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Introduction

T HE TITLE OF THIS BOOK IS INTENDED AS HOMAGE TO MARCELLO DE
Cecco’s classic Money and Empire, The International Gold Standard,
1890-1914 (1974). In de Cecco’s story, the pound sterling is global
money, managed by the Bank of England; borrowers and lenders from
all over the world find each other in the money and capital markets of the
City of London; and the British Empire is ruled, directly and indirectly,
by elite graduates of Oxford and Cambridge operating out of Whitehall.
As the dates of his book suggest, this sterling system came to an end with
World War I, whereupon construction of the dollar system that would
replace it began, bit by bit.

The present book tells the story of that construction. In my story, the
dollar is global money managed by the Federal Reserve; borrowers and
lenders find each other in the money and capital markets of New York;
and global rule is outsourced to a variety of multilateral institutions and
multinational corporations staffed by elite graduates of Harvard and
Yale. For the dollar system, the myth of the United Nations plays the
same role that the myth of the gold standard played for the sterling
system, decorously veiling the political reality of dollar rule.

In a departure from de Cecco, the present book tells its story through
the life and times of a single individual, Charles P. Kindleberger (1910-
2003). Itis in effect a Bildungsroman in which the development of the man
parallels the development of the dollar system he devoted his life to under-
standing and advancing. As Professor of International Economics at MIT
from 1948 to 1976, and author of the bestselling International Economics
textbook (1953, 1958, 1963, 1968, 1973), he taught cosmopolitanism to
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MONEY AND EMPIRE

a world riven with primitive nationalist instinct, continuing with unflagging
energy even after official retirement.

For Charlie, the historical task of the emerging dollar system was the
economic development of what we now call the Global South, a task
requiring long-term capital flow from the Global North. Channels of
public capital flow, such as the World Bank that had been established
at Bretton Woods, could get things started, but the big money would
necessarily come through private channels such as Wall Street and the
multinational corporation. And, for that, the crucial infrastructure was
the international monetary system.

From H. Parker Willis, his teacher at Columbia University, Charlie
learned about the long battle for domestic monetary reform in the
United States that finally led to the creation of the Federal Reserve
System in 1913, thereby unifying the previously disparate clearing
regions into a single system. Here is the origin of Charlie’s own lifelong
battle for international monetary reform, specifically his ambition to do
for the world system what Willis had done for the United States. For
Charlie, the economic advantage of a unified international monetary
system was clear, and so Darwinian evolution could be depended upon
to tend in that direction. But politics was the ever-present obstacle — even
more so in a world of separate nation-states than had been the case within
a United States of separate economic regions.

Just so, depression and world war sidetracked the course of Darwinian
evolution for a while, as individual nation-states retreated to autarky. For
a long time, what capital flowed between nations flowed in public chan-
nels following political logic, not private channels following commercial
logic: Lend-Lease during the War, the Anglo-American loan after the
War, and then the Marshall Plan for reconstruction of war-torn Europe.
The turning point came only in 1958 when European currencies
returned to convertibility and private channels began to develop in
earnest.

From the beginning, the emerging dollar system had its opponents,
both outside the United States and inside. Nondollar countries resented
what they saw as “exorbitant privilege,” while US authorities resented the
global responsibility that came with issue of the global money. The three

bogeymen of American politics — big government, big finance, and the
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big wide world — came together in the idea of a global central bank, which
US citizens therefore instinctively and viscerally resisted, even as business
practice pushed ahead with the construction of the global dollar system
as a concrete reality.

Having himself been a central banker from 1936 until 1942 — first at
the Federal Reserve Bank of New York, then the Bank for International
Settlements, then back at the Board of Governors — Charlie worked to
assuage the fears of his fellow citizens, using education as his main
weapon. If people understood how the dollar system actually worked,
he thought, they would stop trying to destroy it. Having served in the
Department of State from 1945 to 1948, first guiding the German recon-
struction effort and then coordinating the legislative effort to launch the
Marshall Plan, Charlie thought the key was to educate the junior staffers
who, in his experience, actually made the policy that their superiors
subsequently announced.

But education didn’t work. One reason was that his fellow economists
were feeding the fears of the politicians. Economists such as Robert
Triffin wanted to replace the dollar with a nonnational world currency,
and Harry Johnson wanted to replace the Bretton Woods fixed exchange
rate system with a flexible exchange rate system. Even Charlie’s MIT
colleagues, ambitious Keynesians who found in President Kennedy an
eager student, were swayed by the arguments of Triffin and Johnson. And
educating them was an even harder task, since their professional eco-
nomic discourse increasingly took the form of mathematical and statis-
tical modelling, a language that Charlie did not speak.

In the end, politics won out and the opponents of the dollar system got
their way. In August 1971, President Nixon took the dollar off gold, and
in 1973 abandoned any attempt to stabilize the exchange rate. For
Charlie, it was a devastating blow: not only the abdication of a crucial
responsibility, but probably the end of the dollar system. Roosevelt’s
decision in 1933 to torpedo the central bankers’ attempt to stabilize
currencies had doomed the world to Depression. Nixon’s decision in
1973 now doomed the world to stagflation, or worse.

Speaking at a colloquy on “The Global Economic Crisis” held at
Bucknell University, February 27-March 1, 1975, Charlie took as his
theme “The Lessons of 1929-1933 for 1975.” His latest book The World
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in Depression, 1929-1939 (1973) (hereafter WID) had argued that the
Depression was fundamentally caused by a failure of world leadership,
Britain no longer able to lead, and the United States not yet ready or
willing to lead. From this point of view, the present crisis seemed also to
be a failure of world leadership, the United States having abdicated in
1971 and no one else yet ready or willing to take its place.

The Bucknell students, however, were having none of it, and after the
talk they peppered Charlie with questions about socialist alternatives
instead. He should have expected it. The keynote speaker the previous
evening had been Paul Sweezy, Charlie’s wartime buddy in London when
they both worked at the Office of Strategic Services, speaking on the topic
“The Crisis of Capitalism.” And radical economists from the New School
for Social Research and the University of Massachusetts at Amherst had
been well-represented in other sessions. Only six months earlier,
President Nixon had resigned in order to avoid impeachment and
been pardoned by his successor Gerald Ford. Suffice it to say that leader-
ship was a problem within the United States, let alone worldwide.

The next year (1976) was Charlie’s last of full-time employment at
MIT, having reached the mandatory retirement age of sixty-five. He
would continue teaching part-time at MIT for another five years, followed
by stints at Brandeis and Middlebury. The point of all this teaching was
partly to supplement his meager retirement income, but also, more
importantly, to feed Charlie’s new research focus — economic history —
launched by Depression and culminating in the book he would consider
his “chef d’oeuvre,” A Financial History of Western Europe (1984). In retire-
ment, Charlie largely stayed out of policy debate, and mainly just watched
while, after the chastening experience with floating exchange rates,
amazingly the dollar system got put back together, starting with Paul
Volcker’s appointment as Fed Chair in 1979 and continuing with the
Plaza Accord of 1985.

Charlie did not live to see the Global Financial Crisis of 2007-9, which
shook the dollar system to its core, but which resulted ultimately in
stabilization of that core with a system of permanent central bank liquid-
ity swaps, and which was then followed by expansion of the dollar system
from core to periphery as national champions in the Global South found

themselves able to tap global dollar capital markets. Nor did he live to see
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the Covid Crisis of 2020, which the Fed met with rapid and massive
intervention, acting now quite openly as central bank of the world, triple
threat bogeyman no more apparently. In the end, Darwinian evolution
thus seems to have got us where Charlie predicted after all, though of
course it remains to be seen if the politics will hold.

The overall arc of this book follows the vicissitudes of the dollar
system, as seen through the eyes of one of its keenest observers. But an
important subtheme that also runs throughout concerns exactly why it
was that Charlie could see things so clearly that were so opaque to others.
A biography of the dollar, this book is also the biography of a man.
Interestingly, Charlie wrote his own autobiography The Life of an
Economust (1991), but it is a disappointingly unreflective and impersonal
book, perhaps reflecting the WASP’s ingrained reticence to talk about
oneself. Most disappointing, there is very little discussion of his work or
its larger context, just a chronology. Students and colleagues loved this
man, for his wit and charm, for his integrity and responsibility, for his
dedication and hard work, but more than one of them read his autobiog-
raphy and came away disappointed. MIT colleagues admired his eco-
nomic “intuition,” but had no very good idea how he came up with what
he did, since his process was so different from theirs.

Fortunately, I have found many other sources to fill in the gaps:
a collection of papers at MIT, others at the Truman Library including
Charlie’s FBI file and the “Interim Biography” that he wrote in an
attempt to regain his security clearance lost in the McCarthy witch
hunt, family papers including a memoir “A 20th Century Family” put
together by Charlie’s sister, school records, and personal remembrances
by colleagues and friends prepared for Charlie’s eightieth birthday. And,
of course, there is the work itself: thirty-one published books and hun-
dreds of articles, but also unpublished memos he wrote at the Fed and
BIS, speeches, and Congressional testimony. All that is more than
enough to flesh out a three-dimensional picture of the man.

Born in 1910, Charlie came of age in the Roaring Twenties, the only
son of a successful lawyer who wanted his son to follow him in the trade.
Kent School formed his character, and he found economics at
Pennsylvania University, but it was at Columbia University in the years

of “hot money” (1933-6) that he became a scholar. Family finances
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having fallen apart in the Depression, he made his own way and chose his
own intellectual fathers, all of them from within the tradition of
American institutionalism. Not only Willis, but also James Angell and
John H. Williams were critical intellectual influences, the latter mediated
through Emile Despres, a student of Williams who became Charlie’s
lifelong friend and colleague. Williams’ key-currency idea, first floated
at the fateful 1933 World Economic Conference that Roosevelt torpe-
doed, was always core to Charlie’s thinking. Later, it was Williams’
Harvard colleague Alvin Hansen who drew Charlie’s attention to the
central importance of long-term capital flows to the Global South.

Equally important for his intellectual formation was Charlie’s real
world experience: as a practicing central banker starting at the
New York Fed supporting the 1936 Tripartite Agreement, continuing at
the BIS confronting the emerging challenges of war finance, and then
back at the Board of Governors for contingency planning in the event of
a German victory. But it was war service more than anything else that
made Charlie into the mature economist he would be, pressing him to
develop his analytical skills to the highest level, first as an intelligence
analyst in the OSS and then in postwar service at the State Department.
His Pantheon of heroes included the four great men he worked under in
those years: Omar Bradley, William Clayton, George Marshall, and Allan
Sproul. Closer to Charlie’s own merely human condition, the demigods
of his private religion were the economists with whom he worked: Emile
Despres, Alvin Hansen, Edward Mason, and Willard Thorp. A self-
diagnosed overachiever, Charlie never aspired to be one of the greats,
but he could and did aspire to be an economist like these men.

It was only in 1948, at age 38, that Charlie landed his first academic
appointment, at MIT, then as now primarily a school of engineering.
Over the next decades, under the leadership of Paul Samuelson and
Robert Solow, the department would pioneer the use of mathematical
and statistical methods for economic modelling, and in so doing would
transform itselfinto one of the leading departments in the world. Charlie
himself, however, never retooled, and one reason is that he never felt the
need. Twelve years in government service left him with a wealth of
knowledge about how the system worked, and he had seen how the

pragmatic empiricist method of the American institutionalists worked
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INTRODUCTION

in practice to solve even the most difficult problems thrown up by the
world. It was enough for him.

For Charlie, the bigger need to retool came when he lost his security
clearance in 1951, as that meant he was unable to keep a foot in the world
of practical policy as had been his plan. Subsequently, he came to rely
instead on textbook writing as a more indirect means of influence,
shepherding to publication multiple editions of both International
Economics (1953) and Economic Development (1958) before his swan song
Power and Money: The Politics of International Economics and the Economics of
International Politics (1970). It was his students — in person at MIT, but also
the readers of his books — who would have to solve the problems thrown
up by the world, problems in which economics and politics were inextric-
ably intertwined.

For the international money story, particular interest attaches to two
of those students, Egon Sohmen and Robert Mundell, the former an
early advocate of flexible exchange rates and the latter the originator of
what became the standard model of open economy macroeconomics, for
which he would be awarded the Nobel Memorial Prize in Economic
Sciences in 1999. Charlie wrangled with them both, favoring fixed
exchange rates against Sohmen and seeing Mundell’s advocacy for
a common European currency as an incorrect extension of Williams’
key-currency approach. For Charlie, the optimal currency area was always
the world as a whole, and the central problem was making the dollar
system work, not finding alternatives to it.

After twenty years of this, as the MIT department changed along with
the rest of the economics profession, Charlie came to see that it was time
for a change himself, and that’s when he embraced a new identity as
economic historian. Most historians spend their days digging in the
archives for new facts; Charlie instead used his intelligence analyst skills
to spin stories about what the facts mean. Having mounted his first major
effort in this vein, the Depression book, while still on the MIT payroll, he
was ready to hit the ground running when mandatory retirement
required him to step down, starting with Manias, Panics, and Crashes
(1978), which became a best-seller and remains in print to this day.

In biographical context, we can read Charlie’s self-identified 1984

masterpiece Financial History as a synthesis of the multiple strands of his
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MONEY AND EMPIRE

life work. The first three Parts — titled respectively “Money,” “Banking,”
and “Finance” — can be read as an attempt inductively to sketch for the
reader his own analytical framework for understanding the international
monetary system, building on his earlier nonhistorical works The Dollar
Shortage (1950), Europe and the Dollar (1966), and International Money
(1981). Here, in effect, we find his treatise on money. The second two
parts — “The Interwar Period” and “After World War II” — use this
analytical framework to make sense of the dramatic monetary events of
his own life. In effect, Financial Historyis Charlie’s own Money and Empire,
a Bildungsroman of both the dollar and himself.

In all of this postretirement work, we see Charlie not so much turning
himself into an economic historian, but rather using the material of eco-
nomic history finally to do the kind of comparative political economics that
he had intended to do when he left government service for the academy.
Indeed, Charlie signals as much himself in the title of his final collection of
favorite papers: Comparative Political Economy, A Retrospective (2000). Resilient
in the face of multiple obstacles, Charlie ultimately achieved what he had set
out to way back in 1933 when he found himself confronting the reality of
global economic collapse and the necessity of making some kind of life for

himself.
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INTELLECTUAL
FORMATION, 1910-1948
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CHAPTER 1

Golden Boy

My father used to tell me, as I tell my journalist son about news-
work, that lawyers don’t know anything, but have to be quick
learners in a case in a new field."

Born October 12, 1910, Charles “Charlie” Poor Kindleberger II was the
third child but first son born to up-and-coming New York City lawyer
Evertson Crosby Kindleberger (1875-1950) and his socially ambitious wife
Elizabeth Randall (née Mcllvaine) (1879-1959).2 Elizabeth had been raised
to be a “lady,” and Crosby had been raised to marry one, and so the marital
bargain was struck while both were vacationing in North Hatley, Quebec.
Married in June 1906, she, at twenty-seven years the oldest of four sisters, felt
herself lucky to have avoided dreaded spinsterhood. He, lame from child-
hood polio, felt himself lucky to have attracted such a beautiful wife.
Episcopalians and “rock-ribbed Republicans” both, they made an attractive
couple in local social and political circles, which they were careful to
cultivate. Crosby worked long hours at his law practice and Elizabeth kept
herself busy with social calls, while the help kept the household running.
After Charlie, two more daughters would follow, but no more sons.
Charlie thus grew up sandwiched between pairs of sisters — Katharine Wirt
(1907) and Mattie Lindsay (1908), and Elizabeth Randall (1911) and Mary
Bolling (1914) — but he was always closest to Elizabeth (Betty), only eleven

months younger and so almost a twin. All five children were born at home,

! Kindleberger (1991a, 71).

? The family history here recounted draws on “A 20th Century Family” (1994), an
unpublished collection of essays about the Kindleberger family put together by
Charlie’s sister Betty Stone. KPMD, Box 40.
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which was 11 West 8th Street in New York City, just a block from
Washington Square Park. There they lived in an increasingly crowded
fourth floor apartment shared with two servants, an Austrian cook who
lived in the back room, and a succession of nursemaids who came and went
during the day. Child-rearing practice was informed by Mother’s
Emersonian ideas — “self-reliance, plain living, and high thinking” — plus
a strong dose of the newly fashionable and purportedly scientific Watson
behaviorism, which warned of the danger of excessive mother-
dependence and thumb-sucking.® Because of Father’s irregular income,
family finances operated almost entirely on store credit, repaid in part
whenever a big fee came in. As Betty remembers: “Being in debt never
seemed to bother her or Daddy in the least.”

In his autobiography, The Life of an Economist (1991), Charlie opens
the narrative by telling the reader, “Mine is an Eastern seaboard
family.”5 This I take to be characteristic circumlocution. Not to put
too fine a point on it, Charlie was a WASP of the generation chronicled
by Tad Friend in his memoir Cheerful Money: Me, My Family, and the Last
Days of Wasp Splendor (2009). In Charlie’s case, the ancestral WASP
splendor was naval, specifically three admirals, two of them doctors.
His grandfather, Admiral David M. Kindleberger (1834-1921), had
married Mattie Lindsay Poor, herself the daughter of Admiral Charles
Henry Poor (1808-82), and they named their first son Charles Poor
Kindleberger (1870-1957) in honor of her father. That first CPK
dutifully made his career in the Navy and rose to admiral rank, but
without producing progeny.® It was left therefore to the second son,
Charlie’s father, to continue the name with his own first son, Charlie
himself. In due course, Charlie would continue the name with his own
first son, Charles Poor Kindleberger III. Thus did ancestral splendor
live on in memory, even as successive generations turned to other

things.

® 20th Century Family, 36-37.
20th Century Family, 6.

5 Kindleberger (1991a, 4).

% Biographies of these admirals, useful for our purposes mainly for the names and dates
of their progeny, can be found at MOLLUS, Military Order of the Loyal Legion of the

United States, www.suvcw.org/mollus/mollus.htm.
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GOLDEN BOY

Charlie continues his narrative: “It was a middle-class family, comfort-
able until the depression of the 1930s deepened, but far from rich.””
Again, a certain degree of circumlocution. Most important, “comfortable”
meant summers at the sea. Only a year after Charlie’s birth, the
Kindlebergers bought property at the top of Shoreby Hill in Jamestown
on Conanicut Island in Narragansett Bay, Rhode Island, and began con-
struction of “June Cottage” (now 13 Standish Road). Betty remembers:
“away from the dark and constricted life of the city into a place of light and
freedom, blue sea to swim in, wild flowers you could pick, great bunches of
wild strawberries and blackberries and raspberries you could stuff yourself
with, half-starved as you were, in that pre-vitamins age, for vitamin C.” For
his part, Charlie remembered tennis and golf, crabbing in the tidal marsh,
and rocks and surf on overnight camping trips to Beavertail, the southern-
most tip of the island and so most exposed to the open ocean.®

Father had himself spent summers in Jamestown as a boy, in the big
house “Beachhaven” that Grandfather had builtin 1886 right on the shore
at 141 Conanicus Avenue.? The naval base on the mainland in Newport
had made it a natural choice for the Admiral, and in his retirement
Grandfather had shifted with his third wife to a smaller house up the hill
at 45 Calvert Place, where he devoted himself to painting. But the record
makes clear that the driving force for the Kindlebergers’ purchase was not
Father or Grandfather, but rather Mother and Grandmother. The very day
of the purchase, the Kindlebergers subdivided the land and sold the part
with an existing house (now 3 Standish Road) to Fannie Mcllvaine,
Elizabeth’s mother, who would spend summers there for the next two
decades, along with the growing families of her other daughters.'”

Grandma Fannie’s husband, Henry Clay Mcllvaine, a naval engineer
who then became owner of a wholesale drug company, had died young of

diabetes and Fannie never remarried, preferring instead to remain in

7 Kindleberger (1991a, 4).

8 20th Century Family, 9, 15-18.

Rhode Island Historical Preservation and Heritage Commission. 1995. Historic and
Architectural Resources of Jamestown, Rhode Island. Available at https:/ /preservation.ri.gov
/sites/g/files/xkgbur406/files/pdfs_zips_downloads/survey_pdfs/jamestown.pdf.

In 1912, the Kindlebergers bought an additional 15 feet of abutting land, and in 1915
transferred an additional 15 feet to Grandma Fannie.

10
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