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Summary 
• Key challenge: Solving the Kindleberger 

Conundrum to maintain open economic 
system 
– Status quo power increasingly unable to lead while 

rising “precocious” power unable/unwilling to lead 

 

• Power-for-Purpose Bargain 
– US gives up power to China in multilateral institutions 
– China’s stake in, and hence incentive to sustain, open 

system—Purpose—enhanced 
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Why the Fuss? 

• New modified narrative: America is Baaaack! 
 

• Shift in economic dominance from US to China 
overstated 
 

• US still retains considerable power 
 

• Conflict overstated because there continues to 
be a lot of cooperation 
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Secular Challenge Remains 
• In the medium term, plausible growth trajectories suggests shifts in 

economic dominance 
– Today: Largest economy (PPP dollars),  largest trader, net creditor, and CO2 

emitter; and large donor and large FDI exporter 
– Future: China will pull away on all these indicators plus have an international 

reserve currency 
 

• Kindleberger conundrum: Structural under-supply of public good of 
leadership 
 

• Narrative of mutual distrust: 
– US wrote (and rigged) the rules 
– China takes advantage of openness of others while being closed itself 

 
• Low-grade and indirect economic skirmishing between China and US 

– US undertakes TPP and TTIP, drags its feet on IMF reform 
– China starts BRICS and RCEP 
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China: Why Responsible Stakeholdership?  
• Articulate vision and become “responsible stakeholder”  

 
• Leadership unavoidable: The dilemma of the Precocious 

Power    
 

• Leadership as self-interested insurance against external 
threats to its development 
– Financial instability 
– Market access instability/protectionism 
– Environment and resource scarcity/instability  

 
• Broad co-incidence of interests: Liberalization is what 

economy needs and outsiders want 
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Strengthen IMF 

• Tectonic shift: Rich countries are debtors 
 

• Substantially bigger IMF ($1-2 trillion) 
 

• China must take the lead by contributing to 
larger IMF 



Revitalize WTO 
• Protectionist possibilities 

– Uncheery medium term economic outlook in US 
• Structural middle class problem 

– Intellectual climate change: Samuelson, Krugman, 
Spence (Nobel Prize winners), Summers and  Blinder 

 
• Many trade concerns of industrial and developing 

countries involve China 
 

• China must address partners’ concerns and 
liberalize pro-actively: China Round? (Mattoo and 
Subramanian, 2012) 
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Revive Climate Change Cooperation   
• Costs of climate change greater for China and 

India than US and EU 
 

• Nightmare: West may decide to adapt to climate 
change than to prevent it 
 

• Need a new Greenprint for Cooperation (Mattoo 
and Subramanian (2013) 
– China (plus other developing countries) takes the lead 
– Focus is on technology generation 
– All contribute but in different ways  

 
• China is making strides in pricing carbon 
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What US Should Do: Empower Not 
Contain 

 

• Beyond exhortations of “responsible 
stakeholder” 
 

• Empower China in existing multilateral 
structures  
 

• Re-evaluate containment via regionalism 
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Why Empowerment/Multilateralism?  

• Multilateralism as insurance against Chinese unbenign 
hegemony. How? 
 

• Multilateralism provides collective heft on the other side to 
negotiate/bargain with China and enforce rules against China 
– Even US can no longer do it alone  

 
• Multilateralism also defines what is legitimate: China will be 

sensitive to being seen as deviant from multilateral norms  
 

• Empowering China increases its stake in the open system that 
China continues to need for its own development 
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Forms of Empowerment 
• Costless empowerment: promote rise of 

renminbi 
– Place RMB in SDR basket 

 
• Costly empowerment: Bigger role in IMF 

and World Bank 
– US and EU should no longer have veto but if 

they do, so too should China as quid pro quo 
for bigger IMF 

 
 
 
 



Risks of Economic Containment 

• Scenario 1: TPP as Open Regionalism? Will China 
sign on the dotted line? 
 

• Scenario 2: TPP with China? Is that better than 
having EU, Japan, Brazil, and India at the 
negotiating table? 
 

• Scenario 3: TPP as Hostile Regionalism? Tit-for-
Tat? (RCEP) Do we want a fragmented world? 
 

• Cynical perspective: Is TPP without China the real 
aim? 



US Politics and Multilateralism? 
• Is structure of domestic institutions—

considerable power for Congress on international 
matters—a handicap in this new world? 
– Administration did not send IMF legislation  to 

Congress for 4 years. Passage??? 
 

• Externally: Cooperation with other emerging 
market countries to deal with China becomes 
difficult 
 

• Historical analogy: Reciprocal Trade Agreements 
Act (1934) 
 



Conclusion 

• United States bequeathed multilateralism 
when strong but when it did not really need it 
 

• Can it sustain it when it actually needs it at a 
time of decline to deal with a resurgent 
China? 
 

• Can it do so by relinquishing rather than re-
asserting vestiges of remaining power? 
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