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Preface

he first edition , published in 1977, was written to fill a void in the study

of international relations— the gap between international politics and

international economics. Since 1977, that gap has narrowed significantly.
International political economy has emerged as a new and increasingly
prominent field in political science. Theoretical and empirical analyses of
the international economic relations appear regularly in professional books
and journals. Although the most important bridge building has come from
political scientists, now economists are also including political variables in
their analyses and applying economic theory to the study of political
behavior. A new and diverse generation of students is being made aware
of the interrelationship betweén economics and politics and is learning to use
and integrate the tools of these disciplines.

Much has happened since 1977 to reinforce this academic evolution. Above
all, turbulence in the world economy has heightened the political aspect of in-
ternational economic relations. The persistent problems of the dollar and other
international currencies, the many trade disputes between the United States
and its major trading partners, crises in world oil markets, and the continuing
debt crisis in the Third World have obliged scholars to reexamine the assump-
tions that separated the disciplines of economics and political science for over a
century.

The focus and organization in this book has not changed much since
the first edition was published. This edition continues the previously
established tradition of separating the discussion into problems faced by
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developing countries and former communist countries and problems
that primarily affect industrialized capitalist countries. In the fifth edition,
we added new material that reflected major changes in the international
system since the end of the Cold War. Also in the fifth edition, we discussed
and tried to explain the increasing pragmatism of domestic and foreign
econornic policies in many parts of the Third World, but especially in the
faster-growing developing countries. Last, the fifth edition added material on
the growing gap between the poorest regions of the world and the richest ones.

This sixth edition provides new information about the various monetary
crises of the late 1990s, the early years of the World Trade Organization, the
continuing rapid growth in foreign direct investment, the integration of the for-
merly communist countries into the capitalist world economy, and a rethink-
ing of theories of economic development that followed the Asia Crisis of 1997—
98. Finally, the sixth edition explores the relationship between globalization
and governance in greater depth than in previous editions.

We owe a debt of gratitude to a number of colleagues for reading and pro-
viding comments on the sixth edition: Mark Amen, University of South
Florida; Mark Boyer, University of Connecticut; Steve Chan, University
of Colorado; John Conybeare, University of lowa; David D’Lugo, University
of Southern California; Giullio Gallarotti, Wesleyan University; Michael
Hiscox, University of California, San Diego; Layna Mosley, University of
Notre Dame; Edward Morse, Hess Energy Trading; Aseem Prakash,
University of Washington — Seattle; and Steve Roper, Eastern Ilinois
University. We would also like to thank the following individuals for
their research assistance in preparing this sixth edition: Craig Ortsey, Sangbae
Kim, Sangbum Shin, and Derekh Cornwell. Stacey Sims of Wadsworth was
developmental editor for the sixth edition.
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CHAPTER 1

From Management
to Governance
In International
Economic Relations
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hroughout history, governments have created international economic sys-

tems to regulate various aspects of their international economic interaction.
These systems consist of rules, institutions, and procedures that are intended to
control economic conflict and achieve common economic goals. The systems
range from simple trade or financial agreements to complex arrangements such
as colonial empires or international institutions. International economic sys-
tems are shaped by the nature and degree of international interaction among
participants, that is, by their trade, investment, and financial flows. In addition,
the systems are shaped by political factors such as the distribution of power
among the players, the degree of shared goals and interests, and the nature
of leadership within the system. In the half-century since the end of World
War II, there have been three international economic systems: the Bretton
Woods system, which prevailed from World War II until 1971; the period of
interdependence from 1971 to 1989; and, from 1989 to the present, the con-
temporary era of globalization.

BRETTON WOODS

For nearly two decades, the Bretton Woods system was effective in controlling
conflict and achieving the common goals of its members. The rules, institutions,
and procedures of the system were embodied in three organizations created
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during and immediately after World War II. Named for the New Hampshire
town in which two of the organizations—the International Monetary Fund
(IMF) and the World Bank—were negotiated, the Bretton Woods system con-
sisted of those two organizations plus the General Agreement on Tariffs and
Trade (GATT). These three institutions have evolved significantly over time but
remain cornerstones of international economic governance to the current day.

During the Bretton Woods era, international economic interaction was
limited but growing. During the eatly years of Bretton Woods, many countries
were recovering from the devastation of the war and were in no position to
compete internationally. Tariffs, quotas, and exchange controls protected na-
tional markets and hampered the international flow of goods and money. In-
ternational investment was limited and concentrated heavily in raw materials
and retailing, not in manufacturing.

The Bretton Woods system rested on three political foundations: the con~
centration of power in a small number of states, the existence of a cluster of im-
portant interests shared by those states, and the presence of a dominant power
willing and able to assume a leadership role.! The concentration of both polit-
ical and economic power in the developed countries of North America and
Western Europe enabled these countries to dominate the Bretton Woods sys-
tem. They faced no challenge from the communist states of Eastern Europe and
Asia (including the Soviet Union), which were isolated from the rest of the in-
ternational economy in a separate international economic system. Although
the less—developed countries (LDCs) were integrated into the world economy,
they had no voice in management because of their political and economic
weakness. For much of this period, many developing countries in Africa and
Asia were still subordinated within colonial empires. Finally, Japan, weakened
by the war and lacking the level of development and the political power of
North America and Western Europe, remained outside the management group
for much of the Bretton Woods era. As a defeated power, Japan was not ini-
tially a member of the Bretton Woods institutions. It joined the IMF and World
Bank in 1952 but did not become a member of the GATT until 1954. The con-
centration of power facilitated the economic system’s management by con-
fining the number of actors whose agreement was necessary to establish rules,
institutions, and procedures and to carry out management within the agreed-
upon system.

Management also was made easier by a high level of agreement among the
system’s powerful members on the goals and means of the international eco-
nomic system. The developed countries shared a belief in capitalism and liber-
alism and relied primarily on market mechanisms and private ownership. These
countries also agreed that the liberal economic system required governmental
intervention. In the era after World War II, national governments assumed re-
sponsibility for the economic well-being of their citizens, and employment,
stability, and growth became important subjects of public policy. The welfare
state grew out of the Great Depression, which created a popular demand for
governmental intervention in the economy, and out of the theoretical contri-
butions of the Keynesian school of economics, which prescribed governmen-
tal intervention to maintain adequate levels of employment.
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