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INTRODUCTION

Because a man | do not trust could not get money from me on all the
bonds of Christendom.

—]J. P. Morgan Sr. (Money Trust Investigation, 1912)

“I wished you could have met M. Franck—so very different from Hautain. A
gentleman, who speaks English beautifully + opens his heart as well as his head
+ states his case firmly without being dogmatic . . . and Flemish instead of
Latin!™

This is what Montagu Norman, governor of the Bank of England, wrote to
his counterpart in New York, Benjamin Strong, in 1926. Louis Franck had just
taken over the post of governor of the National Bank of Belgium (NBB) from
Fernand Hautain, during Belgium’s interwar currency stabilization efforts.

The previous year, Strong, Norman, and J. P. Morgan bankers had discussed the
issue of currency stabilization of the Belgian and French francs following the tem-
porary cessation of the gold standard system after the First World War. For this,
Hautain and Strong had arranged a line of credit from New York, supported by
similar credits from Norman and other European neighbors. A series of loans to
Belgium had been agreed upon between a handful of central bankers led by Strong.

Soon, Strong learned that Hautain had failed to inform him that the Belgian
central bank had not secured its autonomy. Strong was disheartened about his
experience with the Belgian central bank. Strong’s position was now “so mate-
rially altered” that Norman could no longer “count on [his] participation in the
central bank credit.” Strong believed that they must “hereafter be fully informed
of the bank’s condition.”? The loan fell through.

Strong’s concerns with Hautain were bigger than the issue of the NBB’s
autonomy. Strong’s discouragement did not arise “as much out of the figures
and the facts as out of the way the situation was being handled”—in other



2 INTRODUCTION

words, a breach of trust. An official at the Federal Reserve Bank of New York
(FRBNY or New York Fed) noted that Hautain “couldn’t speak much English”
and did not strike him “as a man of much mental calibre.” Strong confided,
“Very confidentially, I haven’t confidence in Hautain” because he “never carried
out his promise” to keep the Fed informed. Strong did not trust that Hautain
had given them “all the essential information, notwithstanding repeated
requests for it.”®> Hautain had “antagonised everyone and they all have lost con-
fidence in him.™ As Hautain’s term ended, it was important to policymakers in
Belgium and abroad that they “must be satisfied as to his successor.” When
Franck took up the post, they were.

Franck’s assumption of the position turned Belgium’s fortunes around, with
regards to accessing credits from New York and London. After Franck assumed
the governorship in October 1926, cooperation grew “closer and closer” with
the Bank of England and, by extension, with Strong in New York, as well as his
counterparts in Germany and the Netherlands. Quickly and collectively, they
arranged a credit to stabilize the Belgian franc.

Norman and Strong had developed “a certain proprietary feeling about Bel-
gian stabilization” and subsequent currency stabilization efforts across Europe.
Little was known outside this handful of banks about these large loans that had
been “secretly made” to support Belgium.” Even the governor of the Bank of
France, Emile Moreau, was kept in the dark until later.

Norman and Strong’s control over the interwar European economy had
implications for their continental counterparts. Invitations to participate in
stabilization loans were extended by Norman, who limited any cooperative
efforts to his friends. Moreau, who Norman disliked and distrusted, groused
that “the order in which the invitations were extended was, at the very least,
undiplomatic.”® Any questions that required Moreau’s cooperation were, in
Arthur Turner’s words, “bedeviled throughout by personal animosities, misun-
derstandings, and deeply ingrained suspicion” of one another’s motives.” As
Charles Kindleberger notes, this rivalry “over which should take the leadership
in restoring independence to central banks and stabilization of currencies in
Eastern Europe would be pathetic, had it not run risks of instability for the sys-
tem as a whole.”™

Personalities, personal relations, and trust matter. They matter even in con-
texts where social scientists have largely tended to accept that they don’t: policy-
making in international finance. This short, and admittedly arcane story puts a
face to finance to illustrate who is behind these policy decisions and how they
make them. It also highlights how personal relationships, trust, and confidence
among policymakers—here, central bank leaders—can enhance a country’s
access to financial assistance in times of need. Personal rivalries and animosities,
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and a lack of personal trust and goodwill, on the other hand, can hurt a country’s
circumstances.

Why are some financial pressures met with extensive central bank coopera-
tion, such as the ad hoc credit arrangements extended to Belgium, while other
pressures are allowed to escalate? And why are such arrangements available to
only some economies but not others? Scholars have tended to lean on a wide set
of political and economic explanations, from the perspective of various levels of
analysis, for varying patterns of cooperation: the balance of power in interna-
tional politics,!! formal and informal rules and norms that institutionalize and
constrain behavior,'? the financial and national interests of states and domestic
publics,? existing interstate economic or financial ties,' the functional neces-
sity of cooperative solutions to shared problems or aims," or because shared
policy preferences and intersubjective understandings among officials from
different countries naturally lead to such outcomes.!® The role of particular
individuals and leaders, and their personal relations, have rarely featured in
these explanations.!” Instead, political scientists and economists tend to view
such policymaking as automatic and mechanical, with little attention paid to
the agents who enact it.!® We lack a theory that links leaders and their own
social and personal relations to their job of policymaking.

Bankers’ Trust is about how central banks have cooperated when faced with
system-threatening financial pressures and crises over the last century (roughly
1920-2020) and why they failed to do so during the Great Depression. I focus
primarily on the role of central bankers, usually central bank leaders, in arrang-
ing some of the most extensive, but relatively underexplored strategies for crisis
management: ad hoc, bilateral credits, loans, and central bank currency swaps
in the last century. I argue that interpersonal ties of trust between central bank
leaders facilitates ad hoc and bilateral cooperation around these arrangements
in times of crisis and uncertainty.

The lack of attention to interpersonal relationships is an unfortunate over-
sight, given that global governance does not happen automatically: people make
it happen.” In normal times, systems of rules and conventions prevent leaders
from engaging in arbitrary governance.?° But even in rules-based systems, some
agents retain meaningful discretion and can circumvent these constraints. In
monetary affairs, central bank leaders’ discretion is heightened in moments of
market disequilibrium, or shocks, such as financial crises.?’ Normal rules no
longer suffice, and conventional metrics lose meaning as assets and balance
sheets become impossible to value plausibly.?? In situations of crisis and radical
uncertainty, market actors, and for the specific purpose of crisis management,
monetary authorities, must intervene by making rapid, subjective decisions that
rely on personal knowledge, familiarity, and trust.?
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The interwar years were not normal times. They were marked by hyperinfla-
tion, banking crises, and dramatic political change, atop the ravages of the First
World War. While Strong and Norman’s ability to lend was constrained by the
rules of the gold standard, it was not these constraints that made the initial loan
to Belgium fall through. It was a breach of trust, misleadingly incomplete infor-
mation, and disheartening interactions that changed Strong’s mind. Only when
Norman, satisfied with Hautain’s successor, vouched for him to Strong, was this
loan floated. But Norman’s assessment had nothing to do with material con-
cerns. He was not swayed by Belgium’s economic position and resources; Franck’s
character, communication, and even Flemish identity instilled trustworthiness
in him. Norman’s judgment was personal and subjective.

How can we have an international financial system without trust? Money,
after all, is trust instantiated. Rules and institutions, policy regimes, and mar-
ket signals all serve to instill trust in global finance. In normal times, this trust
is “just there,” it is habitual, and people do not really need to think about it. In
conditions of uncertainty and upheaval, this trust needs to be reclaimed or cre-
ated, and quickly.** T argue that in these conditions, interpersonal relations of
trust between leaders, independent of economic resources and broader political
and economic considerations, can grease the wheels of financial governance
and crisis management.

The central claim of my book is that when central bankers share personal
ties of trust with their counterparts, especially with the key issuer of liquidity
support, this enables them to engage in extensive, ad hoc, and bilateral coop-
eration, in conditions of crisis and uncertainty. The strength of these personal
ties will influence the terms of these arrangements: strong interpersonal trust
among leaders will have the most favorable terms. Looser ties will entail limits
and safeguards. Absent these ties, leaders must turn to costlier alternatives.

The Politics of the Global Financial
Governance

Today, crisis management relies increasingly on an extensive network of bilat-
eral swap lines between central banks that, at least initially, emerged in a rapid,
ad hoc manner, during the global financial crisis (GFC). The ad hoc nature of
these arrangements raises worrisome questions about the robustness and dura-
bility of the global financial safety net. Yet we know little of how these arrange-
ments come about in the first place.

I develop a relational argument to explain three interrelated outcomes: why
central bankers have been able to employ these strategies in some crises but not
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others; why some central banks can access these tools but not others; and, where
the terms of these credits and swaps are explicit and known, why they vary among
recipients. Before turning to the argument, I briefly describe the types of liquidity
assurance and crisis management strategies available to monetary authorities.

The core principles of financial crisis management have been informed by
the insights of Walter Bagehot, a writer and banker in Victorian Britain, who
proposed the principle of “lending freely against good collateral at a penalty
rate” to guide the central banks, acting as lenders of last resort (LLR), to guar-
antee the liquidity of the whole economy.?® Because financial crises starting in
one country can quickly spread to others, there is also a need for an interna-
tional financial governance system to manage systemic crises as a global public
good. So, Bagehot’s dictum, while domestically oriented, also guides interna-
tional lender of last resort (ILLR) functions.?®

In a financial crisis, monetary authorities have a host of unilateral, multilat-
eral, and bilateral options to put out the fire. Each poses economic and political
trade-offs, costs, and benefits.?” First, unilateral strategies include drawing on
reserves, domestic bailouts, and rescue packages. Drawing on reserves carries
significant costs: it relies on substantial self-insurance policies of accumulating
these reserves in the first place. Self-insurance comes at the cost of holding
large sums of foreign exchange reserves, which must be invested in liquid assets.
They may also not suffice when needed. Bailouts to specific banks or other cor-
porate actors are contentious policy choices, often generating substantial
domestic political pushback. But these options are speedy and require no inter-
national negotiations to arrange and deploy.

Policymakers may also turn to a second option to meet liquidity needs:
multilateral strategies such as reserve pooling or international institutional
arrangements such as International Monetary Fund (IMF) loans or other inter-
governmental negotiated adjustments. These multilateral options usually carry
stringent conditions and encroach on borrowers’ monetary sovereignty. They
may also not be adequate and can take a long time to negotiate between inter-
national financial institutions and debtor countries.?® In a crisis, when days
and even hours count, negotiation time is a crucial weakness of this approach.
For these reasons, among others, even in multilateral arrangements, formal
rules may be suspended and substituted by informal, modified governance
arrangements or may be influenced by unwritten rules. While such informal
governance in international organizations (IOs) is undoubtedly an important
element of crisis management efforts, this book is focused on a third liquidity
assurance strategy: bilateral assistance between central banks.?

Bilateral liquidity assurance strategies, such as swaps and credits between
central banks, are much less costly than unilateral and multilateral strategies.
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They offer a flexible, ad hoc, and rapid means to inject massive amounts of
liquidity into the financial system without arduous negotiations with multiple
entities. Recipient central banks are free to lend this foreign exchange to domes-
tic banks in their jurisdictions on their own terms. However, bilateral liquidity
depends on the availability of another country being willing to take the risk of
providing liquidity.

In this book, I argue that the availability of these instruments can be influ-
enced by central bankers’ personal relations. Despite significant changes in
currency and monetary systems in the last century—the move from the gold
standard to today’s fiat money and the shift away from sterling to dollar
primacy—the nature of liquidity assurance and financial governance has stayed
very much the same. And despite the extensive investment in creating institu-
tions, norms, and conventions for crisis management, central bankers, time
and again, circumvent these traditional mechanisms in favor of ad hoc, bilat-
eral approaches to managing financial pressures. Each crisis decidedly shows
central bankers’ preferences for bilateral strategies (over unilateral or multilat-
eral strategies) to meet liquidity needs. This happened all through the 1920s to
address financial challenges after the First World War. It was repeated in the
1960s to patch up holes in the Bretton Woods safety net and, again, during the
GFC that began in 2007. In the very worst of times, despite extensive ad hoc
cooperation in the 1920s, no financing option seemed up to the task of stem-
ming the Great Depression as it escalated.

I focus on the use of ad hoc, bilateral instruments during crises—central
bank currency swaps and other flexible interbank loans and credit lines—that
have emerged at the core of the global economy and the international reserve
currency, be it the dollar, sterling, or gold. The technicalities of how these bilat-
eral instruments operate has varied over time. But a common feature unifying
these differences is a long but patchy history of central banks coming to one
another’s assistance in times of need. They are all ad hoc, short-term, liquidity
instruments arranged bilaterally between partner banks. They are flexible
loans from central banks to one another at very favorable terms: no costly
conditionality.

Crisis and Uncertainty

My argument is specific to situations of crisis and uncertainty. Crises “signal
the obsolesce of the status quo in markets and policy regimes and inject deep
uncertainty into agents’ decision calculus.”® This world of uncertainty is
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different to the world of risk, as most lucidly and eloquently explained by John
Maynard Keynes:

By “uncertain” knowledge, let me explain, I do not mean merely to
distinguish what is known for certain from what is only probable. The
game of roulette is not subject, in this sense, to uncertainty. ... The
sense in which I am using the term is that in which the prospect of a
European war is uncertain, or the price of copper and the rate of inter-
est twenty years hence, or the obsolescence of a new invention. . . .
About these matters there is no scientific basis on which to form any
calculable probability whatever.*!

Crises generate volatility beyond structural shifts in the economy or in the
distribution of capabilities. Uncertainty poses a pervasive constraint. It lim-
its agents’ abilities to meaningfully assess future trends.*? In such a context,
agents can no longer think and make decisions in probabilistic terms.** As
Keynes reminds us, “Human decisions affecting the future, whether personal
or political or economic, cannot depend on strict mathematical expectation,
since the basis for making such calculations does not exist.”* When economic
conditions are inauspicious and conventional signals of credibility no longer
reliable, we fall back on subjective reasoning, personal knowledge, and famil-
iarity, to inform decisions.

From this view, constructivist scholars show that intersubjective understand-
ings and shared beliefs can facilitate cooperation and policy choices.* Central
bankers’ career trajectories can influence monetary policies and levels of central
bank independence.*® Shared career backgrounds and “the revolving doors”
among policymakers across governance institutions also shape outcomes in
financial governance.” They are embedded in social relations, which produce
trust in economic exchange that influence individual actions and economic out-
comes.*® However, these works tend to overlook the complementary role that
social relations and interactions play in economic processes. They ascribe policy
outcomes not to the agents themselves but instead to agent attributes, thus treat-
ing embeddedness itself as the explanatory mechanism.*

Bankers’ Trust similarly questions and challenges the assumptions of risk
and rationality but departs from an attributional focus to give pride of place to
the agents themselves. It joins a small but emerging literature on relational
international politics as well as the study of financial diplomacy.*® Crisis and
uncertainty create room for greater agency, raising questions for how agents
respond to events and contexts that necessitate change and how they act to “give
meaning to such material changes.™! Crises, therefore, pose distinct questions
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about global governance to those of routine governance supported by arm’s-
length ties in an “asocial market sphere.”™? Evaluating decision-making in crises
necessitates a closer look at how agents operate within their professional, per-
sonal, and interpersonal relations, with attention to the agents themselves.

The Argument

Personal relations among financial diplomats can shape outcomes of crisis
management. Interpersonal ties of trust between central bank leaders facilitates
ad hoc and bilateral cooperation using currency swaps. Differentiated personal
ties by degree—stronger, looser, or absent—of interpersonal trust can influence
the likelihood of accessing ad hoc, bilateral liquidity assistance from partner
central banks and the terms of the arrangement. Central bankers with the clos-
est personal relations and trust to the core issuer of the reserve currency will be
more likely to receive more favorable terms on credits or swaps. Where ties are
looser, liquidity may still be extended but with some limits and conditions to
hedge against risks. Leaders outside these circles, who do not enjoy personal
ties of trust with the provider, may be forced to turn to more costly alternatives.
Such cooperation, which is highly interpersonal and exclusive, is most easily
conducted in secret.

Interpersonal Trust and Personal Relationships

In global financial governance, Paul Volcker and Toyoo Gyohten note that cen-
tral bankers are “uniquely able to deal with each other on a basis of close under-
standing and frankness.”?® Their actions are not structurally determined solely
by positions and roles but are comprised of histories and subjective prefer-
ences.* This is most crucial in the context of crisis and radical uncertainty,
when normal functions and operations are set aside, calling for new interven-
tions to manage crises.

Exploring the intersection between intimate relations and monetary trans-
fers among individuals in various physical, familial, and other social relations—
a context very different to central banking—Viviana Zelizer moves “beyond
embedding.” She notes that “producers are not just embedded in a market” but
“actually constitute the market’s interface in, and as a set of, their perceptions
and choices™* economic transactions are thus shaped by meaningful interper-
sonal transactions. At the intersection of intimate relations and monetary
transfers among individuals in social relations, in all economic activity, “people
engage in the process of differentiating meaningful social relations.™ It is not
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just the individual but, as Zelizer suggests, the “negotiated interpersonal trans-
actions. . . that become the starting point for social processes.”

The unique understanding and frankness of which Volcker and Gyohten
speak is not available to all, and this has significant effects on outcomes of crisis
management. Central banks negotiate the interface between national economies.
In a crisis, how they do this is increasingly at the discretion of central bank
leaders. The “differentiated ties” framework thus allows us to understand how
people, here, central bankers, differentiate meaningful social relations by erecting
boundaries, marking and distinguishing relationships with different practices,
and designating specific economic transactions as appropriate to relationships.*’
Leaders distinguish interpersonal ties with varying and preferential economic
transactions, which has important implications for central banks’ options for
meeting liquidity needs when faced with financial pressures. Through their rela-
tionships and cooperation, central bankers shape the landscape of global gover-
nance and reinforce hierarchies and inequalities in the global financial system.

In 1921, Strong wrote to Norman, “I suppose it is a fact that in none of our
business relations has the personal relation played so large a part as in banking.™®
Their partnership transformed interwar central bank cooperation into a formal
agenda. In the policy realm, Karl Otto Pohl, a former Bundesbank president, also
notes how interpersonal relations shape institutions: “It is the close friendships,
not financial resources, that are the real strength of this institution. Different
personalities could mean a different BIS.™

Central to the substance of these personal relations is interpersonal trust. By
trusting we act under the belief that the other will not harm us or our welfare.
We accept being vulnerable to risks, and do so in the absence of third-party
supervision.*® Actors who share interpersonal trust do not experience that vul-
nerability and indeed make themselves vulnerable as they do not expect to be
exploited in their decision to trust.’! Here, trust is thus a personal bond that
enables risk-taking. It is especially important under conditions of uncertainty
when conventional signals become unreliable, as it enables actors to undertake
risky endeavors by relying on subjective cues and judgment.

Trust is also an emotional belief that indicates confidence in the goodwill and
competence of another.> Feelings of goodwill, made up by the structure and the
content of the actor’s social relations, strengthen the interpersonal aspects of
these trust ties. Such ties are rooted in friendship and a sense of obligation, and
actors can rely on the support of those with whom they share such relations.
Such ties have long been integral in international diplomacy, in questions of con-
tlict, cooperation, and crisis. The influence of policymakers’ personal relations
in shaping outcomes in international politics is also certainly not limited to the
monetary sphere.
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For example, David Lloyd George and Woodrow Wilson’s personal rela-
tionship differed from their ties with Clemenceau in France, and this mat-
tered for diplomatic relations and cooperative efforts in the years following
the First World War. Lloyd George and Wilson frequently dropped in on each
other and met for lunches or dinners during the Peace Conference, while
Clemenceau kept to himself. This social and personal distance was disadvan-
tageous for the French during negotiations. The social element of Wilson and
Lloyd George’s working relationship was especially important, as Lloyd
George noted: “If you meet for social purposes, you can raise a point. If you
find that you are progressing satisfactorily, you can proceed, otherwise you
can drop it.”>?

Such ties allow individuals to establish norms of frankness and reciprocity
and then benefit from these relationships in times of stress.> Instilling a per-
sonal bond and a sense of obligation in trusting relations affords greater weight
to the interpersonal element of these ties. Such bonds emerge from regular inter-
action and communication, both personal and professional, that allow central
bankers to get to know their counterparts’ personalities, beliefs, and tempera-
ments and thus know how to engage with one another most effectively.

Trust can be built in several ways: incrementally, through collective identity-
formation, by individuals with trusting dispositions, or a leap in the dark.% In
diplomacy, trust as an interpersonal bond relies on positive identification of
interests and humanization. Interests must be internalized as collective inter-
ests, and through face-to-face interactions, leaders begin to view the other as
not only a representative of cold state interests and relations but as human.
Personalized diplomacy can break down formal barriers, allowing leaders to
meet and engage with one another on a human level. Sharing meals that involve
sharing personal-level conversations play a key role in breaking formal barri-
ers; letter writing, email, and phone calls can reinforce interpersonal ties. These
personal relations can enable cooperation between actors who share them,
allowing them to cooperate over experimental, ad hoc efforts in times of uncer-
tainty, bilaterally, and through personal and informal channels rather than
more formal, institutional ones.

In finance, the company that states keep can signal their stability and risk
profiles to investors.”” The company that leaders keep has a similar effect. If
leaders share trusting and sympathetic relations with counterparts where broader
political and economic ties are looser, we may still see ad hoc cooperative
efforts. In these instances, leaders will fall back on personal and subjective rea-
soning to justify decisions and, again, come to agreements through private,
interpersonal discussions. However, risk concerns will call for safeguards such
as through conditions, limits, or collateral requirements.



INTRODUCTION 11

In conditions of crisis and uncertainty, interpersonal trust will enable actors
to engage in experimental, bilateral cooperation through free and open per-
sonal exchange. The logic of my argument is best articulated by Strong in a
letter to Norman in 1927:

The point he makes about cooperation is, of course, of the greatest
significance, but raises the question which you and I have discussed so
frequently and fully. How can such a situation as the present one be
met by any scheme or device, automatic or mechanical? Must it not
be dealt with by this species of management and cooperation such as
we have been attempting to give it, and if so, must not people generally
trust someone, and therefore, does it not resolve itself to the simple
question, “Do they trust us?”>

Individual, Political, and Economic Sources
of Interpersonal Trust

While my analysis is focused on how interpersonal trust among central bank-
ers matters for crisis management, by facilitating ad hoc and bilateral coopera-
tion, it is still important to discuss the various sources of central bank leaders’
interpersonal relations and illustrate how personal and interpersonal dynamics
interact with political and economic factors.

Two broad categories of factors influence the patterns of leaders” personal
relations and, consequently, their options for meeting liquidity needs in a crisis.
The first set of factors are leader attributes: reputations, personalities, and per-
ceptions of prestige.> Often, and especially in crises, central banks’ final deci-
sions need to be made quickly; this authority lies with the head of the central
bank.®® Milton Friedman even warned of the major impact that individual cen-
tral bankers have on policy, especially in a crisis when leaders have the ultimate
authority over policy decisions. Individual central bank leaders” economic phi-
losophies have so significantly influenced the success or failure of economic
policies in recent decades that a Fed chair can very likely fashion policy accord-
ing to their views.%' Leaders can also influence outcomes through their ability
to create and maintain close-knit personal relations with their foreign col-
leagues. Their reputations, prestige, and personalities can affect their interloc-
utors’ inclination to cooperate with them and even their willingness to engage
in risky experimentation during uncertain times.®?

Second, interpersonal trust is orthogonal to the broader political and eco-
nomic explanations for cooperation discussed above. I do not refute these alter-
native facilitators of cooperation as they variously operate to bring leaders
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together to build interpersonal relationships and camaraderie and allow lead-
ers to learn one another’s personalities, temperaments, and dispositions toward
trust, risk, and experimentation. But these factors neither systematically gener-
ate or explain interpersonal trust, nor do they systematically predict outcomes
of cooperation. They do, however, offer important insights into questions of
when and why cooperation emerges.

Traditional international relations theories suggest that the balance of power
and state interests explain outcomes in world politics, which set critical base-
line answers to the questions of when and why cooperation emerges and offer
important insights into these questions.

The distribution and balance of power can shape economic activity, such as
trade, cooperation, and lending.5® Charles Kindleberger observed that “for the
world economy to be stabilized, there [had] to be a stabilizer, one stabilizer.” In
international finance, this stabilizing role is played by the state that manages
and issues the global reserve currency. Prior to the First World War, sterling
had top billing, so to speak, and the Bank of England was the primary manager
of coordination and cooperation to support the gold standard system. Since the
end of the Second World War, the US dollar has been king.®* The United States
now plays this key function, either directly through the bilateral swaps and
credits through the Fed or indirectly through the Bretton Woods institutions
when that is more politically convenient for the United States.®® The absence of
this necessary stabilizing influence in the interwar period explains why the
Great Depression was so long and so deep.

The power and willingness of leaders to play this role is undoubtedly a func-
tion of their national interests and preferences.®® Currency power allows states
to advance their foreign policy and security interests.” It also allows states to
secure their national financial interests in an interdependent system. Obviously,
then, central bankers and other monetary authorities have an incentive to assist
foreign countries as a way of protecting their own financial interests from over-
seas pressures.®® Given the international and systemic nature of these crises,
not doing so would imply that leaders did not do their job.

But it raises the question of a leader’s willingness to play its stabilizing
role, especially when not playing this role has major ramifications for a state’s
national interests and material position, and why the United States was
unwilling to play this stabilizing role in the 1930s. After all, the Fed willingly
extended credits to its counterparts in Europe in the 1920s, as the opening
anecdote in this book illustrates. Curiously, the slowdown of this coopera-
tion led by New York and London predates the Great Depression, and the
1929 stock market crash, at a time when neither state’s economic positions
had changed.
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And indeed, policymakers don’t always do their job. Looking back, Benja-
min S. Bernanke made this point in a speech honoring Friedman on his nine-
tieth birthday, saying, “Regarding the Great Depression. You're right, we did
it. We're very sorry. But thanks to you, we won’t do it again.”®® As chapter 4
shows, one area where Bernanke lived up to this promise was at the global
level. With the support and cooperation of a handful of partner central banks,
Bernanke’s Fed engineered the currency swap program, the Fed’s single larg-
est program during the GFC, to provide liquidity to several large economies
across the world.

The 1960s experience of a faltering Bretton Woods system points to another
instance in which central bankers did not do their job, in the delayed extension
of swaps and credits to the Bank of England due to the opposition of Bank of
England associates to manage sterling pressures early on in the decade. This
example also shows that preexisting economic and financial ties between states
does not necessarily ensure cooperation in the face of shared problems. Despite
the risks of sterling woes to dollar stability, and a long-standing partnership
between the United States and Great Britain, interpersonal relations and mis-
trust delayed the US-UK swap line in the 1960s. In short, neither US monetary
power nor financial ties between the two countries sufficed to speed up any
cooperative efforts on their own.

Some might respond that domestic politics and interest-group preferences
may explain these patterns.”® In the late 1920s, the expansion of the franchise
and the growth of labor movements undermined political and monetary lead-
ers’ abilities to pursue internationally oriented policies, thereby undermining
central bank credibility and cooperation that were vital to gold standard stability.
The period marked a shift away from domestic political and government stabil-
ity and inactive labor movements that had previously supported international
monetary cooperation to political and social instabilities that ultimately worked
to undermine it.

Others would argue that the absence of formal and informal rules and
norms, institutionalized in IOs to promote and facilitate cooperation, might
explain the collapse of cooperation in the Great Depression.”! Since the mid-
twentieth century, the IMF and the Bank for International Settlements (BIS)
have undeniably been important players in global financial governance.”” But if
that is the case, we should see that post-1945 crises met with a widespread mul-
tilateral, institutional response. Instead, these IOs could not overcome the
unwillingness of the Bank of England to cooperate with the Fed in 1961, despite
such assistance supporting domestic and interdependent financial interests.
Recent crises also highlighted IMF inefficiencies and lack of resources to meet
global needs.”” IOs provided opportunities for face-to-face interactions and
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communication among monetary authorities. But in a crisis, engineering and
deploying multilateral responses can be time-consuming and limited.”

In turn, scholars have suggested that in these situations, policymakers rely
on their shared economic beliefs to guide decision-making in uncertainty.
These shared beliefs are rooted in similar training and educational back-
grounds, typically in economics departments in high-ranking US institutions.”®
Others suggest that similar career backgrounds generate common worldviews
that guide policy decisions.” Certainly, it is also more likely that policymakers
with similar training may already know one another before entering their cen-
tral banking careers. However, leaders of some central banks that received
bilateral assistance from the Fed during the GFC were not trained as econo-
mists at all. And in the early twentieth century, while some central bank leaders
shared similar prior careers in private banking, they did not all hold the same
views on how to manage the financial troubles at hand. More generally, shared
careers or educational backgrounds do not necessarily prescribe the types of
arrangements that central bankers have taken in the face of grave crises. Rather,
the bilateral and ad hoc arrangements emerged out of cooperative experimenta-
tion among some bankers but not others.

The reality is that institutional rules and norms often cannot guide behavior
in a crisis. State power, national interests, domestic preferences, economic ties,
and shared beliefs among policymakers may inform agents’ evaluations, and sug-
gest important baseline answers to the question of when and why cooperation
emerges, but they are incomplete. Functionalist explanations explain why coop-
eration emerges, that is, out of necessity in response to common problems, but not
necessarily the form that cooperation takes. But these accounts cannot explain
the chronic reliance on ad hoc, bilateral approaches to liquidity assurance. My
argument supplements and strengthens our general understanding of coopera-
tion that these accounts afford us; introducing interpersonal trust is an explana-
tion for ad hoc central bank cooperation but not the only explanation for it.””

Differentiated Ties

In addition to the role of shared beliefs and intersubjective understandings dis-
cussed above, while these accounts can tell us why cooperation came about at
all, they cannot explain particular patterns of ad hoc and bilateral cooperation
over alternative approaches to crisis management. As such, my argument speaks
to the existing discourse on the problem of international cooperation, broadly
construed, and public goods provision of global financial governance.

No doubt, leaders in more interconnected economies, with strong financial
ties, interact more frequently and so may be more likely to build trusting
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relations. Leader attributes and experiences interact with this larger set of vari-
ables that can shape patterns and outcomes of cooperation and crisis manage-
ment.”® While these variables neither determine chances of receiving a swap
nor trust, they help explain the hierarchical and preferential nature of bilateral
cooperation and reinforce differentiated personal ties that insulate the inner
circle from outsiders.

There are important scope conditions to the argument. Per the Fed’s criteria,
banking and financial interconnectedness and economic size delineate the uni-
verse of possible swap partners.”” In the contemporary context, larger emerging
markets tend to be systemically important and have deeper financial and bank-
ing ties with the United States. While they meet the Fed’s economic threshold
for a swap, they are more fragile and riskier than advanced economies. In these
instances, risk calculations will be moderated by subjective reasoning such as
personal ties and trust. Smaller and lower income economies do not meet this
threshold and are not borderline cases for swap lines. Even if interpersonal
trust doubles the chances of receiving a swap, it would be doubling a near-zero
probability to begin with. Personal trust cannot overcome risk nor can it alone
bring smaller economies into the set of possible swap recipients.

Interpersonal trust also partially mediates the influence of institutional trust
in establishing swaps. That is, the relationship between institutional trust and
signing swaps remains operative when interpersonal trust is absent. Moreover,
institutional trust does not guarantee interpersonal trust. Institutional ties are
sustained through routine cooperation and may influence a bank’s credibility
to uphold arrangements. They influence which central bankers will more likely
forge personal ties with counterparts as leaders in more interconnected econo-
mies will interact more frequently. Longer histories of interbank cooperation
may instill trustworthiness in partners. However, in this book, I show that
while institutional and other material considerations can shape the formation
of personal ties, they do not do so necessarily or systematically. And even where
institutional ties facilitated cooperation, central bankers still used informal
channels and personal appeals to establish these arrangements, rather than for-
mal institutional channels.

Different configurations of these factors help explain the hierarchical and
differentiated nature of the swap network. Combined, they generate and rein-
force differentiated ties among trusting actors, insulate the inner circle, and gen-
erate a set of testable implications of my argument. The strongest ties emerge
where there is greatest convergence of the variables discussed above, to build
personal ties or strengthen existing ones. In the contemporary context, these
ties are most apparent among the G7 central bankers (and Switzerland), whose
economies share strong financial ties and align with broader power and material
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configurations in the global economy. This largely reflects the historical balance
of power, with Britain and the United States at the center of the financial system
and Western Europe and Japan making up the core. Leaders in these economies
likely interact with one another more frequently, formally, and informally and
can build trust incrementally. While any type of cooperation among these econ-
omies is less surprising, I expect these ad hoc and bilateral arrangements to be
made informally at the interpersonal level and without hedging beyond mini-
mal collateral.

Outside the core, fewer factors will converge, and risk considerations may
enter decision-making calculations. Here, interpersonal trust can moderate risk
calculations and carry greater weight under conditions of uncertainty. Oppor-
tunities for interpersonal interactions allow trust to emerge among leaders, such
as invites to BIS dinners and other social gatherings. If leaders, especially liquid-
ity providers, share trusting and sympathetic relations with counterparts where
political and economic ties are looser, we will still see ad hoc cooperative efforts
to signal trust, obligations of reciprocity, and support. Leaders will use subjective
personal and interpersonal reasoning to justify decisions and, again, come to
agreements through private, interpersonal channels. However, risk concerns will
call for safeguards in any resulting agreement.

The biggest gap in the hierarchy is between those inside and outside these
trust communities.®® Here, too, political and economic variables may loosely
converge. These economies may also be emerging as systemically important
economic actors. However, leaders who are less embedded in close-knit profes-
sional and social circles may be seen as outsiders, meet less frequently, and are
thus less likely to build interpersonal trust relations with the core. Because the
key liquidity provider has neither the trust necessary to engage in bilateral, ad
hoc cooperation nor the personal bonds and goodwill that facilitate coopera-
tion even with safeguards, they will not feel obligated to enter into agreements
with these counterparts. These leaders may then be forced to turn to more
costly liquidity assurance options. Where interpersonal bonds are absent,
material conditions on their own are insufficient to offset risks.

Secrecy

Secrecy and privacy are essential for this type of cooperation, as in many other
areas of global governance. It is an effective tool for eliciting information and
encouraging cooperation in economic- and security-focused international orga-
nizations, where actors can provide sensitive information without fear of wider
release of repercussions.®! Security and military policymaking can be very con-
troversial, so cooperation related to such issues is often secretive.?
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Likewise, central banks’ activities can have enormous market implications
and distributional consequences for society, so their policies are likely to be
economically and politically controversial. In dealing with such sensitive
issues, working in exclusive settings and behind closed doors allows for more
open and frank discussion to generate solutions. Secrecy can allow a handful of
individuals to develop stronger bonds within the inner circle than with those
outside it. Secrecy also allows policymakers to avoid the inefficiencies that may
arise from these constraints imposed on negotiating parties that can affect
their bargaining power.®® Finally, it also helps prevent major market reactions
from even hints of major monetary and financial policy decisions. To minimize
turther financial disruptions, it is necessary that major policy announcements
be choreographed and orchestrated carefully.

Identifying Interpersonal Trust

At the heart of my argument are two key claims. Central banking is highly per-
sonal, and central bank leaders’ influence is significantly heightened in a crisis,
when leaders have the ultimate authority over policy decisions.** Changes in
leadership in central banks should change the trajectory and policy stance of
their banks.®> Central banking is also highly interpersonal: leaders are also
influenced by their foreign colleagues. Changes in leadership can change the
form of liquidity assurance strategies available to a central bank based on their
interpersonal relations with their counterparts overseas.

While most studies focus on trust between enemies and in conflict situa-
tions, I argue that interpersonal trust is necessary even among friends, in times
of radical uncertainty. In such a context, actors will fall back on subjective rea-
soning, personal knowledge, and familiarity to inform their judgment. Global
financial crises offer fertile ground to explore these dynamics of interpersonal
trust and differentiated ties in international monetary affairs. I focus on the
role that interpersonal trust plays in explaining varying outcomes of coopera-
tion and crisis management.

International relations scholarship identifies three indicators of trust relations—
“the incidence of cooperation; discourses expressing trust; or the calculated
acceptance of vulnerability.”®® Keating and Ruzicka suggest that the act of
adopting or removing existing hedging strategies may provide better strategies
to identify trust relations; Wheeler identifies absence of risk calculations in
decision-making as an indicator of interpersonal trust.?”

I argue that interpersonal trust need not imply an absence of risk calcula-
tions. Rather, agents who share interpersonal trust will work to help trusted
partners, despite risks, while also hedging against them. Interpersonal trust
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TABLE 0.1. A framework for identifying interpersonal trust

THEORETICAL EXPECTATION EVIDENCE OF EXPECTATION
Why rely on Absence of system trust Crisis and radical uncertainty
interpersonal trust . . . . . .

P Policy experimentation Limited and selective cooperation
Preference to avoid Bilateral and ad hoc liquidity
institutionalized governance provision
system and costs

How it is executed Use of personal and/or Discursive interview account,
informal channels personal and formal correspondence,
official records of decision-making
Private, closed-door Discursive evidence, absence and/
discussions or avoidance of official records of

decision-making

Ad hoc cooperation absent Discursive evidence of social,
material and functional subjective, and personal-level
conditions justification for bilateral assistance
Evidence of absence Absence of cooperation Preference to send requesting
despite meeting material and counterparty to formal, institutional
functional conditions channels of liquidity provision

will carry greater weight in risk calculations in conditions of uncertainty. Trust
cannot substitute for risk calculations, but it can moderate how central bankers
evaluate their counterpart’s credibility as borrowers who will honor the arrange-
ment. In the absence of interpersonal trust, concerns of country and economic
risks cannot be overcome.

I add to these observable indicators (see table 0.1): first, by showing that it is
not system trust—defined as “trust in the continuity of the overarching, shared
sociopolitical order”—that is doing the work.®® Crisis and radical uncertainty
may suggest the absence of system trust to start. The choice of ad hoc responses
over institutionalized strategies already in place in the system suggests an
absence of trust in the system. And if we attribute cooperation to the environ-
ment of either system trust, or crisis and uncertainty, we should see more wide-
spread cooperation within the system than selective, bilateral assistance that
has emerged repeatedly, in the gravest crises.

Moreover, if interpersonal trust is an operating variable, how it is acted upon
is key. We should see that in establishing bilateral arrangements during a crisis,
trusting leaders do not conduct negotiations through formal channels but make
direct, personal appeals to their trusted counterparts. Mutual trust is impor-
tant for a central banker to request a swap. But given the power asymmetry
between the borrower and liquidity provider in any lending agreement, it is
important that providers trust borrowers, especially where country risks are
prominent. Discussions will occur privately, among trusting counterparts, and
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precede domestic deliberations—leaders will come to agreements before involv-
ing their institutions.

We should also see actors allude to their personal relationships and conver-
sations, and the importance of trust, reciprocity, and goodwill (such as helping
risky but trusted counterparts to avoid less attractive policy options), in justify-
ing decisions: personal and interpersonal reasoning will complement material
considerations. Contra Wheeler, I suggest that interpersonal trust need not
imply an absence of risk calculations. Trust is looser where risk concerns are
higher. However, actors who share interpersonal trust will go the extra mile to
help trusted partners, despite significant risks, but will take steps to hedge
against them—interpersonal trust will factor into risk calculations and carry
greater weight in conditions of uncertainty; where interpersonal ties are absent,
such efforts will not be made. Interpersonal trust can open the possibility of ad
hoc and bilateral cooperation in undertaking risky actions, even if political and
economic factors do not support it. Where interpersonal trust is absent, these
factors alone will not suffice.

Research Design: Evidence and Case Selection

Interpersonal trust is an affective bond that relies on personal perceptions,
judgment, and inclinations to trust. While interpersonal trust can be observed
through the indicators discussed above, it can neither be predicted ex ante nor
can it be quantified or measured. Instead, I rely on personal, subjective assess-
ments of leaders and their perceptions of their counterpart’s trustworthiness,
friendship, and goodwill. I therefore chose to support my claims with qualita-
tive evidence from the archives and twenty-nine elite interviews that I con-
ducted with current and former central bank leaders and officials.

Archival sources provide the bulk of my evidence, triangulated with second-
ary texts, for my analyses of the interwar period (chapters 1 and 2) and the
Bretton Woods era (chapter 3). These materials were collected from the Federal
Reserve Archival System for Economic Research (FRASER, online), the Colum-
bia University Rare Book and Manuscript Library in New York City, the archives
of the Bank of England in London, and the Bank for International Settlements
in Basel. I consult the personal papers of central bank leaders at the Bank of
England, the New York Fed, and the Bank for International Settlements, includ-
ing their correspondences with their colleagues in Germany, France, Japan,
and other concerned central banks. These files offer firsthand details and
insights into how central bankers approached the crises that they faced, their
relations with their foreign and domestic colleagues, and how they arrived at
solutions to these issues through open and friendly deliberations. I also consult
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historical texts, biographies, autobiographies, and memoirs written about or by
the key individuals around whom each narrative is focused.

My analysis of central bank cooperation during the GFC (chapter 4) is sub-
stantiated primarily with evidence collected from elite interviews that I con-
ducted with current and former central bank leaders, most of whom were in
office in leadership positions during the crisis. My interview pool includes
Benjamin S. Bernanke, chairman of the Fed; Mervyn King, governor of
the Bank of England; Masaaki Shirakawa, governor of the Bank of Japan;
Jean-Claude-Trichet, president of the European Central Bank (ECB); Duvvuri
Subbarao, of the Reserve Bank of India (RBI); and their deputies, including Char-
lie Bean and Paul Tucker (Bank of England), Donald Kohn (Federal Reserve),
and twenty-one bank officials in foreign departments or at the Bank for Interna-
tional Settlements, who asked to remain anonymous. These accounts offer impor-
tant details and insights into how central bankers approached the crises they
faced, their relations with their foreign and domestic colleagues, and how they
arrived at solutions to these crises.

Given the opacity around the initial swap arrangements during the GFC, to
understand these dynamics better, I chose to interview individuals at the center
of these policy decisions. I interviewed officials from the Fed, the key provider
of dollar liquidity, from recipient countries, and from India and Iceland, whose
requests were denied, to achieve variation in my interview pool. Many asked to
remain anonymous. I was unable to secure interviews with central bank leaders
from some Fed swap counterparties—namely, Mexico—and some whose swap
requests were denied, such as the Central Bank of Iceland. However, this does
not challenge the integrity of my analysis as, given concerns of currency or
financial risk in these countries, the burden and need to trust falls on the pro-
vider, who did share insights on some of these cases in interviews. I triangulate
these materials with official meeting reports and transcripts from the Federal
Open Market Committee (FOMC), and the Federal Reserve’s Oral History
Project interviews, as well as journalistic and scholarly accounts of the crisis
written both during and after the crisis. My analysis is novel in that I identify
the personal and interpersonal underpinnings of ad hoc and bilateral coopera-
tion for crisis management with insights from the perspective of central bank
leaders themselves.

Case Selection

The particular evidence necessary to illustrate and support my argument influ-
ences my case selection, as well as the treatment of the point on the “terms” of
bilateral arrangements. I discuss the latter point first. Specifically, that the issue
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of differentiated terms on bilateral arrangements is addressed in depth in
chapters 1 and 4. The variability of the terms of bilateral arrangements does not
feature in chapter 2, on the Great Depression, as it is focused primarily on the
collapse of ad hoc, bilateral cooperation on the eve of and during the crisis.
With regards to chapter 3 on central bank assistance under the Bretton Woods
system in the 1960s, the issue of the terms of these arrangements did not really
even feature in the discussions of these loans during this period, as per the
archival and secondary record. However, this does not negate the element of
how stronger or weaker trust influences the differentiated arrangements alto-
gether. I show how weak ties between key American and British central bank-
ers influenced the watering down of the amount of the Anglo-American swap
line, as well as the speed of arranging this line in the first place.

I present four chapters on the 1920s, the Great Depression, the 1960s, and the
GFC. I develop and deploy narrative analyses of why and how moments of
financial shocks and crises are met with ad hoc, bilateral cooperation among
central bankers. My selection of the first, third, and fourth cases follows the
most different systems design, following the logic of causal inference through
case studies. T show why such cooperation emerged more frequently within
these periods and explain the variation in access to liquidity assurance strate-
gies for different central banks. In the second case, I evaluate the early years of
the Great Depression and show how leadership changes across key central banks
weakened personal relations between central bank leaders at the cost of crisis
management. The comparison of the 1920s and the 1930s follows the “most
similar” case logic.

Each case advances the argument and empirical analysis in a distinct way.
The cross-case variation between these periods allows for controlled compari-
sons to establish the correlation between my independent variable—interpersonal
trust—and outcome of interest—ad hoc, bilateral cooperation—to answer the
question of why such cooperation is possible sometimes but not always. Close
examinations of each period allow me to demonstrate how it emerges through
interpersonal channels. My goal is to look deeply into these distinct periods to
identify and distill what is common about crisis-time cooperation within dispa-
rate institutional and economic settings. These cases allow me to assess whether
interpersonal relations in facilitating cooperation are independently influential
in shaping outcomes or not. The universe of potential cases is limited to sys-
temic, or system-threatening, financial pressures that warranted liquidity assis-
tance that did or possibly could occur.

The 1920s present a “most likely” case for my argument. At this time, central
bankers, which were then private institutions, were less constrained than their
successors. The institutional apparatus for financial governance was also
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nonexistent at this time. We should therefore expect ad hoc and bilateral coop-
eration to emerge more easily in this less constraining context. My analysis of
the Great Depression demonstrates the converse—weak interpersonal ties among
a changing cast of characters, and low levels of trust among central bank lead-
ers, hindered interbank lending to arrest the Depression and closed all possible
avenues for any type of cooperation at the 1933 World Economic Conference
in London.”®

The crises of the 1930s were not exogenous shocks but endogenous to the
economic and political climate of the decade before. The political and eco-
nomic environments right before the 1929 Wall Street crash had not changed
markedly from that of 1927-1928. What changed before the Wall Street crisis
and the Great Depression was not the structural context but the leadership that
operated within it, when Strong died in 1928.

The 1920s case is vital for theory-building and illustrating the mechanisms
and dynamics central to the argument, to link personal relationships to out-
comes of liquidity assistance. Although the mini cases in this chapter are not
directly akin to all-out crises like the Great Depression, each presents a prob-
lem of financial instability and shocks from wartime hangover that are related
to the departure from the gold standard parity and stumbling efforts to return
to it, which emerged alongside banking crises, hyperinflation, and political
upheaval. The Great Depression is a critical counterfactual case that shows how
in the absence of personal relations (central to which is Strong’s sudden demise),
this mode of crisis management is severely hindered.

The case studies on propping up the Bretton Woods system in the 1960s, and
the creation of the Fed swap program during the 2007-2010 GFC, allow me to
evaluate the generalizability of the argument. These periods present “hard cases”
for my argument. The postwar institutional environment is marked with estab-
lished rules and institutions to manage financial pressures and the problems of
liquidity, adjustment, and confidence. Central banks today are also more con-
strained by domestic institutional and legal structures, limiting individual bank-
ers’ influence in these institutions. Finally, the academization of central banking
may generate ideational homogeneity that lends itself more easily to coopera-
tion. These contexts do not translate easily to an interpersonal argument of trust
facilitating ad hoc and bilateral cooperation. Still, central bankers engaged with
one another on a person-to-person level with their trusted counterparts overseas
to get bilateral, cooperative arrangements off the ground.

The Bretton Woods case is important to show that even when central banks
faced growing political, institutional, and legal constraints and evolved into
highly technocratic and bureaucratic institutions, interpersonal dynamics played
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a core function of supporting governance efforts and generating bilateral
solutions to systemic problems. The GFC case is important for extending the
insights of this paper to the contemporary period. In addition to growing con-
straints on central banks, they are now increasingly also guided by groupthink
through the academization of the profession—or so the existing research sug-
gests. My analysis here shows that in fact this was not the case; interpersonal
cooperation facilitated the crisis management effort where central bankers across
countries initially disagreed on the causes and resolution of the crisis.

There are also notable absences in this book, namely the emerging and
developing economy crises of the 1980s and the 1990s. Indeed, these cases are
not completely distinct from the periods of uncertainty considered in the book,
and so I explain why they are not included in the text. These absences speak to
a broader methodological comment about research limitations in doing archi-
val and interview work and how the data-generating process and evidence nec-
essary to substantiated arguments also determine case selection.

By the 1980s, policymakers were past the point of letter-writing, with increased
use of telephone correspondence and, many years later, email and cell phones.
This changed the nature of recordkeeping and truncated the availability of the
types of data and historical materials that the archives may keep or make public.
This points to a key aspect of historical research and archival silences—not only
what archives choose not to keep but also what they cannot keep and how these
records shape the inferences we can make.”’ While transcripts from FOMC
meetings during these crises are now available, they are limited in what they can
tell us on their own.

Interviews for this period are also difficult as many policymakers involved in
this period are no longer around, unavailable to speak, or poorly recall these dis-
tant memories. While transcripts from FOMC meetings in the 1980s are avail-
able, they are limited in what they can tell us on their own. There is also a lack of
additional primary and secondary material to generate the type of evidence to
support the arguments I make in this book—firsthand accounts triangulated
with real-time discussions and secondary reports on the same period.

My analysis of the GFC is focused on just the Fed swap program, not swap
lines provided by the ECB. The kind of evidence necessary to illustrate and
support my argument in the context of the ECB swap network—interview
accounts from recipients of ECB swaps or real-time transcripts of the ECB’s
negotiations and decisions to extend these lines—as I provide in the Fed case,
are unavailable. There is therefore a substantial gap between what is in the writ-
ten record and what is being asked in the book, which makes similarly detailed
inference for this period difficult.
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A Safety Net with Gaping Holes?

As Jeffry Frieden observes, a striking feature “of the political economy of the
crisis is just how similar it looks to previous” crises.”” What I show is that its
resolution was also similar, in that it reminds us that the global financial gover-
nance system frequently does not work. Contrary to arguments that the system
worked during the GFC, and successfully prevented a second Great Depression,
financial governance, time and again, has relied on improvised stopgap fixes
for a system that is ill-equipped to deal with the troubles it generates.”> When
rescue efforts have prevented the worst from happening, the underlying prob-
lems inherent in the financial system have remained largely unaddressed.

This pattern is reminiscent of the past and is thus a recurring theme in this
book: the global governance system’s record has always been patchy, and this
reliance on ad hockery is suboptimal economically. In the last century the
system has sometimes worked; at others, crises have spiraled out of control.
When trouble struck at the end of the 1920s in the years before the Great
Depression, those in charge of the system were unwilling or unable to provide
the fixes necessary. So, since 1945, states have invested tremendous amounts of
time and resources toward building a more robust framework of rules and best
practices for global financial governance. And still, when crises hit, the system
suffers from political infighting, tedious negotiations, and inadequate resources.

What holds the international financial system together is often an ad hoc
patchwork of arrangements grounded in leaders’ interpersonal relations. While
a second Great Depression was prevented between 2007 and 2010, it was not to
the credit of a robust and reliable “system” but to the credit of central bankers
who were willing and able to engage in experimentative and ad hoc governance
to provide the necessary measures. This constant feature of global financial gov-
ernance has three broader theoretical and empirical implications that I highlight
in this book: the need for more work on interpersonal ties in international rela-
tions, hierarchy in global governance, and the tensions between crisis manage-
ment and the norms of democratic governance.

First, I challenge the political science “assumption of motivational homoge-
neity” that individuals merely carry the interests or characteristics of states,
institutions, or attributes.” The extension of liquidity has historically relied not
only on the coffers of great powers but their willingness to provide them. This
willingness depends greatly on the leaders of these banks and their personal
ties with their counterparts across the globe. How power and resources deter-
mine patterns of crisis management often depends on the leaders who animate
them. Technocratic global governance is not immune to policymakers’ per-
sonal preferences and relationships. So, to better understand the robustness
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and durability of global governance arrangements it is essential to understand
the individual and interpersonal dynamics underpinning them.?

Second, I identify another channel through which agents shape and rein-
force hierarchies in the playing field. My case studies demonstrate that diplo-
matic agency influences both exceptional and improbable outcomes and more
routine and predictable ones. The reliance on temporary governance is not only
suboptimal economically, but it is also suboptimal politically.

The actions of the most powerful central banks do not affect their domestic
economies and markets alone; they also have a dramatic influence on their for-
eign counterparts.®® This is an almost unavoidable by-product of central banks’
positions at the intersection of national economies and international markets.
For some countries, the hierarchies of this interconnectedness are contractual
relationships.”” For those disadvantaged in their international competitiveness,
facing high barriers in accessing the support in a crisis, these hierarchies are
imposed upon them.?®

In financial governance, central bankers, through their personal relation-
ships, agents can construct and reinforce hierarchies in the global economy
through the transnational reach of their power and discretion. These concerns
are even more troubling than we think. The inordinate power of central banks
during crises is so concentrated in the hands of a few leaders within them. In a
crisis, one, maybe two, unelected, domestic institutions decide who sinks and
who swims.

While valuable in a crisis, interpersonal ties pose significant political ten-
sions. They can serve as mechanisms for gatekeeping; notions of prestige also
play a role in how individuals perceive their counterparts, in terms of their
intelligence or intellect, or in the idea that “people like us” should be in certain
places and are worthy of certain things. These close-knit networks are deliber-
ately exclusionary and extremely hard to enter. Only those few who have access
to the connections, position, pedigree, and resources to enter them are allowed
in.”? In doing their job, central bankers can replicate hierarchies and inequali-
ties in global financial governance.

Finally, this book speaks to debates on the rationale of central bank inde-
pendence based on concerns of its legitimacy and its undemocratic nature.!*
After the GFC, several financial experts, critics, and political actors called out
the Fed for overstepping its mandate and acting with little transparency and
political accountability. The outsized role of central banks has generated con-
siderable political and public pushback since the crisis.'”! Central banks world
over have been called out for independently expanding, or overstepping their
domestic mandates, and acting in a manner that is at odds with key democratic

principles.!?2
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Crises highlight the inordinate power of central banks and have brought
public attention to their contentious positions in democratic societies.!”®> In
viewing monetary policymaking as a technical activity and removing it from
the hands of politicians, the roles and activities of central banks have been jus-
tified as depoliticized.!” Delegated authorities rely on their autonomy from
political interference. But by acting as international lenders of last resort, pow-
erful central banks’ unique ability to govern interdependent economic relations
and influence policymaking abroad raises new questions about the interna-

tional acceptability of this role.!®

Plan of the Book

To show that individuals matter, Michael Horowitz notes, “There have to be
reasons to think that having a particular leader in power at a particular period
of time mattered.”% A change in leadership should lead to different outcomes.
At the relational level, having particular leaders, plural, in power at the same
time also matters. A change in leaders should change the nature of interper-
sonal relations between counterparts and therefore lead to different forms of
crisis management.

In the rest of the book, I take this argument on a historical tour to reexam-
ine key periods of economic uncertainty in the twentieth and early twenty-first
century to substantiate my argument. I start with the first half of the interwar
years, focusing on the 1920s in chapter 1. I explain patterns of central bank
cooperation and discord over postwar reparations, reconstruction, and the
return to prewar parity in the early interwar years. I highlight the decisive roles
that Strong and Norman played managing the 1920s postwar economy. I show
how their varied relationships with Hjalmar Schacht at the Reichsbank, Inoue
Junnosuke at the Bank of Japan, Emile Moreau at the Bank of France, and sev-
eral private bankers in New York helped or hindered the arrangement of the
bilateral and multilateral loans and credits to manage four interconnected eco-
nomic problems of the decade: financing German reparations; banking crises
in Japan; the return to prewar parity in Britain; and currency stabilization in
Poland, which followed that of Belgium, discussed in the opening of the book.!?”

In chapter 2, I show that this breakdown of the ad hoc cooperation coincides
with the sudden death of Strong in October 1928, and a new cast joins Norman:
George L. Harrison takes over the governorship at the New York Fed, Schacht is
replaced by Hans Luther, and Clément Moret takes over from Moreau. Weak-
ened relations between Norman and his new counterparts in New York and
Berlin after Strong’s death, and Schacht’s departure from the Reichsbank,
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hindered key attempts to rescue the global economy in the early 1930s. I evalu-
ate the failure of central bank liquidity assistance to rescue the Austrian and
German banking systems, Britain’s abandonment of the gold standard, and the
tripartite meetings alongside the 1933 World Economic Conference in London.

Chapter 3 considers the creation of the “Basel Arrangements,” the Reciprocal
Currency Arrangements (also known as the Fed swap network), and the sterling
arrangements of 1964 and 1967. I show that differentiated personal ties among
key players—Charles Coombs in New York, Max Iklé at the Swiss National
Bank, Julien-Pierre Koszul in the Bank of France, Guido Carli of the Bank of
Italy, Johannes Tiingeler at the Bundesbank, and Lord Cobbold and his succes-
sor, Lord Cromer, at the Bank of England—shaped central bankers’ responses
to the troubles brought on by the Bretton Woods monetary system in the 1960s.
I illustrate how interpersonal trust facilitated the creation of the swap networks
by the Fed and by central bankers in Basel in the 1960s. Moreover, despite favor-
able economic and political conditions for bilateral cooperation, weak trust
between Bank of England associates and Charles Coombs at the New York Fed
in 1961 hindered cooperation between their banks.

Chapter 4 leaps forward to the twenty-first century, with an evaluation of
the emergence of the Federal Reserve’s swap network in the wake of the GFC.
I show that the creation of the Fed’s swap network by Ben Bernanke would not
have been possible without the support of Mervyn King, Jean-Claude Trichet in
Europe, and Masaki Shirakawa in Japan. I also offer two brief analyses of why
two important and highly interlinked economies, India and Iceland, did not
benefit from privileged access to the Fed’s swap network. I demonstrate how
differentiated ties among leaders influenced access to liquidity arrangements
during the GFC: unconditional swaps to the G7 economies and Switzerland,
limited swaps (including additional authorization requirements and limits on
drawings) to four emerging markets with a focus on Mexico, and the Fed’s
rejection of swap requests from India and Iceland.

Moving chronologically through these canned histories, my case studies
emphasize that with the dramatic changes in the structure of the international
monetary system, the distribution of monetary power, and the institutional gov-
ernance apparatus over the last century, one constant remains. When crises hit,
central bankers, time again, shed these systems of rules, norms, and conventions
and turn instead to one another, relying on their interpersonal ties to get coop-
erative arrangements off the ground with trusted counterparts.

To conclude, I return to the theoretical and political implications of my argu-
ment and findings. First, the outsized influence of individuals and interpersonal
interactions in creating what may evolve into central features of the global
financial governance framework. Second, that technocratic global governance is
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not immune to personal preferences and affinities influencing policy. I conse-
quently draw attention to the fickleness and sensitivity of financial management
and policymaking to the “who” of global governance. Finally, I return to the
tensions at the core of my argument: the need for a nimble and flexible central
banking system as part of a larger robust and reliable international governance
system and the norms of democratic governance that guarantee and enforce the
public and political accountability of the actors guiding our economies and our
politics through future financial turbulence.



