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Pretace

The structure and analytical approach employved in the third edition of this
work remain essentially unchanged since the first appearance of The Politics
of Global Economic Relations in 1975, I'his framework has permitted us o
discuss myriad changes in international economics that have occurred in
the past eleven years. We have witnessed the dollay phinge uncontrollably
and then ascend to unprecedented heights in relation o other major cur-
rencies and then ftall again. Either occurrence poses stageering challenges
to the American and global economics. The OPEC states acquired
unmense wealth and power i the 19705 only o face a collapse m ol prices
that makes petroleum producers among the world’s most precarious debt
risks i the mid 1930s. ULS. trade delicits that were alirming enough o
help precipitate the collapse of the Bretton Woods monetary system in
1971 pale in comparison with the trade deficits the United States carricd
with little sense of crisis a dozen years later. Multinational COTPOrIons,
which many analysts in advanced industrial countries as well as less
developed countries viewed as a threat (o the viability of states and the siaie
system in the 1970s, scemt to have become an accepted part of the land-
scape in rich and poor states with diverse political and cconomic philoso-
phies in the 1980s.

In ihas edition, as in the previous ones, we ty o describe these aned
other developments as they have aflected the politics of internatonal eco-
nonne refations. But more importantly. we attempt to provide studenits
with the analytical tools to understand the forces underls ing these changes.
It is important for us o aricipate and comprehend the dreumstances that
could produce changes every bit as profound as these in the vears ahcad.
We think this book continues (o be a useful ol in this regard.

We wish to thank all the students and faculiv who continue to tind this
volume relevant 1o their work. This is particularly gratiiving in light of the
greater knowledge about imternational cconomic mterdependence that
todav’s students bring with them into the classroon compared o then
counterparts in the early 1970s.

D.H.B. and RS W.
March 1986
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Since the carly 19705 we have been undergomg a kev tansition in American
torcign policy that in some respects s even more profound (han the dramatic
foreign policy moves made by the United States mmmediately following World
War 11 The Breton Woods svstem. membership in the Unitee Nations., the
Frioman Doctrine, Marshadl aid, NATO. il the construction of 3y complex of
alliinee systems ringing the Communist world are commonly viewed as evi-
dence of tha turning point in United States history when we abandoned our
tadinon of isolationism (however dillerent it face m different parts of the
globe). Through these instruments the United States wis seen as having
moved mto asseries of mulilateral commitments that saddled i with tremen-
dous responsibilities abroad aned circumseribed American lrecdom of action in
wavs that the United States had found unaceeptable o the past. But the
Lnited States during the 19705 aned 19305 has confronted a serics ol lorcign
ceonomic challenges that are hkely to vesult i even more consiaints on s
(reedom of action than did the agreements in the 1910x.

Asanisolationist, the United States could maximize Ireedom ol action in
s international relations (cconomic and political) by avoiding formal commir-
ments: this was o basic thene, for example. i opposition (o American men-
bership in the League of Nations, Following World War 11, when the United
States did bind uself by numerous multilateral commitments in the economic
and poluical spheres, i did so from a clearly preeminent position and. thus,



2 INTRODUCTION Economic Transactions and World Politics

was able m substantial measare 1o shape the various agrecinents 1o conform (o
American mterests. ‘The postwar multilateral agreements were typically of a
sort that commited all member states 1o abide by specitied global norms of
behavior, which, while ensuring benetits tor these countries. also underdined
American preenunence. These commitments had the net etfeet of ensuring
America’s freedom of action in the globe racher than arcumseribing it

Now, however. the United States is in the process of having to reformu-
late 1ts foreign economic and political rekations 1o take into account new global
realities. America has moved from virtaal sell=sufficiency in energy Lo exten-
sive reliance on ol imports. Europe, through the eveation of the Common
Market, has transtormed itself from a junior partner of America to a giant
cconomic rival/partner. Japan's economic miracle and vigorous promotion of
exports now threaten the vitality of kev industries (such as automobiles, seeel.
and semiconductorsy and hundreds of thousands of jobs i the United States.
In numerous rapidlv growing cconomic ficlds such as telecommunications,
computers, cerainies, ibet optics. and biogencties the Japanese are also threat-
enmg American supremacy i commercial applications of new process and
product technologies. Newly industrializing countries in the Third World have
assumed an important position in the vitality of America’s vade and bankmg.
The world's confidence in the dollar as the top international CLITCNCY Waxes
and wanes moan era of flexible exchange rates. These and other developments
have combined 1o produce an evolution toward a new elobal economic and
political order in which American preaminence must cither decline or be
retamed at substantally escalated domestic and international costs.

‘The political significance ot global economic relations goes well bevond
tiis contemporary transivon i the international position of the United States.
Fhe mereased sensitvity in economic mterdependence among virtually all
states compels us 1o assess the political implications ol international ¢economic
ansactions everywhere. Even if cconomic transactions between states have
grown at a slower rate than have economic transactions within them,! the
volume and speed with which cconomic resources can now be translerred
hetween states places remendous cconomic and political strains upon them.
For example. modern communicatons and the management capabilities of
giant international banks and corporaiions, which command assets greater
than the gross national products of most states, allow massive capital transfers
m response (o disparities in the market conditions (interest rates, growth raues,
wage levels, ete.) and the political milieus ol vivious stes.® Long-term mvest-
ments by these economic actors and the movement of their quicd assets in
mternational monetary markets can undermine domestic economic and politi-

See K Deutschand A Fekstein, “National Tndustrialization and e Declining Share of the
Tiernadional Economic Sector, I890=1950." Waorld Polities, 13, 10,2 (fanuary 196 1), 267-99: and K.
Witz ™ The Myt of National Tneerdepersdence.™ in The Eternational Corporation, o C. Kindleberger
(Cambridge. Mass.: MU Pross, 19700, p. 208,

“For an eliboragon ol the sensitivity ol internanional cconomic interdependence and s
substantve implications. see Richard Cooper. “Economic Interdependence and Foreign Pohcev i the
sseventies” World Polities, 24, 0o, 2 (January 19725 159-81. See also Chapier 7 of this book.



INTRODUCTION Economic Transactions and World Politics 3

cal programs and produce severe contlicts between states. Indeed, some obser-
vers of these banks and corporations leel that they may ultimately undermine
the contemporary nation-state svstem itself.”

Although international economic relations wmong private and public
actors necessitate profound alterations in contemporary. American toreign
policy and n political velations among states everywhere, American students
ol international politics have undl recendy paid litde attention 1o interrela-
tonships between economic transactions and international polites. This situa-
ton must be remedied if we are to understand contemporary global politics
and the mansition of America’s role in the world. A major obstacle o our
understanding of these problems, however, was the poverty of conceptual
Iraimeworks with which (o address systematically the vinious mterrelationships
between international poliical behavior and international economic behavior,
Itis mportant to ask why this was the case and what has been done to increase
our analvtical capabilities for examining these problems.

Analysts of international  poliues develop conceptual frameworks in
order that they may better address what they perceive 1o be substantive prob-
lems of overriding importance. Almost without exception, American spe-
cialists in mternatonal polities {or two decades following World Wi 1 saw the
Cold War and the defense of the non-Communist world as the substantive
focus of ULS. toreign relations. As a consequence. they relied heavily upon
paradigms in which security and power relations among states were postulated
as constututing the quintessence of world politics. The dominant paradigm
(political realism) led 1o a focus upon states as sole or primary actors in world
polites, ! and except msolar as economic instruments (such as aid and irade)
were employed direcdy in power strugeles between states, the distribution of
benefits from domestic and international economic relations were seen as lving
owtside the boundaries of international polities.™ Within this analyucal tradi-
ton, mternational economic transactions such as trade and monetary atfars
were typically looked upon as esse nually nonpohtical velationships. T lle\ Were
seen as being managed, in the non-Communist world at least, (!((()l(llll“ 10
politcally neutral, le(hm( il criteria and administered Iy functionally specific
(“nonpolitical ™) international organizations such as the General Agreement on
Tartls and Trade and the International Monetay Fund., 'he study of such
alTars was left o internatonal economists, international Frwvers, and students
of mternational organizations—most of whom neglected 1o analyze the Larger
significance of .\ll(l] transactions (and of llll(llhlll()lhl] CCONOMIC organizatons
themselves) e world polities.

In short, unl recently the conceptual rameworks used most Irequenty
by American analvsts of world p()lm(x tended (o relegate economic vela-
llnnshll)s to the periphery of mqguiry; the intervel: !(l()l]\lll[)\ between domesiic

SSee Frank Tannenbaunm. “The Survivad of the Finest™ Columbine fornal of World Busiess, 3.
no. 2 (March=April. 1968), 1320,
ISee Thans Morgenthau, Pofies Among Nations, W ed (New York: Knopl, 1967).

il pp. 25206,
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and international politics were not examined systematicallv: and actors other
than states received scant atention in studies of miernational politics. Mirxist
analyses dealing explicith with interests and relationships neglecied in thie
dommant analyvtical nadition of American scholarship on international polities
were virtually ignored. These are some INPOIGING reisons accommting for the
poverty ()f('()n(‘c[)lu;xli/mg the poliics of intermaional cconomic relatuons.,

However, developments over the past one and onc-hall” decades have
brought economic dimensions of world politics back into prominence. New
conceptual orientations are fostering svstematic analvsis of the relationship
between international ceonomic and political behavior, in contrast 1o para-
digms focusing exclusively on power aid seeurity aspects ol world order,
Economic security and stability have emerged alongsicle milicoy security as
top-priority forcign policy challenges for advanced indusivial as well as
developing states. Multinational corporate activities, instability of both the dol-
lar and goid in mternational financial relations, supplv interruptions and price
escalatdons for crivical resourees such as oil and food. and mmport surges
displace local production and jobs as well as threaten to unleash trade wars e
fuehng domestic as well as international politcal disorders of profound impor-
tance. Indeed, many respects these disorders affect the personal hves of
inchividuals throughout the world more diveetly than do most forms of interna-
tonal diplomacy focused o maintanmg militoy sec urity.,

These problem areas are now widely perceived as being highly sulicne m
contemporary world politics and US. foreign policy. They cannot be analy zed
adequately within the conceptual frameworks used maost frequently in the st
by American international politics specialists. Tn response (o these develop-
ments, and as a resule of Jogical theoretical evolution. consiclerable progress
has been made in the international polincal cconomy sublield of international
relations. We now have new coneeptual schemes that admit to aomuch broader
range of actors and processes integral 1o the study ol world politics. These
{rameworks of analysis permit us 1o address more systemancally the rela-
tionships between mternational ceconomic and political behavior.

As a consequence of this gradual evolution i substantive and conceptual
tocus, specialists i international politics have become muach more cognizant of’
the economic dimensions of world polites. Nonetheless, no theory has emer-
ged that specilies adequaely the relationships existing among various actors
and processes now viewed as mtegral 1o the study of world politics. No attempt
will be made in this voluime o provide such a general theory. Tnstead, our aim
is 10 describe more richly and explam more adequately the political signifi-
cance ol various economic relationships by contrasting assumptonal bases that

5Sec, partcularly, Robeit Keohane and Joseph Nve. Power and Iuterdeperdence (Boston:
Lutle, Brown, 1977); Robert Keoliane, After Hegemony (Princeton: Princeton Universii Press,
1980 Edward Morse, Modernization qnd the Lransformation of Ditevnational Relations (New York: pee
Press. 1976); Robert Gilpin, Wor and Change e World Polines {Cambridge: Cambridge University
Press, 19831); Peter Kazenstein. od., Between Power and Plenty (Madison: University of Wisconsin
Press, 1978); Stephen Krasner, e, Intermationad Regimes (Whaca: Comell University Press. 1983):
and Immanud Wallerseein, 7he Modern World System (New York: Acadeinic Press, 1976).
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underlie alternative views of political and economic behavior. The chapters
that tollow examine the major substantive arcas of trade, monetary relations,
toreign mvesunent, aid, technology transfers, alternative economic strategies
tor poor states, and the formulation of foreign economic pohicy n the United
States. Fach of these areas, and the mterdependencies among them, will be
described i terms of how they altect political relations among rich states as
well as how they altect relations between rich and poor states. In addition, we
will examine how various conceptual frameworks lead o alternatve con-
clusions about which policies are most appropriate tor resolving conflicts off
miterest among states and other actors.

Without attempting to torce all analyses ol global economic relations into
one or the other of the following schools of thought. the major clash in
description, explanation, prediction, and policy prescription relating to these
problems appears to he between those analysts and deasion makers subscrib-
ing o the assumptions of classical liberal cconomic thought and those subscrib-
ing to the assumptions ot what Americans refer o as radical thought. The
classical liberal economic approach is evident in the works of numerous ana-
Iysts” as well as in the basic contemporary forcign economic policy orientations
of the United States and other governments of advanced industrial societics in
the West. They are evident as well i the policy orientations of key imterna-
tuonal economic institutions such as the General Agreement on Tarlls and
Trade, the International Monetary Fund. and the International Bank for
Reconstruction and Development. Examples of rvadical thought can be found
in the works of Cold Wuar revisionists, analyvsts of contemporary. American
imperialism, neo-Marxian political economists, and dependencia theories of
Latin American relatons in a capitalist international system.™

Although there are many differcnces ot opinion among the statesimen
and scholars within cach of these two general schools of thought, there are

Harvy Johnson, Econmmic Policies Toward Less Developed Countries (Washington, D.C: ' The
Brookings Insutuion, 1967); “The Link that Chains,” Foreggn Poliey, No. 8 (Fall 1972), 113=19: and
“The Multinational Corporations as an Agency of Economic Development: Some Explanaory
Obscrvadons,” in The Widening Gap, ed. Barbara Ward (New York: Columbia University Press, 19715,
pp- 242-52. See also, Richard Cooper. The Economics of Interdependence (New York: McGraw-Till,
1968); Lelund Yeager, with David Tuevck. Foreign Trade and U.S. Poliev (New York: Pracger. 1976y
and Robert Lawrence, Can America Gompete? (Washington, D.C.: The Brookings Insticution. 1984).

SWilliam: Appleman Willms, (he Tragedy of American Diplomacy (New York:s Dell, 1959):
David Hovowitz, The Free World Colossis (New York: Tl aned Wang, 197 1) Gabriel Kolko, The Limnits
of Poweer (New York: Harper & Row., 19721 Harry Magdotl, The Age of Imperiadion (New York:
Monthly Review Press, 1969): Susanne Bodenheimier. “Dependency and tmperialisin: The Roots of
Lat American Underdevelopment,” in Revdings o 1.5, DTperiadon. oo KU Fanne and D). (L
Hodges (Boston: Porter Sivgent, 1471, pp. 155-82: Andi¢ Gunder-Frank, “Sociole ey ol Develop-
mentand Underdevelopment of Sociology.” in Dependence ad Underdi fopnent, eds. |, Cockevolt AL
G bvank, and D Johnson (Garden Cirye NOY.: Doubleday, 1979, PP F21-98: Johan Galnmg, ~A
Structural Theory of Tmpertalism” foirnal of Prace Research. 8. no. 2 (1971, 81-117: Fernando
Cardoso. with Enzo Falewo. Dependeney and Development v Latin: Ameviea (Berkelev: University of
California Press. 1979): Avghiri Enunanuel, Cnegred Exchange: A Stidy of the Duprersalisnt of Trade (New
York: Monthly Review Press, 1972): Sair Aming Aecvmadation on a World Seale: A Critique of the Theory
of Development, 2 vols. (New York: Monthly Review Press. 1974 and Tnmmanuel Wallerseein, e
Modderse World System (New York: Ncademic Press. 1976).
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nevertheless certain basic assumpuons that are shared widely by the adherents
of each school: these assumptions distinguish clearlv the two orientations. In
parucular, there are important differences hetween the two schools' basic
assessments of the primary values underlving actions tuken by decision makers
on behalf of states, the distribution of benelits [rom international economic
relations, the degree and patterns of conflict inherent in iternatonal cco-
nomic relavons, and the location of the major obstacles to the achievement of
national economic aspirations. The central tenets of these two analvtical radi-
tions are summarized in Table 1-1.

Adherents of classical liberal cconomic thought tend 1o see the focus of
states’ economic policies as the maximization of cconomic growth and elli-
ciency. The basic value determining policy choice in regard (0 economic issuces
before the state should he the optmal allocation of resources for national
growth in the context of a global economy that operates in accordance with the
norms ol liberal economic principles. Success or failure is usually stated in
terms of aggregate measures of econiomic performance such as the level and
growth of GNP, trade, investment, per capita income, and so {orth.

[n this context, global as well as national economic growth and cthaency
dictate that all states open themselves 1o foreign goods and capital and tha
they specialize in the production ol those goods in which they possess a com-
paratve advantage. Existing international economic relationships are viewed
as mutually benelicial, even if the distribution of bhenefits among states is not
completely symmetrical.

Lo the extent that existing international relationships do not enhance
growth and the efficient allocation ol resources. this view blames the
unwillingness of decision makers within stues (o puwisue ratonal hiberal eco-
nomic policies. In other words, 10 the extent that the global €CONOMY as 2
whole, and individual states’ policies. conform o classical liberal €Conomic
principles, all states’ growth and economic ethcieney will be maximized. Of
course, world production will be maximized also.

Inherent in this positive-sum view ol international economic relu-
tionships 1s minimal conHict of interest between states. For the adherents of
classical liberal economic thought, policy prescripuon is universalist: no basic
differentiation is made among policy prescriptions appropriate lor different
types ol national actors (large or small, rich or poor). The formal rules of
behavior in international economic relations, and the policies of international
CCconomic mmstitutions entorcing these rules. are seen as politically neutral
among all states.

Liberal economic analvsts are prone to sec a world composed of sov-
ereign. aulonomous states enjoyimg cqual economic opportunity (though not
equality of economic condition) i an open mterional system. All states are
understood to possess considerable awonomy and decisional latitude in eritical
choices about their domestic and lorcign economic policies. Resource alloca-
tHON N CCONOMIC exchange within and between stues should be determined
principally by market mechanisms. o the extent that market mechanisms
generate socially unacceptable inequalitics, the state’s function is 1o amehorate



TABLE 1-1

Central Tenets of Liberal Economic and Radical Thought

BASIC PREMISE

LIBERAL ECONOMIC THOUGHT

RADICAL THOUGHT

. Primary value being
pursued by states

. Distribution of benefits
from global economic
relations conducted
according to liberal
principles

. Degree of conflict
inherent in global
economic relations
conducted according to
liberal principles

. Persistent cleavages
inherent in global
economic relations
conducted in accordance
with liberal principles

. Major obstacle to
achievement of national
economic aspirations

. Overall result of activities
of international economic
institutions

. Characterization of
existing international
political system

. Preferred means of
resource allocation

. Relationship between
economics and politics

Maximum aggregate economic
growth in national and global
economies

Mutual benefit if not symmetrical
distribution; positive-sum

Minimal; tendency toward
equilibrium

None

Irrational state policies

Provision of infrastructure
advantageous to all states in
conduct of international economic
relations

Sovereign, autonomous states
with considerable decisional
latitude on economic policies

Market mechanisms

Economics should be separated
from politics

Maximum national
economic growth
consistent with capacity
for national self-
determination and with
equitable distribution of
income within and
between states

Clearly asymmetrical
distribution in favor of
rich states; zero-sum

Very great; tendency
toward disequilibrium
and recurrent crises.

Cleavages between rich
states and poor states;
cleavages between
industrial-financial elites
and labor within all
capitalist economies

Capitalist rules of
behavior governing
international economic
relations

Provision of
infrastructure for
perpetuating dominance
by rnch, Western states

Hierarchically organized
system of dominant and
subordinate states:
autonomy and
meaningful decisional
latitude on economic
policy for dominant
states only

State-administered
terms of exchange

Economics determine
politics
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them through redistribution programs. States should be very wary of intrud-
g on market mechanisms. {or they arce the kev 1o ethaency for all economic
tvansactions, in the view of liberal analvsts.

The assumptional bases ol radicul thought ave vastly dilterent (rom
those underlying the liberals” workd view, Although growth and economic
efhcieney are seen as priority goals of states, national sell=determination and
cquitable income distribution ave Just as crucial. Indeed, these last (wo woals
would be ranked above economic growth by most raclicals if, in the short run,
the choice had to be made. The radical analvst tends to see income cquality
and the capacity for economic and political self-determination among poor
states, at least, as incompatible with mtegration into the existing global ¢con-
omy. which operates in accordance with the norms of classical liberal economic
thought. A poor state’s open acceptance ol foreign goods and capital, along
with its specialization in the production of those goods in which 1t enjoys a
comparative advantage, is felt © generate a form of international economic
relations in which unequal economic units are afforded cqual access o, and
compete for, markets and resources around the globe.

The benelits of such international cconomic relations between rich and
poor states are distributed asymmetrically. in Favor of the rich. This continued
asymmetry in the distribution of benefits forms a basically exploitative rela-
tionship between dominant and dependent states that is seen by adherents of
radical thought as the explanation Tor the existence and the widening ol the
gap between rich and poor countries. Hence, in a fundamental sense the
major obstacle to the achicvement of the natonal aspirations of poor states
(most states in the world) is seen (0 be the nature of the miernational cconomic
system itsell, rather than the policies of ndividual poor states. Fven il a poor
state does formulate economic policy in accordance with classical liberal eco-
nomic thought, the asymmetrical distribution of benefits in its mternational
econonic relations will condemn it 1o perpetual poverty, {oreign penctration.
and contunued dependence upon rich states.

Ciearly great conflicts of interest between states are inherent in this
basically zero-sum view of international economic relatons. Policy prescription
is not universalist. Policies appropriate for rich states in the center of the global
cconomy are not appropriate for poor states in the periphery. Classical liberal
cconomic thought is viewed by radical thinkers as compatible with the interests
ol 1ich states but not with those of poor states. ‘The existing international
CConomic system is not politically neutral, as the classical liberal economists
argue. “The policies of all the key international economic msttutions and the
distribution of benefits (rom most public and private economic transactions
herently favor rich states, ensuring their dominance in global cconomic and
political relations.

Radical economic analysts visualize a hierarchically organized world with
dependent, subordinate states relegated 1o the periphery of the international
economy dominated by the leading capialist states. Only the latter POSSess
autonomy in critical choices about their domestjc and foreign economic pol-
ictes. States m the periphery of the global economy must accept their place in
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an mternational division of labor imposed upon them by the leading capitalist
states, Market mechanisms allocating resources in international and domestic
economic exchange reinforce political. social, and cconomic mequalities that
radical analysts find abhorrent. They scek an active role tor the state in manag-
ing markets to introduce a greater measure of equity in domestic and foreign
economic relatons.

Quite obviously, the analysts and decision makers who cmploy these
alternative sets ol primary assumptions will ditfer greatly m then assessinent
of, say, multinatonal corporations and in their prescriptions for the reatment
of multinationals by natons. acting individually and in concert. The profound
cleavage i thewr basic pre mises leads adherents of the two schools of thougin
to talk past cach other in analyzing spectfic economice issues, such as multina-
tional corporations. To the classical liberal. for example, foreign mvestment
appears mutually beneficial; 1o the radical, itis explorauve. Analysts from both
schools seldom examine the d})])l()])ll ateness of the different assumpuonal
bases from which their perceptions and policy prescvipuons tlow. In the
absence ot this examinaton, political conllict over economic issues is exacer-
bated. The typical analyst or decision maker within cach school of thought
simply sees no necessity to question seriously the assumptions underlying one’s
own stance on the issue and contimues o propose policies that are seen as
harmful in their incidence or intent by adherents of the other analytical (radi-
uon.

The clash between these two schools of thought not only has important
substantive implications for international relations: it also aflords an oppor-
tnity to analyze the poliical implications of various dimensions of global
economic relations. In the tollowing chapters, we will refer frequently to these
alternative perspectives. and we will develop them more fullv mnr specific con-
1eXLS.

Despite the centrahity of the liberal-radical “dialogue™ in international
diplomacy and political cconomic analysis, it is by no means suthcient i usell’
to address all aspects of such a complex subject matter. For example. mercan-
ulist thought also enjovs considerable prominence in examining contemporary
political cconomic behavior¥ Mercantilists see politics as determining econom-
ics. Economic relations are to be understood in terms of competition for the
distribution of wealth andl power among states, as dhsunct trom the mdividual
and global welfare maximization sllcssc(l by liberal cconomists or the class
competition emphasized by vadical economists. They view liberal economic
policies as a funcuon of [hc distribution ot power in the international svstem
and the posiuon of a naton’s industries in the global division of Libor—thus, 2
liberal international economic order is most lll\(l\' to emerge when hegemonial
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