question, rather, is more existential: Is internationalization even wanted?  For some currency issuers, internationalization may be viewed as a welcome opportunity.  For others it may seem an ominous threat, posing more risk than reward.


In response, three options are possible: Promotion, Prevention, or Permission.  Attracted by the potential advantages of internationalization, the issuer may wish to take action to promote wider use of its currency.  Conversely, worried about possible costs or risks, it may actively seek to prevent foreign acceptance.  Or alternatively, it may wish to avoid any intervention at all, electing simply to permit internationalization to proceed on its own.  These three options define the menu of choice for currency statecraft at this early stage.  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 (1995).


Once a promising young international money manages to reach maturity, however, the menu changes.  The question now is not existential but practical: How does the nation live with an international money?  Options at this stage are Exploitation, Evasion, or Enjoyment.  The issuer may consciously seek 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.


Each of these three options, obviously, is an analogue of one of the three strategies available during the preceding youthful stage.  None, however, is necessarily dictated by a previous choice.  A country that initially tries to promote wider use of its money may come in time to regret its choice and now opt for escape.  Conversely, an issuer that first seeks to prevent internationalization may eventually learn to enjoy or even exploit its potential for influence.  Past is not necessarily prologue when governments decide what to do as their currencies reach maturity.


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 choice are three: Resistance, Reinforcement, or Relaxation.  These too are analogues of the preceding sets of choices but not dictated by them.  Just as policy makers may seek to promote internationalization during the youthful stage, they may now strive to resist abandonment of their currency, hoping thereby to preserve at least some of the benefits of international use.  Alternatively, analogously to Prevention in the youthful stage, they can seek to reinforce the process of decline in hopes of managing a “soft landing” for the currency.  In this case their aim is to get out of the international currency business as painlessly as possible.  Or, finally, as with the Permission option, officials may just relax and let market actors and foreign central banks decide matters.  None of the three option is what observers normally think of when considering the concept of currency internationalization.  But all are also an inherent part of currency statecraft’s journey.


THE EMPIRICAL RECORD

In principle, then, the menu of policy options is broad.  Our final step is look at what choices have typically been made in actual practice.  My focus will be on the period dating from the end of 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 regime 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.  My aim is to reason inductively from the empirical record, focusing on those currencies that have actually achieved or maintained some degree of internationalization.  I exclude currencies that have failed to gain any international appeal despite support or consideration from their issuing government, such as the Russian ruble or Indian rupee (Johnson 2013; Kumar and Patnaik 2018).   


As we know, the sample of international currencies in the modern era that have actually gained some degree of international status is in fact very small.  Included, in addition to the US dollar, are no more than a half dozen or so of other moneys, ranging from major contenders like the euro and Japanese yen to lesser currencies like the British pound, Swiss franc, Australian and Canadian dollars, and, increasingly, China’s yuan.  Yet even in this small handful of cases the diversity of revealed preferences is striking.  Policy behavior has been anything but uniform.  There is no central tendency toward which all governments gravitate.


In fact, every one of the nine policy options outlined in the menu of choice has been adopted at some point in time by one country or another.  The full taxonomy of options can be represented by a simple three-by-three matrix, as in Table 1.  Strikingly, there is not a single empty box in the matrix.  In the modern era, every possible option has been selected at least once.


In the first row of the table, for instance – representing currencies in the stage of youth – we see all three options represented.  Back in the 1960s and 1970s, when the Deutsche mark and yen were becoming increasingly popular for a variety of cross-border uses, both West Germany and Japan tried hard to resist internationalization.  Each acted vigorously to limit foreign access to the domestic capital market.  Prevention clearly was their preferred option (Cohen 2015: ch. 4).  By contrast, China more recently has taken precisely the opposite tack, actively promoting the international appeal of its yuan.  More than three dozen currency swap agreements have been negotiated with foreign central banks, facilitating use of the renminbi as a means of payment.  Regulations have been eased to permit trade to be settled in yuan, and fledgling markets for RMB deposits and yuan-denominated bonds have been nurtured in Hong Kong (Subacchi 2017).  In the 1990s Japan too briefly experimented with the Promotion option, as Tokyo sought to restore growth in the aftermath of the bursting of its so-called “bubble economy” in 1989.  But the effort proved futile and was formally abandoned in 2003 (Takagi 2015).  Members of the euro zone, meanwhile, declared from the start that they would remain steadfastly neutral on the issue of internationalization, preferring the passive Permission option.  The Europeans have done nothing to either encourage or discourage foreign use of their joint currency.


Similarly, in the second row – representing the stage of maturity – we find that in the modern era most top ranked currencies have also settled for passivity, choosing simply to enjoy whatever advantages internationalization might provide.  Only the United States has shown much inclination to self-consciously exploit the capabilities created by internationalization, though even here there have been exceptions – particularly on occasions when the dollar has come under intense speculative pressure, such as in the late 1960s and again in the late 1970s.  At such moments, Washington has also considered initiatives to evade the risks involved.  In the 1960s, Washington cooperated in the creation of Special Drawing Rights (SDRs), the International Monetary Fund (IMF)’s synthetic reserve unit, intended as an alternative source of growth of international liquidity (Frasher 2014).  Likewise, in the 1970s, Washington actively considered the idea of a so-called substitution account at the IMF, where central banks might have been able to offload some of their dollar reserves in exchange for claims denominated in SDRs.  In the end, the proposal foundered over the question of how to guarantee the exchange value of the putative SDR-denominated claims (Boughton 2001: 936-943).


Finally, in the bottom row, representing decline, we find two currencies.  One is Britain’s pound, once the world’s top currency, now just a shadow of its former self.  The other is the yen – today a mature currency but one that has suffered through a prolonged and painful decay of status since the collapse of Japan’s “bubble economy.”  For Britain, currency statecraft evolved from actively resisting decline prior to the 1960s to a policy of managed “domestication” in the 1960s and 1970s (Schenck 2010).  For Japan, the passive Relaxation option has prevailed since Tokyo abandoned its brief experiment with a Promotion strategy in 2003.  Some have suggested that the US dollar too should be placed in this category, but signs of decline in the greenback’s popularity to date have been faint at best.  By virtually every practical measure the dollar remains as widely used as ever.
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EXPLANATION

How do we explain this mixed empirical record?  Where some issuers have favored internationalization, others have opposed it; and over time a few have shifted their preferences sharply from one option to another.  Though the sample of cases is small, the differences of behavior are great.  Amidst such diversity any theoretical generalization would seem difficult, if not downright foolhardy.  As it turns out, only geopolitical ambition appears to offer a unifying explanation.


In principle, any number of causal variables might be expected to be involved.  We are all aware of the limitations of monocausal explanations of behavior in the social sciences.  But at first glance we find few consistent relationships in the mosaic of choices described in Table 1.  Economists might emphasize the role of an issuing country’s economic size, the sophistication and openness of its financial markets, or the quality of its macroeconomic management -- all key factors that make a money competitive internationally.  But none of these attributes distinguish clearly between nations that have been pro-active in favor of internationalization and those that have been opposed.  Large economic size, financial development, and effective inflation control are characteristic of nearly all the economies listed in the table, whatever the particular orientation of their currency policies.  


Similarly, political scientists might lay stress on political regime type or foreign policy ties, but there is little to distinguish among currency statecrafts here, either.  Apart from China all issuing countries have been democracies, and all including China have been extensively engaged in international affairs, yet their monetary strategies have been strikingly different.  Moreover, in cases such as Britain or Japan, currency policies have changed dramatically even as regime type or foreign ties have remained largely stable.


Finally, some might point to domestic politics – the role of diverse interest groups and the social and political institutions through which preferences are aggregated and mediated.  Over the past quarter century an extensive literature has arisen addressing the purported domestic determinants of monetary or exchange-rate choices, much of it inspired by the seminal work of Jeffry Frieden (1991).  While some scholars focus directly on preference formation (Walter 2013; Frieden 2015; Steinberg 2015), others concentrate on the influence of domestic institutional arrangements (Leblang 1999, Bernhard and Leblang 1999; Broz 2003; Bearce 2003; Bearce and Hallerberg 2011).  But the sad fact is that for all the effort that has gone into such scholarship, little consensus has emerged to provide a practical guide to policy analysis.  In the real world, both group interests and socio-political institutions tend to be too opaque and fluid to permit unqualified generalizations (Cohen 2017).


Upon closer inspection, however, one remarkably consistent pattern of behavior does emerge.  That factor is the extent of an issuer’s geopolitical ambition.  Only geopolitical ambition, its presence or absence, seems to correlate closely with policy choices.


A connection between currency choice and geopolitical ambition seems logical.  For societies eager to project power in the world, pro-active currency strategies of Promotion or Exploitation or Resistance (depending on where their money happens to be in its life cycle) clearly make sense.  A desire to build or sustain an international currency follows naturally from an aspiration to be a major regional or global power.  Conversely, for issuers that would instead prefer to avoid the risks or responsibilities of a leadership role, the reverse would seem to 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 nations that are more ambivalent, unable or unwilling to make up their mind.  Some countries in this category may settle for a neutral stance because they are genuinely unsure whether the benefits of a more pro-active policy would outweigh the costs.  Others might be hampered by internal political divisions.  That is especially so in the special case of the euro zone, where geopolitical ambition is unavoidably constrained by the absence of a genuine political union behind the currency.  In all instances the connection between currency choice and geopolitical ambition is not tautological but causal, emphasizing a motivating factor that is largely ignored in conventional discussions of currency statecraft.


Most importantly, the connection is supported by the evidence.  A pattern linking currency choice and geopolitical ambition is clearly visible in the columns of Table 1.  All of the issuers in the first column, who chose pro-active policies in favor of internationalization, are countries that were or are well known for their geopolitical ambition.  That is certainly true of today’s China, which has long advertised its determination to regain its historical place as one of the world’s Great Powers.  In the words of one Chinese scholar (Yan 2001: 33): “The rise of China is granted by nature”   Likewise, it is obviously true of the United States, sometimes called the world’s last superpower.  It was so for Britain in the early years after World War II, when London still aspired to preserve the remnants of its once grand empire.  And it may also be said of Japan briefly in the 1990s when Tokyo was confronted with the sudden emergence of China as a serious regional rival.


Conversely, most of the issuers in the middle column, who have chosen pro-active policies in opposition to internationalization, were at the time well known for their rejection of geopolitical ambition.  These include both West Germany and pre-1990s Japan, each content during the years of the Cold War to shelter beneath America’s nuclear umbrella.  And of course they include the United Kingdom as well once London accepted that the days of imperial glory were over.  The only possible anomaly would seem to be the United States, which as indicated has at times seemed ready to abdicate some of its hegemonic privileges.  Such moments of self-doubt, however, have been relatively rare.


Finally, there are those in the third column, whose currency statecraft has remained essentially passive.  On the one hand, none of these issuers – neither the euro zone, nor the producers of today’s lesser elite currencies, nor post-2003 Japan -- have shown much inclination to project power beyond their borders.  Yet on the other hand neither are they shy wallflowers, eager to retreat from the world.  For them a non-activist posture, receptive but not pushy, makes the most sense.


CONCLUSION

A credible theory of currency statecraft, therefore, does indeed seem possible.  I have focused on the question: How do we explain the diversity of policy choices evident in the empirical record?  The answer, I have argued, is that within the ample policy space available to decision makers, behavior is driven above all by the extent of an issuer’s geopolitical ambition.   The greater a society’s commitment to build or sustain a prominent role in the community of nations, the more likely it is to pursue a pro-active strategy in favor of currency internationalization.


The lesson, therefore, is clear.  Currency statecraft is about much more than just currency.  It is in fact a core component of what we mean by grand strategy in foreign policy.  At bottom, it is about how a society sees itself in relation to others.  War, George Clémenceau famously declared, is too important to be left to the generals.  My argument, by analogy, is that currency strategy is too important to be left to the economists.
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