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The Federal Reserve since the Global Financial Crisis:
Do Foreign Interests Matter to the World’s Economic Hegemon?
Marka Peterson
Abstract: During the 2007-2008 global financial crisis, the Federal
Reserve (Fed) took sweeping steps to help rescue the global economy,
which suffered as much or more than the U.S economy. This paper
examines whether the Fed’s international activities during and since the
crisis indicate the Fed has become more attuned to the interests of others
outside the U.S. To do so, the paper considers three main ways of
characterizing action – other-regarding, reflecting enlightened selfinterest, or reflecting narrow self-interest, and analyses a series of Fed
policy actions according to these categories. I find the Fed has acted with
a mix of enlightened self-interest and narrow self-interest, and in
particular that it acted narrowly self-interested when it perceived that the
U.S.’s interests are so dominant that they are global interests, and when it
perceived that the dominance of U.S. interests cause those interests to
diverge from other global actors’ interests. I also find that the Fed is
more internationally oriented than immediately before the crisis, but has
been internationally oriented at various times in its history. Finally, the
paper briefly considers the implications of these conclusions, particularly
in light of the increasing complexity of the global economy and the ways
that the U.S. does and does not continue to dominant and control that
economy.

INTRODUCTION
It seems obvious now that the international economy is highly interdependent and
interconnected. Anyone who lived through the global financial crisis – which started in the
United States but then spread to the rest of the globe, with devastating economic effects –
would recognize this. Yet many, including officials of the U.S. Federal Reserve (Fed), were
taken off-guard that a crisis originating in the U.S. would have such a significant impact on
the rest of the world. 1 Nevertheless, the world’s economic interdependence now seems
obvious to the U.S. Fed as well. The Fed has acted with a strong international orientation
since the financial crisis, including by coordinating interest rate cuts with other central banks,
extending lines of currency (U.S. dollars) to other central banks to preserve liquidity in their
markets, and working with other foreign actors to revise global systems of banking
regulation. This raises the question whether the Fed’s international actions are driven by a
genuine consideration of how the Fed’s policies and the U.S. economy in general affect
others’ interests, or instead reflect a less “other-regarding” posture such as what many have
called “enlightened self-interest,” or even U.S. self-interest more narrowly defined. This
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See generally Transcript of Federal Open Market Committee Meeting (hereinafter “FOMC Transcript”), Oct.
28-29, 2008 (several officials, including Chairman Bernanke at pp. 116-117, expressed surprise at the severity
of
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international
effects
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the
unfolding
economic
crisis),
available
at
http://www.federalreserve.gov/monetarypolicy/files/FOMC20081029meeting.pdf (last visited June 20, 2015).

paper explores the Fed’s actions during and after the crisis and attempts to answer this
question.
The paper proceeds as follows: Section I provides definitions for the criteria used to
evaluate the Fed’s post-crisis orientation, including “other-regarding,” based on Eyal
Benvenisti’s concept of sovereigns as trustees of humanity, “enlightened self-interest,” and
narrow self-interest. Section II describes several areas of activity by the Fed that it undertook
during and since the crisis and evaluates each of these activities for the Fed’s orientation, and
concludes that the Fed has acted somewhere between enlightened self-interest and narrow
self-interest since the crisis, especially on issues where the U.S. is particularly dominant.
Section III describes the Fed’s posture just before the crisis, showing this was a period when
the Fed was largely unconcerned with international economic inter-connections because it
believed developed economies were insulated from crises in other parts of the world, and
briefly covers the Fed’s posture in a more historical light. Section IV discusses conclusions
and remaining questions.
I conclude that in spite of extensive international engagement, recognition of the
interdependence of the world’s economies, and significant efforts to improve global
economic stability, the Fed has generally acted not with true regard for others or even pure
enlightened self-interest, but a mix of enlightened self-interest and narrow self-interest. This
is particularly true where the Fed views U.S. and global interests – and indeed the dynamics
that drive these interests – as essentially identical because of the dominant place of the U.S.
in the world economy. And in situations where the Fed perceives that U.S. dominance gives
the U.S. different interests from other economies, the Fed more clearly pursues narrow selfinterest. I further conclude that although the Fed is more engaged and concerned
internationally than immediately before the crisis, the Fed has been highly internationally
engaged and has exhibited enlightened self-interest during several periods in its history.
However, as this history also demonstrates, the “need” for the Fed to be engaged in and care
about the rest of the world in an enlightened way does not guarantee that it will.
I. CRITERIA AND METHODS FOR COMPARISON
This section will explain the criteria used to evaluate the Fed’s actions. The three benchmarks
I will use for evaluating the Fed are Benvenisti’s concept of “other-regarding” sovereigns, the
concept of “enlightened self-interest,” and “narrow self-interest.” My definitions include an
account of how others’ interests are treated under each benchmark, because this is necessary
to make the meaning of each benchmark distinct from the others. These definitions may
differ from how others understand them, but if I define them clearly they can be used to
evaluate and characterize the Fed’s actions.
A. Other-regarding

Benvenisti advances a concept of sovereignty that is “other-regarding,” that is, it takes the
interests of humans other than the state’s citizens into account in its policies and actions in
order to respect the full dignity and equality of all humans. His starting point is that the world
is now too “small” in various ways – too interconnected and too crowded – to support a

concept, either resource-wise or legitimacy-wise, of sovereignty that disregards any interests
except those of its citizens. 2
Based on his analysis of sovereignty, he posits four minimum obligations to support
sovereigns as trustees of humanity. First, the state should take account of others’ interests.
This does not mean giving priority to those interests – a state is still permitted to give priority
to its own citizens – but the state should give others’ interests “due regard” by “weigh[ing]
the interests of other stakeholders and consider[ing] internalizing them into their balancing”
of various interests.3 He also says the interests of the entire collective (of humans) is more
important than the interests of other nations individually.4 The obligation to consider others is
the basic, substantive, day-to-day obligation that states should follow in making policy.
Second, states have a minimum procedural obligation to provide affected stakeholders
with both a meaningful opportunity to voice their concerns and reasons for the state’s
ultimate policy choices.5 Third, the state must accommodate others’ interests if it can do so
at no cost to itself. Fourth and finally, the state must affirmatively seek to prevent harm –
apparently even at the expense of its own interests – in the case of catastrophes. This would
include not just harm to another state, but also damage to global welfare or global resources.6
Finally, Benvenisti explains that his concept is based on first principles – regard for
the full dignity and equality of every human – and that it therefore provides a basis for calling
on states to modify their behavior “even without assured reciprocity.”7 Thus his concept,
although it allows for states to prioritize their own interests to a large extent, nevertheless
also rests on the foundation that in recognizing others’ interests, states must do so without
expecting reciprocity. Even if a state’s action benefits the state itself, the state’s purpose in
acting specifically with respect to others should be for the sake of the other, and not with the
expectation that acting for the other will in turn benefit the state. This last point is the most
helpful for distinguishing between enlightened self-interest and other-regarding, as explained
below.
These obligations constitute the minimal vision of sovereigns-as-trustees. They are
sufficient for determining whether the Fed has acted in an other-regarding way since the
crisis because the Fed has not met these minimal standards.
B. Enlightened Self-Interest

A second benchmark against which to compare states’ (or other actors’) policies and actions
is the concept of “enlightened self-interest.” Enlightened self-interest, as I define it, is
reflected in actions when the actions on their face benefit someone else, but they also benefit
the actor in turn. Often the “other” affected is not just another individual but the actor’s
community or society at large. Indeed a defining characteristic of enlightened self-interest is
2

Eyal Benvenisti, Sovereigns as Trustees for Humanity: On the Accountability of States to Foreign
Stakeholders, AM. J. OF INT’L L. 295, 295-96 (April 2013).
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Id. at 314.
4
Id. at 312-13.
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Id. at 318.
6
Id. at 325-26.
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Eyal Benvenisti, AJIL Symposium: Benvenisti response to Klabbers, McCrudden, Von Bogdandy and Schmalz
(Opinio Juris, July 25, 2013), available at http://opiniojuris.org/2013/07/25/ajil-symposium-benvenistiresponse-to-klabbers-mccrudden-von-bogdandy-and-schmalz/ (last visited May 20, 2015).

that the self-interest realized by the actor is typically the benefit to the actor of having her
relevant community improve. 8 The acts are “enlightened” because the actor must have
enough foresight to recognize the interconnections between those she affects and her own
interests. She also often has to wait for the benefits of her acts to accrue; hence enlightened
self-interest is also sometimes equated with long-term self-interest.
Narrow Self-Interest
The benchmark of “narrow self-interest” are those situations where the actor pursues
her own self-interest in a way that directly benefits the actor. The actor may or may not
harm others’ interests. Some call this pursuing short-term interests at the expense of longterm interests, but because those two concepts do not have a clear dividing line, I distinguish
them according to how the actor treats others’ interests.
In terms of how to distinguish enlightened self-interest from other-regarding,9 otherregarding requires that the actor not expect, or undertake the act with the purpose of gaining,
reciprocity from the other who benefits.10 With enlightened self-interest, reciprocity – in the
sense of the act eventually accruing to the benefit of the actor – is always present.
Comparing enlightened self-interest with the four different types of other-regarding
action further illustrates this difference based on reciprocity: With respect to the first
element, it is true that the other-regarding concept can still result in acts that benefit the actor,
because the obligation is only to take others’ interests into account and the state’s interests
can still take priority. But the state’s interests would not benefit because of taking the other’s
interests into account. The same is true with respect to the second element, giving others a
voice and an explanation – any benefit to the state (for example policies that reflect more
foresight) would be incidental. In the third element (the obligation to help if it doesn’t cost
the state), states may take account of whether the act will cost them, but they do not consider
whether – and they do not act because – the act will benefit them. Finally, acting under the
fourth element is at the expense of the state’s interests (the state must help in a catastrophe).
In contrast to each of these situations, a state acting on the basis of enlightened self-interest
would always consider whether and how the act would eventually benefit the state.
Comparing enlightened self-interest to narrow self-interest, enlightened self-interest is
indirect: the actor’s course benefits the actor because the action benefits a group or a system
of which the actor is part. The self-interest recognized (and served) by the actor is dependent
on benefit to others; this is why enlightened self-interest requires that the actor recognize the
interdependence of her welfare and others’. In contrast, narrowly self-interested actions are
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Christopher McCrudden compares enlightened self-interest to Benvenisti’s other-regarding concept but he
does not define enlightened self-interest. Christopher McCrudden, AJIL Symposium: Comment on Eyal
Benvenisti, Sovereigns as Trustees of Humanity (Opinio Juris, July 15, 2013), available at
http://opiniojuris.org/2013/07/25/ajil-symposium-comment-on-eyal-benvenisti-sovereigns-as-trustees-ofhumanity/ (last visited June 20, 2015).
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See supra note 7 and accompanying text.

intended to benefit the actor directly, and are not intended to benefit others or even the
actor’s group at large, although they might do so incidentally.
The paper also briefly considers whether action by the Fed that appears narrowly selfinterested could instead be a “tit-for-tat” response within an overall enlightened self-interest
framework. As explained below, the “tit-for-tat” strategy, in which actors choose selfinterested options at the expense of other actors only when the other actor does so first, has
been identified as the best strategy for engendering mutually beneficial cooperation over the
long-term.11
Finally, a brief explanation about how the Fed’s actions are described and evaluated.
The paper does not evaluate the technical economic rationality of Fed actions or policies,
even to the extent of whose interests actually benefit. Rather, it uses the Fed’s own portrayal
of actions and who they benefit, and also considers the views of others, in particular the
international community, for additional views on whose interests are served. Thus the paper
uses actors’ self-perception of their interests for evaluation. Similarly, the paper relies
heavily on the Fed’s own statements. In this way it also considers the Fed’s self-perception
and the image it seeks to project.
The paper proceeds this way because there is broad disagreement about the wisdom
and benefits of most economic policies; thus such an analysis would require taking a firm
position on economic theory in a paper that is intended to be descriptive. Second, in seeking
to determine whose interests are served by an actor, the actor’s own perceptions are the most
relevant to discerning the actor’s motivation, and here the actor’s statements are the primary
source of this information. The paper examines outside opinions primarily to counter the
inevitable fact that the Fed will tend to state a policy’s winners and benefits but not its losers,
but in some cases I discount criticisms of the Fed where they seem obviously wrong – such
as criticism from libertarian politicians that the Fed’s swap lines constituted “passing out
dollars” to other countries, since the consensus was that the swap lines did not cost the Fed or
the U.S. anything.12
Similarly, the paper treats the Fed as a monolithic institution, which it clearly is not.
Fed governors and officials have disagreements and debates behind closed doors, and even in
speeches different officials emphasize different themes (although Fed officials are, in fact,
fairly unified on policy matters and how they define U.S. interests in their public statements,
as the examples below will reflect). Nevertheless, the paper is not trying to discover how the
Fed makes policy or why it produces certain outcomes, but only how to characterize that
outcome, the resulting policy. The rest of the world experiences Fed policy as a unified
thing. Thus, I also take Fed actions and statements as representative of the institution, in
order to describe and evaluate the product of that institution. Similarly, the Fed is obviously
constrained by various other institutions: Congress, which has defined the Fed’s statutory
power and mission;13 political constraints which the Fed may experience through Congress;
11

ROBERT AXELROD, THE EVOLUTION OF COOPERATION, Basic Books (2006). See infra notes 62-66 and
accompanying text.
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See infra note 37 and accompanying text.
13
In this regard, the Fed’s enabling statute, the Federal Reserve Act, defines the Fed’s mission somewhat
narrowly but without precluding other goals: It requires that the Fed establish monetary policy in order to
“promote effectively the goals of maximum employment, stable prices, and moderate long-term interest rates.”
The Federal Reserve Act, 12 U.S.C. § 225a. This is the only statement of the Fed’s mission, as such, in the

Executive branch institutions such as the President and the U.S. Treasury; and general public
opinion. The paper does not address this question – the why or how of Fed policies – but,
again, seeks to describe and characterize them as an initial project.
II. THE FED IN ACTION: FIVE EXAMPLES FROM THE CRISIS
This section will briefly describe five areas in which the Fed acted during and after the crisis
with an international connection, and evaluate each area for the posture the Fed has taken
towards the rest of the world. The five areas are (1) coordination with other central banks
during the crisis; (2) liquidity swaps with other central banks; (3) tracking the effects of the
crisis on Emerging Market Economies (EMEs); (4) adopting regulations for foreign banking
organizations in the U.S.; and (5) negotiation of Basel III international banking regulations
and implementation of the standards in the U.S.
In these five areas, the Fed’s activities and statements 14 exhibit common themes,
which the remainder of the paper will further illustrate. First, the Fed undoubtedly recognizes
the strong interconnections between U.S. economic interests and those of the rest of the
world.15 Relatedly, although the Fed repeatedly acknowledges these interconnections and
discusses policy measures on the international level to promote global stability or some
aspect thereof, Fed officials often do so without articulating the actual motivation behind
specific goals.16
Secondly, when the Fed has explained the motivation for policies directed at global
issues, it has done so in terms of specific benefits to U.S. economic interests. Thus the Fed
has explained repeatedly to Congress and the public that international cooperation and
regulation of the financial sector is important for two primary reasons: one, they are
necessary to promote international financial stability, which in turn protects U.S. financial
stability because of the interdependence among world economies; and two, they are
necessary to create a level playing field internationally and ensure that internationally active
U.S. financial institutions are not at a competitive disadvantage.17
entire Act. Thus it appears that as long as the Fed is generally serving these goals and meeting other specific
statutory requirements of the Act, its policies can serve other interests as well without running afoul of its
statutory mission.
14
In citing the Fed’s speeches and testimony, I will provide a full cite and then subsequently will cite just name
and date (e.g., “Bernanke speech (Aug. 21, 2009)”). All speeches and testimony are available on the Federal
Reserve’s
website
under
“News
and
Events,”
available
at
http://www.federalreserve.gov/newsevents/default.htm (last visited June 20, 2015).
15
See, e.g., Chairman Ben S. Bernanke, Reflections on a Year of Crisis, Remarks before the Federal Reserve
Bank of Kansas City's Annual Economic Symposium (Aug. 21, 2009) at 1; Chairman Ben S. Bernanke,
Emerging from the Crisis: Where Do We Stand? Remarks at the Sixth European Central Bank Central Banking
Conference (Nov. 19, 2010); Vice Chairman Stanley Fischer, The Federal Reserve and the Global Economy,
Remarks at the Per Jacobsson Foundation Lecture (Oct. 11, 2014) at 1-3; Vice Chairman Donald L. Kohn,
International Perspective on the Crisis and Response, Remarks at the Federal Reserve Bank of Boston 54th
Economic Conference (Oct. 23, 2009) at 1.
16
E.g., Chairman Ben S. Bernanke, Liquidity Provision by the Federal Reserve, Remarks at the Federal Reserve
Bank of Atlanta Financial Markets Conference (May 18, 2008) at 4 (“In such cases [of extreme financial
distress], central banks may find it essential to work closely together. For this reason the Federal Reserve, the
EBC and the Swiss National Bank [have taken coordinated action].”).
17
E.g., Governor Daniel K. Tarullo, Capital and liquidity standards, Testimony before the House Comm. on
Financial Services (June 16, 2011); Governor Daniel K. Tarullo, International cooperation and financial
regulatory modernization, Testimony before the Subcomm. on Security and Int’l Trade and Finance, Senate
Comm. On Banking, Housing, and Urban Affairs (July 20, 2010) at 1. See also Kohn speech, Oct. 23, 2009 at 2-

Relatedly, when the Fed has stated that it has global responsibilities because of the
impact the U.S. has outside its borders, it often couples these statements with explanations or
caveats that its mandate is purely domestic and it must – and does – promote U.S. interests
through its international involvement. For example, in a 2014 speech, Vice Chairman
Stanley Fischer announced he would answer the question “What is the Federal Reserve’s
responsibility to the global economy?” He answered forcefully that the Fed’s responsibilities
“do not stop at our borders,” and the Fed must take actions “that also benefit the world
economy.” But, he explained, this is because the U.S. and other economies have important
feedback effects on each other, and the U.S. cannot make good domestic policy “in the
interest of the U.S. economy” without taking these feedback effects into account. 18 Thus, the
U.S. has a global responsibility not because it has chosen to play this role or take on an
altruistic obligation, but because it must play this role based on how its economy is
intertwined with the global economic system.
Third, Fed officials often speak interchangeably about U.S. and international
interests, 19 equate U.S. economic interests with global economic interests, and assert the
“unique dominance” of the U.S. in the world economy.20 One key area where the Fed has
done this is liquidity, because the unique role of the U.S. dollar as the dominant international
currency means that international liquidity issues will directly translate into domestic
liquidity issues, as explained in more detail in the subsection two on liquidity swaps.21
Because these themes focus on U.S. interests, they do not reflect an other-regarding
posture. If it had an other-regarding posture, the Fed would consider others’ interests for
their own sake, without framing international activity and the U.S.’s role in the world in
terms of U.S. interests.
Rather, these themes reflect a mix of enlightened self-interest and narrow selfinterest. They reflect enlightened self-interest because they indicate the Fed recognizes the
interdependence among world economies, and seeks to improve the stability and well-being
of other economies and the international economy generally because these factors in turn
impact the U.S. economy: Working to improve the international situation improves the U.S.
situation because of their interdependence.
The Fed’s posture also includes narrow self-interest as well, however, because the
Fed directly equates U.S. and international interests; for example, the dominance of the U.S.
dollar in the world economy causes the Fed to view international liquidity as an issue of

4 (swap lines reduced dollar funding pressure at home, international regulation prevents regulatory arbitrage,
and a resilient financial system requires international collaboration because the financial system is globally
integrated).
18
Fischer speech (Oct. 11, 2014) at 4.
19
E.g., Chairman Ben S. Bernanke, Financial Regulation and Supervision after the Crisis: The Role of the
Federal Reserve, Remarks at the Federal Reserve Bank of Boston 54th Economic Conference (Oct. 23, 2009) at
4 (speaking interchangeably about both the global and domestic economic “system” in advocating the need to
regulate systems and not just individual firms); Chairman Ben S. Bernanke, Policy Coordination Among Central
Banks, Remarks at the Fifth European Central Bank Central Banking Conference (Nov. 14, 2008) at 3.
20
E.g., Fischer speech (Oct. 11, 2014) at 4; Bernanke speech (Nov. 14, 2008) at 2.
21
E.g., Fischer speech (Oct. 11, 2014) at 4 (“These financial responsibilities do not stop at our borders, given …
the unique position of the U.S. dollar as the world’s leading currency for financial transactions.”); Bernanke
speech (Nov. 14, 2008) at 2 (“the continued prominent role of the dollar in international trade, foreign direct
investment, and financial transactions contributes to dollar funding needs abroad”).

direct self-interest to the U.S.22 A purely enlightened approach would aim to improve the
global condition and expect this to benefit the U.S. indirectly, based on improving the whole
regime. In contrast, when it equates global and U.S. interests and their underlying dynamics
or systems, the Fed is pursuing U.S. interests directly by also safeguarding or promoting
global interests. Because it is pursuing its own direct self-interest, this exhibits narrow selfinterest even if the Fed’s actions also benefit others.
A. Coordinated Action with Other Central Banks

In October 2008, as the global crisis deepened for many economies around the world, the G7
group of countries announced their central banks would take extensive coordinated action to
avert a deep global recession. 23 On October 8, the banks agreed to a simultaneous interest
rate cut by each of the banks. On October 10, the G7 announced it had agreed to work
together to stabilize the global financial system by preventing the failure of systemically
important banks, providing deposit insurance and other guarantees to support consumer
deposits and boost consumer confidence, and enhancing liquidity in credit markets.24
The Fed has pointed out that the coordinated action taken by the central banks was a
rare event, indicating that the Fed as well as foreign actors were pushed to more
internationally-minded action by the crisis.25 The G7 felt these actions were necessary in the
wake of individual, uncoordinated action that had not stemmed the downturn.26 Indeed, the
Fed stated afterwards that it believed the coordinated action had prevented the crisis, as bad
as it was, from devolving into a complete collapse of the global financial system.27
Similarly, President Bush’s statement issued in conjunction with the agreement
emphasized the interdependence among countries’ economies and the need to work together
to avoid pursuing a narrow self-interest that would ultimately harm everyone. Nevertheless,
he stopped short of taking responsibility on behalf of the U.S. for others’ interests or fates,
stating “[t]he United States has a special role to play,” and exhorting cooperation as in
everyone’s interests.28
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Indeed it is not just the interests that are viewed as the same but the systems themselves. International
requirements for dollars and U.S. requirements for dollars draw from the same resource. As a result
international and domestic liquidity are somewhat indistinguishable for the Fed, so the corresponding interests
in maintaining them are too.
23
All G7 members’ central banks participated except the Bank of Japan, which expressed its “strong support.”
Federal Reserve Press Release, Joint Statement by Central Banks, Oct. 8, 2008, available at
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President Bush Meets with G7 Finance Ministers to Discuss World Economy, G7 INFORMATION CENTER,
October 11, 2008, available at http://www.g8.utoronto.ca/finance/fm081011-bush.htm (last visited May 13,
2015); Bernanke speech (Aug. 21, 2009) at 4.
25
See Bernanke speech (Nov. 14, 2008) at 1.
26
Id.; see also The Biggest Bet in the World, THE GUARDIAN, Oct. 12, 2008 at 2, available at
http://www.theguardian.com/business/2008/oct/12/creditcrunch-economics (last visited May 25, 2015).
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Bernanke speech (Aug. 21, 2009) at 4.
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White House Press Release, President Bush Meets with G7 Finance Ministers to Discuss World Economy, G8
INFORMATION CENTRE, Oct. 11, 2008, available at http://www.g8.utoronto.ca/finance/fm081011-bush.htm (last
visited May 25, 2015) (“As our nations carry out this plan, we must ensure the actions of one country do not
contradict or undermine the actions of another. In our interconnected world, no nation will gain by driving down
the fortunes of another. We're in this together.”).

In terms of how to characterize the Fed’s participation in the coordinated central
banks’ action, the Fed recognized that the interconnections among economies could cause the
crisis to lead to a general collapse of the global system of which the U.S. is part. It also acted
cooperatively to prevent this. Such actions, which involve working with others to pursue
mutually-beneficial policies, recognize U.S. interdependence with others and seek to benefit
the U.S. by ensuring the interdependent system functions well generally, because this is in
the U.S.’s interests. It is distinguishable from the Fed directly equating U.S. and international
interests/issues, which is more narrowly self-interested. Thus the coordinated action that the
Fed took with other central banks during the crisis evinces an enlightened self-interest
posture by the Fed based on recognizing the dependence of domestic economic interests on
global financial stability, and not an other-regarding or narrowly self-interested posture.
2. Currency Swaps with other Central Banks
During the crisis, starting in October 2007, the Fed authorized so-called “currency” or
“liquidity” “swap lines” or accounts containing U.S. dollars that foreign central banks could
draw on for lending within their own markets, to preserve dollar liquidity in those markets.
The swap lines were made available to specific central banks for specific periods of time.
The foreign central banks also made available accounts containing their currencies for use by
the U.S., but the real purpose was to provide liquidity in dollars in foreign markets; the Fed
did not experience any liquidity issues with regard to foreign currencies during the crisis.
The mechanics of the swaps – somewhat simplified – are that the Fed would use
dollars to purchase foreign currency of the target central bank (thus providing the bank with
dollars); at the same time, the central bank would sign a contract promising to buy back its
currency (in dollars) at a fixed time in the future at a fixed rate, which also provided the Fed
with interest on the effective “loan” of dollars. 29 The program stayed in place through
February 2010, was terminated briefly, and then resumed in May 2010. In October 2013 the
Fed announced the swap lines would be converted to standing arrangements with several
foreign central banks and remain in place until further notice.30
The Fed said the swap lines served U.S. interests because they supported the financial
stability of important economies that could have spillover effects on the U.S. and the global
economy.31 It also asserted a rationale more directly related to U.S. interests: that because
U.S. dollars are the most widely used currency in the world, and the U.S. itself depends on
dollars to preserve liquidity in its own credit markets, a liquidity crunch abroad would
directly affect liquidity in the U.S. 32 In this regard, then-Vice Chairman Timothy Geitner
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FOMC Transcript (Oct. 28-29, 2008), supra note 1 at 11-13.
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See Fischer speech (Oct. 11, 2014) at 2 (because the dollar is the most widely used currency, U.S. interests
automatically have an international dimension); Chairman Ben S. Bernanke, Economic Challenges: Past,
Present, and Future, Remarks at the Dallas Regional Chamber (April 7, 2010) at 3 (swaps were provided after
liquidity crunches in other places began to squeeze the credit available in the U.S.); Vice Chairman Stanley
Fischer, Monetary Policy Lessons and the Way Ahead, Remarks at the Economic Club of New York (March 23,
2015) at 1; Kohn speech (Oct. 23, 2009) at 2 (providing dollars to foreign banks “reduced the pressure on dollar
funding markets here at home”). See also Neil Irwin, Fed’s Aid in 2008 Crisis Stretched Worldwide, N.Y.

iterated the special role of the U.S. in the world, while making clear at the same time that
fulfilling this special role is in the U.S.’s interests rather than being altruistic:
Another way to think about [currency swaps] is that the privilege of
being the reserve currency of the world comes with some burdens. Not
that we have an obligation in this sense, but we have an interest in
helping these guys mitigate the problems they face in dealing with
currency mismatches in their financial systems.33
Indeed, although the Fed ultimately initiated swap lines with several central banks, it
did not extend swap lines to all countries that wanted or needed liquidity. In its Open Market
Committee Meeting considering swap lines for four emerging market economies (Brazil,
South Korea, Singapore and Mexico), the consensus of Fed officials was that approval rested
on two factors, the systemic importance of these economies to the U.S., and their “prudent
policies and large reserve holdings” which made them relatively likely to repay the swap
funds or even not use them.34 Further, Fed officials discussed strategies to limit providing
swap lines to additional emerging market economies that were not important enough to the
world economy to impact U.S. interests.35 This indicates swap lines were intended to help
U.S. interests, even if they also directly benefited global interests.
The central bank swap lines are a clear example of the Fed directly equating
international and domestic U.S. economic interests: in effect, the U.S. has a direct interest in
maintaining liquidity in global markets because the global currency is dollars, so liquidity
problems in other markets translate directly into liquidity problems at home.
In terms of how swap lines should they be classified, they might be viewed as otherregarding, because the Fed decided to provide critical economic assistance to several central
banks. This is not the case, however. The Fed did not take other economies’ interests
genuinely into account, give them a voice, or provide the swap lines without expecting a
reciprocal benefit to the U.S., because as stated above, the Fed recognized it was a matter of
critical importance to the U.S. to preserve global liquidity. If there is any doubt about this,
the fact that the U.S. extended swap lines to some countries, but refused to extend swap lines
to other countries that it considered less important to the U.S., indicates the Fed performed a
purely interest-based calculation. In fact, for the countries for which the Fed refused swap
lines, the Fed might have been expected to provide this help, according to the other-regarding
maxim that one must help regardless of cost to oneself to prevent harm during a
catastrophe.36
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Rather, the swap lines appear to fall somewhere between enlightened self-interest and
narrow self-interest. The swap lines demonstrate enlightened action because they show the
Fed recognized the interdependence of global interests in preserving liquidity, and preserving
liquidity did assist the whole global system, of which the U.S. is a part and which thus
indirectly benefited the U.S. But the swaps were also narrowly self-interested because the
Fed directly equated the need for liquidity in the global system with the need for liquidity in
the U.S. And the rejection of swap lines for countries that were not economically important
to the U.S. reinforces the narrow self-interest of these acts. As such the Fed was pursuing a
direct U.S. interest, not helping a larger system with merely the expectation of indirect
benefit as a member of that system. Because the Fed expected – and acted to ensure – that the
benefit would accrue directly to the U.S., its action was also narrowly self-interested. The
swap lines thus fall between enlightened and narrow self-interest. 37
C. Tracking the Effects of the Crisis on EMEs
During and in the aftermath of the crisis, the Fed periodically reviewed the effects of the
Fed’s policy of quantitative easing (lowered interest rates and bond buying) on emerging
market economies (EMEs). Economic theory posits that lowering interest rates in one
country can cause capital to exit that country and flow into another, with detrimental effects
such as currency appreciation and unstable, rising asset prices as well as the general inability
to control monetary policy through traditional domestic means in the receiving country. 38
Given the steps that the U.S. and other developed country central banks took to ease credit,
the potential seemed high that capital would flow heavily into EMEs and destabilize these
economies.
The Fed concluded its policies have not harmed EMEs in this respect, but its tone is
defensive and its support is equivocal. Thus Chairman Bernanke reviewed economic research
purportedly showing that advanced economies’ monetary policies are not the primary
determinant of capital flows to EMEs, but also cautioned that to the extent accommodative
policies by the U.S. harmed EMEs by stimulating capital inflows to those countries, these
negative effects must be balanced against the benefits of these policies – namely that as
advanced economies recover, their demands for exports from EMEs will increase. 39 This
equivocal picture was similarly reflected in a speech by Governor Powell. Powell made
many of the same points, but also acknowledged that advanced economies’ policies will
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affect capital inflows to EMEs and that such policies may contribute to financial instability in
EMEs including dangerous asset price bubbles and too-rapid expansion of credit.40
Outside criticism was more pointed, stating that U.S. accommodative policies had put
EMEs in a difficult position.41 Others accused the U.S. and other advanced economies of
waging a currency war which only advanced economies, and not EMEs, could win.42 These
critics contended that advanced economies’ policies indeed destabilized EMEs.43 The Fed
was similarly charged with ignoring the effects of its announcement that it might end
quantitative easing soon. 44 On balance, especially given the charges of accommodative
easing’s negative impact on EMEs, the Fed’s concern about EMEs appears to be somewhat
superficial and more of a defense of its policies than genuine concern for EMEs.45
At first glance the Fed’s concern for the impact of its accommodative policies on
EMEs may seem to exhibit an other-regarding character, because the Fed appears to be
taking account of how its policies impact others’ interests, thus giving others’ interests “due
regard.” 46 However, the Fed’s concern is actually superficial and defensive rather than
genuine, as explained above. Moreover, the Fed considered the impact on EMEs after its
accommodative policies had been in place for some time, not while it was formulating
them.47 Therefore I conclude the Fed’s apparent concern for EMEs is not other-regarding. Is
it then narrowly self-interested? I believe so. In announcing its policies did not harm EMEs,
the Fed disregarded information about the significant, negative effects of its policies that
others, including its own governors, recognized. Thus the Fed seemed concerned primarily
40
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with justifying its policies, and not with taking honest account of their effects. Indeed the Fed
caused severe international capital flow swings when it announced it might taper its bondbuying program (the equivalent of raising interest rates) in the spring of 2013.48 The negative
effects of the so-called “Taper Tantrum” included sparking political chaos in Ukraine, which
clearly compromised long-term U.S. interests in global economic and political stability. 49
The Fed does seem chastened since this event, and has promised to give more advance and
explicit warnings when it is considering interest policy changes in order to mitigate effects on
EMEs in particular.50 Nevertheless, for the reasons above, the Fed’s actions in considering
the effects of its rate changes on EMEs were narrowly self-interested, not enlightened or
other-regarding.
D. Domestic Regulation of Foreign Banking Organizations
The regulation of foreign banking organizations (FBOs) by the Fed is also narrowly selfinterested and harms foreign and international interests. In the aftermath of the crisis, the Fed
enacted new regulations for U.S. branches of foreign banks that were controversial. The rules
require that foreign banking organizations with foreign branch assets of more than $50 billion
establish a U.S. holding company over their U.S. subsidiaries, and subject those FBOs to
generally the same capital standards that apply to U.S. bank holding companies and to the
Fed’s rules regarding capital plans and stress tests.51
The regulations were enacted after two significant relevant events: first, during the
crisis, some countries engaged in “ring-fencing” assets, that is, asserting claims to banking
assets in the country and refusing to let such assets be used to support overseas bank branches
of domestic banking corporations or refusing to let assets of U.S. creditors from being
recovered from those countries.52 Second, in the regulatory aftermath of the crisis, some
countries, notably the U.K., enacted laws that similarly “ring-fenced” certain assets
prospectively.53
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Indeed these events are reflected in the reasons the Fed said the rules were necessary.
First, it said whereas FBOs in the U.S. in the past had tended to be recipients of funds from
their foreign parents, this had shifted to FBOs becoming large borrowers of U.S. dollars that
they sent to their banking parents – shifting from receiving dollars to sending dollars.54 This
in turn resulted in the possibility that U.S. depositors’ capital would be trapped overseas
during a crisis.55
Second, it said the global financial crisis showed that cross-border banking
organizations that are regulated only through their host country may provide incentives for
home or host countries to ring-fence financial assets –to corral a bank’s assets for use by the
home or the host country, even if this is unfair in the sense of favoring some creditors over
others or if this might threaten the financial stability of branches in other locations. Third,
the Fed claimed that the crisis showed that home countries might not back-stop overseas
branches of their banking organizations, and indeed noted that in the wake of the crisis some
countries had enacted laws that made it more difficult for the government to provide financial
support to troubled overseas bank branches, a reference to post-crisis ring-fencing noted
above.56
Critics, including foreign governments, complained that the new rules gave U.S.
banks a competitive advantage over foreign banks located in the U.S. More significantly,
they complained that the FBO regulations continued a “trade war” begun by the U.K.’s
decision to ring-fence domestic retail banking assets,57 and reflected a “go it alone” approach
that could lead to regulatory arbitrage and “re-nationalizing” bank supervision, which could
lead to global imbalances.58 They similarly accused the Fed of pursuing this strategy at the
expense of attempts to coordinate supervision of cross-border banking institutions at the
international level. 59 Thus the Fed was accused not only of favoring U.S. interests
substantively, but also of abandoning efforts to attempt to resolve the issue through
international coordination and instead taking unilateral action that could engender race-to-
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the-bottom-type competition among nations, the dynamic that states involved in international
post-crisis cooperation were specifically seeking to avoid.60
The Fed’s response was two-fold: it stated it was responding to ring-fencing and
similar phenomena, and it asserted the U.S. is unique because of the prevalence of dollars in
the global market and foreign demands to be in the U.S. market, and thus “[international
supervision] cannot provide complete protection against risks engendered by U.S. operations
[of foreign banks] as extensive as those of many large U.S. institutions.”61
The Fed’s regulation of FBOs is probably narrowly self-interested, depending on how
one weighs the second justification advanced by the Fed, that the U.S.’s uniquely dominant
position in the world economy as a host of foreign banks requires it to regulate those banks in
a more intrusive, unilateral way. If one does not take this seriously, then the Fed’s regulation
appears to favor U.S. interests in a quite narrow, short-term way: The Fed may well have a
legitimate interest in countering other countries’ ring-fencing actions to protect the U.S.
economy. But since the criticism is not just that the Fed is regulating to counter ring-fencing
but also imposing regulations unilaterally, without attempting to coordinate with other states,
the Fed seems to be placing immediate U.S. interests above longer-term U.S. interests. Such
longer-term interests, or enlightened self-interest, include the benefits of avoiding ringfencing and similar race-to-the-bottom tactics and instead promoting the level playing field
the U.S. has sought in other areas.
Even if one credit’s the Fed’s assertion that unilateral FBO regulations are necessary
because of the U.S.’s dominant position, however, this does not mean the Fed’s acts
exhibited enlightened self-interest. Is acting unilaterally and against others’ self-interests
(perhaps narrowly defined themselves), but making the global system more stable, consistent
with enlightened self-interest? The argument in favor is that the act benefits the global
system, which benefits others, and of course the action is based on recognizing U.S.
interdependence with the global system, all of which accords with enlightened self-interest.
But the argument against is that the Fed forewent the clearly enlightened alternatives – the
“high road” of international cooperation and regulation – in favor of unilateral action that,
even if it benefits the global system, directly serves U.S. interests at foreigners’ expense.
Even if the U.S. neede more stringent or otherwise different regulation from other countries,
the Fed still could have negotiated to place its regulations in a broader international
framework and work to mitigate or eliminate individual ring-fencing, but it chose not to. In
my view, therefore, the rejection of the enlightened, “race-to-the-top” alternative by the Fed
puts this act in the narrowly self-interested category.
Notably, in this example, the U.S.’s dominance in the global system caused the Fed to
distinguish U.S. interests from others’ in the global system. On the issue of dollar liquidity,
the dominance of the U.S. caused the Fed to directly equate U.S. and global interests and
issues. In both cases where the Fed perceives the U.S. as uniquely dominant, it has acted to
serve U.S. interests directly, and thus to act based more on narrow self-interest than
enlightened self-interest. Nevertheless here, where the Fed perceives U.S.’s interests as
60
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significantly different from others’, it acted more narrowly self-interested than with respect to
liquidity.
The other possibility is that the Fed’s actions were indeed taken in retaliation for other
countries ring-fencing their assets during and since the crisis, but that this retaliation reflected
a decision to engage in reciprocity that nevertheless still fits within an overall enlightened
self-interest approach. The theory that allows for retaliation within a framework of
cooperation is the “tit-for-tat” theory of cooperation identified by Robert Axelrod.62 Axelrod
showed that “tit-for-tat,” is the most effective strategy for promoting long-term cooperation,
given a setting in which individuals pursue their self-interest without a central authority.63
According to the strategy, an individual acts cooperatively at the outset, responds in kind if
other actors “defect” by not cooperating (deciding in their own short-term self-interest), and
then “forgives” following the retaliatory response-in-kind by returning to the cooperative
behavior. Thus an uncooperative act may still reflect an overall strategy of cooperation, if it
is merely reciprocating another actor’s uncooperative act.64
The long-term, mutually beneficial cooperation allowed for by tit-for-tat is thus the
quintessential pursuit of enlightened self-interest: recognizing the interdependence of our
interests, and foregoing immediate short-term benefit at others’ expense in favor of choices
that benefit everyone, including ourselves. Therefore, if the Fed enacted its FBO rules to
retaliate against other countries for ring-fencing, they might reflect reciprocity that is part of
a larger tit-for-tat strategy, in which the Fed is consistently focused on promoting long-term
cooperation.
This does not seem likely, however, because the Fed put in place a rule that will apply
going forward. Tit-for-tat requires that actors have the opportunity to interact repeatedly over
time in order to engage the full pattern – cooperation, reciprocity, forgiveness/return to
cooperation. It is true that the actors here – the Fed and other economic players – have longterm and frequent interactions in the overall global economic system that make cooperation
likely (what Axelrod would call a large “shadow of the future”), 65 so the Fed rule could be
seen as merely one move in a long series of policy actions aimed largely at cooperation. And
other actors not only ring-fenced assets during the crisis but also enacted ring-fencing rules
going forward, so the Fed’s response might be seen as reciprocal in scale. However, there do
not appear to be opportunities for a series of continued interactions in this specific area now
that the rules are in place – nor are the actors expecting or hoping that future economic crises
would provide such opportunities for action and response. Moreover, the Fed did not clearly
communicate that its actions were retaliation, whereas tit-for-tat requires “clarity of
behavior” so other actors can “adapt” to the cooperative behavior.66
Similarly, tit-for-tat is a strategy for achieving cooperation among actors in the
absence of a central authority; here the Fed asserted that its uniquely dominant position drove
its behavior, thus claiming its interest to be on a completely different level from others and
not susceptible to cooperation, essentially taking itself out of the game. Accordingly,
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although a true tit-for-tat response could reflect enlightened self-interest, here the Fed’s
actions appear motivated by narrow self-interest.
E. Implementation of Basel III
The Basel Committee on Banking Supervision (“Basel Committee”) is an
international body created by the central banks of the G10 economic group. 67 The
Committee, acting through top regulators from participating countries, sets international
standards for banking regulation. Although the standards are non-binding, most countries
implement them. Prior to the financial crisis, the Basel Committee devised its first round of
banking standards, known as “Basel I” in 1988. The second round, Basel II, followed in
2004 but some countries, including the U.S., had not fully implemented Basel II by the start
of the financial crisis in 2008. After the financial crisis, regulators (U.S. and foreign)
negotiated and published a new set of international regulations, “Basel III.” Basel III
primarily revises capital and liquidity requirements for banks. In June 2012, the Fed issued
proposed rules to implement Basel III, and in July 2013, it adopted final rules to this effect. 68
The final U.S. rules address the new Basel capital requirements for banks. They allow a
phase-in of capital requirements such that the rules will be fully effective in 2019, per the
Basel III standards.
The Fed’s efforts in negotiating, promoting and defending Basel III are notable
because they indicate the Fed believed strongly in this new system of international regulation
for banks. Thus the Fed was heavily involved in negotiating and drafting Basel III
standards.69 In addition, when it proposed rules implementing Basel III domestically, the Fed
came under heavy criticism from Congress and banking interests,70 but defended Basel III
and largely held its course.71 It also implemented the Basel III standards – and did so timely
– in contrast to Basel II. 72 In addition, the Fed’s justifications for negotiating and
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implementing Basel III identify global interests that in turn serve U.S. interests: global
financial stability helps ensure U.S. financial stability, and international regulation ensures a
competitively level playing field for U.S. firms.73
Because the rationales the Fed advanced in support of Basel III are framed in terms of
how international regulation helps ensure U.S. financial stability by promoting global
stability, the Fed’s posture on Basel III exhibits enlightened self-interest. The Fed does not
appear to be taking others’ interests directly into account, or otherwise acting to assist others
outside the U.S. without expecting the U.S. to benefit, so its conduct on Basel III is not otherregarding. It is somewhat open to the charge that it acted in a narrowly self-interested way,
because it revised the proposed rules to accommodate domestic concerns of community
banks.74 However, since community banks are not international players, it is doubtful that
these changes came at any cost to the international regulatory system and the international
financial stability goals of the Fed. Rather, by identifying the ways the U.S. could benefit
indirectly, by improving the international system to improve international stability, the Fed
exhibited classic, community-minded enlightened self-interest.
Conclusions regarding the Fed’s Actions During and After the Crisis
These five examples illustrate the Fed has acted with various types of self-interest in
responding to the 2007-08 global financial crisis. In some cases (coordinating activities with
other central banks, and advocating and implementing Basel III rules), the Fed acted with
classic enlightened self-interest: it sought changes in the international system of which the
U.S. is a part to improve that system, and expected the benefits of those improvements to
accrue to the U.S. along with other economies in the system.
In other cases, where the Fed distinguished the U.S. from other international players,
the Fed’s actions were less enlightened. On issues where the Fed believed the U.S. is
uniquely interdependent with the global system because it dominates the system, and directly
equated U.S. interests with international interests (credit swap lines), the Fed took action to
benefit the international system, but it intended to benefit the U.S. directly. This exhibits
self-interest that is more narrow, because although the Fed’s actions still benefit the larger
system, the aim and thus the interests the Fed meant to serve are still direct U.S. interests, not
the interests of others. On issues where the Fed perceived the U.S. as uniquely dominant so
that its interests diverge from other global players, the Fed pursued U.S. self-interests even
more narrowly defined, by pursuing U.S. interests directly and at the expense of other global
players’ interests and internationally coordinated improvements in the global system. This
was the case with the Fed’s rules to regulate FBOs.
Other examples also illustrate that the Fed pursues narrowly defined U.S. interests
where it views U.S. dominance as meaningful. For countries that do not have a sufficient
impact on the world economy, the Fed was willing to consider their interests but not to take
action to help them, as in the case of swap lines and considering the effects of rate changes
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on EMEs. An enlightened view of global economic stability would recognize that effects on
less economically powerful countries are tied to U.S. and global economic interests.
Nevertheless, because of the Fed’s significant actions during and after the crisis on the
international level, including those that also directly aided U.S. interests, the Fed’s actions
overall present a mix of enlightened and narrow self-interest.
III. THE FED’S POST-CRISIS ORIENTATION IN HISTORICAL PERSPECTIVE
The question presented in the paper is whether the Fed is more other-regarding (or differently
oriented) since the global financial crisis. Thus this section briefly examines the orientation
of the Fed in the period just before the crisis and considers the Fed’s pre- and post-crisis
orientation in broader historical perspective. I conclude the Fed has had several periods of
greater and lesser international involvement, and similar periods of enlightened or narrow
self-interested action, so the current orientation of the Fed is not new or unique historically.
In the period just before the crisis, the Fed was involved in some international
cooperation and regulation attempts. This included involvement in the Basel Committee and
attempts to implement Basel II. 75 These attempts may demonstrate some narrow selfinterestedness: then-Chairman Greenspan commented that the U.S. had fought for and won
changes in the rules that were favorable to U.S. banks,76 and it was noted after the crisis that
the U.S. never actually implemented Basel II. Nevertheless the Fed’s general posture –
favoring international regulation, and for similar reasons as above (providing international
financial stability that would in turn help ensure U.S. stability, and ensuring a level
international playing field for U.S. banks) – was consistent in these respects with the Fed’s
post-crisis orientation,77 even if it was less urgent.78
However the Fed, particularly its Chairman before 2006, Alan Greenspan, also deemphasized international involvement. First, Greenspan and others believed that “flexible”
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domestic economies, by which they meant deregulated economies (and less active monetary
policy) that allowed market forces to respond to issues, would be able to withstand and adjust
to shocks coming from outside. Thus they emphasized that opening economies to
international trade and capital flows were the best ways for countries to ensure their financial
stability, rather than internationally devised regulations.79
In addition, the “de-coupling” theory became popular in the years leading up to the
crisis. This theory held that the U.S. (along with other so-called healthy economies) was
insulated from foreign economic crises because its economy had become “de-coupled” from
the rest of the world.80 This theory also fit well with Greenspan’s belief in deregulation as
the primary tool for managing foreign or global crises. The decoupling theory was abandoned
soon after the global nature of the crisis became evident.81
Bernanke, who became Chairman in 2006 (after being a Governor from 2002 to
2005), has a more international orientation in his scholarship. His research included work
showing that the Great Depression had certain international causes and not just domestic
causes as was previously thought,82 and he also identified the overseas investment dynamics
underlying the global financial crisis.83
Are the theories prevalent in Greenspan’s Chairmanship, deregulation and
decoupling, other-regarding? They take others into account in the attenuated sense that they
assert other countries will also be better off if they deregulate. But they do not directly take
others’ interests into account, and they fail to recognize the interconnectedness among
79
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economies, and instead leave other economies to take care of themselves. Thus they are not
particularly “enlightened” either – because an enlightened view would recognize
interconnections and seek to promote common interests as a way of promoting long-term
self-interests.
If the Fed was not particularly internationally-oriented nor acting on enlightened selfinterest prior to the crisis, is the post-crisis Fed a “new” Fed? The answer historically seems
to be no. Barry Eichengreen describes the Fed’s history with this question in mind, and
shows that the Fed has been internationally involved to various degrees at different times
during its history.84 For example, the early Fed under New York Fed Governor Benjamin
Strong advocated for an international gold standard as critical to international trade, and also
lowered interest rates in order to push up the pound sterling against the dollar. Eichengreen
points out Strong was not acting altruistically, but wanted to help promote an international
market for U.S. exports to help U.S. growth. Nevertheless he lowered rates in spite of strong
domestic arguments for raising rates to dampen stock market speculation.85
After the Depression began and Roosevelt was elected, Roosevelt took the U.S. off
the gold standard.86 In addition to the disconnection from other currencies this produced, the
U.S. was further insulated from international problems because the low value of the dollar
prevented capital flight from the U.S., and instability in Europe kept capital and gold flowing
to the U.S.87
In contrast, the post-WWII era was one of high international concern. The U.S. and
others recognized that economic conditions in Germany had contributed to the causes of
WWII. The U.S.-led the creation of the Bretton Woods system which included, among other
things, returning to an international gold standard.88
Other periods of low international concern include the early 1970s, when Chairman
Burns took the U.S. off the gold standard and allowed high inflation for several years, 89 and
the 1980s, when Fed Chairman Volcker raised interests rates for a sustained period to tame
inflation and restore U.S. credibility. 90 Both these periods had severe negative economic
consequences internationally, but the Fed prioritized U.S. interests over international ones.
Burns’ policies in particular, which allowed for severe distortions in the U.S. balance of
payments, had subsequent negative consequences for the U.S.91
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Although the above is just a brief glance at the history of the Fed prior to the crisis, it
indicates that the Fed has pursued enlightened self-interest in the past, and has also pursued
narrow self-interest during other periods. Benjamin Strong’s decision to raise interest rates in
1927 was motivated by enlightened self-interest, because it recognized the interconnections
among foreign economies and the U.S., and prioritized this over more immediate U.S. selfinterest in taming the stock market. The Roosevelt era appears to have been characterized by
narrow self-interest, because the U.S. disconnected its currency from the international gold
standard and focused on domestic issues, although it is unclear whether these policies had a
strong negative impact on foreign economies.
The post-war era of the Bretton Woods system was another era of enlightened selfinterest, where the U.S. recognized connections among global economies and sought
international solutions to economic issues to promote general political stability.
The Burns period was narrowly self-interested, because Chairman Burns pursued
inflationary policies that harmed the international economic system (and arguably the U.S.
economy as well). The Volcker Fed also disregarded international economic issues, but there
is a good argument that Chairman Volcker had to raise rates in order to get the U.S. economy
back in shape after a sustained period of inflation and low rates. Thus the Volcker period is
self-interested in the sense that the Fed’s policies had negative effects on other countries, but
it was also in the interests of other economies for the U.S. to restore order in its own
economy.
Eichengreen concludes that while the Fed’s orientation has been more or less
international in the past, it would be difficult at this point for the Fed to abandon its
international focus.92 As the current Fed itself recognizes, there are many ways that merely
because of the size and dominance of the U.S. economy and U.S. dollar, U.S. interests dictate
that the rest of the world matters to the U.S. However, this may not guarantee a Fed that
takes account of international interests. History indicates the Fed – for example under
Chairmans Burns or possibly Chairman Greenspan – may disregard international interests
even when this harms others around the globe and ultimately the U.S.
CONCLUDING OBSERVATIONS
This paper asks whether the Fed is more internationally minded, or even other-regarding,
since the 2007-08 global financial crisis. The answer is that the Fed’s actions do not appear to
have been other-regarding, either before or after the crisis, although its actions have been
more “enlightened” since the crisis than immediately before it. The Fed has not acted in
unambiguously enlightened self-interest since the crisis, however; rather the Fed’s actions
reflect enlightened self-interest in part and narrow self-interest in part. Moreover, where the
Fed believes the U.S. is so dominant that either its interests equate with those of the
international economy or its interest diverge significantly from the rest of the world, its
actions since the crisis have been the most narrowly self-interested.
Lurking behind the question of how the Fed treats the rest of the world is the issue of
American dominance, or what could be called American exceptionalism. What is the role of
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such a dominant player in the global economy, and can or must the U.S. act according to
enlightened self-interest, and act to ensure a stable global economy for all, either for the sake
of its own interests or everyone else’s?
In a special issue devoted to the dominance of the U.S. dollar in the world economy,
“Dominant and Dangerous,” The Economist examined the issue of American economic
exceptionalism, pointing out that America’s declining economic output and the increase
complexity of the global economy, along with similar factors, have contributed to the general
decline of American economic regulatory hegemony, even though the U.S.’s sneezes still
cause much of the world to catch cold.93 As a solution, the magazine harkens back to the
“golden era” of U.S. economic leadership after World War II, and urges the U.S. to heed the
admonition of Charles Kindleberger (incidentally a looming figure for the influential Vice
Chairman of the Fed, Stanley Fischer) that the world needs one hegemonic power that will
set the rules for the benefit of all, and to address its declining power and the increasing
divisions and complexity of the global economic system by asserting hegemonic rule-making
leadership once again. 94 Only this way, it opines, can global economic policies reflecting
enlightened self-interest be put in place.95
I will agree for the purposes of this paper that a set of overarching rules to address
causes and means of mitigating global financial crisis is desirable.96 Further, it may be true
that a single powerful actor is an easy – and certainly easily imagined – way to get there. But
the idea of such a hegemon acting unilaterally for others’ benefit is an outdated idea, in
exactly the way that is dramatized by the position in which the Fed appears to find itself. The
world is more interconnected than ever before, and the nature of the U.S.’s dominance has
changed.
In fact it may be that in the current global economic system, the international tail is
wagging the all-powerful American dog – that although the Fed/U.S. is perceived as the
dominant player, it nevertheless must act, and in particular must be seen as acting, based on
enlightened self-interest in order to preserve its own role and authority. It may also be,
moreover, that this necessity, although it casts the Fed as the center of the global machinery,
in fact reflects the Fed’s weakness, as well as the extreme interdependence of the global
economy even for its traditionally most powerful economic actor. To lead successfully, the
U.S. must take these changes into account.
The Fed has some apparent power, generated by the U.S. historical role and political
might on the global economic scene, the dominance of the dollar, and the fact that its policies
still can and do have a dramatic effect on economies all around the world. But U.S.
economic power has very clear limits today, as evidenced by, for example, the decline in U.S.
economic power as measured by economic output and the huge portions of the global dollar
economy that are neither issued nor controlled by the Fed, including Eurodollars. 97 In
addition, the increasing complexity of the world economy, together with movements that
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would accelerate the trend away from centralized or American control (China’s proposal for
the creation of an Asian Infrastructure Investment Bank;98 countries seeking alternatives to
Fed control because they have been shut out of the dollar payments system or for other
reasons),99 will further erode the Fed’s power.
In this context, the Fed can successfully advocate an overarching set of rules only if
other economies and actors allow it to, and they will allow it to only if they perceive the Fed
acting in global, and perhaps also their specific, interests. Thus the Fed may need to take –
and, importantly, to appear to be taking – international interests into account. This would not
simply serve long-term or enlightened U.S. domestic interests, but would allow the Fed to
preserve its own ability to act and have a say over international conditions, and to do so in a
way that allows it to set domestic monetary policy that is relevant and effective. More to the
point, this seems qualitatively different from a more simplistic setting in which the U.S.
could lead by proposing and orchestrating a system for international economic stability.
Rather, if the Fed is to act as a dominant player in an interdependent world, it may require a
cooperative kind of leadership that prompts others to act based on their enlightened selfinterest as well.
Thus it may not be a good thing for the Fed to perceive the U.S. as so dominant that it
believes it can or should favor U.S. interests at the expense of others. As this paper
demonstrates, the Fed may be more likely to act in the U.S.’s narrow self-interests where it
believes its interests dominate. Further, the U.S. has abused this dominance for political
ends.100 While the U.S. may have been able to lead in such a fashion in the past, in the
current context of extreme interdependence and declining control by the Fed, such selfinterested actions not only undermine international cooperation and lead to a race to the
bottom by others, but also encourage countries and institutions to try to avoid U.S. systems
altogether, which further lessens U.S. sway. A weakened U.S. may not be a bad thing in
itself, but if the goal is to devise mutually beneficial rules that global players adhere to, then
America asserting power forcefully and abusively, causing others to go their own fragmented
way, is hardly the path to a rational, cooperative system.
Thus U.S. actions may need to be understood with an updated sense of American
“exceptionalism,” which recognizes that the Fed may act because of a complicated
combination of U.S. interests that are both self-interested and take others’ interests into
account. At its best, U.S. action should reflect traditional enlightened self-interest as
leadership that deliberately exhibits an enlightened self-interest calculation and is based on
inspiring and promoting cooperation. When the U.S. announced a new policy for climate
change of publicly detailing its commitment to greenhouse gas emissions cuts and inviting
other countries to do the same, in the hopes of creating a “race to the top,” the U.S. Special
Envoy for Climate Change stated that American action on the issue was important because
“here, as in so many areas, we find that American commitment is indispensible to effective
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international action.”101 The U.S. should similarly recognize in the economic arena that if it
wants to lead on big issues, it may need to demonstrate its commitment to global
improvement for its own sake.
Similarly, as the U.S. loses straightforward economic hegemony, and the U.S. and
Fed witness or even cede such authority on a policy front, cooperation will be more
necessary. This requires the opposite of a hegemon – rather a context and behavior that
promotes mutual cooperation, such as the tit-for-tat strategy for cooperation that leads to the
best long-run outcomes for all actors. Richard Dawkins wrote in the foreword to The
Evolution of Cooperation that all world leaders should be locked in a room and required to
study the book’s findings, 102 namely that cooperation, reciprocity, and clarity of
communication produce maximum benefits to groups in the long run. Such an egalitarian
approach to pursuing enlightened self-interest is more likely to achieve cooperation for
mutual global benefit in the current highly complex, intensely interdependent world.
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