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The Triad and the Unholy Trinity:
Problems of International
Monetary Cooperation

BENJAMIN J.COHEN

In this essay, Benjamin J.Cohen explores the attractions and
difficulties of cooperation among nations concerning international
monetary matters and emphasizes how international political
realities constrain interactions among independent nation-states.
Monetary policy coordination has some potential benefits, but there
are many uncertainties that countries face in engaging in
cooperative behavior. The primary dilemma is that governments
cannot simultaneously achieve the objectives of exchange-rate
stability, capital mobility, and monetary policy autonomy. As
governments are forced to make trade-offs among these goals,
they will abandon the goal of exchange-rate stability—and thus
monetary cooperation—if it is too costly relative to the other policy
objectives. The cyclical and episodic qualities of monetary
cooperation are linked to governments’ changing incentives to
pursue stable exchange rates. Cohen’s argument highlights the
difficulty of sustaining cooperative arrangements when states’
national interests diverge.

… Among the G-7 [Group of Seven] countries (the United States, Britain, Canada,
France, Germany, Italy and Japan), procedures for monetary cooperation have
been gradually intensified since the celebrated Plaza Agreement of September
1985, which formally pledged participants to a coordinated realignment of exchange
rates. Ostensibly the aim of these evolving procedures is to jointly manage currency
relations and macroeconomic conditions across Europe, North America and Japan—
the area referred to by many simply as the Triad. Finance ministers from the G-7
countries now meet regularly to discuss the current and prospective performance
of their economies; policy objectives and instruments are evaluated for possible
linkages and repercussions; the principle of mutual adjustment in the common
interest is repeatedly reaffirmed in official communiqués…. Yet for all their promises
to curb unilateralist impulses, the governments involved frequently honour the
process more in word than deed. In fact, if there has been one constant in the
collaborative efforts of the Triad, it has been their lack of constancy. Commitments
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246 The Triad and the Unholy Trinity: Problems of International Monetary Cooperation

in practice have tended to ebb and flow cyclically like the tides. In its essence, G-
7 monetary cooperation has had a distinctly episodic quality to it.

The main premise of this chapter is that international monetary cooperation,
like passionate love, is a good thing but difficult to sustain. The reason, I
argue, is systematic and has to do with the intrinsic incompatibility of three
key desiderata of governments: exchange-rate stability, capital mobility, and
national policy autonomy. Together these three values form a kind of “Unholy
Trinity” that operates regularly to erode collective commitments to monetary
collaboration. The impact of the Unholy Trinity has been evident in the
experience of the G-7. The principal implication…is that the conditions
necessary for a serious and sustained commitment to monetary cooperation
are not easy to satisfy and, without major effort, appear unlikely to be attained
any time soon. The irony is that even without such a commitment
most…governments will find their policy autonomy increasingly eroded in
the coming decade—in a manner, moreover, that may seem even less appealing
to them than formal cooperation.

The organisation of this chapter is as follows. Following a brief evaluation in
Part 1 of the basic case for monetary cooperation, Part 2 reviews the experience
of the G-7 countries since 1985 noting, in particular, a distinctly cyclical pattern
in the Triad’s collective commitment to policy coordination. Reasons for the episodic
quality of monetary cooperation with emphasis on the central role of the Unholy
Trinity are explored in Part 3, and the question of what might be done about the
resulting inconstancy of policy commitments is addressed in Part 4….

1. THE CASE FOR POLICY COOPERATION

Conceptually, international cooperation may take many forms, ranging from simple
consultation among governments, or occasional crisis management, to partial or
even full collaboration in the formulation and implementation of policy. In this
chapter, following the lead of standard scholarship on international political
economy, cooperation will be identified with a mutual adjustment of national-
policy behaviour in a particular issue-area, achieved through an implicit or explicit
process of inter-state bargaining. Related terms such as “coordination” and “joint”
or “collective decision-making” will, for our purposes, be treated as essentially
synonymous in meaning.

In the issue-area of international monetary relations, the theoretical case for
policy cooperation is quite straightforward. It begins with the undeniable fact
of intensified interdependence across much of the world economy. In recent
decades, states have become increasingly linked through the integration of markets
for goods, services and capital. Structurally, the greater openness of economies
tends to erode each country’s insulation from commercial or financial
developments elsewhere. In policy terms it means that any one government’s
actions will generate a variety of “spillover” effects—foreign repercussions and
feedbacks—that can significantly influence its own ability, as well as the ability
of others, to achieve preferred macroeconomic or exchange-rate objectives.
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Benjamin J.Cohen 247

(Technically, the size, and possibly even the sign, of policy multipliers is altered
both at home and abroad.) Such “externalities” imply that policies chosen
unilaterally, even if seemingly optimal from an individual country’s point of
view, will almost certainly turn out to be sub-optimal in a global context. The
basic rationale for monetary cooperation is that it can internalise these externalities
by giving each government partial control over the actions of others, thus relieving
the shortage of instruments that prevents each one separately from reaching its
chosen targets on its own.

At least two sets of goals may be pursued through policy coordination. At one
level, cooperation may be treated simply as a vehicle by which countries together
move closer to their individual policy targets. (In the formal language of game
theory favoured by many analysts, utility or welfare-seeking governments bargain
their way from the suboptimality of a so-called Nash equilibrium to something
closer to a Pareto optimum.) Peter Kenen calls this the policy-optimising approach
to cooperation. At a second level, mutual adjustments can also be made in pursuit
of broader collective goals, such as defence of existing international arrangements
or institutions against the threat of economic or political shocks. Kenen calls this
the regime-preserving or public-goods approach to cooperation. Both approaches
derive from the same facts of structural and policy interdependence. Few scholars
question the basic logic of either one.

What is accepted in theory, of course, need not be favoured in practice—however
persuasive the logic….

In recent years there has been a virtual avalanche of formal literature citing
various qualifications to the basic case for monetary cooperation and casting doubt
on its practical benefits. The irony is evident: even as policy coordination since
the mid-1980s has ostensibly become fashionable again among governments, it
seems to have gone out of style with many analysts. At least five major issues
have been raised for discussion by economists working in this area.

First is the question of the magnitude of the gains to be expected. Although in
theory the move from a Nash equilibrium to Pareto optimality may seem dramatic,
in practice much depends on the size of the spillovers involved. If externalities
are small, so too will be the potential benefits of cooperation.

Many analysts cite a pioneering study by Oudiz and Sachs designed to measure
the effects of monetary and fiscal policy coordination by Germany, Japan and the
United States, using data from the mid-1970s. Estimated gains were disappointingly
meagre, amounting to no more than half of one per cent of GNP in each country
as compared with the best noncooperative outcomes. Although some subsequent
studies have detected moderately greater income increases from coordination, most
tend to confirm the impression that on balance very large gains should not be
expected.

Second is the other side of the ledger: the question of the magnitude of the
costs to be expected. Theoretical models typically abstract from the costs of
coordination. In reality, however, considerable time and effort are needed to evaluate
performance, negotiate agreements, and monitor compliance among sovereign
governments. Moreover, the greater the number of countries or issues involved,
the more complex are the policy adjustments that are likely to be required of
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248 The Triad and the Unholy Trinity: Problems of International Monetary Cooperation

each. All this demands expenditure of resources that may loom large when compared
with the possibly meagre scale of anticipated benefits. For some analysts, this
suggests that the game may simply not be worth the candle. For others, it implies
the need for a more explicit framework for cooperation—some formally agreed
set of rules—that could substitute for repeated negotiations over individual issues….
The advantage of an articulated rule-based regime is that it would presumably be
more cost-effective than endless ad hoc bargaining. The disadvantage is that it
would require a greater surrender of policy autonomy than many governments
now seem prepared to tolerate (a point to which I shall return below).

Third is the so-called time-inconsistency problem: the risk that agreements,
once negotiated, will later be violated by maverick governments tempted to renege
on policy commitments that turn out to be inconvenient. The risk, in principle, is
a real one. In relations between sovereign states, where enforcement mechanisms
are weak or nonexistent, there is always a threat that bargains may be, at some
point, broken. But whether the possibility of unilateral defection constitutes much
of a threat in practice is hotly debated among specialists, many of whom stress
the role of reputation and credibility as deterrents to cheating by individual
governments. In the language of game theory, much depends on the details of
how the strategic interactions are structured, for example, the number of players
in the game, whether and how often the game is iterated, and how many other
related games are being played simultaneously. Much depends as well on the
historical and institutional context, and how the preferences of decision-makers
are formed—matters about which it is inherently difficult to generalise. In the
absence of more general specifications, few definitive judgements seem possible
a priori.

Fourth is the possible distortion of incentives that might be generated by efforts
at policy coordination. In an early and influential article, Kenneth Rogoff argued
that international cooperation could actually prove to be counterproductive—welfare-
decreasing rather than Pareto-improving—if the coordination process were to
encourage governments collectively to choose policies that are more politically
convenient than economically sound. Formal coordination of monetary policies,
for example, could simply lead to higher global inflation if governments were all
to agree to expand their money supplies together, thus evading the balance-of-
payments constraint that would discipline any country attempting to inflate on its
own. More generally, there is always the chance that ruling élites might exploit
the process to promote particularist or even personal interests at the expense of
broader collective goals. This risk too is widely regarded as realistic in principle
and is hotly debated for its possible importance in practice. And here too few
definitive judgements seem possible a priori in the absence of more general
specifications.

Finally, there is the issue of model uncertainty: the risks that policy-makers
simply are badly informed and do not really understand how their economies
operate and interact. Frankel and Rockett in a widely cited study demonstrated
that when governments do differ in their analytical views of policy impacts,
coordination could well cause welfare losses rather than gains for at least some of
the countries involved. For some analysts, this is more than enough reason to
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Benjamin J.Cohen 249

prefer a return to uncoordinated pursuit of national self-interest. For others, however,
it suggests instead the value of consultation and exchanges of information to avoid
misunderstandings about transmission mechanisms and the size and sign of relevant
policy multipliers….

Where, then, does all this discussion come out? None of the five issues that
have been so thoroughly aired in the literature is unimportant; sceptics have been
right to raise and emphasize them. But neither do any of these qualifications appear
to deal a decisive blow to the underlying case for cooperation, which retains its
essential appeal. For this reason most analysts, myself among them, still remain
disposed to view policy cooperation, for all its imperfections, in much the same
light as virtue or motherhood—an inherently good thing. Net gains may be small;
motivations may get distorted; outcomes may not always fulfill expectations.
Nonetheless, despite all the risks the effort does seem justified….

2. THE EBB AND FLOW OF POLICY COMMITMENTS

A problem remains, however. To be effective, the collective commitment to
cooperation must appear credible; and to be credible, that commitment must above
all be sustained. Individual governments may play the maverick on occasion (the
time-inconsistency problem); a little cheating at the margins is after all hardly
unexpected, or even unusual, in international relations. But the commitment of
the collectivity must be seen to be enduring: there can be no room for doubt
about the continuing relevance, the seriousness, of the process as such. Otherwise
incentives will indeed be distorted for state and non-state actors alike, and outcomes
could well turn out to be every bit as counterproductive as many analysts fear. As
Peter Kenen has warned, “Sporadic management may be worse than no management
at all.” Yet, as noted at the outset, that is precisely the pattern that policy coordination
has tended to display in practice. The history of international monetary cooperation
is one long lesson in the fickleness of policy fashion.

During the early inter-war period, for example, the central banks of the major
industrial nations publicly committed themselves to a cooperative attempt to restore
something like the pre-World War I gold standard, only to end up in the 1930s
energetically battling one another through futile rounds of competitive devaluations
and escalating capital controls. And similarly during the Bretton Woods era, early
efforts at cooperative institution-building and joint consultations ultimately
terminated in mutual recriminations and the demise of the par-value system. In
the middle 1970s, endeavours to revive some kind of rule-based exchange-rate
regime were overwhelmed by policy disagreements between the Carter
administration in the United States and its counterparts in Europe and Japan, leading
to a record depreciation of the U.S. dollar. At the turn of the decade renewed
attempts at joint stabilization were cut short by the go-it-alone policies of the new
Reagan administration, leading to the record appreciation of the dollar which, in
turn, set the stage for the Plaza Agreement of 1985. The broad picture of monetary
relations in the twentieth century is clearly one of considerable ebbs and flows in
the collective commitment to policy cooperation.
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250 The Triad and the Unholy Trinity: Problems of International Monetary Cooperation

Moreover, the big picture—much in the manner of Mandelbrot fractals—tends
broadly to be replicated in the small. (A fractal is an object or phenomenon that
is self-similar across different scales.) Often superimposed on longer waves of
enthusiasm or disillusionment with policy cooperation have been briefer “stop-
go” cycles of commitment and retreat, such as the short-lived attempts of the
London Monetary Conference and later Tripartite Agreement to restore some
measure of monetary stability in the 1930s. In the 1960s and early 1970s, even as
the Bretton Woods system was heading for breakdown, the major financial powers
cooperated at one point to create a new international reserve asset, the Special
Drawing Right (SDR), and then at another to temporarily realign and stabilise
exchange rates in the Smithsonian Agreement of December 1971. And even before
the Plaza Agreement in 1985 there were already regular meetings of finance ministers
and central bankers to discuss mutual policy linkages, as well as of lower-level
officials in such settings as the Organisation for Economic Cooperation and
Development (OECD) and the Bank for International Settlements (BIS). The now-
fashionable process of multilateral surveillance was, in fact, first mandated by the
leaders of the G-7 countries at the Versailles summit in 1982.

Most significantly, the same cyclical pattern has been evident even…since the
announcement of the Plaza Agreement. The appetite for mutual accommodation
in the Triad continues to wax and wane episodically; inconstancy remains the
rule. Formally the G-7 governments are now fully committed to the multilateral-
surveillance process. In actual practice, despite regular meetings and repeated
reaffirmations of principle, policy behaviour continues to betray a certain degree
of recurrent recidivism….

This is not to suggest that the multilateral-surveillance process has been utterly
without redeeming social value. On the contrary, one can reasonably argue that
for all its episodic quality the effort has on balance been beneficial, both in terms
of what has in fact been accomplished and in terms of what has been avoided.
Anecdotal evidence seems to suggest that policy-makers have had their
consciousness genuinely raised regarding the foreign externalities of their domestic
actions; in any event, the regularity of the schedule of ministerial meetings now
clearly compels officials to integrate the international dimension much more fully
than ever before into their own national decision processes. At the same time
potentially severe challenges to regime stability have been successfully averted,
including in particular the rising wave of U.S. protectionism in 1985 and the
stock market crash of 1987.

Collective initiatives have been designed cautiously to avoid the pitfalls of
model uncertainty and have not typically been chosen simply for their political
convenience. Overall, gains do appear to have outweighed costs.

The gains might have been larger, however. One can also reasonably argue
that the positive impact of the process might have been considerably greater than
it was had there been less inconstancy of behaviour. That is perhaps the chief
lesson to be learned from this brief recitation of recent monetary history.
Governmental credibility has undoubtedly been strained by the cyclical ebb and
flow of commitments since 1985. With each retreat to unilateralism market
scepticism grows, requiring ever more dramatic démarches when, once again,
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Benjamin J.Cohen 251

joint initiatives seem warranted. Net benefits, as a result, tend to be diminished
over time. Multilateral surveillance may have redeeming social value, but its stop-
go pattern makes it more costly than it might otherwise be. In a real sense we all
pay for the fickleness of policy fashion.

3. THE INFLUENCE OF THE UNHOLY TRINITY

Why is international monetary cooperation so episodic? To answer that question
it is necessary to go back to first principles. Blame cannot be fobbed off on “karma,”
accidental exogenous “shocks,” or even that vague epithet “politics.” Consideration
of the underlying political economy of the issue suggests that the dilemma is, in
fact, systematic—endogenous to the policy process—and not easily avoided in
relations between sovereign national governments.

The central analytical issue, which has been well understood at least since the
pioneering theoretical work of economist Robert Mundell is the intrinsic
incompatibility of three key desiderata of governments: exchange-rate stability,
private-capital mobility, and monetary-policy autonomy. As I wrote in the
introduction to this chapter my own label for this is the “Unholy Trinity.” The
problem of the Unholy Trinity, simply stated, is that in an environment of formally
or informally pegged rates and effective integration of financial markets, any attempt
to pursue independent monetary objectives is almost certain, sooner or later, to
result in significant balance-of-payments disequilibrium, and hence provoke
potentially destabilising flows of speculative capital. To preserve exchange-rate
stability, governments will then be compelled to limit either the movement of
capital (via restrictions or taxes) or their own policy autonomy (via some form of
multilateral surveillance or joint decision-making). If they are unwilling or unable
to sacrifice either one, then the objective of exchange-rate stability itself may
eventually have to be compromised. Over time, except by chance, the three goals
cannot be attained simultaneously.

In the real world, of course, governments might be quite willing to limit the
movement of capital in such circumstances—if they could. Policymakers may
say they value the efficiency gains of free and integrated financial markets. If
polled “off the record” for their private preferences, however, most would probably
admit to prizing exchange-rate stability and policy autonomy even more. The
problem, from their point of view, is that capital mobility is notoriously difficult
to control. Restrictions merely invite more and more sophisticated forms of
evasion, as governments from Europe to South Asia to Latin America have learned
to their regret….

In practice, therefore, this means that in most instances the Unholy Trinity reduces
to a direct trade-off between exchange-rate stability and policy autonomy.
Conceptually, choices can be visualised along a continuum representing varying
degrees of monetary-policy cooperation. At one extreme lies the polar alternative
of a common currency or its equivalent—full monetary integration—where individual
governments sacrifice policy autonomy completely for the presumed benefits of a
permanent stabilisation of exchange rates. Most importantly, these benefits include
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the possible improvement in the usefulness of money in each of its principal functions:
as a medium of exchange (owing to a reduction of transaction costs as the number
of required currency conversions is decreased), store of value (owing to a reduced
element of exchange risk as the number of currencies is decreased), and unit of
account (owing to an information saving as the number of required price quotations
is decreased). Additional gains may also accrue from the possibility of economies
of scale in monetary and exchange-rate management as well as a potential saving
of international reserves due to an internalisation through credit of what would
otherwise be external trade and payments. Any saving of reserves through pooling
in effect amounts to a form of seigniorage for each participating country.

At the other extreme lies the polar alternative of absolute monetary independence,
where individual governments sacrifice any hope of long-term exchange-rate stability
for the presumed benefits of policy autonomy. Most importantly, as Mundell
demonstrated as early as 1961, these benefits include the possible improvement in
the effectiveness of monetary policy as an instrument to attain national macroeconomic
objectives. Today, of course, it is understood that much depends on whether any
trade-off can be assumed to exist between inflation and unemployment over a time
horizon relevant to policy-makers—technically, whether there is any slope to the
Phillips curve in the short-term. In a strict monetarist model of the sort popular in
the 1970s, incorporating the classical neutrality assumption (“purely monetary changes
have no real effects”), such a trade-off was excluded by definition. The Phillips
curve was said to be vertical at the so-called “natural” (or “non-inflation-accelerating”)
unemployment rate, determined exclusively by microeconomic phenomena on the
supply side of the economy. More recently, however, most theorists have tended to
take a more pragmatic approach, allowing that for valid institutional and psychological
reasons Phillips-curve trade-offs may well persist for significant periods of time—
certainly for periods long enough to make the preservation of monetary independence
appear worthwhile to policy-makers. From this perspective, any movement along
the continuum in the direction of a common currency will be perceived as a real
cost by individual governments.

The key question is how this cost compares with the overall benefit of exchange-
rate stabilisation. Here we begin to approach the nub of the issue at hand. My
hypothesis is that for each participating country both cost and benefit vary
systematically with the degree of policy cooperation, and that it is through the
interaction of these costs and benefits that we get the episodic quality of the
cooperation process we observe in practice.

Assume absolute monetary independence to start with. Most gains from exchange-
rate stabilisation, I would argue, can be expected to accrue “up front” and then
decline at the margin for successively higher degrees of policy cooperation. That
is because the greatest disadvantage of exchange-rate instability is the damage
done to the usefulness of money in its various functions. Any move at all by
governments to reduce uncertainty about currency values is bound to have a
disproportionate impact on market expectations and, hence, transaction costs in
foreign exchange; further steps in the same direction may add to the credibility of
the collective commitment but will yield only smaller and smaller savings to
participants. Most of the cost of stabilisation, on the other hand, can be expected
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to be “back-loaded” in the perceptions of the relevant policy-makers. That is because
governments have an understandable tendency to discount the disadvantages of
foreign agreements until they find themselves really constrained in seeking to
attain their domestic objectives—at which point disproportionate importance comes
to be attached to the compromises of interests involved. Where initial moves towards
coordinated decision-making may be treated as virtually costless, further steps in
the same direction tend to be seen as increasingly threatening. Thus, the marginal
cost of policy cooperation for each country tends to rise systematically even as
the marginal benefit may be assumed to fall….

4. CAN COOPERATION BE “LOCKED IN”?

The dilemma posed by the Unholy Trinity thus helps us to understand why
international monetary cooperation is so episodic. The question remains: what, if
anything, can be done about it?

One answer can be ruled out from the start: the proposition that the observed
inconstancy of policy behaviour could be overcome if only governments could be
educated to comprehend their own best interests. If my hypothesis is correct,
governments are already acting in their own best interests and behaving in a manner
consistent with a rational calculus of their own costs and benefits. The issue is
not myopia: policy-makers surely are not unaware of the impacts of their behaviour
on market expectations…and would stick to their commitments if that seemed
desirable. Rather, it is a question of how policy incentives change over time as a
result of the shifting tide of events. Fundamentally, my reasoning may be understood
as a variant of the logic of collective action first elucidated by Mancur Olson
more than a quarter of a century ago. A common interest is evident to all, yet
individually rational behaviour can, at least part of the time, lead to distinctly
suboptimal outcomes. This is true whether the common interest is understood in
terms of policy optimisation or regime preservation.

Moreover, my hypothesis has the advantage of being consistent with a wide
range of alternative paradigms that have been employed in the standard international
political-economy literature. It is certainly compatible with traditional realist or
structuralist approaches in which the sovereign state, for reasons of analytical
parsimony, is automatically assumed to behave like a rational unitary actor with
its own set of well-defined national interests. It is also consistent with more pluralist
models of policy-making, in which conceptions of interest are distilled from the
interplay of differing combinations of domestic political and institutional forces;
and even with models drawn from public-choice theory, in which policy behaviour
is assumed to reflect first and foremost the personal interests of policy-makers
(the principal-agent problem). For the purposes of my hypothesis, it really does
not matter where the policy preferences of governments come from. It only matters
that they act systematically on them.

Assuming education is not the answer, the crux of the issue becomes whether
any collective commitment to cooperation once made can be “locked in” in some
way. If the problem is that governments find it difficult to sustain their enthusiasm
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254 The Triad and the Unholy Trinity: Problems of International Monetary Cooperation

for the process, can a solution be found that will effectively prevent them from
retreating?

One obvious possibility is the extreme of a common currency, where individual
autonomy is—in principle—permanently surrendered by each participating country.
In practice, of course, not even full currency unions have proved indissoluble, as
we saw in the case of the East African shilling in the 1970s or as evidently we are
about to see in the case of the (former) Soviet Union today. But cases like these
usually stem from associations that were something less than voluntary to begin
with. When undertaken by consenting sovereign states, full monetary unification
generally tends to be irreversible—which is precisely the reason why it is seen so
seldomly in the real world. During the laissez-faire nineteenth century, when monetary
autonomy meant less to governments than it does now, two fairly prominent currency
unions were successfully established among formally independent nations—the Latin
Monetary Union, dating from 1865, and the Scandinavian Monetary Union created
in 1873—each built on a single, standardised monetary unit (respectively, the franc
and the krone). Both groupings, however, were effectively terminated with the outbreak
of World War I. In the twentieth century, the only comparable arrangement has
been the Belgium-Luxembourg Economic Union, established in 1921. (Other
contemporary currency unions, such as the CFA franc zone and the East Caribbean
dollar area, had their origins in colonial relationships.) The recent difficulties
experienced by the European Community (EC) in negotiating the details of a formal
Economic and Monetary Union (EMU) illustrate just how tough it is to persuade
governments even as closely allied as these to make the irrevocable commitment
required by a common currency.

Short of the extreme of a common currency, an effective solution would require
participating governments to voluntarily pre-commit to some form of external
authority over their individual policy behaviour. The authority might be supplied
by an international agency armed with collectively agreed decision-making powers—
corresponding to what I have elsewhere called the organising principle of supra-
nationality. It might also be supplied by one single dominant country with
acknowledged leadership responsibilities (the principle of hegemony). Or it might
be supplied by a self-disciplining regime of norms and rules accepted as binding
on all participants (the principle of automaticity). Unfortunately, neither experience
nor the underlying logic of political sovereignty offers a great deal of hope in the
practical potential of any of these alternatives. Supra-nationality and automaticity,
for example, have always tended to be heavily qualified in international monetary
relations. In the G-7 multilateral-surveillance process, the International Monetary
Fund (in the person of its managing director) has been given a role, but limited
only to the provision of essential data and objective analytical support, and public
articulation of any sort of binding rules (regarding, for example, exchange-rate
targets) has been strenuously resisted by most governments. Hegemony, in the
meantime, may be tolerated where it is unavoidable, as in the sterling area during
the 1930s or the Bretton Woods system immediately after World War II. But as
both these historical episodes illustrate, dominance also tends to breed considerable
resentment and a determined eagerness by most countries to assert individual
autonomy as soon as circumstances permit.
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The principal exception in recent years has been the joint currency float (the
“snake”) of the European Community, first implemented in the 1970s by a cluster
of smaller countries effectively aligned with West Germany’s Deutschemark, and
later extended and formalised under the European Monetary System (EMS), starting
in 1979. Under the rules of the EC’s joint float, national monetary discretion for
most members has been distinctly constrained, despite relatively frequent
realignments of mutual exchange rates and, until the end of the 1980s, the persistence
of significant capital controls in some countries. German policy, on the other
hand, has not only remained largely autonomous but has effectively dominated
monetary relations within the group. In effect, therefore, the snake has successfully
locked in a collective commitment to cooperation through a combination of
automaticity and hegemony. Yet not only has the arrangement proved tolerable to
its members, over time it has gradually attracted new participants; and now, despite
the difficulties of gaining irrevocable commitments to a common currency, may
be about to be extended again in the form of EMU.

The reasons for this success quite obviously are unique and have to do most
with the distinctive character of the institutional ties that have developed among
EC members. Over time, as Robert Keohane and Stanley Hoffmann have recently
noted, the EC has gradually built up a highly complex process of policy-making
in which formal and informal arrangements are intricately linked across a wide
range of issues. Decisions in one sector are closely affected by what is happening
elsewhere and often lead to the sort of inter-sectoral “spillover” effects that were
first emphasised in early neo-functional theory. (Note that these effects are quite
different from those featured in the theoretical case for policy cooperation, which
stresses spillovers in a single sector or issue-area.) More generally, member
governments have come to fully accept a style of political behaviour in which
individual interests are jointly realised through an incremental, albeit fragmented,
pooling of national sovereignty—what Keohane and Hoffmann call a “network”
form of organisation, “in which individual units are defined not by themselves
but in relation to other units.” And this, in turn, has been made possible only
because of the existence of a real sense of commitment and attachment—of
community—among all the countries involved. In this sense, the EC truly is the
exception that proves the rule. Among states less intimately connected, resistance
to any form of external authority over individual policy behaviour is bound to be
correspondingly more stubborn and determined.

Does this mean then that nothing can be done about the episodic quality of
monetary cooperation? Not at all. In principle, any number of technical innovations
can be imagined to moderate underlying tendencies towards recidivism by
cooperating governments. As in the G-7 process, for example, meetings could be
put on a regular schedule and based on an agreed analytical framework to help
ensure greater continuity of policy behaviour. Much the same impact might also
be attained by giving more precision as well as greater publicity to policy guide-
lines and commitments. And there might also be some benefit to be had from
establishing a permanent, independent secretariat to provide an institutional memory
and ongoing objective analysis of priorities and issues. The issue, however, is not
administrative creativity but political acceptability. Each such innovation makes
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it just that much more difficult for policy-makers to change their minds when
circumstances might seem to warrant it. Is the underlying relationship among the
states involved sufficiently close to make them willing to take such a risk? This is
not a question that can be answered a priori, as the exceptional case of the EC
demonstrates, it is certainly not a question of monetary relations alone. Ultimately
prospects for sustaining any cooperative effort in this crucial area of public policy
will depend on how much basic affinity governments feel in other areas as well—
in effect, on the extent to which they feel they share a common destiny across the
full spectrum of economic and political issues.

4 EA AI 7A 0 =I 2=QE 0 8=FA 6I A I= EJI=G 9JGE E?=G 3?JIJ - 9A A? EQA JI 5GJ =G 9JRA =I A=G D JP GA CA
,,, 9 J:PA 3 JJF 1AI =G D - A JJF?AI =G JLPA ?J GE IJ EICD= A =EG =? EJI/ J?62.

1 A= A J IJ EICD= JI ,  - -

1
J

EC
D

,,
,

JP
GA

CA
0

GG
EC

D
A

A
QA


