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1 Introduction

We are writing this chapter at a time when the entire world economic
order is up for grabs. This economic order is being challenged in a way
quite unlike anything which has happened in living memory. That this
threat should be coming from the United States of America seems almost
incomprehensible.

In these circumstances, all of our countries need to put in place a set of
arrangements which enable each of us to do the best we can. It is clear
that, if the institutions of international cooperation are undermined in the
way which seems quite possible, the best we can do may well still be little
short of catastrophic. Nevertheless, in such circumstances it seems especially
important to examine the foundations of what cooperative arrangements
might look like, and how they might be sustained.

This chapter considers one particular set of challenges, those to do with the
system of global macroeconomic management. There are many other issues
to do with the world economic order which we have deliberately to put to
one side, including questions to do with international financial regulation,
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security and defence, IT and data, and the global health system. However
important these topics are, both time and space have prevented us from
saying something about them.

In what follows, we argue that the form of international cooperation that
is needed in global macroeconomic management is different from what
is conventionally supposed. The traditional analysis of such cooperation
maintains that it involves the avoidance of free riding in a prisoner’s
dilemma situation. We argue, instead, that such cooperation involves
creating arrangements in which it is in the unilateral interest of countries to
act in a way which is helpful to other countries. This contrasts with the idea
that it will be in the unilateral interest of countries to free ride on whatever
cooperative arrangements have been in place. We use the term ‘concerted
unilateralism’ to describe this form of cooperation. We provide a number
of examples. And we consider in some detail how such cooperation might
best be achieved.

The chapter proceeds as follows. Section 2 summarises the challenges that the
developed world faced at the end of World War II, and the discussions that
took place at the time. Section 3 describes the resulting ‘liberal international
order’: the US-led liberal multilateral order of global governance and
international cooperation that was created in the aftermath of World War II.
Section 4 examines how that post—World War II liberal order actually fared.
Section 5 extracts key recent developments in the theory of international
cooperation, focusing on the importance in that theory of the idea of
concerted unilateralism. Section 6 contends that the post—World War 11
liberal order is now breaking down, for both political and economic reasons.
This section sets out three contemporary challenges to that order, to do with
global macroeconomic policymaking, the regulation of international trade
and the management of the transition to net zero carbon emissions in the
global economy. The section then goes on to show how ideas of concerted
unilateralism might be useful to policymakers seeking to respond to these
challenges. Section 7 suggests how a twenty-first-century cooperative
international order might be reconstructed, managed and sustained
institutionally in the face of the three challenges which we have described.
Section 8 concludes.
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2 Challenges that the developed world
faced at the end of World War Il

In the second half of the twentieth century, a US-led liberal multilateral
economic order emerged, one which has been described in much detail.!
In this new system, US hegemony filled the vacuum created by the absence
of leadership by the United Kingdom, which had been evident during the
1930s. This position of leadership was thrust upon the United States by
World War II, and the need to ensure that postwar reconstruction led to
a vibrant, rapidly growing world economy.

At the beginning of the war, on 14 August 1941, the United States and
the United Kingdom issued an ‘Adantic Charter’, a joint statement by
these countries that followed a meeting between US President Franklin D
Roosevelt and British Prime Minister Winston Churchill. This declaration
provided a broad statement of the postwar ambitions which these countries
shared. In particular, both countries agreed to seek the liberalisation of
international trade, and to establish a set of labour, economic and welfare
standards. More generally, the Charter that Roosevelt and Churchill
drafted included eight ‘common principles’ to which the United States and
United Kingdom would be committed in the postwar era.?

As World War II progressed, the United Kingdom, the United States and
their allies were determined to avert a slump in postwar economic activity,
and, in particular to prevent the kind of global depression that had emerged
after World War I. To do this, they sought to recreate the sort of open
liberal world that existed before World War I in the first era of globalisation,
and which had been lost in the 1920s and 1930s.

1 See for, example, Acheson (1941, 1969), Schelling (1960), Keohane and Nye (1973), Waltz (1979),
Keohane (1984) and Kindleberger (1988).

2 These principles included not just a commitment to the liberalisation of trade and the establishment
of welfare standards, but also an undertaking not to seek territorial expansion, a commitment to establish
freedom of the seas, an obligation to support the restoration of self-governments for all countries that
had been occupied during the war, a responsibility to allow all peoples to choose their own form of
government, and, furthermore, a more general commitment to self-determination. Churchill was
distinctly uneasy about this last provision — given his position on India and other colonies, even though
this was as late as 1941 — but signed up to it, under pressure from Roosevelt (see Department of State

Office of the Historian 2024).
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John Maynard Keynes had already seen the need for this. In Chapter 2 of his
Economic Consequences of the Peace, published in 1919, he had given a clear
account of why the British imperial system had worked so well as a form
of global economic order. Indeed, one can interpret the whole of Keynes’s
life’s work as showing a commitment to re-creating, after World War II,
a globalised international order that mirrored the one in which he had
grown up during the fifty-year period before World War I (Vines 2023).

Keynes appreciated that the re-creation of such a world would require global
cooperation. He understood that full employment policies would have to be
reconciled with the need for each country to be sufficiently competitive —
that is, each country would need to be able to export sufficient goods to pay
for the imports that would be purchased at full employment.

Hence, in 1942, Keynes put forward plans for a new postwar international
monetary system designed to make this possible — what he called a ‘Clearing
Union’. His plan drew not only on the theoretical arguments in his General
Theory, but also on the harsh practical reality provided by the United
Kingdom’s return to the gold standard in 1925. He argued that, for many
countries, sufficient competitiveness would not be assured if the world were
to return to a gold standard after the war. Such a standard required that any
country with balance of payments difficulties — of the kind which Britain
was likely to have — would need to rely on downward adjustment of its
wages and prices in order to make its goods sufficiently attractive in world
markets (Temin and Vines 2013, 2014). Keynes judged that, in the political
climate of the postwar world, such wage and price adjustments would not be
feasible. Nevertheless, given the experience of the exchange rate instability
of the early 1920s and the 1930s, he also showed no enthusiasm for floating
exchange rates.

Discussions of what was needed began with officials from the United
States at the same time. They were led by Lachlan Currie (at the Federal
Reserve and the White House) and Harry Dexter White (at the Treasury).
Currie and White were both New Dealers who had been recruited by the
eminent Chicago economist Jacob Viner to join his ‘Freshman Brain Trust’ at
the US Treasury. They too sought to achieve high levels of employment and
output. In seeking to do this, the United States and its allies were inspired
in part by Keynes's General Theory, and its use of demand-management
policies focused mainly on fiscal measures. They too looked towards the
remaking of an open liberal world, one that they thought would create huge
opportunities for the rapidly developing US economy (Sandilands 1990).
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Plans were discussed by US and UK policymakers in much detail over the
following two years, including during a visit that Keynes made to Washington
in 1943.3 It is clear that Keynes was propelled in these discussions by the
knowledge that the provision by the United States of wartime funding to
the United Kingdom (‘Lend Lease’) had put the United States in a position
in which it would be able to dismember the British Empire after the War.*
Keynes, who had been accustomed to Britain managing the global economy,
wanted to create a new global order in which prospects for Britain remained
acceptable, even though global economic hegemony would pass to the
United States.

Keynes feared that difficulties in the balance of payments adjustment process
might impose, on current account deficit countries such as Britain, an
obligation to deflate demand below full employment. He also believed that
this might not be matched by symmetrical expansion by surplus countries.
If this were to outcome were to eventuate, it would create pressures leading
towards the global deflation that everybody feared. This is why he wanted
his Clearing Union to be able to create global liquidity. (Like a bank, it
would ‘clear’ the overdrafts that countries could obtain from it.) He differed
in this view from Dexter White, who feared that liquidity would be so freely
available that there would be a great postwar worldwide inflation. These
differences of view led to great difficulties in the discussions.

3 The resulting new international
liberal order

As they gathered in the United States in early 1944 in preparation for the
Bretton Woods Conference on the International Monetary system, Keynes,
White and others recognised and accepted that the requisite global economic
system would need a particular form of global economic governance. The
discussants sought a form of global economic governance that would

3 The analytical content of these immensely difficult negotiations is discussed in more detail in Vines
(2003), which draws on the historical account by Skidelsky (2000), and can be supplemented by the
ideas in a recent book about Dexter White by Jim Boughton, a former historian of the International
Monetary Fund (IMF) (Boughton 2021).

4 The penultimate chapter of Part One of Volume 3 of Skidelsky’s biography of Keynes (Skidelsky
2000) concludes (on page 133) with a succinct statement of this US position. As Dean Acheson described
in his own autobiography, Keynes was utterly outraged when he first saw a draft statement of what the US
was seeking to achieve (Acheson 1969, 29 and 30). See also Acheson (1941).
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manage the global economic system by means of a set of global economic
institutions (Subacchi and Vines 2023; Susskind and Vines 2024). These
institutions were set up to bring about the following four things:

* Domestic macroeconomic policies that ensured an adequate level of
aggregate demand globally, promoted full employment, shared economic
growth widely and yet avoided inflation.

* A workable international adjustment of current account balances,
whereby imbalances between nations could be corrected by exchange
rate changes, without resort to deflation and austerity, or protectionism.

* International lending that addressed the needs for shorter-term financing
of balance of payments adjustment processes so as to avoid international
financial instability and longer-term financing of foreign direct investment
(FDI) in a way not prone to excessive instability or crises.

* A mutually rewarding process of trade liberalisation that would enable
countries to specialise in what they were best at producing, and would
enable emerging market economies to engage in a process of export-led
growth.

Table 2.1: The postwar world economic order.

Objective

Instrument(s)

Responsible authority

Full employment

Demand management
(mainly fiscal)

National governments

Balance of payments
adjustment

Pegged but adjustable
exchange rates

International Monetary
Fund

Economic development

Managed international

World Bank

investment flows

International Trade
Organization

Promotion of international
trade

Tariff reductions, etc.

Source: Authors’ summary.

Table 2.1 provides a sketch of the new world order which was established. The
four objectives of global macroeconomic policy, as understood at the time, are
listed on the left column of the table. A policy instrument devoted to each
objective is outlined in the central column; it was clear that four instruments
of policy were needed to achieve the four objectives. And four separate sets of
policymaking institutions, listed in the final column, were put in place.

First, national governments really did adopt Keynesian full employment
policies. The UK full employment White Paper was significant, precisely
because that country remained in a central position in the post—World
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War II world. When the Australian Prime Minister was in London in 1944
and saw this happening, he went back to Australia and said, ‘T want one of
these too’. And by 1946 it became clear that the United States would be
adopting its own version of such full employment policies.

Second, the International Monetary Fund (IMF) was established to supervise
the Bretton Woods system of pegged but adjustable exchange rates. It was
also given the role of promoting international monetary cooperation, and
the elimination of exchange restrictions on current account transactions, to
foster exchange rate stability, and provide temporary financial assistance to
countries so as to ease balance of payments adjustments.’

Third, the World Bank was set up to facilitate movements of capital to
the poorer parts of the world. This was at a time when private sector
international capital markets were highly underdeveloped. There was also
an early focus on lending to support post—World War II reconstruction
in Europe, greatly assisted by aid coming from the Marshall Plan and
administered by the newly created Organisation for European Economic
Cooperation (OEEC) which eventually became the OECD (Organisation
for Economic Co-operation and Development).

Fourth, the GATT (the General Agreement on Tariffs and Trade), which
was signed in 1947, was able to manage the liberalisation of international
trade, and thereby contribute to achieving the fourth objective.® As a resul,
in the early postwar period there was a series of highly significant rounds
of tariff reductions.”

5  In fact, the IMF that was actually established was much more limited in its articles of association
than the kind of institution that Keynes had pushed for in his proposal for a Clearing Union (see House
et al. 2008). The money which the IMF could provide was much more tightly circumscribed than
Keynes had wished, a constraint that was imposed upon the outcome by Dexter White and his US
colleagues, because of their fear that liquidity would be too freely available. Events of the subsequent
60 years have shown, particularly at the time of the East Asian financial crisis of 1998 and the global
financial crisis of 2007/8, that at times of crisis, the Fund has been able to mobilise resources in the kind
of way which Keynes might have wished.

6 It was wise that negotiations about the last objective — trade liberalisation — were deliberately kept
away from the Bretton Woods conference, because a year or two later the US Congress torpedoed the
negotiations that had been set up to establish an International Trade Organization, or ITO. But many of
the rules and regulations that had been devised for the management of the international trading regime
were incorporated into the GATT.

7 During the GATT years, eight rounds of tariff negotiations were held between 1947 and 1994:
Geneva (1947), Annecy (1949), Torquay (1950-51), Geneva (1956), Geneva (1960-61) — also known
as the Dillon Round — the Kennedy Round (1964-67), the Tokyo Round (1973-79), and the Uruguay
Round (1986-94), at the end of which the World Trade Organization (WTO) was created (in 1995).
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There was a recognition that the hegemonic leader, the United States, would
ensure that the rules of the international economic order helped to ensure
that the four objectives of policy were actually achieved, and was prepared
to enforce international cooperation in achieving them.

What was created was not just a new international monetary system.
It was also an overall system of global macroeconomic management.
Keynes understood this very clearly. One day, early in 1944, as the difficult
discussions between the United Kingdom and the United States about the
postwar world dragged on and on, Keynes turned to his junior colleague,
James Meade, showing him a sketch on the back of an envelope. Keynes
remarked, as he did this: ‘At last I know how the world economic system can
be remade’. His sketch was what we have reproduced in Table 2.1.8

4 How the postwar liberal order
actually fared

The initial outcome of the new international liberal order was a remarkably
successful period of global economic progress, which became known in
English-speaking countries as the ‘Golden Age’, and in France as ‘Les Trente
Glorieuses’.

In that period, which saw rapid growth of the kind that had occurred before
World War I, the United States, the global technological leader, enabled
postwar reconstruction and then subsequent rapid growth in both Europe
and Japan. And this spilled out into the rest of the world.” All this lasted
until the late 1960s or early 1970s.

Three elements emerged as particularly important in the process:

First, there was rapid growth in the US hegemon, which can now be understood
in terms of endogenous growth theory, which emerged in the 1990s.

Second, there was rapid transfer of technology, which enabled growth in the
emerging market periphery (i.e. Europe and Japan). This can be analysed
using the Swan—Solow growth model which emerged in the mid-1950s.

8  One of us has described how difficult it was for Keynes to reach this understanding. See Vines
(2023), and also Vines (2003) and Temin and Vines (2013, 2014).

9 There was of course also the Cold War, which led quite directly to the Marshall Plan of aid to Western
Europe, which led the US to transfer substantial resources to support the reconstruction of postwar Europe.
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Third, the interaction between the hegemon and the periphery created a
virtuously self-propelling global economic system in a way that was first
analysed using the international version of the Lewis model in Lewis’s book
The Theory of Economic Growth (Lewis 1954).

While this was a multilateral system, it was at the same time a unipolar
system, in the sense that it was led by the United States. There was
widespread support internationally for this system because, being led by
the technologically dominant country, it opened up the prospect, through
freer trade, of new markets, of opportunities for FDI, and so forth. And
domestically, the engagement of the United States in the global system was
popular too, not just because the United States embraced full employment
Keynesianism, but also because the benefits of growth were shared widely.

4.1 The vulnerability of the postwar liberal order
The Golden Age proved to be vulnerable in two ways.

First, it became apparent that this regime had an inflation bias. In the
United States, Milton Friedman famously argued that US policymakers
were aiming for an excessive level of output, in the process moving too far
along a short-run Phillips curve and thereby raising inflation expectations.

Friedman (1968), Kydland and Prescott (1977) and Barro and Gordon
(1983) equally famously suggested that this happened because policymakers
acted in a time-inconsistent manner: promising low inflation while at the
same time engineering a high level of output that was inconsistent with
that promise. In their view, this behaviour was politically motivated.
Orphanides and Williams (2004) later suggested that policymakers did this
not for political reasons, but because they overestimated the potential level
of output.

In the United Kingdom and continental Europe, the process appears to have
been somewhat different. The bargaining power of trade unions meant that
the non-accelerating inflation rate of unemployment (sometimes known as
NAIRU) was much greater than the natural rate, described by Friedman,
at which all labour would be fully employed (Rowthorn 1987; Layard et al.
1991). European policymakers, not realising this, seem to have aimed for
something like the natural rate, while promising low inflation. This made
it impossible to resist union militancy and consequent wage ‘explosions’.
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This was a widespread phenomenon: the events of May 1968 in Paris were
just the most famous example. For whatever reason, confidence in the
possibility of achieving full employment and stable prices began to fade.

Second, confidence in the international aspects of the Bretton Woods
system slowly withered. The system began to unravel as a result of the
ever-increasing current account surpluses being run primarily by Germany,
Austria and Japan during the 1960s. Over time, the deficits of both the
United Kingdom and the United States became ever more severe. But
whereas deficit economies were under pressure to adjust, surplus economies
were under no such pressure: and yet one is the analogue of the other. This
inconsistency came to be known as the “Triffin’ problem (Triffin 1960).
As a result, the pegged exchange rates system came under increasingly severe
speculative pressure.

The devaluation of sterling in November 1967 was the beginning of the
end. Four years later the US Government decided that it could no longer
defend dollar convertibility, and in August 1971 it closed the gold window.
Later that year, the regime of fixed-but-adjustable exchange rates finally
disintegrated after a conference convened at the Smithsonian Institution in
Washington DC failed to keep the system together.'

The consequences of the end of the Bretton Woods system have been
summarised by Barry Eichengreen (2023, 189) thus:

The result was what we now call the non-system. There was no
agreement following the collapse of Bretton Woods on a new
exchange rate regime or system. There was no agreement on how
to create a more symmetric adjustment mechanism. There was no
global regulation of international liquidity. There was no enhanced
role for the SDR [or special drawing rights].

4.2 The global non-system

Nevertheless, from the early 1970s the entire system of fixed-but-adjustable
exchange rates gave way to a non-system of floating exchange rates,'" which
is now the standard for advanced economies,'” thereby allowing each

10 See Temin and Vines (2013).

11  See Corden (1983, 1994).

12 Among the advanced economies, the countries that are members of Europe’s monetary union are
bound to a system of fixed exchange rates; however, their common currency, the euro, is fully floating.
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country to choose its own individual fiscal and monetary policy settings.
It is a very different setup from the Bretton Woods system. In fact it took
a full 20 years — until the early 1990s — for this non-system to fully emerge.

The resulting non-system is one in which countries today generally have
an inflation targeting regime and a floating exchange rate, and also — when
things are working properly — adequate fiscal discipline and a satisfactory
form of financial regulation. It is possible to imagine how a fully functioning
version of this new world economic order would operate, one in which all
countries have all these features.

In a perfectly functioning version of this new world economic order — what
can be called the ‘perfect model world” — Keynes’s four objectives would
all still be achieved, even though this would happen in a rather different
way from that which was envisaged under the Bretton Woods system.
Each country would have full employment without inflation, a sustainable
current account balance and a sustainable flow of international financial
capital; and there would be an open trading system that enabled countries
to specialise in international trade and grow.

Such a perfect model world would be intrinsically stable, so that — in
principle at least — no leadership would be necessary to prevent crises or
to manage crises when they emerged.” And indeed, it seemed during the
much of first decade of the twenty-first century, the period which became
known as the Great Moderation, that the global non-system might actually
operate in this way.

4.3 A sustainable global order

The political scientist John Ikenberry describes the geopolitical nature
of the liberal international order that actually emerged in “The rise and
decline of the global multilateral order’ (Ikenberry 2023). It was, he says,
an ‘interconnected “system” of layered rules, institutions, bargains, and
projects— a sort of geopolitical ecosystem — in which states could survive
and protect their values, institutions and interests, while managing the
complex problems of economic, political and security interdependence.

13 The argument lying behind this claim about how the perfect model world might operate is
presented in some detail in Vines and Subacchi (2023).
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Such an environment emerged — he says — because liberal democracies,
led by the United States, had a set of capabilities that they put to good
use in the creation of this international order. These included the rule
of law, which gave liberal democracies a form of legitimacy that helped
them to lead and shape international norms, the ability to create and
sustain international institutions that provide rules and mechanisms for
international cooperation, and the ability to adapt to changing conditions
through political debate, electoral change and policy adjustment.

Ikenberry outlines five political conditions that were necessary for the
creation of the liberal international order that emerged:

* security co-binding, in which great powers demonstrate restraint;

* the open nature of US hegemony and the dominance of reciprocal
transnational relations;

* the presence of self-limiting powers, notably Germany and Japan;

* the availability of mutual gains due to ‘the political foundations of
economic openness’; and

* the role of Western ‘civil identity’.

What needs to be added to Ikenberry’s approach is the idea that the postwar
global order which he describes — what might be termed a political and
social ‘superstructure’ — was built on top of an economic ‘base’; the global
macroeconomic policymaking system depicted in Table 2.1. One key reason
that the world order described by Ikenberry survived for so long was that this
macroeconomic policymaking system turned out to be extremely adaptable
in the way that we have described.

Ikenberry argues that the global order is now breaking down because the
five political conditions that he identifies are now no longer satisfied. Just as
important is the fact that the global macroeconomic policymaking system is
also breaking down. Indeed, a critical point of interest in this chapter is in
the connection between these political and economic factors: they are not
happening independently of each other.

Ikenberry argues that a new era of liberal order-building might still emerge.
This hopeful point of view recognises that political conditions are now
very different from what was the case immediately after World War II — or
indeed until very recently. It will require that other kinds of rule-making
processes be considered, which are somewhat different from those which
have been followed until now: a kind of open, rules-based order, with
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something of the character of a club, or a number of clubs with mutually
overlapping rules-based orders. As will be seen below, a rebuilding of the
global macroeconomic policymaking system might also be possible, along
lines which run parallel to those set out by Ikenberry.

To see why this is the case, it is necessary to understand some more about
the nature of cooperation in global macroeconomic policymaking.

5 International cooperation

The economic theory of international cooperation and leadership has
advanced considerably in the last 50 years.

5.1 The prisoner’s dilemma approach

Economists first came to understand international cooperation in economic
policymaking using ideas taken from game theory. International cooperation
could be thought of — they said — as the solution to a prisoner’s dilemma
problem. There are gains from multilateral cooperation. But individual
self-interested countries face a unilateral incentive to deviate and free ride.
As a result, there is a risk that the cooperative equilibrium gives way to a
familiar suboptimal Nash equilibrium in which each player selfishly pursues
their own interest. But because any game between countries is likely to be
continually repeated, cooperation might still emerge if the ‘shadow of the
future’ prevents deviation and free riding. International institutions were
thought to have an important role in supervising cooperation of this kind.
And the US hegemon was thought to be important in ensuring that the
rules of the game were actually followed.

Economists used this kind of argument to understand — and indeed to
help pursue — the liberalisation of trade that took place in the postwar
world. It was in the collective interest of countries to liberalise trade, in
order to engage in some version of export-led growth and to specialise
their production according to their comparative advantage. However,
individual countries, unilaterally pursuing their own narrow self-interest,
might nevertheless resist the removal of protectionism, in particular the
reduction of tariffs, for political economy reasons to do with political
pressure brought by industries exposed to international trade. The Nash
equilibrium was thought to be a continuation of protectionism. In this
framework, the liberalisation that took place under the GATT — a series
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of extremely difficult and slow ‘negotiating rounds’ of trade liberalisation
negotiations, consisting of reciprocal reductions in tariff levels — was seen
as a cooperative process which enabled countries to resist their domestic
protectionist pressures. This process was to be managed by the GATT.
Bagwell and Staiger (1999, 2002) called their analysis of this process an
‘economic theory of the GATT".

Similar kinds of arguments were used to analyse the macro-policy game
being played by countries in the Bretton Woods system (Hamada 1974,
1979, 1985). Fiscal policy was at the time being used to manage aggregate
demand in a Keynesian manner. But, as already noted, at the same time
a number of countries (especially Germany and Japan) desired a trade
surplus. These were not matched by other countries (in particular the
United Kingdom and the United States) being able to run corresponding
surpluses — a difficulty which — as we have noted — became known as the

“Triffin problem’.

The Nash equilibrium was believed to be a deflation war. Each country
would pursue a trade surplus by means of fiscal deflation, at the expense
of creating unemployment. But not all countries can achieve a surplus;
the deflation war would go on getting worse and worse until each country
had so much unemployment that it was prepared to live without the
trade surplus that it desired. Cooperation — it was said — would involve
countries realising that they cannot all have a trade surplus; as a result
each country could use fiscal policy to pursue full employment. The idea
put forward by those who produced that early literature on international
macroeconomic policy coordination was that the IMF should be thought of
as an institution enabling agreements about balance of payments targets
of the necessary kind.'

A later focus in the macroeconomic literature was analysis of what emerged
when the world moved to the global non-system with floating exchange rates.
This was a time of high inflation. In theory, policymakers faced a unilateral
incentive to tighten monetary policy and appreciate their country’s exchange
rate, in order to ‘export” inflation to other countries. Successful cooperation,
however, would lead them to forgo such action. The idea put forward by

14 It took some time for economists to recognise that a cooperative solution required the deployment
of two policy instruments (exchange-rate adjustment as well as fiscal policy) in the pursuit of two policy
objectives (external balance as well as full employment) (see Meade 1951; Swan [1963] 1968). Only
then would there no longer be a temptation to run fiscal policy in a way unhelpful to other countries,
because that one instrument was being used in the pursuit of both full employment and external balance.
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those who produced this later literature on international macroeconomic
policy coordination was that the IMF should become an institution bringing
pressure on countries not to act in this way (see, for instance, Oudiz and
Sachs 1984; McKibbin 1988). But this did not happen.

Taken together, these arguments provided by economists generated
scepticism about the feasibility and sustainability of multilateral
international cooperation.

5.2 Concerted unilateralism

We think that there is a different way to think about how global cooperation in
economic policymaking might best be achieved. We use the label ‘concerted
unilateralism’ to describe this set of ideas."” The distinguishing characteristic
of concerted unilateralism is that it is a process with two stages:

*  First, there is an agreement on a common goal or purpose (an international
public good) by a number of countries — possibly in the form of a non-
binding agreement. This is the concerted stage.

* Then, second, each of the countries pursues this agreed objective in an
independent non-binding manner. This is the unilateral stage. Countries
in this second stage are free to choose what best suits them individually,
within the framework that has been set by the initial agreement on the
common goal.

The postwar system — in the various dimensions which we have described
above — required legal agreements, institutional supervision and
enforcement by the hegemon. Of course, some processes of international
cooperation may well take this form. But concerted unilateralism involves
something different.

The key idea of concerted unilateralism is best understood by means of three
examples, one taken from trade policy, one taken from macroeconomic
policymaking and one taken from international cooperation in the pursuit
of net zero carbon emissions.

15 This term was first used by Peter Drysdale and Ross Garnaut: see Drysdale and Garnaut (1994a,
1994b, 1996a, 1996b). See also Garnaut and Vines (2007) and Vines (2014, 2015, 2016a, 2016b).
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Trade policy

The process of trade liberalisation in the Asia-Pacific region was highly
significant, leading to the creation of APEC (the Asia-Pacific Economic
Cooperation group). Garnaut (1994b, 280-81) describes what happened:

Through the 1980s, and especially from 1985, there was an
acceleration of unilateral, non-discriminatory trade liberalization in
virtually all market oriented Western Pacific economies (including
China). This led to observation that non-discriminatory trade
liberalization was more likely in an economy that was part of a
region in which other economies were liberalizing trade, than in
a region of increasingly inward-looking states ... In this world, each
individual economy in a region [behaving in this way] observes the
prosperity others are experiencing as a result of trade liberalization,
in which the benefits of each country’s liberalization are extended
by the contemporaneous liberalization of others. This increases
incentives for each country to liberalize its own trade, bringing
benefits not only to themselves but to others in the region. In this
world, the regional trade policy ‘game’ takes [a new form which can]
be contrasted with the ‘prisoner’s dilemma’ ‘game’ that has been
used to define the process of trade liberalization amongst advanced
industrialized economies in recent decades.

Drysdale and Garnaut (1994) gave a striking name to this new form of
the trade policy game: ‘prisoner’s delight'. By this they meant a scenario
in which unilateral trade liberalisation by individual countries not only
leads to mutual benefits, as in a prisoner’s dilemma setup, but is also in
the interests of each country. This is entirely different from a ‘prisoner’s
dilemma’ game, in which there are incentives for each individual country
to remain protectionist, for political economy reasons which we have
previously described.

Technically this new form of the trade policy game is different from
a prisoner’s dilemma because it has ‘multiple equilibria’. In the prisoner’s
dilemma game, all participants face a temptation to renege on the cooperative
equilibrium and to defect to the (unique) Nash equilibrium — the selfish
one in which in which each player looks after only their own interests as
perceived. Here, after the initial agreement on purpose is reached, it is in
everyone’s interest to cooperate, and the cooperative outcome is a new Nash
equilibrium from which countries do not wish to deviate.
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This new possibility emerges precisely because — as described by Garnaut —
in the first concerted stage of the economic policy game all countries agree
to liberalise. That means that the benefits of each country’s liberalisation
are extended by the contemporaneous liberalisation of others, and extended
enough to make each country want to liberalise. The concertedness of the
process means that each country’s unilateral actions become actions which
— instead of free riding —are in the interests of the other countries.

Within the East Asian process, there was no attempt until the second decade
of the twenty-first century to create an overarching regional free trade area
(FTA) or customs union (CU) — that is, a region in which a process of trade
liberalisation would be undertaken, but within which tariff barriers would
be maintained against those outside the FTA or CU.

What happened up to that point was thus an outstanding example of
concerted unilateral reform (Garnaut 1996a, 1996b; Garnaut and Vines
2007). In such a process, the international environment supported the
objectives of trade liberalisation at home. In particular, liberalisation by
other countries was leveraged by trade policy officials and politicians as and
when they embarked on liberalisation; foreign actions became important in
winning contests with protectionists at home.

As a result, a sense of opportunities abroad, throughout East Asia, influenced
the ability to achieve reforms at home. This was especially important
when the foreigners concerned were important regional trading partners.
Leadership was provided by the APEC process, an institutional structure
in which the tasks of hegemonic leadership were collectively shared among
the countries of the region. At the APEC Summit in Osaka in 1995, for
example, China unilaterally delivered a 50 per cent cut in its tariffs across
the board, a substantial downpayment on its way to accession to the World

Trade Organization (WTO).

The ‘open regionalism’ which we have described led to a decade of
achievement. But the process died in the early 2000s. The current pursuit
of discriminatory FTAs among smaller groups of countries is a different,
early-twenty-first-century, attempt to achieve cooperation among countries.
Many people initially saw this approach as providing a stepping stone to
global free trade. Increasingly they are being seen as the opposite.'®

16  See Chatham House (2016) and Mrazova et al. (2013).
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Macroeconomic policymaking

The example to do with the coordination of macroeconomic policymaking
comes from 2014 when Australia was Chair of the G20 (see Vines 2015,
2016a; McKibbin and Vines 2020). In preliminary discussions at the
beginning of the year, leaders from all nations were asked to agree that the
G20’s focus for that year would be to raise the global growth rate, which was
generally thought to have been inadequate in the six years since the global
financial crisis of 2008. It was also agreed that the method to be used would
be concerted fiscal expansion by all countries within the G20. Countries
were then invited to propose policies which they might each embark upon
on to contribute to this overall global strategy.

Each country’s proposals were reviewed by another country to see if what
had been proposed was ‘fair’ in the sense of making an adequate contribution
to the overall objective. It was agreed that, if necessary, countries would be
invited to ‘do a bit more’ if the initial proposals were not large enough.
This is what, in fact, was necessary to ensure that the whole set of proposals
added up to a big enough total. So the process was, indeed, concerted.

For some countries — including the host country Australia — the process
was a potentially difficult one, given that the politicians in power were
publicly committed to fiscal austerity, so that a commitment to fiscal
expansion appeared to go against the announced policy intentions. Such
countries — including the host — thereby faced internal political pressures
not to cooperate with the purpose of raising global growth. However, it was
understood by all that a world in which all countries were adopting more
expansionary policies would be one in which demand for exports would be
that much higher in all countries, lessening the political pressure in each
country for austerity.

Furthermore, in line with a deliberate policy framework of concerted
unilateralism, all countries were free to propose whatever kind of fiscal
expansion they preferred. In particular, those countries committed to
austerity were able to make proposals for increasing their expenditure
on infrastructure, so that they would be able to display an asset that the
fiscal expansion had created, providing them with shelter from domestic
criticism. It therefore became possible for them to avoid looking as if they
were reneging on their commitment to austerity. So the process was indeed
unilateral as well as concerted; it allowed for freedom of action.
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Australian officials were at pains to ensure that there was no process of
top-down instruction, and no top-down enforcement of conditionality.”
The resulting agreement was signed off by leaders at the Brisbane summit
in November (Vines 2015). It was clear at the time that the fiscal positions
adopted by many such countries were more expansionary than they would
have been had the G20 process not been put in place. A subsequent review
judged the policy process to have been successful — at least to come extent
— in influencing global macroeconomic outcomes.” Nevertheless the task
was a difficult one. As we describe in Section 6.1 below, there were strong
pressures pulling away from this kind of cooperation.

Policymaking in pursuit of net zero carbon
emissions globally

Climate risk has become a major policy concern in all countries. This is a
global problem, and the solution will necessarily involve global cooperation.
That cooperation is being managed by the Conference of Parties (COP),
the decision-making body of the UN Framework Convention on Climate

Change (UNFCCCQ).

The broad combination of actions that will be required is now familiar.
This includes, but is not limited to, a collection of well-known mitigation
and adaptation measures: increased carbon taxes; decreased fossil fuel
subsidies; improvements in carbon storage; decarbonised energy generation;
adoption of sector-specific low-carbon technologies; and many others.
To see these interventions in China and India, consider Garnaut (2024)
and Ahluwalia and Patel (2024), respectively.

The inadequacy of climate change-related policies which the world
has undertaken is well understood. In particular, the inadequacies of
the Paris Agreement in 2016 did not take long to surface — even though the
Paris conference was declared a resounding success. The Intergovernmental
Panel on Climate Change (IPCC), in a report published in 2018, warned

17  Montek Ahluwalia has said to us that the word ‘concerted’ was actually used in the G20 Sherpa
discussions in 2014 as a way of describing the best agreement that it was possible to reach. (Ahluwalia
was the Indian G20 sherpa at the time.)
The point at issue was the need to take coordinated expansionary action in the face of British
and German unhappiness about fiscal expansion. It [the term concerted] was used by the
British sherpa ... to distinguish between ‘co-ordinated” which suggests much more precise
agreement than was possible on what each country must do, and ‘concerted’ which is weaker.
(email received on 19 March 2023)
18  See ‘Quantifying the Implementation of G-20 Members’ Growth Strategies’, a note which provides
an estimate of G20 members’ progress towards implementing structural reform and public infrastructure
investment commitments made at the Brisbane Summit (International Monetary Fund and OECD 2018).
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that the remaining carbon budget for the world, consistent with limiting
global warming to +1.5°C, was shrinking, and that the world as a whole had
to reduce emissions to net zero by 2050 to keep global warming within the
limit set. The adequacy of the Copenhagen commitments always depended
on the ratcheting up over time that was foreseen in the Paris Agreement.
Despite subsequent progress in Glasgow, the sum of the commitments
remains much weaker than is required to achieve agreed global climate goals.

Nevertheless, an approach along the lines of concerted unilateralism started
to yield fruit. This new approach, foreshadowed in the discussions, late in the
Copenhagen conference, between President Obama and the representatives
of Brazil, China, India and South Africa was given form at Cancun a year
later, and more concrete form at Paris and Glasgow. The Cancun/Paris
approach had countries putting wunilateral voluntary proposals forward.
They would be discussed by peers and amended every 5 years, so that a
set of commitments that did not initially add up to 1.5°C at Paris would
be gradually upgraded. If all worked well, they would eventually be strong
enough to meet the global goal. Indeed the Glasgow revisions came closer
(with India’s ‘net zero by 2070’ providing a commitment to net zero for
the first time). And Australia, which had been the only developed country
without a ‘net zero by 2050’ commitment before Glasgow, corrected this
position at Glasgow. The world is still not there for 1.5°C or even 2°C.
But it has been coming closer. Of course the policy position of the new US
president is in danger of overturning this progress.

As Montek Ahluwalia has said to us, ‘concerted unilateralism’ can be
thought of as a second-best kind of decision-making process. In his paper
with Utkarsh Patel (Ahluwalia and Patel 2024), he makes the point that,
while the logical way to proceed in setting decarbonisation targets might be
to agree on a rational way of dividing the remaining carbon budget for the
world across major countries, this has not been attempted in COP meetings
because it is realised the countries would not be able agree on a formula.

So the alternative was to keep nudging the herd to a ‘more’ common
point of view. The whole story of developing countries in climate
change negotiations reflects [the relevance of the unilateralism
part of the concerted-unilateralism process]. These countries first
refused to accept any obligation, then agreed to reduce ‘emissions
intensity’ and finally agreed to actually reduce absolute emissions
and get to net zero albeit at different dates. This is a perfect example
of [the concerted unilateral process at work]."

19 Email received from Montek Ahluwalia on 19 March 2023.
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Gone are the targets and timetables of the Kyoto approach, which were
based on a prisoner’s dilemma approach to international cooperation about
climate policy. It was not possible to follow that path because the major
powers, first of all the United States, but also China, while willing to bind
themselves domestically to strong mitigation outcomes, were unwilling
to enter international agreements to the same end. And there were no
effective sanctions against breaches of commitments — as demonstrated
by Canada walking away without penalty from its Kyoto Protocol pledges
(see Garnaut 2024).

Instead, a process based on the ideas of concerted unilateralism seems to
be offering a way forward. As in other policy areas, this process means first
reaching agreement on the shared purpose rules — here an obligation on each
country to make a ‘fair’ contribution to the global policy objective to limit
global warming to +1.5°C — and then allowing a (gradual) process to work
itself out whereby each participating country works out how and when to
make its own unilateral contribution. This approach began to emerge at
Copenhagen, took firm shape at Cancun, and was elaborated in subsequent
UNFCCC meetings in Durban and Doha, and taken further forward in
Paris and Glasgow. The big departure from the old regime has been in the
setting of country targets for constraining emissions.

It is accepted, if only by default, that commitments to absolute reductions
in emissions are voluntary, and represent serious domestic undertakings
that are not binding under international law. The voluntary targets are set
domestically, rather than within a comprehensive international agreement.
The pressures to make them ambitious come from domestic politics and
review and commentary from other countries — a process known as ‘pledge
and review’, or ‘peer review’ in the OECD. It is possible to describe the new
process as a form of concerted unilateral mitigation.

5.3 Our interpretation of the postwar global order

What is being set out in our presentation of concerted unilateralism is in
effect the description of a two-level game. Putnam (1988) talks about two-
level games in which diplomacy and domestic politics operate at different
‘levels’. There is something similar at work here. Higher-level agreement is
achieved internationally, largely through political leadership, diplomacy and
interstate relations. Where appropriate it will involve agreement on the rules

61



62

AT THE BRINK?

of the game and the establishment of international institutions to manage
the game being played. Then at the lower level each country typically gets on
with setting its own policy by doing the best that it can in its own interests.

This is a view that cooperation in international economic policymaking
is not simply a cooperative equilibrium in the purely technical sense of
avoiding free riding in a prisoner’s dilemma situation. It involves, instead,
creating circumstances in which it is in the interest of all payers to act in
a way that is helpful to other countries.

Global economic institutions, such as the IMF and the OECD, to take those
two institutions as an example, help to bring this about this in a number
of ways. They provide policy advice, through the Article IV consultations
and the OECD Country Reviews; training for professional economists
from poorer countries and emerging market economies in the case of the
IMF and for all countries, through the IMF World Economic Outlook and
OECD Economic Outlook processes; and knowledge about how other
countries’ policymakers are likely to act.?® Only occasionally, such as the
1974 Concerted Reflation Action Package, or the 1985 Plaza Agreement
on exchange rates, has policy action been specifically coordinated across
member countries.

If this theoretical analysis is right, it is necessary to take a different view
of international policy coordination, not just as regards cooperation in
trade, but to do with macroeconomic and other policymaking areas as well.
It becomes a view that cooperative behaviour, as distinct from self-regarding
Nash behaviour, reveals itself in the agreement about purpose, and — where
appropriate — the construction of the institutions, and creation of rules
of the game associated with these institutions. This can be thought of as
happening at the ‘meta level’ — rather than in the everyday operation of the
international system that these institutions oversee.

This way of thinking about international cooperation can help provide a
better understanding of the global economic order that was created after
World War II, including first the Bretton Woods system and the global
non-system which followed it. There is a real sense in which the global
macroeconomic policymaking system involved the kind of cooperation
analysed in Section 5.2. The participating countries all agreed upon a shared

20 This kind of knowledge is especially important in a crisis. When crises happen, all of a sudden,
‘doing the best that one can’ requires meeting unexpected needs in unfamiliar ways. Examples are the
Asian financial crisis of 1997 and the global financial crisis of 2008.
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purpose — to stimulate global economic growth. Then — given this purpose
— they each pursued policies of their own choosing. Viewed as a system,
these policies brought together the pursuit of all four of Keynes’s policy
objectives: the promotion of full employment, the resolution of imbalances
in international payments, the provision of international finance and
the promotion of more open forms of international trade. It is true that,
as mentioned in Section 5.1, opportunities for free riding in relation to
particular policies were identified: a trade policy which remains protectionist
or a macroeconomic policy which damages other countries. But the overall
global economic policy systemn was not a prisoners’ dilemma situation in
which free riding was attractive to participants. Instead, no country wished
to disturb the overall international policymaking system, with its many
interlocking pieces. This meant that free riding in relation to particular
policies could be managed and contained.

In short, the Nash equilibrium was one of system preservation. This is why
we were able to claim at the end of Section 4 that the economic base —
the global macroeconomic policymaking system — sustained the political
superstructure: the liberal international economic order which Ikenberry
describes. Memories of the 1930s were much too powerful for anything else
to be contemplated.

US leadership reinforced this global system. What was built was a multilateral
system; but it was at the same time unipolar, led by the United States. There
was widespread support internationally for this system because, being led by
the technologically dominant country, it opened up the prospect of global
growth through freer trade, the creation of new markets, the opening up of
opportunities for FDI etc., a prospect which — with full employment — was
shared throughout the world. Domestically, the engagement of the United
States in the global system was popular too, not just because the United States
also embraced full employment Keynesianism but also because the benefits
of growth were widely shared within that country as well.

6 Three contemporary challenges

Jonathan Kirschner, in his recent book An Unwritten Future (Kirschner
2022) argues that the post—World War II world order rested on what he
— and other political scientists — have called the ‘embedded liberalism’
that was present in the domestic political systems of the countries which
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were part of that world order. This took the form of a domestic political
compact in which all gained — and all were presumed to gain — from rising
living standards.

This embedded liberalism is now under threat throughout the world:
populism is undermining external engagement, and thereby international
cooperation. In particular, the United States is now abandoning the position
of enlightened leadership which it pursued ever since it signed the Atlantic
Charter with Britain in 1941. Moreover, the rise of a second major power,
China, is also ensuring that a unipolar world, led by the United States, is no
longer sustainable.

Against the background of a system breakdown the world now faces three
major challenges. These are to do with: the global financial system and
macroeconomic policy; trade policy and the need to manage cross-border
conflicts; and climate change and the need to manage the transition to net
zero carbon emissions.

6.1 Macroeconomic policy.

The Great Moderation — that period at the beginning of this century that
looked to all intents and purposes like a perfect model world — ended
abruptly in 2008 with the onset of the global financial crisis (GFC).
The financial collapse, and subsequent deleveraging, led to the most rapid
decline in world economic activity since the Great Depression.

The initial policy response to the crisis by world leaders was a remarkable
degree of international cooperation. At the G20 Summit in London in
April 2009, global policymakers worked in close cooperation with the IMF,
and the expansionary macroeconomic policies agreed at the time — both
fiscal and monetary — played a significant part in preventing the GFC from
becoming another Great Depression.

In the face of a potential collapse in aggregate demand, all countries
pushed in the direction of an extremely accommodating monetary policy.
An unprecedented joint fiscal stimulus was agreed at the London G20
Summit in early April of 2009.

Had each country pursued these self-same policies, but in an uncoordinated
way, each proceeding at its own pace, each would have risked a loss
of confidence and currency attack. But because cooperation ensured that
all countries were acting in an agreed way at the same time, countries
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were reassured this would not happen. The process of mutual support was
enormously helpful. Each country was able to proceed in its own way in the
way that it desired.

At the Pittsburgh G20 Summit nearly six months later, in September 2009,
global leaders pledged that they would work together in a cooperative way
to ensure that growth was sustained. To do this, they initiated a policy
framework known as the ‘Framework for Strong, Sustainable, and Balanced
Growth’. This framework led to the creation of a multilateral process
through which G20 leaders:

e first, identified a set of macroeconomic objectives for the world
economy, namely strong, sustainable and balanced growth;

* second, agreed on a general set of macroeconomic policies that would
be needed to achieve these objectives; and

* third, committed themselves to a mutual assessment of the way in
which policies in each country were contributing towards the meeting
of the overall global objectives.

This G20 Mutual Assessment Process, or G20MAP* was managed in
collaboration with the IME and was an attempt to institutionalise a form
of what can be called ‘concerted unilateral action’ in global macroeconomic
policymaking (see Vines 2014, 2015, 2016a).

Many hoped that the G20MAP might provide precisely what was needed:
a framework within which policymakers could cooperate internationally to
stimulate global demand and ensure faster growth (see Butler 2012). But in
fact, from 2011 policymakers went in the opposite direction.

* Fiscal austerity took hold, notwithstanding the lack of need for the
opposite in most countries. A collective decision was taken at the G20
Summit in Toronto in June 2010%* to withdraw the kind of fiscal support
that had been agreed at the London G20 Summit of 2008.

* For the following decade, austerity policies were adopted in the United
States, the United Kingdom, the Eurozone — especially Germany —
and, as noted above, Australia. These countries acted independently and
uncooperatively in determining the extent of their fiscal austerity.

21 See IMF (2015).
22 See Butler (2012) and Wolf (2014, 268).
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This abandoning of the coordination of the global policy purpose of the
pursuit of economic growth imposed significant costs on the world economy.
Each country, in choosing fiscal consolidation, imposed burdens on other
countries. The world had — in effect — created a twenty-first-century version
of the Triffin problem (see Zhou 2009). A number of advanced countries
were in effect attempting to use two instruments — fiscal policy and monetary
policy (either interest rates or, later, at the zero lower bound, quantitative
easing) — in order to pursue two targets: they were seeking to reduce public
deficits and cut public debt, while at the same time aiming to use looser
monetary policy —and the currency depreciation to which this would lead —
to boost growth and achieve a move towards fuller employment of resources.
But the objectives of these countries were mutually inconsistent.

These measures in effect returned to the kind of free riding which had
posed a threat to the Bretton Woods system, which Hamada analysed and
which we described above. It had a profoundly negative impact, leading
to what Douglas Irwin and Barry Eichengreen have described as ‘exchange
rate warfare’ (Irwin and Eichengreen 2010). As we discussed above, it was
this problem that Australia had attempted to overcome in 2014, when
Australia Chaired the G20 using ideas of concerted unilateralism, with
some (limited) success.

More than 10 years on, the international macroeconomic cooperation
agenda is now wide open again. The world is now in profoundly different
macroeconomic circumstances in the wake of the COVID pandemic,
the war in Ukraine and the installation of Donald Trump as President of
the United States. In particular, the threat from the United States of the
imposition of tariffs is creating uncertainty in all economies of the world.
And monetary tightening in the United States, in the face of fiscal loosening
there, and in the face of stimulus to domestic demand which will be caused
by tariffs, is in the process of imposing burdens on dollar-indebted emerging
market economies.”

The rest of the world now faces a new macroeconomic challenge coming
from the United States, going beyond the difficulties caused by COVID
and the war in Ukraine. Even if the United States persists with the damaging
policies which were announced by President Trump at the beginning of his
second presidency, the rest of the world needs to find a way of refocusing

23 See Basri and Sumatomo (2023), Gallagher and Gao (2021), Grenville (2023) and Ostry (2023).
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attention on the purpose of increasing the rate of global economic growth.
And how might it be possible for many diverse countries in the world to
contribute to this overall objective, each in its own way?

6.2 Regulating international trade

Most people acknowledge that trade liberalisation brings major gains. These
benefits come partly from the well-understood benefits from more efficient
allocation of resources, but also from the exposure of the domestic economy
to foreign competition. In addition, trade enables a country to import a wider
variety of final goods, and to import improved capital goods, technology
and better methods of production. Unilateral liberalisation has been richly
rewarding to those economies that have embarked upon it. Nevertheless
attitudes to this process of globalisation have become increasingly critical,
particularly in the United States.

But there are now ways in which the benefits of trade have come to seem
problematic. This is partly because globalisation of economic activity has
had radical distributional effects in all advanced economies.?* In particular,
the falling price of labour-intensive and other imports from China and
other emerging market economies made life difficult for low-wage,
unskilled labour in advanced countries. Some countries — for example
Japan and Australia — have been able to manage the trade adjustment
and its distributional consequences, taking advantage of global shifts in
comparative advantage (Irwin 1996; Garnaut 1994a, 2000). But this has
not been true in the United States, where the real wages of the median
worker have not risen for more than 30 years. There had been a widespread
sense that economic policy was supportive of the American dream. The
sense that this is no longer true has led to the disintegration of embedded
liberalism, and a rise in populist pressure for protectionism.”® The same
trend has been evident in much of Europe t00.%

24 These are of a kind that economists can characterise by means of the Stolper—Samuelson theorem.
Such globalised trade lowers the returns to the factor(s) of production used intensively in the production
of goods similar to many of the imports from China and other emerging market economies, namely
unskilled labour.

25 Kelly (2020) argues that a key reason for this is that rising concentrations of wealth have created a
politics that makes reducing economic inequality more difficult. More specifically, Frank (2016) examines
how the Democratic Party’s policies have increasingly favoured the interests of a professional elite,
overlooking the needs of the broader American populace. He argues that this shift in policy has contributed
to economic inequality and — consequently — to a sense of disenfranchisement among many Americans.
26 Mark Mazower has set out a compelling argument as to why the forces of populism are less powerful
and disruptive in Europe than they are in the US: see Mazower (2024).
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It is these protectionist pressures that the WTO exists to manage. From its
inception, the WTO has been a much higher-profile organisation than was
its predecessor, the General Agreement on Tariffs and Trade (GATT). The
GATT relied heavily on diplomacy and ‘pragmatic flexibility’, with new rules
applying only to those countries that signed up to them (most developing
countries did not).

By contrast, the WTO is a ‘single undertaking’: all members are subject
to the specific agreements in (almost) all areas, although discipline may
be differentiated according to level of development. The WTO also spans
a much broader set of policy areas, including intellectual property rights,
and trade and investment in services; and enforcement of its disciplines is
more legalistic and ‘binding’. The key difference is in the dispute settlement
system: the WTO system is more rules-based, binding and enforceable
compared with the diplomatic and consensus-driven system under the
GATT. This shift has made WTO dispute resolution more predictable,
effective and fair, though some challenges — such as the current paralysis
of the Appellate Body — persist.

As a result, the WTO has gone beyond ‘negative integration’. This form
of policy engagement involves an agreement 7oz to do something (not to
exceed a certain maximum tariff on a product, not to discriminate against
foreign goods through domestic consumption taxes, etc.). The WTO now
also encompasses ‘positive integration’: agreement to enforce minimum
standards (e.g. to provide patent protection of at least 20 years’ duration).

The move in the direction of positive integration has led to a shift towards
negotiating disciplines on ‘behind the border’ policies. This has helped
to make such negotiations much more difficult. Earlier GATT rounds
focused on tariff cuts, which were relatively straightforward. Recent WTO
rounds, like the Doha Round, have dealt deal with complex issues such as
intellectual property, services, environmental regulations and agricultural
subsidies. This has implied that a broader set of stakeholders became
involved in, and affected by, the negotiations, both within government
(e.g. regulators, line ministries other than trade/commerce) and outside it
(e.g. non-governmental organisations with a focus on public health) (Jones
2015). In addition, the number of participating countries has grown, and
the diversity of their preferences has increased (Rose and Moser 2012).%

27  The 23 participants of the first (Geneva) round of GATT negotiations took only six months to
conclude a deal that reduced 45,000 tariffs. But there are now over 150 members of the WTO, a number
that makes negotiations considerably more difficult.
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Furthermore, there are now additional ways in which the benefits of trade
have come to seem problematic. The competition for economic rents in
high-tech and digital industries has become a defining aspect of global
trade, particularly between the United States and China. Major corporations
such as Facebook, Amazon, Microsoft, Netflix, Google and their Chinese
counterparts like Alibaba, Tencent and Baidu are central to this dynamic.
This competition has led to protectionist policy responses by both nations
in an attempt to capture these rents.”® This response in the United States has
taken the form of tariffs, domestic content requirements and the imposition
of standards that favour domestic producers. Indeed as Guzman and Stiglitz
(2024) say, ‘if the old rules tie the US hands, too bad for the rules’. Of course,
this creates worries about an onrush of protectionism, worldwide.

Two key features underpin this move of policy in a protectionist direction.

The first is to do with innovation. Market failure results in innovating firms
being unable to capture fully the rewards that innovation creates, because
their intellectual property is not secure. Newly invented ideas and processes
can be copied, and key workers are prone to leaving, taking their ideas with
them.” How should policy respond to this? At the very least, intellectual
property policies will clearly be essential.

The second feature concerns ‘dynamic comparative advantage’. In a world
of learning by doing and economies of scale, state support appears to be
essential in the early industry stages. In the United States, government
support was crucial to the success of Bell Labs, making it a powerhouse of
innovation in support of US industry from the 1930s to the 1970s.>° And
since 1958 the Defense Advanced Research Projects Agency (DARPA) has

played a crucial role in maintaining US scientific and industrial leadership

28  See Birch and Cochrane (2022). The paper by Mueller and Farhat (2022) examines how both
countries have progressively restricted access to each other’s digital platform markets since 2009, often
citing national security concerns.

29 Wang (2023) highlights how rapid diffusion and imitation can undermine innovators’ incentives
by allowing competitors to capitalise on their innovations without appropriate compensation. Hoisi
(2020) summarises the effects of inventor mobility on the retention and dissemination of knowledge
within firms. The discussion includes how employee departures can lead to knowledge spillovers that
affect a firm’s ability to appropriate returns from its inventions. Guzman and Stiglitz (2024) provide an
analytical account of possible policy responses in such circumstances.

30 See Gertner (2012). Without this support, Bell Labs would not have been responsible for many
groundbreaking technological advancements, including the transistor, satellite communications,
information theory and numerous other developments that shaped modern technology. This support was
not merely supplied by granting Bell a monopoly in the telephone industry but also through other key
mechanisms, including military contracts, regulatory advantages and collaborations in national defence.
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in many fields.®’ In the EU, government support was crucial in ensuring
the survival of Airbus as a global competitor to Boeing in the large mass
transport aircraft industry.? State support may be crucial at times of crisis;
in the United Kingdom, the Rolls Royce would not have been able to go
on making aeroplane engines without a bailout in 1971.** An important
contemporary case in point is the fact that the EU is now actively debating the
adoption of protectionist measures to support its car and battery industries*
in response to competitive pressures from Chinese manufacturers.’

For policy to respond appropriately to such circumstances two major things
will need to be kept in mind.

First, it will be necessary to identify a dividing line between areas of
international trade in which negative integration is all that is needed,
and new areas of international trade in which positive integration and
‘behind the border’ measures are necessary. Caution is required. In a world
of workable competition, economies of scale, gains from innovation, and
dynamic comparative advantage can all be consistent with competitive
markets and beneficial international specialisation. The possibility that
support of domestic industry can be excessive needs to be understood, and
such an outcome be avoided. In many cases, even in new industries, it will
still be the case — just as in the late 1940s — that removing restrictions on
trade is appropriate, and all that is required.

Nevertheless, there will also be sectors which are produced under economies
of scale, exhibit learning by doing and endogenous innovation, and are sold
in oligopolistic markets. In the production of such commodities there can
be a first mover advantage, such that revenues accrue to those who first
begin production. They then have funds for further innovation, and can

31 See Defense Advanced Research Projects Agency (2025).

32 This financial assistance helped Airbus develop new aircraft models, including the A300 (its first
aircraft) and the A320 family and the A380 program (WTO 2010). This was despite the fact that WTO
ruled in 2010 and 2018 that Airbus received illegal state subsidies (WTO 2010, 2018).

33 This intervention preserved the UK’s position in the aerospace industry. The successful turnaround
post-nationalisation underscores the critical role of timely support in sustaining key industrial capabilities.
34  See European Commission (2024).

35 This may well involve imposition of tariffs on Chinese electric vehicles and the adoption of
regulatory measures which encourage technology transfers and local production. A report by Dunne
Insights (2025) suggests that Europe is 7-10 years behind’ China in the electric vehicle and battery
sector and recommends a funding target of €20 billion for developing advanced battery gigafactories
and proposes a gradual introduction of a 50 per cent tariff on imported batteries over a five-to-seven-year
period; the phased approach is intended to allow time for companies to scale up local production and
compete effectively.
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lower their costs and thereby race ahead (Guzman and Stiglitz 2024). WTO
rules will need to provide exemptions for policies in cases where support of
such sectors of the economy seem essential. Having done so, it will then be
necessary to understand what policies of domestic support and subsidy for
producers in these industries can be made acceptable in the international
rules-based trading system, and it will be important to clarify how the
resulting rules can be articulated and administered.

Second, it needs to be understood that there will be goods and services that
are strategically important for defence, such as chips and electronic circuitry,
where restrictions on trade will be necessary, important and appropriate.
The defence policy establishment of each country will have views about
this, and these will need to be considered. Of course, drawing a dividing line
between such goods and other goods will be difficult.

The political economy challenge of reinterpreting the WTO rules will
be a demanding one (Sullivan 2023). How might the resulting rules be
administered in a fair manner, even although some aspects of them will be
intrinsically discriminatory, and even although defence requirements will —
of necessity — interfere with international trade? A beneficent global social
planner would understand the difficulty here, and would see that countries
with industries that race ahead will need to provide rewards — or at least
some compensation — for those countries whose firms get left behind.

Establishing just what such rewards might be, and who should pay them,
will however not be straightforward. Guzman and Stiglitz (2024) provide
important suggestions about how to analyse this problem of global social
justice in a Rawlsian manner. But the authors do not provide clear solutions.
None of this will be easy.

For medium-sized countries, such as the United Kingdom, Canada, Korea,
Thailand, Indonesia or Australia, and even for India, this new world creates
two major kinds of challenges.

* The first is for each country to design its own industrial policies such
that they do not — in the way that they did in the past — degenerate into
inefficient rent-seeking.

* The second is to find what role they can play on the international stage
in writing the new trade rules. If the United States is ripping up the
post—World War 1II trading rules, what can middle-level powers do to
help preserve the best of them?
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It is clear that, in the world which we are describing, in which economies
of scale and network externalities are important, the world is in danger
of dividing into a US ‘bloc’ and a China ‘bloc’. In such a situation, both the
United States and China are already engaging in protectionist policies of a
discriminatory kind, designed to encourage countries to join their own bloc
and discriminate against members of the other bloc. This is an economist’s
interpretation of the motivation behind the ‘friend-shoring’ policies upon
which the United States has embarked (Sullivan 2023). It is clear that such
friend-shoring will create global tensions, as it did in the1930s.

As Kikuchi and Liu (2023) have argued, in these circumstances the outcome
which emerges can be significantly influenced by the way in which medium-
sized countries respond to the emergence of a multipolar world of this kind.

That said, international supply chains are now so integrated that it seems
scarcely possible, except at great cost, for the world to split into anything like
two entirely separate economic regions. The attempt by the United States to
reduce its trading connections with China is leading to evasion, with ways
around the barriers being found through Vietnam, Malaysia, Mexico and so
on. But the effects of such discriminatory policies will be large.

Australia is a case in point. Policymaking in Canberra is being greatly
hindered by the fact that, under the influence of the US security
establishment, Australia obliged to adopt policies that create frictions in its
trade with China. And yet China is by far Australia’s largest export market.
These policy changes, if fully imposed upon Australia by the United States,

would likely materially endanger Australia’s economic performance.

The experience of the 1930s looms as a warning. In a world that is actively
engaged in restricting and sanctioning major sectors at the heart of trade
and growth, protectionist and mercantilist spirals are only a few steps away.
This is what happened with policies towards Japan adopted by both the
British Empire and the United States in that decade.

6.3 Managing the transition to net zero
carbon emissions

The emergence of climate risk has become a major policy concern in most
countries. Being a global and potentially existential problem, the solution
to it will necessarily involve global cooperation. That cooperative process is

being ‘managed’ by the COP, the decision-making body of the UNFCCC.
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The move to net zero will involve a massive structural transformation from
carbon-based energy to fossil-free energy, with strategic complementarities
stemming from peer effects on demand or technological spillovers,
propagation and amplification mechanisms that will increase the effectiveness
of climate policies. But, nevertheless, radical policies are needed to shift
economies from a high-emissions to a low-emissions path.*® There will
be an extended role for tax and subsidy policies, in order to influence the
dynamics of change. These policies are likely to be protectionist in effect,
even if desirable. The difficulties in bedding down the European Carbon
Border Adjustment Mechanism (CBAM) are a case in point.

That need for this global cooperation will fly in the face of the strategic
competition described in Section 6.2. Furthermore, carbon border
adjustment taxes (such as CBAM) stand to become important, as will
policies that discriminate against countries that are not operating effective
policies aimed at decarbonisation. These CBAM policies will be difficult to
implement in a non-protectionist manner.

Emerging market economies are likely to face particular difficulties here,
in that they will unavoidably be slower to adopt low-emissions technology,
given that they will not be able to afford to invest adequately, at least in
the required time frame. There will need to be some kind of global fund to
compensate those countries for the effects of the CBAM policies and, at the
same time, to subsidise action in these countries to put in place adequate
decarbonisation policies.

The World Bank and other international financial institutions will need
to find ways to make the necessary loans. And the international monetary
system will need to find ways to support the balance of payments current
account deficits that these emerging market economies will need to run
in order undertake the high levels of private sector investment that will be
necessary as these new technologies are adopted.

Our discussion in Section 5.2 has shown just how important a process
of concerted unilateralism has been in taking forward policy in this area.
Such an approach is now bearing fruit.

36  For more details, see papers by Venables and van der Ploeg, Zenghelis ez.4l., and Hepburn ez.al.
in the 2025 Oxford Review of Economic Policy 41 (2) issue on the macroeconomics of structural change.
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7 Reconstructing global economic
governance in the twenty-first century

7.1 The changing importance of countries and
regions in the global economic system

The world is much more complex than it was immediately after World
War II, when the United States was in a position to lead. As already noted,
global power is now in the hands of not just one but two dominant countries
or regions — the United States and China — or three if Europe is treated as
a third global player — rather than just one hegemon.

Looking forward to the end of the century, the nature of the transition is
obvious. Projections by Laurence Kotlikoff and colleagues (Benzell et al.
2023) suggest that by 2100 China and India will be the world’s two largest
economies, China with 27 per cent of world GDP and India with 16 per
cent — both measured on a purchasing power parity (PPP) basis. By contrast,
the US and Western Europe (including the United Kingdom) are each
projected to have only 12 per cent. Of course, such projections must not be
asked to bear too much weight. Nevertheless, they draw attention to the fact
that, in the long run, it is no longer possible to think of the US hegemon as
managing the global system in a unipolar manner.

Furthermore, this time of transition is already upon us. Emerging market
economies have experienced significant growth over recent decades, leading
to notable shifts in their contributions to global economic output as
compared with the United States and those in Europe. As of 2023, emerging
markets accounted for approximately 42.8 per cent of global (nominal)
GDP, whereas the US only represented about 25.3 per cent of global GDP
in (nominal) terms in 2022 (Wikipedia 2025). Projections indicate that the
share of GDP generated by emerging markets will rise from 42.8 per cent in
2023 to 56.5 per cent by 2050. This anticipated growth is largely driven by
countries like China and India. China’s share of global economic output is
expected to increase from 17.3 per cent in 2023 to 24.3 per cent by 2050,
potentially surpassing the United States by 2037 (BMI Country Risk and
Industry Research 2025).

Sustaining a cooperative global order in these circumstances, one that can
deal with all three challenges adumbrated above, will be institutionally
difficult. The immense tensions that we are seeing in the world, as we
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write this chapter, make this point with great force. Where might common
interests be found, and among whom? And how might policy give expression
to these interests?

The experience of the early 1940s — and in particular the Atantic
Charter — offers some promise. That Charter set out an international
agreement on a set of objectives for the global post—World War II world.
As described at the beginning of this chapter, the Charter connected the
economic management that was needed with an understanding of what
was politically possible. The world now needs what would effectively be a
new version of that Charter. Such an agreement would show how economic
nationalism could be put to one side so that countries could — once again —
work towards a common purpose, namely dealing with the three issues of
common interest which we have identified in this chapter.

If the theoretical analysis we have discussed is right, it is necessary to think
that cooperative behaviour, as distinct from self-regarding behaviour,
will require agreement about purpose among this highly diverse group of
countries. For this to happen four things seem necessary.

First, the position of the United States will need to change radically. The
liberal global order, and the global economic institutions that supported
it — the IME the World Bank, the GATT (now WTO), the relevant UN
agencies, and the OECD — were created with the support and leadership of
the United States. But in the past four years the United States has shelved the
WTO dispute settlement process and more generally has shown disregard
for trade rules and trade partners.

Notably, the United States has acted in a questionable manner in its
determination to retain technological superiority in leading-edge industries.
It may be that US actions against Huawei and other high-tech companies
have been based on justifiable concerns about security risks. Nevertheless,
such actions reveal a United States that is prepared to exploit its remaining
hegemonic authority with disregard for the interests of other countries in
the international community. Such actions lead to a fragmented global
technological system, and reduce competition and innovation globally.

Gordon Brown (2024) has argued that, until recently, the ability of the
United States to sustain its dominance has been supported not just by
technological dominance, but also though its military superiority and its
exercise of soft power. However, the ability of the United States to go on
to maintain its military superiority needs to be seen in the light of the
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diminishing size and importance of the United States in the world economy.
And recent activities by the new US Administration have severely damaged
the United States’ soft power.

Of course, a crucial issue concerns how an America-first United States
can be persuaded to moderate the demands which it places on the rest of
the world. Can the leadership of that country be persuaded that it will be
in its interests to cooperate with other countries because the risks of not
cooperating are too large? It may be that the world will need to wait for
some time for this to happen.

Second, the position of China, today’s rising hegemon, will be critical.
The first stage of China’s entry to the global system involved joining a world
order managed by the United States, and in particular joining the WTO,
so as to engage in export-led growth. But the second stage of the Chinese
development appears to involve a view that it will be possible for China
to transform that world order. Furthermore, China’s leadership appears to
believe that this transformation might not require much more than patience
on the part of Chinese policymakers, given the changing relative economic
power described above. However China’s policy stance in a number of fields
is not making any such transformation easy. China has been criticised for its
managed trade practices and deploys the kinds of state support not obviously
consistent with WTO rules.”” In addition, China has engaged in what looks
like theft of intellectual property.”® And China needs to understand that its
gains from economic exchange with the outside world will be much greater

if it is understood to be honouring generally accepted principles such as the
UN’s Declaration of Human Rights.

Third, the position of the European Union will also be crucial. So far,
European imagination has been almost entirely inward-looking in terms of
both macroeconomic policy and trade. This needs to change. And it has the
potential to change as Europe negotiates its position between the United
States and China.

Finally, the interests of second-tier countries — in particular those grouped
in the G20 — will need to be served if a sustainable global order is to
be reconstructed. Already today the share of world output produced by
emerging market economies is larger than that produced by the world’s

37  See, for example, Rotunno and Ruta (2024) and Ezell (2021).
38  See, for example, USTR (2009).
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most advanced economies — including not just the United States, but
also countries within the European Union and some additional advanced
countries further afield such as Canada, Korea, Thailand, Australia and
New Zealand.

Particular challenges are faced by both the United Kingdom and India,
which have turned away from (the United Kingdom), or never really joined
(India), the mega-regional blocks that have become part of the global
order. At the same time, however, there are previous examples — Canada in
the 1970s and Australia in the 1980s and 1990s — of mid-level countries
punching above their weight in helping to bring together global coalitions
that will help protect their interests.

The recently augmented BRICS group of 10 countries — Brazil, Russia,
India, China, South Africa, Egypt, Ethiopia, Indonesia, Iran and the United
Arab Emirates — has styled itself as a challenge to the United States and
Western countries more generally. But, at least on their showing to date,
the BRICS countries would seem to be in the position of followers, rather
than being able to provide any form of significant strategic leadership to the
international economic system.

7.2 Institutions fostering international cooperation:
OECD and RCEP

We see ‘concerted unilateralism’ as a model form of engagement which can
help to bring together the highly disparate group of countries which we
have just described and — more than this — can lead to cooperation between
them. We have identified a set of three major global challenges about which
cooperation of this kind will be necessary.

The OECD

As a first step in this process, a group of countries might come together to
create an international institutional forum, or forums, in which an issue
or issues might be discussed, with a view to taking action. Or it might be
possible to modify, or extend, the mandate of an existing institution.

Earlier experience with OECD countries might suggest a template. In the
past, a number of key, complex international trade issues were first analysed,
and then resolved by consensus, within the institutional framework of the
OECD’ s (limited) membership. The result was then taken to the WTO to

be negotiated among that organisation’s wider constituency.
g g & Y.

77



78

AT THE BRINK?

Typically, the process started with the OECD Secretariat and member
countries working together to agree on a clear statement of the problem.
Once this had been achieved, work would shift to formulating what the
characteristics of an ideal policy would be. This could take many months,
sometimes a year or more. But in the end, it would result in a consensus,
which all the countries involved would adopt and — importantly — adhere
to. Typically some, sometimes many, countries would then seek initial
derogations: but in the months and years that followed a process of peer
review would ensure that the derogations were progressively dropped.

The key point here is that the processes of policy design and policy
commitment were kept separate: the result was policies that were ‘highest
common factor’ rather than ‘lowest common denominator’.

Meanwhile, agreement in principle having been reached among the major
countries, this would be taken to the WTO for negotiation among its wider
membership.

While that ‘OECD process’ could be a model again, there would have
to be a key difference. The successes of the ‘OECD then WTO’ process
described above depended in significant part on the constructive offices
of the United States as sole hegemon. In today’s world, by contrast, in which
there is hegemonic competition, it would be necessary to accommodate,
at a minimum, both the United States and China: and this could happen
only if both agreed.

But it is conceivable that leadership could be shared. This was achieved,
for example, in the Uruguay round of trade negotiations. Australia helped
to bring together the Cairns group of primary commodity-producing
exporters who were instrumental in bringing about a final agreement in the
global negotiations.

Such arrangements to share leadership preserve sovereignty in policy action
that accord with important social preference to protect the plural identity
of states. There has been an overwhelming instinct to act in this way in
heterogeneous postcolonial Southeast Asia. Such a mode of engagement has
been the energising force of recent diplomacy in East Asia.

Another example is of course the Paris climate conference of 2016, which
adopted such an approach after the unsuccessful outcome of the Copenhagen
conference, which had tried and failed to adopt a top-down method of
policy implementation. We have discussed this case in detail in this chapter,
and where it might lead.
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RCEP

It is also conceivable that the institutions of Asias new Regional
Comprehensive Economic Partnership (RCEP) might help in the
management of the process of concerted unilateralism.

RCERP is a free trade agreement, initiated by Indonesia nearly a decade ago,
and signed at the end of 2020, between 15 Asia-Pacific nations: Australia,
Brunei, Cambodia, China, Indonesia, Japan, Laos, Malaysia, Myanmar,
New Zealand, the Philippines, Singapore, South Korea, Thailand and
Vietnam. The member countries account for about 30 per cent of the
world’s population (2.2 billion people), and about 30 per cent of global
GDP (around $26.2 trillion in 2020), making it the biggest trade bloc in
history. A notable feature of the RCEP agreement is the liberal rules of
origin that it embodies, probably the most lenient ever achieved in a major
trade agreement. These mean that only 40 per cent of any good traded
within the RCEP region needs to have been produced in the region in order
for that good not to face tariffs at the border. This innovation will do much
to encourage the development of Asia-wide supply chains in the production
of goods destined to be exported to the rest of the world.

A key feature of RCEP is its Economic Cooperation Agenda (ECA), which
aims to ensure that institutional and policy frameworks for international
cooperation can go on being strengthened. The ECA seeks to do this by
bringing about regular meetings between heads of state, trade ministers and
economic officials to assess progress and discuss future cooperation. It is
clear that the ECA will serve as a key mechanism for deepening economic
ties while at the same time ensuring political commitment to this process
of deepening within each of the from member states. In taking forward
the ECA, the secretariat of RCEP will become a forum in which further
Asia-wide liberalisation and integration is managed, working alongside the
economic cooperation process that is a pillar of RCEP.

And RCEP will also, inescapably, come to deal with, and possibly manage,
many of the processes to do with China’s Belt and Road initiative. Such
an internationalisation of the Belt and Road initiative might even be
something that China could actively encourage. This is both because of the
heavy indebtedness of many of the countries to China, and because of the
turning inward of China’s growth strategy in a post-COVID, post-Trump
world. The challenges that China faces because of its ageing population,
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and its shrinking workforce, no longer require the 30-year-old export-led
growth strategy that the Belt and Road initiative was initially constructed to
support. Big changes can be expected here, but there is much uncertainty.

Of course, all this may be wishful thinking, given that the US—China conflict
is unlikely to go away. Nevertheless, in each of the three critical issues
outlined above, self-regarding action by countries will create significant
negative externalities for the other players. Failure to constrain such self-
regarding actions would create the potential for crisis in all three of the areas
which we have examined: macroeconomic policy, trade policy and climate-
related policy. In each of these three areas some of form of multilateral
cooperative process that constrains self-regarding action is necessary: that’s
the nature of concerted unilateralism.

It is tempting to say that RCEP is the appropriate place to look for
inspiration. But there is a more positive reason than this. The formation of
APEC showed the way in which countries in East Asia have a capacity for
concerted unilateral engagement. It is likely that this capacity will be put
to work in the future development of RCEP. It is also to be hoped that the
growing institutional capability of RCEP might enable it to cooperate with
the OECD in taking forward matters of important global concern.

7.3 Going forward from here

As already noted, John Ikenberry hopes that a new era of liberal order-
building may emerge, starting from where the world is now — but of course
looking beyond the turbulence which the new US president is imposing
upon the world, both politically and economically. That optimistic point
of view has required him to consider kinds of rule-making processes that
are somewhat different from those that have been followed hitherto: a kind
of open, rules-based order, with something of the character of a club, or
a number of clubs with mutually overlapping rules-based orders. There is
perhaps a sense that what we have described in this chapter can build on
his ideas.

Gordon Brown (2024) has added to this optimistic view the idea that
countries will come together to make rules in what might be described as a
framework of concentric circles. The idea is that the closest engagement,
and cooperation, can happen between countries that are spread out in a
circle around a dominant leader or hegemon, and — in particular — that the
closer is a country to the centre of that circle, the closer is the collaboration
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it can achieve with other such countries in the rule-making process. And of
course the corollary is that the possible extent of cooperation with — and
among — countries that are placed further from the centre of the circle is
somewhat less.

In early 2023, John lkenberry and a group of colleagues gathered at
Princeton University to produce a set of what they call Princeton Principles,
involving:

a fairly ambitious effort to see what countries might agree upon
despite their deep differences, and use those foundational principles
and norms to rebuild what is widely seen as a troubled, even crisis-
ridden, international system. (Durso 2023)

The document they produced sets out what they call a minimum set of
conditions for rebuilding the international, rules-based order. The 10 tenets
of the document address how countries might interact with each other in
relation to economic development and competition, human rights, nuclear
weaponry, dispute settlement and territorial and regime integrity.

We have tried to go further than that in this chapter by picking up
three challenging areas in which negotiations are necessary, to do with
macroeconomic policy trade policy and policies to do with climate change.
The negotiations in these three areas will be demanding. But it will be helpful
when carrying out these negotiations to have the Princeton Principles in
the background, to provide a framework within which these negotiations
can be managed.

Itis apparently in the interests of China to ensure that many important kinds
of international cooperation function adequately, whether in supply chain
management or in dealing with global public goods such as the move to net
zero, or the need to cope with global health issues. And its ‘dual circulation’
policy model notwithstanding, China still needs export-led growth in order
to create the wealth that will enable it to become a high-income country.

And of course a crucial issue concerns how an America-first United States
can be persuaded to moderate the demands which it places on the rest of
the world. Can the leadership of that country be persuaded that it will
be in its interests to cooperate with other countries because the risks of
not cooperating are too large? This may well take some time. At the time
of writing the answer to this question is not at all clear.
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8 Conclusions

We have argued that cooperation in international macroeconomic
policymaking is not simply a cooperative equilibrium in the purely technical
sense of avoiding free riding in a prisoners dilemma situation. Rather,
it involves instead creating circumstances in which it is in the interest of
all players to act in a way which is helpful to other countries. Following
analysis first worked out by economists who studied the liberalisation of
trade in East Asia the 1990s, we describe such a form of cooperation as
‘concerted unilateralism’.

The distinguishing characteristic of concerted unilateralism is that it is
a process with two stages. First there is an agreement on a common goal or
purpose by a number of countries — possibly in the form of a non-binding
agreement. This is the concerted stage. Then, second, each of the countries
pursues this agreed objective in an independent non-binding manner.
This is the unilateral stage. Countries in this second stage are free to choose
what best suits them individually, within the framework that has been set by
the initial agreement on the common goal.

We have examined how processes of concerted unilateralism might be
facilitated in three areas, in relation to macroeconomic policymaking, trade
policy and policy designed to bring the world to net zero carbon emissions

by 2050.

It seems to us that implementing such a form of cooperation in each of these
three areas will have six basic ingredients:

1. aclear analysis of the issue (as the process routinely adopted by the
OECD makes clear, a clear understanding of the problem takes you
more than halfway to the solution);

2. aforum, to which members come by choice, motivated by self-interest,
not compulsion;

3. election of a Chair, at the forum, by popular vote;
agreement, at the forum, on the purpose of collective action;

5. a secretariat, to undertake the initial analysis, collation of views,
meeting organisation and follow-up; and

6. some form of peer review.
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There will clearly be concentric circles at work in determining what
happens. Some countries close to the United States or China — or indeed
Europe or India — will be able to cooperate more closely than will others
that are more distant.

Finally, we have examined the global economic institutions that stand
to be important in influencing outcomes, both in relation to concerted
unilateralism and in relation to concentric circles of cooperation.
In particular we have examined how the IME the G20, the WTO, the
OECD and RCEP, might help, sustain, and take forward the processes of

cooperation in the three areas of policy which we have considered.
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