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the fi rst decade of the current century, the United States found itself de-

moralized and in debt as its fi nancial leadership collapsed. In the inter-

national discussions that now are considering policies to alleviate the problems 

described earlier, the United States is hardly the conductor— and may not 

even be a leading orchestra member. Th ere is no hegemonic power around 

today to lead the world economy toward prosperity and balance.

We therefore begin our narrative with an account of the British century: 

the period when Britain was a world hegemonic power. Britain lost this sta-

tus in the turmoil of the early twentieth century, and the Great Depression 

was the result. Th is is the story of Chapter 2, which sets the stage for all that 

follows. In Chapter 3, we trace Keynes’ eff orts to understand this process as 

it unfolded. We argue that he was concerned with the interaction of internal 

and external balances from Th e Economic Consequences of the Peace in 1919 

to his work at Bretton Woods in the early 1940s. Keynes’ fi rst popular book 

showed his intuitive understanding of the issues, but he could not convince 

others of his approach solely by intuition. It took the combined eff orts of 

Keynes and many others to provide a convincing version of his conclusions 

about the Versailles Treaty ending the First World War, and to see how to 

apply this aft er the Second World War.

We continue the story through the period of American hegemony in 

Chapter 4. Th e American century began before the Great Depression and 

continued for the rest of the twentieth century. Th e United States developed 

and changed in this time, recently bringing its hegemonic status into ques-

tion. Like the Great Depression, the current economic distress has exposed 

the limits of the assumed hegemon. We analyze current imbalances in EMU 

— the euro area— in Chapter 5. And we expand this story to the imbalances 

between China and the United States and then to those of the world as a 

whole in Chapter 6. Th e interaction between internal and external balances 

that we introduced here and develop further in Chapters 5 and 6 guides our 

analysis.

Th e world now faces choices that will determine how the imbalances ana-

lyzed in these chapters can be corrected. If a cooperative solution can be 

found, then the task will be feasible, although it will take several years to 

unwind all the positions that have developed over the past decade. Th is kind 

of cooperation will be encouraged if a hegemon emerges to stimulate and 

guide it. If nations cannot cooperate, then the world may be subject to the 

perils of a noncooperative default that will be distinctly unpleasant. We 
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describe the choice of cooperation in terms of the Prisoner’s Dilemma game, 

explained in the Appendix. It is hard to predict how bad the situation will 

become, but the example of the Great Depression as described in Chapter 2 

is hardly encouraging.

We argue throughout that history provides a useful guide for current 

decisions. It seems as if Marx was right: history repeats itself, fi rst as tragedy, 

then as farce. We are not yet in another Great Depression, largely because of 

safety nets that have been constructed since the 1930s. However, the collec-

tive memory appears to have forgotten the lessons of the previous end- of- 

regime crisis. And policies at the moment seem to risk allowing the world to 

stumble into another Great Depression, rather than resolutely leading us 

away from it. We hope that our book will help people to remember the rele-

vant history and use it to put the world economy back together again.9




