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Article 1: International Monetary Relations: Influence and 
Leadership 
 

 

Abstract 

 

This paper leverages relevant literature to examine the recent history of international 

monetary relations. More specifically, the paper focuses on how the rules of the international 

monetary regime have created considerable policy constraints for non-reserve emitting 

countries, and how these countries have reacted in order to create greater policy autonomy 

thus diminishing the structural power of the United States in this regime. To conclude, the 

paper applies international relations theory to examine the potential for future cooperation 

under conditions of diffuse autonomy and diminished leadership, giving special attention to 

the importance of social norms in the assignment of policy adjustments between countries. 

 

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

 

 

Resumo 

 

Com base em literatura relevante, o estudo busca examinar a história recente das relações 

monetárias entre países e compreender como as regras do regime monetário internacional 

criaram restrições significativas às políticas monetárias dos países que não emitem moeda de 

reserva. Além disso, o estudo procura analisar como tais países reagiram a essas restrições a 

fim de atingir certa independência e, portanto, diminuir o poder estrutural dos Estados Unidos 

nesse regime. Para concluir, o estudo aplica a teoria de relações internacionais para examinar 

o potencial de processos de cooperação futuros sob as condições de autonomia difusa e de 

liderança reduzida, com atenção especial à importância das normas sociais para a 

determinação de ajustes de políticas entre países. 

 

Palavras-chave: Relações Monetárias entre Países, Poder Monetário, Construtivismo, 

Cooperação 

 

 

 

 

 

 

 

 

 

 

I. Introduction 
 



 7 

As Barry Eichengreen (2013a) succinctly explains, unlike the symmetric deflationary 

shock of the great depression, the financial crisis of 2007-2008 created an asymmetric 

deflationary shock that in turn led to divergent policy moves. Reacting to frozen capital 

markets and deflationary pressure, core developed countries turned on the monetary tap, 

creating liquidity and driving down interest rates. As markets were flooded with 

cash,investors turned to the carry trade, seeking greater return in emerging market economies 

(EMEs) where growth and interest rates remained relatively high. 

Worried that this wave of „hot money‟ would create unsustainable financial 

conditions in domestic capital markets, in addition to concern for inflation and currency 

appreciation, officials across a diverse group of emerging markets began implementing 

controls on capital inflows.
1
 

Under such conditions, it has been shown that both small and large countries would 

derive first order gains from greater policy coordination (Obstfeld 

2009)(Eichengreen2013a)(Portes2012). Such cooperation would preferably take place via 

some combination of diminished monetary stimulus on the part of the advanced economies 

and lower public spending by EMEs. However, despite initial policy coordination at the 

outset of the global financial crisis little has been achieved on this front since.
2
 

In this light, this paper leverages relevant literature to examine how structural changes 

in the international monetary regime have led to increased policy autonomy but diminished 

leadership(Cohen 2008)(Cohen 2013). To do so means to look at the historic evolution of the 

system andthe role of the United States in coordinating (intentionally or not) policy 

adjustments between countries.To these ends, the paper focuses onhow the rules of the game 

have created considerable policy constraints for non-reserve emitting countries, and how 

these countrieshave reacted in order to gain greater policy autonomy thus diminishing the 

leadership capacity of the United States in this regime.  

 To conclude, the paper leverages international relations theory to examine the 

potential for future cooperation under conditions of diffuse autonomy and diminished 

                                                        
1
 Mechanisms used include the requirement of reserve deposits, restrictions on the size of currency derivatives, 

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

2013)  
2
 Policymakers across advanced countries and EMEs were able to coordinate fiscal and monetary stimulus to a 

certain extent in the immediate aftermath of the crisis. However, such coordination reflected what Benjamin 

Cohen has labeled as “regime preservation” rather than “policy optimization.” While the first references a 

situation in which the interests and preferences of countries simultaneously align, the second refers to a situation 

in which the interests of countries may be in alignment, however, preferences do not coincide for one reason or 

another (Cohen 2000). Amongst such reasons is the fear of defection by other states. 
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leadership, giving special attention to the importance of social norms in the assignment of 

policy adjustments between countries. 

 

II. The International Monetary System and the Dollar 
 

It has long been understood that in order for the international monetary system to 

function properly, allowing for cross-border trade and investment, it is essential that there be 

sufficient liquidity, adequate confidence, and timely adjustments (Mundell 1969). Benjamin 

Cohen (2014) has recently added „leadership‟ to this list of international monetary essentials. 

Loosely defined by Cohen as governance, or the “formulation, implementation and 

enforcement of norms of behavior,” here leadership will be defined as the ability to effect 

policy adjustments between countries.  

Today, the role of liquidity provision and confidence falls largely on the U.S. dollar 

and dollar denominated debt instruments (specifically U.S. Treasuries). This arrangement can 

be understood as one stemming from historic decisions, especially the arrangements made 

under the Bretton Woods accords of 1944. Furthermore, this global reliance on the dollar, 

together with the United State‟s historically limited openness and the relative size of its 

domestic market, has provided the United Stateswith overwhelming monetary power (Cohen 

2004). Inasmuch, the Fed has been positioned to play the role of regime leader, effecting 

policy adjustments between countries.  

 

Leadership under Bretton Woods 
 

From the outset of the Bretton Woods system the United States maintained an 

outsized portion of global output, with U.S. GDP peaking at 35 percent of global GDP during 

the 1980s (Currency Composition –IMF-).This overwhelming advantage in industrial output, 

due largely to the devastated condition of the European economies,led to significant global 

demand for dollars. As the world begin to rebuild it requiredlarge amounts of capital goods 

that could only be obtained in the United States. As such, and with contributions from other 

parallel arrangements,
3
 capital began flowing out of the United States towards Europe.  

 

                                                        
3
 The Marshall Plan also led to large capital flows to Europe (Steil 2013). 
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Graph 1-1: U.S. GDP as Percentage of Global GDP 

 

 

Indeed, as many have argued (or complained, as did French President Charles De 

Gaulle
4
)this new privileged position of the dollar allowed the United States to use its paper 

currency to purchase goods and services across the world without giving up anything in 

exchange (Eichengreen 2011). Essentially, as dollars went out theywere then held as reserves, 

or used to settle trade with third parties, creating a situation in which the United States found 

it unnecessary to balance its external accounts.
5
 This structural source of power was 

institutionalized via the Bretton Woods accord in which, by means of last minute 

maneuvering by the head American negotiator, it was determined that the dollar would be 

considered „as good as gold‟ (Steil 2013). 

 The consequence of the combined de facto and de jure establishment of the dollar as 

the global reserve currency, along with the relative size and limited exposure to foreign trade 

of the U.S. economy, was to lend the United States the power to force policy adjustments on 

other countries (Henning 2006). Essentially, while the Bretton Woods period saw the Fed act 

as the provider of both international liquidity and confidence, itsinstitutional arrangements 

would also allow the United Statesto push through necessary bilateral and multilateral policy 

                                                        
4
 See Steil (2013) 

5
 Referred to as „Exorbitant Privilege‟ in 1960 by the French Minister of Finance, Valéry Giscard d‟Estaing 

(Eichengreen 2011). 
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adjustments. While this role of systemic leader was originally derived from the relative 

economic size of the United States, it wouldsurvive due largely to inertia. 

 

Leadership under a Floating Regime 
 

The United States‟ decision to sever the dollar‟s linkto goldhas been contributed to a 

number of factors, including a continually growing global demand for liquidity,
6
expanding 

social expenditures at home, large budget deficits driven by war expenditures, and finally a 

shift in preferences by the Nixon administration. Essentially, the Nixon administration 

concluded that it was no longer in the best interest of the United States (strategically or 

economically)to continueprovidinga gold linked global reserve currency, a global public 

good, which required that the dollar price of gold be maintained at a certain predetermined 

level. As such it wished to free itself of this burden in order to gain greater discretion 

overmonetary and fiscal policyrather than using these policy tools as levers to enact external 

adjustments.
7
 

This decision would result in thede facto adoption of a floating rate currency regime 

in early 1973, though with the dollar still holding the position of the regime‟s key 

international reserve currency.
8
 

Furthermore, as Robert Henning (2006) has pointed out, the move to a floating regime 

allowed the U.S. to more fully leverage its privileged structural position in the international 

monetary system in order to exact policy adjustments from its trading partners. No longer 

was it necessary for the Fed (or for that matter the Treasury)
9
 to adjust policy according to the 

dollar price of gold, rather both institutions were freed to pay greater heed to domestic 

economic conditions. As other countries continued to seek dollars and dollar denominated 

assets to strengthen their international liquidity position, the United States was able to 

                                                        
6
 The dilemma confronted by the United States in the provision of the global reserve currency under the Bretton 

Woods system was first elaborated on by Robert Triffin (1960) and thus came to be known as the Triffin 

dilemma. The Triffin dilemma refers to the conflict between short-term domestic monetary goals and long term 

international goals confronted by the provider of the global reserve currency when that currency is valued in 

terms of metallic reserves. When providing the liquidity demanded by foreign nations, the provider of the global 

reserve currency effectively creates a self-perpetuating trade deficit-which eventually undermines the value of 

the reserve currency with respect to the commodity to which it is linked.    
7
 In fact, this decision was arrived at in a rather gradual manner. Via a process dubbed as „benign neglect‟, in 

which the United States adjusted policy with little regard to the dollar price of gold. 
8
 Again, this was largely due to the prior institutionalization of the dollar as the global reserve currency and the 

impracticality of replacing the dollar.  
9
 In fact, beginning in middle of the 1960s the Treasury begin taking on increasing responsibility for 

maintaining the dollar price of gold (Bordo and Eichengreen 2008) 
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continue emitting such assets without incurring the cost of high interest rates or the loss of 

market confidence.  

Situations in whichthe United States was able to leverage this overwhelming 

monetary powerto effect adjustments include; (1) the original collapse of the Bretton Woods 

system in the early 1970s; (2) the currency conflicts resulting in the Bonn Summit (1978), the 

Plaza Accords (1985) and the Louvre Accords (1987); (3) the global recession and recovery 

in the 1990s; (4) and finally the global recession and recovery of the early 2000s (Henning 

2006). This is not to mention the various situations in which U.S. monetary policy created 

pro-cyclical forces for emerging market economies.
10

 

According to Henning, these episodes of forced (intentional and non-intentional) 

monetary and fiscal adjustments gradually pushed other countries to seek „countermeasures‟ 

against the power of the dollar and the U.S. market. Essentially, other countries sought 

greater monetary autonomy.  Such countermeasures included, enhanced regionalism (the 

Eurozone), internal structural adjustments (Japan), in addition to the accumulation of large 

currency reserves (EMEs).  

The following section examines more closely the mechanisms and significance of 

policy autonomyin the context of international financial integration, with specific attention 

given to the situation of EMEs.  

 

III. Autonomy 
 

For Cohen (2008), relations between countries in the international monetary system 

can be dissected into autonomy and influence. While the former relates to a country‟s ability 

to adjust monetary policy according to domestic economic needs, the later is “defined as the 

ability to shape events or outcomes” and recognized as an “essential sine qua non of systemic 

leadership.” In an earlier article, Cohen laid out the mechanics that allow a country to 

maintain autonomy and exert influence. According to Cohen (2005), both aspects relate to the 

degree of monetary power retained by a country, which he breaks down into dueling 

capacities, the capacity to delay and the capacity to deflect.  

A country‟s ability to delay adjustments, according to Cohen, rests on that countries 

international liquidity position, or in the case of the United States its borrowing capacity. 

Likewise, the capacity of a country to deflect the need to adjust policy rests on that country‟s 

                                                        
10

 See next section (Autonomy) 
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„openness and adaptability‟ (Cohen 2005). Essentially, a country with greater exposure to 

external trade or with less flexibility to shift factors of production from one industry to 

another is more vulnerable to sudden shifts in policy.  

In this context, EMEs are a case of their own. Beginning in the 1970s, a sharp 

increase in the cross border flow of capital and the gradual opening of domestic capital 

markets created a situation in which EMEs became increasingly beholden to market 

sentiment. Essentially, these countries saw themselves forced to adjust monetary policy in 

order to maintain an adequate international liquidity position. However, such adjustments 

have often had the unwanted consequence of affecting the external sector via swings in the 

exchange rate. This policy conundrum has been denoted as the „impossible trilemma.‟
11

From 

the monetary turbulence of the 1980s (Latin American Debt Crisis) to the Asian financial 

crisis that erupted in 1997, EMEs have consistently seen their policy options limited by the 

need to maintain market confidence and as a corollary, adhere to market fundamentals.  

Though many have argued that the several bouts of currency and banking crises 

across the developing world have been precipitated by poor policy (Kaminsky and Reinhart 

1998; Kawai 1998),HélèneRey has shown that emerging markets are often afflicted by 

sudden changes in U.S monetary policy (2013). Rey refers to these waves of capital inflows 

and subsequent outflows as the „global financial cycle.‟ As the Fed withdraws dollar liquidity 

from global markets, once sustainable debt becomes unsustainable overnight as capital is 

drained from the periphery in a „race to safety.‟ This phenomenon has become to be known 

as „risk-on‟ „risk-off,‟ with global risk appetite measured by the VIX.
12

 

 

                                                        
11

 The idea of the impossible trilemma was introduced by Obstfeld, Shambough, and Taylor (2004) and states 

that a country can only maintain a combination of two of three policies including a fixed exchange rate, an open 

capital account, and an independent monetary policy. 
12

Chicago Board Options Exchange Market Volatility Index 



 13 

Graph 2-1: Aggregate Capital Flows and the VIX 
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reserves) to stem the power of the dollar. Indeed, according to Cohen (2014), the past decade 

has seen a sharp increase in autonomy but a consequent decline in influence. For Cohen, this 

increase in autonomy and decline in influence has been the result of three essential factors; 

the creation of the Eurozone and the Euro, the large build-up of foreign currency reserves, 

and the widening of global payment imbalances. The first two being, for Randall Henning, 

direct reactions (countermeasures) from advanced economies and EMEs in defense against a 

dollar denominated system and the requisite consequences.  

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

the global financial crisis.  

 

The Global Financial Crisis: cooperation splitting at the seams 
 

Despite initial monetary cooperation in 2009, via coordinated monetary and fiscal 

stimulus in addition to extensive bi-lateral currencyswap agreements, policy alignment has 

been nearly non-existent since. Indeed, as emerging markets retook growth beginning in 

2010, the advanced economies continued to languish and monetary policy began to diverge. 

As core developed countries turned on the monetary tap, creating liquidity and driving down 

interest rates, investors turned to the carry trade seeking greater return in emerging markets 

where rates remained relatively high.  

In reaction to these events, EMEs had the option to cut interest rates or lower public 

spending (Eichengreen2013a). However, while the first was seen as an inflationary risk, the 

second was largely perceived as politically unviable. Consequently many EMEs applied 

market based capital controls on inflows to stem currency appreciation and protect against the 

creation of untenable positions in local financial markets, with Brazil and India turning to 

reverse-currency swaps to stem devaluation upon the eminent termination of the Fed‟s asset 

purchase program in the summer of 2013.  

Also of importance for this analysis, the very same mechanism that carried „hot 

money‟ to EMEs also served to restrict the marginal effectiveness of U.S. quantitative easing 

at home. That is, the funds made available by the Fed tended to flow out of the United States 

thus limitingthe policy‟s marginal effect on domestic demand. Compounding this situation, 

due to institutional design (in addition to regional politics) the European Central Bank was 

considerably delayed in aggressively pursuing monetary easing in the Eurozone, despite 
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sustained deflationary pressure, thus creating even further opportunity for international 

arbitrage and slower global growth prospects.  

Consequently, as noted in the introduction, both small and large countries stood to 

achieve first order gains from enhanced cooperation (Obstfeldand Rogoff 2009)(Eichengreen 

2013a)(Portes 2012). Nonetheless, such mutual policy adjustments never occurred, leading 

instead to incessant finger pointing regarding whose policies were errant and thus who should 

adjust. Today, as the Fed looks to return to monetary normalcy, the short and long term 

effects of quantitative easing are still uncertain and contested. The current domestic debate in 

the United States revolves around the marginal benefits of this program, particular whether 

the extension of extraordinarily low rates is justified or whether this policy is contributing to 

future financial instability and undesired inflation. At the international level, quantitative 

easing, its consequent withdrawal, and the eventual normalization of rates have been blamed 

for unfairly weakening the dollar and creating financial instability. Likewise, the United 

States has pointed to failed policy in the Eurozone, in addition to suppressed demand in 

surplus countries, as being key culprits of the slow global recovery.  

Unlike in the past, the United States was unsuccessful in obliging others to make 

adjustments. This failure of its leadership abilitiescan be largely attributed to the 

countermeasures taken not just by the advanced economies (monetary union/domestic 

restructuring) but also to those taken by EMEs, a group of countries thathas come to play an 

increasingly important role in the global economy.  

Essentially, while other countries have so far been unsuccessful in „dethroning‟ the 

dollar, they have indeed achieved relative gains (to weaken its position). Internal attempts at 

rebalancing are represented by emerging economies‟ compilation of large FX reserves 

(Cohen 2008) their use of capital controls (Chwieroth 2013), varied interventions in currency 

markets (Bastosand Da Silva 2014), the deepening and opening of domestic capital markets 

(McCauley 2011), and enhanced economic protectionism. External balancing may be seen in 

bodies created to diminish the role of the Bretton Woods institutions (the IMF and World 

Bank) (Beattie 2014),
13

 in the attempt to settle more international transactions in an 

                                                        
13

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

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

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

dollars and only the first thirty percent of a member nation‟s quota will be made available without a prior 

agreement with the International Monetary Fund (Treaty 2014). 
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alternative currency (Eichengreen and Kawai 2014)(Gagnon and Troutman 2014), or in the 

extension of credit in alternative currencies. 

However, to date, while these policies have provided EMEs with greater policy 

autonomy (Cohen 2008), they have afforded little in the way of leadership capacity. 

Furthermore, such policies as the hoarding of foreign exchange reserves, the use of capital 

controls, and currency interventions are not without costs (Forbes et. al. 2012)(Rodrik 2006).  

Nonetheless, as previously explained, the current reliance on the U.S. dollar as the 

primary global reserve currency, with the necessary limits on autonomy and leadership that 

this arrangement applies, is not sustainable; if not for political reasons, then at least for 

technical reasons. As global output expands, there will be an insufficient supply of dollar 

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

 

Looking Forward: Cooperation and Leadership 
 

Scholars such as Benjamin Cohen (2013) have pointed to the fragmentation in 

monetary cooperation following the global financial crisis as a previewto a coming „monetary 

disorder,‟ in which the international monetary system lacks effective leadership and thus 

necessary policy adjustments. Indeed, at the beginning of 2015, while the United States is 

looking forward to raising interest rates, the European Union is just beginning its own 

program of quantitative easing to save the Eurozone from outright deflation. Elsewhere, the 

Chinese economy is suffering through a rebalancing effort that necessitates deleveraging. 

However, as its economy slows and credit becomes scarce, it could be tempted to cut rates 

thus driving down the exchange value of its currency. This is not to mention the massive 

program of quantitative easing, admittedly aimed at competitive devaluation, being practiced 

by Japan. 

As previously discussed, the U.S. share of global output spiked in the 1980s, but now 

stands at just under 25 percent (IMF). As the world‟s emerging markets continue to grow, 

adapting new technologies to arrive closer to the production frontier, the United States 

representation in total global output will continue to decline. Additionally, while net exports 

and imports once stood at just 8 percent of U.S. GDP, the external sector today represents 

nearly 25 percent of U.S. GDP (Henning 2006)(WorldBank). While these figures both point 

to a more balanced world economy, they also suggest a future in which theFed finds it more 
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difficult to continue setting policy as if the U.S. were a closed economy, effectively 

diminishing U.S. autonomy and thus its capacity to lead (Eichengreen 2013b).  

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

increasing store ofsafe and liquid assets. Today, U.S. Treasury Bonds continue tofulfill this 

demand (making up slightly more that 60 percent of global foreign currency reserve 

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

see how the U.S. would be able to emit enough debt to safely satisfy the global appetite for 

such assets (at least while the global economy attempts to rebalance demand). This situation, 

along with the fragmentation highlighted by the global financial crisis, place the continued 

monetary leadership of the United States, and thus the function of this system, into question.  

 

 

Graph 1-1: Currency Composition of Official Foreign Exchange Reserves 
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Graph 2-1: GDP Growth 

 

 

 

 

 

 

 

One solution to this situation, the creation of an international currency, was proposed 

and to a point implemented in 1969, as it was becoming all too painfully obvious that a 

system wholly reliant on the dollar (tied to gold) was not sustainable. However, as Barry 

Eichengreen has explained (2011) the successful adoption of such a scheme requires that 

countries are willing to hold large amounts of such an instrument. For this to occur, the 

instrument must be widely traded, thus allowing for the creation of deep and liquid markets. 

Though, for an instrument to be widely traded it must first be widely held. Hence, there is a 

sort of chicken and egg issue. Second, the current such instrument, the SDR (Special 

Drawing Rights), a foreign exchange reserve asset administered by the IMF, is valued with 

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

 According to Cohen (2014), a more likely solution “in our fragmented Westphalia 

system…[is that] we find ourselves gradually moving towards a more fragmented monetary 

universe.” What Cohen means is that the future is likely one in which a significant amount of 

international trade and capital flows are settled in several different currencies. Despite the 

current widespread international use of the Euro, Japanese Yen, and British Pound, the 

Dollar, or Dollar denominated assets, still represent a significant majority of all foreign 

-6

-4

-2

0

2

4

6

8

10

P
e

rc
e

n
t 

C
h

a
n

g
e Advanced 

Economies

Emerging 
Markets and 
Developing 
Countries

Source: World Economic 
Outlook Database (IMF)



 19 

reserves. Furthermore the dollar is used to settle nearly 45 percent of cross-border trade in 

goods and services (RMB 2015).  

The greatest concern in this case should then be how will the transition to such a 

system be, and once we arrive to such a system how will it be managed. If international 

monetary cooperation proves difficult today, at a time in which the United States is still 

positioned as the international monetary hegemon, what is the hope for cooperation and 

monetary leadership in the future? What mechanisms are available for us to ensure the 

provision of liquidity and confidence, along with adequate and fair adjustments, in a 

fragmented system?   

The following section provides a more in-depth analysis of this dilemma, with 

specific attention paid to the interests and institutions involved in carrying the system to a 

new equilibrium. To do so, the section provides an introduction to the different theories of 

international cooperation. 

 

IV. Theories of Cooperation 
 

 Cooperation is a prevalent topic in international relations literature. This section 

examines the potential for future cooperation in international monetary relations via the 

lenses of three distinct theoretical concepts, neorealism, neoliberalism, and constructivism. 

Up to this point, this analysis has attempted to better understand the power structures of 

international monetary relations; specifically how these structures have been intentionally 

altered over the course of time and the significance of such change for current and future 

cooperation.    

 It has been shown that since the implementation of a floating currency regime, and the 

rapid expansion of cross-border financial flows, international monetary relations have been 

marked by the power of the United States and the consequent role of the Fed in effecting 

policy adjustments between countries. Furthermore, the analysis has highlighted how 

advanced and emerging market economies alike have enacted „countermeasures‟ to create 

greater policy autonomy and how these „countermeasures‟ have served to reduced the 

regime‟s capacity to realize effective adjustments between countries.  

 The following theoretical review is aimed at highlighting the difficulties of traditional 

understandings of power and cooperation to make a case for mutual adjustments under 

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

the assignment of responsibility for adjustments.  

 

Neorealism and International Monetary Cooperation 
 

Neorealism contends that states are self-interested and that their preferences are 

determined by the fact of anarchy (Kirshner 2009).  The underlying factor driving the 

decisions of states in this theoretical context is the “differences in relative power and 

security.” Meaning that states will take action towards economic ends so long as that action 

does not diminish the state‟s relative power.  

 Furthermore, neorealist believe that change will occur either by internal balancing or 

external balancing. As such, states will look to boost internal production and generate greater 

material might, or states will look to make alliances with other states. Either way, the main 

determinants of change are material sources of power and a predominant preference for 

relative gains. Hence, cooperation between states is seen to be restricted due to the structural 

distribution of capabilities and the resultant fear of relative gains of others (Kirshner 2009). 

  With respect to neorealism, a vision of possible change, and thus augmented 

cooperation, in the international monetary system regime would appear to be limited to what 

EMEs and developing economies can achieve through internal and external balancing, since 

the United States would necessarily concede relative gains in a shift to a new equilibrium. 

And as explained by Barry Eichengreen (2011) amongst others, a true shift in this regime, 

besides perhaps marginal changes in monetary autonomy, is not possible so long as dollar 

denominated assets are the ultimate source of safety and liquidity. For this situation to be 

altered then, either a fundamental shift in the politics of the European Union would need to 

occur (allowing the Euro to play an even larger international role), China would need to 

liberalize its financial system while maintaining economic growth and stability (repositioning 

the Renminbi to enhance its role as an international currency), or some existing (SDRs) or 

new international currency would need to be widely adopted in international trade and 

finance (Eichengreen 2011). 

However, all of these possibilities are confronted with deep collective action 

dilemmas in which one state or another would need to cede autonomy. As witnessed during 

the recent financial crisis, while countries were able to coordinate monetary and fiscal 

policies at the outset, such cooperation quickly deteriorated as country specific 
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preferencesdiverged. Furthermore, additional measures were taken to push back against the 

erosion of policy autonomy. This has led to a situation in which even the dominant monetary 

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

 

Neoliberalism and International Monetary Cooperation 
 

In contrast to neorealist theory, which suggests actors are primordially concerned with 

relative gains, neoliberalism sees actors as acting in pursuit of ranked preferences (Cooley 

2009).  

 Due to these assumptions rational institutionalists, such as Robert Keohane (1984), 

believe that under anarchy states may achieve coordination by means of international 

regimes. These international regimes, according to Keohane, are purposefully designed and 

often rely in the beginning on the provision of some public good by the systemic hegemon, 

although the regime can survive after the decline of that hegemon. Furthermore, in order to 

dispel fear of retrenchment and loss, the regime will involve implicit or explicit principles, 

norms and rules. 

As previously discussed, the asymmetric nature of the deflationary shock that struck 

following the price collapse in the United States housing market provided the opportunity for 

first order gains via policy coordination for both developed as well as emerging market 

countries. With respect to the developed countries that experienced deflationary shocks, these 

countries could have worked together more closely in order to align their monetary responses 

thus eliminating competitive depreciation (or the global drag created by zero growth in the 

Eurozone) and enhancing the effect of quantitative easing on output and demand. On the 

other hand, between this first group and those countries that largely escaped the deflationary 

shock, coordination could have been achieved via calculated reductions in asset purchases by 

the first (monetary expansion) and a limited contraction in government spending by the 

second (Eichengreen 2013a). 

According to neoliberal theory, mutual gains are to be had via new political 

arrangements constructed by states that pursue their ranked economic preferences (Keohane 

1984). However, with regard to monetary policy no such arrangement has yet taken shape. 

This begs the question as to why? 

In this respect the IMF has suggested that there is a fundamental divergence between 

the understandings held by policymakers regarding the size of the tradeoffs presented by 
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coordination and a resultant disagreement over who should adjust and how much. The IMF 

solution is for an institution (itself) to play the role of “neutral assessor...in order to bridge the 

divergent views of national policymakers” (Ghosh and Ostry 2013). However, to this point it 

would appear as if the IMF‟s attempt to fill such a role has been in vain. Though, for what 

reasons is unclear.  

Effectively, the IMF‟s suggested solution goes beyond the insuring against defection 

to the reordering of preferences. In as much, it should be asked if countries simply do not 

recognize their own interests, or if perhaps their ordering of preferences differs from what a 

pure rational economic calculation would suggest? In this case, it is important to consider the 

influences and mechanisms that allow for the creation and ordering of these preferences. 

 

Constructivism and International Monetary Cooperation 
 

For constructivists, the world cannot be viewed independently of language. That is to 

say that language gives meaning to objects. This varies distinctly from both the neorealist and 

neoliberal view of the world, both of which practice an epistemology wherein facts exist 

outside of language. In these two theoretical approaches, knowledge may be attained by the 

observation of pure material facts with little heed given to the word. This is not to say that 

constructivism rejects causality or positivism, but rather that in order to understand how 

material facts influence events, constructivist believe that one must first understand the social 

ontology or social construction of those facts (deeds) via language. 

This takes us to constructivism‟s ontology. According to Guzzini (2005) 

constructivists understand that knowledge is socially constructed, producing a process in 

which subjects and structure are co-constituted. Debrix (2003) suggests that it is through this 

mechanism that constructivist are able to “reject structural realist models that often come up 

with predetermined explanations of political situations.”  

It was Alexander Wendt (1992) who first addressed this problem in the work of 

Kenneth Waltz (1979), the premier neorealist. While Waltz asserted that identity was 

constructed in interaction, and that under conditions of anarchy this interaction inherently 

created self-interested actors with the primordial interest of survival, Wendt questioned this 

reasoning asking why this socialization had to be so and not otherwise. Wendt essentially 

argued that actors, or states, were not predetermined to seek relative gains, but that through 

alternative actions may be socialized to cooperate for mutual benefit.  
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While playing a leading role in the development of constructivism, Wendt is seen by 

many as having essentialized identity and action to the detriment of norms and language 

(Zehfuss 2002). In doing so he effectively “fails to address how a single actor, locked into 

only one logic, would be able to step out of that logic in the absence of some kind of 

differentiation in the system” (Fierke 2003). For Fierke the answer to this riddle comes in the 

form of language games through which individuals are simultaneously subjects and agents, 

constrained by the rules of the language game as well as “capable of agency with it.” 

To understand what this means for constructivist‟s understanding of agency we return 

to the last of Guzzini‟s three core aspects of constructivism, reflexivity. Guzzini suggests a 

need to “reflect on how the social construction of knowledge can affect social construction of 

reality and vise versa.” To develop this idea more closely the author leverages the concept of 

power. Guzzini explains that the meaning of power is theoretically dependent, while 

neorealist and neoliberals see power as emanating from material goods, constructivist see 

power as “an idea of counterfactuals.” Essentially, why is the world as it is and not 

otherwise?  

According to constructivism ontology, knowledge is socially constructed by means of 

language that defines deeds (Searle 1995), that which is possible, and establishes rules, with 

rules defining the proper behavior for an actor of a certain identity (Finnemore and Sikkink 

1998). And through the continuous constitution of knowledge via language, actors may 

continuously redefine that which is legitimate and that which is possible.  

As such, in the eyes of Guzzini, the attribution of power, or the redefinition of the 

possible and the assigning of responsibility via new rules, is effectively an act of power in 

itself as it “requires justification of action...and contributes to the social construction of 

reality.” However, this leaves to be answered the question of what allows for such agency, or 

why the rules of the game sometimes change but at other times remain the same. As 

Finnemore and Sikkink astutely point out constructivism is much better at explaining stability 

than change.  

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

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

In his work examining the de-stigmatization of capital controls, Jeffrey Chwieroth 

(2013) leverages the idea of productive power or “the constitution of social subjects with 

various social powers through systems of knowledge and discursive practices of broad and 

general social scope” (Barnett and Duvall 2005). In Chwieroth‟s terms productive power 

“focuses on how social relations construct collectively shared beliefs that actors use to orient 

their actions.” This form of power is in line with the conceptualization of power put forth by 

Zehfuss (2002), one that opposed to compulsory power or structural power, works through 

social relations to determine appropriate action for actors of certain identities, or that which is 

appropriate.  

With respect to the de-stigmatization and effective use of capital controls on capital 

inflows following the global financial crisis, one of the most recent „countermeasure‟ 

implemented by EMEs, Chwieroth argues that the primordial actors have been specific Asian 

countries whose “…aim has been to secure greater policy independence and thus serve as an 

exercise in gaining autonomy.” According to Chwieroth these countries were able to de-

stigmatize controls on capital inflows following the 2007-2008 financial crisis by applying 

„market friendly‟ and „push factor‟ frames or language. Essentially, these countries were able 

to frame their policy moves as macro-prudential measures, aimed at slowing exorbitant 

capital flows „pushed‟ by policies in advanced economies. Furthermore, for Chwieroth both 

the initial use of this tool along with the absence of a negative market reaction, allowed other 

countries of the region to adopt their own restrictive policies.   

In this context Chwieroth suggests two conditions that made the application of 

productive power possible: (1) material resources and (2) social relations of authority drawn 

from high morality and expertise. For Chwieroth the material sources included EME‟s large 

hoards of foreign currency reserves along with large debt holdings. Regarding social relations 

of power, Chwieroth asserts that the relative recent economic success of the East Asian 

counties, in addition to the Western origins of the global financial crisis, created a situation in 

which East Asian countries were speaking (and acting) from a position of social if not moral 

authority. 

 In this respect, the 2007-2008 financial crisis represents a moment of destabilization 

in the international monetary regime. Not only did this event interrupt the supposed taming of 
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the business cycle through enhanced monetary policy independence and expertise,
14

 but it 

also created novel constraints for a wide range of actors and gave way to innovative and 

untested monetary practices. All of these factors called out to be defined as actors sought to 

regain or retain systemic stability. 

For Chwieroth, the act of legitimizing the use of capital controls was essentially an act 

of influence that provided greater autonomy. By leveraging productive power, EMEs were 

able to change the calculus of the market, thus allowing for the implementation of policies 

that at one time would have caused a country to be labeled as „market unfriendly.‟
15

 

However, while providing greater autonomy, this leveraging of influence via productive 

power essentially contributed to the continued fragmentation of the international monetary 

system, further diminishing the regime‟s capacity to allocate adjustments between actors.  

 

VI. Conclusion 
 

 By means of path dependency, or inertia, the United States still maintains 

overwhelming monetary autonomy and significant powers to effect policy adjustments 

between countries, however, the global financial crisis highlighted cracks in these dueling 

capacities. Indeed, the lack of cooperation, or mutual adjustments, necessary to realize a more 

rapid global recovery was demonstrative of the declining influence of the United States in 

international monetary relations.  

 Today, as the United States economy has relatively strengthened, emerging market 

economic expansion has declined from its post crisis bonanza, and the Eurozone has turned to 

quantitative easing after years of political infighting, it may be suggestedthat the United 

States has regained a portion of its leadership prowess in international monetary affairs. 

However, looking forward to continued economic leveling, together with the continuance of 

foreign reserve hoarding and global trade imbalances, the United States may find itself 

unable to unilaterally cope with the next monetary shock. In addition, the combination of 

failed reform at the IMF,
16

 the creation of regional initiatives,
17

 and the emergence of 

                                                        
14

 It has been argued that central bank independence has allowed for a taming of the business cycle, a 

phenomenon often referred to as „the great moderation‟ (Bernanke 2004) 
15

 Mechanisms used include the requirement of reserve deposits, restrictions on the size of currency derivatives, 

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

2013) 
16

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

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

U.S. leadership in international monetary affairs.  
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potential challengersto the dollar
18

 would suggest that we are headed to a world in which the 

dollar plays an ever-diminishing role in international monetary affairs.  

 In such a scenario, it will be important to understand the different mechanisms by 

which cooperation and leadership take hold. As the United States still retains a large degree 

of monetary power via its favorable structural advantages, it cannot be expected to simply 

cede to the preferences of other countries. Likewise, due to the build-up of extensive 

„countermeasures‟ neither can it be expected that other countries will cede to the preferences 

of the United States as they have in the past. This situation effectively leads to a stalemate in 

which global imbalances are solidified instead of unwound, and in which collective action 

problems make cooperation increasingly difficult.  

While institutions such as the IMF will surely play an importantpart in the resolution 

of this dilemma, it will also be critical to better understand when and how countries 

(specifically EMEs) are able to influence the social norms of this system to assign 

responsibility for policy adjustments and thus practice leadership in this system.   

                                                                                                                                                                            
17

 For examples see the Chiang Mai Initiative and the BRICS Contingent Reserve Agreement.  
18

 Existing literature mainly focuses on the euro and Chinese renminbi 
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Article 2: Productive Power and International Monetary 
Leadership: Assigning Responsibility for Policy Adjustments 
 

Abstract 

 

The future of international monetary relations is uncertain. While the world economy has 

long relied on a dominant international currency, with its emitter playing the role of 

international monetary leader, there are several factors that place the continuance of this 

arrangement into doubt. Amongst these factors is the diminishing role of the U.S. economy in 

global output, the enhanced monetary policy autonomy of emerging market and developing 

economies, and the emergence of possible challengers to the U.S. dollar for the position of 

key international reserve currency. This situation presents us with a dilemma as to the future 

potential for monetary cooperation. Essentially, in the absence of a regime hegemon, how 

will countries come to agree on proper mutual adjustments?With this question in mind, this 

paper begins by discussing international monetary cooperation and examines the role of 

productive power in policy coordination. Finally, the paper looks to test for the conditions 

that allow for countries to assign responsibility for policy adjustments via the application of 

such power.  
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Resumo 

 

O futuro das relações monetárias entre países é incerto. Enquanto a economia mundial há 

tempos tem contado com uma moeda internacional dominante, com o seu emissor 

desempenhando o papel de líder monetário internacional, existe uma série de fatores que 

coloca em cheque a continuação desse arranjo. Entre esses fatores estão a diminuição do 

papel dos Estados Unidos no crescimento econômico mundial, a crescente autonomia das 

políticas monetárias dos países emergentes e em desenvolvimento e a emergência de 

possíveis desafios ao dólar americano como a moeda chave de reserva internacional. A 

situação se apresenta por meio de um dilema quanto ao potencial futuro de um processo de 

cooperação monetária. Essencialmente, na ausência de um sistema hegemônico respaldado 

por um poder estrutural, como os países concordarão em ajustes mútuos adequados? Com 

essa questão em mente, esse estudo começa discutindo a cooperação monetária entre países e 

examina o papel do poder produtivo na coordenação de políticas. Por fim, o estudo procura 

testar as condições que permitem que os países designam responsabilidade por ajustes de 

política por meio da aplicação de tal poder. 

  

Palavras-chave: Poder Produtivo, Relações Monetárias entre Países, Cooperação Monetária, 

Brasil, Federal Reserve 
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I. Introduction 
 

 

Despite warnings, beginning as early as the 1960s, that continued reliance on the 

dollar as the world‟s preeminent reserve currency would prove unsustainable,
19

 the greenback 

still accounts for over 60 percent of all official foreign exchange reserves (Currency 

Composition - IMF). This is at a time when the relative size of the U.S. economy is smaller 

than it has been at any moment since before the Second World War, and is projected to 

continue declining as emerging markets (EMEs) and developing economies progress through 

the process of economic catch-up. This outlook alone would suggest that the United States 

would struggle to continue meeting the global demand for safe and liquid assets.  

If that is not enough, many EMEs have and continue to rapidly develop deep and 

stable capital markets. This makes it feasible that in the near future currencies such as the 

Rupee (India) and the Renminbi (China) could begin eating away at the dollar‟s dominant 

position in the constellation of international reserve currencies (Cohen 2013). Furthermore, 

from the outset of the Bretton Woods system, advanced economies and EMEs have worked 

to create countermeasures to U.S. structural power (Henning 2006).
20

 

These so called countermeasures have allowed countries to gain policy autonomy, 

while simultaneously weakening the leadership abilities of the United States (Cohen 

2008)(Cohen 2013). Such dissemination of global monetary leadership, defined here as the 

ability to effect policy adjustments between countries, is reflected in the recent two-speed 

recovery following the global financial crisis, in whichEMEs and developing countries retook 

growth much faster than the advanced economies. Despite a certain degree of monetary 

cooperation at the onset of the global financial crisis,
21

 when country specific interests and 

preferences spontaneously coincided, policymakers across the world largely failed to 

coordinate in the recovery stage and left mutual economic gains on the table. 

                                                        
19

 The dilemma confronted by the United States in the provision of the global reserve currency under the Bretton 

Woods system was first elaborated on by Robert Triffin (1961) and thus came to be known as the Triffin 

dilemma. The Triffin dilemma refers to the conflict between short-term domestic monetary goals and long term 

international goals confronted by the provider of the global reserve currency when that currency is valued in 

terms of metallic reserves. When providing the liquidity demanded by foreign nations, the provider of the global 

reserve currency effectively creates a self-perpetuating trade deficit-which eventually undermines the value of 

the reserve currency with respect to the commodity to which it is linked.    
20

 Examples of such countermeasures include monetary union (the creation of the Euro and its emergence as a 

challenger to the international role of the U.S. Dollar), internal adjustments (Japan), the hoarding of foreign 

exchange reserves (EMEs), and most recently the legitimization and widespread use of capital control 

mechanisms (EMEs). 
21

 Such cooperation included simultaneous monetary and fiscal stimulus, in addition to the arrangement of 

bilateral currency swaps to insure access to liquidity. 
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Clearly then, we confront a situation in which greater policy autonomy has made the 

coordination of multilateraladjustments more tenuous. It has been suggested that in our 

Westphalian order we should not expect greater policy coordination without some sort of 

rules based system, preferably implemented by an international governmental body (Cohen 

2013). Indeed, the IMF‟s recommended solution for this dilemma is for an institution 

(presumably itself) to play a neutral moderator role, reporting on when and how countries 

should adjust policy so as to avoid negative policy spillovers (Blanchard et. al. 2012). 

Unsurprisingly then, the IMF released its first spillover report in July of 2011. However, 

since the release of this report, policy coordination has improved little to none. In addition, 

the general stigmatization of this institution caused by years of unfavorable policy 

prescriptions, along with faltered reform, has weakened its credibility and thus its leadership 

capacity. 

While not negating the potential importance of an institutionalized system of rules to 

guide mutual policy adjustments, this paper investigates the role of social norms in the 

organization of the international monetary system. Social norms are the unwritten rules that 

define what actors of a certain identity can legitimately do (Finnemore and Sikkink 1998). 

And, although not embodied in the formal rules of an institution, social norms have the 

capacity to restrict an actor‟s policy options(Abdelal 2009). More specifically, however, the 

paper looks to examine the factors that allow for one country or another to define these 

appropriate practices in a setting of diffuse monetary autonomy and leadership.  

In order to do so, the paper first looks at the current design and function of the 

international monetary system, with specific focus on the domestic and international factors 

that influence U.S. monetary policy. Next, the paper demonstrates how the global financial 

crisis showed early signs of a coming „monetary disorder‟ (Cohen 2013), and created a new 

material impetus for U.S. policy makers. The paper then introduces the concept of productive 

power, and lays out how such power can be used to effect leadership by altering the standing 

social norms of the system. Finally, the paper leverages specific events occurring during the 

global financial crisis to test for the use of and sources of productive power to effect 

leadership in the international monetary system.  
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II. International Monetary Relations and the Fed 
 

As Cohen (2006) explains, in order to exert influence in international monetary 

relations a country must first achieve policy autonomy. According to Cohen, both autonomy 

and influence relate to the degree of monetary power retained by a country, which he breaks 

down into dueling capacities, the capacity to delay and the capacity to deflect.  

The United States has long maintained overwhelming power to delay adjustments 

thanks to the privileged position of the U.S. dollar in the international monetary regime. 

Essentially, dueto the global demand for safe and liquid assets in the form of U.S. dollars and 

U.S. Treasuries, the United States has been shown to have extraordinary borrowing 

capacities. 

Likewise, wherein other countries must be mindful of their international liquidity 

position, the United States can easily finance its debt through the printing press 

(Krugman2013). Indeed, the privileged position assumed by the dollar in the international 

monetary system has long provided the United States with untold economic benefit 

(Eichengreen, 2011). Due to this position of the dollar as the preeminent global reserve 

currency, the U.S. Federal Reserve  (Fed) has been able to set policy while acting as if the 

United States were a closed economy (Henning 2006). This means that it often is, with a few 

exceptions, unnecessary for the Fed to consider the U.S. balance of payments when 

formulating policy. Rather, the Federal Open Markets Committee (FOMC) has largely been 

able to adjust policy according to the needs of domestic inflation and employment. The 

combination of these benefits is often referred to as the United States‟ „exorbitant 

privilege.‟
22

 

This phenomenon was accentuated once the international monetary regime moved to 

a floating system of currency valuations, allowing for an amendment to the Federal Reserve 

Act in 1977 that created what is now referred to as the Fed‟s „dual mandate‟. The „dual 

mandate‟ stipulates that the Fed should look to achieve, through its open market operations, 

stable prices and full employment.  

Said arrangement had, at least until 2008, been hailed for successfully guiding the 

United States economy through what is referred to as the „the great moderation‟ or a 

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

                                                        
22

 Referred to as „Exorbitant Privilege‟ in 1960 by the French Minister of Finance, Valéry Giscard d‟Estaing 

(Eichengreen, 2011) 
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thought by many to have been produced by an increase in central bank independence and 

greater monetary expertise, amongst other factors (Summers 2005). 

What more, this near complete monetary autonomy also allowed the United States to 

fulfill the role of systemic leader in the international monetary regime.The relative size and 

limited external exposure of the U.S. domestic economy, combined with the global reliance 

on dollar denominated assets, created a situation in which the United States was able to push 

through policy adjustments at the expense of other countries (Cohen 2005). Furthermore, 

through fruit of its overwhelming economic strength, and the privileged position of its 

currency, the United States was able to heavily influence the design and policy of the most 

important multilateral economic institutions, including the IMF and World Bank.  

However, the United States‟ relative monetary autonomy and leadership capacity 

came under significant strain when, facing a liquidity trap following the 2007-08 financial 

crisis, the Federal Reserve decided to pursue additional policy easing through the printing 

press.
23

In the post crisis context of low growth, low inflation, and near zero interest rates, the 

U.S. Federal Reserve enacted a program (quantitative easing) aimed at flattening the yield 

curve and providing the secure assets that were so desperately sought-after by market actors. 

The use of this relatively unconventional policy tool showed cracks in the United States‟ long 

standing monetary autonomy and leadership.  

The first apparent limitation was created by the possibility that extensive easing 

would undermine confidence in the dollar‟s role as the global reserve currency. According to 

Portes (2012) the potential existed for extensive easing to “provoke a shift out of dollar 

assets, U.S. treasuries in particular, that would affect U.S. interest rates and the dollar 

exchange rate.” Second, due to the asymmetric nature of the deflationary shock caused by the 

2007-2008 financial crisis, along with the institutional constrictions on many advanced 

countries‟ monetary policy (the ECB), the United States was only one of but a few countries 

that pursued an extensive program of quantitative easing (Eichengreen 2013a). As such, a 

significant amount of the excess liquidity created by the Fed‟s quantitative easing policy 

sought return outside of the country. While this situation did contribute to the relative 

weakening of the dollar, and the increased competitiveness of the country‟s exports, it also 

limited the policy‟s marginal effect on domestic demand. 

 Quantitative easing itself, has also served to subdue global risk indicators, pushing 

investors to seek risk and return outside of the United States in a phenomena known as „risk-

                                                        
23

 A liquidity trap is “a situation in which even a zero interest rate is insufficiently low to produce full 

employment” (Krugman 2000). 
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on/risk-off‟ (Rey 2013).The large flows of capital precipitated by this phenomenon have 

caused some national leaders to criticize the policies of the Fed, and have once again brought 

to the forefront questions regarding the Fed‟s responsibilities as the emitter of the world‟s 

key international reserve currency.  

 

Domestic v. International Concerns 
  

 As has been demonstrated, the position of the U.S. dollar in the international 

monetary systemhas long permitted the Fed to act as if the U.S. were a closed economy when 

setting monetary policy. This unique situation has allowed the Fed to focus largely on 

domestic concerns, which include full employment, price stability, in addition to financial 

stability.  

However, the dollar has not always held a privileged role in international monetary 

affairs, nor can it be expected to forever hold such a position. Indeed it has been shown that 

in the past, and potentially to a greater extent in the medium future, the Fed has given and 

will need to give, greater heed to external factors such as currency stability and the U.S. 

balance of payments.  

Applying historic analysis, Barry Eichengreen (2013b) shows that the international 

concerns of the Federal Reserve have fluctuated considerably since the institution‟s inception 

in 1913. As Eichengreen notes, the Federal Reserve was partially born out of international 

concerns. Aside from the need for an institution to serve as a lender of last resort,
24

 the 

collection of motives driving the creation of the Federal Reserve in 1913 included a desire to 

establish the dollar as an international currency. In order to do so there needed to be “a 

market in dollar denominated trade credits” (Eichengreen 2013). This market had largelybeen 

dominated by the British Pound, which meant that U.S. exporters and importers had to deal 

with British banks on almost all transactions, thus creating an extra cost for American 

businesses looking to make deals abroad.  

During the post war period, and into the global depression, the main international 

concern of the Fed was focused on the exchange value of the dollar. As Great Britain sought 

to move the pound back to its pre-war parity with the dollar, the Fed attempted to assist by 

maintaining its discount rate low (Eichengreen 2013). Eichengreen also highlights that, until 
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 A lender of last resort provides liquidity to the market under crisis situations when there is no finance 

available. 
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the break from gold in October of 1931, Fed policy favored currency stability (foreign 

concern) over price stability (domestic concern).  

Bordo and Eichengreen (2008) use the minutes of FOMC meetings, in addition to the 

FOMC annual reports, to analyze the international concerns of the Fed under the Bretton 

Woods era. Their analysis shows that during the 1950s the Fed showed little concern for 

foreign factors.
25

 However, when the U.S. balance of payments turned largely negative in the 

beginning of the 1960s, threatening the exchange rate stability of the dollar, the Fed began 

turning its attention to currency stability.While the minutes from the FOMC meetings 

demonstrate significant concern for currency stability (through the control of domestic 

inflation) during the first half of the 1960s, beginning in 1965 such concern largely 

disappears. This occurs despite a continued negative U.S. balance of payments (Bordo and 

Eichengreen 2008). The authors argue that this sudden shift in preferences occurred due to a 

move of exchange rate responsibility from the Fed to the Treasury, along with the 

implementation of the Interest Rate Equalization Tax (an effective capital control).  

Following the break from gold in 1971 and the consequent move to a de-facto floating 

regime in 1973, the Fed (officially or unofficially) no longer needed to concern itself with the 

dollar price of gold. Additionally, in 1977 the U.S. Congress passed the Federal Reserve 

Reform Act, mandating the Fed to focus policy on achieving price stability together with full 

employment.  

With the dollar delinked from gold, and with U.S. economic output still a dominant 

force in the global economy,
26

the Fed could act as if the U.S. were a closed economy 

(Eichengreen 2013)(Henning 2006). Effectively, the break from gold and the consequent 

move to a floating currency regime had served to increase the exorbitant privilege
27

(vis-à-vis 

enhanced structural power) enjoyed by the United States along with its capacity to lead in 

matters of the international monetary regime.  

The Wane of Leadership 
 

As previously discussed, the U.S. share of global output spiked in the 1980s, but now 

stands at just under 25 percent (World Economic Outlook). As the world‟s EMEs continue to 

grow, adapting new technologies to arrive closer to the production frontier, the United States 
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 The foreign factors identified by Bordo and Eichengreen (2008) included the exchange value of the dollar and 

the U.S. balance of payments.  
26

 In fact, U.S. GDP would not peak as a percentage of global GDP until the 1980s (Merchandise Trade). 
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representation in total global output will continue to decline. Additionally, while net exports 

and imports once stood at just 8 percent of U.S. GDP, the external sector today represents 

nearly 25 percent of U.S. GDP (Henning 2006)(Merchandise Trade). While these figures 

both point to a more balanced world economy, they also suggest a future in which the Fed 

finds it more difficult to continue formulating policy as if the U.S. were a closed economy 

(Eichengreen 2013)(Cohen 2008).  

While the United States still maintains overwhelming monetary autonomy, largely by 

means of inertia, the global financial crisis highlighted cracks in its ability to influence the 

policies of other countries. Indeed, the lack of cooperation, or mutual adjustments, necessary 

to realize a more rapid global recovery was demonstrative of the diminishedleadership 

capacities of the United States in international monetary relations.  

 Today, as the United States has retaken growth, emerging market economic expansion 

has declined from its post crisis bonanza, and the Eurozone has turned to quantitative easing 

after years of political infighting, it is easy to point to the return of U.S. leadership in 

international monetary affairs. However, looking forward to continued economic leveling, 

together with the continuance of foreign reserve hoarding and global trade imbalances, the 

United States may find itself unable to unilaterally cope with the next monetary shock. In 

addition, the combination of failed reform at the IMF,
28

 the creation of regional initiatives,
29

 

and the continued internationalization of the Chinese Renminbiwould suggest that we are 

headed to a world in which the dollar plays an ever-diminishing
30

 role in international 

monetary affairs.  

 As Benjamin Cohen (2013) has suggested, the most likely outcome of this scenario is 

for a greater diffusion of monetary autonomy and leadership. Rather than have one dominant 

currency, it is probable that there will be several international currencies with more equal 

participation.  

 Such an outcome, in addition to greater relative economic openness, would expose the 

United States to a situation in which its exorbitant privilege, tied to the structural power of 

the dollar, was severely threatened. No longer could it rely on overwhelming monetary power 

to maintain policy autonomy and force policy adjustments on others, but would be obligedto 

pay greater attention to the implications of exchange rate shocks on the external sector and on 
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 Recent reforms to the voting rights in the IMF have yet to be confirmed by the United States Congress. This is 

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

U.S. leadership in international monetary affairs.  
29

 For examples see the Chiang Mai Initiative and the BRICS Contingent Reserve Agreement.  
30

 However, the role of the dollar should remain significant. 
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its balance of payments.
31

Furthermore, as will be argued in the following section, in order to 

exert leadership in this system it will become increasingly important for its policy makers to 

pay greater attention to the international legitimacy of their policy choices.  

 

III. Productive Power 
 

For constructivist scholars, while the preferences of the various actors under the 

Bretton Woods regime and those of the actors in today‟s international monetary arrangement 

were and are largely material or economic, these preferences cannot be properly understood 

without an examination of the intersubjective knowledge created by the interaction between 

domestic and international norms of appropriate practice.  While neorealist first perceive the 

security interests of the United States and neoliberals see a game between rational actors with 

ordered preferences, constructivist ask how actor‟s identities and the rules of the game in 

which these actors are inserted dictate how actors are to behave or that which is legitimate 

(Finnemore and Sikkink1998). For constructivist, change is sought in the transformation of 

the rules of the game, or norms, wherein rationalist models allow for change only via shifts in 

material conditions.  

More specifically, constructivists understand power in the context of legitimacy 

(Abdelal 2009). For constructivist this means that authority flows from the legitimate use of 

power, which is defined by norms constituted by and between actors. A constructivist reading 

of power therefore looks to deconstruct the normal and the taken for granted, and understand 

how norms of appropriate practice are conceptualized and gain prominence.  

 With regards to the dilemma surrounding international monetary cooperation, which 

is essentially the incidental or intentional alignment of interests and policy preferences, either 

in the pursuit of relative gains and security (neorealist) or economic gains (neoliberals), 

constructivism allows for an alternative form of leadership via the reconstitution of policy 

norms. For constructivists, one form of perceiving norm evolution is viathe examination of 

language games or “…structure[d] interactions during a transition/focus on a social process 

by which one structure of meaning is superseded by another” (Fierke 2003). 

                                                        
31

 “If dollar appreciation causes U.S. firms to exit the market and they then face fixed costs of reentering, then 

transitory currency swings may have permanent welfare-reducing effects” (Eichengreen 2013).  
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Within the international monetary regime such games include but are not limited to: 

(1) the ongoing language game between the U.S. and China regarding the strength of the 

Chinese currency and the tendency for the U.S. government to incur new debts, (2) the 

ongoing debate between the U.S. and Europe (or specifically Germany) regarding the 

region‟s comparatively tight monetary policy and suppressed demand (Fontevecchia 2013), 

and finally (3) the language game between the U.S. and several emerging economies, 

particular Brazil, where in the latter has attacked U.S. monetary practices (Hardinget. al. 

2014)(Rathbone andWheatley 2012). 

The first of these language games is significant as it involves the world‟s two largest 

economies. While one is the world‟s largest surplus country (China), the other is the world‟s 

largest deficit country (United States). However, by many estimates the two are mutually 

reliant, though the continuation of this arrangement is also considered unsustainable 

(Obstfeld 2011). Interestingly, the United States, the deficit country in this situation, once 

found itself in the opposite situation, urging the United Kingdom (a large deficit country 

following World War II) to make necessary policy adjustment to bring its current account 

back into surplus. Indeed, the second language game involves the United States clamoring for 

more aggressive reflationary policies on the part of the European Union, and more 

specifically on the part of the EU‟s largest economy, and overall surplus country, Germany.  

Essentially, however, these first two language games involve two sides (China-United 

States)(United States-European Union) that are both large (if considered as one entity the 

European Union is the largest economy in the world) and retain systemically significant 

currencies, though with decidedly varying importance. On the other hand, the later language 

game, involves a group of countries (led by Brazil) that represent an increasingly significant 

portion of global economic output, but that still lack weighty political influence in the 

international monetary regime due to their inferior structural positioning.  

 To date, the analysis of these language games, particularly their effect, has been 

limited. However, as the international monetary system moves to a new equilibrium of 

diffuse monetary autonomy and leadership, a better understanding of the factors that allow 

countries to deconstruct old norms and build new ones will be critical.  And while change in 

the structureof the system might come slow, the global financial crisis provided a taste of the 

„disorder‟ that is to come (Cohen 2013).   

Indeed, in pursuing an innovative research agenda Jeffrey Chwieroth (2013) has 

successful demonstrated how, in the immediate aftermath of the global financial crisis, East 

Asian countries were able todeconstruct the standing social stigmatization of capital controls 
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in order to gain greater policy autonomy.  In his paper, Chwieroth leverages the concept of 

productive power to demonstrate how East Asian nations leveraged language, demonstration 

effects, and mutual constitution to legitimize their use of capital flows. 

As Barnett and Duvall (2005) explain, productive power works through “systems of 

signification and meaning” and through a “network of social forces perpetually shaping one 

another.”   While realists tend to focus on the exercise of compulsorypower („power over‟), 

which functions through direct relations between agents, productive power(„power to‟) works 

through diffuse means via language and action to define the “natural, the normal, what counts 

as a problem.” Productive power is “effected only through the meaningful practices of 

actors” and affects “systems of signification and meaning” (Barnett & Duvall 2005). 

With respect to the de-stigmatization of capital controls, Chwieroth argues that the 

primordial actors have been specific Asian countries whose “…aim has been to secure greater 

policy independence and thus serve as an exercise in gaining autonomy.” According to 

Chwieroth these countries were able to de-stigmatize controls on capital inflows following 

the 2007-2008 financial crisis by applying „market friendly‟ and „push factor‟ frames or 

language. Furthermore, the initial use of this tool, along with the absence of a negative 

market reaction, allowed other countries of the region to adopt their own restrictive policies. 

Chwieroth recognizes this process as mutual constitution. In this context Chwieroth suggests 

two conditions that made the application of productive power possible: (1) material sources 

of strength and (2) social relations of authority drawn from high morality and expertise.  

While Chwieroth shows that productive power can be used to create greater policy 

autonomy via influence, this paper is concerned with the use of productive power to effect 

monetary leadership via the coordination of mutual adjustments. More specifically, this paper 

is interested in such influence under conditions of diffuse policy autonomy and weak 

leadership, as would be expected in a scenario with several international currencies and more 

equal participation.  

 

IV.Theory 
 

To perceive agency in language games via the creation of new intersubjective 

knowledge, or norms of appropriate practice, it is necessary to begin at the collective or how 

these games are changing rights and responsibilities. The next move is to the individual level 
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where these new rights and responsibilities are applied to actors of certain identities and in 

the process alter interests or the ordering of preferences (Abdelal 2009).  

Finnemore and Sikkink (1998) have suggested that norm evolution is a three step 

process in which norms first emerge (collective level: change in rights and responsibilities), 

other actors then become socialized to the new norm (individual level: new rights and 

responsibilities are applied to actors of certain identities), and finally the norm becomes 

common knowledge or can be said to be accepted by a wide degree of actors without much 

debate (intersubjective knowledge).   

In his work on the de-stigmatization of capital controls, Jeffrey Chwieroth (2013) 

successfully demonstrated how emerging markets, which were once limited by „logic of 

market‟, gained autonomy by changingtheir responsibilities as market friendly actors. 

Essentially, these countries redefined the rules(or norms) of the game. Chwieroth considers 

this to have been an act of influence, as East Asian countries changed the logic of market 

actors by showing them that the use of capital controls could indeed fit within the logic of the 

market. However, while these countries effectively won autonomy they did not demonstrate 

the capacity to lead; leadership being defined as the ability to effect policy adjustments 

between countries. In fact, the de-stigmatization of capital controls effectively acted as an 

additional „countermeasure‟ to the structural power of the United States, thus further 

diminishing the ability of the latter to effect leadership in this system.  

In this respect, this paper is concerned with the use of and conditions that allow for 

theuse of productive power to effect leadership in the international monetary system. In other 

words, how is productive power used to assign responsibility for policy adjustments between 

countries? More specifically, what conditions allow for such influence under conditions of 

diffuse policy autonomy and weak leadership, as would be expected in a scenario with 

several international currencies and more equal participation.When discussing this potential 

future ordering of things, Benjamin Cohen has used the phrase „Monetary Disorder‟ (2014). 

To answer these questions, it was necessary to seek out a case that met the required 

conditions, namely diffuse autonomy and weak leadership. Furthermore, it was necessary to 

identify such a case in which a country (agent) of limited structural power sought (either 

intentionally or not) to effect normative change.  

Indeed, the global financial crisis and its immediate aftermath provided us with a 

period of great uncertainty, as cooperation was limited, policy autonomy was high, and 

leadership was in low supply. Despite the overall position of the dollar in this regime being 

little affected, these conditions are representative of what we might expect from a future 



 43 

order in which rather than having one dominant reserve currency there are several 

international reserve currencies with similar participation.  

Reviewing the set of language games detailed in the previous section, we see that the 

third language game, in which a group of EMEs led by Brazil attacked the legitimacy of Fed 

monetary policy fits our second requirement. On September, 27 2010, Brazil‟s Finance 

minister Guido Mantega launched the first of what was to be many verbal attacks on the 

monetary policy actions of the world‟s advanced economies. Over the next three years, both 

Mantega, and Brazil‟s president, Dilma Rousseff, would sustain a string of public comments 

blaming advanced economies (often directly denouncing the United States) for using 

monetary policy to gain an unfair trade advantage by devaluing their currencies and in the 

process driving volatile capital to EMEs. Following the announcement by the Fed of the 

eminent withdrawal of its quantitative easing program,
32

 Brazil would change tones, pointing 

to poor communication by the Fed for causing extreme financial turbulence in EMEs. 

 

Inasmuch, the paper looks totest two main hypotheses: 

 

Hypothesis 1:In labeling U.S. monetary practices as illegitimate, Brazilian policy 

makers effected systemic leadership via productive power, altering the social norms 

of the international monetary system to assign responsibility for policy adjustments.  

 

Hypothesis 2: The sources of this power are two fold, social relations of authority and 

material factors. The social relations of authority included relative economic success, 

while the primary material source of power arouse from diffuse monetary autonomy 

and the emergence of a newchallengerfor the dollar.   

 

Indeed, while the casual variable (language) and intervening variables (social 

relations of authority and material factors) proposed by the hypotheses are largely in 

accordance with those shown by Chwieroth to have been used by East Asian countries to „de-

stigmatize‟ the use of capital controls, their proposed effect (or end) is another.  

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

material benefits of its „exorbitant privilege‟
33

 as long as possible. As other key currency 

                                                        
32

 Ben Bernanke (then the Chairman of the FOMC) first hinted at the withdrawal of the Fed‟s quantitative 

easing program on May 22, 2013 in a verbal report presented before the United States Congress.  
33

 See footnote number 21  
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options become available, the maintenance of this structural power will increasingly rely on 

the goodwill of other countries that will no longer be tied to the dollar for the provision of 

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

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

the weight of the social norms of the regime are not undermined, as Finnemore and Sikkink 

have emphasized norm based behavior may be explained by “preferences that are entirely 

material” in nature (1998).  

 

V. Research Design and Variables 
 

 This research project confronted significant difficulties from the beginning. Most 

notable was the difficulty of measuring the effect on the dependent variable (change in the 

standing norm of appropriate practice). As Martha Finnemore and Katherine Sikkink (1998) 

so astutely pointed out “norms are continuous coming in a variety of strengths.”  

When Michael Bordo and Barry Eichengreen (2008) attempted to determine the 

extent to which the Federal Reserve considered international factors in determining 

appropriate monetary policy, their focus fell heavily on the epoch of the „great inflation‟. 

This provided the scholars with a distinct advantage. Aside from their analysis of the minutes 

from the Federal Open Markets committee (FOMC) and the FOMC Annual Reports, the 

authors were able to compare the actual Federal Funds
34

 rate to the so-called Taylor Rule.
35

 

However, during the global financial crisis, the period of focus of this study, the Fed faced a 

liquidity trap,
36

 making a comparison of the Taylor Rule with the effective Federal Funds 

Rate rather tricky.  

As such, rather than focus on policy effects, this project leveraged the public 

comments of FOMC members together with the minutes from FOMC meetings (from 

January 29, 2008 to October 29, 2014). The central focus of the paper then is on the effective 

language used by the FOMC. As Finnemore and Sikkink make note, “norms prompt 

justification for action and leave an extensive trail of communication among actors.” In this 

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

                                                        
34

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

liquidity. 
35

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

inflation and employment (Taylor, 1993). 
36

 A liquidity trap is “a situation in which even a zero interest rate is insufficiently low to produce full 

employment” (Krugman, 2000). 
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practices and assigning responsibility for policy adjustment, there should be multiple cases of 

FOMC members justifying (defending) their policy decisions against accusations of currency 

manipulation and the creation of destabilizing global capital flows. The policy justification, 

or defense, would be aimed at making the policy decision fit into the new,shared,logic of the 

international monetary regime. As the United States monetary autonomy (and thus its 

monetary power) relies on its ability to endlessly (for all practical purposes) place its debt
37

 

onto international markets, it is sensitive to maintaining the international confidence in the 

role of the dollar as the key international reserve currency.Such consideration has been 

demonstrated by Fed governors who have suggest that the international role of the dollar is 

contingent on international confidence in the Fed‟s safeguarding of the dollar‟s value (Fisher 

2012)(Dudley 2011).  

The second difficulty was to identify the steps in the causal process between the 

verbal attacks made by Brazil and the multiple defensesadvancedby FOMC members. 

Ideally, this analysis would have been extended to the cognitive level, examining the 

processes by which actual decision-making by Fed governors was affected by this specific 

language game. Unfortunately, the resources to carry out such a study were beyond the 

means and scope of this paper.  

Considering these difficulties, along with the complex interaction effects present in 

the social construction of norms, in addition to the potential for equifinality, it was 

determined that controlled comparison enhanced by typological theorizing
38

was the 

appropriate tool to test the two main hypotheses. Additionally,in order to strengthen the 

plausibility of the proposed hypotheses, the paper also examines several alternative 

hypotheses: 

 

Alternative Hypothesis 1: Other countries were responsible for using 

productive power to assign responsibility to the United States for adjusting 

policy.  

Alternative Hypothesis 2: The type of monetary policy enacted by the Fed 

enabled Brazil to enact leadership through productive power.  

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

leadership through productive power.  

                                                        
37

 Here I refer to both treasury securities as well as the U.S. dollar  
38

 “Typology theories resemble the middle-range theories that Robert Merton advocated, situated as they are 

between the micro level of individual causal mechanisms and the highly abstract level of general theories” 

(Bennett and George 2005). 
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Alternative Hypothesis 4: The manifestation of International Organizations 

enabled Brazil to enact leadership through productive power.  

Alternative Hypothesis 4: An academic consensus regarding the negative 

spillover effects of unconventional monetary tools enabled Brazil to enact 

leadership through productive power.  

 

 

In this respect, the remainder of this paper looks toclarify the conditions under which 

productive power can be used to effect leadership in international monetary relations (or the 

assignment of responsibility for policy adjustments).The underlyinggoal of this paperis to 

serve as a first step
39

 towards a better understanding of the use of productive power in 

international monetary relations with respect to the practice of leadership. 

 

Independent Variable: Brazil’s Verbal Attack on Fed policy 
 

Between September 2010 and September 2013, Brazilian policy makers carriedout 

several direct
40

 verbal attacks on the monetary policy of the U.S. Federal Reserve in four 

different „moments‟. These attacks would carry Brazilian Finance Minister, Guido Mantega, 

to global notoriety for his coining of the term „currency wars.‟  

The first of these attacks came in the days immediately following the Fed‟s 

announcement on November 3, 2010 of the launch of its second quantitative easing 

program.
41

 This attack consisted of public comments by Brazilian President-elect, Dilma 

Rousseff,
42

 and the Brazilian Finance Minister, Guido Mantega. Both spoke while at the G20 

meetings in South Korea, while Guido Mantega also made prior public remarks.  

The second of these attacks came in April of 2012, during a meeting between Dilma 

Rousseff (then president) and Barack Obama at the White House in Washington, D.C. This 

attack came in the form of a direct complaint from Dilma Rousseff to Barack Obama in the 

context of a discussion covering wide ranging bilateral issues.  

                                                        
39

 Should be considered a „probability probe‟ or “a preliminary study on relatively untested theories and 

hypotheses to determine whether more intensive and laborious testing is warranted” (Bennett and George 2005). 
40

 Indirect attacks, or general attacks against advanced economies‟ use of unconventional monetary policy were 

also identified and classified. 
41

 This program included the purchase of 600 billion USD in long term treasury securities 
42

 Dilma Rousseff was elected president on October 31, 2010 and took office on January 1, 2011. 
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It would not be until September of 2012 that a Brazilian policy maker would again set 

out to directly attack the legitimacy of Fed policy. In the immediate days following the 

launch of the Fed‟s third quantitative easing program, Brazil‟s Finance Minister, Guido 

Mantega, would again label this policy as overt currency manipulation. Though this time, Mr. 

Mantega would choose a less global platform, making public comments in Brazil in addition 

to holding an interview with the Financial Times. 

Finally, Brazil‟s president Dilma Rousseff would return to attack Fed policy on 

September 6, 2013. On this occasion, Ms. Rousseff‟s rhetoric would be aimed at the poor 

communication executed by the Fed in the process of bringing its quantitative easing program 

to an end. Ms. Rousseff would again select the G20 as her platform. 
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Table 1-2: Brazil Verbal Attacks 

 

 

 

Date Individual Location Direct/Indirect Critique 

September, 27 2010 Guido 

Mantega 

(Finance 

Minister)  

Remarks Indirect 1. Currency devaluation 

 

November, 4 2010 Guido 

Mantega 

(Finance 

Minister) 

Remarks Direct 1. Currency devaluation 

November, 10 2010 Guido 

Mantega 

(Finance 

Minister) 

Public Comments at 

G20 (South Korea) 

Direct 1. Currency devaluation 

2. Financial Stability 

3. Replace dollar as 

reserve currency 

November, 11 2010 Dilma 

Rousseff 

(President-

elect) 

Public Comments at 

G20 (South Korea) 

Direct 1. Currency devaluation 

2. Replace dollar as 

reserve currency 

July, 5 2011 Guido 

Mantega 

(Finance 

Minister) 

Interview with FT Indirect 1. Currency devaluation 

September 9, 2011 Dilma 

Rousseff 

(President) 

Speech at U.N. 

General Assembly 

Indirect 1. Currency devaluation 

March 15, 2012 Guido 

Mantega 

(Finance 

Minister) 

Public Comments Indirect 1. Currency devaluation 

April, 9 2012 Dilma 

Rousseff 

(President) 

Meeting at White 

House 

Direct 1. Currency devaluation 

September, 18 2012 Guido 

Mantega 

(Finance 

Minister) 

Public Comments Direct 1. Currency devaluation 

September, 20 2012 Guido 

Mantega 

(Finance 

Minister) 

Interview with 

Financial Times 

Direct 1. Currency devaluation 

September, 25 2012 Dilma 

Rousseff 

(President) 

Speech at U.N. 

General Assembly 

Indirect 1. Currency devaluation 

September, 6 2013 Dilma 

Rousseff 

(President) 

Comments at G20 Direct 1. Taper 

communication 
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Timeline 1-2: Attacks on Unconventional Monetary Policy by Brazilian 

Policy Makers 

 

Timeline 2-2: Direct Attacks on Fed Policy by Brazilian Policy Makers 
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Dependent Variable: Fed Policy Defense 
 

The dependent variable in this study consisted of verbal reactions by members (particular 

the Chairperson or Vice-chairperson) of the FOMC (Federal Open Markets Committee).
43

 Using 

the “FOMC Speak” database maintained by the Federal Reserve Bank of St. Louis,
44

 a keyword 

search was performed on all transcribed public statements by all members of the FOMC between 

August of 2010 and December of 2014.
45

 The goal of the search was to turn up any and all 

occurrences in which a member of the FOMC both acknowledged accusations of negative 

spillover effects of its quantitative easing program policy while also defending the Fed‟s policy 

actions against said accusations. Of specific interest were speeches or any other preordained 

comments in which an FOMC member elaborated on these issues. Though Mr. Bernanke‟s press 

conferences were also analyzed, such manifestationswere not given the same weight since the 

speaker (in this case Mr. Bernanke) was not given the same opportunity to prepare his comments 

(as for most of the conference he was responding to questions from the press).  

The study found twenty-one occurrences of combined acknowledgment and defense, with 

either the FOMC chairperson or vice-chairperson manifesting themselves on eleven different 

occasions (or more than half of all occurrences).
46

 The table on the following page provides the 

name, date, and location of these defensive statements. Additionally, the chart includes the 

argument provided by the board member in defense of Fed policy. 

Analysis of the minutes from all FOMC meetings from January 2008 to October 2014 

was also carried out. However, no sign of concern or „defensive‟ statement with reference to the 

spillover effects of the Fed‟s asset purchase programs was found. The minutes did turn up 

consistent reference to the exchange rate of the dollar in the section labeled “Staff Review of the 

Financial Situation” (or “Staff Review of the Economic and Financial Situation”), however, on 

                                                        
43

“The Federal Open Markets Committee (FOMC) consists of twelve members – the seven members of the Board of 

Governors of the Federal Reserve System; the president of the Federal Reserve Bank of New York; and four of the 

remaining eleven Reserve Bank presidents, who serve one-year terms on a rotating basis” (Federal Reserve)  
44

 The data base consists of both transcripts of public remarks, speeches, question and answers, panel discussions, 

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

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

essentially excluded all video interviews and radio interviews from the study, which represented 556 out of a total of 

2612 public comments (21 percent).  
45

 The key word search consisted of the following words: currency, dollar, spillover, Emerging Markets, EME, 

Developing, Brazil, China, and India. 
46

 This includes three occurrences from Mr. Bernanke‟s press conferences. 
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only five occasions did any FOMC member reference the dollar exchange rate, and on no 

occasion did a member suggest changing policy due to movements in the dollar exchange rate 

(section entitled “Participant View on Current Conditions and the Economic Outlook”).Of these 

five occasions, there was only one occurrence (November, 2010) in which a board member 

demonstrated concern for the direct effect of Fed policy on the dollar exchange rate. 

Furthermore, there was no instance of a board member showing concern (in anyway) 

regardingresultant movements of capital to EMEs.
47

 

 

 

Table 2-2: Fed Defense 

Date Individual Location Defense 

November 11, 2010 Lockhart Atlanta, GA 

Conference on 

Employment and the 

Business Cycle 

1. Weak currency is byproduct of policy but not goal 

2. What is good for U.S. is good for world 

November 17, 2010 Rosengreen Providence, RI 

Chamber of 

Commerce 

1. Weak currency is byproduct of policy but not goal of 

policy 

2. Currency devaluation is insignificant 

November 19, 2010 Bernanke 

(Chairman) 

Frankfurt, Germany 

Sixth European 

Central Bank Central 

Banking Conference 

1. Currency devaluation is insignificant  

2. What is good for U.S. is good for world 

3. EME growth potential drove capital inflows 

4. Suppressed currency values drove capital inflows 

5. EMEs have tools to adjust 

6. Effects are south-south not just north-south 

7. Global imbalances 

December 1, 2010 Yellen (Vice 

chair) 

New York, NY 

Committee for 

Economic 

Development – Int. 

Counterpart 

Conference 

1. EME growth potential drove capital flows 

2. EMEs have tools to adjust 

January 8, 2011 Yellen (Vice 

chair) 

Denver, CO 

The Brimmer Policy 

Forum 

1. Currency devaluation is insignificant 

2. Inflows were insignificant  

3. What is good for U.S. is good for world 

February 10, 2011 Lockhart Atlanta, GA 

Rotary Club 

1. Weak currency is byproduct of policy but not goal 

2. What is good for the U.S. is good for the world 

February 18, 2011 Bernanke 

(Chairman) 

Paris, France 

Banque de France 

Financial Stability 

Review Launch Event 

1. What is good for the U.S. is good for the world 

2. Inflows were insignificant  

3. EME growth potential drove capital inflows 

4. EMEs have tools to adjust 

5. Effects are south-south not just north-south 

6. Global Imbalances 

                                                        
47

 It should be noted that the full transcripts of these meetings have yet to be released. The transcripts from the 2009 

meetings were released in March, 2015. Such transcripts could potential provide more insight on the thought process 

of the FOMC members.  
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April 11, 2011 Yellen (Vice 

chair) 

New York, NY 

University of Chicago 

U.S. Monetary Policy 

Forum 

1. EMEs have tools to adjust 

April 27, 2011 Bernanke 

(Chairman) 

Washington, D.C. 

Press Conference 

1. Inflows were insignificant  

July 7, 2011 Dudley New York, NY 

Foreign Policy 

Association Corporate 

Dinner 

1. EMEs have tools to adjust 

2. What is good for the U.S. is good for the world 

October 14, 2012 Bernanke 

(Chairman) 

Tokyo, Japan 

Seminar  

1. What is good for the U.S. is good for the world 

2 EME growth potential drove capital inflows 

3. Risk-on risk-off is driver of capital flows 

4. IMF study show that QE is not „dominant factor‟ 

5. EMEs have tools to adjust 

6. Currency devaluation is insignificant  

March 25, 2013 Bernanke 

(Chairman) 

London, United 

Kingdom 

Public Discussion 

1. Weak currency is byproduct of policy but not goal  

2. What is good for the U.S. is good for the world 

3. EMEs have tools to adjust 

4. Currency devaluation is insignificant  

5. EME growth potential drove capital inflows 

6. Risk-on risk-off is driver of capital flows 

7. Suppressed currency values drove capital flows 

June 18, 2013 Bernanke 

(Chairman) 

Washington, D.C. 

Press Conference 

1. What is good for U.S. is good for world 

2. Risk-on risk-off is driver of capital flows 

September 18, 2013 Bernanke 

(Chairman) 

Washington, D.C. 

Press Conference 

1. What is good for U.S. is good for world 

2. Risk-on risk-off is driver of capital flows 

3. EME growth potential drove capital inflows 

November 4, 2013 Powell San Francisco, CA 

Asia Economic Policy 

Conference  

1. EME growth potential drove capital inflows 

2. Risk-on risk-off is driver of capital flows 

3. What is good for U.S. is good for world 

4. EMEs have tools to adjust 

5. EME growth potential contributed to taper 

6. Risk-on risk-off contributed to taper 

March 27, 2014 Bullard St. Louis, MO 

Event 

1. What is good for U.S. is good for world 

March 27, 2014 Dudley New York, NY 

Roundtable Discussion  

1. EMEs have tools to adjust 

2. EME growth potential contributed to 'taper' 

3. What is good for U.S. is good for world 

May 11, 2014 Lockhart Dubai, United Arab 

Emirates 

 

1. Fed has communicated 

2. What is good for U.S. is good for world 

October 11, 2014 Fisher (Vice 

chair) 

Washington, D.C. 

Per Jacobson 

Foundation Lecture 

1. EMEs have tools to adjust  

2. What is good for U.S. is good for world 

November 7, 2014 Dudley Paris, France 

International 

Symposium of the 

Banque de France 

1. EMEs have tools to adjust 

2. What is good for U.S. is good for world 

November 14, 2014 Powell Washington, D.C. 

Global Research 

Forum on Int. 

Macroeconomics and 

Finance 

1. What is good for U.S. is good for world 

2. EME growth potential contributed to taper 

3. Risk-on risk-of 
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Timeline 3-2: Policy Defense by all FOMC Members 

 

Timeline 4-2: Policy Defense by FOMC Principles 
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Intervening Variables 
 

 Hypothesis 2 states that the sources of Brazil‟s productive power were two-fold, social 

relations of authority and material factors. The social relations of authority stemmed from 

relative economic success, while the primary material sources of power arouse from diffuse 

monetary autonomy and the emergence of a potential new rival for the dollar.  

For the purposes of measuring relative economic success, this paper leverages three 

indicators: GDP growth, price stability, and employment. Clearly there are other factors that can 

be used to evaluate the individual performances of the two economies, by no means are these 

indicators all encompassing. However, the selection of these factors was due to their widespread 

use as indicators of general economic success.  

As the paper considers social relations of authority, these measurements will be examined 

in relative terms. Meaning, rather than look at brute economic output, absolute inflation and 

employment, these figures will be compared contextually to those of the United States. During 

the period from late 2009 to the end of 2014, the relative economic success of Brazil and the 

United States took several different turns. While Brazil quickly recovered economic growth 

following the initial global collapse in asset prices in 2009, the United States was comparatively 

slow to recover, with unemployment remaining high for a considerable period. However, 

Brazil‟s economy would eventually suffer through the global drop in commodity prices in 

addition to restrictions on growth created by other structural factors endemic to the domestic 

economy. Despite these ebbs and flows in the relative economic success of the two countries, in 

addition to stark changes in domestic political conditions, during the interim period Brazil‟s 

rhetoric remained largely the same. 

Additionally, and with respect to material relations of power, the factors that are 

considered by this paper include foreign currency reserves (monetary autonomy), the use of 

restrictive measures on capital inflows, and policy moves by the Chinese monetary authority to 

slowly internationalize the country‟s currency, the Renminbi. While the Euro has made 

considerable encroachments on the dollar‟s position as the key reserve currency over the past 20 

some odd years, the Renminbi is seen by many as being best positioned to continue eating away 

at the dollar‟s privileged position (Eichengreen and Kawai 2014; Helleiner and Kirshner 2014; 

Subramanian 2011). However, there are still considerable obstacles to be overcome for this to 
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occur, such as the opening of Chinese financial markets. Additionally, some observers question 

whether a non-democratic government can generate the trust necessary to establish its currency 

as a global reserve currency (Eichengreen 2014; Subramanian 2011). 

Although, rather than consider actual changes in the composition of global foreign 

reserve holdings, or a shift in the volume of trade denominated in a specific currency, this study 

focuses on the emergence of a viable challenger to the dollar. The emergence of such a currency, 

or any other instrument for that matter, would give further rise to the need for U.S. policy makers 

to consider the international legitimacy of their policy choices. 

 

 

 

Graph 1-2: Quarterly GDP Growth 
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Graph 2-2: Inflation (12 month totals) 

 

 

 

Graph 3-2: Unemployment 

-4,00%

-2,00%

0,00%

2,00%

4,00%

6,00%

8,00%

Brazil

United States

Brasil Inflation 
targeet + band

U.S. 
Inflation 
Target

Sources: Índice Nacional de 
Preços ao Consumidor 
Amplo ; Consumer Price 
Index (BLS)

0

2

4

6

8

10

12

P
e

rc
e

n
t 

o
f 

L
a

b
o

r 
F

o
rc

e
 U

n
e

m
p

lo
y

e
d

Brazil

United 
States

Sources: Taxa de
desemprego (IPE);
Unemployment
rate (BLS)



 

Table 3-2: Liberalization of the renminbi 

 

 

 

 

 

 

 

 

 

 

 

 

Date Policy Action 

July 2009 Pilot scheme allowing use of RMB in settlement of trade with ASEAN member states as 

well as Hong Kong and Macau. 

May 2010 China announces it will let Yuan trade more freely/Program began in July 09‟ expanded 

to 20 provinces. 

August 

2010 

Foreign Central Banks and certain types of foreign financial institutions were allowed to 

invest in the PRC‟s onshore interbank bond market.  

 

McDonald‟s became first foreign private company to issue a RMB bond 

 

Direct currency trading agreement with Malaysia 

December 

2011 

Direct currency trading agreement with Russia 

January 

2011 

Announcement of the Renminbi Outward Direct Investment Scheme  

October 

2011 

Announcement of Renminbi FDI Scheme 

December 

2011 

Renminbi qualified foreign institutional investor scheme was introduced to allow 

prequalified offshore institutions – including central banks – to invest subject to quota, in 

the PRC‟s onshore interbank bond market and equity market 

 

Direct currency trading agreement with Japan 

April 2012 Quota for RQFII was raised 

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

April 2013 Direct currency trading agreement with Australia 

November 

2014 

Shanghai-Hong Kong Connect 

Source: Eichengreen and Kawai (2014)  

(2014) 
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Table 4-2: China Currency Swap Agreements 

 

 

 

VI. Using Productive Power to Effect Leadership in the International Monetary 
System: Brazil and the Push Factor Narrative 
 

In order to facilitate the testing of hypotheses 1 and 2, a set of typologies was created. 

The typologies allow for the analysis of causal pathwayswhile simplifying the identification 

of empty sets andpreviously unidentified variables (Bennet and Elman 2006). As EME‟s 

 

Year Country Partner 

2008 South Korea 

2008 Malaysia 

2008 Singapore 

2009 Hong Kong 

2009 Belarus 

2009 Argentina 

2010 Iceland 

2010 Indonesia 

2011 Mongolia 

2011 Kazakhstan 

2011 Uzbekistan 

2011 Pakistan 

2011 Thailand 

2011 New Zealand 

2012 Turkey 

2012 Ukraine 

2012 United Arab Emirates 

2012 Brazil 

2012 Australia 

2013 United Kingdom 

2013 Albania 

2013 Hungary 

2013 European Union 

2014 Switzerland 

Source: Destais (2014)  
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foreign exchange reserves, including Brazil‟s, remained high during this period, new 

„countermeasures‟ creating autonomy were implemented (including the use of widespread 

use of capital controls,and China continued to show the interest and the capacity to gradually 

internationalize its currency, for the purposes of this study the material sources of power 

largely favored Brazil during the entire period in question. As such, all typologies including 

„low material relations of power‟ were considered as empty sets.
48

 

 

Figure 1-2: Typologies 

 

1 2 3  

 

4 5 6  

 

 

Moment 1 
 

Selecting on the independent variable, Brazil‟s direct verbal attacks on U.S. monetary 

policy;we come up with 4 unique „moments‟ or cases. 

Only one of these four moments can be placed in typology number 1. In November of 

2010, as the FOMC rolled out its second round of quantitative easing, the United States found 

itself in a rather dire economic situation. Unemployment had peaked in 2010 at nearly ten 

percent of the working population, and GDP growth remained suppressed, though the 

economy was at the very least expanding. Furthermore, with negative inflation in 2009, the 

                                                        
48
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Fed had failed to bring inflation back to its target of 2 percent in 2010 and consumer price 

growth had in fact retrenched since gains in early 2010.  

 In contrast to this situation, Brazil (like must other emerging market economies) was 

just coming off a strong economic recovery, employment numbers had largely recovered, and 

inflation had hovered at or near the Central Bank‟s target of 4 percent.  

 Inasmuch, when the Brazilian Finance Minister and President-elect blasted the Fed‟s 

new quantitative easing programs within days of its announcement, it did so with a large dose 

of social legitimacy. While the United States was still struggling to leave its economic 

difficulties in the past, Brazil was moving full steam ahead.  

 Examining the public comments made by the FOMC chairman and vice-chairwoman 

at this time,
49

 we quickly see that it did not take long for these authorities to defend their 

policy choices.  In Chairman Bernanke‟s first public comments since Brazil‟s top economic 

policy makers lashed out against the Fed‟s new quantitative easing program, he strongly 

defended the FOMC‟s decision to move forward with further asset purchases. During a 

speech in Frankfurt Germany, Bernanke emphasized that the intent of the asset purchase 

program was not to devalue the U.S. dollar while also providing alternative explanations for 

the large waves of foreign capital moving to EMEs. Soon after, but this time in Paris, 

Bernanke would evoke similar arguments in defending Fed policy. Furthermore, in the 

chairman‟s first press conference since the launch of QE2, Mr. Bernanke was forced to 

answer questions regarding the role of Fed policy on capital inflows to EMEs.  

 The case of Janet Yellen, the vice-chairwoman at the time, did not vary significantly. 

Yellen would also come to the defense of the Fed‟s new quantitative easing program, against 

external spillover accusations, in her first public comments since its launch. During a speech 

in New York City on December 1, 2010, Yellen argued vehemently that it was EME growth 

potential (rather than Fed policy) that drove new capital to their markets (causing their 

currencies to appreciate). Furthermore, Yellen argued that EMEs had the policy tools to make 

adjustments (necessarily suggesting that it was not the job of the Fed to alleviate these 

pressures). Yellen would similarly defend the Fed‟s new asset purchase program in her very 

next public appearance on January 8, 2011, in Denver. Yellen‟s work did not end here, as she 

would again defend this policy tools against allegations that it had created negative 

externalities just two public appearances later on April 11, again in New York City. 
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 Ben Bernanke and Jannett Yellen respectively (Janet Yellen would take over the Fed Chair on February 3, 

2014, while Stanley Fisher would assume the position of vice chair) 
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 In effect, the Fed reacted forcefully to both the complaint of unfair currency 

manipulation and the complaint regarding the creation of destabilizing capital flows to EMEs. 

In doing so, the Fed‟s top policymakers provided (on several distinct occasions) multiple 

alternative reasons for why these said effects had occurred. Additionally, in almost every 

case, they made sure to point out, all consequences aside, that the best policy for the U.S. was 

also the best for the world. 

 As we will see, this situation contrasts significantly from the other three moments in 

which Brazil‟s top economic policy makers decided to directly attack the use of 

unconventional monetary policy by the Fed. Here, not only did the FOMC‟s top personal 

react defensively, but they also did so immediately and on multiple occasions.  

 

Moment 2 
 

 It wouldn‟t be until April 9, 2012, that Brazilianpolicymakers would return to call out 

the Fed on the spillover effects of its unconventional monetary policy. This time the setting 

was a meeting between Brazilian President Dilma Rousseff and American President Barack 

Obama. The meeting, which took place in the White House, touched on a wide assortment of 

bilateral issues including a direct admonishment by Ms. Rousseff of the protectionist effects 

of Fed policy. 

Notably, despite the setting of the White House, no immediate reaction was to be 

found amongst the public comments of the FOMC members. In fact, no FOMC member 

would manifest himself or herself again in defense of Fed policy until October of 2012 (after 

the next round of verbal attacks by Brazil). Interestingly, this incident coincided with a period 

in which the economic prospects of the United States had taken a turn for the better, while 

Brazil‟s economy had comparatively stagnated. The United States, in fact, had grown at a 

faster rate than Brazil‟s during the previous five quarters, and employment numbers in the 

United States had begun taking a turn for the better. In addition, inflation in Brazil had 

breached the maximum upper limit of 6.5 percent in mid 2011. While Brazil still maintained 

an absolute employment level higher than that found in the United States, the comparable 

economic situation would suggest that Brazil found its social legitimacy relatively diminished 

compared to the situation of late 2010. Inasmuch, this specific moment can be placed in 

typology number 4.  
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Effectively, this moment lends weight to the veracity of Hypothesis 2; however, it by 

no means confirms it. What we see here is that, despite a direct and very public 

denouncement of Fed policy by Brazil‟s top politician, the Fed found it unnecessary at this 

time to provide a retort. However, it should also be noted, that unlike in moment 1, Brazil 

made only a single (isolated) attack on Fed policy, and that this attack failed to coincide with 

any major announcement by the Fed as did moment 1.  

 

Moment 3 
 

However, just as before, the economic ebb and flow did not cease there. With 

negative economic indicators emanating from both home and abroad, the Fed would return to 

implement a new round of asset purchases in September of 2012. Dubbed QE3, this program 

was to be open ended, meaning rather than announce a specific dollar amount of assets to be 

purchased, the Fed set moving policy targets for inflation and employment. Unsurprisingly, 

this new policy announcement would again draw severe critique from Brazil‟s top economic 

policy maker. This time, in public comments made while in São Paulo, in addition to an 

interview conceded to the Financial Times, Brazil‟s finance minister Guido Mantega again 

attacked Fed policy as being the equivalent of international currency devaluation, serving to 

send foot-loose, and therefore, volatile capital, to EMEs.  

However, the reaction by the FOMC this time would be less pronounced than in 

moment 1. Indeed, the still vice-chairwoman, Janet Yellen, would fail to come to the defense 

of Fed policy as she had during the first moment in late 2010 and early 2011. Though, Mr. 

Bernanke would provide a list of alternative reasons for the movement of capital from 

advanced economies to EMEs while in Japan during his first public appearance since Mr. 

Mantega‟s verbal attacks. Indeed, Mr. Bernanke would defend the Fed‟s policy against 

complaints of currency manipulation/spillover effects once again, just six public appearances 

later. Interestingly, this second occurrence represented Mr. Bernanke‟s first oversees speech 

since his comments in Japan (all of the found occurrences involving Mr. Bernanke, aside 

from his press conferences, were speeches abroad). 

Furthermore, while during moment 1 (late 2010/early 2011) there were four 

additional occurrences in which another member of the FOMC manifested a defense of Fed 

policy against complaints of currency manipulation/spillover effects, in moment 2 there were 

no additional occurrences. 
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Looking at the relative economic indicators, it is interesting to note that while the U.S. 

economy had suffered a significant slowdown in the quarters leading up to the announcement 

of QE3, the Brazilian economy had actually picked up steam, having its best quarter since 

2010. Furthermore, unemployment remained stubbornly elevated (5 years after the financial 

crisis) in the United States and relatively low in Brazil, though inflation in Brazil had 

remained at or near the upper bound of 6.5 percent. As such, 2 out of the 3 considered 

economic indicators favored Brazil in this moment, compared to 3 of 3 in moment 1.  

In this respect, moment 3 will be placed in typology number 5. Though with one 

caveat, it should be noted that while the FOMC can be said to have defended its newly 

announced policy, such defense was not nearly as pronounced as in moment 1. Indeed, this 

piece of evidence serves to strengthen our confidence in hypotheses two, as the magnitude of 

Brazil‟s social relations of authority also varied between the two cases (though only slightly).  

 

Moment 4 
 

Moment 4 differs significantly from moments 1, 2, and 3 due to a change in Fed 

policy. Rather than react to an additional round of Monetary Stimulus, in this moment 

Brazil‟s president, Dilma Rousseff, attacks the Fed for failing to adequately communicate 

regarding the termination of its asset purchase program.  

The first hint that QE3,
50

 the Fed‟s open-ended asset purchase program, would soon 

be brought to an end, was provided by Mr. Bernanke in May, 2013, during an oral report 

given to the U.S. Congress. The immediate consequence was for markets to suddenly 

withdraw large sums of money from EMEs. When the FOMC officially announced in June 

that it would begin diminishing its asset purchases by the end of the year, another round of 

capital outflows from EMEs ensued.
51

 

In a curt response during the G20 meetings held in St. Petersburg (Russia), and while 

facing a flagging domestic economy (increasing price pressures, negative GDP growth, and a 

slight uptick in unemployment), Ms. Rousseff labeled the Fed as having acted irresponsibly. 

This time, the only found reaction amongst public comments of either the chairman or –vice-

chairwoman of the FOMC, was a response provided by Mr. Bernanke during his September 

press conference to a question regarding the appropriateness of the Fed‟s communication. As 

this was not a pre-ordained statement by Mr. Bernanke it does not allow us to recognize the 

                                                        
50Colloquially referred to as „tapering‟ 
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 Colloquially referred to as the „taper tantrum‟ 
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chairman‟s comments as evidence of the recognition by the Fed of a new responsibility, 

however, the fact that the press found it necessary to ask such a question does suggest a 

change of rights and responsibility at the collective level. This non-direct, non pre-ordained 

response, allows this moment to be placed in typology 4.  

Interestingly enough, in the 6-month period following Mr. Bernanke‟s September 

2013 press conference, two other FOMC members would publicly comment on the so-called 

„temper tantrum.‟ In these two separate remarks it was claimed that factors endogenous to 

EMEs had contributed to the sudden outflow of funds during the summer of 2013. While due 

to the lengthy elapse of time it is difficult to link these comments directly to the verbal attack 

made by President Rousseff in the context of the G20, it is clear that the Fed sought to ensure 

the international legitimacy of its policy. In effect, the Fed demonstrated its recognition of the 

importance of framing its policy actions in the context of its assigned rights and 

responsibilities within the international monetary regime.  



Timeline 5-2: Language Game (All FOMC) 
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VII. Alternative Hypotheses 
 

Effectively, due to the lack of a causal mechanism at the micro-level, or for that 

matter a direct statement by the Fed acknowledging the specific attacks by Brazil as the cause 

of its decision to provide defense of its policy, the previous section can neither be said to 

have shown the causal variable of hypothesis 1 nor the intervening variables of hypothesis 2 

to have been sufficient or necessary to the outcome (defensive statements made by the Fed).
52

 

Essentially, the identification of and the elaboration on the four separate cases of the previous 

section provided multiple pieces of evidence but each with little „probative value.‟ For 

Andrew Bennett (2010) each of these supportive bits of information, or tests, might be 

referred to as a „straw in the wind.‟Bennett explains such tests as “provid[ing] useful 

information that may favor or call into question a given hypothesis but…are not decisive by 

themselves.” 

 In this respect, this section will test five alternative hypotheses, relating toone 

alternative casual mechanism and four alternative intervening variables (or sources of 

productive power). Ideally, the analysis of these alternative hypotheses would allow us to 

confirm the original hypotheses while eliminating the five alternatives, providing what 

Bennett refers to as a „doubly decisive test.‟ 

 

Role for Other EMEs 
  

While Chwieroth (2013) pointed to the East Asian countries as being responsible for 

the legitimization of controls on capital inflows, this paper points to Brazil as being the 

responsible party for changing the rights and responsibilities of the United States with respect 

to its open market operations (monetary policy). However, it should be asked if Brazil indeed 

acted alonewhen altering the standing norms of this regime, or if there was another actor or 

actor(s) that were responsible for the normative change.  

As Chwieroth notes, it was Brazil that first moved to place restrictions on capital 

inflows beginning in late 2009, effectively signaling its dissatisfaction with the status quo.  

Furthermore, Chwieroth also highlighted that it was Brazil who stood alone in the use of an 

effective tax on capital inflows, while the East Asian countries restricted their actions to more 
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 Again, access to the full transcripts of the FOMC meetings from this time period may provide greater insight 

into factors influencing its member‟s decision-making process. However, the full text transcripts of these 

meetings are only released five years after the fact.  
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passive tools (macro-prudential tools). Indeed, while East Asiannations for the most part used 

„market friendly frames‟ to justify their use of restrictions on capital inflows, pointing to the 

need to defend market stability against overwhelming capital inflows, it was Brazil who 

directly attacked the Fed‟s unconventional policy for unfairly manipulating the exchange rate 

of the dollar while driving large capital flows to EMEs (push factor frame).  

While China (Dyer and Brown 2009) andIndia (Rajan 2011)(Rajan 2013)(Rajan 

2014) would also directly attack the Fed‟s unconventional policy for pushing capital to 

EMEs, it was Brazil that did so both early (Guido Mantega coined the phrase “Currency 

Wars” in September of 2010) and continuously.Germany‟s finance minister also famously 

attacked Fed policy following the unveiling of QE2 (Atkins 2010). However, this attack was 

aimed at the „currency effect‟ and „irresponsibility‟ of the Fed‟s policy wherein the Fed‟s 

defensive statements revolved largely around the spillover effects on EMEs and alternative 

reasons endogenous to EMEs for such effects. This would suggest that while the Fed‟s 

response may have partially been to retort the accusations forwarded by Germany, it was 

unequivocally aimed at making its policy decisions fit into the new, shared, logic advanced 

by EMEs.   

One item of note is that Brazil‟s greatest success in challenging the legitimacy of the 

Fed‟s unconventional policy came in late 2010 and early 2011. Interestingly, two of the three 

verbal attacks carried out in September 2010 by Brazilian policy makers emanated from the 

G-20 meetings in Seoul South Korea. It was in this context that EMEs as a group, supported 

by aggressive rhetoric by Germany‟s Finance Minister, brought international attention to the 

currency and capital flow effects of the Fed‟s QE program.  

In as much, while not negating the role played by Brazil, or suggesting other countries 

were responsible for effecting changes in the standing norm, it does lend greater weight to the 

model of norm creation and diffusion proposed by Finnemore and Sikkink (1998), wherein 

the norm entrepreneur “call(s) attention to issues and even create(s) issues by using language 

that names, interprets, and dramatizes them,” and next, the new norm is given an 

“organizational platform” becoming accepted by a broad array of actors, before then being 

effected at the individual level.  

To this respect, while we can rule out a singular role for another country (or group of 

countries) we fail to confirm hypothesis 1, that Brazil acted alone to effect normative change. 

Indeed, while it would appear that Brazil was the main instigator, and perhaps the „norm 

entrepreneur‟, in this case, the magnitude of normative change was greater when Brazil‟s 

verbal attacks on Fed policy were taken up and given weight by other countries in an 
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institutionalized setting. In effect, while Brazil‟s initial and caustic rhetoric may not have 

been sufficient, it may still be considered as necessary to forcing the Fed to defend the 

legitimacy of its policy in the face of normative change. 

 

Role of Fed Policy 
 

The second alternative hypothesis states that it was the effective policy of the Federal 

Reserve, and not social relations or material sources that allowed Brazil to effectproductive 

power.  

Indeed, with respect to the moments identified by this study, in mid 2013 Fed policy 

changes from the enactment of a large asset purchase program (moments 1, 2, 3) to the 

withdrawal of this program, with future interest rate hikes predicted by the market (moment 

4).  When analyzing the occurrences of FOMC principles‟ defense of Fed policy in these 

cases, we can see that moment 4 is one of two moments in which no Fed principle defends 

Fed policy in a speech or other pre-ordained public announcement.
53

 

However, this finding should not be taken as definitive evidence against hypothesis 

two (and in support of a role for Fed policy type), as other factors (principally Brazil‟s social 

relations of authority) were not constant between the first three moments and moment 4. Thus 

suggesting that more evidence would be needed before we could conclusively rule out a role 

for the type of Fed policy in Brazil‟s ability to leverage productive power inassigning 

responsibility for policy adjustments. 

Of note, it has been argued by constructivist scholars that uncertainty provides fertile 

ground for changes in policy norms, as novel events and their consequences must be socially 

defined (Blyth 2007). In this respect, the use of quantitative easing represented a novel 

situation, in which the Fed found its conventional policy tools had little effect. While this 

suggests an importance for the type of Fed policy in allowing for the use of productive power 

by Brazil to assign responsibility for policy adjustments, it does not negate the importance of 

the factors stipulated by hypothesis 2 (social relations of authority and material sources). 

Instead, this finding suggests a potential role for a third factor, uncertainty. Further testing of 

this intervening variable will be left to future studies.   

 

                                                        
53Though Bernanke is forced to answer a question regarding the negative externalities of the Fed‟s taper during 

a press conference. Furthermore, two other Fed board members would later weight in on the issue of the „taper‟ 

and its spillover effects). 
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Size of Capital Flows and Currency Appreciation 
 

 As the verbal attacks advanced by Brazil‟s leaders centered on the effect of the Fed‟s 

unconventional policy on currency valuations and destabilizing capital flows, when 

considering the sources of Brazil‟s productive power it is also necessary to consider these 

two factors.  

 In absolute terms, it is clear that moment 1 occurred under conditions of greater 

global capital flows and greater downward pressure on the U.S. dollar. While it could be said, 

and indeed was argued by FOMC principles, that these tendencies reflected regression to the 

norm after a large disturbance (the global financial crisis and a „rush to safety‟), such 

movements provided material support to the arguments put forward by Brazilian policy 

makers against Fed policy.  

 Still, moment 2 also coincided with an uptick in global capital flows and downward 

pressure on the dollar, though the medium term trend was not of the same magnitude as 

during moment 1. Again, as several other factors varied between moments 1 and 2, it is 

difficult to draw conclusions, however, it is important not to discard this potential source of 

productive power. No matter whether the underlying mechanism leading to the highlighted 

effect coincided with the argument of the norm entrepreneur, it has the potential to provide 

legitimacy to the norm entrepreneur‟s definition of events under conditions of uncertainty.  

 Effectively then, we are unable to either confirm the hypothesis that the presence of 

large capital flows and significant currency appreciation were necessary for the studied effect 

to occur, nor are we able to eliminate the original hypothesis. What the analysis of this 

alternative hypothesis does suggest, however, is that the degree of normative change is most 

likely affected by numerous underlying factors that strengthen or weaken the position (both 

material and social) of the norm entrepreneur. 
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Graph 4-2: Aggregate Global Credit Flows 

 

 

 

Graph 5-2: Foreign Investment in Brazil 
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Graph 6-2: Trade Weighted U.S. Dollar Index 

 

 

Graph 7-2: BRL/USD Exchange Rate 

 

50

55

60

65

70

75

80

85

90

Trade Weighted U.S. Dollar 
Index

Source: Trade Weighted U.S. 

Dollar Index (St Louis Fed)

100 = March 1973

1

1,2

1,4

1,6

1,8

2

2,2

2,4

2,6

2,8

3

BRL/USD

Source: Federal Reserve 



International Organizations 
 

The IMF began emitting „spillover reports‟ in mid 2011. With the principle purpose 

of determining how policies of the world‟s most significant economies were affecting output 

in the rest of the world, these reports had the potential to be extremely influential. Inasmuch, 

it is necessary to look at the role that these reports may have played in Brazil‟s use of 

productive power to assign responsibility for policy adjustments.  

The IMF‟s first policy report came out in July of 2011, and with regards to the Fed‟s 

unconventional asset purchase program was relatively ambiguous (IMF 2011). According to 

this document, the first round of quantitative easing (which began in November of 2008) had 

considerable spillover effects, however, the second round of quantitative easing (which began 

in November of 2010) had so far created limited spillover effects. Interestingly this 

announcement came approximately half a year after the introduction of QE2 and more than a 

year before the launch of QE3. Furthermore, the release of this document did not coincide 

with the launch of any direct verbal attack on Fed policy by Brazilian policy makers or with 

the defense of Fed policy by any Fed principles. As such, it is rather difficult to gauge the 

effect of this report.  

Yet still, in July of 2012, the IMF would release its second spillover report (IMF 

2012) in which it would state that it was improbable that quantitative easing had pushed a 

„wall of money‟ to EMEs. This report come two months prior to the launch of QE3, and the 

consequent series of direct verbal attacks by Brazilian policymakers on Fed policy. Notably, 

in his first public comments following these attacks, at a seminar in Tokyo, Fed chairman, 

Ben Bernanke, would evoke this IMF report in defense of Fed policy. Also, of note, no 

FOMC member would again return to defend Fed policy until more than 5 months later.  

Again, while this evidence does not negate Brazilian policy makers‟ ability to effect 

normative change, it does suggest that the position of the IMF may have had a role in 

weakening this ability. As, by legitimizing its policy actions by referring to the IMF‟s report, 

the Fed (specifically Mr. Bernanke) found it unnecessary to return as often or with as much 

force as occurred in case 1.  

Regarding the IMF‟s 2013 and 2014 reports, these do not coincide with a Brazilian 

attack on Fed policy. Though the 2013 report does precede Ms. Rousseff‟s attack on the 

Fed‟s handling of its „taper‟ communication, this report fails to consider the effects of the 

withdrawal of the Fed‟s asset purchase program on emerging markets (beyond a surface 
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analysis). That said, the 2014 report does demonstrate that capital flow volatility in EMEs 

during the summer of 2013 was directly linked to the Fed‟s taper, however, the report does 

not coincide with any verbal attack (on part of Brazilian principles) or defense (by any Fed 

member) regarding how the „taper‟ was conducted.  

In effect, the analysis has failed to prove false alternative hypothesis 4, instead adding 

a layer of complexity to the effective sources contributing to the overall magnitude of 

Brazil‟s productive power. 

 

Academic Consensus 
 

 The final alternative hypothesis suggests a role for an academic consensus regarding 

spillover effects in the utilization of productive power. In order to test this hypothesis, a 

general search was performed for academic papers, published between 2008 and 2014, 

studying the spillover effects of quantitative easing policies. The search itself turned up a 

number of papers, however, it also demonstrated that a true academic consensus regarding 

the spillover effects of quantitative easing (specifically regarding speculative capital flows 

and currency appreciation) never appeared (Fratzscher 2011)(Fratzscher et. al. 2013)(Fic 

2013)(Chen et. al. 2011)(Chen et. al. 2014)(Barroso 2013).  

 The main point of contention between these papers was not necessarily whether or not 

quantitative easing created negative spillover effects (stimulating speculative capital flows 

and putting upward pressure on currencies) but rather on the extent of this effect. 

Significantly, two papers argued that QE had greater negative spillovers for some economies, 

including Brazil (Chen et. al. 2011)(Barroso 2013) but limited spillover effects elsewhere. 

Likewise, others suggested that the spillover effects of QE1 were significant while those of 

QE2 were insignificant (though present). As such, we are able to rule out a role for an 

academic consensus, as one never formed during the period in question. However, this 

evidence fails to confirm or deny the two original hypotheses. 

  

VIII. Conclusion 
 

Through means of controlled comparison, supported by typology theorizing, this 

paper has attempted to analyze the effect of the critical language used by Brazilian policy 

makers to label the unconventionalmonetary policy practiced by the U.S. Federal Reserve 
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following the financial crisis of 2007-2008. Particularly, the paper sought to determine 

whether Brazilian policy makerswere successful in introducing a new policy norm and 

altering the rights and responsibilities of the Fed in the context of the international monetary 

regime. 

Despite testing four different cases in which Brazilian policy makers directly attacked 

the legitimacy of the Fed‟s unconventional policy, due to the lack of a specific causal 

mechanism or any other evidence demonstrating direct causality, the study was unable to 

definitively show that the proposed causal and intervening variables were necessary and 

sufficient for the studied effect. Perhaps with the future release of the full transcripts of the 

FOMC meetings during the time period in question a greater understanding of the causal 

effect at the micro level could be garnered. 

However, notwithstanding several difficulties the paper was able point to normative 

change in the sense that the Fed found it necessary to defend its policy decisions against 

emerging markets‟ complaints of currency manipulation and the creation of volatile capital 

flows. Through topology theorizing and the testing of alternative hypotheses the paper was 

also able to point to a type of leadership role for Brazil in this process while also uncovering 

potential roles for other intervening variables. These additional intervening variables included 

material conditions, such as global capital flows and currency valuations, institutional 

influence (IMF), and ideational conditions such as uncertainty. Independent roles for these 

variables were identified when analyzing the varying frequency, strength, and type of FOMC 

defensive statements over the time period in question.  

 Today, the literature regarding international monetary relations is relative well 

developed, and is able to explain the power structures of this regime since the end of World 

War II. As the literature demonstrates, over the past 70 years the privileged position of the 

dollar in this regime has provided the United States with untold monetary power that it has 

used to exert leadership. However, not all actors have been satisfied with this arrangement, 

and overtime countries across the spectrum have sought out means by which to thwart the 

structural power of the United States and in the process retain greater monetary autonomy.  

 As we stand back from the unique monetary events that were the result of the 2007-

2008 Financial Crisis, we perceive a system that is stricken with the inability of countries to 

sufficiently align national monetary policies in order to achieve mutual economic gains. 

Essentially, while the world‟s countries have sought out and achieved a greater degree of 

monetary policy, they have simultaneously contributed to a system that is less able to assign 
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necessary policy adjustments between countries.  In gaining autonomy they have diminished 

the level of systemic leadership.  

 Considering these recent developments, and anticipating a world in which there are 

several international currencies with more equal participation, it is difficult to see how the 

world‟s powers can be made to agree on mutual adjustments. With this dilemma in mind, the 

underlying goal of this paper has been to serve as a preliminary step towards a better 

understanding of how mutual policy adjustments will be assigned in the absence of a regime 

hegemon.  

To this effect the paper sought to examine the role of productive power, or the power 

to effect influence through the definition of appropriate practices (or policy norms), in the 

assignment of responsibility for policy adjustments in a world of diffuse monetary autonomy 

and influence. Indeed, previous work by Jeffrey Chwieroth successfully demonstrated that 

EMEs were capable of using productive power to affect influence and gain greater policy 

autonomy (Chwieroth 2013). In leveraging the work of Chwieroth, this paper has provided 

evidence that EMEs are also capable of applying productive power to effect leadership in this 

regime. 

Moving forward, the use, and consequently the sources of productive power will play 

an increasing role in both policy autonomy as well as leadership in international monetary 

relations. As such, it is important that we continue to work toward a better understanding 

regarding the applicability of these resources under varying circumstances and for different 

ends.While this paper has focused on the use of productive power by a specific country, 

under certain conditions, it will be necessary to explore how other countries with different 

sources of power and different policy goals are able to alter the shared social norms of the 

international monetary regime. Also, a greater understanding of the micro level causal factors 

will be important, though greater distance from actual events may be necessary for such 

mechanisms to be perceived. 
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