
Strategic Restraint and the Stability of Relations in

the Developed World

Marc Toby Grinberg ∗

March 24, 2019

Since the end of World War II, relations among the world’s most economically-

developed countries have been remarkably peaceful. And yet, for decades now, pun-

dits and scholars alike have warned that the state of relations between the U.S.,

Western Europe, Japan and South Korea is in crisis. At the end of the Cold War,

realists predicted a return to balance of power relations Mearsheimer (e.g. 1990). In

2003, when the U.S. embarked on a war in Iraq that was opposed by many of its

allies and without the approval of the United Nations, many predicted the coming

irrelevance of rule-based institutions. And more recently, with the election of Donald

Trump, the Brexit vote and a general public shift against free trade and globalization,

questions about the stability of relations within the developed world have returned

to center stage.

But determining what these events mean requires, first, understanding the underlying

logic of relations within the developed world. For example, if peaceful relations rest

on the economic benefits of interdependence, then rising skepticism of free trade may
∗This paper represents a first attempt to put down on paper some ideas about the foundations

and stability of U.S. relations with the developed world and the role of rule-based institutions. This
paper is the product of an extended conversation with John Ikenberry that began, in some sense,
15 years ago when he served as my undergraduate thesis advisor. The ideas contained evolved out
of these exchanges. Any useful insights I owe to him; misguided ideas and mistakes are entirely my
own.
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suggest an unstable future. If, on the other hand, relations rest on membership in rule-

based institutions that constrain power asymmetries, then revisions to the bargaining

agreements that come out of these institutions – by, for example, allowing certain

restrictions on trade – may have no detrimental effect on the quality of relations

within the developed world.

What I intend to do in this paper is one small step to answering this question by

specifying the logic underlying the rules-based institutions through which states in

the developed world have operated since the end of World War II.

While strategic restraint through rule-based institutions is sometimes presented as a

sort of quid-pro-quo, grand bargain in which a leading stat (the U.S.) and secondary

states (Western Europe and Japan) agree to mutually operate through rules-based

institutions that limit returns to power in order to limit the costs of power politics, I

argue that strategic restraint actually solves two distinct challenges: one that rising,

secondary states face; and a second that leading states confront. In other words,

restraint by secondary states solves a specific strategic problem that they confront –

how to disincentivize domination by a leading, but declining, power – and restraint by

the leading state solves a separate problem – how to disincentivize secondary states

from balancing against it.

Because these logics are distinct, the choice to restrain by one (type of) actor is

independent of the choice to restrain by the other. Under certain conditions, that

plausibly obtained after World War II, these decisions represent self-enforcing equi-

libria separate from one another. That is, a leading power can have incentives to

restrain whether or not secondary states do as well, and vice-versa.
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In the first section of this paper, I describe the strategic problem faced by rising states

and how strategic restraint can help to overcome it. I then develop a simple formal

model to clarify the logic and conditions in which we should expect strategic restraint

to form an equilibrium. In the second section, I describe the strategic problem faced

by leading states and how strategic restraint can help resolve it. This section is not

particularly developed but lays out the general intuition. I conclude with a brief

consideration of the relevance of this analysis for today.

1 Averting Domination

Ikenberry (2001, p. 4) describes the aftermath of great power wars as an historical

juncture, characterized, “most important[ly]” by a “new distribution of power...creating

new asymmetries between powerful and weak states.” In this context, he writes, “lead-

ing or hegemonic states face choices about how to use their newly acquired power.”

As important as the reconfiguration of power, is the fact that the distribution of

power is, in almost all cases, at its most asymmetric point immediately after victory.

Put more directly, the new leading power is, in most cases, also a declining power.

The U.S., for example, emerged from World War II as a global hegemon, but foresaw

its then power advantage being challenged as the Soviet Union, Western Europe and

East Asia rebuilt from the devastation of the war.

When decline is expected to be sufficiently rapid, a leading power can have incentives

to try to lock-in its current power advantages by dominating secondary states. This

domination can take a variety of forms; from reparations, to the appropriation of

natural resources, to exploitative occupation, to preventive war. But the intended

outcome of domination is that relative power gains by secondary states are attenuated
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or prevented all together.

Domination, in any form, is costly for all parties. Secondary states, of course, as

the target of domination, face the brunt of the consequences both immediately and

into the future. But domination is also costly to leading states. War, occupation,

coercion, etc. are rarely cheap; and by dominating those around it, the leading state

loses potential partners in trade and military affairs. Therefore, both leading and

secondary states have incentives to find ways to avoid domination.

The problem, as it is traditionally stated, is one of commitment Fearon (1995) and

Powell (2006). Because rising states cannot (easily) commit not to use future power

gains to demand outcome improvements, leading states sometimes have incentives

to bear the costs of domination in order to lock-in their current power advantages.1

These incentives increase as expected power shifts grow in size and speed, and as the

costs of domination to the leading state decrease.

Of course, after World War II, the U.S. did not dominate other countries in the

developed world. And in fact, took actions to hasten their rise by facilitating the

economic and military redevelopment of Western Europe and Japan.

To avoid domination, secondary states took steps to mitigate the effect that their

future power gains would have on their interactions with the United States. By oper-

1. Sometimes, the costs of domination to the leading state are so high that the leading state will
prefer not to dominate despite the fact that rising states will demand better outcomes in the future.
In this case their is no commitment problem: the costs of domination are sufficient on their own to
disincentivize it. This is the logic behind the realist and traditional liberal theories of post-World
War II cooperation within the developed world. On the realist account, the external threat from
the Soviet Union increased the costs to dominating Western Europe and Japan. Domination would
weaken these countries both externally to the threat from the Soviet Union and internally to the
threat from domestic communist movements, which would be so costly to the U.S. that domination
became a inefficient option. On the liberal account, dominating other industrialized countries would
be costly to the U.S. by preventing it from taking advantage of benefits of economic interdependence.
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ating through rules-based institutions that limited the degree to which actors could

translate power gains into outcome improvements, these states were able to mitigate

U.S. fears about power shifts and disincentivize domination. Importantly, strategic

restraint by the secondary states was credible because institutions are sticky in the

sense that working through them creates ex ante costs to exit. These costs prevent

rising states from feigning restraint in order to avoid domination and then breaking

out after power shifts. To use the language of the prisoner’s dilemma, institutional

stickiness reduce the “temptation payoff.” Moreover, incentives for secondary states

to restrain their effective power gains are independent of any decision by the leading

state to restrain itself.

1.1 A Model of Restraint by Rising Powers

I model the domination problem as a simple two-period, complete-information bar-

gaining game with shifting power from a “leading state” (state A) to a “rising state”

(state B). Domination is an outside option if the actors are unable to agree on a bar-

gain. For simplicity, I model domination as costly war, but the outcome is identical to

the leading state taking some costly action designed to lock-in current power balances

into the future (e.g. destroying or expropriating the rising state’s natural resources,

occupation, reparations). The foundation of the model is set up, following Fearon

(1995), so that if the power shift is sufficiently large and the costs of domination to

the leading state are sufficiently low, domination is a Nash equilibrium.

The innovation here is to add a first move by the rising state in each period, whereby

they choose whether to restrain themselves by operating through rule-based institu-

tions that limit their effective power gains (or, equivalently, constrain their ability

to translate power gains into bargaining leverage). If they choose to restrain in the
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first period, they face a cost to choosing not to restrain themselves in the second pe-

riod (this is the cost associated with the stickiness of the institution). If they choose

to restrain in the second period (whether or not they chose to restrain themselves

in the first period), their effective bargaining power in the second period is smaller

than it would be if they choose not restrain themselves. So the first period choice to

restrain has no effect on first period bargaining power but serves simply as a signal

of a commitment to restrain in the future by creating second-period exit costs. The

second period choice to restrain is what mitigates the effect of the second period

power increase by secondary states.

The sequence of each period of the game is as follows:

1. State B chooses whether to restrain itself in that period

2. State A makes a take it or leave it offer of xt ∈ [0, 1]

3. State B chooses whether to accept the offer or not.

Figure 1 displays the extensive form with associated payoffs. In each period, the

states bargain over a set of issues X normalized to 1. Each period consists, first, of a

choice by state B to restrain itself by operating through rule-based institutions in that

period, followed by a simple take-it or leave-it bargaining round. In the bargaining

round, state A (the leading state) makes an offer of xt ∈ [0, 1] and state B (the rising

state) accepts or rejects it. Assume preferences are strictly opposed: state A prefers

issue resolutions closer to 1 and state B preferring issue resolutions closer to 0.2 If

state B accepts the offer, state A gets xt and state B gets 1−xt. If state B rejects the

offer, then domination ensues.3 In domination – again, modeled as costly war – state

2. The assumption of strictly opposed preferences is not necessary for the result but creates a
harder case.

3. Note that the way the game is set up, state A cannot choose domination directly. Rather, it
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Figure 1: Extensive Form
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can bring about domination by making an offer, xt, that it knows state B will not accept.
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A prevails with probability pt ∈ [0, 1]; state B prevails with probability 1 − pt. The

winner gets its preferred issue resolution to X in the current period and any future

periods, but each state suffers some fixed cost, cA and cB, respectively, in the current

period and any future periods.

In the first-period, state B’s choice of whether to restrain itself has no effect on state

B’s relative power (1 − p1), which is exogenously determined. But in the second

period, if state B chooses to restrain itself (whether or not it did in the first), its

relative power is less than if it chooses not to restrain itself: (1− pR2 ) < (1− pU2 ). In

words, the choice to restrain through rule-based institutions in period 2 reduces the

size of state B’s power gains from period 1 to period 2. To account for institutional

stickiness, if state B chose restraint in the first period but chooses not to restrain

itself in the second period it faces an exit cost, cE.

Since state A’s relative power is decreasing from period 1 to period 2, pU2 < pR2 ≤ p1.

Assume second period payoffs are discounted by δ and that, for simplicity of analysis,

utilities are continuous, increasing and linear (states are risk neutral).

1.2 The Strategic Restraint Equilibrium

There are numerous equilibrium but we will focus on two: the equilibrium in which

state A chooses to dominate in period 1 (by offering an unacceptable bargain in period

1); and the equilibrium in which the rising state (state B) chooses restraint and the

leading state (state A) chooses not to dominate by offering a bargain (xt) that it

knows state B will accept.

The first equilibrium is the standard result from Fearon (1995) so I will not elaborate

on it other than to say that it is simple to show that it exists and is more likely to be
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realized the larger state B’s relative power decline from period 1 to period 2 and the

lower its costs to conflict
(
formally, p1 − p2 → 1, and cA → 0

)
. In these cases, the

inability of a rising state to commit to not exploit its power gains in period 2 (even

from within a rule-based institution) to extract a better x2 can create incentives for

the leading state to prefer domination in the first period despite its costs.

The second equilibrium is our result of interest because it shows that institutions that

restrain effective power shifts and generate exit costs can help rising states solve the

commitment problem that otherwise leads to domination.

The game is solved by backward induction. Because domination is costly, there

is always a second-period bargain that both states prefer to domination. In other

words, in the second period, there is always and x2 that state B will accept and

that state A will want state B to accept. As a result, we can immediately say that

outcomes 1, 3, 6, 8 weakly dominate outcomes 2, 4, 7, 9, respectively. In any period

two bargaining round, state A will offer an x2 that makes state B just indifferent

between accepting and domination: xRR
2 = pR2 + cB (outcome 1); xRU

2 = pU2 + cB

(outcome 3); xUR
2 = pU2 R + cB (outcome 6); xUU

2 = pU2 + cB (outcome 8).

Since state B’s restraint in period 1 is simply a costly signal of its intention to restrain

itself in period 2, state A will only choose not to dominate in period 1 if it is confident

that state B will also restrain itself in period 2. So, the equilibrium only holds if the

payoff to state B of outcome 1 is greater than the payoff to outcome 3:

(1− xR
1 ) + δ

(
(1− xRR

2 )
)

≥ (1− xR
1 ) + δ

(
(1− xRR

2 )− cE
)
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xRR
2 ≥ xR

2 U − cE

(1− pR2 )− cB ≥ (1− pU2 )− cB − cE

cE ≥ pR2 − pU2

Since pR2 > pU2 , there exist parameters for which this condition holds. State B is more

likely to have incentives to restrain itself in period 2 after restraining itself in period

1 as the costs of exit increase and the mitigating effect of restrain decreases.

We next must show that there are parameters for which states A and B prefer not

to dominate (be dominated) in period 1 given restraint by state B in periods 1 and

periods 2. That is, we must show that there exist parameters such that the payoffs

for both states A and B in outcome 1 are better than the payoffs to outcome 5.

B will accept any offer of xR
1 in period one if:

(1− xR
1 ) + δ

(
(1− xRR

2 )
)

≥ (1− p1)− cB + δ
(
(1− p1)− cB

)
xR
1 ≤ p1 + cB + δ(p1 − PR

2 )

Because p1 and cB are positive and p1 > pR2 , there always exists a bargain that state

B will prefer to being dominated.

State A will make an offer that it wants state B to accept if:

10



xR
1 + δ(xRR

2 ) ≥ p1 − cA + δ(p1 − cB)

xR
1 ≥ p1 − cA + δ(p1 − PR

2 − cA − cB)

A prefers not to dominate (that is to make an offer that state B will accept) as p1 → 0,

cA, cB → ∞, and p1 − pR2 → 0. In words, the less powerful it is to start, the greater

the costs to domination and the more that restraint limits its relative decline, the

more likely state A is to have incentives not to dominate in period 1.

The restraint equilibrium only holds if, when state B chooses not to restrain itself in

the first period, state A can credibly threaten to dominate state B in the first period.

In other words, for state A, the payoff to outcome 10 have to be greater than the

payoffs to outcomes 6 and 8. First note that for state B, the payoff to outcome 8

strictly dominates the payoff to outcome 6. So we need only show that there are

parameters for which the payoff to state A of outcome 10 dominates the payoff to

outcome 8:

p1 − cA + δ(p1 − cA) ≥ xU
1 + δ(xUU

2 )

p1 + δ(p1 − pU2 )− cA − δ(cA + cB) ≥ xU
1

Since p1 > 0 and p1 − pU2 > 0, as long as the costs of domination are not too high,

state A will prefer domination to a peaceful bargain in period 1 after state B chooses

to not restrain itself.
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The final step is to show that state B prefers restraint in the first period – leading to

outcome 1 – to choosing not to restrain itself and be dominated (outcome 10). This

is easy to show because first period restraint has no effect on first period bargaining

power. As a result, the payoffs to both state A and state B of first period domination

are the same regardless of whether state B chooses restraint in the first period (the

payoffs to outcome 5 are the same as the payoffs to outcome 10 for both states).

Since, as shown above, there are parameters for which states A and B prefer outcome

1 to outcome 5, it follows that for the same parameters, they will prefer outcome 1

to outcome 10.

So there exists an equilibrium such that, in both periods, state B chooses to restrain

itself and state A offers a bargain that state B accepts. Intuitively, this equilibrium is

more stable as the costs of exit increase – because this is what solves the commitment

problem. But it also relies on a number of moderate parameters. Specifically, the

costs of domination need to be high enough to disincentivize state A from pursuing

domination in the first period, but low enough to make the threat of domination

credible should state B not restrain itself. State A’s initial power advantage has to

be low enough that it prefers a bargain to first period domination given state B’s

restraint but, again, high enough that the threat of domination is credible if state B

chooses not to restrain itself in the first period. Finally, the degree of restraint on

the rising state in the second period has to be small enough that it does not have

incentives to exit the institution but large enough that restraint is still meaningful in

the sense that it disincentivizes first period domination.
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2 Avoiding Balancing

The problem of domination is a challenge faced by rising states. The problem of

balancing, on the other hand, is a challenge faced by the leading state. The strategic

problem is this. The leading state would prefer that others bandwagon with it rather

than balance against it and, in fact, the other states would prefer this as well. This is

true for two reasons. First, balance of power politics is costly and states would prefer

to avoid these costs. Second, in interactions with third parties (i.e. the Soviet Union),

the leading state would prefer to have more power on its side and the secondary states

would prefer to be on the winning side, which is, in expectation at least, with the

leading state.

And yet, secondary states frequently choose to balance against leading states Waltz

(e.g. 1979). The strategic problem is, again, one of commitment (Powell 1999). Be-

cause the leading state cannot commit not to exploit its asymmetric power advantages

in its interactions with secondary states, secondary states sometimes have incentives

to balance against the leading state. In other words, if the leading state could commit

to not take full advantage of its relative power, then secondary states might have

incentives to bandwagon.

Of course, one of the most significant features of relations within the developed world

is not only the absence of balancing but a remarkably deep formal alliance. This is

particularly surprising because of the economic and military power of Western Europe

and Japan.4

To avoid balancing - that is to get Western Europe and Japan to bandwagon with

4. As with domination, external threat and economic interdependence offer an alternative (or
complementary) explanation for bandwagoning within the developed world.
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it – the U.S. took steps to mitigate the effect that its relative power could have on

outcomes in its interactions within the developed world. By operating through rules-

based institutions that limited its ability to translate economic and military power

advantages into favorable outcomes – and that preemptively created costs to exit –

the U.S. was able to assuage fears of exploitation by secondary states that might have

otherwise incentivized them to balance against the U.S.

Though I have not yet modeled this dynamic formally, I expect it to work similarly

to the model above with incentives for secondary states to bandwagon with a leading

state to increase the more that rule-based institutions constrain the power of the

leading state and the more costly it is to exit.

3 Is the Order Stable? What is the Strategic Chal-

lenge Today

In this paper, I argued that strategic restraint encompasses two independent, self-

enforcing logics: secondary states prevent domination by agreeing to rules-based

institutions that restrict the rate at which future power gains are translated into

bargaining power gains. And leading states prevent balancing by agreeing to rules-

based, sticky institutions that restrict their ability to translate their extant relative

power into extant bargaining power. Restraint works in similar and yet importantly

different ways for secondary and leading states. The purpose of restrain by secondary

states is to limit future power shifts, while the purpose of restraint by the leading

state is to minimize current power asymmetries. In both cases, though, promises of

restraint only work to disincentivize domination and balancing because they operate

through rule-based institutions that create commitment by generating ex ante costs
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to exit.

As we consider the stability of relations within the developed world, one question we

must answer is whether the conditions that established these relations are relevant to

its maintenance.

The idea of America as a declining power remains prominent, though today this in

respect to rising powers outside of the developed world rather than in relation to

countries in the developed world. For the most part, power relations within the

develop world appear to have largely stabilized. If anything, the U.S. is, at the

moment, a rising power due to its relative economic growth and overwhelming military

investments since 9/11. Counter-intuitively, though consistent with the theory, the

fact that American power is no longer in decline vis-à-vis the developed world gives

secondary states (in the developed world) incentives to remove the restraints that

they used to prevent domination. But, while this may lead the the U.S. getting a

worse deal in its interactions with the developed world, it presents no risk to the

stability of relations.

On the other hand, the collapse of the Soviet Union undermines one of the reasons

that secondary states had to bandwagon with the U.S. The rise of pro-Russian parties

in Europe exacerbates this problem. This suggests that U.S. restraint remains vital

to the stability of the Western alliance.

The key question, for both strategic restraint as an explanation of post-World War

II non-domination and bandwagoning – and for the stability of the Western alliance

– is exactly how sticky rule-based institutions were and are today. We have lots

of theory about why it becomes costly to exit institutions but little in the way of
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empirical evidence or estimates of the magnitude of these costs. A vital line of

future research effort should be empirical analysis of the causes and magnitude of

institutional stickiness.
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