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Summary: The current economic  c ris is  may have one winner: the C hinese financ ial model, which -- together

with the IMF -- holds  the keys  to fixing the problem.

T h e cu r r en t  fin a n cia l  cr isis poses a  fu n da m en t a l  ch a llen g e t o g loba liza t ion  a n d t o it s m a n y
a n a ly st s.  A ll  a r e n ow  con sider in g  w h a t  t h e r ecen t  m elt dow n  m ea n s -- t h e eu ph or ic  g loba lizer s,
few  of w h om  a r e left ; t h e t r a g ic  g loba lizer s,  w h o see t h e ben efit s of in t er depen den ce bu t  w or r y
a bou t  a  g r ea t  cr a sh  a h ea d; t h e m a n a g er ia l  g loba lizer s,  w h o w ou ld l ik e a  bet t er  w a y  of con t r oll in g
t h e pr ocess; t h e cr it ica l  g loba lizer s,  w h o a r e pu sh in g  for  r a dica l  r efor m ; a n d,  of cou r se,  t h e
a n t ig loba lizer s.  W h ich  g loba l in st it u t ion s m ig h t  m a n a g e t h e in t er n a t ion a l econ om y ,  a n d h ow ?
t h ey  a ll  w on der .  Eu r opea n  lea der s,  for  ex a m ple,  h a v e ca lled for  a  n ew  Br et t on  W oods Con fer en ce
t o r econ sider  t h e a r ch it ec t u r e of t h e in t er n a t ion a l  fin a n cia l  a n d t r a din g  sy st em s.

W h a t  k in d of cr isis is t h is,  a n d w h a t  a r e it s l ik ely  im plica t ion s? Som e cr ises a r e ca t h a r t ic  a n d
pu sh  policy m a k er s t o t a k e cor r ect iv e m ea su r es; ot h er s,  l ik e t h e G r ea t  Depr ession ,  a r e r a dica lly
dest r u ct iv e.  Ov er  r ecen t  deca des,  t h er e h a v e been  blow ou t s a t  t h e fin a n cia l  cen t er  a n d st or m s a t
t h e per iph er y .  A ft er  t h e m elt dow n  in  La t in  A m er ica  in  t h e 1 9 8 0 s ca m e a  deca de of st ock -m a r k et
a n d h ou sin g  boom s in  t h e Un it ed St a t es t h a t  ev en t u a lly  w en t  bu st .  T h e A sia n  fin a n cia l  cr isis of
1 9 9 7 -9 8  w a s a lso follow ed by  a  r u n  on  U.S.  a sset s,  ca u sin g  a  bu bble (a n d t h e dot -com  boom ) t h a t
t h en  bu r st .  Is t h e la t est  fin a n cia l  colla pse a  fir st  st ep on  t h e r oa d t o a  pr ofou n d ba ck la sh  a g a in st
g loba liza t ion ? A  deca de a g o,  a ft er  t h e A sia n  fin a n c ia l  cr isis,  W a sh in g t on  a n d v a r iou s
in t er n a t ion a l fin a n cia l  in st it u t ion s h eld u p t h e U.S.  sy st em  a s a  m odel t o A sia n  g ov er n m en t s.
T oda y ,  it  is A sia ,  espec ia lly  Ch in a ,  t h a t  m a y  be en t it led t o g iv e A m er ica n s a  lec t u r e.

MA SSIV E FA ILURES

Ma r t in  W olf,  t h e Fin a n cia l  T im es' ch ief econ om ics com m en t a t or ,  h a s been  a  per sist en t ly
in sig h t fu l  a n a ly st .  H e h a s n ot  for eca st  t h a t  fin a n c ia l  g loba liza t ion  w ill  n ecessa r ily  en d in
disa st er ,  bu t  h e h a s w a r n ed of it s da n g er s a n d t r ied t o a ddr ess it s sh or t fa lls.  Most  r ecen t ly ,  h e h a s
don e so in  Fix in g  G loba l Fin a n ce,  a n  ex t r em ely  h elpfu l  g u ide t o t h e or ig in s of t oda y 's pr oblem s
a n d t o possible solu t ion s.

T h e book  w a s com plet ed befor e t h e fin a n cia l  t u r m oil  h it  t h is pa st  fa ll  bu t  w a s r elea sed in  it s
m idst ,  a n d in  som e r espect s t h is a w k w a r d t im in g  m a k es for  pecu lia r  r ea din g .  W olf seem s t o h a v e
been  offer in g  a n  eloqu en t  defen se of fin a n cia l  g loba liza t ion  ev en  a s it  w a s bein g  ex ecr a t ed -- n ot
on ly  by  t h e u su a l ch u r ch  lea der s a n d m or a list s,  t h e Fr en ch  pr esiden t ,  a n d t h e G er m a n  fin a n ce
m in ist er  bu t  a lso by  t h e ca n dida t es in  t h e U.S.  pr esiden t ia l  elec t ion ,  w h o w er e ca ll in g  for  less
g r eed fr om  in v est or s a n d m or e r eg u la t ion  by  t h e st a t e.  Most ly ,  h ow ev er ,  t h e book 's t im in g  is a n
a dv a n t a g e.  W r it t en  befor e t h e cr isis,  it  is u n h in der ed by  m in u t ia e a bou t  t h e cr escen do of a d h oc
m ea su r es t h a t  sev er a l  g ov er n m en t s t ook  t h r ou g h ou t  t h e fa ll : in jec t in g  l iqu idit y ,  pu r ch a sin g
t ox ic  a sset s,  ca pit a lizin g  ba n k s,  a n d,  fin a lly ,  n a t ion a lizin g  en t ir e ba n k in g  sy st em s.

Fix in g  G loba l Fin a n ce beg in s by  su r v ey in g  t h e a ch iev em en t s of fin a n ce-dr iv en  econ om ic
in t eg r a t ion  ov er  t h e pa st  t w o deca des a n d t h e v u ln er a bilit ies ca u sed by  t h e sy st em 's per iodic
cr ises.  In  a  pr ev iou s book ,  W h y  G loba liza t ion  W or k s,  W olf dev ot ed a  g r ea t  dea l of a t t en t ion  t o t h e
ben efit s of g loba liza t ion .  H e a r g u ed t h en  t h a t  it  w a s "on  ba la n ce h ig h ly  desir a ble" a n d t h a t  it
r edu ced pov er t y ,  en h a n ced pr osper it y ,  a n d pr om ot ed pea ce a n d dem ocr a cy .  T h er e h a s been  n o



fu n da m en t a l ch a n g e in  h is m a in  a r g u m en t .  In  t h is n ew  w or k ,  W olf ex per t ly  r ela y s t h e deba t es
t h a t  follow ed t h e A sia n  fin a n cia l  cr isis of 1 9 9 7 -9 8  a n d t h e ex t r a or din a r y  ba lloon in g  of t h e U.S.
cu r r en t  a ccou n t  defic it  in  t h e fir st  y ea r s of t h is cen t u r y  -- deba t es t h a t  a sk ed w h et h er  t h e g loba l
im ba la n ces t h a t  h a d pr om pt ed t h ese cr ises w er e ex t r a or din a r y  t h r ea t s or  per m a n en t  fea t u r es of
t h e w or ld econ om y .  For  W olf,  t h ese im ba la n ces a r e ex t r a or din a r y ,  a n d it  is t h ey ,  r a t h er  t h a n
g loba liza t ion  it self,  t h a t  t h r ea t en  t h e st a bilit y  of bot h  m a t u r e a n d em er g in g  m a r k et s.

In  a  m ov e t h a t  m a y  seem  odd t oda y ,  g iv en  t h e cu r r en t  t a lk  a bou t  t h e en d of ca pit a lism ,  W olf's
book  ca st s t h e A m er ica n  m odel of fin a n cia l  l iber a liza t ion  a s a  h er o a n d Ch in ese m er ca n t il ism  a s a
v il la in .  W olf a r g u es,  for  in st a n ce,  t h a t  Ch in a 's "in or din a t ely  m er ca n t il ist  cu r r en cy  polic ies" h a v e
ca u sed da n g er ou s im ba la n ces.  In  or der  t o m a in t a in  it s ex por t s' com pet it iv en ess on  t h e w or ld
m a r k et  a n d k eep a  v a st  (a n d pot en t ia lly  r est iv e)  w or k  for ce occu pied,  Beijin g  pr ev en t ed t h e
Ch in ese cu r r en cy  fr om  a ppr ec ia t in g  a g a in st  t h e dolla r  a n d t h u s fr om  dr iv in g  u p t h e pr ice of
Ch in a 's ex por t s.  T h e r esu lt  w a s a  v a st  t r a de su r plu s.  A  by pr odu ct ,  la r g ely  u n in t en ded,  w a s t h e
pilin g  u p of r eser v es of U.S.  dolla r s,  w h ich  Beijin g  t h en  pla ced m ost ly  in  U.S.  g ov er n m en t
secu r it ies.  (It  a lso in v est ed in  qu a si-st a t e in st it u t ion s,  su ch  a s Fa n n ie Ma e a n d Fr eddie Ma c,
t h er eby  in dir ect ly  en a blin g  t h eir  r eck lessly  a g g r essiv e len din g .)  T h is is W olf's in t er n a t ion a l spin
on  A la sk a n  G ov er n or  Sa r a h  Pa lin 's ex pla n a t ion  for  t h e cr isis -- "Da r n  r ig h t ,  it  w a s t h e pr eda t or y
len der s" -- on ly  h is pr eda t or s a r e t h e Ch in ese.

A s it  h a ppen s,  Beijin g 's dec ision s h a v e a lso t u r n ed ou t  t o be m or e of a  m ix ed blessin g  for  Ch in a
t h a n  is g en er a lly  u n der st ood.  Sin ce 2 0 0 0 ,  Ch in ese a sset s a br oa d h a v e ea r n ed v er y  poor  r et u r n s
-- a n d w it h  t h e depr ec ia t ion  of t h e dolla r ,  by  som e m ea su r es t h ey  h a v e ev en  per for m ed
n eg a t iv ely .  A s W olf poin t s ou t ,  beca u se t h e U.S.  g ov er n m en t  w a s -- a s it  st il l  is -- a t  l iber t y  t o
pr in t  a s m a n y  dolla r  bil ls a s it  w a n t ed,  it  cou ld a lw a y s in  effec t  ex pr opr ia t e a sset s den om in a t ed
in  it s cu r r en cy .  T h e r a pidit y  of U.S.  m on et a r y  ex pa n sion  in  t h e er a  of Feder a l  Reser v e Ch a ir
A la n  G r een spa n  m a de t h is m or e t h a n  a  t h eor et ica l  r isk .  Ch in a ,  or  r a t h er  it s c it izen s,  pa id a  h ig h
pr ice for  Beijin g 's m er ca n t il ism .

W olf's n a r r a t iv e bla m in g  Ch in a  m a y  seem  r em a r k a ble n ow  t h a t  ev er y on e is ex cor ia t in g  t h e U.S.
fin a n cia l  sy st em ,  t h e U.S.  Feder a l  Reser v e,  a n d G r een spa n  in  pa r t icu la r .  W it h  t h e Feder a l
Reser v e effect iv ely  a ct in g  a s t h e Ch in ese cen t r a l  ba n k ,  on e a r g u m en t  g oes,  a n  ov er ly  la x  U.S.
m on et a r y  policy  w a s t h r ea t en in g  t h e w or ld w it h  in fla t ion .  Bu t  W olf con t est s t h is v iew ,  a r g u in g
t h a t  t h e Feder a l  Reser v e did r ou g h ly  w h a t  cen t r a l  ba n k s a r e su pposed t o do,  n a m ely ,  k eep
in fla t ion  in  ch eck .  In  h is opin ion ,  g r ow t h  in  t h e U.S.  m on ey  su pply  in  t h e ea r ly  y ea r s of t h is
deca de w a s "n ot  u n r ea son a bly  h ig h ." A t  t h e t im e,  t h e Feder a l  Reser v e in sist ed t h a t  it s job w a s t o
look  a t  pr ice lev els g en er a lly ,  n ot  t o pu n ct u r e bu bbles in  som e a sset  pr ices.  For  W olf,  "T h e Un it ed
St a t es is a t  lea st  a s m u ch  t h e v ic t im  of dec ision s m a de by  ot h er s a s t h e a u t h or  of it s ow n
m isfor t u n es." It  w a s on ly  n a t u r a l,  per h a ps ev en  in ev it a ble,  in  W olf's v iew ,  t h a t  t h e Un it ed St a t es
w ou ld em er g e a s t h e bor r ow er  of la st  r esor t ,  w it h  it s per ceiv ed r elia bil it y  a s a  debt or  fu elin g
g loba l g r ow t h .

Bu t  in st ea d of qu iet ly  ex pr opr ia t in g  a sset s h eld by  t h e Ch in ese by  g r a du a lly  dev a lu in g  t h e
dolla r ,  t h e bor r ow er  of la st  r esor t  g ot  in t o t r ou ble it self.  Ev en  t h ou g h  t h e g loba l fin a n cia l  sy st em
m elt ed dow n  a ft er  W olf com plet ed h is book ,  h is fir st  ch a pt er  a lr ea dy  w a r n ed t h a t  t h e w or ld of
fin a n ce w a s "a  ju n g le in h a bit ed by  w ild bea st s." A s t h e su bpr im e m or t g a g e cr isis of 2 0 0 7
m u sh r oom ed in  2 0 0 8 ,  a  pr ofou n d fla w  a t  t h e cor e of t h e U.S.  fin a n cia l  sy st em  w a s r ev ea led.
Pa r t ly  du e t o a  g lu t  in  g loba l sa v in g s,  a sset s h a d been  r epa ck a g ed so t h or ou g h ly  a n d r esold so
oft en  t h a t  it  beca m e im possible t o c lea r ly  con n ect  t h e t h in g  bein g  t r a ded t o it s u n der ly in g  v a lu e.

T h e $7 0 0  bil l ion  ba ilou t  a n n ou n ced by  t h e U.S.  Depa r t m en t  of t h e T r ea su r y  in  la t e Sept em ber
w a s desig n ed t o r em ov e fr om  ba n k s' ba la n ce sh eet s m or t g a g es a n d ot h er  secu r it ies t h a t  in  som e
w a y  cor r espon ded t o r ea l  h ou ses.  Bu t  it  is st il l  u n c lea r  t oda y  h ow  t h ese a sset s a r e t o be v a lu ed or
h ow  t h a t  v a lu a t ion  m ig h t  w in d u p ben efit in g  or  h u r t in g  t h eir  n ew  ow n er s.  In  t h e Un it ed St a t es
a n d in  Eu r ope,  t h e h ope is t h a t  g ov er n m en t s w ill  a ssu m e m a n y  of t h e r isk s in h er en t  in  t h is
u n cer t a in  v a lu a t ion  -- a n d t a m e t h e w ild bea st s of t h e fin a n cia l  ju n g le t h r ou g h  st a t e-ba ck ed a n d
st a t e-r u n  ba n k in g  sy st em s.  T o som e,  t h is is pr ofou n dly  ir on ic .  A s Ru ssia n  Pr esiden t  Dm it r y
Medv edev  pu t  it  in  Sept em ber ,  t h e ex per ien ce sh ow s t h a t  "t h e m ov e fr om  self-r eg u la t in g
ca pit a lism  t o fin a n cia l  soc ia lism  is on ly  on e st ep." A m er ica n  fr ee-m a r k et  ca pit a lism  w a s n ot
su pposed t o look  l ik e t h is.

FREE FA LL

W olf h im self pr edic t ed t h e dr a m a t ic  t u r n  of ev en t s m on t h s befor e t h e w or st  of t h e cr isis.  In  a
Fin a n cia l  T im es colu m n  la st  Ma r ch ,  w h en  U.S.  g ov er n m en t  effor t s t o r escu e t h e in v est m en t  a n d
br ok er a g e fir m  Bea r  St ea r n s seem ed t o in dica t e t h a t  ev er y t h in g  w ou ld soon  be a ll  r ig h t  a g a in ,
W olf w r ot e,  r efer r in g  t o t h e da y  of t h e ba ilou t ,  "Rem em ber  Fr ida y  Ma r ch  1 4  2 0 0 8 : it  w a s t h e da y
t h e dr ea m  of g loba l fr ee-m a r k et  ca pit a lism  died." Ju st  six  m on t h s la t er  -- a n d a  deca de a ft er  it
lec t u r ed A sia n  g ov er n m en t s -- W a sh in g t on  seem ed t o a dopt  a  Ch in ese-st y le solu t ion  t o it s



esca la t in g  fin a n cia l  pr oblem s: g r ea t er  st a t e in t er v en t ion  t o r est r ic t  t h e m ov em en t  of ca pit a l .

Bu t  t h er e a r e da n g er s a n d l im it a t ion s in h er en t  in  t h is a ppr oa ch ,  t oo,  espec ia lly  g iv en  t h a t ,  a s
W olf w a r n s,  in st a bilit y  a n d v u ln er a bilit y  w ill  n ot  be con fin ed t o t h e Un it ed St a t es a n d t h a t
"fin a n cia l  cr ises a r e m ost  sig n ifica n t  w h en  t h ey  a r e in t er n a t ion a l. " T h is cr isis m a y  h a v e
or ig in a t ed in  t h e Un it ed St a t es,  bu t  it  h a s r a pidly  becom e g loba l.

Som e em er g in g  m a r k et s a r e h ig h ly  v u ln er a ble t o fin a n cia l  im plosion .  Colla pses h a v e beg u n  t o
h a ppen  in  Br a zil ,  H u n g a r y ,  Icela n d,  In don esia ,  Pa k ist a n ,  Ru ssia ,  t h e Ba lt ic  r epu blics,  a n d
Cen t r a l  A sia ,  a s in v est or s st a m pede a w a y  fr om  r isk y  a sset s.  A n d w it h  t h ese fa ilu r es com es t h e
r isk  of m a jor  g eopolit ica l  in st a bilit y ,  beca u se m a n y  of t h ese v u ln er a ble cou n t r ies a n d r eg ion s l ie
on  polit ica l  fa u lt  l in es.  Su ch  cr ises h elp pr om ot e a n t i-W est er n  r ea ct ion s,  in c lu din g  m ilit a n t
for m s of Isla m ic  fu n da m en t a lism .  T h ese t h r ea t s sh ou ld be t a k en  v er y  ser iou sly .

T h e possibil it y  of g eopolit ica l  t u r m oil  is a l l  t h e g r ea t er  beca u se so fa r  t h e ba ilou t s h a v e been
h a n dled in  a  pu r ely  n a t ion a l con t ex t ,  w h ile in t er n a t ion a l in st it u t ion s h a v e been  n er v ou s a n d
h esit a n t .  T h e discu ssion  h a s been  en t ir ely  dom est ic  in  t h e Un it ed St a t es a n d,  m or e su r pr isin g ,  in
Eu r ope,  t oo.  In  fa ct ,  t h e fa ilu r e t o fin d a  su pr a n a t ion a l m ech a n ism  for  dea lin g  w it h  Eu r ope's la r g e
a n d in t er n a t ion a lly  a c t iv e ba n k s is r a pidly  dev elopin g  in t o t h e A ch illes' h eel  of t h e con t in en t 's
a m bit iou s pr oject  t o bu ild a  m on et a r y  u n ion .  T h e Eu r opea n  Un ion 's g ov er n in g  bodies ca n  on ly
lea v e ba n k  ba ilou t s a n d t h eir  fisca l  im plica t ion s t o n a t ion a l a u t h or it ies.  G er m a n y  a n d Ir ela n d
ea ch  t r ied t o cr ea t e w h a t  t h e G er m a n  fin a n ce m in ist er ,  Peer  St ein br ü ck ,  h a s ca lled a n
"u m br ella " ov er  t h eir  n a t ion a l ba n k in g  sy st em s.  Bu t  in  t h ese da y s of h ig h  ca pit a l  m obilit y ,  t h is
a ppea r s t o be a  v er y  poor  solu t ion .  It  is l ik ely  on ly  t o pr om pt  a  w ild r u sh  of fu n d t r a n sfer s a s
g ov er n m en t s t r y ,  in  t h eir  ow n  idiosy n cr a t ic  w a y s,  t o pr op u p t h eir  ba n k in g  sy st em s a n d a s
deposit or s m ov e t h eir  a sset s a w a y  fr om  cou n t r ies a t  r isk  of n eedin g  ba ilou t s.  Ev er y  st a t e for
it self,  a n d ev er y  deposit or  for  h im - or  h er self.

Mea n w h ile,  in t er n a t ion a l fin a n cia l  in st it u t ion s h a v e la r g ely  st ood on  t h e sidelin es of t h e
m elt dow n .  Sin ce t h e en d of W or ld W a r  II,  t h er e h a s been  a  belief t h a t  in t er n a t ion a l cooper a t ion
ca n  t a ck le m a jor  pr oblem s.  Bu t  t h a t  fa it h  is n ow  bein g  t est ed.  T h e cu r r en t  fin a n cia l  colla pse is
t h e fir st  in t er n a t ion a l fin a n cia l  cr isis sin ce t h e 1 9 4 4  Br et t on  W oods Con fer en ce in  w h ich  t h e
In t er n a t ion a l Mon et a r y  Fu n d h a s pla y ed n o r ole a t  a l l  in  t a ck lin g  t h e ca u ses of t h e pr oblem  a n d
on ly  a  secon da r y  pa r t  in  m a n a g in g  it s con sequ en ces.  In  a ddit ion ,  t h e cu r r en t  fin a n cia l  cr isis
t h r ea t en s t o t r ig g er  t r a de pr ot ect ion ism  pr ec isely  a t  a  t im e w h en  t h e spu t t er in g  of t h e Doh a
Rou n d of m u lt ila t er a l  t r a de n eg ot ia t ion s h a s w ea k en ed t h e W or ld T r a de Or g a n iza t ion .
In st it u t ion s su ch  a s t h e IMF a n d t h e W T O h a v e becom e la r g ely  in effect iv e a n d ir r elev a n t  beca u se
of a  g en er a l  sh ift  a w a y  fr om  t h e belief in  a  r u le-ba sed in t er n a t ion a l or der  a n d t ow a r d a
Ma ch ia v ell ia n  v iew  of t h e w or ld in  w h ich  pow er  is a l l-im por t a n t .  Cr it ica l  dec ision s a bou t  a n
in t er n a t ion a l r espon se t o t h e fin a n cia l  cr isis h a v e been  left  la r g ely  t o t h e G -7  (t h e g r ou p of
h ig h ly  in du st r ia lized st a t es),  a  pa t en t ly  u n r epr esen t a t iv e body  t h a t  ex c lu des m a jor  n ew  cen t er s
of g loba l sa v in g s a n d t r a de su r plu ses,  su ch  a s Ch in a .

A  NEW  BRET T ON W OODS

It  is t h u s bot h  bold a n d con st r u ct iv e for  W olf t o see cu r r en t  fin a n cia l  pr oblem s a s g loba l issu es
r equ ir in g  g loba l a n sw er s.  In  a  la t e ch a pt er ,  "T ow a r d G loba l Refor m ," h e ca lls for  t h e big  em er g in g
m a r k et s,  espec ia lly  t h ose,  su ch  a s Ch in a ,  w it h  la r g e sa v in g s r a t ios,  t o a ba n don  ca pit a l  con t r ols,
a llow  t h eir  ex ch a n g e r a t es t o floa t ,  a n d beg in  bor r ow in g  m ost ly  or  en t ir ely  in  t h eir  ow n
cu r r en cies.  T h er e h a v e been  su bst a n t ia l  st eps in  t h is dir ect ion .  Sev er a l  m a jor  em er g in g
cou n t r ies,  in c lu din g  Br a zil ,  Ch in a ,  a n d Mex ico,  h a v e a lr ea dy  dev eloped t h eir  ow n  ca pit a l
m a r k et s a n d t h er eby  ov er com e w h a t  t h e econ om ist s Ba r r y  Eich en g r een  a n d Rica r do H a u sm a n n
t er m  t h e "or ig in a l  sin " of depen den ce on  for eig n  cu r r en cy  bor r ow in g  (w h ich  t en ds t o in cr ea se
v u ln er a bilit y  t o cr ises by  cr ea t in g  a  da n g er ou s m ism a t ch  bet w een  l ia bilit ies in  a  for eig n
cu r r en cy  a n d a sset s in  t h e dom est ic  cu r r en cy ).

Bu t  W olf r ig h t ly  a r g u es t h a t  in t er n a t ion a l a c t ion  is a lso r equ ir ed.  In  h is v iew ,  t h e IMF sh ou ld
bet t er  r epr esen t  t h e n ew  cen t er s of g loba l g r ow t h : it s v ot in g  r u les sh ou ld be a lt er ed a ccor din g ly ,
a n d it s m a n a g in g  dir ect or  sh ou ld n o lon g er  be a  Eu r opea n  a ppoin t m en t .  W olf a lso pr oposes t h a t
t h e IMF m or e a ct iv ely  m a n a g e cu r r en cy  r eser v es.  H e a dv oca t es g r ea t er  poolin g  of a sset s in  or der
t o est a blish  fu n ds t h a t  cou ld be t a pped pr om pt ly  in  t im es of cr isis.

T h e log ic  of t h ese pr oposa ls is sou n d,  bu t  t h ey  sh ou ld be ex t en ded: a s t h e econ om ist  Mich a el  Bor do
a n d I a r g u ed in  a n  a r t ic le for  V ox EU.or g  la st  Ju n e,  u n der  t h e pr esen t  c ir cu m st a n ces,  t h e IMF
sh ou ld t a k e on  t h e r ole of a sset  m a n a g er .  T h e con dit ion s t h a t  cr ea t ed t h e g loba l sa v in g s g lu t  --
espec ia lly  in secu r it y  in  em er g in g  m a r k et s -- st il l  ex ist ,  a n d so a n  im por t a n t  qu est ion  for  t h e
fu t u r e is,  W h o sh ou ld m a n a g e t h ese a sset s? A r e g ov er n m en t s a n d ex ist in g  in t er n a t ion a l
in st it u t ion s doin g  a  g ood job? If t h e IMF w er e t o m a n a g e som e pa r t  of t h e v a st  g loba l sa v in g s pool,
it  cou ld a ct  m u ch  m or e effect iv ely  a s a  cr isis m a n a g er .  If it  ov er sa w  a  sig n ifica n t  pa r t  of t h e



r eser v es of cou n t r ies w it h  su r plu ses,  it  w ou ld be in  a  st r on g  posit ion  t o t a k e bet s a g a in st
specu la t or s or  st a bilize m a r k et s w h en  pr ices m ov ed in  a  disor der ly  w a y .

W h en  t h e IMF w a s cr ea t ed,  in  1 9 4 4 ,  t h er e w er e few  m a jor  pr iv a t e ca pit a l  flow s in  t h e w or ld;
st a t es dom in a t ed in t er n a t ion a l t r a n sa ct ion s.  T oda y ,  pr iv a t e flow s pla y  a  pr epon der a n t  r ole,  a n d
ex t en din g  t h e IMF's m ission  w ou ld be a  w a y  of r espon din g  t o t h a t  r ea lit y .  A n d t h e n eed t o do so
h a s becom e m u ch  m or e u r g en t  sin ce W olf fin ish ed w r it in g  h is book ,  in  t h e v er y  ea r ly  st a g es of
t h e cu r r en t  cr isis.

St a bilizin g  a ct ion  by  t h e IMF w ou ld ben efit  bot h  t h e g loba l econ om y  a n d t h e r eser v es' ow n er s,
w h ich ,  sim ply  by  v ir t u e of t h eir  a ccu m u la t ed su r plu ses,  sh a r e a n  in t er est  in  t h e w or ld's
fin a n cia l  a n d econ om ic  st a bilit y .  Ma n y  pr ev iou s fin a n cia l  cr ises h a v e been  r esolv ed on ly  by  t h e
a ct ion s of m a ssiv ely  pow er fu l  fin a n cia l  pla y er s,  som et im es pr iv a t e on es (su ch  a s J.  P.  Mor g a n  in
1 9 0 7 ) bu t  m or e fr equ en t ly  st a t es (su ch  a s t h e U.S.  g ov er n m en t  w it h  t h e New  Dea l in  t h e 1 9 3 0 s
a n d t h e Sw edish  g ov er n m en t  in  t h e 1 9 9 0 s).  Fin a n cia l  g ia n t s ca n  m a k e bet s on  st a biliza t ion  a n d
r ecov er y  a n d r ev er se t h e m om en t u m  of t h e g loba l m a r k et .

T h er e is a  fu r t h er  a dv a n t a g e t o IMF a ct ion .  Br in g in g  r eser v e a sset s u n der  t h e m a n a g em en t  of a n
in t er n a t ion a lly  con t r olled en t it y  w ou ld a lso r em ov e su spic ion s a bou t  g ov er n m en t s' u se of a sset s
for  st r a t eg ic  polit ica l  pu r poses.  Su ch  con cer n s w er e bedev ilin g  discu ssion s befor e t h e ou t br ea k  of
t h e fin a n cia l  cr isis; in  fa ct ,  t h e g eopolit ica l  u se of fin a n ce w a s on e of t h e il ls t h a t  t h e Br et t on
W oods Con fer en ce w a s su pposed t o r em edy  ov er  h a lf a  cen t u r y  a g o.  T h e cu r r en t  m elt dow n  h a s
on ly  m a g n ified t h ese fea r s.  In  Oct ober ,  Ru ssia  spr a n g  in  w it h  m on ey  t o a ssist  Icela n d -- a  m ov e
t h a t  w a s in t er pr et ed a s a n  a t t em pt  t o bu y  g r ea t er  in flu en ce ov er  t h e A r ct ic  -- a n d Ch in a  h a s
been  g a in in g  in flu en ce a cr oss t h e w or ld t h r ou g h  st r a t eg ic  in v est m en t s in  poor  cou n t r ies.

In  t h e cou r se of dev elopin g  n ew  fu n ct ion s for  t h e IMF,  it  w ou ld be im por t a n t  t o dist in g u ish
bet w een  da y -t o-da y  t r a n sa ct ion s a n d cr isis m a n a g em en t ,  m u ch  a s cen t r a l  ba n k s a n d n a t ion a l
r eg u la t or s do.  Pla c in g  la r g e st ock s of a sset s u n der  t h e r ou t in e m a n a g em en t  of t h e IMF cou ld st a v e
off specu la t iv e a t t a ck s a n d st em  ir r a t ion a l pa n ics: w it h  t h e IMF in  a  sit u a t ion  t o in t er v en e
pr eem pt iv ely ,  possibly  a t  t h e r equ est  of t a r g et s of specu la t ion ,  specu la t ion  it self w ou ld becom e
m or e cost ly .  T h e IMF's en h a n ced a sset  ba se w ou ld a lso en a ble t h e fu n d t o sw it ch  in t o cr isis m ode
w it h ou t  lon g  discu ssion s a n d for m a l n eg ot ia t ion s.  It  cou ld r espon d qu ick ly  a n d,  l ik e ot h er  a sset
m a n a g er s,  w it h ou t  set t in g  off a  g eopolit ica l  deba t e a bou t  t h e st r a t eg ic  im plica t ion s of t h e
in v est m en t .

G iv en  w idespr ea d su spic ion  in  em er g in g  m a r k et s a bou t  t h e IMF's m ot iv es a n d st a n da r ds,
ex pa n din g  t h e IMF's pow er  w ou ld r equ ir e r efor m in g  g ov er n a n ce a t  t h e or g a n iza t ion .  W olf's
su g g est ion s for  n ew  v ot in g  a n d a ppoin t m en t  r u les a r e st eps in  t h e r ig h t  dir ect ion ,  bu t  t h ey  do
n ot  g o fa r  en ou g h .  In du st r ia l  st a t es,  espec ia lly  Eu r opea n  on es,  a r e ov er r epr esen t ed; t h e Un it ed
St a t es h a s t oo m u ch  in flu en ce; a n d n ew  cen t er s of w ea lt h ,  w h ich  h a v e a ccu m u la t ed m a ssiv e
sa v in g s,  a r e u n der r epr esen t ed.  If t h e IMF w er e t o becom e a  r eser v e m a n a g er ,  it  m ig h t  be possible
t o su bst a n t ia lly  r efor m  t h e or g a n iza t ion 's v ot in g  r u les: for  ex a m ple,  a  cou n t r y 's v ot in g  c lou t  on
t h e IMF's ex ecu t iv e boa r d cou ld be pa r t ly  det er m in ed by  t h e a m ou n t  of con v er t ible cu r r en cy  it
v olu n t a r ily  deposit ed a t  t h e IMF.  A  n ew  m ech a n ism  for  ca lcu la t in g  v ot es a lon g  t h ese l in es w ou ld
im m edia t ely  g iv e g r ea t er  v oice t o em er g in g -m a r k et  econ om ies.  It  w ou ld m a k e t h e IMF bot h
m or e r epr esen t a t iv e of t h e r ea l  ba la n ce of econ om ic  pow er  in  t h e w or ld a n d m or e leg it im a t e.

In  t h is n ew  r ole,  t h e IMF cou ld dir ect ly  pr ov ide cr isis-st r ick en  cou n t r ies w it h  a  lot  of su ppor t .  In
sit u a t ion s in  w h ich  t h e fu n d's m a n a g er s believ ed a  cr isis w a s en t ir ely  or  pr edom in a n t ly  ca u sed
by  specu la t ion  r a t h er  t h a n  fu n da m en t a l  pr oblem s,  it  m ig h t  a lso be a ble t o in t er v en e dir ect ly  in
cu r r en cy  m a r k et s.  A  dec ision  t o do so w ou ld be m a de n ot  by  g ov er n m en t s or  t h e IMF's ex ecu t iv e
boa r d,  bu t  by  t h e IMF's m a n a g er s,  w h o w ou ld u lt im a t ely  be a ccou n t a ble t o t h e boa r d a n d t o t h e
g ov er n m en t s t h a t  fu n d t h e IMF.  Som e m ig h t  object  t o g iv in g  t h e or g a n iza t ion  su ch  a n  a ct iv ist
r ole.  T h e best  w a y  t o a ddr ess t h eir  con cer n s w ou ld be t o set  st r ic t  cr it er ia  for  lon g -t er m
per for m a n ce,  in c lu din g  r eg u la r  ben ch m a r k in g ,  a n d en su r e ov er sig h t  by  t h e IMF's ex ecu t iv e
boa r d.

A  BEIJING  CONSENSUS

A  cr isis w it h  g loba l or ig in s ca n n ot  be a dequ a t ely  t a ck led in  pu r ely  n a t ion a l set t in g s,  ev en  in  a
cou n t r y  a s la r g e a s t h e Un it ed St a t es.  A n  effec t iv e in t er n a t ion a l fin a n cia l  sy st em  is n eeded,  a s
w ell  a s st r on g  in cen t iv es for  pow er fu l st a t es t o a c t  w it h in  it .  W it h ou t  su ch  a n  in t er n a t ion a l
or der ,  cou n t r ies a r e left  t o a ct  on  t h eir  ow n .  Big  cou n t r ies m ig h t  do a  bet t er  job of t h is t h a n
sm a ller  cou n t r ies w it h  m or e open  a n d m or e v u ln er a ble econ om ies.  Bu t  sin ce ev en  g eopolit ica l
g ia n t s a r e l ik ely  t o r esor t  t o t h e solu t ion s t h a t  a ppea l m ost  t o t h eir  dom est ic  con st it u en cies,  t h ey
w ill  t en d t o in su la t e t h em selv es fr om  t h e r est  of t h e w or ld.  A n d t h a t  pr ot ect ion ist  r eflex  cou ld
r et u r n  t h e w or ld t o t h e m iser y  of t h e 1 9 3 0 s.



T h e n eed for  m a n a g ed in t er n a t ion a l a c t ion  r a ises t h e qu est ion  of w h ich  cou n t r y  sh ou ld be it s
m a in  dr iv er .  Lik e t h e Un it ed Kin g dom  du r in g  t h e G r ea t  Depr ession ,  t h e Un it ed St a t es t oda y  is
u n w ill in g ,  a n d pr oba bly  u n a ble,  t o a ct  a s t h e w or ld's st a bil izer .  Mea n w h ile,  Ch in a ,  t h e
pr eem in en t  h older  of g loba l sa v in g s,  m a y  n ow  be in  a  posit ion  com pa r a ble t o t h a t  of t h e Un it ed
St a t es in  t h e 1 9 3 0 s,  w h en  isola t ion ism  a t  h om e st y m ied a n y  ch a n ce t h a t  W a sh in g t on  w ou ld t a k e
a ct ion  a br oa d.  Lik e t h e Un it ed St a t es ba ck  t h en ,  Ch in a  t oda y  ca n n ot  h ope t o st a bilize t h e w or ld
on  it s ow n .  It  w ou ld n eed t o w or k  t h r ou g h  a n  in st it u t ion a l fr a m ew or k .  Bu t  Beijin g  is u n lik ely  t o
t a k e on  a  k ey  r ole in  r econ st r u ct in g  t h e g loba l fin a n cia l  sy st em  w it h ou t  g u a r a n t ees t h a t  it s
in t er est s w ou ld be r ecog n ized in  t h e n ew  or der .

T h e r espon se t o t h e A sia n  cr isis of 1 9 9 7 -9 8  w a s t h e r ein for cem en t  of t h e A m er ica n  m odel of
fin a n cia l  ca pit a lism ,  t h e so-ca lled W a sh in g t on  con sen su s.  T h e r espon se t o t h e con t a g ion  ca u sed
by  t h e U.S.  su bpr im e cr isis of 2 0 0 7 -8  w ill  be t h e ela bor a t ion  of a  Ch in ese m odel.  On e ca n  on ly
h ope t h a t  t h is n ew  a ppr oa ch  w ill  n ot  r eflec t  a n  a u t a r k ic  or  n a t ion a list  policy ,  w h er eby  t h e
Ch in ese st a n d by  a n d con t in u e t o sa v e (a n d su ffer )  w h ile t h e w or ld's fin a n cia l  or der  colla pses.
T h a t  w ou ld r ea lly  spell  t h e en d of g loba liza t ion  -- a n d of t h e pr ospect s for  a  pea cefu l  w or ld or der .
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