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Beyond national
self-reliance in a complex
and uncertain world

Louis W Pauly

Introduction

The two introductory chapters in this volume, by David Vines and John
Llewellyn, and by John Ikenberry, note that coercive structures of power
always underpinned stable periods of systemic order. In previous work,
Ikenberry has written extensively and elegantly about times when the
ideology of liberalism was called upon to contain and restrain the organised
violence implied by such structures. In fact, liberal plans to mollify the
effects of inter-imperial and great-power rivalries have emerged repeatedly
and in various guises ever since the late eighteenth century (Ikenberry
2011, 2020). Liberalism in its most idealised form never provided the
basic foundation for order in the real world. The ideology of nationalism,
also born in the late eighteenth century, proved a more powerful political
motivator. But liberalism retains its promise to steer the system in
constructive directions.

Ikenberry suggests that key ideological elements of a liberal worldview
finally reshaped the system in practice twice during the long twentieth
century —once just after 1918 and once again, more successfully, after 1945.
During neither period, however, could any dispassionate observer looking
back plausibly argue that an open, universal, pluralist and resilient order

91



92

AT THE BRINK?

had bubbled up from below. A broad analytical consensus instead follows
Ikenberry and contends that the actual order during both eras mainly
reflected the preferences of powerful elites within Anglo-America. Those
preferences linked to the ideals of individual rights, the rule of law and the
delivery of distributive justice through reasonably fair and open markets —
ideals sometimes honoured in the breach, as in the United States after the
national election of 2024.

Today that order is in flux, partly because of elite confusion and incoherence
and partly because those left out or marginalised have ceased to be acquiescent.
In advanced industrial countries where populist or authoritarian movements
are rising, this phenomenon correlates with the erosion of what John Ruggie
called the post-1945 ‘compromise of embedded liberalismy’, which combined
relatively open foreign economic policies with social welfare programs
adequate to the task of redistributing domestic adjustment burdens. At the
same time, geopolitical competition has revived and provided options for
new bilateral and multilateral relationships, while ever more daunting cross-
border problems are festering at regional and global levels. The quest for
a more effective and more inclusive problem-solving machinery broadly
accepted as internally and externally legitimate is again underway (Pauly
2021, 2025). As I will suggest later in this chapter, hope for success in
that quest remains justified. During the global financial crisis of 2008, as
well as during earlier and later moments of systemic emergency, we caught
glimpses of a promising road ahead. The challenge is to remember that
intense political collaboration was required to avoid catastrophe. The idea
that the same will not be required in the years immediately ahead is vacuous.

Beyond nationalism narrowly conceived

Without denying bedrock commitments to the legal principle of state
sovereignty but also acknowledging the hollowness of any notion of serious
policy autonomy in the wake of global challenges posed, for example, by
climate change, biodiversity loss and the rise of multiple technologies capable
of mass destruction, ancient ideas of federated governing systems call out for
renewed attention. Indeed, eschewing utopian dreams of an unambiguously
united world government, such ideas inspired serious planning in 1919
and again after 1945. During both eras, tough-minded realists around the
world joined briefly in common cause with liberal pragmatists. Limited
but shared and authoritative governing instruments were the objective,
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and the most realistic proponents proposed to construct them by indirect,
functionalist means. The image of mutually advantageous insurance
arrangements tended to restrain political emotions and concentrate minds
on common interests.

The long struggle to construct an open regional order in Europe after 1951,
the frustrating search for effective and durable burden-sharing arrangements
in North, Central and South America, and the quest for an open and peaceful
regional order in East Asia fostered, for example, by the founders of the
PAFTAD Conference, combined core liberal ideals with hopes for feasible
political arrangements to share power and adjustment burdens fairly and
reliably (Weiss 2009, 2014; Douglas 1968). Despite the complications all
around us today, no practicable alternative exists to continuing experiments
along the same lines.

At a time when systemic power is dispersing, the essential macropolitical
task is to steer a dynamic but still state-based system in a more solidaristic
direction, without fundamentally compromising the dominant ideology
underpinning that system. The ideology is nationalism, which does not and
never has required the practice of absolute political autonomy. The admixture
of liberalism has, in fact, sometimes proven capable of leavening strict
nationalist constructions, lifting up nationalism’s ‘civic’ possibilities and
taming its excesses. A pragmatic acceptance of the reality of interdependence
has at times done the same. To be sure, other ideas for world order have
arisen in many places around the world. In the field of international political
economy, exemplary recent work demonstrates how local seeds of socialism,
autarkic thought, environmentalism, feminism, pan-Africanism and pan-
Asianism germinated during the modern era (Helleiner 2023). But none
ever effectively stymied the global sweep of nationalism and the mercantilist
policies to which it naturally inclined. Against such a backdrop, it remains
reasonable, even essential, to look to states sharing a liberal heritage for
a renewal of collective and constructive leadership in the turbulent era
ahead. Of course, they must continue to value that heritage internally, and
Americans in particular will have to recover the open-mindedness of their
most important founders. At the same time, liberal nation-states must find
ways reliably to bring others into common cause without expectations of
deep structural convergence in the near term.
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The continuing problem of
systemic governance

Relying entirely on the voluntaristic, standards-based and mainly market-
driven international cooperative ventures of the post-1945 era has become
too risky. The implication is that the traditional domestic sources of
resistance to the formal sharing of the privileges and the burdens of political
authority must be overcome at a time when decentralised forces of social
and economic integration are under great stress.

The task becomes more difficult when liberal ideals are conflated with
many of the practices of existing democracies as they have evolved over
time. The United States is commonly categorised as a liberal democracy,
even though its founders intended it to be a republic enlightened by liberal
principles and limited democratic practices. The implications of the category
error were occluded by President Woodrow Wilson when he popularised the
notions that postwar US foreign policy had to be aimed at both ‘national
self-determination’ and ‘making the world safe for democracy’. As political
scientist Theodore Lowi (1967) later contended, the real challenge of that
day, as well as ours, was to make democracy, perhaps especially American
democracy, ‘safe for the world’(Pauly 2010). Its expanding dimensions are
revealed in populist movements spreading around the world, as well as in
the resurrection of patrimonial ideas of government in the United States
and elsewhere (Hanson and Kopstein 2024).

The leading states, or competing empires, arising out of the Industrial
Revolution repeatedly stumbled into systemic catastrophes. In the aftermath
of each, they convened conferences to reconstitute the political foundations of
systemic order. They never seriously contemplated establishing a world state,
but they did consider moving toward binding federal arrangements, with
a serious and accountable international civil service in place to manage only
those issues that needed to be managed in a reliably coordinated fashion.
This meant solidarity to the minimal extent required for the common good,
with the principle of subsidiarity —local control — applied to everything else.
The ideological support for such arrangements inside the United States, both
in 1918 and in 1945, resonated with pragmatic notions circulating when
the American constitution itself was first being negotiated. In principle, they
sought to balance self-government with stability. In practice, liberal ideals
were forced into sometimes painful compromises with the realities of social
and political power.
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The League of Nations coming out of the first conference and the United
Nations coming out of the second signified only modest steps in a quasi-
federal direction. The bureaucratic apparatus of the League mainly reflected
the norms, standards and interests of a flagging United Kingdom, while its
direct successor in the UN manifested a facsimile of the preferences and
limits of public management practices in the United States. Facing rising
domestic and external pressures in both cases, the leading powers of the day
maintained a veto and soon retreated from the most ambitious federal ideas.

Lowi’s analysis is useful in helping us to understand this phenomenon.
In the US case, he distinguished between decisions made after 1945 by
US leaders during crises, when they could be remarkably coherent and
effective, and decisions made at calmer moments, when they were often
incoherent and ineffective. His explanation rested both on intentional
constitutional strictures as well as on the inordinate complexities of internal
distributive politics in a turbulent, mainly market and interest-group
governed, society. The system was designed to work in the face of clear and
present dangers, and, in a more open world, to export much of the costs of
adjustment when policy changes were required. Lowi (1967, 301-2) thus
came to the following conclusion:

After World War II, much was done, in the interests of peace, to
capture the spirit and perpetuate the organizational innovations of
war. But we often ended up instead with an extension of domestic
processes, practices, and values. As a result, we have the reverse of
Wilson’s problem. We have not yet succeeded in making democracy
safe for the world.

Despite the contemporary dispersion of systemic power, when Americans
can be convinced that they face a clear and present danger, the organisational
innovations of war still function. Indeed, we witnessed them in the initial
building and reinforcement of an alliance of liberal democracies to counter
Russian aggression in Ukraine. We are also saw them in early extensions
of export controls on dual-use technologies. The expressed aim was not
to turn back the cause of economic development in China or elsewhere,
or to halt deepening engagement with other societies and their economies,
but to contain the retrograde ideological challenges that might once again
begin to emanate from certain national capitals.
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The politics of compromise

Ever more undeniably, despite much talk about economic and political
fragmentation, world society is still deepening all around us, albeit in ever
more obviously fragile natural and political environments. That society is
no accident. Through alliances maintained in the shadow of the Cold War,
the United States — in its own interest — promoted the universal expansion
of its social preferences, mores, norms and, yes, governmental dysfunctions.
So now, also not by accident, a new form of liberal multilateralism must
confront more directly the issues of how the benefits and burdens of what
Joseph Nye and Robert Keohane called ‘complex interdependence’ will be
authoritatively allocated — globally. A synonym for effective and legitimate
instruments of authoritative allocation is government.

Today, the kind of solidarity required for new governing arrangements in
a less hierarchical and more complex world brings to mind the image of a
two-way street. Leadership is needed, but others must now routinely behave
more like system builders and less like bystanders. Within the United States,
itis also necessary that the noxious fusion of libertarianism, authoritarianism
and cronyism not for the first time infecting significant parts of its body
politic be rendered innocuous.

In 1789, American elites embarked on a long experiment with a new form
of political authority in a far from perfect society. Over the previous decade,
they had already commenced the difficult work of reimagining the meaning
of sovereignty. Again, they concluded that a just-adequate collective
authority to deal with clear and present dangers could be constructed on
the foundation of aspirational but not immediate individual liberty for all.
Essential central authorities were designed to be shared, contested and left
somewhat opaque.

Over two centuries later, it no longer makes sense even to pretend that
the essence of that still-unfinished experiment is limited by the oceans’
edges. Nor can its winding path be maintained by the cut and thrust of
interest-group politics that take seriously only the short-run interests of an
established elite. Today, the proponents of a new multilateralism inspired
by federalist antecedents do not have to believe that the adaptation of
existing instruments for mutual decision-making, where possible, and the
establishment of innovative joint governing instruments, where necessary,
are wonderful. They need only convince themselves that every feasible
alternative will lead to worse outcomes — for everyone. Sustainable solutions
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to inextricably shared problems that must be addressed do not require
abandoning the idea of political autonomy across the board. They do,
however, require much deeper, more reliable and more enforceable forms
of collaboration.

In 1947, Henry Stimson, the quintessential conservative American
statesman who served as Secretary of State and of War during administrations
extending from William Howard Taft to Harry Truman, came to the same
conclusion (Stimson and Bundy 1948, 652-54):

It is the first condition of effective foreign policy that this nation
put away forever any thought that America can again be an island
unto herself. No private program and no public policy, in any sector
of national life, can now escape from the compelling fact that if it
is not framed with reference to the world, it is framed with perfect
fudility ... [I]t follows that we shall be wholly wrong if we attempt
to set a maximum or margin to our activity as members of the world

. [W]e must remember that we are building world peace, not an
American peace.

A realist deeply involved in decisions to build as well as deploy atomic
weapons, Stimson believed then that the belligerence of the party leading
the Soviet Union after 1947 had to be contained, and he hoped that internal
forces would eventually guide the peoples of the Soviet empire away from
an ideological dead-end. He nevertheless contended that the devastation
left behind by the war, as well as the stark new dangers revealed by the
harnessing of nuclear energy, now required clear-eyed statecraft that closely
aligned with his country’s historically liberal aspirations (Stimson 1947, 12).

In counselling against policies which ignore the facts of the world as
it is, I do not, of course, mean to argue that we can for a moment
forget the nature of our final goal. Lasting peace and freedom
cannot be achieved until the world finds a way toward the necessary
government of the whole. It is important that this should be
widely understood.

Both the containment of dangerously illiberal national projects and the
promotion of a kind of federated approach to the sharing of political
authority in certain policy arenas is implied by Stimson’s logic and his
wartime experiences. The story outlined in the rest of this chapter affirms
their continuing relevance.
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Governing authority in a financially
open world

Governments are in the business of helping their constituents live
with uncertainty and manage risks. In the contemporary era of finance
capitalism, and considering past experience, their vital mandate seems
clear. Excessive domestic inflation, erratic swings in exchange rates, and
economic depression must all be avoided — even if that means accepting
limits on national authority. Such acceptance has never come easily.
A common policy response when global financial pressures on national
economies become too great is to try to control inward and outward capital
movements. Such restrictions can work for a time, but they often come with
unintended consequences. Over time, they tend to founder on the shoals
of human ingenuity.

In the wake of global catastrophe, the delegates to the 1944 Bretton Woods
Conference were well aware of the political trade-offs involved in attempting
to rekindle and steer in a progressive direction the forces of globalising
capitalism (DeLong 2022). They asked themselves how the most profound
risks in the monetary and financial arenas could be managed in a reformed
system that would rest on the basicliberal principle of economic openness but
would for the foreseeable future also have to accommodate widely different
tolerances for the socially difficult adjustments inherent in a capitalist
system. In practice, this entailed a generalised embrace of freer trade and
direct foreign investment and constraints on the short-term financial
flows necessary to encourage them. This implied, however, simultaneous
acceptance of the right and responsibility of national governments to separate
necessary productive flows from capricious speculative flows. A pegged but
adjustable exchange rate system overseen by a neutral arbiter was combined
with national control over internal financial markets. The combination held
only for a brief time. Market demands would not be countermanded by
unelected technicians. By the late 1960s, it had become obvious that in
the absence of wartime conditions a stark distinction between productive
and speculative capital flows could not be maintained, especially by liberal
democracies. Reliance on capital controls proved to be just too politically
and economically costly in the long run.

The subsequent connection between the collapse of the Bretton Woods
exchange rate system in the early 1970s and a broadening movement toward
more open national financial markets was not coincidental. The transfers
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of capital necessary to facilitate international economic adjustment and
postwar national economic recovery and development could have occurred
through official channels. At each critical juncture in the first three decades
after 1945, however, private corporations were instead encouraged to build
global supply chains. This necessitated the opening of private financial
markets — first banking markets, and then broader capital markets. Financial
liberalisation gradually marked the path of least policy resistance across all
advanced and rising economies. Thereafter, policy imperatives at the national
level went hand in hand with official international efforts simultaneously
to encourage competition and prudent risk-taking by nationally chartered
financial intermediaries.

Acquiescing in market-opening turned out to be a relatively easy policy
task. Fostering prudence proved much more difficult. Also challenging was
the establishment of policies to maintain public confidence in markets that
naturally led to perceptibly unfair outcomes. Very practically speaking,
increasing tax and regulatory arbitrage across political borders and market
segments, as well as accessions to cross-border pressures disconnecting
the discipline of markets from the compensation arrangements of senior
financial executives, would soon preclude simple answers to unavoidable
political questions. Even before the term ‘neoliberalism’ would be applied
to a historical era, elites in the United States, the United Kingdom and
elsewhere periodically forgot that markets were tools of policy, not
substitutes for it and that libertarianism is inimical to liberalism. Sound
financial markets always need to be governed, and no serious substitute for
well-governed markets promises to provide the volumes of capital needed
for growth and development around the world — and no unified global
governor has ever emerged.

As Vines and Llewellyn’s chapter notes, financial panics with systemic
reverberations thus recurred with some regularity after the Bretton Woods
compromise dissolved. Similar events had often occurred during the
pre-1914 era of financial openness, albeit in a less expansive economic
system. Now, technological developments and the realities of market
scale and scope meant that periodic emergencies would spread more
rapidly and more widely across both sectoral and geographic borders
(Reinhart and Rogoff 2011). Systemic risk had to be managed differently
(Knight 1921/64; Polanyi 1944; Kindleberger 1978; Minsky 1986; Strange
1998; Skidelsky 2009).
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Soundly and durably functioning financial markets rest on legal and
therefore political foundations. Market actors need mutually understood
operating rules. Property rights have to be established and adjudicated
when disputes arise. Procedures have to be in place to handle inevitable
failures. The denser the webs of financial interconnectedness, the greater is
the need to limit the chance that specific debt defaults cascade and engulf
otherwise healthy borrowers and lenders. Some agency thus has to be
entrusted with the responsibility and given the ability to monitor systemic
risks, mitigate them to prevent crises, and in an environment of inevitable
uncertainty act as lender of last resort when crises occur anyway. In light
of the risk that the very existence of such a facility could tempt potential
beneficiaries to act imprudently (‘moral hazard’), last-resort lending then
had to be complemented by regulatory disincentives to rely upon it. To deal
with extreme instability, however, when liquidity shortages are difficult to
differentiate from solvency crises, when banking operations can no longer be
neatly separated from capital market activities and when systemic collapse
is plausibly threatened, last-resort lending facilities have to be backed by
investors-of-last-resort, investors with access to a final line of resources
to absorb losses and decisively stop financial contagion from spreading.
Both functions have long been understood to implicate central banks and,
ultimately, robust national treasuries. In a world of sovereign nation-states,
no alternatives exist.

Before the end of the twentieth century, however, it had become crystal
clear that such facilities were no longer enough. They had to be coordinated
across territorial boundaries. Key central banks and national treasuries faced
the theoretical choice between intensive monetary and fiscal collaboration
or profoundly depressing capital market dis-integration. Their political
constitutions and their dominant economic interests were now misaligned.
International arrangements for systemic risk assessment, crisis prevention
and emergency management themselves threatened to fail unless they could
come to rest on a new foundation of reliable political collaboration. At its

legal and fiscal core, sovereignty itself had become more complex (Grande
and Pauly 2005; Pauly 2020).
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Financial risk assessment, crisis prevention
and emergency management

As capital markets became more integrated across the borders of both
developed and developing countries, their basic governance deficiency
became ever more apparent. First, postwar intergovernmental agencies
had to be adapted to help recognise and measure systemic financial risks.
Organisations like the International Monetary Fund (IMF) were already
in place to help identify the spillover effects of national macroeconomic
policies, provide technical advice and encourage prudent domestic policies
conducive to external stability. Fund surveillance activities were soon
readily expanded to cover international capital markets. But the Fund was
not well-suited for crisis prevention or for managing systemic emergencies,
especially those involving advanced economies (Nelson 2014; Stone 2011;
Chwieroth 2010; Copelovitch 2010). In the end, it had no central banking
facilities and no deficit-financing capacities at its disposal. Even in emerging
market countries where it was encouraged by its leading member states
to try, it was also not well-placed to handle the always-fraught domestic
politics surrounding the distribution and redistribution of the crisis-driven
costs of adjustment. At most, it became a useful scapegoat for actual crisis
managers. The Economic and Financial Organization that developed
within the League of Nations had foreshadowed just such a conundrum
during the interwar period (Clavin 2013). So too had the 1930s-era central
bankers” club for the great financial powers, the Bank for International

Settlements (BIS).

Having developed a profitable business managing central bank reserves,
however, the BIS did offer a convenient venue for confidential monetary
and financial meetings. It also proved to be a reliable source of staff support
during the financial crises emanating from emerging markets during the
1970s and 1980s. This led to its natural role in supporting the work of
what became the Basel Committee on Banking Supervision (BCBS)
(Goodhart 2011).

The BCBS concentrated initially on the operations of systemically significant
banks and the financial conduits between them, and it sought to coordinate
a collective search for common-enough regulatory and supervisory standards
in an environment still basically characterised by competition among states
and the intermediaries they licensed. A quickly developing capacity for
measuring systemic risks and advocating for a responsible consensus on
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prudential matters initially gave the BCBS credibility, just as it provided
useful cover for the central bankers and finance ministries actually calling
the shots.

In 1983, the BCBS promoted a concordat to clarify the respective
responsibilities of the home and host country supervisors of cross-border
banks. It also soon began to draft protocols for minimum standards for
capital reserves expected to absorb losses and reduce the likelihood that
national monetary and fiscal resources would be called upon during periods
of instability (Basel I). Based on a technocratic logic and a ‘club’ model of
consensus building, it commenced work with other national and regional
bodies to assess systemic risks and bolster the effectiveness of prudential
supervision within and beyond the banking sector narrowly defined. Other
transnational bodies convening in what is now called the ‘Basel Process
soon sought more broadly to facilitate collaboration on the non-banking
parts of a still-globalising financial system.

One of the legacies of Basel I is the principle that regulatory rules and
supervisory practices on risk assessment need not be identical, but that
home-country rules and practices must be roughly equivalent-in-effect and
recognised as such by others if globalising markets are to function in a stable
fashion. Set to continue bedevilling the actual application of that principle
was the question of whether that stability ultimately required a mutual
understanding on market outcomes deemed fair enough to be politically
sustainable.

In 2006, the most extensive and detailed effort to ensure the capital
adequacy of cross-border market participants and a ‘level playing field’ came
in an accord dubbed Basel II. Under its terms, international lenders were
encouraged to bring sophisticated and self-disciplined risk-management
techniques into their calculations of capital adequacy. The politics of
policymaking through technocratic clubs here reached a limit because
underlying risk cultures (risk-averse versus risk-acceptant social and political
structures and mores) across major states and regions remained quite diverse.

Basel II wound up inadvertently encouraging excessive borrowing by large
money-centre banks. Basel III was launched in an effort to come to grips
with that problem by combining better risk assessment practices with risk-
adjusted and more broadly shared capital standards. Challenges remained,
but what the Basel Process as a whole did accomplish was not trivial.
It established the dominant form of politics by which global financial
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risks would gradually become commonly understood and measured.
The technocrats at its core never formally shed their national identities,
but they did constitute a classic ‘epistemic community’ expected to develop
common knowledge in the cause of global financial stability.

Nevertheless, after each banking crisis since the end of the Bretton Woods
exchange rate system, better cross-national policy coordination came to
be seen as necessary to promote the deepening integration of national
economies — the core and persistent objective of leading states ever since
1945. One crisis followed another throughout the 1980s and 1990s, always
implicating the role of private financial intermediaries in facilitating capital
flows to and from emerging market economies, including China. Driving
those capital flows were ever more fundamental economic forces, increasingly
reinforced by the speculative activities of those same intermediaries and
their major clients.

In the latter decades of the twentieth century, it became obvious that the
United States was no longer content to continue its real economic role as
the engine of a robust and integrating global economy. Its national polity
was becoming resistant to importing too much, saving too little and
depending for its financing needs on vast inflows of capital from China,
Japan, Germany and many middle-income and developing countries —
all of whom had come to rely excessively on generating trade surpluses to
sustain economic growth. For a time, the situation looked like a happy one
for some cross-border financial institutions handling the accommodating
capital flows. Instead of encouraging proactive and mutual macroeconomic
adjustments, however, too-loosely regulated capital markets permitted those
imbalances to expand dangerously.

Global financial stability across integrating markets had come to depend
on the pursuit of roughly compatible fiscal and monetary policy objectives
across the most powerful actors at the core of the system. The IMF only
proved capable of encouraging significant policy adjustment in countries
availing themselves of its credit facilities. It was never really at the centre
of efforts to stimulate constructive adjustment among the great powers.
The G7 ostensibly evolved for that purpose after the 1970s. But it too failed
repeatedly in preventing financial crises, which usually proved economically
and politically most costly for emerging market and developing economies.
In the wake of the Asian crisis, therefore, in 1999 leading governments,
seeking to broaden macroeconomic policy collaboration through the G20,

established the Financial Stability Forum (FSF).
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‘Macroprudential policies’, instruments intended to foster the safety and
stability not of individual intermediaries but of entire financial markets the
very interconnectedness of which posed new systemic risks, soon came to
the forefront of FSF discussions. At the centre of those discussions remained
the finance ministers of the G7 countries, who still found themselves
representing a diversity of national risk cultures, or as political economists
put it, a range of mainly internally focused social purposes (Baker and
Widmaier 2015).

The results of those discussions — consensus-based, advisory, informal and
underpinned by adiffuse sense of reciprocity — could have been different. They
could well have reinforced systemic financial stability. However debatable
the underlying causes, the fact remains that the adaptive intergovernmental
machinery for assessing systemic risks ultimately failed to preventa sprawling
cross-regional crisis in 2008. Behind excessive market optimism were loose
monetary policies, lax national-level regulation, remarkably high leverage
in globe-spanning private financial intermediaries, financial innovations of
questionable benefit, a broadly underappreciated turn in the global business
cycle and the ill-advised reliance of leading states — especially the United
States — on housing market bubbles to sustain national prosperity (Helleiner
et al. 2009; Sorkin 2009; Stiglitz 2009; Schwartz 2009). When the spectre
of global depression once again appeared, the new politics of emergency
management concentrated minds.

Assertive and coordinated state intervention in international capital
markets proved essential to containing the crisis of 2008. Unilateral US
monetary and fiscal actions alone would not have succeeded. Emergency
management now had to be multilateral. Among other things, this meant
that the membership of the BCBS and other BIS-hosted clubs had to
expand quickly. By March 2009, the number of countries around the Basel
table had grown from 13 to 27, with the inclusion of advanced developing
countries from the G20. At the same time, the FSF was transformed by
the G20 to the Financial Stability Board (FSB) (Griffith-Jones et al. 2010;
Gallagher 2015; Liitz 2015; Subacchi and Vines 2023). Its mission was
to accelerate an ambitious work program on the constituent elements of
more stable and resilient financial markets, including but not limited to
expanded capital buffers, minimum liquidity ratios and maximum leverage
requirements for the burgeoning number of banks and other financial
institutions then deemed to be ‘systemically significant’. Behind the veil
of the FSB, finance ministries had reasserted themselves in the face of a
systemic crisis, and central banks, quietly including the Peoples’ Bank of
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China (PBOC), would play a fully supportive role. The PBOC in particular
was forceful in ensuring that the banks under its control did not seek to
liquidate their massive dollar holdings during the crisis. Its fiscal masters,
moreover, moved decisively to stimulate a national economy that was now
more open than it had ever been in the decades since 1949.

G20 authorities proved that they retained, at least at that moment, the
power to stabilise markets that might have collapsed, but only if they acted
collaboratively. That national autonomy in a truly systemic crisis proved to
be a hollow concept needs to be emphasised. After the crisis subsided, the
expanded size of ‘sovereign’ external balance sheets around the world looked
set to further constrain independent action. Those constraints underlined
the systemic political and economic risks now undeniable in a post—Bretton
Woods system organised ever more decisively around relatively open but
differentially regulated capital markets (Copelovitch and Singer 2020).
Despite contemporary efforts in many places to restore national controls,
capital continues to find myriad ways around them.

Sovereign debt crises in emerging markets had earlier suggested fundamental
systemic governing deficiencies. After 2008, the need to address them
across all national markets had become unavoidable. Resolving the debts
of overextended sovereigns or large cross-border private funds necessarily
involves compensation and the extensive sharing of losses. Distributing
gains is not always politically easy; distributing losses — with finality —
is profoundly difficult, especially at the system level where only informal
networks exist to work out implicit bankruptcies. But even those networks
are today inextricably bound up in a new macropolitical struggle across now
deeply interdependent markets. The idea of ‘self-reliance’ in such a context,
like the idea of peacefully ‘decoupling, is fanciful (Ernst 2014). The facts
of global financial and industrial life remain resistant to magical thinking.
Since the late eighteenth century, only world wars, and then only for
relatively brief periods of time, have encouraged such fantasies. And since
1945, the very possibility of systemic military catastrophe involving nuclear
weapons is what has at root sustained the more enlightened policies of both
leading and following states promoting both the evolution of global capital
markets and the occasionally necessary restructuring of sovereign debts.
The principles of reciprocity, comparable treatment and joint burden sharing
may have to become more explicit in the years ahead (Henning 2023),
but market openness and resilience remain essentially common objectives.
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In short, states have available to them for the foreseeable future no serious
alternative to private investment and consumption markets for sourcing the
vast capital they need to develop key technologies, to maintain politically
stabilising and sustainable growth, to help manage domestic debt crises, and
to support the green transition. The United States and other states capable
of creating trustworthy vehicle currencies for such markets retain a special
responsibility. Indeed, the major markets through which capital in all its
forms now flow across national boundaries are their joint responsibility

(Wolf 2023).

In macropolitical and structural terms, where might such observations
lead? Financial crises in the past certainly did promote the kind of political
solidarity required for legitimate authority to be reconstituted within many
civil societies. The modern state itself was an outcome during a discrete era
in time. Something akin to such a transformation may well be occurring,
albeit haltingly, within the Eurozone, as emergencies forge just enough of
a sense of solidarity — a wide enough realisation of ‘shared fate’ — to deepen
regional capacities for crisis prevention and resolution (Schimmelfennig
2014; Brummer 2012; Pauly 2009). There is no obvious reason, however,
to think that such a logic — the logic of federated solutions to basic
problems of collective action — cannot apply universally. A global economy
organised around more open capital markets suggests that someday soon
pragmatic imperatives must inspire more explicit political understandings
on what it will take to sustain it (Goodhart and Illing 2002; Eichengreen
2003; Truman 2006). Dreams of peacefully returning to some fanciful
era of closed and well-functioning markets are just that. Ever since the
Industrial Revolution and the dawn of capitalism, serious moves toward
market closure correlate most clearly with episodes of disastrous conflict.
At a time when political power is shifting underneath a still-globalising
economy, the logic of functional and geographic spillovers inexorably meets
the hard politics of legitimating the existing ad hoc fiscal and monetary
capacity to manage financial and other kinds of systemic risks. Uncertainty
abounds, but the system inclines toward more complex interdependence
and more political contestation. Not for the first time in history has the
pressing need to manage common interests and address dangerous tensions
foreshadowed the legitimation of limited governing capacity at higher levels
of political aggregation.
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Conclusion

When calculable risks in markets exhibiting both fragmenting and
integrating tensions next threaten to be overwhelmed by radical uncertainty,
the expectation that entangled governments must collaborate will be more
obvious than ever (Katzenstein 2026). Complete transparency, however,
is not necessarily optimal in a dynamic and conflictual political setting.
The management of systemic financial and other risks requires capable
leaders and an adequate network of willing followers, all of whom may
continue to need plausible grounds for denying that burden sharing is
motivating their interdependent and self-interested decisions. Constructive
for the future is the habit of collaboration, which increasingly extends from
collaborative monetary measures to implicit fiscal coordination — and not
only among the United States and like-minded liberal democracies.

Twenty-five years ago, Stephen Krasner (1999) demonstrated convincingly
that state sovereignty itself was always an ‘organized hypocrisy’. For the time
being, collaborative practices of financial risk assessment, crisis prevention
and systemic emergency management at the pragmatic technical level justify
the same label. States can pretend that the markets they depend on will
manage themselves, but moments of emergency expose lies and conceits.
Conflict is sure to persist in a more honest future, but so eventually may
legitimate new institutions develop as experiments in risk governance
continue eroding ‘sovereign’ boundaries (Wendt 2003; Koenig-Archibugi
and Ziirn 2006; Ziirn 2018).

Unless or until fiscal and monetary authority ultimately moves to the level
implied by relatively open markets and inherently global risks, effective
policy capacity and durable political legitimation will remain in profound
tension. Experimentalism thus will likely long continue to characterise the
order of the day. Institutional innovations like the Basel Process, the FSB
and pragmatic bilateral understandings among central bankers and finance
ministries may thus for a time help us live with such tensions. Although
straightforward ex ante burden-sharing agreements continue to prove
elusive, repeated ad hoc arrangements during and after crises do certainly
give rise to reasonable expectations of future regulatory, monetary and
fiscal collaboration.

Let us here acknowledge explicitly what that means in practice. It means that
complete policy autonomy in this vital political arena is an illusion. It means
that incipient governing capacity exists, but that it is a collective capacity
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exercised by a widening range of powerful public authorities. It means that
the singular power of a dominant state to dictate the ‘rules of the game’ is
likely to be ever more highly constrained, and that therefore the authority
of states acting collectively in a pragmatic fashion will be essential (Kirshner
2014). It means that the challenge of accommodating political realities and
rendering global governing capacity reliable must eventually be met with
practical new understandings between liberal and illiberal states on essential
cooperation on a transparent and explicitly reciprocal basis (Farrell and
Newman 2023). In the near term, policy debate will focus on ever-deeper
issues of regulatory and supervisory equivalence. Under the surface, it must
actually aim at a new compromise on much more fundamental matters.

The anticipation and resolution of systemic financial crises defines a policy
arena where seriously creative political imagination remains required.
The 2008 experience gave us a model, inelegant and improvised but capable
of being rationalised. More generally in this field, establishing more formal
and well-resourced agencies aimed at emergency management might be
reimagined. With regard to crisis prevention, the mandates and capacities
of such agencies need to go beyond their post-1945 antecedents and club-
like successors (Davis 2023). They could be framed, for example, by the
collective logic of better and more inclusive mutual insurance instruments,
with variably weighted member states all represented and ‘paid-in’, but with
none holding a veto. Of course, power differentials would remain relevant.
Legal equality and political equality are never the same, even in formally
constituted federal arrangements. The absence of veto power and voting
rules requiring super-majorities, though, might usefully encourage the
development of durable coalitions (Lipscy and Lee 2019). Such agencies
might also construct new mechanisms for gathering and deploying capital
from private sources, perhaps under the joint control of existing multilateral
development banks (Halland et al. 2023).

The door should be left open for those choosing for a time to stay outside
such institutional experiments, but threats to any sound governing ideas at
regional and global levels will need to be contained, and incentives will need
be in place eventually to encourage universal inclusion and participation.
Insisting that all immediately conform to the identical normative standards
may be expected to remain unrealistic and counterproductive. ‘Global
democracy’ is not in fact required to stabilise a plausible system comprised
of states seeking the benefits of a maximum feasible policy autonomy and
a high level of productive economic interaction (Rodrik 2011). Across
diversely structured polities sharing basic interests and common threats,
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however, minimally solidaristic commitments and limited but authoritative
decision-making structures aimed at containing systemic risks in the long
run are essential. In the Pacific region, as Vines and Llewellyn note, we
can begin to see how such structures might emerge through, for example,
the Asia-Pacific Economic Cooperation process. Concerted unilateralism,
however, will not likely underpin fair, effective and durable policy
instruments. If regional prosperity and stability are to be sustained as
cross-border risks expand, something more will be required.

At both regional and global levels, images of intense collaboration are
perhaps easier to conjure in the financial arena than in the arenas of trade,
development and direct investment. But analogies between systemic
financial risks and mounting environmental, technological, health and
security risks are increasingly easy to draw. An adequate sense of solidarity
to govern them all, both regionally and globally, in the cause of sustaining
life on a fragile planet will ultimately depend upon shared aversions to
readily imaginable catastrophes and the willingness to continue building
up functional instruments of mutual protection (Pauly 2025). A deepening
sense of trust across the world’s current political divides may be difficult
to nurture. Indeed, history gives pessimists plenty of reasons for despair.
But the complexity and scope of many of the risks now commonly shared
around the world is becoming clearer. Indeed, some threats are becoming
more certain, and the basic source of many deepening uncertainties is
being revealed as political. In the financial arena, such clarity has at times
driven novel governing experiments. Mutual fears of system-wide loss and
the probability of social learning through shared experiences, moreover,
have justified a stubborn sense of hope in new structures of transnational
policymaking and implementation. To sustain such hopes there and in other
crucial policy arenas, though, one truth must soon be directly acknowledged
by pragmatic policymakers, not least in the United States and China. In the
face of inescapable systemic risks, the nation alone is indefensible.
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