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Preface to
First Edition

Asstudentsin the lale 19505 and early 1960s, we were taught to lock atinterna-
tional politics through “realist” glasses, which emphasized the ever-present
possibility of war among sovereign states. As our earlier work indicates, we
soon became uneasy about this one-sided view of reality, particularly aboul its
inadequate analysis of economic inlegration and of the roles played by formal
and informal international institutions. Our collaboration began in 1968 when,
as new members of the board of editors of International Organization, we
decided to edit a special issue of that journal to criticize traditional views of
world politics and to demonstrale the relevance of international organization
broadly conceived.!

We decided o write the present book, after Transnational Relations and
World Politics was published in the summer of 1971, for two main reasons.
Although in that volume we had pointed out significant problems with realist
theory, particularly in the area of international political economy, we had not
provided an alternative theory. We still needed to fit transnational relations
into a larger framework of world politics if we were to complete the analytical
task we had begun. From a policy standpoint, we thought that significant im-

provements in American policy on issues involving transnational relations and~
international organization§ Were unlikely unless the premises of policy were .

changed, We believed that many of the failures of American foreign policy in

! International Organtzation 25, no. 3 (Summer 1971); later published as Transnational Relations
and World Politics (Cambridge, Mass.: Harvard University Press, 1972).
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these dreas had their roots in the limitations of realist assumptions. For both
analyticdl did policy reasons, thercfore, we sought to wrile 1 book that would
put into & brodder coritext the classlc reslist analysis that 11ans Morgenthau’s

* Politics Amorig Nations, among other works, had beqieathed o the-current

\

i

\

i
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getierdliohi, 3 : .

Our hﬁé‘ylicﬁ' and policy coicerns help to explain the oriontation of this
book. Qiir cental : ‘
the book's facyis s completely different from that of most books and articles on
this subject. Because we are concerned with the premises of policy, our major

emphasis is oni_the changing tiature of the international system and how to '

undeistand it. Only i the last chapier do we draw lessons for foreign policy.
“Our two country-oriented case studies, however, are focused on the United
States. Yet throughaut the book, our emphasis {5 on theory. The cases were
selected for their poteritial significance for theory as much as for their intrinsic
policy importance. Since the United States is the most important actor in the
systetti, ciit fociis on Aerican actions can be justified on theoretical as well as
policy grotinds. In addition, each of out majur cdses is exumined over at least a
fifty-yedr period to help i understand underlying forces of stability and
change. Our method fs not simply histotleal; wo have analyzed the cases ac-
vording lo a theoreticil and compittaiive scheme thil we cluborate In chapters
1-3. This approach bears some resemblance to what our teacher Stanley Hoff-
mann called “historical soclology” over a decade ago.® We try to quantify what
we can, buit we stress theory over method and understanding the premises of
policy over chatting a detailed couise of action.
In this book wé try d liitderstand world politics by developing explanations
.at the Jevel of the lnfétriational system. This does not mean that we regard the
domestic politics of forelgn policy as unimportant. Quite the contrary, Forelgn
policy dnd domestic policy, as we repedtedly emphasize, are becoming increas-
ingly difficult to disentangle. Nevertheless, the complex relations between for-
eigh and domestic policy make it essential to know how much one can explain
purely on the basis of information about the international systein, In this sense,
we try-to discover what cannot be explained on the basis of international fac-
tors, as well as what can be so explained. Thus, slthough comparative foreign

* Some of our thoughts on the subject of this book have appeared in carlicr articles, but they have
been so greatly altered in form and content that only a few fragments remaln In the present
volume. For these we acknowledge permission from the University of Wisconsin Press to draw
from the foliowlng articles: C. Fred Bergsten, R, Keohane, and J. Nye, “International Economics
and International Politics: A Framework for Analysis,” International Organization 29, no. 1 (Win-
ter 1975); R. Kechane and J. Nye, “Introduction: The Complex Politics of Canadian-American
Interdependence,” Interndtional Organization 28, no, 2 (Autumn 1974); j. Nye, “Transnational
Relations and interstate Conflicts: Ari Empirical Analysis,” International OQrganization 28, no, 4
(Autumn 1974). ] . :

i Stanley Hoffmann, ed., Coritemporary Theoty n International Relations (Englewood Cliffs, N.J.:
Prentice-Hall, 1960), :
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policy 1s not the subjeet of this book, we hope that students of compatrative
foreign policy will find our analysis usclul—if only as a starting point for their
allempls to explain patterns of national action, :

We do not claim that our explangtions of change and stability in world poli-

lies nre the only ones that could be developed for this purpose, even at lthe'

international level. We have not, for example, included a Marxist formulation.
Muny Marxists adopt what we eall an overall structure approach, although
unlike realists, they aceept a cluss theory of the foreign policy process. Some
Marxists, however, focus on direct relations among capitalists: in these formu-

lations, multinational corporations are important in their own right as political-

actors.* Yet, as far as we could determine, there isnot a generally accepted and
clearly articulated Marxist theory of inlernational regime change. We are nei-
ther sympathetic enough with the Marxist perspective, nor learned enough in
its subtleties, to develop a Marxist model of our own. It is to be hoped that
Marxists will develop models of international regime change to compete with
or complement our own.

Friends have often asked us how we have managed to collaborate so inten-
sively over such a long period of time. The short answer is by swallowing our
pride while we tore aparl ciich other's chapters. Although collaboration
invokes oceasional frustration, it produces the keen intellectual pleasure of
rapid responsc and cxploration of ideas. By and large, we have enjoyed the
process. The theoretical chapters have gone through so many drafts that it is
virtually impossible to identify the source of particular ideas. Keohane took
primary responsibility for the case studies on money and Australia; Nye, for
oceans and Canada. Liven here, however, the Initial division of libor does not
accurately reflect the equality of our contributions to the final version,

Our transcontinental collaboration would not have been possible without
the support of a Ford Foundation grant, In addition, over the last five years,
financial help was provided to Nye by the Rockefeller Foundation and to Keo-
hane by the University Consortium for World Order Studies, the Johnson

¢ This statement certainly npplics lo much of the literature on “international dependency,” which
fucuses on relalions hetween developed and underdeveloped countries (but which is by no means
exclusively Marxist in churacter). Apart from this dependency literature, explorations of this theme
from a Marxist point of view can he found in Stephen Hymer, *The Internationalization of Capli-
tal,” Journal of Economic Issues (March 1972); and Ernest Mandel, Europe vs, American Contra-
dictions of Imperialism (New York: Monthly Review Press, 1970), especially chapters 1-6, pp. 7-
67. In the literature on dependency, the following are notable: Stephen Hymer, “The Multi-
national Corperation and the Law of Uneven Development,” in Jagdish Bhagwati (ed.) Economics
and World Order from the 1970s to the 1990s (New York: The Free Press, 1972), pp. 113-140;
Johan Galtung, “A Structural Theory of Imperialism,” Journial of Peace Research (1972): 81-117;
Osvaldo Sunkel, ““I'ransnational Capitalism and National Disintegration in Latin Amerlca,” Social
and Economie Studies (University uf Wost Indies) 22, no, 1 (March 1973); 132~178; and Roberl R.

Kaufman et al., “A Preliminary Test of the Theory of Depenidency,” Comparative Politics (Aprii
1975). ’
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Foundation, and the Stanford University Center for Rescarch in International

Studies. Nye is also grateful to Carleton University in Ottawa and to the Royal P r ef ace tO

Institute of International Affairs in London and its stall. We are both graielul to oo ®

the Hairvard Center for International Alairs and its two directors, Robert R. S d E d t

Bowie and Raymond Vernon, tireless and enormmisly supportive crities, with- econ l lon
i otit whose help it is hard to imagine Uhis book. 1t is also hard to imagine this
! book without the comments we received [rom so miny critics and friends (the
two categories are not mutually exclusivel). We particularly wish to thank
Graham Allison, Jonathan Aronson, Robert Art, Francis Bator, Dan Caldwell,
Stephen Cohen, Jorge: Domingiiez, Linda Cahn, Dan Fine, Alexander George,
Robert Gilpin, Crauford Goodwin, Ernst laas, Roger 1lansen, Jefl Hart,
Barbara Haskell, Fred Hirsch, Stanley Holfmann, Cavan Hogue, Ann Hollick,
Ray Hopkins, Peter Jacobsohn, Robert Jetvis, John Q. Johnson, Poler Katzen-
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& stein, James Keeley, Janet Kelly, Peter Keneii, Nannerl Keohane, Charles :
Vi Kindleberger, Stophen Krasrer, James Kurth, David Laitin, Petor Lange, y

Charles Lipson, Peytoh Lyon, Rachel MeCulloch, Michacl Mandelbaum, Ed-

& ward Miles, Theodore Morai, John Odell, Van Doorn Ooms, Rob Paarlberg, m— e
&5 : N ' Wynne Plumptre, Richard Roseerance, John Ruggic, Robert Russell, Philippe

- \ , Schmitter, Ian Smart, Louis Solin, Susan Strange, Harrison Wagner, and Dan .
] N " Yergin. Ava Feiner, Robert Pastor, Dcbra Miller, Alison Young, Kenneth Oye,
W T and Constance Smith greatly helped our research on the case studies. Numer- " Theorists of international relations suffer from being too close to the events 5
- i , bus officials of the American, Australian, and Canadian governments gave ; they discuss. When we wrole Power and Interdependence in the mid-1970s,
&) ./ generously of their ime in interviews. Emily Iallin supervised the reproduc: ! dramalic changes were taking place in world politics. By the beginning of the
) & '// tion and transmission of innumerable dafts at the Stanford end of this trans- tecade the Vietnam War rad become highly unpopular in the United States,

. /;/- - continental relationship. Beverly Davenport, Ainy Gazin, and Amy Contrada and detente seemed to have reduced the importance of the U.S.~Soviet nuclear
£ i i ably managed the typing of the manuscript and administrative chores at Har- competition. At the same time, international trade was growing more rapidly

5 e vard, The contributions of Nannerl Keohane and Molly Nye would tequire than world product; lrzummlion.ll corporations were playing dramalic political

. ( i another book, not a mere preface, to recount. , roles; and from 1971 on the international monetary system was in flux, Mean-

& ' No author is an island. We gladly toll our bell of thanks. ; while, the relative economic predominance of the United States was declining
) \ : as the European and Japanese economies grew at more rapid rates. President

Nixon and Sceretary of State Kissinger spoke of the development of a five-

P
&3 power world, and [ulurologists such as Herman Kahn predicted the imminent
& arrival of a multipolar international system.!

o ‘ On top of this came the oil erisis of 1973, in which some very weak states
"2:;:: cxtracted enormous resources from the strong. Hans Morgenthau wrote of

what he called an unprecedented divorce between military and economic
, power based on-the control of raw materials.2 The vulnerability of Western
societies at a period of high commodity prices encouraged many less developed
countries o believe that a greater transformation of power had occurred than

.
s

' Nerman Kahn and B. Bruce-Briggs, Things to Come (New York: Macmillan, 1972). H

>
2

2 1ans J. Morgenthau, “The New Diplomacy of Muovement,” Encounler.(Augusl 1974): 56. Py
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was actually the case. Many theorists reflected on these concerns. A represent-
ative view among the modernist writers of the 1970s was that; '

The forces now ascendant appear to be leaning loward a global sociely without a
dominant structure of cooperation and conflict—n polyarchy in which nation-states,
subnational groups, and transiational special interests and communitios would all be
vying for the suppoit and loyalty of indivicuals, and conflicts would have to be resolved
primarily on the basis of ad hoe bargaining in a shifting contoxt of power relationships.?

By the late 1970s the mood began to change, both fn the United States and in
the United Nations. The United States Governmont became more concerned
about Soviet policy, and less sensitive to the policics and complaints of gov-
ernments of less developed countries. The experionce of the Carter administra-
tion illustrates this point. While campaigning in 1976, Jimmy Carter promised
to reduce the defense budget, but by 1980 he was closer to Ronald Reagan's
position than to his own previous view. Reagan’s election accentuated these
trends. American policy focused on East-West confrontation and scaled down
North-South issiies and the role of multilateral institutions. The defense budget
increased 1in real terms for five straight years, and the United States was more
willing to use military force (albeit against extremely weak states such as Gre-
nada and Libya). Arms control was downgraded and the modernization of

_nuclear forces was intended to restore an “edge” for additional utility of mili-

/ tary force. This shifting agenda was accompanied by a resurgence of realist

#

// .

oo

- analysis, for history seemed to have vindicated the-realist model.
Just as some analysts in the 1970s overstated the obsolecence of the nation
state, the decline of force, and the irrelevance of security concerns, others in
v the early 1980s unduly neglected the role of transiational actors and economic
\Interdependence. Contrary to the tone of much political rhetoric and some
\political analysis, howevet, the 1980s did not represent a return to the world of
the 1950s. just as thie decline of Ametican powet was oxaggerated in the 1970s,
so Was the restoration of American power exaggerated in tho 1980s. Looking
carefully at military and economic indices of power resources, one notes that
there'was far more change in psychology and mood than in true indicators of
power resources. The diffusion of power continued as measured by shares in
world trade or world product. Economic interdependence as measured by
vulnerability to supply shocks eased in a period of slack commodity markets
(but it could change if markets tighten again and growth of economic transac-
tions continues). Sensitivity to exchange-rate fluctuations remained high. The
costs of the great powers’ use of force remained higher than in the 1950s,
Moreover, despite rhetoric, the relations belween the superpowers did not
show a return to the Cold War period. Not only were alliances looser, but

3 Seyom Brown, New Forces In World Politics (Washington: Brookings Institulion, 1974), p. 186.

EAct e T e T e T L

PREFACE TO SECOND EDIMION | xi

transactions were higher and the relations between the superpowers reflected
a [uir degree of learning in the nuclear area.® In our view, thercfore, the analy-
sis that we'put forward in Power and Interdependence has not been rendered
irrelevant by cvents. The reai questions are not about obsolescence, but about
analytical cogency.

Inasense, the 1970s and 1080s were merely the latest instance of a recurring
dialectic between the two main strands in what has been called the “classical
tradition” of international-relations theory. Realism has been the dominant
strand.® The second strand is the “liberal” or “Grotian tradition,” which tends
to stress the impact of domestic and international society, interdependence,
and international institutions. In their simplest forms, liberal theories have
been easily discredited, The proposition that gains from commercial transac-
tions would overcome the problems Inherent in the security dilemma and make
war too expensive was belied in 1914. Hopes that a system of international law
and organization could provide collective security to replace the need for self-
help irherent in the security dilemma were disappointed by 1939. Nonethe-
less, the sharp opposition between realist and liberal theories is overstated. In
fact, the two approaches can be complementary, Sophisticated versions of lib-
eral theory address the way interactions among states and the development of
International norms can interact with the domestic politics of the states in an
International system to transform how those states define their interests,
Transnational as well as interstate interactions and norms lead to new defini-
tions of interests as well as new coalition possibilities for different interests
within states.

Power and Interdepesdence sought to explain the patterns of change that
weé observed during the early to mid-19705 by fntegrating aspects of the realist

\s_md liberal tr'lf.gitions.;l‘hus our core argument in Chapter 1, that asymmetrical
interdependence can be a source of power, links the liberal stress on in-

terdependence with the realisi focus on power. Yetas we noted in our Preface
to the first edition, we were taught as students to see the world through *real-
ist"” glasses, and our book reflected our struggle to see a more complex vision.
Thus, realism bore the brunt of our critique, and our quarrels with aspects of
liberalism were subdued. As a result of our rhetorical barbs at realism, our
approach is sometimes labeled simply as “liberal.” Yet this characterization of
Power and Interdependence is highly misleading, since we stressed the impor-
tance of governments’ wielding ‘of power in pursuit of their conceptions of
self-interest, and we declared in Chapter 1 that “military power dominates

* Joseph 8. Nye, Jr., “Nuclear Learning and U.S.~Soviel Sccurity Regiines,” International Organi-
zation (Summer 1987), ' '

* K. J. Holsti, The Dividing Discipline: Heg y and Diversity in International Theory (Boston:
Allen & Unwin, 1985). :
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economic power in the sense that economic means alone are likely to be incf-
fective against the serious use of military force” (p. 16).

We have quite a bit to say, after more than a decade, both about how com-
mehtators construed or misconstried our work, and about our ownr shifts in
perspective. We tould have changed the text of our hook, but this would not
hitve enabled iis to respond to our critics, and it would have concealed our own
amenidments, shifts in point of view, and second thoughts, We cotild have
written d long Preface—irideed, we drafted one—but our astute editor pointed
oul that this would encumber the redder unacquainled with our book with
commientary before he or she liad read the original text. In this edition we have
therefore left the origindl text as it was written and hive added only a brief hew
Prefice. We have, however, added an Afterword, which provides a fuller
discdsstoii of how we see our work, as contrasted with the perspective of
ecorimentdtors.® ,

In Chapter 8 of Power and Interdependence we drew some implications |

from our analysis for policy. I our view, many of our judgments remain

..” viilid—for iiistdrice, we argued that reducing the Uniléd States’ vulnerabilily

to exteinal shocks could be pitt of a strategy of policy coordination and interna-
tional leadetship. Buildiiig ari Atericari oil stockpile aid taking the lead in the
Interationdl Eiiergy Agehcy hiave ihdeed been the two key components of the
“sticeessful international ehergy policy which has helped to transform inteina-

o Hbﬁéi energy politics sincé the 1970s. Fiirthetiiore, they have been, as we

\

\
\

\ 'sﬁ'ggqsied, compleinentary, rather than alteriiative, policies. We also argued

for effective tnternational policy coordination on ceological issucs—as lovers of
wild lands we could not ignore this dimension of global politics—but suggested

', that cooperation or stich issues would be difficult. In general, we called for

“ “intettiational suitveillance and collective leadership” (p. 232), which we still N

- “believe to be crucidl if iirgeht world problems are to be addressed.
\ These prescriptions, liowevet valid, were mostly quite general. In 1985 we
sought td make ihore specific iecominendations, tising not only the analysis of
Poiver dnd Interdependence but also thal of subsecicinl work on inlernational
regimes. The artlele that we produced, ““Two Chects for Multilateralism,” is
teprinted from Foreign Policy at the end of this volume, following the
Afterword. ' :

In the eleven years since we compleled Power and Interdependence, our
professional paths have diverged and then converged agdin. Robert O. Keo-
hane has concentidted on interpreting patterns of international cooperation
and discord iti light of socidl sclence theory; Joseph S. Nye has served in gov-
eriiient aiid published works oti nuclear deterrence, ethics and inteinational

¢ Most of the Afterword appedred as an article entitled ' Power and Interdependence Revisited,”
published in International Organization 42, no. 4 (Autumin 1987); 725-753.
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relations, and U.S.-Soviet relations. Since 1985 we have been colleagues at
Harvard Universily, giving us the opportunity to discuss analytical and policy
issues intensively again, both in seminars and in personal conversations. We
have gained enormously from our intellectual companionship and deeply satis-
fying personal friendship, which now extend over twenty years. If our readers
also benefit, we will be doubly pleased.
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INTERDEPENDENCE IN
WORLD POLITICS

Chapter 1

We live in an cra of interdependence, This vague phrase expresses a
poorly understood hut widespread feeling that the very nature of world
politics is changing, The powsr cf nations — that age-old touchstone of
analysts and statesmen — has become more elusive: “caleulations of power
arc even more delicate and deceptive than in previous ages.”* Henry
Kissinger, though deeply rooted in the classical tradition, has stated that
“the traditional agenda of international affairs — the balance among major
powers, the security of nations — no longer defines our perils or our possi-
bilities. . . . Now we arc entering a new cra. Old international patterns
are crumbling; old slogans arc uninstructive; old solutions are unavailing,
The world has become inl(erdupcndcul: in_cconomics, in_communications,
in human aspirations.” 2 T

How profound are the changes? A modernist school sees telecommunica-
tions and jet travel as creating a “global village” and believes that bur-
geoning social and econioinic Wansactions are creating a “world without
borders.” * To greater or lesser extent, n number of scholars sec our era as
one in which the territorial state, which lias been dominant in world poli-
tics for the four centuries since feudal times ended, is being eclipsed by
nonterritorial actors such as multinational corporstions, transnational social
movements, and international orgnnii:iﬁo|is.“Aé'ﬁifé‘é'éaifd?ﬂiféf”ﬁﬁE-'it, “the
state is about through as an cconomic unit.” ¢ o '

Traditionalists call these assertions unfounded “globaloney.” They point
to the continuity in world politics. Military interdependerice has always




\
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existed, and military power is still important in world politics — witness
iiclear deterrence; the Vietnam, Middle East, nnd Indin-Pakistan wars;
and Soviet Influerice In Eastern Europe or Amcrledin influence In the
Cailbbean. Moreover, as the Soviet Unjon has showi, authoritariin states
can, to 4 considerable extent, control tolecommiunications and soctal trans-
actiohs that they consider disruptive. Even poot and weak countries have
been able to intionalize multinational corporations, and the prevalence of
nationdlism casts doubt ofi the propositioti that the nation-state is fadiisg
dway. . . o
Neither the modernists iof-the traditionalists have an adequate frame-
work for understanding the politics.of global iiii'ei'dq'pendcncc.“ Modernists_
poltit cotrectly td_the finiddmental clinnges wow lakiing place, but they
"ofteli assume without suficient analysis that advances in technology and
incteases in social ind conomic transactions will lead to a new world in
‘which states, and their control of force, will no longer be important,? Tra-
ditiotialists aré ddept at showing flaws in the moderiist vision by pointing
mhﬁﬁ-ﬁllifﬁfy'inféfdepéﬁdence contimies, but find it very difficult de-
'nm%ﬁ—w{f]ﬁﬁﬁéf-fﬁduy% “Tnultldhnensional econoinle, socinl, and eco-
Jogitil fiterdopanderics: - . . -
Ot task in this book is not to argue either the modernist ot traditionalist
osition. Becduse our era is marked by both contiiinity and clinge, this

"/ would be Frtitless, Hather, our task is to provide & means of distilling and

15
i

. blending the Wj_s_gl_q_m_j_rj_both positions by dcvclgping a coherent theoteti-
cal ffamework for the_political drialysis of interdopendeiice, We shall
develop several different biit potentially complemeittary miodels, or intel-

%, lectual tools, for grasplng tlie reality of interdependence in contemporary

+ world politics. Equilly important, we shall attempt to explore the condi:

Hons under which each model will be most likely to produce accurate
‘predictions and satisfactory explahations, Contemporary world politics is
iot o sedmless web; it Is d tapestry of divetse relatioiships. In such a
woild, one model cannot explain all sitiiatioiis. The sccret of understanding
lies'iti knowing which approach or combiniation -of approaches to use in
atialyzing a sttuation. There will never be a stibstitute for careful ainalysis
of actual situations. ' , _

Yet theory is inescapable; all empirical of practical analysis rests on it
Pragmatic policymakers might think that they need pay no more heed tc
theoretical disputes over the nature of world politics than they pay to
medieval scholastic disputes over how many angels ca dance on the head
of 4 pin. Acadenilc pens, however, leave indrks in the minds of statesmen
with profound results for policy. Not only are “piactical men who believe
theinselves to be quite exemipt fromi sny intellectual ‘influences” uncon-
scious captives of conceptions created by “some academic scribbler of a
few years back,” but increasingly the scribblers have beeii playing 4 dircc't

B3
i
¢

. S R i Wa T I iy
T N S T A

INTERDEPENDENCE IN WORLD POLITICS l 5

role in forming forcign policy.? Inappropriate images and ill-conceived
pereeptions of world politics can lead directly to inappropriate or even
disastrous national policies,

Rationale wid rationalization, systematic presentation and symbolism
become so -intertwined that it is difficult, even for policymakers thom.

\

selves, to disentanglo reality from rhetoric, Traditionally,.classical _theories.

of world politics have portrayed n potential “state of war” in which states’
behavior was dombiated by the constant dm.lgé'l" of military_conflict, Dur-
fiigy' the Cold War, espectally the Rrst decade after World War 11, this
conception, labeled “political realism” by its proponents, became widely
accepted by students and practitioners of international relations in Europe
and the United States.® Durlng the 19605, many otherwise keen observers
who aceepted realist approaches were slow to perceive the development
of new issues that did not center on military-security concerns.® The sanic
dominant image in the late 1970s or 1980s would be likely to lead to even
more unrcalistic expectations. Yet to exchange it for an equally simple
view — for Instunee, that military fotce is obsolete and economic interde-
pendeice henign — wonild condemin vne to cqually grave, though dilferent,
OrroTs,

What are the major Features of world politics when interdependence
particularly cconomic, l_l_x,mrglel)cndencc, is extensive? ® This is one of th(;
two major questions we address in this book. In Chapter 2 we explore this
question in general terms; in Chapter 5 and part of Chapter 7 we investi-
gate it further in four case studies; and Chapter 8 examines the implica-
tions for American foreign policy. To lay the groundwork " for these
analyses, in the rest of this chapter we define what we mean by interde-
penderce, diffcrentiate its major types, and relate them to the concept of
power, which remains fundamental to the analysis of world politics.

Interdependence affects world politics and the behavior of states; but
governmenal solions sy Tllves palier s o Imor e or OF 2
ing or uceepting procedures, rules, or institutions for certain kinds of
activity, governments regulate and control transnational and interstate rela-

tons, We refei to these governing arrangements ns International Teghines.
.- The second major question of this book is, How and why do interrational

regimes change? Chapter 3 develops a set of explanations for the develop-
ment of international regimes, and their eventual décline. In Chapter 8 we
apply these explanations to issues of nceans and money, and in Chapter 7

we use them to understand some featiwes of Canadian-Amefrican and
Australian-American relationships. '

° In The Troubled Partnership (New York: McGraw-Hill for the Council an Forelgn
Rolations, 1865) Honry A. Kissinger discussed nlliance problems with hardly a reference

to economic issues, although economic ssues were beginning seriously to divide the
NATO allies. ’

e s Tee ke,

nce patterns of interdependence. By creat.
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But interdependence is not simply an analytical concept. It is also a
rhetorical device employed by publicists and statesmen. For the statesman,
eager to increase the number of people warching heneath his banner,
vague words with broad appeal are useful. For the analyst, such vaguencss
is the path to a swamp of confusion. Before we can construct usable con-
cepts, much less increase our understanding of interdependence and regime
change, we must clear a way through the rhetorienl jungle. Our task is to
analyze the politics of interdependence, not to celebrate it

THE NEW RHETORIC OF INTERDEPENDENCE

During the Cold War, “national security” was a slogan American political
leaders used to generate stpport for their policies. The rhetoric of national
security justified’ strategies designed, at considerable cost, to bolster the
economic, military, and political structure of the “free world” Tt also pro-
vided a rationale for international cooperation and support for the United
Nations, as well as justification for allinnces, foreign aid, and extensive

military involvements,

National security became the favorite symbol of the internationalists

who_favored_incrensed Americnn involvement in world affairs, The key
foreign policy coordinating unit in the White House was named the Na-
tional Security Council, The Truman administration used the alleged
Soviet threat to. American security to push the loan to Britain and then

" the Marshall Plan through Congress. The Kenncdy administration em-

ployed the security argument to promote the 1962 Trade Expansion Act.
Presidents invoked national security to control ceitain sectoral economic
interests in Congress, particularly thosc Favoring protectionist trade poli-

Y\ cles. Congressmen who protested adverse economic cilects on their districts

or increased taxes wore assured — and i turn explained to constituerits —
Hmt the “national security interest” required their sacrifice. At the same
time, special interests frequently manipulated the symbalism of national
security for their own purposes, as in the case of petroleum jmport quotas,
promoted particularly by domestic oil producers and their political allies.*®

National security symbolism was largely a product of the Cold War and
the severe threat Americans then felt. Its persuasiveness was increased by
realist analysis, which insisted that national seeurity is the primary na-
tional goal and that in international politics sccurity threats are permanent.
National security symbolism, and the realist mode of analysis that sup-
ported it, not only epitomized a certain way of reacting to events, but
helped to codify a perspective in which some changes, particularly those
_toward radical regimes in Third World countrics, seemed inimical to na-

THE NEW RHETORIC OF INTERDEPENDENCE | 7

tional scl:::unly, \fvhilc fundamental changes in the economic relations
among advanced industrialized countries seemed insignificant,

As the Cold War sense of security threat slackened, foreign_economic

coml.)etition and domestic_distributional conflict increased. The intellectual
ambiguity of “national security” became more &;);;ﬁnlced as varied and
()ft?n contradictory forms of involvement took shelter under a single rhe-
l‘()l‘l'cul umbrglla.'t In his imagery of a world balance of power among five
major centers (the United States, the Soviet Union, China, Lurope, Japan)
President Nixon tried unsuccessfully to extend traditional realist conce ots
to apply to the economic challenge posed by America's postwar allies 1ns
well as the political and military actions of the Soviet Union and China.

A'.s' the deseriptive accuracy of a view of national security dominated by
military concerns declined, so did the term’s symbolic power. This decline
reflected not only the increased ambiguity of the concept, but also Ameri-
can reaction to the Vietnam imbroglio, to the less hostile relationship with
lhl.':'sin and China summed up by the word detente, and to the misuse of
nahf)nal seeurity rhetoric by President Nixon in the Watergate allair.
!\Iuhonnl security had to share its position as the prime symbol in the
internationalists’ lexicon with interdependence.

Political leaders often_use interdependence rhetoric to portray_interde-

b

a natural necessity, as a fact to which policy (and domestic

pendence

_Interest groups) must adjust; rather than as a situation partially created by

policy itself,_They usugily argue that conflicts of interest are reduced by

interdependence, and that cooperation alone holds the answer to world

problems,

“We wre all engaged in a common enterprise. No nation or group of
nations can gain by pushing beyond the limits that sustain world economic
growth. No one benefits froni basing progress on tests of strength.” 32 These
words clearly helong to a statesman intending to limit demands from lfle
Third World and influence public attitudes at home, rather than to analyze
contemporary r s:\li!x._ Tor those who wish the United, States to rctai‘n
world leadership, interdependence has become part of the new rhetoric
to be used against both economic nationalism at homne and assertive chnl:
lenges abroad. Although the connotations of interdependence rhetoric may

. scem quite dilferent from those -of national security symbolism each has

often been used to legitimize American presidential leadership in world
aflairs, :

Yet interdependence rhetoric and national security symbolism coexist
only uneasily, In its extreme formulation, the former suggests that conflicts
of interest arc passé, whereas the latter afgues that they are, and will rc‘-
_main, fundamental, and _'pgteﬁii—zm?w ()‘l};ni{.‘,—"l.'l';é—a)—r;'fl'l—éi(')ﬁ’ in knowing
what analytical models to apply ™t World politics (as we noted eatlier) ii"
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guish bet,ween two dimenslons, sensitivity and vulnerability, Sensitivity in-
volves degrees of responsiveriess withiii n Jiolicy [rmncwork — how quickly
do changes in one country bring costly clianges in dnother, and how great
are the costly effectsP It is mensired not merely by the volume o.f flows
across borders but also by the costly effects of changes in transactions on
the socleties or_governments. Sensitivity interdependence is created by
interactions within a_framework of policies. Sensitivity assumes that the

“framework remains unchnng&]. The fact that a sct of policies remains

constant may reflect the difficulty in formulating new policies within a
short time, or it may reflect a commitment to a certain pattern of domestic
' rnational rules. g
anixiln:mmple of sensitivity dependence is the way the' Un.ited States,
Japan, and Western Europe were affected by increased oil prices in 1971
and again in 1973-74 and 1975, In the absence of new policies, which
could take many yeais or decades to implement, the sensitivity of these
economies was a function of the greater costs of foreign oil and the pro-
portion of petroleum they imported. The United States was.less sensitive
than Japan to petroleum price rises, because a smaller proportlm:l of ilts
petroleum requirements was accotinted for by imports, but as rapid price
increases and long lines at gasoline stations showed, the United States
was indeed sengitive to the outside change. Another example of sensitivity

" interdependence is provided by the international monetary situation prior

to August 15, 1971, Given the constrnints ori policy created by the rules
of the International Monetary Fund (IMF), European govcmnpnts were
sensitive to changes in American monetdry policy, ind the United States
was sensitive to European decisions whethet or not to demand the con-
version of dollars into gold.

Sensitivity interdependence_can be. social or political as well as eco-

trivial but rapid spread of the fad of “streaking” from An.wrlcun to Ellll‘()-
pean soclety in 1974, or, more significant, the way in which the deve Ol:i
ment of radical student movements during the late 1960s was reinforce1
by knowledge of each other’s activities. The rapid gl’OWﬂ.l of transna'tit?n;\
communications has enhanced such sensitivity. Televxsio!), by vividly
presenting starvation in South Asia to Europeans and Americans about to
sit down to their dinners, is almost certain to increase attention t? ﬂtld
concern about the issue in European and American societiés. Sellslt.i\.nty
to such an issue may be reflected in demonstrations or other political

* Sincé we are relerring to the sensitivity of economies and polities to one another, not

merely to price sensitivities or interest rate sensitivities as used b?' economlstj, our

definition builds on, but differs from, that of Richard Cooper, The Economics of
- Interdependence (New York: McGraw-1lill, 1968).

‘effects,” such as the

FOWER AND INTERDEPENDENGE | 13

action, even if no action Is taken to alleviate the distress {and no economic
sensilivity therehy results),

Using the word interdependence, however, to refer only to sensitivity
obscures some of the most important political aspects of mutual depen-
dence.'” We must also consider what the situation would be if the frame-
work of policies could be changed. If more alternatives were available,
and new and very diflerent policies were possible, what would Le the
costs of adjusting to the outside change? In petroleum, for instance, what
matters is not only the proportion of one's needs that is imported, but the
alternatives to imported energy and the costs of pursuing those alterna-
tives. Two countries, eacli importing 35 percent of their petroleum needs,
may seem equally sensitive to price rises; but if one could shift to domes-
tic sources at moderate cost, and the other had no such alternative, the
second state would be more vulnerable than the first, The vulnerability

N ey I R S Y B2 R A S SLRE

dimension of interdependence rests on the relative availability and costli- _

Aess of the alternatives that various actors face,

Under the Bretton Woods monetary regime during the late 1960s, both
the United States and Great Britalh were sensitive to decisions by foreign
speculators or central banks to shift nssets out of dollars or sterling, re-
spectively. But the United States was less vulnerable than Britain because
it had the option (which it exercised in August 1971) of changing the rules
of the system at what it considered tolerable costs, The underlying capa-
bilities of the United States reduced its vulnerability, and therefore made
fts sensitivity less serious politically.

In terms of the costs of dependence, sensitivity means liability to costly |

elfects imposed from outside before policics are altered to try to change

the situation. Vulnerability can be defined as an actor's’ liability to suffer '
costs imposed by external evenis even after policies have been “altered.

Since it is usuatly difficult to change policies quickly, immediate lfocts of
external changes generally reflect_sensitivity. dependence. Vulng

il

dependence can be_measured only by _the costliness .of making_effective _

adjustments to a clianged environment over o period.of time..
Let us illustrate this. distinetion graphically by imagining three countries

~ faced simultancously with an external event that imposes costs on them —

for example, the situation that oil-cunsuming countries face when pro-
ducers raise prices. :

Figure 1.1 indicates the sensitivity of the three countries to costs jm-
posed by such an outside change. Initially, country A has sometwhat
higher sensitivity to the change than B and much higher sensitivity than
C. Over time, furthermore, C's sensitivity ‘falls even 1without any policy
changes. This change might be catised by price rises in country C, which
gradually reduce oil conswmption, and therefore reduce imports, The total
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FIGURE 1.2 Vulnerability of three
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sensitivity of each country over the lime covered by the graph is iepre-
(]
teil by the ared uhder its respective lino. . v
sméti‘:;)lpl(’))s,e :;ve now alter this picture by nssuniing that each (;:oll)mtry ttriisz
i 6 reduce the costs imposed by outs
to change its policies in order to re q by ouwsice
' € 2, lempt might involve deciding to
actions. In our oil cxumpic, this attemp / o hour
igh ¢ F rationi + developing cxpensive internd
the high domestic costs of rationing or d cxponsive Intorme
€ t of these costs and the political willing s r
o o the oot {iictability. The vulnerability of al
{sear theni would be the measure of vulnerubility. nerability of «
intry sucl ii is impased primiirily by that country’s physic
coiintry such as Japaii is impased pr y by : yslonl one
i t i le without drastic costs. For
dowments and is virtually inescapab fo costs, | the
i i hysical vulnerability is not so great,
' countries, such as the United States, physie reat
\  but sociopolitical constraints on policy change may cause VUII;?rab:\lfltzr
For instance, American efforts to formulate a new energy policy
\1973 weie slowed by the lack of domestic consensus on theills.:ue. uy A
In Fi icting inerability, we c¢an see that coun
. In Fipure 1.2, depicting vuinerabi Y, W .
vulnemgﬂity is ,mucg less than its .<ien.s'1t1v1ty.I At pohcty chlz;;,l;:;ﬁ]eatthtilss
inni jod allows that country,
beginning of the second time perio ¢ o
‘ bs i srnal change almost to the vanishing
i ts imposed by external change almo ishi
period & reduce s dimini Inerability would reflect an effective
int. Country A’s diminished vulnerability would re . ive
ggilcy to becg,me dctually or potentially sclf—su[h?xent m1 ge‘tmgmml.og':(ll
it ini -ces of encrgy that cou e deve
instance, it imight possess new sources 0 d be Ce ,
i J le to alter their situations by
the government. B and C are less ab ' _
]:}}:anging policy, thus remaining vulinerable to costs imposed by outside

events. | o
uplificd. Among other things, the costs of the situation

* Qur example is deliberately snhwe o oud by an appropriate discount rate.

at later points would, of course,

‘altering"its policy
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The sensitivity dependence of the three countries at the time of the first
external event is not, therefore, the same as their vulnerability dependence
at that time. Measures of the immediate effects of changes will not pre-
cisely indicate long-term sensitivities (noté that C's sensitivity declines
naturally over time), but they are likely ‘to be even less accurate in mea-
suring long-term vulnerabilities, which ‘will depend on political will, gov-
crnmeutal ability, and sesource capabilities, In our example, although
country A is more sensitive than country B, it is much less vulnerable.

Vulnerability, is_particularly important for understanding the political

AT AT IR

structure of interdependence relationships. In a sense, it focuses on which
actors are “the 'definers of the ceteris paribus clause,” or can set the rules
of the gnme.# Vulnerability is clearly more relevant than sensitivity, for
example, in analyzing the politics of raw materials such as the supposed
transformation of power after 1073. All too often, a high percentage of
imports of a material is taken as ain index of vulnerability, when by itsclf
it merely suggests that sensitivity may be high, The key question for

determining yulnerability. is. how. elfectively altered policies could bring
_intd being sufficient quantitics_of this, or.a comparable, raw material, and.

at what cost. The fact that the Uilted States imports approximately 85

“percent of its bauxite supply does not Indicate American vulnerability
to actions by bauxite exporters, until we know what it would cost (in time
as well as money) to obtain substitutes.

Vulner:lbi]ity applies to sociopolitical as well as politico-economic rela-
tionships. The vilnerability of societies to transnational radical movements
in the late 1960s depended on their abilities to adjust national policies to
deal with the change and reduce the costs of disruption. When Sweden
criticized American policy in Vietnam, its vulnerability to a possible
American suspension of cultural contacts would have depended on how
it could adjust policy to the new situation. Could exchange professors and
tourists be attracted from elsewherep 19

Let us look again at the effects on the United States of a famine in
South Asia. The vulnerability of an American administration to domestic
protests over its lack of a food aid policy would depend on the ease with

. which it could adjust policy (for instance, by shipping more grain to

India) without incurring other high political or economie costs.
How does this distinction help us understand the relationship between

interdependence and power? Clearly, it indicates that sensitivity interde-

Jendence will be less important than vulnerability interdependence in

. broviding power resources to actors. 1F one actor can reduce its costs by

y, either domestically or internationally, the sensitivity
patterns will not be a good guide to power resources. ) i '

~Consider trade in agricultural products between the United: States and
the Soviet Union from 1972 to 1975, Initially, the American economy was
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weak, specific international regimes often have inportant effects on inter-
dependent relationships that involve a few comntries, or involve many
countries on a specific issue, Since World War 11, for instance, specific
sets of rules and procedures have been developed to guide states and
transnational actors in a wide varicty of areas, including aid Lo less de-
veloped countries, environmental protection, fisheries conservation, inter-
national food policy, international meteorological conrdination, international
monetary policy, regulation of multinational corporations, international
shipping policy, international telccommunications policy, and interna-
tional trade.?! In some cases these regimes have been formal and com-
prehensivé; in others informal and partial, Their effectiveness has varied
from issue-area to issue-area and from time to lime. On a more selective
or regional level, specific groups of countrics such as those in the Euro-
pean Community or the Organization for Economic Cooperation and
Development (OECD) have developed regimes that affect several aspects
of their countries’ relationships with each other.

International regimes may be incorporated inlo interstate agreements
or treaties, as were the international monetary arrangements dcvclnped 1}
Bretton Woods in 1944, or they may evalve from proposed formal arrange-
ments that were never implcmcnlcd, as was the General Agreement on
Tariffs and Trade (GATT), which derived from the International Trade
Organization proposed after World War 11, Or they may be merely im-
plicit, as in the postwar Canadian-American relntionship. They vary not
only in their extensiveness but in the degree of adherence they receive
from major actors, When there arc no agreed norms and procedures or
when the exceptions to the rules are more important than the instances
of adherence, therc is a nonregime situation.”

To understand the international regimes that aflfect patterns of interde-
_pendetite, onic must 1i s we will in Chapter 3, at structure and process

AN, Ga Wi
_in_international systems, as well as at how they affect each other, The

structure of a system refers to the distribution of capabilitics among simi-
lar units. In international political systems the most important units are

states, and the_relevant_capab

power in interstate systems according to the number and importance of
major actors (for instance, as unipolar, bipolar, multipolar, and dispersed)
just as economists describe the structure of market systems as monopolis-

tic, duopolistic, oligopolistic, and competitive.** Structure is therefore
° We are concerned in this hook with the general question of adherence o specilied
basic norms of the regimes wo examine, Regimes can also be categorized in terms of
the degree and type of political integration nmong the states adhering o them, See ).
S. Nye, Peace in Parts (Boston: Little, Brown, 1971), Clapter 2, for discnssion of
measurement of the integrative and institutional dimensions of regimes.

bilitics have been regarded as their power .
_resources.. There is a long tradition of categorizing the distribution of
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distinguished from process, which refers to allocative or bargaining be-
havior within a power structure, To use the analogy of a poker game, al
the process level analysts are interested in how the l')lnycrs play the hands
they have heen dealt. At the structural level they are interested in how
the eards and chips were distributed as the game started.

International regimgs are jntermediate factors between the, power struc-
ture of an inlernational system and the political and c&)nomic_bargaining-
that lakes place within it. The structure of the system (the distribution of

power resources among states) profoundly affects the nature of the regime
(the more or less Toose set of formal and informal norms, rules, and proce-
dures relevant to the system), The regime, in turn, affects and to some
extent governs the political bargaining and daily decision-making that
occurs within the system.

Changes in international regimes are very important. In international
trade, for example, an international regime including nondisceriminatory
Uade practices was laid down by the General Agreement on Tarifs aud
Trade (GATT) in 1947, For alinost three decades, the GATT arrangements
have constituted n relatively ellective international regime. But the last
deeade, particularly since the first United Nations Conference on Trade
and Development in 1964, has been marked by the partly successful efforts
of less developed countries to change this regime. More broadly, by the
mid-1970s, the demands of less developed countries for a New Interna-
tional Leonomic Order involved struggles over what international regimes
should govern teade in raw materials and manufuaclures as well as direcl
foreign investment.

In the two issue areas that we will investigate in Part 11 — money and
vceans — some regime changes have been rapid and dramatic whereas
others have heen gradual, Dramatic chunges took place in international
maonctary policy iv 1914 (suspension of the gold standard); 1931 (aban-
donment of the gold-exchange standard); 1944 (agreement on the “Bretton
Woods System™); and 1971 (abandomment of the convertibility of dol-
lars into gold). Rules governing the uses of the world's oceans changed
more slowly, but with significant tirning points in 1945 and after 1967,
YeCwe have no theory fu the field of international relations that adequately
explains sueh changes. Indeed, most of our theories do not focus on this
question at afl, '

In Chapter 3, we shall look closely at the problem of explaining the
change or persistence in the patterns of norms, rules, and procedures that
govern interdependence in various issues. There we will Tay oul four
madels, or intellectual constructs, designed o explain regime c]umgo and
examine their strengths and weaknesses. The models rest on dill"crcnl
assumplions about the basic conditions of world politics. Since world
politics varies, over time and from place to place, there is no reason to
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believe that a single set of conditions will always ad everywhere apply,
or that any one model is likely to he universally applicable. Thus, hefore
examining the explanatory models, we shall establish the conditions under
which they can be expected to apply. As we indicale in the next chapter,
in periods of rapid change such as the current one, assumptions about the
conditions of world politics can diller dramatieally,

REALISM AND
COMPLEX
INTERDEPENDENCE

Chapter 2

Oue’s assumplions about world politics profoundly affect what one sces
and how one construets theories to explain events, We believe that the
assumptions ol political realists, whose theories dominated the postwar
period, are often an inadediate basis for analyzing the politics of inter-
dependence. The realist asswmptions about world politics can be seen as
defining an extreme set of conditions or ideal type. One could also ima-
gine very different conditions. In this chapter, we shall construct another
ideal type, the opposite of realism, We call it complex interdependence.
After establishing the dillerences Letween realism and complcfﬁf&‘rdc-"
pendence, we shall argue that complex interdependence sometimes comes
closer to reality than does realism. When it does, traditional explanations
of change in internatioual regimes become questionable and the search
for new explanatory models becomes more urgent.

Tor political realists, international politics, like all other politics, is a

struggle for power but, unlike domestic politics; astriggle dominated hy
organized violence, In the words of the most influeritial postwar texthook,
“All history shows that nations active in international politics are continu-
ously prepuaring for, actively involved in, or recovering from organized
violence in the form of war."! Three assumptions are integral to the
realist vision. TFirst, states as coherent units are the dominant actors in
world politics. This is a double assumption: states are predominant; and
they act as coherent wnits. Second, realists assume that force is a usable
and effective instrument of policy. Other instruments may also be em-
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ployed, but using or threatening force is the most ellective means of
wielding power. Third, partly because of their secomd assamption, realists
assume a hierarchy of issues in world politics, headed by questions of
military securily: the “high politics™ of military scenrity dominates the
“low politics” of economic and social aflairs, .

These realist asstnplions define an ideal type of world politics, They
allow us to imagine o world in which polities is continally charneterized
by active or potential conflict among states, with the use of foree possible
at any time. Each state attempts to defend its lerritory and jnterests from
real or perceived threals, Political integration among states is slight and
lasts only as long as it serves the national interests of the most powerful
states. Transnationu] actors gither do not exist or are politically unimpor-,
tant. O;ﬂ)'mf]_ié"ndept exercise of force or the threat of force permits states
to survive, and only while statesmen succeed in adjusting their interests,
as in a well-functioning balance of power, is the systetn stable,

Each of the realist assumplions can he challenged, 1f we challenge the,
all simultaneously, we can imagine a world in which actors other than
states participate directly in world politics, in which a clear hierarchy of
issues doeg not exist, and in which force is an incflective i!mlrumunt of
policy. Under these conditions — which we call the characteristics of com-)!
plex interdependence — one would expect world polities to be very differs l
ent than under realist conditions.

We will explore these differences in the next scction of this chapter.
We do not argue, however, that complex interdependence faithfully re-
flects world political reality. Quite the contrary: hoth it and the realist
portrait are ideal types. Most situations will fall somewhere hetween these
two extremes. Sometimes, realist assumptions will be accurate, or largely
accurate, but frequently complex interdependence will provide a hetter
portrayal of reality. Before one decides what explanatory model to np[.)ly
to a situation or problem, one will need to understand the degree to w.]nch
realist or complex interdependence assumptions correspond to the situa-
tion.

THE CHARACTERISTICS OF
COMPLEX INTERDEPENDENCE

Complex interdependence has three main characteristics:

1. Multiple channels connect societies, including: informal ties between
governmental elites as well as formal forcign office arrangements; informal
ties among nongovernmental elites (face-to-lace and through telecom-
munications); and transnational organizations (such as multinational banks
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or corporations). These chinnels can be summmarized as interstate, trans-
governmental, and  transnational relations. Inferstate relations are the
normal chanoels assnmed hy realists. Transgovernmental applies when we
relax the realist assumption that states act coherently as wnits; transna-
tional applies when we relux the ussumption that states are the only units,

2. The agenda of interstate relationships consists of multiple issues that
e nol arranged inow clear or consislont hieravchy, This absence of
hicrarchy among issues means, among other things, that military security
does not consistently dominate the agenda, Many issues arise from what
used to be considered domestic policy, and the distinetion between domes-
tic and foreign issues becomes blurred. These issues are considered in
several government departments (not just foreign offices), and al soveral
levels, Inadequate policy coordination on these issues involves significant
costs. Dilferent issues generate different conlitions, both within govern-
ments and across them, and involve different (lcgr(-cs of conflict, Politics
does not stop at the waters” edge.

3. Military force is not used by govermments toward other governments
within the region, or on the issues, when complex interdependence pre-
vails. It may, however, he important in these governments’ relations with
governments outside that region, or ou other issues. Military force could,
for instance, be irrelevant to resolving disagreements on economic issues
among members of an alliance, yet at the same time be very important
for that alliance’s political and military relations with a rival bloc. For
the former velationships this condition of complex interdependence would
he met; for the latter, it would not.

Traditional theories of international politics implicitly or explicitly deny
the aceuraey of these three assumplions, Traditionalists are therefore
templed also o deny the velevance of criticisms based on the complex
interdependence ideal type. We believe, however, that our three condi-
tions are fairly well approximated on some global issues of economic and
ccological interdependence and that they come close to chamctcrizing the
entire relationship between some countrics. One of our purposcs here is
to prove that conlention. In subsequent chupters we shall exumine com-
plex interdependence in oceans policy and monetary policy and in the
relationships of the United States to Canada and Australia. In this chapter,
however, we shall try to convinee you lo take these eriticisms of traditional
assumptions scriously.

Multiple Channels

A visit to any major airport is a dramatic way Lo confirm the existence of
multiple channels of contact among advanced industrial countrics; there
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is a voluminous literature to prove it.2 Burcaucrats from diflerent coun-
tries deal directly ‘with one another at mcetings and on the telephone as
well as in writing, Similarly, non_(,ovcmmcnl.\l elites frequently get to-
gether in the normal course of business, in or ganizations such as the Tri-
lateral Commission, and in conferences sponsored by private foundations.

In addition, multinational frms and banks affect both domestic and
interstate relations. The limits on private firms, or the closeness of ties he-
tween government and business, vary considerably from one society lo
another; but the participation of large and dynamic organizations, not
controlled entirely: by governments, has hecome a normai part of foreign
as well as domestic relations.

These actors are important not only heeaise of their activities in pur-
suit of their own interests, but also because they act as transmission belts,
making government policies in various countrics more sensitive to onc
another. As the scope of governments’ domestic activitios has hroadened,
and as corporations, banks, and (to a lesser extent) trade unions have made
decisions that transcend national houndaries, the domestic policies of
different countries: impinge on one another more and more. Transnational
communications refnforco these cffects, Thus, Toreign cconuvmic policies
touch more domestic economic activity than in the past, bhuring the lines
between domestic:and foreign policy and increasing the number of issucs
relevant to foreign policy, Parallel developments in issues of environ-
mental regulation and control over technology reinforce this trend.

Absence of Hierarchy among Issues

Foreign affairs agendas — that is, sets of issues relevant to forcign policy
with which governments are concerned — have become larger and more
diverse. No longer can all issucs be subordinated to military security, As
Sceretary of State Kissinger described the situation in 1975:

progress in dealing with the traditional agenda is no longer enough. A new and
unprecedented kind of issuc has emerged. The problems of energy, resources,
environment, population, the uses of space and the seas now rank with questions
of military sccurity, ideology and territorial rivalry which have traditionally
made up the diplomalic agenda.?

Kissinger's list, which could be expanded, illustrates how governments’
policies, even those previously considered merely domestic, impinge on
one another. The extensive consultative arrangements developed by the
OLCD, as well as the GATT, IMF, and the European Community. indi-
cate how characteristic the overlap of domestic and foreign policy is
among developed. pluralist countries. The organization within nine major
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departments of the United States government (Agriculture, Commerce,
Defense, Health, Education and Welfare, Interior, Justice, Labor, State,
and Treasury) and many other agencies reflects their extensive interna-
tional commitments. The multiple, overlapping issues that result make a
nightmare of governmental organization.

When there are multiple issues on the agenda, many of which threaten
the interests of domestic groups but do not clearly threaten the nation as
a whale, the problems of formulating a coherent and consistent foreign
policy increase. In 1975 energy was a foreign policy problem, but specific
remedics, such as a tax on gasoline and automobiles, involved domestic
legislation opposed by auto workers and companics alike, As one com-
mentator observed, “virtnally every time GCongress has set a national policy
that changed the way people live . . . the action came after a consensus
had developed, bit by hit, over the y("u's that a problcm existed and that
there was one bhest we 1y lo solve it."? Opportunities for delay, for special
protection, for inconsistency and incoherence abound when internationai
polities requires aligning the domestic policies of pluralist democratic
countrics,

Minor Role of Military Force

Political scientists have traditionally cinphasized the role of military force
iu international politics. As we saw in the first chapter, force dominates
other means of power: if there are no constraints on one’s choice of in-
struments (a hypothetical situation that has only been approximated in the
two world wars), the state with superior military force will.prevail. If the
security dilemma for all states were extremely acute, military force, sup-
ported by cconomic and other resources, would clearly be the dominant
source of power. Survival is the primary goal of all states, and in the
worst situnli()ns' [orcc is ullimulely necessary to L,um"mtee survival, Thus

lol l)’llllCll]’ll])' 'unon;_, unlustu.tlucd Pll-..l;’lllﬁt countucs “the perceived
margin of safety has widened: fears of attack in general have declined,
and fears ol attucks by one another are virtually nonexistent. France has
abandoned the tous azimuts (defense in all directions) strategy that Presi-
dent de Gaulle advocated (it was not taken entirely seriously even at the
time). Canada’s Tast war plans for fighting the United States were aban-
doned half a centinry ago. Britain and Germany no Jonger feel threatened
by each other. Intense relationships of mutual influence exist hetween
these countries, but in most of them force 1s irrelevant or unimportant as
an instrument 0( p()ll(,y

Morcover, foree is often not an appropriate way of achicving other
goals (such as cconomic and ccological welfare) that are becoming more

| Unlvarsldado de Draslila l
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important. Tt is not impossible to imagine dvamatic conflict or revolu-
tionary change in which the use or threat of military foree over an eco-
nomic issue or among advanced industrial conutries might beecome plausible.
Then realist assumptions would again be a reliable guide to events.
But in most situations, the elleets of military force are both costly and un-

certain,®
Even when the direct use of force is harved among a gronp of conntrics,

however, military power can still be used politically, Each superpower
continues to use the threat of force o deter attucks by other superpowers
on itself or its allies; its deterrence ability thus serves an indirect, protee-
tive role, which it can use in bargaining on other issues with its allies, This
hargaining tool is particularly important for the United States, whose allies
are concerned about potentinl Sovict threats and which has fewer other
means of influence over its allies than does the Soviet Union over it
Eastern European partners. The United States has, accordingly, taken
advantage of the Europeans’ (particulurly the Cermang’) desire for its
protection and linked the issue of troop levels in Furope to trade and
monetary negotiations, Thus, although the frst-order eflect of deterrent
force is essentially negative —to deny effective offensive power 1o a
superpower opponent—a state can use that force positively — to gain
political influence.

Thus, even for countries se relutions approximate complex interde-
pendence, two serious qualifications remain: (1) drastic social and political
c]mrig'é_é._.gk_l;énlyg{:_.f;omc,ﬂgain_tg hecome an important direct instrument _
of policy; and (2) even when clites’ interests are complementary, a coun-_
try that uses military force fo_protect another may have significant politi-

ountry. :

calinfluence over.the oth

In North-South relations, or velations among Third World countries, us
well as in East-West relations, force is often important, Military power
helps the Soviet Union to dominate Eastern Europe economically as well
as politically. The threat of open or covert American military intervention
has helped to limit revolutionary changes in the Caribbean, especially in
Guatemala in 1954 and in the Dominican Republic in 1965. Secrctary of
State Kissinger, in January 1975, issued a veiled warning o members of
the Organization of Petroleum Exporting Countries (OPEG) that the
United States might use force against them “where there is some actual
strangulation of the industrialized woyld,” 7

Even in these rather conflictual situations, however, the recourse to
force seems less likely now than at most times during the century beflore
1945. The destructiveness of nuclear weapons makes any attack against a
nuclear power dangerous, Nuclear weapons are mostly used as a deter-
rent, Threats of nuclear action against mnch weaker conntries may oc-
casionally be efficacious, but they are equally or more likely to solidify
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relations hetween one's adversaries, 'The limited uscfulness of conventional
foree to control socinlly mobhilized populations has been shown by the
United States failure in Vietnam as well as by the rapid decline of colo-
nialism in Africa. Furthermore, employing force on one issue against an
independent state with which one has a variety of relationships is likely
to rupture mutually profitable relations on other issues. In other words,
the use of force often hag costly effects on nonsecurity goals. And finally,
in Western democracies, popular apposition to prolonged military conflicts
is very high.8

It is clear that these constraints bear unequally on various countries, or
on the same countries in different situations. Risks of nuclear escalation
allect everyone, but domestie opinion is far less constri\ining for commu-
nist states, or for anthoritarian regional powers, than for the United Statcs,
Enmpc, or Japan. FEven authoritarian countries may be reluctant to use
force to obtain cconomic objectives when such use might be ineffective
and disrupt other rvlntiunships. Both the difficulty of controlling socially |
mobilized populations with foreign troops and the changing technology |
of weaponry may actually enhance the ability of certain countries, or
nonstate groups, to use terrorism as o political weapon without effective
Tewr of reprisal,

The fact that the changing role of force has uneven effects does nat.
make the change less important, but'it_does_make matters moxecomplcx
ﬂli.\'m(f(‘)m]i]ﬂiﬁlj' is (,‘()l]lp()l.ll)(l(.‘(l'l))’ differences in the usability of force
among issue areas, When an issuc arouses little interest or passion, force

may he unthinkable, Ty such instances, complex intcrdgl)_glldcllcc_,lnay_lm_L
!i_l.‘]_l_l&}l_)!f';f(“)_l_l'(?(ﬂ)l' for analyzing_the politi 1 pro -.—‘:'But if that issue be-
comes w matter of life and death — ng people thought oil might be-
come — the nse or threat of force could become decisive agnin. Realist
assumplions wonld then be more relevant.

It ds thus fmportant o determine the applicability of realism or of
complex interdependence to each situation, Without this determination,
further analysis is likely to be confused. Our purpose in developing an
alternative to the realist description of world politics is to encourage
dillerentiated approach that distinguishes among dimensions and areas of
world politics — not (as some modernist ohservers do} to replace one over-
simplification with another.

—

THE POLITICAL PROCESSES OFF
COMPLEX INTERDEPENDENCE

The three main chiracteristics of complex interdependence give rise lo
distinclive political processes, which translate power resources into power
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as control of outcomes. As we argued carlier, something is usually lost or
added in the translation, Under conditions of complex interdependence
the translation will be diflerent than under vealist conditions, and our
predictions about outcomes will nced to be adjusted nccordingly.

In the realist world, military sccurity will he the dominant gonal of
states. It will even aflect issues that are not diveetly involved with military
power or territorial defense, Nonmiilitury problems will not only he sub-
ordinated to military ones; they will be studied for their politico-military
implications. Balance of payments issues, for instance, will be considered
at least as much in the light of their implications for world power gen-
crally as for their purely financial ramifications. McGeorge Bundy con-
formed to realist expectations when he argned in 1984 that devaluation
of the dollar should be seriously considered if necessary to fight the war
in Vietnam.® To some extent, so did former Treasury Secretary Hemry
Fowler when he contended in 1971 that the United Stales needed a trade
surplus of $4 billion to $6 billion in order to lead in Western defense.

In_a world of complex interdependence, however, one expects some

suec, Tu the absence of a clear hierarchy of issves, goals
\Gllw;ry by ssigg&,_.mul”nmy not be closely related. Bach hureancracy will
‘iiiii'ﬁli_i_a_'_l'_'t'i_@)ylﬁggﬂ_ce_ylls;,and although several agencies may reach com-
promises on issues that affect them all, they will find that a consistent pa;l'-
tern of policy is difficult to maintain. Morcover, transnational actors will
introduce differerit goals into various groups of issucs.

Linkage Strategics

Goals will therefore vary by issue area under comiplex interdependence,
but so will the distribution of power and the typical political procosses.
Traditional analysis focuses on the international system, and leads us to
anticipate similar political processes on a varicty of issues. Militarily and
economically strong states will dominate a varicty of organizations and a
variety of issues, by linking their own policies on some issucs to other

states’ policies on other issues. By using their overall dominance to prevnil;l
on their weak issues, the strongest states will, in the traditional mndcl,\!‘
ensure a congruence between the overall strmictwre of military and ©Co-,

nomic power and the pattern of outcomes on any one issue area, Thus

world politics can be treated as a seamless web.

Under_complex interdependence, such congrucnce is iess likely to oceur..

As military force is deva_g_e_d,__mi]iﬁari]y strong states will find it more
difficult ¥o-usetheir overall dominance to control outéomes on issucs in.

ygll_i_(_:h._t_lle_imﬁfé—ﬁea]{f}ind since the distribution of power resources in
trade, shipping, or oil, for example, may he quite different, patterns of

arly at lower levels, to emphasize the vnh‘nty of state goals
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outcomes and distinetive political processes are likely to vary [rom one
sel of issues (o another, I Torce were readily applieable, and military
seenrity were the highest foreign policy goul, these variations in the issuc
structures of power would nol matter very much. The linkages drawn
frome them to wilitary issues would ensure consistent dominance by the
overall strongest states. But when military foree i largely immobilized,
strong states will find that linkage is less ellective. They may still attempt
such links, but in the absence of a hierarchy of issues, their success will
be problematic,

Dominant states may try to secure much the same result by using overall
cconomic power to allect results on other issues. 1f only economic objec-
lives are at stake, they may succeed: money, after all, is fungible. But
ceonomic objectives have politieal implications, and economic linkage by
the strong is limited hy domestic, transnational,” i d“transgovernmigiital
actors who resist having their interests traded oll. Tiirthermore, the inter-
national actors may be different on different issues, and the international
organizations in which negotiations take place are often quile separate.
Thus it is difficult, for example, to imagine a militarily or economically
strong state linking concessions on- monetary poliey to reciprocal conces-
sions in oceans policy, On the other land, puor weak states are not simi-
larly inhibited from Jinking unrelated issues, partly because their domeslic
interests are less complex, Linkage of unrclaled issues is often a means of
extracting concessions or side payments rom rich and powerlul states.
And wnlike powerful states whose fustrument for linkage (military force)
is often too costly to use, the linkage instrument used by poor, weak states
— inlernational organization — is available and inexpensive,

Thus as.the utility of force declines, and as issues hecome more cqual in
imporlance, the distribution of power within cach issue will hegome' more
important..If Tinkages become Tess i "the " wholg, ouléomes
political bhargaining will inereasingly vary by issue arca.

The_ diflerentiation among issue areas in complex interdependence
{l-_f-]_!x.I.ikilg(}(“:ll.l‘l_(_).!-ig:"i."."é‘ll'cs will hecome more problematic_and will

than reinforce _international hierarchy. . Linkage

nd t_reduce rathe
sbrategies, and defense against them, will pose critical straiegic choices for
stales. Should issues be considered separately or as a package? If tinkages
are (o be deawn, which issues shonld he linked, and on which of the
linked issues should concessions he made? How far can one push a linkage
belore it hecomes counterproductive? For instance, should one seck formal
agreements or informal, hut less politically sensitive, undcrstumlings? The
lact that world polities imder complex interdependence is not a scamless
web leads us to expect that ellorts to stitch seams together advnnlugcousl)-',
as reflected in linkage strategies, will, very often, determine the shape of
the Tabric.
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The negligible role of force leads us to expeet stales o rely more on
other instruments in order to wicld power, For the reasons we have al-
ready discussed, less vulnerable states will lry to use asynmunetrical inter-
dependence in particular groups of issues as u sonree of power; they will |
Q.try, to_use :__ﬁ nal, organizations and transnational actors and |
ws. States will approach economie interdependence in teems of power as
well as its elleets on eitizens’ wellare, although wellare considerations will
limit their altempls to maximize power. Most cconomie and eeologieal A
interdependence involves the possibility of joint gins, or joint losscs.*
Mutual awareness of potential gains and losses and the danger of worsening
cach actor’s position throngh overly vigorons stenggles over the distribn-
tion of the gains can limit the use of asynunetrical interdependence,

Agenda Setting

Our second assumption of complex_interdependence, the lack of clear.
hierarchy among multiple issucs, leads us to expect that the politics...of
agendi_formation_and _control will become more important. Traditional .
‘annlyses lead statesmen to focus on politico-military issuos and to pay.
ittle ntte o_the hroader politics of agenda lormation, Statesmen as-
sume that the agenda will he set by shifts in the badanee of power, nctual
or anticipated, and by perceived threats to the security of states, Other
issues will only be very important when they scem to allect security and
military power, In these cases, agendas will he influenced strongly by
considerations of the overall balance of power,

Yet, today, some nonmilitary issues are emphasized in interstate rela-
tions at one time, whereas others of scemingly equal importance are ne-
glected or quietly handled at a technical level. Tnternational monctary
politics, problems of commaodity terms of trade, oil, food, and multina-
tional corporations have all been important during the last decade; but
not all have heen high on interstate agendas throughout that period.

Traditional analysts of international politics have paid little attention
to agenda formation: to how issues come to receive sustained attention
by high officials. The traditional orientation toward military and seeurity
affairs implies that the crucial problems of foreign policy are imposed on
states by the actions or threats of other states. These are high politics as
opposed to the low politics of cconomic aflairs. Yet, as the complexity of
actors and issues in world politics increases, the utility of force declines
and the line between domestic policy and {oreign policy becomes blurred:
as the conditions of complex interdependence are more closely approxi-
mated, the politics of agenda formation hecomes more subtle and differ-
entiated.

Under complex interdependence we e expect the agenda to be
alfected_by. the-international and domestic_problems crealed by economic

_dissatisfied governments pre
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growth and_increasing sensitivity ...i,'.‘_l.(z‘l.?(,]..Qllc,lldC!lce_~U1iit_\1tLSlﬁsmib.(:.d in
_l'!lf__h_l:ﬁi_(t_l_!ﬂll!_{!l': Discontented domestic groups will politicize issues and
|v()r(:(-. more issues once cousidered domestic onto the interstate agenda,
Shifts in the distribution of power resources within sets of issucs will also
allect ngendas, Daring the early 19705 the incrensed power of oil-produc-
ing governments over the transnational corporations and the consumer
countries dramatically altered the policy agenda, Moreover, agendas for
one group of issues may change as o result of linkages from other groups
in which power resonrces are changing: for example, the broader ngenda
of North-South trade issies changed after the OPEC price rises and the
oil embargo of 197374, Tven if capabilitics amony states do not change,
ngendas may he allected by shifts in the importance of transnational
actors. The publicity surronnding multinational corporations in the early
1970s, coupled with their rapid growth over the past twenty years, put
the regulation of such corparations higher on hoth the United Nn'ti(ms
agenda and national agendas.
Doliticization — agritation and controversy gver an issue th

it to_the top of the agenda —g@alﬁ_ﬁﬁﬁ;:még,al_\_v_

Governments whose strength s iner

end to raise
have sce
ment IS Increqs s, by linking
them to other issues. An_international regime _that is becoming inellective
or is not serving ilnpnl‘lnnlgisstlps_mumgig_ﬂw' sing_poli i o0
dissatishied  governme ess_ for gellxtulgg. l’olil'icizmio—u, however,
also"eome Trom below. Domestic groups ity become upsct enough to
raise a dormant issue, or to interfere with interstate bargaining at high
levels. In 1974 the American seerelary of state’s tacit linkage of a Soviet-
American trade pact with progress in detente was upset by the success of
domestic American groups working through Congress to link a trade agree-
ment with Soviet policies on gx,nigr;'llion. .

The technical characteristics and ivstitutional setling in which issues
are raised will strongly affect politicization patterns, In the United
Stales, congressional allention is an effective instrument of p()lilicizuliun.
Generally, we expect transnational economic organizations and transgovern-
mental networks of burcanerats o seck o avoid politicization, Domes-
tically based gronps (such as trade unions) and domestically oriented
bureaueracies will tend to use politicization (particularly congressional
attention) against their transnationally mobile compelitors, At the interna-
tional level, we expect states and actors to “shop among forums” and
struggle to get issues raised in international organizalions that will maxi-
mize their advantage by broadening or narrowing the agenda,

Transnational and Transgovernmental Relations

Our _third condition of complex interdependence

contact_among socictics, luther blurs the distinetion hetween domestic

. multiple channels of
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_and_intetnational, politics,_ The availability of partuers in politieal coali-
tions is not necessarily limited by national houndaries as traditional analy-
sis assumes, The nearer a situation is to complex inlerdependence, the
more we expect the outeomes of political hargaining to be aflected by
transnational relations. Multinational corporations may he significant hoth
as indepcndcnt actors and as instruments m:mipulnl('(l |>y governments.
The attitudes and policy stands of domestic groups are likely o he
allected by communications, organized or not, between them and heir
\counterparts abroad,

Thus the_gxistence, of multiple chaniels of contact leads us to expect

limits, beyond those vormally found in domestic polities, on’the ability of .
_ statesmen to_caleulade_the manipulation of inlerdependence or follow «

consistent strategy of linkage. Statesmen must consider dillerential as well
as aggregate effects of interdependence strategics and their likely impli-
cations for politicization and agenda countrol. Transactions among socictics
— cconomic and social transactions more than security ones — aflect groups
differently. Opportunities and costs from increased transnational tics may
be greater for certain groups — for instance, American workers in the
textile or shoe industrics — than for others, Some organizations or groups
may interact direclly with actors in other sociclies or with other govern-
ments to increase their benelits from a network of interaction. Some actors
may therefore be less vulnerable as well as less sensilive to changes else-
where in the network than are others, and this will affect palterns of
political action.

The multiple channels of contact found in complex interdependence are

not limited to nongovernmental actors. Contacts hetween governmental”

biireaticracies charged with similar tasks may nol only alter their perspec-
tives but lead to transgovernmental coalitions on particular policy ques-
tions. To improve their chances of success, government agencies attempt
to bring actors from other governments into their own dccision-lnuking
processes as allies. Agencies of powerful states such as the United States
have used such coalitions to penctrate weuker governments in such coun-
tries as Turkey and Chile. They have also been used Lo help agencies of
other governments penctrate the United States burcaucracy.t As we
shall see in Chapter 7, transgovernmental politics frequently characterizos
Canadian-American relations, often to the advantage of Canadian interests.

_The existence of transgovernmental policy networks Jeads to a dilferent
interpretation of one of the standard propositions about international poli-
"tics— that states act in their own nterest. Under complex interdepen-
“dence, this conventional Mwi'sabni"j]i‘éi;s two important questions: which
self-and Which intercst? A government agency may pinsue its own inter-
ests under the guisc of the national interest; and recnrrent inleractions
can change official perceptions of their interests. As a careful study of the

THE POLEITCAL PROCE SES OF COMPYLEX INTERDEIPENDENCE ' on
polities of United States trade policy has documented, concentrating only
on pressures of various interests Tor decisions leads to an overly mechanis
tic view of a continous process and noglccl‘s the ilnportunt role of com-
nunications in slowly changing pereeptions of self-interest,'2

The ambiguity of the national inlerest raises serious problems for the
top political Teaders of governments. As hureancracies contact cach other
directly across national horders (without going through foreign offices)
centralized control hecomes more dificult. There is less assurance that tho?
state will be united when dealing with foreign governments or that its.;
components will interpret national interests similarly when negotiating
wilh foreigners, The stale may prove to be multifaceted, even schizo-
phrenie. National interests will he defined differently on different issues
at diflerent times, and hy diflerent governmental units. States that m'(l
better placed to maintain their coherence (beeause of a centralized political
tradition such as France’s) will be hetter able to manipulate uneven inter-
dependence than fragmented states that at frst glance scem to have more
resources in an issue area.

Role of International Organizations

Finally, the existence of mnltiple channels leads one to predict a diflerent
and significant role for ill.i&!!jgllzlli()'l.lgl. _T;F@Tilm ion v'()rkl.j)olili Real-
ists in the tradition of flans ] Mdrgenthau have poTt;;l;/cd 2 “world in
which states, acting from self-interest, struggle for “power and peace.”
Scewrily issues are dominant; war threatens. In such a world, one may
assume that international institutions will have a minor role, limited by
the e congrucnce of such interests. International organizations are then
clearly peripheral to world politics. But in a world of multiple issues iin-
Jperfeetly linked, in which coalitions are formed transnabionally ain
governmentally, the potential role of international
bargaining is greatly increased. Ti particular; “they help sct the interna-
tonal agenda, and act as catalysts for coalition-formation and as arenas
for political initiatives and linkage by weak states.

Governments nust organize themselves to cope with the flow of busi-
ness generated by international organizations. By defining the salicnt
issues, and deciding which issues can e grouped together, organizations
may hulp to determine governmental priurilics and the nature of inter-
departmental committees and other arrangements within - governments.
The 1972 Stockholm Environment Couference strengthened the position of
environmental agencies in various governments. The 1974 World Food
Conference locused the attention of timportant parts of the United States
government on prevention of food shortages. The Septemher 1975 United
Nations special session on proposals for a New International Economic

snationally and trans-"

lstitutii‘)ii's"iif"lim{ticn] -
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12000 miles away is the same as that ol telephoning someone much
closer. Supertankers and other innovations-in shipping technology have
reduced the costs of transporting goods. And over the same period, gov-
ernments have heen drwn into agreements, consnltations, and institutions
to cope with rapidly expanding lensaclions.

The flist premise of an ceonomic process model ol regime change 18
that technological chunge and fncreases in economie interdependence will |
make existing international regimes ohsolete, They will he inadeguate to
cope with the increased volume of transaclions or new lforms of organi-
zation rcprcsenl‘cd, for instance, by transnational corporations, tstablished
institutions, rules, and procedures will e threatened with ineflecliveness
or collapse.

“The second_premise is that governments will he highly responsive lo
domestic political demands for a rising standard of Tiving, Nationdl eco-

nomic welfare will usually be the dominant politieal goul, and a rising

gross national product will he a eritical political indicator, The third

_premise_of this model is that the great aggregale cconomic henefits pro-
,\/'i”dzd-:lay_iutcrng' nents of capital, goods, and in some cases

Tabor will_give, 8 strong incentives to madify or reconstruet

international_reglmes to_ restore thelr oflectiveness, Governments will
“frgue over the distribution of gains and complain about the loss of
autonomy entailed in rising cconomic interdependence (vulnerability as

well as sensitivity); but they will generally find that, when there are
domestic political demands for greater ceonomic wellare, the wellare cosls
of disrupting international ceonomic relations, or allowing them to become
chaotic, are greater than the autonomy henefits. Reluctantly, they will
permit economic interdependence to grow, and cven more reluctantly,
but inexorably, they will be drawn into cooperating in the construction of
new international regimes by creating integraled policy responses. Thus,
regime change will be a process of gradually adapting to new volumes and
new forms of transnational economic netivity, Governments will vesist the
temptation to disrupt or break regimes, because of the high costs to eco-
nomic growth.

On the basis of an cconomic process model, one should therefore expect
international regimes to be undermined from lime to time by cconmmic
and technological change; but they will not disintegrate entively, at least
not for long. They will quickly be reconstructed to adapt to economic and
technological conditions.

This simple economic process model does not correspond exactly to the
views of any sophisticatcd theorist, although it scems Lo exert a powerful
influence on the views of many people. Projections that in the year 2000 a
handful of multinational corporations will control most of world produc-
tion, and wield greater power than govcrnmcnl's, or assertions that

.one would expect international cconomic interdependence’ sucée
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increases in interde mee make pr i i
" ||f ljs(l'; in inlerde p(!ntl( n(.(' make greater international inl‘cgrulion inevit-
able, refleet veeent trends of vising interdependence. Part of the appeal of

this approach is its grasp of the importance of technological change in ex-

Plaining developments over the last century,

y girs T
Political readity, however, often (li\'vrgus from expectations based sim- !

phy on technologieal and cconomice trends. Quile evidently, governments

continnally sanerifice cconomie efficieney o seeurity, autonomy. and other
calaes in poliey decisions. Furthermore,  this Sil'll'l)lc CC()IN))I;H:(' vrn\\-:l
madel skims over the difliculty of moving from one cequilibrium 's'i{:l'\lim:
to snother and thus does not confront the inevitable political (‘ues‘lions'
about adjushnents, In polities, adjustment is erncial — indeed )()lw(“r has
heen (|ulinf‘&(l by one political scientist as “the ability not to l.m‘wl lo al\d'u.s'.l‘
lo (.‘h:ll‘lg(‘.. T In policymaking adjustiment is critical because the vicw«! «‘;f
powertul interests ahont the costs of change and their distribution ]'u"vcl :
determine the support i policy will command, e

Rapidly xising cconomic interdeper 2 can create fear and inseeurity
among politically importani gl;()up,-s:.-l,'i.\l)or wnions and local C()Il;.n_lnl.llllit;'
leaders may fear that a corporate decision to shilt production abroad 0>1'
trends toward greater imports could cause severe unemplo 'mcntl und
social distress, Tndustries reatencd by imports press for go)vvrnmcntn]
protection. Thus, protectionisim may Increase s economic interdciwndcnce
hecomes more extensive. Protectionism has always been with us, But as
the technology of communication and large-scale corporate orgunimtiml)
have reduced the natara! buliess between markets, many domestic v;'ou %
have turned Lo govenument to estublish political buflers. Even “{.ilenlx.\
country is not threatened by inereased valuerability, the sensitivity of its
interest groups can stimulate it to adopt policies that restrict i!ltCl‘lI'll’iOll'l.I
transactions, . o

le

[ The lcon”icls generated by iucreased interdependence.have contributed
o conlroversy over international regimes ic n erupls ite sud
denly. Yel a s)ilnplv cennomic );_':ld(‘)\:':l!l.’“ll;:s, WI;I}II "’fk".’_“:',“l’l“ ‘l'“‘_lc'_ff_'d'

ly. sin approach is 1ot very efleclivé it ox-
plainiig variations, since its major explanatory variable is a long-term
secular trend (technological change reducing costs of transnational n%l‘ivil :
over great distances, and therelore fucreasing such activity, and lcudin?{
to “greater sensilivity). Why have international regimes. been developed
and |||=1_inluincd at some times, whereas at other times, no regime é‘ml e
snecesslully institnted? Il economic_growth were a su('[‘c' g A

et explanation,
“outgrow” rerime constraimts. wnd new rermes | ' sively to
outgrow. regime constraints, and new regimes, better adapted to the new
situation of interdependence, quickly to 1'(:p|ncc.. them. Increased sensi-
tivity would fead o new issues and new problems; but a l)l'()l)l(:l|;-§(;l\'i;l .
orientation would lead policymakers to new regime solutions, o ¥

‘;’e.t such an ('xphumtinn uhvi()us]y abstracts from interests, which may
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ety

o diverge sharply from group to group, sector lo seclor, or country lo comn-
DA try. It also assumes that international politico-military policy decisions are

separate from cconomic ones. In 1945, international institutional decisions
" created a two-track or multitrack regime in which cconomic and security
L issues were kept fairly separate in day-lo-day political processes.® They

were usually linked only hierarchieally in domestic politics, through ap-
pculs to comunon sccurity guuls as a means of limiling cconomie conflicts,
or potential conflicts with the goals of subnational groups. Yet this separa-
tion and depoliticization of cconomic issues is nol the norm in world poli-
tics. Indeed, it may well have heen an anomaly, dependent on postwar
United States cconomic and military dominance sud allinnee leadership.
. Beeause the extent of interdependence and its eflfects depend Lo a con-
siderable_extent on_high-level political decistons and agreements, tradi-
tional approaches to international politics, which have concentrated_on
these high-level decisions and the overall power structure, should con-
tribute to_ an_adequate cxplanationl . e

OVERALL POWER STRUCTURE EXPLANATION

Eroding Hegemony

There is nothing new about certain kinds of interdependence among states.
Athens and Sparta were interdependent in military security at the time of
Thucydides. The United States and the Soviet Union have been similarly
interdependent throughout the postwar period. Not only are the two conn-
tries sensitive to changes in cach other’s sccurity policies, but they are
also vulnerable to each other’s security decisions. Fxactly this high level
- .of interdependence in one issuc area — military sccurity — coupled with.
_mutual antagonism has been at the heart of traditional analyses of world
politics, Under such circumstances sccurity issues lake precedence over
%ﬂﬁﬁ;_&nd the distribution of military power (with its supporting eco-

N nomic basis) determings the power structure. War is the most important

B i and dramatic source of structural chﬁngc. QOur own era, for instance, still
: ! bears the marks of the outcome of World War IL.
' : In the traditional view, powerful states make the rules, As Thucydides

put it, “the strong do what they can and the weak suller what they must,” ¢
- In bilateral rclations, the traditionalists expect that the stronger of two

.\ _system, the structure (that is, the_distribution of power among the states.
\mjg)m(.l!etermincs tl)g nature ofxts igfgrnuli()mﬂ regimes, And the most im:.
_portant_power resources are military.”

The appeal of the traditional approach based on the overall power

B/\ states will usually prevail when issucs arise hetween them. Within a
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structure lies in its simplicity and parsimonious prediction. Judgments of
E(EIHIIV? power scem casy to make on the basis of military strength, and it
is possible to calenlate a rational course of action in any given situation:

We assume that statesimen think and act in terms of interest defined as power
and the evidence of history bears that assumption out. That assumption [LIIOW;
us lo retrace and anlicipate, as it were, the steps a statesman — past, present, or
Muture — has taken or will take on the political scene. We look over 'his shoul,der
when he wriles his dispatehes; we listen in on his conversation with other states-
men; we read and anticipate his very thoughts.? o

In its more extreme formulations, this realist approach deprecates
domestic politics by suggesting that the national interest must be caleu-
lated in terms of power, relative to other states, and that if it is not, the
result will be eatastrophic. There is little margin for choice. If domestic
politics interferes with diplomacy, disaster will follow. Less drastic ex-
positions of the traditional view allow for the effect of domestic politics
but the principal foens of the theory — and the segment of it that provides’
i}‘s. explanatory power — centers on compelition among states. It is compe-
tition among autonomous actors that provides the basic driving force of
world polities.

The traditional view does not have a thoroughly articulated and agreed-
on thcory of regime chnngc. Its emplmsis on state power and international
strugture — defined fn terms of power. capabilities — does, however, bro.
vide the basis for developing such a theory on realist pre;;isAé'sm: Tﬂ: blasm‘
dynamic is provided by the assertion that as the power of states changes
(that is, as the structure chunges), the rules that comprise international
regimes will change accordingly. This dynamic is at the heart of owr
1)3(;Q9!_9_f‘_ regime change based on the overall power structure. . o

This .ovcmll stiicture approach does not diflerentiate significantly
among issue areas in world politics. On the contrary, it predicts a strong
t?n(lcncy toward congruence of outcomes among issue areas. Since power
hke. money, is considered, fungible, power resources will be shifted b),'
major states to secure equal marginal returns in all areas. When outcomes
on one issue area are markedly different from those on others, we should
expect shifts to make outcomes in the deviant area more consistent with
l'l'lc world structure of military and economic power. It follows from this
view, for instance, that after 1973 the incongruity between power in
.pctr()lcmn politics and power generally in world politics was a source of
m.stnbility. It was to be expected that the United States and other indus-
trialized countries would attempt to reduce the incongruity in their favor
by mutual aid, encouragement of new sources of supply, and even by
threats of military force, Nor was it surprising that oil-exporting states
linked in the Organization of Petroleum Exporting Countries (OPEC):
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would try to resolve the tension in (heir fuvm" I‘))C increasing their ‘stre?\gl‘h
through arms purchases, alliances with other Third .Wm']d countries for a
new international economic order, deals with individual consumer cm.n;i
tries, and ambitious long-term development plans, Bcs:nusc of t!uf mllcm“
power disparities, however, traditional theory would give the OPEC states
uceess.
les’i’ﬁt:: (::xgicstations about which side will prevail may or may nlot ll)e
confirmed, but the realist insight is important: we should cxnmmc‘c' oscly
situations in which the distribution of power Imlwc?n issuc areas is _uni
even. Tensions develop at thesc points of incongruity. Crucm} ,l,)f)h‘ttlc“,
struggles take place to determinc whether changes in the power .?l.l't‘u. lurt,
of one issue area will spread to the system as o whole, or be suppressed.
Even in the absence of war or the overt use of [orce, tmd‘lhonul vnev;'s
stressing the overall power structure can be adapted to explain chanﬁg;ﬂ n
international regimes. If the strong make tl.lc mlcs‘s. then s.hifts %n ‘po. tico-
military power shou]d"_g\.l_f_g:_c"t__gconomic regimes. .'l he oves f\!l.stl_uc,_tugc_;_qt_-,
proach dirécts our_aitention to hegemony aiid leadership. Fconomists

“have argued that stable economic regimes requive leadership — that is,

forego short-term gains in bargaining in order to preserve

:;Ilit]a"llggrilsz -t—oand tII;mt an actor ll; most likely to provide mwhqlcn.dflrsl‘\ig
when it sees itself as a major consumer of the long-term benefits produce
byl:::lirsetfissiﬂd add that such Jeadership in maintaining a reg'imc wo!}l(%
be most likely in a hegemonial system: that is,.wh('m one state is power u]
enough to maintain the essential rules governing l.nl.crstntc re.latmns, .s‘m(
willing to do so. In addition to its role in nmmhusnng a rcglmlc, Sl'l:,\ n
state can abrogate existing rules, prevent the m'loplmn of rules that 11 op-

- poses, or play the dominant role in constructing new rnllcs. In.t.n m%lc(i
monial system, therefore, the preponderant state has hoth positive a

i ati T,

‘nelgr'l\t;v;s]?::eworld, such a condition would imply military p‘rcpondcrmlcc,
but not necessarily frequent use of military force. In the nmetcfent?) (f:cn-
tury, Britain occasionally used its preponderant naval power _to orie rce
trade in South America or to protect freedom of thc: seas from the en‘-
croachment of coastal states, but generally such actions were unucees-
sary. A hegemonial power can change the rules rather than .z\d:llpt lt.;
policies to the existing rules. Britain's position ns'dcfendf:r of €|lec omt .ol
the seas, for example, did not deter her from l'ntcrfcrmg ?V.ll]h neu 1'n
shipping when she was at war, But during peacetime, t!mc Bl:ltlS h govelln;
ment led in regime maintenance by scrupulously enforcing flce'sc;ls n:l e..
against its own domestic interests, which attempted to assert broader

jurisdiction.
Cowﬁlnlugse hcegemoninl power does not seck lo conquer other states, but
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merely to proteet its favored position, other states may benefit as well.
The Pax Britaimica is often celebrated. Charles Kindleberger has argued
that during the last century international economic systems with one
leader have been more stable than other systems, and they have been
associated with greater prosperity.® In the nineteenth century the financial
strength of Great Britain provided the basis for a monetary system that
was centerad principally, -theugh not entirely, on London. From World
War 1 through the 1960s, the economic preponderance of the United
States enabled it to manage monetary relations among noncommunist
countries through the Bretton Woods system. By contrast, as we shall sec
e more detail Tater, the unhappy international monetary experience of
the interwar period oceurred when the United States was unwilling to
exercise strong leadership and Britain was unable to do s0."

Hegemonial powers do not, therefore, always exploit sccondary powers
ceonomically, During the heyday of the sterling standard, industrial pro-
duction in France, sermany, Russin, and the United States inereased from
50 percent to 400 percent faster than in Britain.!® Although the United
States dominated the monctary system of the postwar period, Europe and
Japan grew more vapidly than it did, Even so severe a eritic of American
||(:gcnmny as David Calleo adimits that “it was dificult to argue that the
dollar systein was causing economic harm to its members.” 11

Why then do hegemonial systems and theit corresponding economic
regimes collapsep War or major_shifts in the overall balance of. power_are.
the dramatic causes, But these systetss may also be undermined . by the
very cconomic processes they encowrage. Tronically, the benefits of a
hegemonial system, and the extent 1o which they are shared, may bring
about its collapse. As their cconomic power increases, secondary states
change their assumptions, No longer do they have to accept a one-sided
dependence which, no nmtter how prosperous, adversely affects goevern-
mental autonomy and politieal status. As autonomy and status become
possible, these values are taken from the closet of “desirable hut unrenl-
izable goals.” AL least Tor some leaders and some countries — such as
France in the 1920s and 1960s — prosperily is no longer enough.'?

Thus, as the rul(--umking and rulc-enforcing powers of the hegemonic
state begin to erode, the policies of secondary states are likely to change.
But so are the policies of the hegemonice state, An atmosphere of crisis and
a proliferntion of ad hoc policy measures will seem not only undignified
but unsettling to many. Dissenters will begin to wonder about the costs of
leadership. Further, this Jeadership will less and loss appear lo guarantee
economic and political objectives, as other states become more assertive,
The rencwed emphasis of these secondary governments on stalus and
autonomy adds a Mirther complication, since these values have a zero-sum
connolation that is much Toss pronounced where economic values are in-

g

A



40 I EXPLAINING INTERNATIONAL RECIME CHANGE

volved., More stalus for sccondary states means Jess for the dominant

power; increases in weaker powers” autonomy bring concomitant declines
in the positive influence of the system’s leader. .
Thus the systemic orfentation natural to a hegemonial power — which
identifies its interests with those of the system il manages — is challenged
by a more nationalistic perspective at home and abroad. Bilateralism and
autarky, formerly rejected as inelficient, are once again rcmmrmsml'cd.
Their adherents stress the henelils of economic seanity, or risk aversion.
When power seems Lo ensure that risks are minimal, this argument car-
ries little weight; but when cracks appear in the hegemonial construction,
prudence counsels what efficiency formerly proseribed, ' o
When this point is reached on both sides, the hegemonic c([mh!n'uun
has been broken and a spiral of action and counteraction may set in, As,

the_system_changes, assumptions change; considerations of risk aversion
on one side and greater independence on the other counsel policies with

less international or” less systemic implications. The uncertainty th'us
‘Crca__téa‘liﬁ)'i"bé“dimc‘n]t‘lo stop; a evele of disintegration can readily set in.

From a traditional perspective, this portrait of cconomic processes cirod-
ing overall hegemony has a certain appeal, By adding a few assumplions,
it provides an explanation based on the overall power structure l'!ml‘ ne-
counts for changes in cconomic regimes, despite the absence of major war
or major shifts In the balance of power, Applying this m(.)dcl to the post-
war period, one can argue that internalional economic vegimes that
accompanied the “Imperial Republic” or the ""/\fnuricun LEmpire” are col-
lapsing due to the “decline of American power.” *

Limitations of an Overall Structure Explanation

Carcfully dcfined, the concept of hegemony and analysis of it.?' crosion
by economic processes can help to explain regime change. But this overnll
structurg explanation is more ambiguons i il li{'sl appeirs, and cun
lead to facile descriptions of change. We must specify what resources are
considered effective in establishing hegemonic power, and to what range
of phenomena it is meant to apply.

The simplest and most parsimonious version of the croding hegemony_

thesis would be that international cconomic regimes direetly reflect poli-
“tico-milit: patterns of capability: high politics dominates low p()lili('fsk
“('jiﬂiﬁg'es in“international cconomic relations are expliined by shills in
military power. This simple version explains the broad features ()'[ the
postwar economic order, particularly its basic divisions, Although Sovict or
Chinese purchases and sales can affect world markets, th(-_:sc planned
cconomies are separate cnough that it is more acenrale to think of threc
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distinet economie systems, corresponding to the three major (hut unequal)
sourees of politico-military power.,

Yet the most parsimonious explanation breaks down when one moves
from explaining overall structure to explaining change. The United States'
position in the world cconomy, and its dominance in policymaking, both
within the industrialized areas andt with the Third World, have clearly de-
clined sinee 1944 or 1950, Yet during this period the United States has re-
mained, militarily, the most powerful state in the world; and its military
lead over its major economic partners (Japan, Canada, and Europe) has
been steadily maintained if not increased.

Thus, although the distribution of military power affects the interna-
tional economic order, by itself it provides only a small part of the cxpla-
nation. Three other major factors .must be.added for.an adequate overall
struclure cxplzﬂ).jllion, thus rcducing ils simph’city but increasing its ft
with the facts of postwar change in international economic regimes: (1)
phungci in perceptions of the threat of military aggression; (2). changes in
the refalive economic strength of the United States and its trading and in-
vestment partners; and (3) changes in hierz'frlc'i)iégll_ p_a_tti:_.x_:iis‘_involving
Europe and the Third World,

Concern about a communist military threat helped stimulate Ainericans
to make short-tun economic sncrifices (that is, to exercise leadership) to
dovelop and preserve the lberal postwar economic regimes that con-
tributed to Bwropean and Japanese recovery, Many of the major advances
in international economic relations came during the long period of maxi-
mum Cold War tension between 1947 (the Truman Doctrine) and 1963
(the Test Ban Treaty)., In these years, the International Monetary Fund
(IMF), World Bank (1BRD), General Agreement on Tarifls and Trade
(GATT), and Organization for Economic Cooperation and Development
(OECD) began to function: currency convertibility was achleved and
mijor tariff cuts implemented; and the Common Market was established.
United States seewrily leadership was prized by its allies, and the Ameri-
can perception of high threat from the Soviel Union encouraged United
States policymakers to grant varjous economic concessions to the Euro-
peans and the Japanese. The sharp reductions in perceived threats in
recent years have certainly helped to reduce the Uunited States' ability
subtly to transhate ils’ military lendership of the alliance into economic
leadership without resorling to overt and highly resented linkages. Ameri-
can allies hecame less willing to act as junior partners once they pereeived
the external threat as diminished. At the same time, American willingness
to aceept economic discrimination or unfavorable exchange rates was also
declining,

These changes in perceptions were reinforced by inereases in European
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and Japanese ceconomic capabilities relative to those of the United States.
Iu the early postwar period, Europe was largely sapine, and although it
was able to bargain and resist on some issues, it complied with United
States leadership within an overall economice structure. Later, the tremen-
dous European economic recovery and the confidence it gave, at least on
cconomic issues, provide the primary explanation for the Dillon Round
tariff cuts, currency convertibility and subsequent reduced relinnee on the
dollar, and the construction of the Cormnon Market, The latter steps were
motivated by a desire to hoost the political as well as cconomic strength
of Europe, so that it could better stand on its own against the Soviet
Union (and later, the United States).

This situation created an opportunity for linkage and trading-ofl of
military and economic advantages, which became more tempting to the
United States as its economic preponderance eroded. It is worth noting
that the disruption of the economic order was not eaused by an crosion of
American military power in the 1960s, but by a decline in American con-
cern that such disruption would threaten vital sccurity relationships.

The third factor needed to fit a theory of croding hegemony to the facts
of change Ties not in American relations with other countries, but in the

_relations of Europe to the Third World."! Before 1960, most of Africa,
along with other now independent conntries, remained under colonial
rule. Since then, about fifty countries have become independent, and over
time these former colonies have become more assertive. After the abortive
British-French Suez invasion of 1956 and the withdrawal of most British
forces cast of Suez in the late 1960s, it was obvious that Europe would no
longer play a major role in controlling events outside that continent. The
erosion of European colonial hegemony, not American military power,
added to the complexity of world politics and to the pressure on the
United States as well as the other industrinlized countries for cconomic
regime change.

In short, the theory of eroding hegemony, though a useful part of the
explanation of postwar economic regime change, is not as neat an overall
structure explanation as it first appeared to be. Nor is it a very good basis
for prediction._The apparent inevitability of decline, portrayed by the
exoding_hegemony model (even with thesc qualifications), may to sonié

_extent be an illusion, preciscly because of the inadequacy of its .assump-
tions about domestic politics, interests, and issues, In the leading state,
interests In maintaining systemic leadership and in paying the cost will
persist, particularly among multinational corporations based there, the
financial elite, and governmental burcaucracies charged with maintaining
good relations with allics. In the governments of secondary powers, as
well, no firm consensus is to be expected. Dependency may provide com-
forts for some parties, necessities for others. There may be coalitions across
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nnl.iunu! houndivies for preserving inteenationnl economic regimes. Regime
maintenance may nol require military hegemony, but may rest on vm(vd
interests in several countries, Forelgn policy may respond to pnrtic.ul-u'
interests — which sometimes may favor regime maintenance, ‘

. Hﬁ_zllgggru‘l_l_cnt aboul croding hegemony also suffers from its disincling.
lion to_diferentinte among | ; '3:"Yéf_d(-)"nifmi—;i‘li;;;;(k'ixig power
in one area "does not necessarily Tmply ellective control over other arcas
as well. American dominance las eroded more rapidly on pctro]cun‘n
issues than it did on issues of international monetary policy or trade in
manufactured products. Where the use or threat of force is inellective, it
will be more difficult for a major power, in what would formerly h;vc
!)(‘.(:n ahegemonial position across the board, to influence policy in one
issue area by using resources not specific to that arca, This difficulty was
particularly evident in the petroleum crisis of 1973-74: although lh;‘
United States was much stronger militarily and cconomically than tll(;
Middle Eastern oil producers, it was unable to porsuade them to reducv,
oil prices, ‘

Finally, he_eroding hegemony wrgun complications_in-
troduced, by multiple channels of contac among societics — in tli;mﬁ;rrn
of_nnl ional firms and _other transnational actors, or,_informal, trans-

0V tal contacts among burenucracies, Some of the domestic noliti-
eal veactions against an ()1)(3?!, illl(!l'l'll;‘t-i-(;mt’ polic; tll(:fu?to l]]:?';;t(l‘fypl?rl(:tl:l
the real or perceived elfeets of loreign investments by multinational firms.

In their activities abroad, multinationals are likely to increase the appear-
anee of United States dominance, due to their visibility and their role as
cwrriers of American popular culture, but it is at hest uncertain whether
they really contribute to United States power overseas.' Thus they intro-
duce new ambiguities into the ealeulation of power, and possible disjunc-
tions between the reality of power and its appearance.

igne

ISSUE STRUCTURE

'l:llc clegance of the overall structure model derives from its basis on a
..qlmp]c interpretation of structure as the distribution of power capabilities

in the aggregate, among states. On the basis of these distributions 1£
promises significant predictions about patterns of behavior.!0 Ilowc\,/cf.~ )

one must assume that there'is a i]icrarchy of issues, with military security

at the top, and that force is usable, since otherwise_one_could find very

dillcrent patterns of “politics, and regimes, for diflerent issue areas. The
overall structure explanation assumes that p;v:v;r,hl\c; —;Emlﬂﬂ—nd l
common level: discrepaneics between which states are domi;mnt on bni:
issue and which predominate on others will be eliminated in important
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itabout regime change: the strong stat
Arules. A basic assumption of he
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cases by linkages drawn hy powerful states throngh the use or threat of
force, Insofar as an issue is relevant to militiry seenrity the most powerlul
states, in the aggregate, will be able to control it.

These assumptions can he challenged. After 1973, for instance, it beeame
obvions that power in petrolewm issues was distribnted very dilferently
than in other issue areas of world politics, and the diserepancy has con-
tinued to persist up to this writing, To explain such a situation, one conld
turn Lo an issue structure model in which foree is usable only at high cost,
and military security is not at the top of a clear hierarchy of issucs for
igovernments. From these assumptions the issue structure model infers
"that linkages will not he drawn regularly and ellectively among issue
areas. Power resources, it holds, cannot under these cireumstances casily
be transferred. Power will not he fungible, as in the overall structure
model; military capabilities will not be effeclive in ecconomic issues, and
cconomic capabilities relevant to one area miy not he relevant to another.

Obscrvation of contemporary worla polities lends general plausibility
to this formulation. It is clear that different issue areas often have diflerent
political structures that may be more or less insulated from the overall
distribution of economic and military capabilitios. They differ greatly in
their domestic politics, in their charncteristic patterns of politicization,
and in the interest groups thal are aclive. For instance, small numbers of
bankers, who control huge financial institutions, are very influential on
international monetary issues; whereas influence on trade is much more
broadly shared.’” In oceans politics the paltern is complex, with coastal
fisherinen, distant-water fishermen, scientists, oil and hard minerals com-
panies, and navies all involved. Saudi Arabia, Libya, Tran, and Kuwait
may be very im]_)m'l'ant on pclmlcum issues hut virluully i|l(:(msc'.(pmnt'iul
on questions relating to the international regime Tor the oceans, world
food problems, or GATT rules for trade in manufactured products. Like-
wise a major food producer such as Austealin or an important trading
coumtry such as Sweden may not play a significanl role on petroleum
issucs.

Yet, though issuc structuralism differs in important ways [rom the tradi-
tional overall structure explanations, it has a similar form of argument
5 (in an issue arca) will make_the
ssue structure model, however, is that
aithough states may be tempted to draw linkages among issues, such
linkages will be generally unsuccessful. The premise of issuc structuralism
is that power resources in one issue aren lose some or all of their cffective-
ness when applied to others. Thus, wnlike the overall structure explana-
tion, issue structuralism does not predict congruence  of power across
issues. On the whole, then, analysis of politics will have to be conducted
by issue arca. Within cach issue area one posits that states will pursue
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their relatively coherent sell-interests and that stronger states in the issue

systenc will dominate weaker ones and determine the rules of the game, .

Issue structuralism thus is capabie of generating clear predictions for
particular situations, Yet as o theory, it is less powerful than the overall
structure expliwation heeause the analyst needs more information: he or,
she needs to know not only the overall structure of military, or military
and economic, power:s but how that power is distributed by issuc arca
Although it is less powerlul, issue structuralist theory is more discriminat
ing, since it can distinguish amoug issuc areas that are orugial in analyzing
much of contemporary world politics, particularly the politics of inferna.
lional cconomie relations. The two assumplions of the complex interde-
pendence model that it incorporales thercfore increase the closeness of Gt
of its predictions with some aspects of reality, at only partial sacrifice of
predictive power,

Like the overall structure explanation, an issue structure explanation of
the politics of cconomic regime change in a specific issue system such as
veeans or money, distinguishes belween activity taking place within a
regime and activity designed to influence the development of a new
regime. In the former case, the international regime for the issuc is re-
garded as legitimate by major actors, although minor disagreements may
exist. National policy options are constrained by the regime. Politics tukes
phlwce within the ground rules laid d()v_wn by the regime, unJE(;imf)_'—l:
directed toward small advantages, favorable adjistménts, or exceptions _to
the rulgs. Politics within the General Agreement 6it "Taills and Trade
(GATT) during much of the 19505 and 1960s conformed to this picture.
Participants aceepted GATT rules but altempted 1o secure waivers for
specific interests of their own® Within the Euwropean Economic Com-
munily, the “politics of regional implementation” -exhibits similar charac-
teristics: the legitimacy of the rules is not challcngcd‘ but the members
may scek to hend or delay them.™ Governments attempt to take advau-
tage of asymmelrics in sensilivity, but do not manipulate vulnerabilities
very much — since the regime itself constrains policy change.

Tn rule-making (the second aspeet of political activity in an issue area),
‘W']hlll is g!lzlll(gllg(e(l is not mercly a set of eflects implied by rules_but the
Zules the es. The nature of the regime is questioned by maj'or partici-
pants, and the political struggle focuses on whether, and’in what ways,
the regime will be restructured. Thus the concept of vulnerability inter-
dependence is most appropriate here. ’

Ihis distinetion is important for issue structure explanations hecause
power resources that provide influence in political activity often differ
with the two aspeets of the problem. Where the rules ave taken for
granted, (hcy may create asymmelries in sensitivity intcl'd(’pcndencc. IFor
instinee, as long as traditional international laws requiring prompt and
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adequate 'compensation for the nationalization of Toreign investmenl were
in ellfect, small host countries with weak economies and administrations
tended to be more sensitive Lo the decisions of (oreign investors (and the
home governments) than the investors were Lo their decisions,

When the rules are questioned, or the international regime Is changed
unilaterally, the principles that chiwmeled sensitivity interdependence no
longer confer power benefits on the aetors that had henefited by them. At
this point, politics begins to reflect different power resources, relative vul.
nerability, not sensitivity, or what can he considered as the underlying
power structure in the issue area. On foreign investment issues, for in-
stance, governments guincd power as inhibitions against expropriation
declined, The power resources that aflect rule-making allow their holders
to implement alternatives and to challenge assumptions about the current
use of influence in an iSSlIC.-‘I_.S.'S‘_l_l_(_!_!a'_lil'llC,llll‘llliSll[ allows us to predict that.
when there js great incongruity in an issue arca between the distribution.
of power in_the underlying structire, and its distribution in current use,
there will be pressuves for regime change.

Both aspects of power are important, but for the issue structure model
the underlying power strueture is more hasic, since breaking or creating,
regimes means changing the rules that channel the patters of sensitivity
interdependence. To considerable extent, regime cliange oceurs hecause
of the difference hetween the influence and beuelits under an existing
regime and the expectations of dissatislied states about the elfeets of new
rules, When there is an incongruity hetween the inflinence of a state under
cwrrent use rules, and its underlying sources ol power to change the rules,
issuc structuralism predicts shavp rather than gradnal regime change. For
cxample, in 1971 the incongruaity hetween American sensitivily to declin-
ing monetary reserves (under rules about fixed exchange rales) and its
underlying rule-making power {based on the importance that American
CNP conferred on the dollar) led Lo a sharp break of regie.

Limitations of Structural Explanations

Issuc structuralism is often usclul when the costliness of force or the ab-
sence of a major seeurity concern limits the validity ol explanations hased
on the overall power structure. But to the extent that linkages of issues are
successful, the explanatory value of the issue structire model is redneed,
since political outcomes in particular issue areas will no Jonger be ac-
counted for simply by political resources in those areas. Moreover, in
some situations linkages may come not from stales with great overall
power, but from poor, weak states. In the hargaining over the law of the
sca, for example, much of the finkage has come “from below,” as poor,
waak states find it to their advantage in conference diplomacy. This link-
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age from below is an anomal
explains,

Another problen
focus on the power g of . they ignore domestic and trans-
national politieal nctors, We Trave alrend y shiown how this focus limits the
f)v(-.mll structure: explanation of postwar regime change, That limitation
is not overcome by an issue-specifie formulation of the structural argu-
ment, Some regimes - for example in trade among major industrial coun-
tries — have persisted despite shifts in the undcrlying power structure;

others —aus we shall sce in our study of oceans policy — have changed
despite continuity of power.

y which neither structural model adequately

I_explanations _is_their_exclusive

More generally, lnld(.‘.rsl'unding the changing regimes that govern inter-
national interdependence requires an understunding of both structure and
process. International structural explanations are generally inadequutc
unless coupled with an account of political process, In terms of the dis-
tinction developed in the previous chapter, there is likely to- be : aiscrep-m
ancy hetween the structure of power s resour whether n itary as
astark realist formulation or economie ns in the

‘whether military as in
suc¢ structure approach),

Sand power as contro! over outeomes mnd. measured Dy the pattern of out-
comes

comes, The translation from eapabilities to outcomes depends on the poli-
tical " process, Skill in political hargaining affects the translation. States
with intense preferences and coherent positions will burgain more effec-
tively than stafes constrained by domestic and transnational actors. And
even states with coherent positions may find their bargaining position
weakened by the institutions and procedures that characterize a given
regime, as Figure 3.1 illusteales.

FIGURE 3.1 Structural models of regime change
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i] In the simplest (and least interesting) structural explanations, a shift of

Poverall or issuc-specific apabilities (for example, cansed by a war) leads
directly to regime chiange. In the more sophisticated stractural explana-
tions indicated in the dingram, a regime creates o hargaining process,
which leads to a pattern of outcomes, 11 that pallern is incongruous with
the overall power structure (or in the issne-specific model, the underlying
power structure in the issue wrea) and is intolerable to the strongest states,
there will be a regime change to reduce the incongruity, The structural
approach views the regime and the bargaining process as having no auton-
omy. The validity of that assumption depends on the conditions of world
politics that we examined in the last chapter.

In conclusion, our criticism of the structural explanations does not mean
that we rcject them. On the contrary, their simplicity makes . them Jhe
hest starting point for_analyzing regime change. Our eare in claborating

“the structural models of cconamic regime change — including the tradi-
tional model, whose proponents have often portrayed it as universally
valid but neglected to welate it carclully to cconomic regime change —
.indicnlu._thnmc_lmlicue.,thcy have some explanatory power under cor-
tain explicitly stated conditions, Our purpose is uol 1o demonstrale l]m'
e eSS
.:\Ejiéi;_—(.(ll:‘.f\llly reformulated, it provides only a partial explanation, ‘

AN INTERNATIONAL ORGANIZATION MODEIL,

1{0One way to think of the structure of world politics is in terms of the dis-
itribution of capabilities (overall or within issue arens) among the major
actors of world politics. This is the concept of structure used in the over-
all structure and issue structure models. 16 is also possible, however, lo
define unother kind of structure. One can think of governments as linked
not merely by formal relations hetween foreign offices hat also hy inter-
governmental and transgovernmental tics at many levels — from heads of
government on down. These tics hetween governments may be reinforced
by norms prescribing behavior in particular situations, and in some cases
by formal institutions. We use the term international organization to refer
to these multilevel linkages, norms, and_institutions. International organi-_
zation in this sense is another.type of world political structure.

" In our international organization model, these networks, norms, and
institutions are important independent factors for explaining  regime
change. One may even have international organization in this sense \.vith-
out any sp'eciﬁc formal institutions: one can speak of the international
organization of Canadian-American relations even though, as we shall see
in Chapter 7, formal international institutions play only a minor role in

s of International structural theory but to indicate that, even
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the vefationship. Intermational organization in the broad sense of net-
works, norms, and institutions includes the norms associated with specific
international regimes, but it is a broader category than regime, because it
also includes patterns of clite networks and (f relevant) formal institu-
tions. Thus, the Bretton Wouods international monctary regime prescribed
comnlries’ financinl dealings with one another; but the international or-
ganization of the wonelary issue aren during that period also included
formal organizations such as the International Monetary Fund and net-
works of ties amonyg national treasuries and central banks. And this inter-
national organization of the monetary issue arca existed within a broader
pattern of international organization, including both the formal institu-
tions of the United Nations and informal networks of ties among govern-
menls, particularly among governments of advanced industrial socicties
lmlunging to the OECD,

The international organization model assumes that a set of networks, ;['_
norms, and institutions, once established, will be difficult ejther to eradi- |
cale or drastically to rearrange. Even governments with superjor capa~‘!4
hilities — overall or within the issue area — will find it hard to work their
will when it conflicts with established patterns of hehavior within existing
nelworks and institutions. Under these conditions the predictions of over-
all structure or issue structure theories will he incorrect: regimes will not
become congruent with underlying patterns of state capabilitics, beeause
international organizations as defined above will stand in the way,

Thus, the international organization model will help to account for
failures of the basic structural models of regime change. Regimes are
established and organized in conformity with distributions of capabilities,
but subsequently the relevant networks titutions will them-
selves influence actors’ abilitics to use abilities.. As time pro-

sses, the un(l(-.rlyiﬂg capabilities of states will become increasingly poor

these —czl_pa

gr
predictors of the characteristics of international regimes. Power over out-
comes will be conferred by organizationally dependent capabilities, such
as voling power, ability o form coalitions, and control of elite networks:
that is, by capabilities that are aflected by the norms, networks, and in-
stitutions associated with international organization as we have defined it.
In the United States General Assembly, for instance, one cannot predict
resolutions correctly by asserting that the most powerful states in the
international system (such as the United States and the Soviet Union) will
generally prevail, Instead, one has to examine governments’ abilities to
influence, and benefit by, the one-stalc-one-vote system by which the
formal decisions of the assembly are made.

Thus the international organization model liclps to resolve some of the
puzzles that could arise for someone who believes in the overall structure
or issue structure model. Some regimes may not change as rapidly as
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L underlying power capabilities; for these r(‘.gim(':.»' and others, we wﬂ.l be
. unable to predict patterns of onteomes simply from a knowledge of lh.('
distribution of capabilities among governments, The international urlggm-__
W zation model provides n dynamic of regime change, as well as an”expl unai
N i i : i y * * ¢ °F i " 1 . . 1] . . .
tion,_in certniw_’n instances, of incrtia, As we noted .I"'rm(" i."t“"“lm"" with the specific: organiztional configuration wnder considertion, thus
organization Tn our sense provides the context within which regimes

; " allecting the nature of the regime. As we shall see in the next chapters,
y s . . . H anar g he . N

operate. International organization -~ cither in issues quite "l""lt rom the the rules, norms, and procedures of the United Nations have had such an
- . . A . e ar _— e ol regr ) . R . .

issue aren of a regime, or within that issuc area - may affeet the regime.. . eflect on regime change in the oceans issue area: the organizational con-

. The networks, norms, and institutions of the United Nations, fm] m;tnnc(, text within which decisions were made greatly affected the rules about
. . artierilar e 0 -
-~ ; have affected the international trade regime, particularly since the forma the use of oceans space and resources,

considers only the solid Tines in the diagram, this system could be self-
perpetinting, with considerable stubility, vet not determined cultirely by
underlying patterns of capabilities, The dotted line indicates the major
sowrce of change: other networks, norms, and institutions may interferc

tion of the United Nations Conference on Trade and Development in Although the international organization model includes important fuc-
1964. Similarly, the practices of the United Nations si"Tl,("f" _“‘llc:ft:::‘l ::Lc tors that are ignored or downplayed by the basie structural models, it has
influence of various g""‘_’"“"‘c'_'l"" over C"’“"".“I A‘“';‘"'" oy "l""“"’ ‘; ‘l\(/cllo od some significant limitations of il'.s: own, It is more complicated than the
manding a new international cconomic (’f'd("' Such an ore et (‘(j 't'l " basic structural approaches, requiring more information. It does not pre-
: through the United N““?“S' “;"“]td tb‘"_ l}}(cly m(I‘:irclcli/ﬂl“l":c::::(l::'l(]lﬂii?::: dict how inlim'lmlimml r;-g:';nw.; \villr(:lmngc from a singl](i variable such as
i rade regime, and, more important, to influence the -centere - international structure, Tndeced, its focus on the palitical processes.associ.
| ::t(ilonﬂ]gmon,cmr)’, regime ‘"l‘d perhaps eventually to S“"T“I“tc the (]cv‘cl- ated with_international organtzation_implies_that ngto_r,s’l_]_lstmtczgins,.-zu)du
| opment of an international regine to control direct invastment. The their cleveness in mplementing them, can substantially aflect the evolu-
i general point is clear: international regimes can Il’"' clmn'gcd l?y (e<: sions iternational regimes, Furthermore, it is much loss doterministic
that are themselves alfected by international organization in our SENSe, than the basie structural models, leaving wide Iatitude for choice, decision,
= Figure 3.2 is a diagram of the international ()I'glll.li:l.:‘lu()ll. model. Existing and multiple-level bargaining, )
norms and networks, as well as undcrlyin‘g capabilities, influenco ""g""i' The Tnctors on which the international organization model depends are
' zatlonally dependent capabilities, which in tumn aflect outcomes. If one also more temporary and reversible than those of the basic structural
- models, Tf powerful governments decide to destroy the existing regimes,
w ) and have the determination s well as the ability to do so, the regimes and
FIGURE 32 An international erganization model of regime change their associated organizations will no longer have lives of their own, The
Other (Effect on regime) Com i.ntcrrm‘lliof;zlll org:\'nimtim: model.p(.)shilnl'es that th_el costs of -dcslroying 1
ther utcomes regime will be high when well-integrated elite networks exist on many
S organizations levels among conntrics. Nevertheless, the costs of an adverse regime could
| . become: so great that some states would resolve to destroy it even though
- . that meant disrupling those networks. At this point the basic structural
| Underlying models would become more relevant than the international organization |
| _ capabilitics model, . i
| (issuc or overall) We expect that under realist conditions, as described in Chapter 2, the
. I underlying distribution of power is likely to be dominant (particularly
’ since foree is usable), and the international organization model is not
= v Y e likely to add significantly to explanations of regime change. Under com-
i Existing Organizationally (;:Zf,a.:?";cbx plex interdependence, however, we expect international organizational
i norms and _— chcnd.C"t Y intcrdcpcnpdcncc norms and procedures and their associated political processes to affect pat-
’ networks® capabilitics mode) terns of regime change.
Please remember that the international organization model is only 'l/
“At the beginning, the organization of a regime is alfected by underlying capabilities likely to apply under complex interdependence conditions, and that evci
of states, but not on a continuous basis. then, its predictions could he rendered invalid by the actions of govern-




58 | BXPLAINING INTERNATIONAL NEGME CHANGE

q . . , . .
“ments determined to exercise their underlying power Lo change regimes.

The latter point can be related o our discussion in Chapter | ol sensi-
tivity and vulnerability interdependence as power resources. The interna-
tional organization model is based on the assumption that the reginme will
be stable; that is, policy_gl wnges, disrupting it will not be possible. Actors
will manipulate each other’s sensilivily dependence for their own gain;
and they may make marginal policy shifts to improve their vulnerability
positions. But there is a limit to their manipulation of vulnerability inter-

ependence; if they change policy too much, the regime itself will be
challenged and destroyed.

The validity of the madel depends on its assumption that actors will
not destroy the regime by attempling to take advantage of one another’s
vulnerability dependence. If, on the contrary, this occurs, underlying
power resources within issue arcas or overall will once again become most
important,’and structural models will be better guides than the interna-
tional organization model to regime change. The two structural models
therefore dominate the international model in the same way that valner-
ability interdependence dominates sensitivity interdependence as a power
resource. Above a cerlain level of conflict the international organization
model and sensitivity interdependence become Turgely irrelevant,

COMBINING EXPLANATIONS

No single model is likely adequately to explain world politics. Conditions
vary too greatly. You may therefore be tempted o say that everything is
relevant, and indiscriminately combine all of the factors we have dis-
cussed. By doing 50, you would beg the questions, however, of which
factors are most. important and how they should he combined. You must
also abandon hope for simpler explanations, ceven when they are appro-
priate. All problems would be approached at the same level of com-
plexity.

Because of the drawbacks ol a single complex synthesis, it is better to
seek explanation with simple models and add complexity as necessary.
For economic issues, we can begin with the cconomic process model,
1 vhich ignores international political structure entirely and predicts regime
hange on the basis of technological change and growing economic inter-

ependence. If such a model really explains hehavior, we can omit all the
complexities of determining the relevant structure of power,

We believe that this will rarely, if ever, he successful, The next aoalyti-
cal step, therefore, will be to add politics in the simplest possible way by
seeing whether the overall structure model, alone or in conjunction with
the economic process model, can explain regime change. Using the overall

_policy networks will be so high that regin

“disrupting interdependence will e great, and that under high economic !
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structure model, we expect a tendency toward congruence across issucs.
We would expecl, therefore, that actors strong on milit:n‘y-sccurity, high
politics issues wonld create linkages to important economic issucs if they
found themselves in weak positions on the latter. :

11 our avgnments in this and the previons chapter are correct, however,
even this approach will often be insufficient. The next step, therelore,
would be to turn Lo an issue structure approach. Using this model, we
assume that power resourees are quite specific by issue area and linkage
will be slight, Within issue areas, power resources related to vulnerability
will dominate resources relevant to seusitivity within a regime. When the
regrime produces outcomes contrary to what we would expect on the
basis of Tundamental power resonrees, we would expect states powerlul
at the vaherability Tevel to force changes in the regime,

Sometimes even this refinement will not explain regime change, and
one will have to turn to the international organization model and examine
how norms, networks, and institutions benefit some actors rather than
others —in - selting the agenda, in erealing presumptions or patterns of
hehavior that make certain burcaucracies within governments especially
active on partienlar issues, We will also need to ask how international re-
gimes acquive an inertinl force, which allows them to persist after the
condilions that hrought them into being have disappeared.

We shall show in later chapters that each model helps in explaining
regime change or persistence during part of the time for at least one of
our {our cases (ogeans, money, and Canadian-American and Australian-
American relations). In some cases we shall need to combine two or three
models for a {ull explanation, In several cases we shall require a sequence
of models. One model may apply quite well for one period, but poorly for
another, It would not be wise Lo develop a single amalgamated model;
butunder different conditions, diflerent combinalions of the maodels will pro-
vide the best explanations of international regime change and political
ouleomes,

Our ability to combine maodels depends, however, on a clear under-
standing of their differences. Table 3.1 summarizes the assumptions of the

ated into changes in international regimes without y
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TABLE 3.1 SOME KEY ASSUMPTIONS OF Tt FOUR
MODELS OF REGIME CHANGE

Overall Issue International  Lconomic
structure  structure  organization  sewsitivity

Can underlying sources of Yes Yes No -
power be translated at low

cost into changes in inter-

national regimes?

Are the costs of disrupting No No Yes -
policy networks high?

Are the economic costs of (No)* (No) - Yes
disrupting patterns of

economic interdependence

high? '

a, Parentheses indicate an implied answer.

legimes.

We are now ready to consider our ense studics. Before proceeding,
however, we must state two caveats, IFirst, the case studies are not repre-
sentative of all of world politics. We chose them for theoretical reasons
that will be explained in Parts 11 and HI. Second, as we said at the be-
ginning of Chapter 2, none of our models is expected to apply universally.
We anticipate that the closer a situation is to complex interdependence,
the more the issue structure and international organization models will
apply, and the less accurate will be the overall structure model. When
realist conditions pertain, the reverse is expected. The economic process
model needs political specifiention hefore it ean he an aeeurnte guide,

If the overall power structure in world politics determined patterns of
regime change, we would not need to have introduced such a complex
set of models, World politics would be like a single great lake: often
turbulent, but with a uniform level. Changes in the nmount of water flow-
ing into one part of the lake quickly have cllects on the whole hody of
water. We assume, however, that world politics is highly differentiated
rather than homogencous. The appropriate image for our analysis is there-
fore not a single lake, but a river divided by sets of dikes, dams, and
locks, which separate and conncet various levels and “lakes.” We have
developed our models to attain a better understanding of the heights and
strengths of the various types of dikes, dams, and locks in world politics,
and to learn more about their architects, engineers, and lock-keepers, and
the fees they charge.

PART 1

Regime Change
in Oceans
and Money



THE POLITICS OF

OCEANS AND MONEY:
HISTORICAL OVERVIEW

Chapter 4

The Pax Britannica of the nineteenth century is sometimes seen as the
golden age of international order. International economic interdependence
was governed by regimes that were largely established and enforced by
Great Britain, Despite the mythology of laissez-faire, Britain applied
military force when necessary to maintain such norms as free trade and
freedom of the seas. But the regimes were generally acceptable to other
mgzjor powers. Naval power allowed Britain to dominate the world’s
peripherics, though the balance of power in Europe was multipolar, In
the words of an important British memorandum, the regimes she policed
were “closely identified with the primary and vital interests of a majority,
or as many as possible, of the other nations [who were thus] less appre-
hensive of naval supremacy in the hands of a free trade England than they
would be in the face of a predominant protectionist Power.” 1

Two of the key issuc arens in the Pax Britannica were monetary affairs
and oceans space and resources. We have chosen these two for detailed
exploration and comparison in the next three chapters because their con-
tinued importance from the ninetcenth century to the present allows us to
test the applicability of our models of regime change under changing
political and cconomic conditions. We shall Brst describe and then explain
changes in internationa} regimes for the oceans and monetary issues be-
tween World War I and the present. We expect no single explanatory
model or combination of models to be superior for that entire period.
Such dramatic changes have taken place in communications and transpor-



64 | THE POLITICS OF OCEANS AND MONEY

tation patterns, occan shipping, fishing, and mining activity, and in inter-
national money markets and banking systems, that one wnuld‘vxlw.cl'
equally striking changes in political behavior, Indeed, we began this study
believing that our conditions of complex intcrdcpcndel?cc would be more
closely approximated in the 19605 and 1970s than carlier, and that tradi-
tional models of world politics would therefore hecome less relevant over
time, As we shall see in Chapter 5, to some extent this is the case — but
with important qualifications. . .

Except for the overall structure approach, our models predict major
differences in patterns of politics among issue arcas as well as, over time,
within them. Thus, we chose international monetary and oceans jssucs,
not just for their intrinsic importance, but for their (“"(H:CIIC(:S, which sug-
gested to us that the patterns of change for their respective ruginw..s.woul(l
also be quite different. Both issue areas scemed lo meet the co'ndltmns of
complex interdependence to some extent, yct there were slgml.icx}nt con-
trasts. In both, multiple channels of contact exist hetween socicties, .nnd
transnational actors are prominent. Force, however, pl:\ys a grcalcr direct
role in oceans questions than in money. Navies, after all, .Sl'l-" p:lh'()].l‘hc
seas, and occasionally attempt to reinforce national jurisdictional claims,
But despite the role of force, oceans issues are more diverse and Jess
closely linked, functionally, than international monetary issucs. Iowever,
political actors may sce relationships among oceins i.s:sucs and may there-
fore group them. For instance, there is very ]illlc. direct functional rcla-
tionship between fishing rights of coastal and distant-water states and
rules for access to deep-water minerals on the seabed; yet in c'onf(':rence
diplomacy they were increasingly linked together as oceans policy issues.
Finally, the issues differ in the geographical fixedness of the gof)ds in-
volved. Money is one of the most fungible of items; and lmn.ks, b.usmes.ses,
and governments have well-developed networks for moving it rapidly
across borders. Oceans policy issues largely involve questions of ]e.gnl
jurisdiction over resources that are specific to particular geographical
areas. .

The applicability of the conditions of complex interdependence to the
two issue areas will be explored in Chapter 5. Tn this chapter we shall
describe major events in oceans and monetary affairs between 1.920 and
1975, emphasizing changes in the nature of the international regimes for
these issue areas.

Before we can analyze political processes by issuc area, we must define
“issue”; that task is more difficult than it may at first appear. Policy issues
are not the same as objective problems, such as whether life in the oceans
is being destroyed by pollution, or whether the internationn} monetary
system can finance growing volumes of international trade and mvestme.nt.
Issues are problems about which policymakers are concerned, and which
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they believe are relevint to public policy. Thus a policy issuc is party
subjective, The prablem must be perceived as relevant to policy by people
with influence over poliey.

Since issues are defined subjectively, so are issue arcas. When the gov-
ernments active on a sct of issues see them as closely interdependent, and
deal with them collectively, we eall that set of issues an issue area.® When
we do 50, we are making a stalement about actors’ beliefs and behavior,
not about the objuctive reality of the problems themselves. We noted
carlier that international monetary issucs are much more closely linked
functionally than oceans issues, which are connected largely by the per-
ceptions of actors that issues involving oceans should be treated together,
Yet as long as vceans issues are considered collectively, an oceans issuce
arca in our terms exists.

It is difficult precisely to define the boundaries of an issuc area; this
difficulty is complicated by the fact that these Loundaries can change
over time as issues, and their groupings, chunge. We therefore begin our
discussions of the international monetary issue area, and the oceans policy
issue area, by discussing their boundaries as we perceive them.

THI INTERNATIONAL MONETARY ISSUE AREA

People concerned with international monetary aflairs frequently assume
that everyone knows the boundaries of their subject, so they often do not
define the issuce area involved, To say that international financial aflairs
are being discussed is taken as definition enough. As one might expect,
this Jnck of attention to definition reflects a great consensus on what is in-
volved in this issue area, and a considerable agreement, thercfore, on its
houndaries. Richard Cooper takes the major dimensions of an international
monetary regime to he: “(1) the vole of exchange rates, (2) the nature of
the reserve asset(s), and (3) the degree of control of international capital
movements,” ? Pew authorities would disagree.t Within an international

¢ This definition is not meant to imply that the politieal analyst can ignore objective
reality, Presumably, political actors who misperceive reality are not likely to achieve
their goals unless they adjust their perceptions. In the long run, some congruence can
be expected between pereeptions and reality, Nevertheless, it is on the basis of subjec-
tive perceptions, not on the basis of an objective reality that no one understands in a
definitive way, that actions are taken. For a given situation, we Degin with perceptions;
to predict ontcomes, or future perceptions, it may be highly useful to have further
information about the reality being perceived.

| For instance, under the Bretton Woods regime, which was in operation {with some
qualifications) during the 1960s, United States dollars and gold were the major reserve
assets; exchange rates were fixed and were not lo deviate more than 1 percent from
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maonctary regime, however, other issues can arise, in partienlar, problems
of liquidity, adjustment, and confidence.”

It is very important to keep in mind this distinetion helween issues that
focus on what kind of international monctary regime shonld exist, and
those centering on relationships within a given regime. Discussions of the
extent to which exchange rates shonld fluctuate, or the vole of gold as a
monetary nsset, elearly belong in the former category: problens of whether
the sterling-franc rate was correct in the lale 19205, or whether enough
liquidity existed in the carly 19605, fall into the latter set. Althongh the
distinction is not perfect, we emphasize questions of regime change rather
than details of the political process within an established regime.

We define the international monetary issue aven as Uhe cluster of issnes
seen as relevant by policymakers to decisions about what kind of inter-
national arrangements should exist on exchange rates, reserve assets, and
control of international capital movements, along with issues seen as rele-
vant to adjustment, liquidity, and confidence within a given regime or
nonregime.

To what extent are the international monetary policy themes clear and
consistent throughout the period? Since the Treasury Departiment has the
major responsibilitics for (he United States in international financial policy,
we examined United States Treasury Department Annnal Reports for four
years in each of the deeades since 1920, and including 1972, Gonventiona)
categories such as “money,” “trade,” “forcign loans,” “aid,” and “private
investment,” along with items having to do with taxes, almost covered the

par except when official devaluations took place; and inlermational capital movemenls
were, for the most part, uprestricled (althongh several oxceeptions. could be noted),
Since the late 1960s, Special Drawing Rights (SIRs) created by inlergovernmental
agreement, have become reserve assets in addition to gold and foreign exchange (which
refers to holdings by a given country of other conntries’ eonvertible currencies — cur-
rencies that can be exchanged for other currencics, if not for gold). Exchange rates
among major currencies are nsually not fixed, and therefore fluctuate daily; and on the
whole, international capital movements are still wnrestricted,

° Conventionally, problems arising with international monctiry regimes “are classified
under these headings. Liquidity celevs o the value of intemational money  (gold,
foreign exchange, and now SDRs) in circulation in the system. Il there is too little
liquidity, international financial flows may he unduly vestricted; i there is too much,
inflationary tendencies may manifest themselves, Adjustment velers to ways in which
countries can change the relationships -of their economies 1o the outside world to more
nearly balance their payments. Adjustment meansures can be cither internal {(snch as
domestic “austerity” programs) or external (such as changes in exchange rates). Confi-
dence refers to the attitudes of holders of liguid financial resources toward currencies:
if confidence in the current value of a currency is low, it is likely to be sold on balance
by private parties, thus putting downward pressure on its value, For a {ull discussion
ol international monetary relations in the 1960s, see Riclrd N. Cooper, The Eco-
nomics of Interdependence (New York: McGraw-I1ill, for the Conneil on Foreign Rela-
tions, 1968).
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pages of the treasury’s reports devoled to international questions. Further-
more, within the interpational monetary area, seven key phrases accounted
lor over three-quarters of the total headings. As Table 4.1 shows, concern
with gold (particnlarly gold movements) was prominent throughout the
half century. Since these concerns and those having to do with foreign
exchange are closely related, and since hoth arc also related to what we
now call balauce of paymenls issues, the table actually understates the
continuity in the reports, Clearly problems of flows of financial assets
(foreign exchange and gold) and-the balance of payments situations asso-
ciated with such fows have been perceived as important throughout the
half century, Cenerally, the policy issues at the core of the international
monctary issue urea have remained remarkably consistent.

Not only do policymakers perceive the international monetary issue area
as tightly connected; many functional linkages seem, in fact, to exist. Al-
though sensitivity between monctary events taking place between any
lwo major counlries has varied, it has always been significant between
1920 and 1976, except when exchange controls have been very tight,
particularly during World War 1L This issuc arca does not necessarily
include all countrics in the international political system; currently, it docs
not include the Soviet Union, China, and other states whose governments
have tried to isolate themselves from the effects of international financial
flows. Nevertheless, heenuse diverse international monetary activities aie
conneeted functionally, the issuc arca does not exist merely in the eyes of
its beholders. Perceptions of policymakers can profoundly aflect the mone-
tary system, hut they did not ercate jt, and, short of major political up-
heavals, changes in those perceptions cannot destroy it

The International Gold Standard before 1914

Discussions of international monetary regimes since 1920 invite compari-
sons with the pre-World War I gold standard, which was viewed by con-
temporary hankers and  officials as an automatically sell-cquilibrating
system. It is diflicalt to understand later events without realizing that the
minds of oflicials in the 19205 and even thereafter were clutlered with
images of the prewar system, which many saw as an ideal to which the
world should return. ) '

The classic interpretation of how the gold standard operated was pre-
sented by the Cunlifle Commitiee, established by the British government
toward the end of World War 1. This commitiee argued that the Bank of
England reinforced the eflects of gold movements by raising the discount
rate when a gold drain reduced its ratio of reserves to liabilitics, thus re-
stricting credit and rcducing prices, cconomic activity, and employment.
1t commented:
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areas, greatly aflected short- and long-term capilal fows, and thus bhalances
of payments, not only of Britain but of states dependent on her, These
effects occurred even if several central banks all raised Uheir rates propor-
tionately to the rise in British interest rates, because tighter monelary
conditions stimulated shifts toward liquid assets, which meaut inercased
balances of key currency countries al the expense of minor centers.” Con-
trol was thus asymmetrical, as Britain shifted the burden of adjusting to
change to peripheral countries such as Argenting, which depended heavily
on British trade, The secondary key currency cenlers, Berlin and Paris,
acted similarly: the hicrarchical system allowed them to draw funds from
lesser centers, as Britain was dvawing funds from them, Thus the system
was remarkably stable, though it was nol nearty as thoroughly dominated
by Britain, and by sterling, as earlier writers had thonght:

The extra control of the Bank of Englnd over the steding-mark exchange
might conceivably liave placed excessive strain on German reserves as money
grew tighter in London, The financial structure was such, however, as o give
the Reichsbank a similar advantage in moving the exchange rates on smaller
neighboring countries in favor of Germany, This hicrnrehy of short-rom finaneinl
influence, through which funds moved from lesser to greater financial centers
as interest rales rose everywhere, helped to minimize monetary friction among
major cenlers by passing the short-run finaneial adjustment hurden along to
the peripheral countries. It provides a striking contrast to the tendency of New
York and London to compete for the same mobile funds in later years without
cither cenler'’s having decisive drawing power over funds fromi Continental
countries in payments surplus.®

The impressive degree of British control s illustrated by the small
amounts of gold that the Bank of England and the British Treasury were
required to hold. Confidence in sterling was so great that in 1913 the Bank
of England held only about $165 million worth. of gold, or less than 4
percent of the total official gold reserves of hirly-five major countries al
that time. Britain’s holdings of gold were less than 15 percent ol those of
the United States and less than 25 percent of those of cither Russia or
France; they were also exceeded by the official gold holdings of Germany,
Italy, Austria-Hungary, and Argentina.” The need to hold so little non-
interest-bearing gold was a mark of strength, not weaknoss:

London could economize on her gold lioldings, like any pood hanker, hecause
of the quality of her other quick internalional assels, her institutional structure,
and because, such was the power of Bank rale and the London Market rate
of discount, gold would always flow in the last resort from other monetary
cenlres. 10
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The stability of this system rested on its hierarchical structure and on
financiers' confidence in the continued convertibility of sterling, and other
major cirrencies, into gold at par value. Liquidity was increased not
merely by new gold discoveries and by diverting monetary gold stocks
into official reserves, hut also by increasing holdiugs of foreign exchange,
Whereas world official gold reserves approximately doubled hetween
1800 wnd 1913, official holdings of loreign exchange increased more than
forefolds by 1913 foreign exchange accounted for 16 to 19 percent of
total reserves, ! :

Financial bierarchy was reinforeed by political hierarchy. Britain was
not militarily dominant over cither Germany or France, but she had
aceess o "IH("I maore ('.\"(‘H.‘\'i\'(‘ ﬂ"(l l)l'().\'p(!l'()lls {areas  overseas. Tllis
advantage was rellected in other countries’ holdings of the foreign ex-
change of the three key states: Britain, France, and Germany. Only about
18 pereent of European holdings of these three currencies in 1913 were in
slerling, whereas over 85 pereent of non-European holdings of those cur-
rencies were held in sterling.'®

Peripheral conntries generally allowed their money supplies to be in-
fluenced strongly by actions of cential banks in the center countries. Tven
lor advanced small states wilh well-developed banking systems, the move-
ment of short-term funds “was undonbtedly much more responsive to
changes in the discount rates of the Bank of England and other large
central banks than to changes in their own.” Argentina, which de-
pended heavily on Britain, allowed its gold flow to determine its money
supply; it had no ellective central bank to control the process. Thus
Argentina “could not nullify the negalive effects of changes in British
interest rales on ils own cconomy.” Tt is not at all clear, indeed, that the
peripheral states’ governments understood the processes that were going
on or the disadvantageous position that they occupied. The absence of
balance of payments statistics, and the lack of knowledge of the extent to
which the system was managed by key central banks, rather than being
“watural,” probably helped o maintain the system’s stability by making
the inequality and its causes less visible, In addition, local oligarchies in
the peripheries benefited from the system.M

Although often viewed as a very long period extending into the murky
past, the international gold standard’s life span was actunlly less than half
4 century. Some anthorities date its beginning from the 18705, when
FFrance, Holland, the Scandinavian countries, and the United States dis-
continued the use of silver coins and tied their currencies to gold; others
date it from 1880 or even 1900, reflecting the adherence of Austria-Iun-
gary, Russia, and Japan lo the system during thé 1890s.18

Moreover, the international gold standard did not operate as smoothly
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as has sometimes been supposed. "The central banks were not partienlarly
sensitive to the international effeets of their actions. They did not co-
operate to manage the international gold standard in the general interest
(although the central hanks of England and France did cooperale some-
what), Yet by the end of the period, the need for sueh cooperation was
inereasingly apparent as a vesult of the growth and volatility of short-
term capital. After 1007, “there was a growing sentiment in certain quarters
in favor of some kind of systematic international monelary  cooperi-
tion, the absence of which was n conspicuous feature of the pre-1914
arrangements, in order to minimize undue shocks to the payments system
from these and other sources.” 16

Thus the prewar gold standard was by no means inemutable, Foreign
exchange was being used incrcnsingly in reserves; capital movements weré
becoming more disturbing; and the need for conperation was increasingly
cevident. More fundamental political changes were also taking place. As
the working class gained political power it would be able to fight
adjustment policies that caused unemployment and wage cuts, as the
British strikes of 1926 later indicated. As peripheral countries became
somewhat more automonous, their policies would hecome less passive,
And perhaps most important, the United States was hecoming more promi-
nent in the international economy. Fven without the stimulus of World
War ], it would eventually have begun to compete with London for funds,
and the hierarchy would have been broken.'?

The end of the international gold standard in its well-liunctioning phase
came with the beginning of World War 1. But the trends we have just
enumerated, which were intensified by the war, were by no means created
by it. One can therefore assume that eventually the international gold
standard would have collapsed or have been trunsformed, even without
the war; however, the conditions under which that would have taken
place, the form it would have taken, and its effects can never be known.

In practice, therefore, the prewar gold standard was short-lived, man-
aged (although with national orientations rather than an international
one), and highly subject to change. It rested on political domination — the
domination of the wealthy classes in Britain over less prosperous groups,
and of Britain, France, and Germany over peripheral countries. Thus the
reality diverged substantially from the myth of an cternal, antomatic,
stable, and fair system, which could only be damaged if tampered with by
politicians, Yet in later years, the myth was in many ways more powerful,
in its effects on behavior, than the reality itsclf. The rules of the old regime
were no longer being followed — indeed, they had never hicen followed as
perfectly as people imagined —but they remained the standard of be-
havior for statesmen and bankers, particalarly in central countries such
as Britain,
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International Monetary Regimes, 1920-76

You will recall that we distinguish regimes from one another on the basis
of their formal or de facto rules and norms governing the behavior of
major aclors. When shilts in rules and norms are very sharp, regime pe-
riods can be distinguished without difliculty; but sometimes changes are
gradual or sequential, and then the choice of periods inevitably hecomes
somewhat arbitrary. This is particularly the case when, as in the 1920, a
series of countries joins n par value system sequentially, rather than as a
result of general agreement, or when, ns in the early 1930s, countries
sequentially Teave such a system. In such cases we have defined the regime
periods in terms of the behavior of the key currency countries — Great
Britain until 1931 and the United States therenfter. Following this con-
vention, we have divided the fifty-six years from 1920 to 1976 iuto seven
pertods, as shown in Table 4.2. For each period we have indicated whether
aninternational regime existed, and the action at the perfod's beginning
that is considered to have hrought the new regime into being or destroyed
the old one.

The following pages briefly describe the rules and norms characterizing
wch period; the degree to which they were adhered to; and the reasons
for our choices of beginning and end-points for these regimes, The dates
we selecled are not necessarily self-evident, and any such periodization
does some violence to the flow of history. This review, although not a
comprehensive deseription of political or economice processes in this issue
aren over the last ffty-five years, much less an explanation of regime
change, will give readers unfamiliar with the history of international
monetary allairs a general description of developments, and therefore
facilitate the analysis of political processes and regime change that follows.

During World War I gold exports from Great Britain virtually ceased.
Although the international gold standard was never formally renounced
during this period, it lapsed in effect. The pound and dollar were pegged
together at $4.77, about 2 percent below par British citizens were en-
couraged to sell their forcign sceuritics to provide forcign exchange for the
war cffort. By 1919, it was clear that Britain had been seriously weakened
cconomically by the war, and that at least for the time being, no return
to the 1914 parity of $4.86, with {rece movements of international capital,
was possible. Thus, in March 1919, the gold-dollar peg lapsed, and from
carly 1920 through 1924, “the rate fluctuated almost completely free from
official intervention.” " The pound reached a low in early 1920 of $3.18,
and remained below $4.00 until about the end of 1921, rising to approxi-
mately the prewar parity by the end of 1924, in expectation of return to a
par value system.
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TABLE 4.2 INTERNATIONAL REGIMES IN THIE MONETARY
POLICY ISSUE AREA, 1920-75

Period Years

Regime situation

Action at beginning
of period :

1 1920-25
1 1925-31
m 1931-45
v 1946-58
v 1959-71
Vi 1971-75
Vit 1976~

Nonregime: floating rates,
currency depreciation.

International regime (de
facto): Gold-exchange
system focused on sterling-
dollar convertibility.

Nonregime: floating rates,
currency depreciation,
exchange controls
(especially important after
1939).

Recovery regime: inter-
nationally agreed-on system,
but with ad hoc modifica-
tions allowed; exchange
controls, inconvertibility of
European currencics.

International regime: fixed
but adjustable parities;
dollar convertible into gold.

Nonregime: no stable sct of
of rules, despite fourteen-
month period of fixed rates
for many currencies and in-
creased central-bank coordi-
nation toward end of the
period.

International regime: based
on flexible exchange rates
and SDRs, with central
bank and governmental
coordination on exchange
rate policies.

Beginning of period surveyed.

Britain's return to gold:
April 1925,

Britain leaves the gold stan-
dard: September 1931.

Bretton Woods Agreement
of 1944 becomes operative.

Convertibility of major
European currencies
achieved: December 1958.

United States actions
making dollar inconvertible
into gold: August 1971,

Intcrim Committee agree-
ment to amend IMIF
Articles of Agreement:
January 1976.
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Rates (or continental currencies, which were also Boating, showed greater
volatility and less strength than the pound. After rising from 6.25 to 9.23
American cents Drom Apeil 1920 to April 1922, the French franc declined
vather steadily, reaching a low point of 2,05 cents in July 1926, before
being stabilized de facto at the end of that year at 3.92 cents — about one-
fitth of presar parity. Under the impact of German inflation, the mark
fell from aboul two cents in 1920 to virtually nothing by 1923.2! Many
observers took these results as evidence of the dangers inherent in floating
exchango rates, The League of Nations study conducted by Ragnar
Nurkse and published in 1944 argued that although short-lerm capital
movements were at first equilibrating in this period, in expectation of rc-
turns to prewar parities, as Continental exchange rates continued to fall,
disecpuilibrating speculation set in: increases in interest rates, or exchange
depreciation, rather than attracting Funds, increased speculation against
the currency, as each depreciation provided evidence for the imminence
or at least evenluality of another.22 Thus speculators’ psychology, in this
view, becanmie n factor in governniental decisions, 2

The situation from 1920 to 1925 was not considered desirable by any
major government involved. The Cunliffe Committee’s deseription of the
prewar gold standard was regarded, at the Genoa Conference of 1922,
not only s an accurate deseription of previous reality but as a desirable
state of aflaits to which the world should return as quickly as feasible,
although with some modifications to reduce the deflationary effect of
such a change. The major powers at Genon agreed to establish a gold
exchange standard, in which currencies would be exchanged at fixed
parjties, but in which most countrics would be encouraged to hold part of
their veserves in liquid claims on the international gold centers.? The
gold exchange standard was designed Lo economize on gold; although it
was seen as a major innovation, it in fact merely legitimized and extended
a praclice that was becoming increasingly widespread before 1914,
Central banks, which should he “free from political pressure,” were 1o co-
operate closely, in order to maintain currencies at par as well as to prevent
“undue fluctuations in the purchasing power of gold.” 26

Unlike the Bretlon Woods Conlerence of 1944, however, the Genea
Conference of 1922 does not signal a change in the international regime
for monetary aflairs, 1t hecame clear, particularly to Benjamin Strong of
the Federal Reserve Bank of New York, that stabilization of the mark
would have to precede reconstruction of the monetary order. Yet in late
1922, Germany defaulted on its reparations obligations; in carly 1923
French and Belgian troops occupied the Ruhr; and the mark subsequently
collapsed. Only alter German stabilization in” late 1923, supported by the
Dawes loan a ycar later, could monetary stability return.??
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The significance of the Genon Conference is that its proposals fore-
shadowed the system that central bankers attengated Lo put into effect
after Britain’s return to gold in Ap}'il 1925, at the prewar parity of $4.80
per pound, Authorities agree that the return o gold was a decisive event
that changed the nature of the international monetary regime,®* although
most also agree that it was a disastrous mistake, As the historian ol this
decision puts it, the decision to return to gold was “unfortunate and, de-
spite all the emphasis on the long run, represented a triumph of short-
term interests and conventional assumptions over long-term considerations
and hard analysis.” 2 A return to the gold standard at other than prewar
parity was not seriously considered, although in retrospect it is clear that
sterling was overvalued by about 10 percent at that rate. Yet “gold at any
rate other than $4.86 was unthinkable.” %0

Chancellor of the Exchequer Winston Churchill was uneasy about the
decision, and asked some searching questions in a predecision memoran-
dum, but

he was in a difficult situation, for intellectually e could see no alternative to
a policy of drift, and politically he had to rely on support in official circles, the
City, business and the country which was almost inanimous in its desire for the
policy actually chosen, . . . Thus Churchill really had little alternative but Lo
accopt the advice generally offercd, shortsighted though it was, ad to adopt
the gold standard at $4.86.51

The British return to gold in 1925 was inflnenced by international as
well as domestic pressures. Britain was seen as the keystone of the system,
and a British decision to return to gold as a critical step in restoring in-
ternational monetary stability. Smnall countrics such as Sweden strongly
urged return; more important, the United States pressed for speedy and
decisive action. As the major international creditor, and the only major
conmtry to remain on the gold standard thronghont this postwar period,
the United States was quite influential, despite its reluctance to make
official commitments.?2

The British decisions, added to the previons German stabilization and the
French actions of the following year, marked the beginning of an intes-
national regime that lasted until 1931, The regime was established by a
series of unilateral actions, rather than by international conference or by
systematic alighment of exchange rates on technical grounds. It was a
genuine international regime, with known rules, much communication
among central hankers, and a good deal of cooperation, especially between
the United States and British centeal bunks. Bul it was weak politically as
well as economically, reflecting Britain’s diminished postwar position,

From 1931, when Britain left the international gold standard, until the
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Bretton Woods Agreement of 1944 became effective at the beginning of

1946, there was no comprehensive and agreed-on set of rules or norms
governing international mmnetary wrrangements, The United States, which
\.vnuld have had to agsume international leadership, did not do so ’for the
first five years of the period. American officials insisted that there was no
connection hetween war debls to the United States and reparations pay-
ments due o its former ullies; “the cllort to develop a cooperative ap-
proach o world cconomic recovery was thus soured by the continued
war-deht conflict,” ™ The United States went off the gold standard effec-
tively in April 1933, without consulting even the British and while Prime
Minister Ramsey MacDonald was at sea on his way to visit President
Roosevelt.* During the sammer of 1933, Roosevelt virtually forced the
adjournment, without significant agreements, of the London Economic
Conference. To the consternation of his representatives there he opposed
ina public message, the plan of conferees to ensure exchange rate stnbilit):
as “a purely artificinl and temporary expedient affecting the monetary ex-
change of a few nations only. . . . The old fetishes of so-called interna-
tional bankers arc being replaced by efforts to plan national currencies
with the objective of giving those currencies n continuing  purchasing
power,” 3

Although Frunce, Belgium, Holland, and Switzerland attempted to cling
to old parities in a so-called gold bloc, the domestic economic and political
results were sharply adverse. Belgium devalued in 1935, followed by Hol-

land and Swilzerland; France finally followed suit in 1938, and in 1937
let the franc float for almost a year.* Fluctuations in currency values were
severe. The situation at least until 1936 was one of a pure nonregime, with
virtually no international cooperation. The central bankers who had ;)revi-
ously worked closely with one another, if not always in perfect harmony
or with much success, had heen greatly discredited by the deproession
particularly in the United States. Politicians, disenchanted with m‘thodm;
opinion, were searching, almost in the dark, for panaceas or al least for
stop-gap national solutions.

. As o judgment on the entire period, this description must be qualified,
since the Tripartite Monetary Agreement of 1936 (between France, Bri-
tain, and the United Stales) was at least a symbolic step in the dirc'ction
u‘f new rules, although it provided few concrete measures for cooperation,
The lreasuries of the three countries — not the central banks, as would
l.mvc been the case in the 19205 — agreed to hold the exchange for twenty-
four hours, In addition, “the French gained assurance that the United
States and Britain would not indulge in competitive exchange deprecia-
tion,” % although there was no agreement to stabilize currency values in
terms of one another.

Nevertheless, the 'l'ripnrlil‘c‘ Agreement was not much more than a faint
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precursor of the international cooperation evidenced al Brelton Waods,
in 1944 and therealter. Hot-money movements played havoe wilh_ exchange
rates even after the agreement, purticularly in 1938, the first hall of which
saw a speculative outflow of funds from the United Slates, and the scconfl
half, the reverse. Throughout the period, monclary cooperation was hiri-
dered by economic nationalism as reflected by trade barriers, German
exchange controls, and a varicty of bilateral cleaving and payments agree-
ments. Governments tried to manipulate exchange rates Lo their advan-
tage; indeed, freely fluctuating exchange rates were rather rm'('... In 'n
period of worldwide cconomic collapse aud politieal disintegration, it
would have been surprising had international monetary velations heen
anything but chaotic,*?

The onset of World War 11 did bring changes in arrangements govern-
ing monetary affairs; in particular it brought “stricter rate pcgging, l‘ight—
ened controls, and farther displacement of ordinary commercial practices
by intergovernmental arrangements.” * These arrangements did not con-
stitute an international regime with agreed-on niles and prm.:e.dures.
Formal agreement was reached at the Bretton Woods Conference in 1944,
hut was not fully implemented until more than a deende Taler. Tl'u-. post-
war cconomic plight of Europe meant, particularly after the [ailure of
attempted sterling convertibility in 1947, that the Furopean Recovery Pro-
gram became the center of attention, The IMF “sat patiently on the
sidelines, guarding its resources,” as the Marshall Plan was usc.d. to re-
habilitate Europe.*® Only in late 1958, when currency convertibility was
achieved in Europe, did the recovery regime give way to full implementa-
tion of the regime agreed to at Bretton Woods in 1944.

Long and sometimes difficult negotiations hegun in 1941 led to th'c
Anglo-American Joint Statement in April 1944, which became the basis
for the negotiations at Bretton Woods and the Articles of Agreement of
the International Monetary Fund. Other allied countries had been con-
sulted during 1943 and 1944. France and Canada produced draft plans,
and at Bretton Woods the United States and Britain lad to contend with
the Soviet Union (which eventually fid not join either the IMY or the
World Bank) as well as with scveral small countries, Nevertheless, al-
though forty-four countries attended the Bretton Woods Gonlerence (.19
compared to thirty-three at Genoa in 1922 and sixty-six in London in
1933), the Bretton Woods Agreement was essentially an American-Brilish
creation.

In contrast to the. practices of the 19205, at Bretton Woods the interna-
tional monetary issue area was not left primarily to central banks and
private bankers; indeed, United Statcs Treasury Sccrctaiy Henry Morgen-
thau’s objective was to create international Gnuncial institutions that
would be instruments of governments rather than of private financial
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interests, To the annoyanee of the American banking community, Morgen-
thau saw the issue as “n question of whether the Government should con-
trol these things or a special country club of business and the Federal
Reserve.” 1 Within the United States government, the Treasury Depart-
ment took the lead, although conflict with the State Department erupted
from time to time hetween the beginning of discussions, in 1942, and the
abhandonment of plans for inuedinte convertibility of sterling in 194749

The core of the regime designed at Bretton Woods was the provision
that countries helonging to the International Monctary Fund would sct
and maintain official par values for their currencies, which were .to be
chinged only 1o correct a “fundamental disequilibrium” in a country’s
halimee of payments, and only in consultation with the fund. Thus cnr-
reney convertibility was to be ensured. Great Britain had sought greater
freedom of action for individual countrics, but the United States had
resisted this suggestion, The IMF was to help countries maintain par
values by arranging to lend them needed currencies, up to amounts deter-
mined in a complex scheme based on countries’ subscription quotas to the
IMIP, But on the insistence of the United States, members were not to
have antomatic aceess to the resources of the IMF, beyond their own
subscriptions. The IMF retained discretion in judging the validity of
members' requests, and certain other limitations were imposed.

The IMF was given considerable nominal powers; but it was itself to
be controlled by member countries with the largest quotas, since votes in
the IMF were stipulated to he roughly proportional to quotas. The United
States therelore had over 33 percent of the voting power in the IMF in
1946; Britain held almost 16 percent. These proportions fell over the years,
but throughout the life of the IMF, the United States has been assured of
a velo over most important IMJF decisions, ™

When these arrangements were concluded, allowance was made for a
transitional period, during which the (ull obligations of the regime would
not apply. Members could retain restrictions on financial transactions until
three years after the IMIP began to operate; then the IMF would report
annually on them. After five years the members were to consult with the
fund on the retention of restrictions. 5 Although the transitional period
was left undefined, it was generally expected not to last long: “Until early
1947, when the Truman administration shifted cowrse, planners thought
other countries wonld make a relatively smooth and swift transition, last-
ing no longer than five years, from bilateralism to convertibility.” 10

The transition actually lasted over thirteen years from the end of the
war and twelve from the heginning of fund operations. In 1947 Great
Britain's eflorts to resume convertibility of sterling lasted barely more than
a month, at a cost of abont $1 billion worth of gold and dollars. Exchange
controls were then reinstaled, the Marshall Plan went into effect, LEuro-
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pean currencies were devalued, and the United States aceepted measuves
that discriminated agninst the dollar. The International Monetary Fund
played a small role in this period.

The recovery regime that camoe into being during 1947 hore little re-
semblance to the arrangements that had heen designed at Bretton Woods,
Worried about what they perceived as a critical Soviet threat to Western
Europe, United States leaders — prompted by the State Departinent and
followed somewhat more reluctantly by the Treasury — gave increasing
aid and sympathy for Europe’s financtal troubles.’” "This support was ac-
companied by an impressive array of institutional innovations: bilateral
clearing arrangements were followed by the development of the European
Payments Union (EPU) and the Organization for Luropean Economic
Cooperation (OEEC). A common seuse of military threat, which mani-
fested itself most obviously in the development of the North Atlantic
Treaty Organization (NATO), gave the United States an incentive to he-
have generously toward Europe, and the Europeans the willingness to
follow the American lead. Within the framework of a political consensus,
governments could allow the volume of transnational cconomice relations
to expand while retaining control over them.

The success of this recovery regime was shown by movements toward
currency convertibility during the 1950s, eulminating in the formal adop-
tion of convertibility by major Juropean countries in December 1958.4%
The beginning of 1959 therefore marks the start of a new international
regime, the full-fledged Bretton Woods regime, which lasted until the
United States suspended the convertibility of the dollar into gold on
August 15, 1971, Economically, the transition was made possible by the
ceonomic recovery of Europe and by Ameriean financial policies that had
produced large payments deficits, furnishing dollars to a formerly dollar-
short world, In the late 1950s and into the 1960s, world exports grew at
the spectacular rate of 7 percent per year; and United States dircct in-
vestment in manufacturing abroad increased drimatically, Politically, the
transition was marked not only by the hegemony of the United States,
but by the development of networks of ties hetween central bankers as
well as between treasurics. The Bank for International Scttlements was
the technical agent for the European Payments Union, and central bankers
“participated along with treasury officials in the managing hoard of the
EPU, which was itself an agency of the Organization for European Eco-
nomic Cooperation in Paris. These instilutions brought the senior European
financial officials into regular working contact.”

Yet the Bretton Woods regime had hardly heen put into full operation
before it faced serious tests. The price of gold in TLondon rose in the
autumn of 1960, indicating speculators” lack of confidence that the United
States government would continuc to support the dollar at 1/35 of an
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ounce of gold. The first result was an informal Anglo-American agrecment
to maintain the gold price at $35 per ounce: “The Bank of England was
assured of access o New York to recompense any gold it used to mect
speeulative demand in London,” # This result was followed by an inter-
national gold pool under which central bankers agreed to coordinate their
gold dealings. In 1961, the central bankers developed a series of swap
agreements, providing for mutual support in the event of speculation
aggainst particular ewrrencies. 1Tad the spirit as well as the letter of the
Bretton Woods agreements been followed, the speculative crises that
began in 1960-61 would have been met by expansion of IMF resources;
but expansion was resisted by the Coutinental European countries that
would have heen the ehief ereditors, ‘Thus, in the General Arrangements
to Borrow of 1962, the members of the Group of Ten (the major advanced
industrial conntries) contrncted to provide resources to the fund when
needed, if they first agreed collectively to do sa, in order to “forestall or cope
with an impairment of the international monetary system.” ® Multiple
networks of formal arrangements and informal agreements were developed
within a variety of organizations in addition to the IMJ7, Important links
were maintained among central bankers and, through the Group of Ten
and Working Party Three of the Organization for Economic Cooperation
and Development, among treasuries and economics ministries, as well.b2
To increase world liquidity, members of the International Monetary Fund
agreed in 1967 to create Special Drawing Rights as a reserve asset. By
1971, the quotas of the IMT were double thosc of ten years earlier.®

Thus the Bretton Woods regime went through a continual pr.()cuss of
political and institutional, as well as financial adaptation. The institu-
tional imagination and flexibility shown by the regime’s managers con-
trasted sharply with the rigidity of currency values that member states
songht to maintain, Political innovations helped to maintain a system that
had essentially heen designed two decades before,

Yet the pressure on the regime continued to grow, particulirly after
1967, when Great Writain finally devalued the pound stetling. The pegged-
rate system heeame more and more difficult to maintain as the volume of
short-term capital movements grew dramatically. The growth of the Euro-
dollar * market constrained the United States as well as European coun-
tries. With a weekly tow of approximately $5 billion in cach divection
hetween the Burodollar market and the United States, American financial
® “Eurodollars ure dollar-denominated deposits in banks outside the United States, in-
cluding the (oreign branches of U8, banks. More than half of them were created ,()nl-
side the United States (in the world hanking system) in a process that is not controlled
hy the Federal Reserve System o by any other central bank.” A, James Meigs, Money
Matters (New York: Tarper and Row, 1972), p. 212. ' ’
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institutions could “case out from wnder the restenints of the Federal Re-
serve System at least for a limited period of time,” ®!

The sensitivity of cconomic transactions hetween nations increased, most
strikingly with respect to short-terni capital flows:

[As] the barriers of fgnorance und cost in nndertaking international trans-
actions have fallen, the potential speeulative movement of Tunds has increased
enormously. . . . A ernde quuntitative indicator of these developments s pro-
vided by contrasting the maximum daily speculation of under $100 million
against the pound sterling, in the “massive run” of August 1947, with the maxi-
mum daily speeulation of over $1.5 billion into Cermany in May 1969, and the
wovement of over $1 hillion inlo Germany in less than an hour in May 1971,
Morcover, as the barviers of ignorance fall further, theve is no reason why $1.5
billion should not rise to $15 billion or even to $50 billion, in a day.55

The other major difficulty was that hasic adjustment problems, involv-
ing particularly the undervaluation of the German mark and Japanese
yen, were not satisfactorily addressed within the system. German and
Japanese resistance to revaluation was coupled with the inability of the
United States, as the source of the key cmreney of the system, to devalue
the dollar without obtaining the consent of Japan and major Buropean
governments to change the rules, As a resull, hetween 1959 and April
1971, the dollur actually appreciated in velation (o other major currencies
by 4.7 percent.?®

The United States measures of August 1971 formally terminated the
American commitment to maintain the parity of the dollar at a fixed price,
on demand of foreign official institutions. But such an wndertaking “had
in fact been largely inoperative for some time.” ¥ As a result of American
balance of payments deficits, the value of dollars in Toreign official hands
had grown so much larger than American gold stocks that it was clear to
all that massive demands for gold by dollar holders would not be met by
the United States.® Thus to some cxtent the Nixon-Connally measures of
August 1971 mercly formalized a situation that had emerged gradually
over the previous decade. Ever since the carly 1960s, the United States
had devised ingenious schemes to improve the nominal position of the
dollar. It had also twisted its allies” arms (particularly the Germans’) to
persuade them to help protect the dollar, and had made it quite clear that
its willingness to abide by its Bretton Woods commitments would depend
largely on European and Japanese cooperation with its policy.

The gradual erosion of the Bretton Woods regime reminds us that inter-
national regimes do not usually start or stop neatly on a given date. A
purist might date the “death of the Bretton Woods regime” carlier, perhaps
even with the Interest Equalization Tax imposed by the United States in
1963, which discouraged some capital outflows. Nevertheless, we can sce
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that August 15, 1971, marked the end of an inlernational monetary regime
s vluurly as did 1914 or 1931, The Brellon Woods regime had ;)p('rn(cd
under conditions of de jure currency convertibility obligations for less
than thirteen years, For most of this tine it was supported by an elaborate
bur ('_sst'nti:llly ad hoe network of informal nad institutional arrangements;
and for the last fow yoars ils status was clearly precarious. Yet by hist()r.i:
cal slnn(lm'(lsl, its tongevity is quite impressive Tor an international mone-
lary regime,

. The four yeurs fulluwing the August 15, 1971, actions by the United
States were times of tirmoil for the world economy. The Smithsonian
/\.gr("('mcnl never vestored convertibility hetween the dollar and gold, nor
did |l" signilicantly interrupl the sequence of loreign exchange criscsvthzll
had foreshadowed the demise of the Bretton Woods regime. The dollar
was under pressure in February and March of 1972; sterling was devalucd
in June of that year; and the dollar was devalued by 10 percent in Febru-
ary 1073, on lop of ity approximately 8 pereent devaluation in December
1971, Since this devaluation failed to restore calm o the markets, they
were closed. When they reopened in March, the major Cllrl'CllCiCS, \ver.z'
effectively floating against one another. During the subsequent months
values of the major currencies fluetuated widely.™ B

As the post-March 1973 “learning period” continued, treasury oflicials
and bankers bhegan o Teel more comfortable about, and even to favor
flexible rates. The governmental oflicials — in finance ministries and cen-‘
tral bhanks — no Tonger faced the impossible task of defending artificial
rates against speenlation; the hankers saw their foreign exchange profits
soar" Gradually, central banks began to intervene in the markets and to
coordinate their interventions with one another, After the Organization of
Petroleum Exporting Countrics sharply increased oil prices in late 1973
sending shocks through the world (:(:(;n()my, it was often remarked tlml"
flexible rates had saved the international monctary system from a massive
exclmngc rate crisis, ’

Pereeplive observers had discerned the divection a reformed system
would take, In a world of uncertainty and huge magnitudes of casily
movable funds, there would be no return to fixed rates. Fred 1lirsch con;-
mented in Augnst 1972 that “the operative issue on cxchnnge rates is not
the grand arguments hetween fixed and flexible, bLut the form that a
system of controlled flexibility should take.” By 1975, Marina V. N.
Whitman was able, in an article reviewing the experience with ﬂoa'ting
rates, to stale ﬂ:ll‘ly that “there can be no alternative to rate ﬂexibility in
the presence of high and widely divergent rates of inflation among na-
tions.” ® On the other hand, the wide eyclical fluctuations. in curreincy
values hetween 1971 and 1975 and the involvement of central banks after
1973 indicated clearly that the extreme frec-market position — that gov-
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oceans regime was hierarchical and stable, and depended on Britis'h L.l()lvlli-
nation externally and, to an extent, on the strong position of ccs'tmn 1|fl01-
ests inside British politics — in this case the navy and shipping interests.

Regime Periods, 1920-75

In the half century following World War 1, l.lu.-. principle ;;l [r(i;-.d(?l‘nl (l)([)
the seas has declined from the status of a regime almost fully nlt .|‘(]:1(.:mqt
by all relevant states {until 1945) to a strong cuasi rcghm? i.n lw \115.4\61 66)-
states adhered to the principle but strong challenges OXISlcl' ('. 'tﬂm;
to a weak quasi regime in which the chiallenges have become |M): ;,ll ;‘.\‘ thot
the status of the rules is open to question (!907 o dn(c?. Unli l(,d ‘ llb {mr :
tics of money, in which foreign exchange crises frequently lp\ro.v‘ (,.( :Odch
turning points in regimes, the ﬁprinclplcfuf frci:edm;:( (l)ifng;c :;lzl\:o“llxll‘s‘ ;3 oced
making the identification of regime periods s wha
;g‘:;l’(‘l:'::l;’ l\llonetlﬁzlcss, two turning points — the '|'runmn. ])ecl.u‘rnl:f)[n' T]“((l-
Pardo’s speech —are sufficiently prominent to allow us o identify the
three regime periods outlined in Table 4.3.

TABLE 4.3 INTERNATIONAL REGIMES IN 111 OCEANS
POLICY ISSUE SYSTEM, 1920-75

Action at beginning

Period Years Regime situation of period

Britain reasserts leadership
after World War 1.

1 1920-45  Free scas regime

i regi 1945 ‘Truman Declarations
- uasi regime
" 194666 Strong q s and Latin American exten-
sions.
11 1967-75 Weak quasi regime Pardo’s 1967 UN speech.

The overall regime structure based on frccdunll of the seas wn; lIE)l' ]at
issue between 1920 and 1945. With the destruction and (lls,persn r.)] t‘le
German and Russian navies, Britain cmerged from World War ¥‘w1t1:) 2111;
even greater proportion of total world fleet tonnage (47 percent ;n. .ﬂ
than she had had on the eve of the war (32 percent in 191{1). On the other
hand, the United States, which had gone into the war .thh only 11 'pcr-l
cent of world flcet tonnage, was sccond with 24 percent in 1921 (L.‘Omp.fllf?(
to second-ranked Germany's 14 percent in 1914).X% Marcover, B:l] ain
viewed the American shipbuilding program as a challenge. Altlmil;b].an
incipient naval arms race was curtailed in a 1922 treaty on naval arms
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limitation, the United States won a treaty from a reluctant Britain that
allowed it to extend its policing jurisdiction on the high seas out to “one
how's steaming time” from the shore to curh smugglers during Prohibi-
tion, A0

Despite the anlismuggling exception, which they won for themselves,

the Americans generally supported the free seas regime with narrow ler-
ritorial Jimits. Indeed, the only major devinnt state was Soviel Russia,
whose effect on the regime was small, because its oceans capabilities at
that time were very limited.# The League of Nations conference called
at The Hague in 1930 to codify international law reafBrmed the principle
of freedom of the seas. Although one cean argue that the very fact of hold-
ing u conflerence in which small states had a voice and vote helped to
cnll the three-mile limit inlo question, and precipitated some two dozen
eflorts at special extensions in the 1930s, the overall regime (s contrasted
with the specific rule of the three-mile limit) was not called into question B

Although the 1930 Hague Conference was unable to agrec on exact
limits, twenly states representing 80 percent of shipping tonnage sup-
ported a three-mile territorial limit* Those states included all the major
powers except the USSR (twelve miles) and Italy (six miles). Twelve
states supported a six-mile limit, Efforts by Ecuador, Mexico, and Iran to
extend jurisdiction in the 19305 were not recognized by the major mari-
time states. And as we have seen, even when disputes arose in such sub-
issues as anlismuggling zones and fisheries arrangements between the
United States and Japan in the 1930s, the disputing parties explicitly ac-
cepted the legitimacy of the overall regime.

Ironically, it was at the emd nf ' World War 11, when the United States
was the leading naval power, that the Americans inadvertently sowed the
seeds of the gradual postwar destruction of the regime, The turning point
in the transition from the free seas regime to a strong quasi regime came
with the Truman Declaralion of 1945, In response Lo changing tech-
nologies of fishing and offshore ofl drilling, President Truman wnilaterally
established fishery conservation zones off the United States const and as-
serted American jurisdiction over the udjaccnt underwater continental
shell “appertaining to the United States” out to a depth of 200 melers.
The United States d(-lil)crnlcly used limited and ambiguous phrasing to
formulate its claims, hoping to aveid damaging the overall regime. These
subtletics, however, were obscured as Latin American states, following the
great power’s exmnple, asserted their own claims to extended jurisdiction.
Countries such as Ecuador, Pern, and Chile along the west coast of South
America, where there is very little continental shelf, argued that a depth
criterion was unfair to them and claimed jurisdiction in terms of distance
on the surface. Thus extensions of shelf and fishery jurisdiction, which the
United States tried to keep separate from other issues, precipitated both
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the broader elnims by Latin American states and the subsequent seizores
of American fishing Loats and other difficalt diplomatic tncidents

During this sccond period, the gverall regime was not fundamentally
challenged, but there were signs of crosion caused by challenges in par-
ticular issues. As a result, the major maritime powers, prticularly the
United States and Great Britain, led efforts to reform, codily, and protect
the weakened regime at Lo United Nations conferences on the Taw of the
sea convened in Ceneva in 1958 and 1960, More than twice as many states
were represented at Geneva than had been at ‘The Hague Conlerence in
1930. During the first period, Britain and the Netherlands had controlled
nearly 50,000 and 18,000 miles of the world's constline; but as decoloniza-
tion progressed their dominance receded, and more and more states be-
came involved in oceans issues during the second period.?

The Geneva conferences were only partly successful in bolstering the
quasi regime. Four major conventions were signed al Geneva, and no gov-
ernment found it possible or expedient to attack the principle of freedom
of the seas direetly. Bt

what happened at the Geneva conference was that the freedom of the high
seas was attacked indireetly by claims to extend the limits of the territorial sea,
which wauld have submitied vast arens of what has trditionally belonged 1o the
high seas, including importint sea lanes, 1o the sovercigaty of the constal stale,

In 1960, Canada and the United States proposed a compromise formula for
limits of six miles: territorial sea plus an additional six miles fisheries juris-
diction, including recognition of conntries” rvight to conlinne to fish where
they had historieally fished. This compromise proposal came within a
single vote of the necessary two-thirds majorily, and in retrospect 1960
turned out lo be the high point of legal agreement in the second period.
In general, there were few claims to exclusive sovercignly or regulation in
the high seas beyond twelve miles — o limit preferred by the USSR and
only twelve other states in 1960." Although the North-South cleavage be-
tween rich and poor states that was to dominate the third period was al-
ready visible in 1960, the East-West Cold War cleavage was the dominant
political concern during the second period.

In contrast, since 1967 there has heen aoweak quasi vegime; the Treedom
of the seas itself has heen challenged. Ambassador Pardo’s 1967 specch
helped to touch off a period of intense conference diplomacy. More im-
portant, it dramatized the prospect of enormous seabed wealth and
focused attention on ocean resource and distributional issucs. Since then,
the oceans have hieen treated less as a public highway from whose efficient
management all states can gain instead, one stale’s pain is often seen as
another state’s loss.
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New states, unbound by the carlier Ceneva conventions, entered the
game, One Tundred and forly-nine states attended the New ,\'ork sessions
of the Law of the Sea Conforence in 1076, but only 51 lm(i ndh.cr‘c.d t(.)
llw. 1958 Geneva Convention on the High Seas (42 adhered o the terri-
torinl sea convention; 34 1o the fisheries convention; and 50 to the conti-
nental shelf convention). The issnes of deep scabed resources and the
technical developments in ollshore drilling and tanker construction raised
new problems about the “middle and boltom” of the occans. Less d(:\‘/cl-
oped countries, fearing that the global commons would be exploited solely
by the technologically advanced countries under a laissez-faire rcgimg
tended 1o stress hroad extension of national jurisdiction or a strong intcr-,
national regulatory body. The United Nations General Assembly declared
the deep seabed Lo be e “common heritage of mankind.” China argued
that the [reedom of the seas was upheld by both superpowers mercly&u'; a
pretext for superpower “hegemony and expansionism in the oceans a}\(l
their plunder of the marine resources of other countrics.” ™ Countries like
C:}nn(lu and Austratia, which during the Cold War era were closely allied
\»"11]1 the maritime powers on oceans (uestions, switched to n more coastal
view of their interests, And even in the United States and Britain impor-
tant groups like oil companics and coastal fishermen graduuﬂy’ gained
support for wide extension of jurisdiction, Although only a quarter of all
constal states eluimed jurisdiction of twelve miles or beyond in. 1960, more
than half claimed such jurisdiction in 1970, Between 1968 and 1972 ’a]nne
lhfz number of states claiming twelve-mile territorial seas increased from’
thitty-one to fifty-two, and the number of states claiming two hundred-
mile territorial seas increased from five to ten,

A's important, however, as the extension of jurisdiction in the third
!l)‘(l-.rm(!‘ was llm. challenge to the very principle of freedom of the seas,
ur an ¢ alive regime. The principle of res nullins was
challenged. "The most influential hroad notion that evolved over the Tast
;\lccudu was “the claim to ocean space” conveniently expressed in the 197;0
(lll::llllll(‘::('l:]i: ‘{)C(',;hl'l':l'll.()llll,‘\V]ll'(l,‘]‘l' stales l'h.ul "i.l" nations have the right to
ch of the sea and seabed near their coasts as they deem neces-
sary to proteet their actual and potential offshore wealth.” ™ Ty accord
with the dominant international philosophy of developmentalism, new
goals such as potential national wealth rather than tradition dcl'cnlsc ;>1'
general world wellare were asserted as the Dasis of rights i;) the us'c: of
oceans space and resources. .
q ‘As E(lnm(lnr's forcign minister said in 1976 on hearing that the American
":,llzl:f'l‘.::,l }}‘.::‘("3”: Ii:ILI)]rP:;(:C."I.."g ./?n.]f:r.i(:-un ﬂishcri'(‘s juriS('licli(m to 200
e, “lror | Is highty satislactory to see it becoming clearer in
e international conscience Wt it is the sovereign right of each country
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complex interdependence reflects significant aspects of reality, the realist
formulation und realist predictions will require stbstantinl modilication.
Wo should also ask whether world polities in the Lvo issue areas is chang-
ing. Has force become less uselul duiing this C(!Ill’llll‘)’?

In the oceans space and resources issuc arca, force plays a much more
direct role than in the monctary vealm, And beeanse Loree in the oceans
aren has traditionally been used overtly, through the exercise of naval
power, changes In its use are casier to discern,

The oceans ssuc area, s we have defined it is contered on the peace-
time use and regulation of oceans space and resources. It does not include
those aspects of strategic politics between major powers that take place
on or in the high seas except as they afleet the peacetime use of ocenns
space. Clearly, the oceans are a crucial arena hoth in the nuclear balance
between the United States and the Soviet Union and for projecting con-
ventional force to distant areas. Missile-carrying submarines, free to hide
in the vast oceans space, are necessary for o sceond-strike capability.
According to one source, “since 1945, the U.S. Navy has cxcrcﬁscd active
suasion . ., . on more than sevenly occasions at all Tevels of intcnsity' and
upon areas of the globe ranging from the Caribbean l(t Nurl‘lf Korea
through Trieste.” ! The visit of the hattleship Missourl to ‘1 urkey in. 1946,
the blockade of Cuba in 1962, and the movement of the Sixth Fleet during
the Jordanian crisis of 1970 are three prominent examples of the successiul,
American use of naval forces to achieve scewrity objectives in the postwar
period. Recently, the Soviet Union has enlarged its surfuce navy, ap-
parently trying to improve its ubility to intervene militarily or to show the
flag for political purposes in widely scattered arens of the world,?

These important military uses of naval forces obviously intrude on the
bargaining over a regime for oceans space and resonrees, The 1958 Geneva
Conference cssentially sidestepped the issue of nuclear testing at sea; and
both the 1871 treaty on the peacclul vses of the seabed and the Law of
the Sea Confercnce avoided restricting underwater listening devices used
in antisubmarine warfare. On the other hand, potential restrictions on
naval navigation on the surface and on submuwrines through straits have
been important in bargaining, heing treated as nouncgotiable by the
United States and Soviet Union. But although naval interests remain
powerful in determining the position of the superpowers, navy dominance,
at least in the United States, has declined somewhat since 1970. The
American position announced in May 1970, with its strong free scas
orientation, bore a strong navy imprint that hecame Dlurred as domestic

_ economic interests hecame more assertive.

The long-term trends in the use of force in these two issues have heen
diffcrent for large and small states. At the beginning of this century, force
was used infrequently but eflectively by great powers, particularly Britain
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and the United Slates, to deter smaller states that might have wished to
make incursions on the free seas regime, During the interwar pcriod,
conflict arose hetween the two nmjor naval powers, when the United
States used foree o curtail transnational smuggling, Britain compromised
on the resulting American extension of antismuggling jurisdiction. Some-
times great powers ased naval foree against smaller ones: Britain used
force Lo ensure the passage of Tood ships through a Spanish blockade dur-
ing the Spanish Givil War® Yet, more significant In light of future trends
was the use of foree by weaker naval powers in disputes with Britain und
the United States. The Soviet Unlon used forco against British trawlers off
its coast, Canada scized four American trawlers, which, along with the
American sinking of a Canadian ship, created diflicult disputes in Cana-
dian-American relations in the 1930s. Ecuador levied fines on an American
ship in 1935; the United States did not use foree to reply, because it saw
the Ecuadorian Foreign Ministry s a transgovernmental ally against the
Eeuadorian War Office.?

Since World War 11, the large powers generally have not used force in
conflicts wilh small states over oceans resources. And although on several
aceasions the great powers used foree or threats of force to defend their
military navigational rights, these efforts have not always been successful.
I 1946, « British naval foree made a costly effort to assert that the Corfu
Strait off Alhanin was international waters, In 1958, the United States sent
a naval force trongh the straits of Lombok to protest Indonesin’s claim
that it was territorial waters.” The United States and Soviet Union have
refused Lo recognize Indonesian and Malaysian jurisdiction over the straits
of Malacea, Between 1957 and 1967, Britain and the United Stales used
naval gestures to counter Egyptian restrictions on Israel's navigation,
particnlarly in the Straits of Tiran, but these efforts were not successtul,
As one observer wrote in 1967, “The threat of purposeful force (deseribed
by the Egyptian Forcign Minister as gunboat diplomacy) was not pursued
and, in the event, did more harm than good to British and American
interests.” ¢

In 1968, the United States failed to respond with force to North Korea's
seizure of the clectronic surveillance ship Pueblo; but in 1975 it responded
with force to the Cambodian scizure of the freighter Mayaguez. The
special circumstances of the Mayaguez case illustrate the limits as well as
the possibility of the use of foree to de