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Introduction
David A. Lake’s discussion of leadership and hegemony in the international economy addresses a
central problem in international political economy: whether an open and comparatively stable world
economy depends on one powerful state that can create rules, provide public goods, and absorb
disproportionate costs. Hegemonic stability theory developed partly from comparisons among
nineteenth-century Britain, the United States after the Second World War, and the economic disorder
of the interwar period. Its core claim is that international markets require political foundations. Trade
routes must remain usable, payments must be trusted, financial crises require coordination, and
governments need rules for managing conflict. Yet leadership and hegemony are not identical.
Leadership can involve persuasion, institution building, agenda setting, and provision of shared
benefits, while hegemony refers to an unequal distribution of power that may also permit coercion.
Lake’s framework is most useful when these mechanisms are examined separately and when
historical evidence is used to test rather than assume the effects of dominance (Lake, n.d.;
Kindleberger, 1986).

Public Goods, Power, and Consent
Classical hegemonic stability theory often treats international economic order as a collective-action
problem. Many states benefit from relatively open markets, secure transport, emergency liquidity,
and predictable monetary arrangements, but each can have incentives to let others bear the costs. A
very large economy may be willing to provide these goods because it captures a substantial share of
the resulting gains. In practice, however, the benefits are rarely neutral. A reserve-currency issuer
receives financing advantages, market access can strengthen its own firms, security arrangements
can increase strategic influence, and crisis assistance may protect creditors as well as borrowers. The
analytical question is therefore not whether a hegemon acts altruistically but whether its interests
overlap sufficiently with those of other states to sustain a system they consider usable. This
distinction also helps explain why consent and legitimacy matter. A powerful state can impose some
rules through leverage, but arrangements tend to be more durable when other governments receive
meaningful benefits, possess channels for negotiation, and believe that rules constrain the dominant
state as well as weaker participants (Lake, n.d.).
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Historical Cases and Institutional Order
Britain and the United States provide different historical examples of concentrated economic power.
Nineteenth-century Britain combined industrial production, naval strength, finance, trade networks,
empire, and a central role for sterling. London became a major financial center and Britain supported
more open trade after repeal of the Corn Laws, but colonial rule, unequal treaties, and military power
also structured the system. After 1945, the United States helped build a more institutionalized order
through the International Monetary Fund, World Bank, General Agreement on Tariffs and Trade, and
later the World Trade Organization. The dollar became the principal reserve and transaction currency,
while the United States also supplied a large consumer market and extensive security commitments.
These cases show that economic leadership can coexist with asymmetry and conflict. The interwar
period provides a contrasting example in which debt disputes, protectionism, monetary instability,
depression, and weak coordination reinforced one another. That history supports the importance of
coordination, but it does not demonstrate that a single hegemon is the only possible institutional
solution (Kindleberger, 1986; Lake, n.d.).

Trade Rules in a Fragmented Environment
International institutions can preserve cooperation beyond the preferences of a single government by
providing information, repeated negotiation, dispute procedures, technical expertise, and
expectations of reciprocity. They also give smaller states formal opportunities to invoke rules against
larger ones, even though bargaining power and enforcement capacity remain unequal. Contemporary
trade illustrates both resilience and fragmentation. The World Trade Organization estimated that 72
percent of world merchandise trade was still conducted on most-favoured-nation terms by the end of
February 2026, despite major tariff changes during 2025 and early 2026 (WTO, 2026). This suggests
that strategic rivalry and selective protection can expand without eliminating the multilateral
framework altogether. Leadership can also become distributed across issue areas. Regional
organizations, central-bank networks, development banks, technology standards bodies, and
coalitions may exercise influence in specific domains without one state controlling the entire system.
The resulting order is better described as layered and institutionalized than as a simple hierarchy in
which one dominant government determines every economic outcome.

Reserve Currencies and Distributed Influence
Current reserve-currency data likewise show concentrated power without complete monopoly. The
IMF reported that the U.S. dollar accounted for 57.13 percent of global foreign-exchange reserves in
the first quarter of 2026, compared with 20.03 percent for the euro and 1.99 percent for the Chinese
renminbi (IMF, 2026). The United States therefore remains central to international finance, but other
actors also exercise substantial influence through trade, manufacturing, regulation, energy,
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technology, development finance, and regional institutions. China’s economic scale does not
automatically make it a direct replacement for the United States in hegemonic theory, just as
continuing U.S. financial centrality does not mean that American preferences are uncontested. Capital
controls, domestic institutions, strategic mistrust, sanctions, export controls, subsidies, and supply-
chain policies all affect how states respond to concentrated power. The contemporary system
consequently combines hierarchy, interdependence, and bargaining among several large actors. This
makes the quality of leadership—predictability, restraint, institutional participation, and capacity to
manage crises—analytically distinct from the simple quantity of national resources.

Testing Hegemonic Claims
Lake’s argument also directs attention to measurement and causation. Researchers cannot infer
successful leadership from the size of a state’s economy or military alone. A government may possess
resources without choosing to provide international public goods, and an open system may persist
after relative decline because institutions, private networks, contracts, and expectations have
become entrenched. Causation can also run in both directions: states may become powerful partly
because they benefit from an expanding international economy and then use that power to shape
subsequent rules. Evaluation therefore requires multiple indicators, including trade openness,
monetary stability, crisis management, institutional compliance, distributional effects, and the
treatment of less powerful states. Domestic politics further constrains external leadership because
governments must sustain public support for trade, crisis lending, security commitments, or
adjustment costs. Private banks, multinational firms, shipping companies, technology platforms, and
commodity traders add another layer of power that no state fully controls. Hegemonic theory remains
useful when it is treated as a testable account of mechanisms rather than a universal law (Lake, n.d.).

Conclusion
Leadership and hegemony remain valuable concepts for understanding the political foundations of the
international economy, but they describe different relationships. Leadership emphasizes the
organization of cooperation through benefits, institutions, persuasion, and coordination, whereas
hegemony identifies an unequal distribution of power that can include coercive leverage. Historical
experience shows that concentrated power has sometimes supported wider economic integration, but
the same periods also contained empire, conflict, exclusion, and disputes over rule making. In 2026,
the United States continues to occupy a central position in reserve currencies and several other
domains, while China, the European Union, regional powers, international institutions, and private
actors shape outcomes in ways that prevent a simple one-hegemon description. The persistence of
extensive MFN trade alongside strategic tariffs further illustrates this mixed structure. The central
analytical question is therefore not which state should dominate, but how power is translated into
rules, whether those rules remain predictable and revisable, and how the costs and benefits of
economic order are distributed among participating states and societies (IMF, 2026; WTO, 2026).
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