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Series editors’ preface

This second volume in the RIPE Series in Global Political Economy illustrates
the ongoing lively debates in the field of International Political Economy
(IPE) about the nature and implications of globalization. Interestingly enough,
in recent years the debates about globalization have started to show an
intercontinental bifurcation between North American (primarily US) and
European (including British) debates. One of the reasons for this bifurcation
is a drifting apart of scholars on both sides of the Atlantic in terms of their
theoretical, epistemological, and ontological concerns.

In this volume, editors Aseem Prakash and Jeffrey Hart try to partially
bridge this gap between different research traditions by organizing the
collection’s theme of globalization and governance around the debate between
neo-institutionalists and constructivists. Whereas representatives of the
rational actor-informed neo-institutionalist approach are mostly US-based
scholars, the constructivist approach (or rather approaches) seems to provide
some common ground for scholars from both continents to meet. As such the
collection not only brings together a group of very prominent IPE scholars,
but it also makes an important contribution to rekindling debates and
exchanges between different research traditions. In so doing the editors are
addressing two major concerns of heterodox (or new) political economy as it
was originally formulated in the first issue of the Review of International
Political Economy: first, to develop explanations which address both structure
and agency; second, to rethink the foundations of IPE against the backdrop
of globalization. The volume’s theme of globalization and governance provides
the focal point for addressing these concerns.

Processes of globalization have called into question the efficacy and
relevance of existing governance structures. The search for new structures is
one of the guiding themes of this collection, whereby contributing authors
attach varying importance to actors or structures. The collection illustrates
how globalization forces IPE scholars from distinct research traditions to
reformulate and re-articulate their theoretical views. Even an actor-oriented
neo-institutionalist approach now has to take structural factors into
consideration.

Furthermore, the state as a basic unit of analysis has lost much of its
primacy in understanding and explaining new global governance structures.



x Series editors’ preface

Also, the implicit territorial foundation of state sovereignty is increasingly
challenged. The authors in this volume all discuss similar questions, even
though their individual theoretical positions make them come up with very
different answers. They all show, however, that processes of globalization
fundamentally transform the ways in which law, politics, economics, and
social relations are structured and governed, and reshape the boundaries
between public and private regulation and between domestic and
international governance.

We are confident that Globalization and Governance will prove to be an
indispensable book for any serious student of these questions.

Otto Holman
Marianne Marchand

Henk Overbeek
Amsterdam, April 1999
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Preface

This volume is part of a series of books that examine the impact of economic
globalization on governance. We have been interested in the various aspects
of international political economy and one of the issues that fascinated us
was how economic globalization impacts the extant governance institutions
at multiple levels of aggregation and across policy arenas. We began
preliminary discussions on this subject during Spring 1995 focusing on four
key questions: is economic globalization a fad, how best to conceptualize it,
how did it originate, and what may be its implications? We were initially
frustrated because, although economic globalization prominently features in
both the academic and the popular discourses, the term was being used loosely
and therefore its implications were not well understood.

However, this was also an opportunity to learn and reflect more on this
subject. To rigorously examine the meaning and governance implications of
globalization, we organized two joint panels on “Governance Structures for
the Twenty-First Century,” at the 1996 annual meeting of the International
Studies Association in San Diego, April 16–20. The following presented papers
at these panels: Philip Cerny, Ian Douglas, Lorraine Eden, Joseph Grieco (in
absentia), Peter Haas, Stephen Kobrin, Robert Kudrle, and Wayne Sandholtz.
We were fortunate to have excellent discussants in Susan Strange and David
Lake. The quality of the papers was outstanding and we decided to organize
another meeting to further discuss their revised versions and to examine the
possibility of turning them into an edited volume.

With the financial support from Indiana University, Bloomington and
Purdue University we convened a workshop in Indianapolis on October 12–
13, 1996. We are grateful to the following for financial support: African
Studies Program, Center for International Business Education and Research,
Department of Political Science, East Asian Studies, Institute for
Developmental Strategies, Office of the Dean of International Programs,
Research and University Graduate School, School of Law, West European
Studies, Workshop in Political Theory and Policy Analysis (all Indiana
University) and Center for International Business Education and Research
(Purdue University). The following presented papers at this workshop: Alfred
Aman, Philip Cerny, Ian Douglas, Michele Fratianni, Peter Haas, Jeffrey Hart,
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Stephen Kobrin, Robert Kudrle, David Lake, Aseem Prakash, and Wayne
Sandholtz. The workshop participants received valuable comments from the
following discussants/session chairs: Roberta Astroff, York Bradshaw, John
Daniels, Lawrence Davidson, James Dworkin, Charles Lipson, Michael
McGinnis, Philip Morgan, Elinor Ostrom, Brian Pollins, Larry Schroeder,
and Keith Shimko. Loretta Heyen provided able administrative support in
organizing this workshop.

Based on the input at the Indianapolis meeting, these papers were revised in
1997. Marilyn Grobschmidt provided valuable editorial support for turning
them into a typescript ready for submission to a publisher. By Fall 1997, one of
us (Aseem) had moved to Washington, DC.However, the technological wonders
of the information society, especially e-mail, enabled us to carry on the
conversation among ourselves, with the contributors to this volume, and with
Routledge’s editors. Based on the feedback from three anonymous reviewers,
and the editors of Routledge’s RIPE Series in GlobalPoliticalEconomy,
Marianne Marchand and Henk Overbeek in particular, these papers were
subjected to a second round of revisions in Summer 1998 and accepted for
publication in October 1998. David Herman and Sue Seeley provided valuable
editorial and technical support in this round of revision.

We are grateful for the permission to reprint the revised versions of the
following previously published materials:

1 Stephen J.Kobrin (1998) “Back to the Future: Neomedievalism and the
Postmodern Digital World Economy,” Journal of International Affairs,
51(2):361–86. Reproduced by permission of the Journal of International
Affairs.

2 Jeffrey A.Hart and Aseem Prakash (1997) “Strategic Trade and Investment
Policies, Implications for the Study of International Political Economy,”
World Economy, 20(4):457–76. Copyright © Blackwell Publishers Ltd.
Reproduced by permission of the publishers.

3 Alfred C.Aman (1997) “Administrative Law for a New Century,” in
Michael Taggart, editor, The Providence of Administrative Law, pp.118–
34, Oxford: Hart Publishing. Reproduced by permission of Hart
Publishing Ltd.

As we look back, editing this volume has been a very enriching and
intellectually stimulating experience. It helped us to better understand the
key theoretical issues involved in the study of economic globalization.
Importantly, it brought us into close contact with leading scholars in the field
of international political economy, a privilege that very few people have.

This volume is dedicated to our colleagues at Indiana University,
Bloomington who, in various capacities, supported us and made this project
possible.

Aseem Prakash and Jeffrey A.Hart
October 1998



Globalization and governance:
an introduction

Aseem Prakash and Jeffrey A.Hart1

This volume contributes to an understanding of the implications of
globalization by examining three sets of issues. First, what is meant by
governance in the study of international relations and international political
economy? Two competing perspectives—the new institutionalist and the
constructivist—are presented. Second, how will the processes of globalization
impact on governance? Are territorial-based systems of governance obsolete
or increasingly incapable of efficiently and equitably performing the functions
expected of them by actors (whether citizens or firms) living in their
jurisdictions? What kinds of changes can we expect? What are the politics of
such changes? Third, what kinds of policy innovations at the country-level
may be required and are politically feasible in the domains of administrative
law, tax policy, monetary policy, and trade and industrial policies to deal
with the challenges of globalization?

Both globalization and governance are contested terms with respect to
their meanings, etiologies, and implications. Some even dismiss globalization
as a fad (Chase-Dunn, 1994). Unlike other works on these questions, this
volume does not advocate any particular perspective on globalization,
governance, or the linkage between them. We endeavor here only to identify
the areas of agreement and disagreement among the scholars contributing to
this volume and to learn from their debates.2 To structure these debates, we
provide our own definitions of both globalization and governance below.

First, what is governance and what are the key units of governance in
the study of international political economy? It is almost a cliche to point
out that international relations scholars (and to a certain extent domestic
politics scholars as well) tend to focus on the state as the pre-eminent unit
of governance—the primacy of “methodological nationalism”(Cerny, 1997)
in the study of politics. This focus was perhaps appropriate in the
examination of issues of national security, given that the state did not have
many credible economic or political rivals in that arena. Consequently,
scholars tended to treat governance as synonymous with government. The
pendulum, however, seems to have swung to the other end; some scholars
believe that governments are now marginal players (or will soon become
marginal) in the international political economy (Strange, 1996; Ohmae,
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1991). We return to this debate later. For now, we define governance simply
as organizing collective action. In the instrumental sense, governance entails
the establishing of institutions; institutions being the rules of the game that
permit, prescribe, or prohibit certain actions (Ostrom, 1986; North, 1990).3

Formal organizations are often required to establish, monitor, and enforce
rules, as well as to resolve disputes.4 Nevertheless, institutions may operate
successfully without organizations and one should not assume a one-to-
one correspondence between them. It is also important to note that the
traditional notions of the state do not explicitly distinguish between its
organizational and institutional dimensions. This volume focuses primarily
on the institutional dimensions—the rules and policies and how they are
affected by the processes of globalization.

By altering incentives, governance institutions encourage actors to adopt
strategies that overcome collective action dilemmas. Successful collective
action enables actors to cooperate in pursuing their individual and communal
goals. The eventual outcome could be Hicks-Kaldor superior (generating net
benefits at the aggregate level) if not pareto-superior (at least one participant
is better off and no one is worse off than the status quo). However, if the
benefits and the costs are asymmetrical across actors, institutional evolution
and change could be conflictual. Institutions are therefore political artifacts.
Also, once established, institutions may take on a life of their own and become
political actors in their own right (Keohane, 1984). In some instances,
institutions may be established even though they are Hicks-Kaldor inferior:
the losses of the “losers” outweigh the benefits of the “winners,” but the
latter can impose their preferences. Since institutions consequent to such
collective action may not be efficiency-enhancing (Libecap, 1989; North,
1990; Knight, 1992), it is important to examine how governance institutions
evolve, whose preferences they reflect, and how they influence human
behavior.5

This conceptualization of governance is not limited to governments since
other social institutions may provide governance services as well. As societies
become more complex with modernization and industrialization, the
opportunities for both governmental and non-governmental governance
increase. Thus, one can witness governance within private organizations, such
as business enterprises, as well as within less formally organized communities.6

Some of the key issues in the study of governance are: what is the most
efficient and equitable way to provide governance services, through what
institutional means, and for which aggregations of individuals?

This volume examines the impact of economic globalization on governance.
Globalization or transnational integration, whether conceptualized at the
level of the world system, a country, a sector/industry, or a firm, needs to be
differentiated from internationalization. With a firm as his unit of analysis,
Kobrin (1991) points out that international firms produce in a single country
and ship their products worldwide to independent distributors or source raw
materials and intermediate products from independent suppliers abroad. On
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the other hand, transnationally integrated firms exploit assets through
internalization within the firm. They rely less on independent distributors or
suppliers.7 A similar distinction may be made at the country-level between an
international and a global economy (Metaph and Michalet, 1978, cited by
Mittleman, 1996). In an international economy, cross-national trade and
investment flows are regulated by the state, or supra-national institutions
established by states. In contrast, production in a global economy is organized
in cross-border networks or value-chains largely out of the control of states.
Since a significant proportion of cross-border trade takes place within firms,
cross-border networks supersede resource allocation by markets as well.

Though globalization has many dimensions, economic and non-economic,
this volume focuses primarily on economic globalization and how it affects
governance at the country-level.8 This is because currently there is better
evidence for economic globalization than other forms of non-economic
globalization.9 The contributors to this volume have agreed to employ the
term globalization to refer to a set of processes leading to the integration of
economic activity in factor, intermediate, and final goods and services markets
across geographical boundaries, and the increased salience of cross-border
value chains in international economic flows.10 This of course leads to the
question: how do we measure globalization, and at what stage of integration
can we claim that a country is indeed globalized?

Ipso facto globalization refers to processes that potentially encompass the
whole globe. The process does not have to have actually encompassed the
whole globe to be associated with the phenomenon of globalization but there
has to be at least a potential for its omnipresence. Thus, one should be able to
identify the degree to which a particular globalization process has actually
attained globality. This again calls for efforts to measure or assess the extent
of globalization, and on this count, justifies our focus on economic
globalization.

There are three approaches to assess levels of economic integration of a
country. First, by examining the extent of institutional convergence or
harmonization across countries (Berger and Dore, 1996); second, by focusing
on the salience of the international flows compared with the domestic ones
(Wade, 1996); and third, by evaluating the outcomes of integration in terms
of converging prices of goods, services, and factors (Keohane and Milner,
1996).

Convergence or harmonization of domestic economic institutions reduces
obstacles (or transaction costs) to cross-border economic flows. The recent
trends in regional and global trade, monetary, and investment agreements
signify efforts to reduce transaction costs of cross-border flows. Harmonization
or convergence therefore constitutes a necessary condition for globalization.
Of course, even if economic and political institutions are harmonized, there
is no guarantee that economic actors will indeed undertake cross-border flows.
It is therefore important to examine to what extent economic actors have
taken advantage of such opportunities. This can be assessed by examining



4 Aseem Prakash and Jeffrey A.Hart

ratios such as foreign trade to GDP (gross domestic product), foreign direct
investment (FDI) to GDP, net foreign investment to domestic assets, and FDI
to gross domestic investment. In addition, we also suggest measuring cross-
border flows of factors of production (land, labor, capital, entrepreneurship,
and technology). Once these multiple indicators have been developed, the
salience of cross-border flows relative to domestic ones can be better assessed.11

This is not to say that all flows have similar impacts on domestic politics in a
given country or across countries. Countries differ in endowments to negotiate
with demands placed by different flows: as the recent economic turmoil in
East Asia suggests, countries with substantial foreign exchange reserves (such
as China and Taiwan) have greater leeway in influencing their exchange rates
and therefore domestic interest rates, than countries with meager reserves
(Indonesia and Malaysia). Further, the domestic impact also differs across
flows: rising capital flows have a greater constraining influence on fiscal and
monetary policy than trade flows (Frieden and Rogowski, 1996).

Third, we need to examine if increased cross-border flows translate into
similar levels of prices across jurisdictions. For example, have the rising levels
of cross-border capital flows resulted in equalization of real (covered) interest
rates? Or, given that labor is theoretically mobile, say within the European
Union, has the price of labor converged in member countries? Thus, based
on the three categories of indicators, we can assess the levels of globalization
at the country level.

Globalization as an independent and a dependent
variable

We hypothesize that globalization processes (as dependent variables) were
initiated and encouraged by four categories of factors: technological change,
spread of market-based systems, domestic politics, and inter-state rivalries.12

Globalization processes could lead to new or modified governance institutions
as they move more toward genuine globality. This is because to capitalize on
the opportunities created or to reduce the costs imposed by globalization
processes, actors may have the incentives and the resources to modify extant
governance institutions or create new ones. Thus, in time, globalization
processes will become the independent variables and the new or modified
institutions of governance will become the dependent variable. Of course,
over time, changes in governance will unleash new forces that may, in turn,
impact on the pace and extent of globalization processes. This is summarized
in Figure 1.

Globalization as a dependent variable

In this section we briefly review the literature on globalization as a dependent
variable and in the next section as an independent variable. If globalization
is a consequence, who or what initiated it and for what reasons? We have
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already identified four possible culprits: technological change, the spread
of market-based systems, domestic politics, and inter-state rivalries. For
example, some authors argue that globalization is primarily an outcome of
technological change; the latter being necessary and sufficient for explaining
the acceleration of such processes. As a corollary, globalization processes
driven by technological change are unstoppable unless some new
technological breakthroughs reverse the existing trajectories. Structural and
domestic politics-based explanations emphasize the role of conscious human
agency in encouraging such processes. The latter do not ignore the
contributions of technological change; rather, they treat it as only a
facilitating condition, or at most, a necessary condition. We briefly discuss
these explanations below.

Technological change

Some view globalization processes as outcomes of technological advances,
especially in telecommunications, information, and transportation
technologies. The level of investment in information technology has reached
gigantic proportions: in the United States, information technology accounts
for 45 per cent of all business equipment investment (Barshefsky, 1998).
Technological advances have enabled firms to delocalize and fragment value-
addition processes, thereby locating the various stages across territorial
jurisdictions (Sjolander, 1996). The digitization of information flows combined
with the spread of fast packet switching for data and voice communications
has led to a contraction of space and time (Mittleman, 1996) enabling
economic actors to communicate across great distances in real time. The

Figure 1 Globalization as independent and dependent variable
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rapid advances in ground, sea, and air transportation have facilitated
international trade by making movements of goods and services cheaper and
faster. A good example would be the invention of the wide-bodied jet aircraft,
the jumbo jet, which makes the shipping of small and light objects (including
people) by air considerably cheaper than shipping those same objects by sea
(previously the cheapest alternative). Therefore, in this view, accelerating
globalization processes are not conscious policy artifacts; they are faits
accompli of a technology-driven economy.

Another argument associating globalization with technological change
starts with the observation that intra-industry consolidations often have effects
that cross national boundaries. Thus, when Chrysler had to downsize its
operations in the late 1970s, employees in France and Britain had to bear
some of the costs. Similarly, its merger with Daimler-Benz will significantly
impact on its US operations. More recently, American employees of the
troubled French defense and electronics company, Thomson CSF, faced job
cuts when the French government decided to privatize the firm in 1996.
Similarly, the Boeing Corporation worked collaboratively with contracting
firms in Europe and Asia to build its latest wide-body jet aircraft, the 777,
effectively making it a multinational enterprise. The need for such firms to
operate in more than one industrialized region is increasingly viewed as an
outcome of skyrocketing research and development (R&D) costs: the
minimum efficient scale to amortize such large R&D investments is greater
than any single national or regional market can offer (Kobrin, 1995). Ohmae
also notes that:

As automation has driven the variable cost of labor out of production,
manufacturing has increasingly become a fixed-cost activity…. In a fixed-
cost environment, the focus switches to maximizing marginal
contributions to fixed costs—that is, boosting sales. This new logic forces
managers to amortize their fixed costs over a much larger market base
and this drives them towards globalization.

(1991:6–7)

Spread of market-based systems

Technological change, however, is only part of the story. Since markets and
market-supporting governance are important in fostering and disseminating
technological innovations, the spread of market-based systems and explicit
governmental policies for promoting technological innovation have accelerated
globalization processes. Drawing upon Polanyi’s (1957) contention that
economic relations, especially the notion of free markets, are rooted in specific
political philosophy, Scott argues:

[I]t remains insufficient to analyze globalization exclusively as though it
were the outcome of social and economic processes, however complex.
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Globalization must be seen in part at least as the outcome of an idea, and
specifically the idea of a free market; “free” in the sense of freed from
political, social, or “gemeinschaftlich” constraints.

(1997:9; italics in original)

Therefore, an important cause for the pace and extent of globalization
processes is the increasing legitimacy and spread of market-based systems for
allocation and exchange both within and between countries. With the expertise
and legitimacy of the state to intervene in the domestic economy increasingly
under attack, there are calls for deregulation and privatization. As Evans
(1997) points out, state bureaucracies are now blanket labeled as either corrupt
or vulnerable to “capture” by vested interests.

The same logic is applied to assessing state intervention in international
economic activity, adding to the demands for reducing state-created
institutional obstacles to flows of goods, services, and investments.13 This of
course has often led to establishing regional and global institutions.
Paradoxically, supra-national bureaucracies are not viewed as having the same
problems as national bureaucracies. One expects that due to greater physical
and cultural distance between transnational bureaucrats and the governed,
and the lack of democratic accountability (or even accountability to the
market), they will suffer from even greater principal-agent conflicts (Berle
and Means, 1932). Until recently, the ability of states in the developing
countries to manage their economies was criticized widely in the United States
but not the ability of the World Bank’s or the International Monetary Fund’s
(IMF’s) bureaucracies. The recent East Asia crisis, however, has changed this.
There are now calls for greater accountability and transparency of the decision-
making processes of the World Bank and the IMF.14

The deregulatory agenda has resonated well with the ideological thrust of
the neo-liberal political forces that rose to power in the United States and the
United Kingdom in the 1980s. This alliance received further ideological and
policy legitimacy with the end of the Cold War, interpreted by them as the
triumph of market-based systems over centrally planned systems. The defeat
of the Republicans in 1992 and 1996 by the “New Democrats,” led by William
Jefferson Clinton, and the defeat of the Tories in 1997 by Tony Blair’s “New
Labour,” has not altered this situation significantly. Recent developments
also suggest that the victory of the Socialists in France, not withstanding
their pledge to prioritize jobs over deficit reduction, will not alter the neo-
liberal thrust of the French economy. In the 1997 European Union (EU) summit
in Amsterdam, the French proposal for a launching public works programs
to create jobs did not find support and the “stability pact” that stipulates
deficit reduction as the top EU priority could not be dethroned. Not
surprisingly, Tony Blair and Helmut Kohl spoke out against the French
proposal. Mr Blair noted that “the European Union’s role in employment is
to encourage the exchange of ideas and best practice, and not to launch major
new spending programs” (New York Times, 1997b).
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A widespread adoption of market-oriented policies across countries suggests
globalization of the model of a liberal economy. However, the adoption of a
specific economic model per se does not suggest globalization. For example,
the universal adoption of a state interventionist model will not facilitate
globalization (Berger, 1996). As Hart and Prakash argue in this volume, states
may now have greater incentives to intervene in technologically intensive
industries in a globalizing world economy in order to create domestic
“architectures of supply.”

Domestic political economy

Another category of explanations focuses on the role of conscious policy
interventions in initiating globalization processes; domestic political and
economic actors are viewed as the key driving forces behind such policy
changes. The main actors in such “second-image” explanations are domestic
firms with substantial export interests, multinational enterprises (MNEs),
and financial traders. The policy changes advocated by these actors are of
three kinds: encouraging internationalization of the domestic economy through
the liberalization of trade and investment regimes, deregulation of domestic
regulated markets, and liberalization of domestic financial markets.

As discussed previously, deregulation and privatization, especially of
government-controlled utilities and state enterprises, has become a major factor
in accelerating transnational capital flows in recent years, often through mergers
and acquisitions (Julius, 1990; UNCTAD, 1995). For example, in the first six
months of 1998 only, the value of mergers and acquisitions in the United States
is projected to reach $910 billion ($1.3 trillion worldwide), equal to 1997 (full
year level) and about ten times the 1988 (full year) level (New York Times,
1998). Previously, such consolidations were discouraged by anti-trust laws or
competition policy, governmental ownership of utilities and state enterprises,
and active opposition to foreign ownership. Once such restrictions were lifted,
there was an upsurge in cross-national mergers, acquisitions, and alliances. Of
course, the success of domestic forces in pushing through deregulation shows
considerable variation across countries and issue areas. In the case of financial
deregulation, the degree of central bank independence was often the crucial
factor in determining the extent and character of financial liberalization
(Goodman, 1992). In the case of telecommunications services in western Europe,
the power of telecommunications workers’ unions is often cited as a factor
inhibiting deregulation.

Inter-state rivalry

Cerny (1997:251) declares that “the transformation of the nation-state into
a ‘competition state’ lies at the heart of political globalization,” thereby
implying that globalization processes may have been encouraged by inter-
state rivalries.15 Such “third-image” explanations treat technology-based and
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domestic political economy-based explanations as being under-specified since
they cannot explain the timing and character of state policies that led to
deregulation and financial liberalization. To have fully specified explanations,
these theories suggest a focus on state preferences and strategies. For example,
policy harmonization across countries, forced or voluntary, exemplifies the
critical role of inter-state rivalry in facilitating globalization processes. In the
Structural Impediments Initiative talks between Japan and the United States
(1989–1990), the US negotiators demanded changes in Japanese domestic
economic policies which were perceived to rig the market against foreign
economic actors (Kahler, 1996; Kosai, 1996). Such forced policy
harmonization sought to integrate some of the protected sectors of the Japanese
economy with the world economy.

Consider the role of conscious state policies in fostering the processes of
financial globalization.16 The Interest Equalization Tax of 1963 was the first
milestone in this direction. This tax was imposed by the US government to
discourage the sale of foreign bonds on the New York Stock Exchange.
However, it led to the unanticipated creation of the Eurocurrency markets.
The second milestone was the jettisoning of the fixed interest rate mechanism
by the Federal Reserve of the United States in the early 1970s. The third was
the surge in private foreign lending, again with the blessing of the US
government, to recycle petro-dollars. The subsequent debt crisis of the 1980s
almost led to a global banking crisis. The IMF—World Bank Structural
Adjustment Programs, again inspired by the US desire to protect its domestic
international banking industry, forced many developing countries to adopt
policies to deregulate and privatize government utilities, to attract foreign
direct investment (FDI), and to open up their domestic markets for imports.
The fourth milestone was the “big bang” of London in 1987 that led to
competitive deregulation of the financial markets, with each country
attempting to attract mobile capital (Helleiner, 1994).

The General Agreement on Tariflfs and Trade (GATT) is another example
of state interests guiding the pace and direction of the processes of
globalization. Until the Tokyo Round of the GATT, the United States pushed
primarily for tariff reductions. This served the interests of US-based firms
since they had competitive advantages in manufacturing. Once non-tariff
barriers became important impediments to trade in services, and violations
of intellectual property rights became a key concern for US exporters, the
United States urged agreements on these issues as well. This began in the
Tokyo Round and culminated in the Uruguay Round. In February 1997, the
US succeeded in pushing through a global agreement for a complete phase-
out of tariffs on information products (New York Times, 1997a).

In part, the North American Free Trade Agreement (NAFTA) and the
renewed urgency in Europe towards integration can also be viewed as state
responses to economic globalization. With the Maastricht treaty, Europe
sought to regain its competitive edge against the US as well as Japan/East
Asian firms. NAFTA, in turn, can be interpreted as an American response to
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European integration. Further, moves to expand NAFTA to South America
and the possibility of turning the Asia Pacific Economic Cooperation into a
free trade area also suggest that inter-state rivalry is important in encouraging
integration. A related issue that emerges is whether the current trends point
toward regionalization rather than globalization of the world economy.
Further, whether regionalization is a “building bloc” or a “stumbling bloc”
(Lawrence, 1995) towards globalization. Since regionalization may also
represent a decline of multilateralism (Gilpin, 1987), another key issue is
whether multilateralism is necessary for globalization. If so, will the processes
of globalization be impeded by the trend towards minilateralism, bilateralism,
and unilateralism?

A key agent of globalization is the “stateless” MNE. However, MNEs
are really not stateless: they continue to retain their national character and
there is little convergence in the fundamental strategies on locating the core
research and development (R&D) facilities, internal governance, and long-
term financial structures (Pauly and Reich, 1997).17 States, therefore,
continue to have strong incentives to promote firms that are closely identified
with their territorial jurisdictions. They are now actively engaging in
commercial diplomacy, and ensuring a fair deal for their firms has become
a key item on international agendas. It is fairly common for large business
delegations to accompany dignitaries in their international junkets. The
commercial outcomes are often advertised as important achievements of
such trips.

Both internal and external deregulation, important pillars of globalization
processes, have been actively encouraged by international organizations such
as the World Bank, the International Monetary Fund, and the World Trade
Organization. Many view such organizations as serving the interests of
particular countries, promoting so-called Anglo-Saxon capitalism, thereby
becoming tools in inter-state rivalry. In this context, it is important to note
that, while many countries believe that globalization serves US interests, many
Americans believe that the US is a prisoner of the globalization processes.
Milner notes:

But some claim that globalization is not only a creation of the United
States but also a creature controlled by it. Countries such as France and
Malaysia have vehemently expressed the view that globalization is
basically the extension of American economic practices and ideals to the
world, and a tool for the exercise of American power…. Ironically, many
Americans see globalization as beyond their country’s control. Indeed,
in their eyes, the United States is ever more constrained by global forces,
just like everyone else.

(1998:121)

To summarize, it appears that globalization processes have been encouraged
by all four factors even though there is still much debate over their relative



Introduction 11

importance. For example, Beinart (1997) sees global integration since World
War II as stemming more from politics than from technology. According to
Beinart, there have been two important institutional shifts attributable to
politics: establishment of liberal trading and monetary regimes in the late
1940s and the abolition of controls over the movement of foreign capital in
the 1970s. Mittleman (1996), in contrast, views globalization processes as
primarily market induced and not policy led.

We view technological progress as a necessary condition without which
policy interventions would be less successful in fostering globalization
processes. However, the political support of domestic constituencies, the
response of governments to inter-state rivalries, and the spread of market-
based systems have also been critical. An interesting future research agenda
then would be to identify economic sectors with varying strengths of
globalization processes and to test hypotheses for teasing out the relative
contribution of the four independent variables. This would enable us to identify
conditions under which different independent variables had the greatest impact
on globalization processes. Having discussed globalization processes as
dependent variables, we now treat them as independent variables and examine
their impact on the institutions of country-level governance.

Globalization as an independent variable

How will globalization impact governance at the country-level? Will the
Westphalian system and the Keynesian welfare state survive its onslaught?18

Do we expect changes in domestic institutions to vary across policy areas
and across states? How will the power of domestic actors impact on these
changes? What may be the impact of extant institutions, especially the political
institutions, that privilege certain actors over others? Will “strong” states be
more successful in adapting domestic institutions to the demands of footloose
capital? Will the corporatist structures that were designed to produce policy
consensus in the wake of rapid economic change survive the test of
globalization (Katzenstein, 1985)? Clearly, there are no simple answers to
the above questions and assessing the impact of globalization at the country-
level is a complex task.

In the Westphalian system, the state is the major agency to supply collective
goods and state-centric security considerations play a dominant role in
international relations. The notion of a welfare state is predicated on the
“embedded-liberalism” social compact (Ruggie, 1982) and the Keynesian
philosophy that markets are not self-regulatory. The former suggests that
costs imposed by liberalized trade on labor and other domestic actors are to
be offset by side-payments in the form of social safety nets such as
unemployment insurance, old-age insurance, welfare payments, and other
redistributive social policies.

There are three broad categories of views on how globalization may
impact on the Westphalian system and the welfare state. First, it is suggested
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that the nation-state will wither away; perhaps, not physically but in terms
of policy options it can effectively exercise in the economic realm. Further,
in the emerging “new world order,” economics will increasingly dominate
security considerations. Thus, globalization heralds the demise of both the
Westphalian system and the welfare state. The second perspective, in
contrast, views business-as-usual for the state. It is suggested that the existing
instruments of economic policy, perhaps with some modifications, are
sufficient to handle the challenges posed by globalization. Further, the
security imperatives of international relations will remain important. The
third perspective is that the state will neither wither away nor remain
unchanged. Rather, states will rearticulate themselves by shedding some
political and economic functions and adopting new ones. Also, though
national security considerations will remain important, a new perspective
on security will evolve.

Since the pace and extent of changes in governance institutions will vary
across states and sectors, an important research area is the development and
testing of hypotheses to explain such sectoral as well as country-level
variations. The reader will note that we had raised a similar issue previously
in the discussion on globalization as a dependent variable. We believe that
for the discourse on globalization to evolve into a coherent research program,
it is important that scholars study the impact of globalization on institutions
of governance representing multiple levels, particularly, the country and the
sectoral levels. We now elaborate on the three categories of response to the
processes of globalization.

The end of the Westphalian and the welfare state

Some suggest that the Westphalian system is on its last leg, and the world is
heading towards some sort of a new political order that resembles the (non-
state-centered) medieval period. For these scholars, the arrival of a “borderless
world” (Ohmae, 1991) is imminent. This global village will be governed by
supra-national institutions and the European Union is often identified as a
plausible model. Others suggest that the new governance institutions will
resemble an order with governance at both the subnational and the supra-
national levels and citizens having loyalties to multiple jurisdictions (Kobrin,
this volume).

Since the ability of the state to influence economic processes is predicted
to greatly diminish, what policies should be adopted to enhance the economic
welfare of citizens, particularly the ones that no longer have a “voice,” cannot
“exit,” and have little hope of successfully employing “loyalty” to change
the system from within (Hirschman, 1970)? It is recommended that
governments should focus on retaining and attracting investments from MNEs.
A key strategy is to upgrade the country’s human capital—the assumption
being that MNEs tend to invest in countries with a skilled work-force (Reich,
1992). For such scholars, globalization has either arrived or its arrival is
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imminent; it is an inexorable force, merciless to those who defy its logic
(O’Brien, 1992).

It is also predicted that the Westphalian system of security-conscious states
will give way to a new world order where economics will prevail over politics.
Echoing the ideas popularized by Normal Angell ([1910] 1933) on the eve of
World War I, they suggest that national security will not remain a critical
factor in international relations. Ohmae notes that:

Under cold war assumptions, government officials fall back on arguments
that countries have to be prepared for emergencies—that is, war. Inefficient
industries are subsidized in the name of national security…. Meanwhile,
Singapore and Hong Kong don’t worry about ifs. In theory Singapore
can’t exist because it has no insurance, either in the form of military or
strategic (read protected) industries. Yet, it enjoys current prosperity. I
believe that the Singaporean solution is the right one, because in the
global economy, economic linkage increases security.

(1991:13–14)

Further, since globalization processes have led to the spread of democracy,
and democracies almost never fight each other (Russett, 1993), national
security will be relegated to economic issues. However, the recent enlargement
of the North Atlantic Treaty Organization, the strife in the Balkans, the
continuing stalemate in the Middle East, and more recently, the nuclear blasts
in the Indian subcontinent suggest that security considerations remain
important in international relations.19 The recent controversies in the US
involving the sale of dual-use technology to China remind us that many key
policy makers actively resist the idea that commercial considerations should
prevail over national security issues.

The resilient state

Others question the fuss over globalization, whether governments have
actually become so powerless compared to the MNEs and financial markets,
and whether the “stateless corporation” has indeed arrived. For them, the
state-centered Westphalian model still holds, governments continue to remain
powerful in the economic sphere, and the national origins of MNEs remain
important for both business strategy and public policy (Tyson, 1991; Carnoy
et al., 1993; Pauly and Reich, 1997). Further, the novelty of the levels of
economic integration is also questioned: based on trade and capital flows
as proportions of the GDP, economies were perhaps more globalized on the
eve of World War I (Krugman, 1989). Japan exported a greater proportion
of its total production during the interwar period than it does currently
(Rodrik, 1997). In spite of the rhetoric that market forces will coerce
governments to shrink welfare payments, evidence does not suggest radical
restructuring of the welfare state (see below). Thus, the proclamations of
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the imminent arrival of a globalized economy are viewed as ruses to
undermine the power of labor and other supporters of an activist state. If
there are discernible trends towards globalization and downsizing of the
welfare state, they recommend politically resisting them from “above”
(transnational alliances) and from “below” (local level opposition) (Boyer
and Drache, 1996; Gills, forthcoming).

Kudrle, in his chapter for this volume, disputes that economic integration
has narrowed the scope of effective policy instruments that states can employ
to advance the welfare of their citizens. He debunks four common
misperceptions: “reinventing government” can be attributed to globalization,
devolution is a manifestation of globalization, after-tax income inequality in
industrialized countries has increased due to foreign trade, and deregulation
has been forced by globalization. He concludes that most of the challenges
associated with globalization admit to effective responses at the national level.
Also, those that cannot be handled at the national level can often be dealt
with by cross-national policy harmonization.

Krugman (1994) also challenges the widespread belief that globalization
is the cause of economic miseries in the industrialized world. He argues that
increases in global trade are not the main culprit in the increasing inequalities
or the shrinking size of middle income groups in industrialized countries—
only 20 per cent reduction in the earnings of low-skilled American workers
can be attributed to international trade. Rather, the causal variables are slow
growth in domestic productivity, and increases in demand for skilled labor
relative to that of unskilled labor. Thus, if globalization has not caused the
alleged domestic problems, there is little reason for radically altering the extant
systems of governance.

A critical interpretation of the continued importance of state is provided
by Falk. He notes that:
[T]he policy orientation of the state has been pulled away from its territorial
constituencies and shifted outwards, with state action characteristically
operating as an instrumental agent on behalf of non-territorial regional and
global market forces…. This partial instrumentalization of the state was
evident in the Gulf War, properly regarded as the first post-modern war, where
the extraordinary mobilization of military capabilities was responsive to severe
global market anxieties about the price of oil and the future control of Gulf
oil reserves.

(1997:129)

The rearticulated state

The third set of scholars believe that given the pressures from the processes
of globalization, states will not be able to do business-as-usual. They will not
collapse either; rather, they will rearticulate themselves by modifying their
institutions and policies. Further, though national security concerns will remain
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important in international relations, the notion of security itself will be
reformulated and acquire new dimensions.

That new governance institutions will evolve does not necessarily imply
that they will be superior or more efficient in some sense to the status quo.
First, it is difficult to expect that “boundedly rational” (Simon, 1957) actors
confronting a world of frenzied technological change (a corollary being that
full and complete information is not possible due to both actor-level and
structural reasons) can ever devise such institutions in a single iteration. Clearly,
the rearticulation will have to be an incremental process. Second, for the
rearticulation to be successful (rather than dysfunctional) in meeting the
challenges of globalization, state bureaucracies must have the incentives and
the abilities to regenerate themselves. They should also be able to overcome
the opposition from social actors interested in preserving the status quo.
Further, they may need to actively involve non-state actors (often with different
preferences and endowments) in institutional design and implementation.
The politics of rearticulation is complex, and is further complicated by the
incomplete understanding of the nature and architecture of the desired
institutions.

Nevertheless, two types of modifications are suggested. First, in view of
the persistent budgetary deficits and the opposition to both inflation and
higher taxation, states will eventually downsize some functions, primarily
the social policies traditionally associated with the Keynesian welfare state.
They will also adopt new ones, especially to safeguard the interests of their
domestic firms in increasingly global markets. This is rooted in the belief
that, in order to enhance the economic wellbeing of their citizens, states
now increasingly compete for world market shares in key industries
(Stopford and Strange, 1991; Strange, 1995). For example, industrialized
countries will become aggressive in devising institutions or modifying the
extant ones that will protect intellectual property rights, open foreign
markets for trade in services, and minimize restrictions for FDI (Sell,
forthcoming). Second, states will delegate some of their functions upwards
to supra-national institutions as well as downwards to local governments.
Thus, federalism and creating of supra-national institutions (regional and
global) will go hand-in-hand.

Which functions states shed or adopt depends significantly on structural
constraints (for example, commitments to international institutions such as
the World Trade Organization), the economic costs of not doing so, and
domestic politics. Processes of globalization create “winners” and “losers”
in the domestic political economy. That foreign trade asymmetrically benefits
factors of production (Rogowski, 1989; Midford, 1993), sectors or industries
(Magee, 1980; Frieden, 1991), and firms (G.Helleiner, 1977; Milner, 1988) is
well established: for example, factors employed intensively in import-
competing industries lose, and factors employed intensively in exporting
industries gain. In a pluralistic society, losers can be expected to oppose
globalization processes, and winners to support them. Public policy is an
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outcome of such conflicting pulls and pressures filtered through multiple
institutions.

As suggested above, welfare provision is expected to be eventually down-
sized. It is argued that financial markets punish states that are profligate and
run chronic budgetary deficits. Further, there are signs of citizen dissatisfaction
with high taxes as well. Footloose MNEs are also allegedly ready to locate to
countries that offer low tax rates. On this count, the roll back of the welfare
state should be imminent. However, data for the 1980s suggest that the welfare
state has turned out to be quite resilient: the share of welfare payments as a
proportion of GNP has not declined significantly (Pierson, 1996). One reason
is that the growth of the welfare state since World War II has transformed the
politics of social policy; with concentrated and tangible losses but diffused
and uncertain benefits, welfare cutbacks are politically unrewarding. Data
also suggests that countries with strong economies and/ or significant exposure
to external trade have strong welfare states (Cameron, 1978; Rodrik, 1997).
This is partly attributed to the increasing capacities of states to fund such
redistributive policies as well as the need to placate the losers from free trade
(Ruggie, 1982). Further, as suggested by McGinnis in this volume, for any
governance system to survive in the long run, it must build legitimacy. This is
often done by redistributing some of the gains of collective action from winners
to losers. Globalization processes, with their emphasis on quick changes in
production technologies and increased exposure to foreign trade, will create
many losers. Consequently, institutionalized mechanisms for redistribution
or side-payments are required. The existing governance institutions,
particularly the state, may be better placed to provide such redistributive
services than any new ones. Thus, even on efficiency consideration, the extant
institutions of the state may turn out to be efficient providers of welfare
services due to their lower start-up costs. This discussion again suggests that
the politics of rearticulation is complex. This is not to say that globalization
processes have little impact on economic policies due to domestic politics—
welfare reforms remain on active agendas in most industrialized countries.
Rather, it is important to appreciate that the impact of globalization on
domestic governance is mediated through a variety of institutions and
contested terrains.

The second modification is that by upwards and downwards delegation
of some functions, states will become structurally and functionally
differentiated. Thus, as Cerny argues in his chapter for this volume, a single
level structural hegemony—statism, regionalism, or multilateralism—will
not prevail. Rosenau (1997) also predicts “fragmegration” (the co-
occurrence of fragmentation and agglomeration) of governance institutions.
The logic is that the Westphalian state is no longer the most efficient unit of
aggregation for supplying various collective goods. This resonates well with
the Public Choice literature of the 1960s and 1970s that argued in favor of
constitutional federalism. Their main contention was that federalism has
an efficiency-based rationale since different collective goods are efficiently
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provided at different scales, the national scale being only one of them
(Ostrom et al., 1961).

For Evans (1997), the re-articulation of the state could take two paths.
First, to survive, states become meaner and more repressive. Second, states
could develop capacities to co-produce collective goods with their citizens.
He points out that in the post World War II era, states took upon themselves
more functions and responsibilities than they could handle. Thus, the attrition
of the state is a corollary of the “capacity gap.” He, however, notes that the
capacity gap cannot be bridged by old strategies, particularly because of the
hostile ideological climate; the return of the pendulum is therefore unlikely.
His preferred strategy and outcome is:

Engaging the energy and imagination of citizens and communities in the
co-production of services is a way of enhancing the states’ ability to
deliver services without having to demand more scarce material resources
from the society…. Since such a strategy simultaneously rewards the
reinvigoration of civil society, thereby augmenting the reservoir of the
potential participants in co-production, it is certainly subject to increasing
returns.

(1997:86)

Reiterating the theme of re-articulation, Hart and Prakash, in chapter 9 of
this volume, contend that states have incentives to reconfigure themselves.
For them, the hallmark of globalization is the “technologization” of trade,
that is, the increasing salience of high-technology products in global trade.
This creates incentives for states to employ strategic trade and investment
policies (STIPs) for developing domestic “architectures of supplies” (Borrus
and Hart, 1994) in critical technologies. Imperfect markets create a potential
for super-normal profits and such interventions may shift these profits from
foreign to domestic firms. Since “architectures of supplies” may provide
high-technology firms located in a country adequate and timely access to
new technologies, they will become a major “pull-factor” attracting
investment from both domestic and foreign MNEs (also see Porter, 1990;
Ohmae, 1991).

Having discussed globalization as an independent variable and governance
as a dependent variable, we now briefly describe the structure of this volume.

The structure of the volume

This volume is divided into three parts. Part I deals with the concepts and
politics of governance in the context of globalization. Authors present two
perspectives on governance: new institutionalist (David Lake and Michael
McGinnis) and sociological (Wayne Sandholtz and Peter Haas). In addition,
Ian Douglas examines the politics of the globalization and governance
discourse.
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Part II focuses on the impact of globalization processes on the Westphalian
state. Three perspectives are presented. Stephen Kobrin argues that the
Westphalian system will give way to a new political organization that,
metaphorically speaking, resembles the medieval order. His contention is that
since territorial sovereignty has not been privileged historically, looking back
may help us to look forward. In contrast, Robert Kudrle argues that the
policy instruments at the disposal of the states are sufficient to deal with the
challenges posed by globalization. Philip Cerny provides a perspective on the
re-articulation of the state. Cerny predicts that the state will become
functionally and structurally differentiated.

In Part III, authors focus on policy response in the realms of trade and
investment policies, administrative law and monetary policy. Hart and Prakash
argue that globalization creates incentives for states to employ strategic trade
and investment policies to promote high-technology industries. Alfred Aman
provides a perspective on the impact of globalization on administrative law.
Michele Fratianni examines the introduction of the Euro as a response to
globalization processes.

In the concluding chapter, we first summarize the findings and the lessons
learned from this volume. Then, we briefly discuss an agenda for future
research to examine how various actors are coping with globalization and to
draw lessons from the successful and unsuccessful coping strategies.20

Notes

1 We thank Yu-che Chen, Phil Cerny, Ray Eliason, Marilyn Grobschmidt, Bob
Kudrle, David Lake, Marianne Marchand, Mike McGinnis, Henk Overbeek, and
the three anonymous reviewers for their comments and Jennifer Baka for her
research assistance.

2 This volume is the first study of a research program that examines the impact of
globalization on governance. We are also working on two other edited volumes
tentatively entitled “Coping with Globalization” and “Responding to
Globalization”. Scholars often assume that globalization is either essentially
beneficial or disruptive. We view such perspectives as representing the polar ends
of the “response to globalization” continuum and these volumes seek to examine
other responses as well. They therefore focus on the “coping” strategies of
governments and firms, evaluating the success of such strategies, and drawing lessons
from them.

3 For a detailed analysis of the various notions of institutions, see Crawford and
Ostrom (1995). In a new-institutionalist perspective, regimes and institutions are
functional equivalents: they facilitate collective action by encouraging information
flows, provide arenas for bargaining, and establish mechanisms for monitoring
and enforcing contracts (Krasner, 1982; Keohane, 1984; Young, 1986). For a
sociological perspective on institutions, see Scott (1987), March and Olsen (1989),
DiMaggio and Powell (1991), Oliver (1991) as well as the papers by Sandholtz
and Haas in this volume. For a comparison of the new-institutionalist and
sociological perspectives, see Keohane (1988) and Ostrom (1991).

4 Even the virtual organizations that exist only in the cyberspace have budgets,
personnel, etc.
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5 Some scholars do not view firms as efficiency-enhancing institutions; rather, they
view firms as instruments of capital to dominate labor (Marglin, 1974; Perrow,
1979; Edwards, 1979).

6 For example, firms are units of governance for organizing economic activity. As
Coase (1937) pointed out, firms economize on transaction costs associated with
the functioning of markets. Williamson (1985) also views firms as governance
structures to economize costs associated with opportunism of labor given asset-
specificity and bounded-rationality.

7 For a review of the literature on measuring globalization at the firm level, see
Sullivan (1994). For a critique of Sullivan, see Ramaswamy et al. (1996). For a
discussion on measuring globalization at the sector or industry level, see Makhija
et al. (1997).

8 The literature on non-economic dimensions of globalization is rather vast. For
example, key works on the subject of cultural globalization include Featherstone
(1990), Robertson (1992), Abramson and Inglehart (1995), Appadurai (1996),
and Lipid and Kratochwil (19997).

9 This of course raises important epistemological questions such as what constitutes
evidence and how do we test hypotheses. Further, it is also argued that globalization
as an ideology plays a critical role in sustaining globalization as a phenomenon
(Robertson, 1992; also see Douglas’ chapter in this volume).

10 Our definition is more spartan than Mittleman’s (1996:2). For him, globalization
manifests as

spatial reorganization of production, the interpenetration of industries across
borders, the spread of financial markets, the diffusion of identical consumer
goods to distant countries, massive transfer of populations within the South
as well as from the South and the East to the West,…and an emerging
worldwide preference for democracy.

Unlike our conception, Palan and Abbot view globalization “not as a quantitative
change denoting the global integration of markets but as a qualitative change which
implies an intensification and extension of capitalist relationships” (1994:19). We,
however, believe that “intensification” and “extension of capitalist relationships”
emanate from integration of markets; the latter being a necessary (and perhaps
sufficient as well) condition for the former.

11 For an elaboration of this argument, see Prakash and Hart (1998). Also see Wade
(1996) on assessing the levels of globalization.

12 An important question then is: can these four factors also lead to reversal of
globalization? For example, can new developments in the domestic sphere lead to
conditions whereby countries start withdrawing from the global economy? This
poses a broader question: is globalization reversible? If history is any guide, perhaps
it is. Globalization measured in terms of trade and capital flows peaked on the eve
of World War I and reached its lowest point in the 1940s (Milner, 1998). It again
began an upward trajectory after World War II.

13 For a discussion on the important role of epistemic community of central bankers
in ushering in financial deregulation, see E.Helleiner (1994).

14 The Republican criticism of the United Nations and its affiliated organizations
such as UNICEF was of a different character. Specifically, many Republicans felt
that the UN had been “captured” by anti-US groups, had lost its focus, and
spawned a bloated bureaucracy.

15 For a discussion on the notion of a “competition state”, see Palan and Abbot
(1996), especially Chapters 1 and 2.
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16 For an excellent review of literature on this subject, see Cohen (1996).
17 The relationship between MNEs, host and home governments is complex. The

traditional model that suggests that home governments support their home-based
MNEs and host governments view them as adversaries has been questioned. For
a discussion on this subject, see Rugman and Verbeke (1998).

18 It is important to note that the Westphalian system is also under attack from a
resurgence of civil society as well as the increasing emphasis on the “third sector”
(Ostrom, 1990; Putnam, 1993). On the face of it, this should not impact on the
globalization discourse. Further, many conservative critics of “big government”
and proponents of “family values” and “communities” oppose globalization—
Ross Perot and Patrick Buchanan being prominent examples. We contend,
however, that these attacks have added to the undermining of the credibility of
the Westphalian state and hence paved the way for privatization and deregulation.
Thus, by choice or by accident, these movements have played into the hands of
the supporters of globalization.

19 The clash of civilization thesis also suggests the continued importance of security
issues. Huntington (1996), however, identifies the “civilization,” and not the
nation-state, as his unit of analysis.

20 This is also the thrust of the two other volumes we are co-editing as part of this
research project.
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Part I

The concepts and politics
of globalization and
governance

This section carries on a dialogue between the advocates of two different
perspectives on governance: the new-institutionalists (David Lake and Michael
McGinnis) and the constructivists (Wayne Sandholtz and Peter Haas). The
fifth paper by Ian Douglas critically evaluates the broader public debate on
globalization and governance.

Scholars of international relations often argue that domestic governance
is characterized by a hierarchy of institutions with the state at the top, while
international politics is anarchic involving competition among juridically
sovereign countries. Employing a new-institutionalist perspective, David Lake
challenges this anarchy-hierarchy divide. He finds this notion to be overly
restrictive since the anarchy-hierarchy continuum operates both at the
international and the domestic levels. Consequently, a wide variety of
governance structures are present at these levels.

In the introductory essay, we defined governance as the organization of
collective action. Lake’s notion of governance differs from ours in that he
equates governance with contracting only. According to Lake, organizing
collective action involves two analytically separate processes: bargaining and
contracting. Bargaining divides the available costs and benefits between actors,
while contracting enforces the bargains that have been reached. For him, the
crux of governance lies in contracting. Further, since central to contracting is
the right to residual control, hierarchies emerge whenever this residual control
is lodged in only one party to a contract.

Lake then argues that the location of governance structures on the
anarchical-hierarchical continuum is a function of three variables: scale
economies, expected costs of opportunism, and governance or agency costs.
Scale economies reflect gains from cooperation. However, any cooperative
endeavor can be undermined by the fear of opportunistic behavior; that the
other actor will manipulate the contract to its advantage. And the cost of
opportunistic behavior varies with the relational-specificity of assets. Though
hierarchies are expected to mitigate the costs of opportunism, they suffer
from governance costs due to principal-agent conflicts (agency costs) as well
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as potential for exploitation by hierarchical superiors (managerial
opportunism). Hence the location of any governance structure on the
hierarchy-anarchy continuum reflects the efficient trade-off between
governance costs, on one hand, and the potential gains from cooperation
and lowering costs of opportunism, on the other.

Finally, Lake suggests that globalization processes have been facilitated by
specific kinds of domestic governance structures of early industrializers—
particularly, Britain and the United States. These laisser-faire economies were
characterized by large numbers of small private actors with non-specific assets
and the liberal order vested substantial residual rights in them. By virtue of
their hegemonic position in the international political economy, Britain and
the United States could mold the anarchical system in the image of their
domestic political economies. This left large unclaimed political spaces in the
international arena, and globalization results because non-state economic
actors such as the multinational corporations occupy these vacant spaces.
Lake then comes up with a counterfactual conclusion that if, as a response to
the processes of globalization, more hierarchical forms of supranational
governance structures were to emerge, such structures would undermine
anarchy, the main condition facilitating these processes.

Lake views transaction cost efficiencies as defining organizational types.
Michael McGinnis argues otherwise. Although he also employs a new-
institutionalist perspective, he reaches a different set of conclusions on the
desired determinants of any organizational type. McGinnis’ basic premise is
that any conceptualization of governance needs to be broken down into its
constituent service components. Corresponding to the three basic human needs
of wealth, physical security, and emotional attachment, he identifies three
realms of collective action: economic-productive, coercive-protective, and
social-communal. The fourth realm—political-governance—provides services
for coordinating the other three realms. His important insight is that no single
realm can by itself solve its collective action dilemmas; it needs to draw upon
resources from other realms. McGinnis notes that by definition, agents of an
organization in one realm control resources relevant to the motivation defined
as the most central to that realm. That is, agents of firms have direct access to
economic resources but not to coercion, and police officers can dispense
coercion much easier than bribes. Since extracting additional resources on
the basis of any single motivation ultimately faces diminishing marginal
returns, agents in one realm have incentives to access the resources under the
control of agents in the other realms.

In the Hobbesian conception of a state all four realms are concentrated
within a single organizational structure, the Leviathan. This is also a basic
premise of the Westphalian system. By challenging this monopolization,
globalization processes force changes in existing governance structures. What
will the new structures look like and will they, à la Lake, minimize transaction
costs as determined by scale economies, costs of opportunism, and
governance costs?
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McGinnis identifies two elements of the costs of maintaining a governance
organization: start-up costs in establishing new organizations and the
governance costs to which Lake alludes in his chapter. According to McGinnis,
for any governance system to survive in the long run, it must build legitimacy.
This is often done by redistributing some of the gains of collective action
from winners to losers. Globalization processes, with their emphasis on quick
changes in production technologies and increased exposure to foreign trade,
will create many losers in the domestic economy. As a result, institutionalized
mechanisms for redistribution are required to maintain legitimacy. The existing
institutions of governance, particularly the state, may be better placed to
provide such redistributive services than any new ones. He feels that even
though such extant institutions may not minimize governance costs, they
may be better placed for providing redistributive services due to their lower
start-up costs. As a result, such institutions are well placed to survive the
onslaught of the processes of globalization.

Both Lake and McGinnis employ a new-institutionalist perspective in that
they view human behavior as being rational or consequence-driven. Rational
behavior means that individuals assess the costs and benefits prior to action.
The central assertion of new-institutionalism is that institutions affect behavior
by altering the incentives facing actors. Importantly, institutions are viewed
as human artifacts that can be established, strengthened, weakened, or
abolished. In contrast to a consequence-based approach, Wayne Sandholtz
presents a sociological rule-based perspective on governance. Sandholtz
criticizes the transactions cost approach, questioning its empirical validity.
He claims that there is little reliable data on transaction costs, how institutions
actually lower or raise them, or how actors change their behaviors in response
to reductions or increases in transaction costs.

In contrast to the new-institutionalists who subscribe to a methodological
individualism in which agents are ontologically superior to structures,
Sandholtz advocates employing a constructivist perspective where individual
and social structures have equal ontological status. One of the limitations of
the rationalist approach is that it takes as given the social and institutional
foundations of “interests” and “utility.” Constructivists assert that actors
have interests or goals only in the context of social relations that produce
shared meanings and values. Thus, for Sandholtz, institutions are much more
than bargaining forums where utility-maximizing states with autonomous
preferences construct arrangements for minimizing transaction costs.

A rule-based approach views individual behavior as being driven by
heuristics and orientations. The dominant mode of decision making is by
analogy and not by cost-benefit calculations. Decisions depend crucially on
beliefs and values and the ways issues get framed. This is even more
pronounced in organizations where individual behavior is guided by routines
and standard operating procedures. Since international relations is conducted
primarily among such organizations, a rule-based approach is more
appropriate than a consequence-based approach for examining international
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issues like globalization. Sandholtz suggests three basic clusters of rules in
the study of international relations: (1) state system rules that establish states
as juridically sovereign; (2) liberal rules that define the authority between the
state and the individual; and (3) technical rules that define how individuals
and communities relate to the natural environment.

How may we apply a constructivist perspective to a particular issue area
of international governance? In his chapter, Peter Haas examines the role of
ideas in shaping the institutions of international environmental governance.
Haas’ chapter has a lot in common with those of the new-institutionalists in
this volume in that he suggests a functionalist explanation of institutional
emergence. On the other hand, along with Sandholtz, he emphasizes the
importance of ideas in shaping these institutions. For him, ideas precede and
justify practices; “epistemic communities” are the intervening variable between
them. Epistemic communities are “networks of professionals who share
common normative and causal beliefs, accept common truth-tests and are
engaged in a common policy enterprise.” According to Haas, explanations
that focus only on technological changes for explaining observed changes in
practices are under-specified. He identifies four elements necessary for any
governance system: (1) a set of commitments specifying rights and
responsibilities, rules and procedures for realizing these commitments; (2) a
set of actors to participate in decision-making rules; (3) a set of formal
institutions to coordinate activities; and (4) a procedure for adjudicating
disagreements.

In the absence of epistemic communities, governance in international
relations is primarily state-centered. However, in environmental governance
there is a powerful global epistemic community that holds governments
accountable to new standards of environmental behavior. Consequently, a
stable set of expectations has been established that is becoming more
comprehensive over time. The norms, rules and strategies for environmental
governance are no longer widely contested.

Any discussion of global governance would be incomplete without a
consideration of the politics at stake. That the notion that “global governance”
carries positive value is worthy of further investigation. That it often runs
hand-in-hand with discourses of democratization, empowerment and the
fragmentation of state power, gives this notion an extra political edge. How
did global governance become an object of knowledge, and to what problem
does it provide a solution?

Clearly concerned by the popularization of the notion of “global
governance,” Ian Douglas interrogates its rhetoric, suggesting that behind its
silent ascent lies a hidden history of political intervention. From the
Foucauldian hypothesis that the development of political governance over
the modern period has been characterized by the decentralization of power
and the emergence of systems of self-constitution at the level of individuality
(subjectification), as well as the channeling of energies into specific tasks
validated by political reason (disciplines), Douglas argues that the very notion
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of a demo-cratic global governance in which one is active and mobile (a
globalized citizen), is a politicized one. He traces the ascent of this global
rationality to the development of state power, employing Michel Foucault’s
critique of liberal philosophy, and Paul Virilio’s analytics of “speed” to trace
how globalism as a technical achievement (the contraction of the world’s
distance) is linked to the decentralization of political governance and the
birth of industrial society.

What Douglas suggests is that “global governance” stands at the endpoint
of the disappearance of state power. But unlike other authors (for example
Kobrin and Cerny in this volume), he conceives of “disappearance” as an
extension, rather than abrogation of modern practices of social power. The
state, Douglas suggests, has emptied itself out; inscripting itself less in public
spaces and more in the pace of public life. For him the contemporary
commentators are not only making an observational mistake, but are making
a fatal political one; one that merely prepares the ground upon which the
universalization of political order will be staged. Douglas takes this
universalization of political order (the endpoint of “global governance”) to
be the paralysis of humanity and the end of politics as well as history. In
tracing the “genealogy of power” (governance) and the “genealogy of motion”
(globalism), he aims to open a new space of reflection, and possible
transformation, of the politics of globalization and governance.





1 Global governance

A relational contracting approach

David A.Lake*

Governance and globalization have long been central concerns of
international relations. Throughout the history of the discipline, scholars
have examined how states, groups, corporations, and other actors organize
themselves politically within the international arena. This concern was most
recently manifested in the literature on international regimes (see Krasner
1983 and Keohane 1984). The end of the Cold War, the apparent growth of
supra-national institutions in Europe, and rising concerns with
environmental degradation and other transborder externalities are now
sparking a broader inquiry into global governance. Likewise, for decades,
scholars have studied how economic flows, migration, and other interactions
shape international politics, first in the work of Karl Deutsch and his
collaborators (see Deutsch, et al. 1957) and, later, in the literatures on
transnational relations and interdependence (see Keohane and Nye 1972
and 1977). The explosion in the frequency, types, and magnitudes of
transborder activities over the last decade has stimulated new interest in
globalization.

These two concerns are increasingly seen as linked. Globalization, it is
commonly averred, is breeding new forms of governance, either in the guise
of impersonal markets (Strange 1996) or private, “sovereignty-free actors”
such as multinational corporations, transnational societies, and international
organizations (Rosenau 1990). While globalization is no longer expected to
render states obsolete (contrary to Kindleberger 1969 and Vernon 1971),
many analysts have nonetheless concluded that political authority within the
international system is becoming more diffuse. Susan Strange (1996, 84) argues
that “the reality of state authority is not the same as it once was.” Jessica
T.Mathews (1997, 50) writes that:

National governments…are sharing powers—including political, social,
and security roles at the core of sovereignty—with businesses, with
international organizations, and with a multitude of citizens groups….
The steady concentration of power in the hands of states that began in
1648 with the Peace of Westphalia is over, at least for a while.
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Richard Rosecrance (1996) wryly observes that we now live in the age of the
“virtual state.”

Despite this long history and growing academic attention, the concept of
governance and its relationship to globalization remain poorly understood.
This paper offers a framework for thinking about issues of governance and
globalization, and provides an interpretation of current and future trends in
both domains. The analysis is intended to be suggestive rather than definitive,
to place the study of governance and globalization on the right track rather
than steer it into the final station. In this chapter, I develop three themes,
taken up section-by-section below. All run contrary to the current conventional
wisdom.

First, as a discipline, international relations typically employs an extremely
attenuated definition of governance. Both yesterday and today, there is a
wide variety of governance structures in international relations, including a
fair number of hierarchies.

Second, current studies of global governance, embodied in the literature
on international institutions, are plagued by selection bias. Once the full
range of governance structures is properly conceptualized and a model
developed, it becomes clear that we cannot generalize from international
institutions to the larger question of global governance without taking this
bias into account.

Third, globalization is the product of a particular form of governance
rooted in the domestic political economies of the early industrializers. Based
upon a “watchman” state, this domestic governance structure has been
generalized to, and has created a large sphere of private activity within, the
international arena. Together with the permissive conditions of a world
system broken into separate, national “sovereignties” and technological
change that reduces the costs of communication and transportation, this
governance structure provides the foundation for globalization. In turn,
there are immense sources of inertia in our present form of global
governance. If some more hierarchic form of global governance were to
emerge, it would encroach upon and possibly undermine the conditions
necessary for globlization. By itself, globalization has little potential for
transforming international relations.

What is global governance?

The term global governance lacks any accepted definition. As one analyst
puts it:

The word…presents dangers and opportunities to anyone who would
reopen the question of global governance, though the term itself lacks in
precision what it offers in its novelty. It is quite certain in most people’s
minds that governance is not government…. But beyond that negative
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stance, the concept of global governance needs to be clarified, amplified
and, if thought desirable, made operational.

(emphasis in original; Desai 1995, 7)

The Commission on Global Governance (1995, 2) defines their subject as
“the sum of the many ways individuals and institutions, public and private,
manage their common affairs. It is a continuing process though which
conflicting or diverse interests may be accommodated and co-operative action
may be taken.” Leon Gordenker and Thomas Weiss (1996, 17) define global
governance as “efforts to bring more orderly and reliable responses to social
and political issues that go beyond the capacities of states to address
individually.” Oran Young (1994, 15), in turn, defines governance as

the establishment and operation of social institutions (in the sense of
rules of the game that serve to define social practices, assign roles, and
guide interactions among the occupants of these roles) capable of resolving
conflicts, facilitating cooperation, or, more generally, alleviating collective-
action problems in a world of interdependent actors.

James N.Rosenau (1992:5) offers the most succinct and, in some ways, most
insightful definition: “governance is order plus intentionality.”

These definitions properly direct our attention to the interdependent nature
of decision making and the attempt by actors to “manage” or produce more
“orderly” responses to common problems. Nonetheless, they blur two
analytically distinct political processes: bargaining, which divides the available
costs and benefits between actors, and contracting, which enforces the bargains
reached. It is the enforcement of bargains that we intuitively mean by the
term governance.1

It is the design, construction, and maintenance of mechanisms to enforce
agreed upon behaviors that lies at the heart of contracting, as a process, and
governance, as both an analytic concept and the set of mechanisms actually
employed. All contracts, or governance structures, include provisions for
monitoring the behavior of others and safeguards for altering the incentives
of others and, frequently, oneself (Williamson 1985). Governance structures
may be formal, as found in written constitutions or ratified treaty documents,
or informal, as in unwritten constitutions based on common law and precedent
or some international regimes (Lipson 1991).

Bargaining and contracting are obviously related, with each dependent
upon the other (see Fearon 1998). Some feasible bargains may lack any
effective contract, and thus are impossible to reach in practice; knowing that
the bargain cannot be enforced, actors will not agree to that division in the
first place. The initial and on-going costs of the contract may also be greater
than the joint gains, again rendering any bargain impractical. Different
bargains, in turn, may require different sorts of contracts, and in a world of
limited options the nature of the contract may follow simply from the bargain
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reached. Given the necessary relationship between bargaining and contracting,
the two processes will often, in practice, unfold simultaneously. Moreover,
since contracts will often determine which bargains are feasible, much of the
negotiation or apparent “bargaining” between the actors may well be over
alternative contracts, which then logically produce different substantive
outcomes with different distributional consequences. Nonetheless, bargaining
and contracting are analytically distinct processes. Contracting and governance
are concerned not with the substance of agreements but with securing and
enforcing those agreements.

Contracts specify, implicitly or explicitly, the rights of residual control
retained by each party to the contract. This is a central feature of all governance
structures, and it is the primary dimension of variation that I focus on in this
chapter. In a world of bounded rationality or costly information, all contracts
are necessarily incomplete (Williamson 1985). It is either impossible or too
costly to specify actions required by the parties in all possible states of the
world. Rights of residual control determine who decides what in these
unspecified or unspecifiable futures (see Grossman and Hart 1986). It is
important to emphasize that the term “right,” as used here, does not necessarily
imply a formal recognition by the parties to a contract of the authority to
exercise control over the residual areas of decision; it can simply reflect an
informal ability by one party to control the behavior of the other over some
areas. Rights differ from mere influence, however, by constituting an enduring
pattern of control within an on-going relationship.

Sovereign states, whatever agreements they may enter into, retain all
residual rights of control; this is the “constitutional independence” that Alan
James (1986) sees as the defining characteristic of sovereignty. Thus, states
may agree to come to one another’s aid in case of attack by a third state, but
each is free to determine whether an attack has in fact occurred and how it
will respond. Again, it is this vesting of residual rights in the contracting
parties themselves that classifies states as independent or, in international
relations terminology, sovereign. In an empire, on the other hand, all residual
rights of control are vested in the imperial state. However extensive the
autonomy granted to the colony, the imperial center retains the right to
determine actions by the subordinate colony outside the designated areas. It
is the lodging of residual rights of control in only one party to the contract
that creates a hierarchy.

Rights of residual control also differ within states. Unlike in more
centralized regimes, rights of residual control are divided across many actors
in the United States, creating a decentralized or comparatively “flat” and
“anarchic” political system. The tenth amendment to the constitution clearly
specifies that all rights not otherwise specified “are reserved to the States,
respectively, or to the people.” Most state constitutions contain a similar
provision. Thus, by design, residual rights of control are divided between
“the people” and, in defined areas, the states or the federal government.
These rights have also evolved over time, gradually shifting to the federal
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level. An important basis for this shift has been the vesting of the right to
interpret the federal constitution in an entity of the federal government, namely
the Supreme Court. Through the interpretations of the Court, the residual
rights of the federal government have been progressively expanded and the
rights of the states correspondingly shrunk.

Although the language of “contracting” is often understood to imply
voluntary agreements between actors, governance and especially rights of
residual control are highly political and intimately related to issues of power.2

Power can be disaggregated into capabilities—the raw materials of power—
and decision-making ability. Although international relationists, in general,
tend to ignore the second attribute of power, both are necessary to its effective
use. Capabilities matter only when the actor has the ability to decide to
manipulate its resources to its advantage.

Residual rights of control, in turn, define the what the actor can and cannot
decide, and thus are central to the structure of power and its use. For example,
the trade dependence of an imperial state upon its colony gives the latter the
capability to impose punishments or rewards upon the former, but the colony
lacks the ability to decide to exercise that influence. Without an independent
state to define autonomous goals and implement strategies, the colony lacks
the ability to “decide.” This formulation of power parallels definitions of
structural or the second face of power (Lukes 1974). Politically weak and
disenfranchised actors often have the capability to wield substantial influence,
but in the absence of any political apparatus they lack the ability to choose to
exercise their power; thus, their influence remains latent.

In addition, contracts are often founded on and maintained by coercion—
further reflecting their basis in power.3 Coercion can be understood as a
substitute for the compromises that would be necessary in otherwise
“voluntary” negotiations. In order to ensure that it cannot be exploited in
the future by its partner, a state may insist upon detailed contractual provisions
that ensure its ability to monitor and enforce an agreement. When faced with
a coercive threat from its partner, however, that same state may capitulate
and accept a much “weaker” contract—or even be forced into a relationship
against its will. Even possible threats—the “shadow of force”—can alter the
terms of a contract. As a result, contracts both aim to alter the incentives of
the actors, and thus are an exercise of power, and reflect the power of the
actors. In the presence of coercion, contracts need not be “fair,” “equal” or
pareto-improving. Indeed, although the subordinate party will seek to limit
its exploitation as much as possible through the contract, the contract itself
may be an instrument of its own subordination.
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Implications

This conception of governance has at least three implications for our
understanding of international relations. First, as frequently noted in the
existing literature, governance is not equivalent to government or formal
institutions. As Young correctly notes, there is nothing in the concept of
governance “that presupposes the need to create material entities or
organizations (that is, governments) to administer the rules of the game that
arise to handle the function of governance” (1994, 15–16; see also Rosenau
and Czempiel 1992). All contracts, whether formal or informal, constitute
governance.

Second, governance is a variable. Anarchy, which vests residual rights in
states, is but one form of international governance; hierarchy is a second
form, and there are mixed types in-between (see Lake 1996 and 1999). Along
this continuum, relationships vary in the rights of residual control retained
by the actors. As relations move from anarchy to hierarchy, actors are ceding
greater rights over more issue areas to their dominant partners. Even within
states, moreover, variations in governance can occur, providing a useful basis
for diachronic and synchronic comparisons. There is no reason, even within
systemic theories of international relations, to treat anarchy as a constant
and unchanging feature of the global environment. Nor does the distinction
between hierarchy and anarchy cleanly distinguish domestic from international
political systems (contrary to Waltz 1979; see Milner 1991). There are elements
of anarchy in nearly all polities, just as there are elements of hierarchy in
world politics. Both domestic and international political systems should be
understood as varying along a continuum.

Empirically, and limiting ourselves to traditionally “international”
interactions, there has been a wide variety of relations. Even in the security
arena, where states might be expected to worry most about hierarchical ties,
we observe historically a range of relationships, some of which—like spheres
of influence—have long been part of international relation’s lexicon but have
not been integrated in our theoretical paradigms in any consistent way.
Elsewhere, I have posed a continuum of security relationships, defined by
decreasing rights of residual control possessed by the subordinate polity (Lake
1996 and 1999). This continuum ranges from anarchic alliances (each party
remains fully sovereign), to spheres of influence (the subordinate member
gives up the right to ally with states other than the dominant party), to
protectorates (the subordinate member cedes rights over its foreign policy),
to informal empires (a broad range of residual rights are transferred to the
dominant state), to empire (nearly all rights of residual control are vested in
the dominant state).

While examples of alliances and empires come readily to mind, the range
of intermediate relationships is actually quite broad and almost obvious once
depicted in these terms:
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• under the aegis of the Monroe Doctrine, the United States has possessed
a sphere of influence (at least) over all of Latin America from early in the
nineteenth century;

• during the Persian Gulf War, the United States created a protectorate
over Saudi Arabia and the other Gulf states; once American troops were
deployed in the kingdom, the Saudis lost their ability to conduct an
independent foreign policy toward Iraq;

• following World War II, the Soviet Union established an informal empire
over the nominally sovereign but subordinate states of Eastern Europe;
this informal empire collapsed only in 1989.

All of these examples are typically treated as anarchic relations, but
simultaneously recognized as somewhat anomalous. The Warsaw Pact, for
instance, was called an alliance by the member states and Western analysts,
but the latter, at least, typically recognized that the label fitted poorly; the
Soviet Union intervened deeply into the domestic political and economic affairs
of the subordinate members. As these examples suggest, once we begin to
look for variations in rights of residual control, we can readily see that, at
least at the dyadic level, anarchy is not a constant. Instead, international
politics can be more properly seen as a rich tapestry of relations of varying
degrees of hierarchy.

Third, global governance is not limited to contracts between states. Two
examples can help make this clear. Considerable attention has recently been
devoted to the role of non-governmental organizations (NGOs) in monitoring
international accords, particularly in the areas of the environment and human
rights (for instance, Weiss and Gordenker 1996, Salamon 1994). Far from
anomalous, using private groups to gather information and pull “fire alarms”
(McCubbins and Schwartz 1984) is standard operating procedure for
governments around the world—both in their domestic affairs and foreign
relations. Rather than undertaking periodic monitoring themselves (“police
patrols”), governments often empower groups and design political structures
to induce groups with strong interests to perform this role. Affected economic
groups, human rights organizations, and environmental activists (see Haas,
this volume) all play important roles in monitoring national compliance with
international commitments and, as such, are properly understood as part of
the international contract regulating behavior in those areas.

Multinational firms have proliferated over the last fifty years through
informal contracts with their home governments to secure their property
rights abroad and often more formal contracts with host governments.
Typically, agreements now cover a range of issues from ownership to export
quotas and the training and promotion of local personnel. In the not too
distant past, foreign direct investment often required hierarchical governance
structures, especially in plantation agriculture and mineral extraction (Frieden
1994). With insecure property rights, large site-specific investments, but few
firm specific assets, primary and raw material production was an easy target
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for nationalization. As a result, foreign investment required either direct or
indirect rule by an investor country. Thus, foreign investment in extractive
industries tended to occur within colonial or neo-colonial relationships,
internalizing the investment in a formal or informal imperial relationship. As
foreign investment in manufacturing increased over the early decades of the
twentieth century, however, the need for political hierarchy diminished. Such
investments were often not site-specific (the “footloose” multinational) but
were highly firm-specific, resting on proprietary technology, firm reputation,
or integration into a global production and marketing strategy. Since firm
specific assets cannot be appropriated as easily by foreign governments,
nationalization became far less effective and, therefore, less common.
Multinational firms and governments, thus, could now contract independently
over those aspects of the investment and production process that were more
readily monitored and regulated by national authorities. Foreign direct
investment ultimately became based on anarchic contracts between private
firms and national governments (these agreements are possibly being codified
into a multilateral agreement; see below).

Explaining global governance

Whenever actors cooperate, they must choose a relationship along the
continuum of anarchy to hierarchy to govern their interactions. In this section,
I briefly summarize a theory of relational contracting in international relations
and discuss its implications for how we should study the effects of international
institutions. Although I have developed the argument most fully for security
relations (Lake 1996, 1997, 1999), I believe the theory is applicable also to
cooperation in economic, environmental, and other affairs.

A theory of relational contracting

Theories of relational contracting, first developed in economics to explain
the firm, are general theories of social relationships and, as such, can also be
applied to politics (see Keohane 1984). As used here, the theory is informed
by a central metaphor, namely, that the government is a firm producing goods
and services in exchange for revenue. Whenever a government chooses to
produce a good or service in association with another polity, it must choose
a relationship to govern that cooperative enterprise. In this metaphor, an
alliance is analogous to an arm’s length contract between separate firms,
while an empire is akin to integration within a single firm. The decision to
cooperate and, if so, the choice between alternative governance structures, I
argue, is a function of three main variables.4

Joint production economies determine the gains from cooperation, and
thus form a crucial determinant of whether polities act unilaterally or pool
their resources and efforts with others. Joint economies derive from
technological scale economies, the division of labor, and positive externalities.
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They are always at least as great in cooperation as in unilateralism, but some
technologies are utilized properly only in conjunction with others, the division
of labor is possible only with partners, and actors can reduce redundant efforts
only when positive externalities are “internalized” in some cooperative
relationship. The greater the joint economies, the greater the resources saved
by cooperation. Joint economies, in turn, are partly endogenous to the
relationship; the less opportunistic their partners, the more deeply actors will
invest in technologies, divisions of labor, and positive externalities that are
contingent on the actions of those partners.

All actors are opportunistic, or self-seeking with guile (Williamson 1985).
In any relationship, actors will seek to manipulate its terms to their
advantage, abandoning, entrapping, or exploiting their partners whenever
possible. The cost to an actor of opportunistic behavior by its partner is
determined by the extent of its relationally specific assets (Klein et al. 1978).
If it has incurred investments that are of value only in that relationship,
such as dedicated plant and equipment for firms or overseas bases for states,
opportunism will be very costly. The probability that a partner will act
opportunistically, however, is a function of the governance structure or
relationship the parties construct. Given some set of behaviors required by
a contract, the ability to act opportunistically is determined by the rights of
residual control. If the actor has no rights of residual control—no ability to
decide anything outside the immediate terms of the contract—it cannot (or
is significantly less able to) behave opportunistically; the decision whether
to honor the contract and what to do when the contract does not specify
action under some circumstance is entirely in the hands of the dominant
partner. Thus, hierarchy reduces the probability that opportunism will occur.
The expected costs of opportunism, holding joint production economies
constant, decline as relations move from anarchy to hierarchy, creating an
incentive for actors to create hierarchies when the potential costs or risks
of opportunism are large.

Governance costs arise from the direct and indirect value actors place on
the residual rights of control. In international relations, rights of residual
control—embodied in the concepts of freedom, independence, and
autonomy—are often valued on their own terms, as arguments in an actor’s
utility function. Residual rights of control may also be valued for their incentive
effects. For a subordinate actor, any residual rights it cedes to a dominant
actor will, presumably, be exercised to choose behaviors that it alone would
not select. Any gains it receives from cooperation dependent upon the transfer
of residual rights, therefore, will be less valuable to it, in the short run, and
may lead to secondary distortions in its incentives in the long run. In order
for the subordinate actor to cede rights to the dominant actor, it must either
be compensated for the loss in autonomy and the distortions that are
engendered by the dominant actor, or coerced, both of which, paradoxically,
transfer the costs of hierarchy onto the dominant actor. The dominant actor,
in turn, may also be required to bind itself not to act opportunistically toward
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the subordinate actor, reducing the value of the residual rights transferred to
itself. In order to gain the compliance of the subordinate actor, the dominant
actor may restrict its own powers or send some costly signal, imposing costs
on itself in order to secure hierarchy over the other. Arising from both the
need to compensate or coerce the subordinate actor and tie its own hands,
the governance costs to the dominant actor escalate with hierarchy and deter
actors from pursuing such governance structures.

As the expected costs of opportunism decline with hierarchy, while
governance costs rise with hierarchy, there must exist some optimal
relationship along the continuum defined above. The net gains from the
optimal relationship are then assessed against the baseline gains from
unilateralism. The greater the joint economies, the lower the expected costs
of opportunism, and the lower the governance costs, the more likely actors
will be to choose some form of cooperation. The lower (greater) the expected
costs of opportunism or the greater (lower) the governance costs, the more
likely actors will be to choose relatively anarchic (hierarchic) relations.

International institutions and governance

By focusing almost exclusively on anarchic international institutions, a specific
form of governance, analysts have unwittingly created a significant selection
bias in their studies of international relations. The theory just summarized
implies clearly that conclusions based on extant international institutions
cannot and should not be generalized to global governance (contrary to
Murphy 1994, 1).5

Realists claim that international institutions are epiphenomenal (Krasner
1983; Strange 1983, and Mearsheimer 1994–95). Institutions do not prevent
states from “defecting” and pursuing their self-interest whenever it serves
their purpose. When institutions do appear to be effective, on the other hand,
it is because the interests of states actually coincide. Likewise, neo-liberal
institutionalists have not been able to demonstrate conclusively that
international regimes matter.6 These conclusions are highly circumscribed.

As explained above, states enter into anarchic relationships only when the
gains from cooperation are sufficiently large, the expected costs of
opportunism by their partners are sufficiently low, and the costs of constructing
more hierarchical structures are sufficiently high. In other words, we observe
anarchic relations—e.g., international institutions—only when states reach
the conclusion that an anarchic contract is the most cost-effective way to
preserve the gains from cooperation against opportunism by their partners.
When examining international institutions, then, we are selecting one of two
sets of conditions.

In the first instance, the gains from cooperation are large and governance
costs rise rapidly with hierarchy. Attracted by the gains from pooling resources
and efforts with others, but repelled by the high costs of building and
maintaining hierarchy, states choose anarchic relationships and accept high
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expected costs of opportunism by their partners. In this case, states anticipate
that they will be exploited by their partners, but they also calculate that, on
balance, the gains from cooperation are worth the risk. In this case, the
institutions are not expected to be very constraining; that we observe lots of
opportunistic behavior here is not surprising.

In the second instance, the gains from cooperation are low, but the expected
costs of opportunism are even lower, perhaps because the interests of states
are closely aligned, the realist case, or few specific assets are at risk. Under
this circumstance, anarchy is sufficient because states believe it is unlikely
that their partners will act opportunistically or, if they do, it will not be very
costly. Thus, an anarchic form of cooperation is selected by states precisely
because there is not much at risk. That the self-interests of states do not lead
them to defect under this circumstance should not be surprising.

By examining the effects of extant international institutions on co-
operation, then, we are selecting instances in which states are expected to
defect, but the gains are nonetheless worth the risk, or the weak constraints
of an anarchic governance structure are sufficient to safeguard the agreement.
In both cases, we would draw the correct conclusion that institutions do not
“matter,” but it would be a mistake to conclude that governance, more
generally, is unimportant. By examining international institutions, we do not
observe cooperation that requires and occurs only within more hierarchic
governance structures. Similarly, we do not observe cooperation that fails to
occur because the gains are too small, the expected costs of opportunism are
too large, or the governance costs of hierarchy rise too rapidly. Cooperation
that occurs within extant international institutions is a product of the very
features realists rely upon to demonstrate the epiphenomenal nature of
institutions.

By similar logic, international institutions will have only a minimal effect
on “transactions costs,” an ambiguous label used in the literature to refer to
both the expected costs of opportunism and governance costs. Wayne
Sandholtz (this volume) and others criticize new-institutionalist accounts of
international regimes because there is little direct evidence that transactions
costs are reduced by such cooperative agreements. While transactions costs
are notoriously difficult to measure, the selection bias introduced by studying
only anarchic international institutions suggests a second and equally
important problem. International institutions are likely to exist precisely in
those areas where transactions costs are relatively modest, and thus hardest
to observe. In the first instance noted above, the expected costs of opportunism
may be large, but the governance costs in anarchy are comparatively low—
each type of transactions costs offsets the other. In the second instance, both
the expected costs of opportunism and governance costs in anarchy are
negligible. Analysts look for the transactions costs-reducing effects of
international institutions exactly where they are hardest to find.
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If we want to observe where global governance and relational contracting
matters most, we need to expand our analytic horizons beyond existing
international institutions to empires; multinational states, like the Soviet Union,
that subsume numerous would-be polities; private actors, such as MNCs or
NGOs; and other, more hierarchic entities. We also need to probe more
effectively plausible counterfactuals: for instance, why are the United States
and Canada two separate states or, for that matter, why is the United States
not fifty independent countries? We have failed to look for such relationships
and ask such questions only because of our collective fascination with and
acceptance of anarchy as the organizing principle of international relations
not only at the systemic level, where it of course still holds, but in the relations
between states and other international actors. To see governance in action,
we need a broader lens. The narrow one commonly used distorts our vision.

Governance and globalization

Globalization is one of the dominant trends of our time. Although, again,
there is no consensus on what is meant by this term, it is usually associated
with the following sorts of developments: the growth of political and economic
interdependence at the world level; the erosion of space and local time as
structures of economic life; and the homogenization of social life—especially
at the elite level—through universal standards, products, and culture (see
Mlinar 1992, 19–22; Boyarin 1994; Giddens 1990).

For many, globalization and global governance are intimately connected.
As globalization occurs, states lose control over their destinies, problems
become “bigger” than the capacities of individual governments, and states
must delegate and possibly abdicate political authority to supranational entities
with powers that more nearly coincide with the scope of the issues and actors
to be managed. Thus, in this common view, globalization is a primary motor
behind current trends toward expanded global governance (see Cerny 1995).
In this section, I question this link between globalization and global governance
and, in fact, reverse the causal arrow.

There are three necessary and, together, sufficient factors driving the process
of globalization. First, as long recognized by world systems theorists, the rise
of a global capitalist system was contingent upon the fragmentation of the
international political system into competing states (Wallerstein 1979). The
division of political authority into numerous units allowed private actors
with non-site specific assets (i.e., internationally mobile assets) to “escape”
national jurisdictions and play one state off against another, using the
possibility of exit to negotiate for greater political freedom and larger rights
of residual control (Bates and Lein 1985).

Second, until quite recently, most factors of production enjoyed only limited
international mobility, restraining the process of globalization to small
segments of the economy and society. Over the twentieth century, and over
the last decade in particular, technological changes have reduced the costs of
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communication, transportation, and travel over distance, exposing much larger
segments of the economy and society to deeper international interactions
(see Kobrin, this volume; Mathews 1997).

Third, and perhaps most important for the purposes of this chapter, the
domestic governance structures of the early industrializing states first created
spheres of private activity and then helped generalize these spheres to the
international arena. As I attempt to suggest in this final section, this particular
form of domestic governance underlies globalization in a way that is seldom
appreciated. These private actors are the prime movers behind globalization,
integrating markets and societies, breaking the constraints of space and time,
and erasing local variations. Multinational firms are exemplars, and under
their actions globalization has reached farthest in the economic arena. Many
NGOs, however, are also drivers of globalization; human rights organizations,
for instance, propagate a universal standard of political and civil freedom
that also reduces local variations in politics, societies, and cultures. To
understand globalization, we must first understand how private actors
established themselves within the domestic political economies of leading
states.

I suggest below that there are, today, powerful vested interests who gain
from this governance structure and, in turn, globalization. While globalization
might appear to require new governance structures, there are important
sources of inertia that thwart efforts to construct greater hierarchy at the
global level. Somewhat paradoxically, were greater hierarchy to be achieved
this would actually impede and possibly reverse the conditions for
globalization.

The political origins of globalization

Private actors are central to the phenomenon of globalization. To probe the
relationship between globalization and governance, therefore, it is appropriate
to begin with an understanding of what we mean by “private.” In terms
commensurate with the conception of governance posed above, private actors
can be defined by their possession of substantial rights of residual control.
Just as we can distinguish between two separate firms and a single firm with
two subsidiaries by who holds the rights of residual control, we can also
distinguish between private and public actors by the vesting of these rights.
While private actors may have many contractual obligations to the state, up
to and including general loyalty, they nonetheless possess substantial residual
rights. Public actors, on the other hand, lack such residual rights; they may
have substantial authority delegated to them by the state, but residual rights
are located in the state, not in the actors themselves. Between these two
extremes, we can envision a continuum of quasi-public actors who have greater
or lesser residual rights; “state-owned” firms, for instance, may have rights
over pricing and production decisions, but not over wage, employment, or
location determinations.
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The predominance of private actors is, in part, a consequence of early
industrialization in Britain and the United States and the generalization of
this model of political organization to the international economy under their
respective hegemonic reigns. As Alexander Gerschenkron (1962) first
recognized, early industrialization required only a minimalist state. Recasting
his argument in the terms of the theory above, early industrialization was led
by small firms that generally lacked specific assets (see Kurth 1979; Landes
1998, 213–75). Without significant market power or strong incentives to
exercise power, these early industrializing firms could not act opportunistically
toward other social actors (such as labor) or the state itself. No strong political
hierarchy was necessary to reduce the expected costs of opportunism or, to
put it another way, increased hierarchy was more costly than the expected
reduction in the costs of opportunism. Given the absence of large specific
assets, anarchic state-society relations were sufficient. This resulted in a large
private sphere that vested enormous residual rights in economic actors and
produced the so-called liberal model.

As Gerschenkron also shows, late industrialization required larger scale
economies within individual firms, which in turn produced significant firm
specific assets and oligopolistic market structures. To achieve these greater
scale economies required greater centralized direction of investment, thereby
creating a role for the banks, in the case of Germany, and the state, in Russia
and elsewhere. The presence of firm specific assets, however, also created a
substantial risk of opportunism between firms and other social groups,
especially labor, and firms and the state, all of whom could attempt to exploit
each other. Thus, if late industrialization were to occur, the high expected
costs of opportunism required a more hierarchical governance structure, a
shift in the residual rights of control to the banks in Germany, who exercised
control through firm debt, or to the state in others.7 In the late industrializers,
then, the private sphere was significantly smaller and economic actors retained
substantially fewer rights of residual control. This model reached its extreme
in the Soviet Union, as Gerschenkron also notes, where the state came to
own all factors of production. In short, the firm specific assets characteristic
of large-scale, late industrialization required more hierarchical governance
structures within the domestic political economy.

Partly resting on the superior competitive abilities of their private firms,
the hegemonies of the early industrializers helped to generalize their model
of domestic governance to the international arena. Supporting their firms
and, at least at the margin, helping to open foreign markets for their goods
and investments, Britain and, later, the United States led the creation of “level
playing fields” in which their producers could prosper (Gilpin 1977). In turn,
the large private sphere of authority characteristic of their domestic governance
structures was replicated at the international level, supporting and supported
by a set of liberal rules governing exchange and factor movements (see
Sandholtz, this volume).
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Inertia

Governance structures within and between states endure because actors make
ever greater relation-specific investments, and thus develop an interest in
preserving the current structure (see Gourevitch 1999). As contracts,
governance structures can and should be renegotiated as conditions evolve,
depending on the rate of environmental change and the transactions costs of
bargaining out a new set of rules and safeguards. Yet, we know that governance
structures, particularly at the global level, are not continually renegotiated,
even when conditions advance rapidly. The accumulation of relation-specific
investments creates an important source of political inertia.8

Governance structures set the terms of political interaction between actors.
They also produce sets of policies that may have differential rewards for
investors. Anticipating the rules of the political game and the sets of policies
they produce, actors make investments premised on their expectations of the
future. If actors expect a large sphere of private activity, for instance, they
will invest in assets which are most productive in that sphere. In making such
investments, in turn, the actors acquire an interest in preserving the governance
structure and the set of policies that follow from it. In other words, investors
acquire specific assets—or “vested interests,” in common parlance—based
upon the current system and they will act politically to preserve that system.
The ex post and ex ante political interests of investors differ and—although
collective action problems also matter (see McGinnis, this volume)—it is this
wedge that creates political inertia.

To help make this point clear, consider an example from American domestic
politics. Following World War II, the United States government sought to
encourage individual home ownership; accordingly, it offered a federal income
tax deduction for interest paid on home mortgages, and millions of taxpayers
took advantage of this incentive to purchase their own homes. Having made
such a purchase, the incentives of these taxpaying voters changed: where
prior to the policy they might have been agnostic if not hostile to tax incentives
for home ownership, after their purchases they became vigorous advocates
of continuing the deduction. Today, even the most strident advocates of tax
reform usually recognize the political necessity of maintaining the home
mortgage interest deduction.

At a more macro level, this same ex ante interest is reflected in the
persistence of the early industrializing model in the United States, despite
later challenges. Premised upon a large private sector that reflected the early
American economy, the constitution left large residual rights of control to
individuals and the states (see above). This large private sphere, in turn, was
well suited for the requirements of early industrialization. Actors based their
investments on the assumption of large residual rights of control, and
subsequently acted to defend those rights when they later came under assault.

As scale economies increased with industrialization in the late nineteenth
century, however, large firms and concentrations of economic power began
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to emerge. Although similar developments were occurring simultaneously
in the late industrializers, either as cause or effect of greater state strength,
in the United States the governance structure did not adapt. This was a
particularly contentious period in American politics. Populists fought the
trusts, especially the railroads, progressives attempted to mobilize the
government to regulate business practices, and labor struggled to organize
and bargain collectively (see Hofstadter 1955). Each group, in turn, won
some successes: America’s nearly unique anti-trust legislation was passed,
some of the more egregious business practices of the era were mitigated, and
the right to unionize was eventually recognized. However, the victories were
limited. The watchman state was unable to obtain significantly greater control
over the economy or adapt to the concentration of business. Big business
used the existing rights of the already large private sphere to defend itself
against greater public control, thereby retaining powers that in the late
industrializers were being ceded to or exercised by the state. In addition, the
opponents of business “pulled their punches.” They wanted to preserve the
large private sphere which was generally advantageous to them in other
ways, so they limited their demands to those intended to counterbalance
economic power but they never challenged the governance structure itself.
Workers, for instance, demanded the right to organize and lobbied for new
government regulations on business, but comparatively few became
revolutionaries.9 Thus, despite the changing nature of the economy, state
and society remained autonomous and, at least compared to other countries
going through similar economic transformations, relatively anarchic
(Katzenstein 1978).

The same inertia that prevented the United States from developing greater
“state capacity” is today preventing the realization of greater or more effective
global governance. The private actors prospering in the interstices of political
authority are not leading the charge for supra-national entities designed to
regulate their behavior more effectively. They have grown out of and adapted
to the current governance structure, and have little interest in seeing it
overturned or even significantly modified. The already large private sphere,
in turn, gives these international actors considerable leverage, which they
can and will use to thwart efforts at fundamental reform.

Indeed, growing business and developed-country support for increased
regulation of world markets can be understood not as a movement toward
greater governance but as an attempt to expand further and solidify the
large private sphere that already exists. This can be seen most clearly,
perhaps, in the Multilateral Agreement on Investment (MAI), negotiated
under the auspices of the Organization for Economic Co-operation and
Development (OECD) and, at the time of writing, in diplomatic “limbo”
due to stiff opposition from outside the business community.10 The MAI is
intended to be a comprehensive agreement covering all economic sectors
and all forms of international investment. The MAI further seeks to ensure
legal guarantees for investments against encroachments from all levels of
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government, including central, federal, state, provincial, and local
authorities. Much like the market-based legal systems of Britain and the
United States, where laws are designed and intended to apply broadly to all
members of particular classes, the MAI emphasizes the principles of non-
discrimination and national treatment—that is, governments pledge to treat
foreign investors and their investments no less favorably than they treat
their own investors. In this way, the MAI seeks to level the playing field for
domestic and foreign firmsalike.11

At its core, the MAI seeks to prevent governments from exercising sovereign
powers and intervening in markets for or against particular firms (or classes
of firms). As the OECD itself recognizes, “as with all binding international
agreements, this will moderate the exercise of national authority to a degree.”
At the same time, however, the MAI does not transfer powers to any authority
higher than the state. Although the agreement is likely to contain a mechanism
for dispute resolution that will follow judicial procedures, it is designed to
adjudicate disagreements not to create new decision-making authorities. In
short, the MAI constrains national governments and enlarges the private
sphere within the international economy. It does not undermine the current
system of international governance but actually serves to reinforce its anarchic
structure.

What is true for the MAI holds equally for the new World Trade
Organization and various regional trade agreements, such as the North
American Free Trade Agreement. Governments are constrained from
exercising sovereign powers but no higher authorities are created—in each
case, further widening the private sphere within the international economy.
Globalization and the regulation of international markets may constrain states
and limit the policy instruments at their disposal, but the beneficiaries of this
process are not clamoring for greater supranational authority and policy
discretion. Quite the contrary.

The primary opponents of globalization, in turn, are those national actors
who are disadvantaged by the new global trends. Even so, they too have
vested interests in existing governance structures and are unlikely to support
radical change. National governments have little incentive to give up their
current rights of residual control to some new supranational authority; they
may seek to seize or reclaim in the future rights now enjoyed by private
actors, but they are unlikely to cede those rights to some other entity. National
groups that are politically powerful enough to compel states to transfer residual
rights to a supranational authority are likely to be the beneficiaries of existing
national governance structures. Like the opponents of business in turn-of-
the-century America, these powerful national actors have been privileged by
the current governance structure and, though they may seek reform, they too
will not seek revolution.

Ironically, those states most threatened politically by the large private sphere
inherent in globalization—fundamentalist regimes, such as Iran, and their
supporters—are the least likely supporters of more hierarchic global
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governance, at least until such structures can be made to mirror their own
internal characteristics. Such states are, indeed, the potential revolutionaries
who can gain only by seizing the levers of power and transforming governance
structures. In this way, globalization exacerbates the “clash of civilizations,”
but not for the reasons usually given (Huntington 1993).

Finally, if supranational entities were to acquire some significant residual
rights and a measure of hierarchical control, against expectations, this
authority would likely impede further globalization. Globalization rests, at
least in part, on the fragmentation of sovereignty. Consolidating political
authority into new supranational structures would infringe upon the private
sphere, restrict the residual rights of private as well as state actors, and thereby
undermine the basis for globalization.

Globalization clearly does create transnational externalities of high political
salience, including environmental degradation, worsening global distributions
of income and wealth, ethnic conflicts and refugee problems that spread across
national borders, and more (see McGinnis, this volume). It is the desire to
cope more effectively with such problems that prompts demands for “greater”
governance or more hierarchical structures. Developing an ability to cope
more effectively with such problems, however, would give a new governance
structure the simultaneous ability to control the actions of the private actors
now prospering in the anarchic international system; mitigating environmental
degradation, for instance, virtually requires such constraints. Were such
restrictions to pass, however, investment in the activities that today underpin
globalization would become less attractive compared to other alternatives.
Far from being mutually reinforcing, globalization and global governance
may well stand opposed to one another. We can expect the present structure
of global governance to endure long into the future.

This is not to conclude, however, that our present governance structure is
well suited for coping with the ever more complex world before us (see
McGinnis, this volume). Along with globalization has come a variety of
political, economic, and environmental externalities that increase the need
for international cooperation (Cerny, this volume). Some form of supranational
governance may well be necessary to deal with human migrations, economic
crises, or environmental degradation. The vested interests of private actors
and states, however, will prevent them from supporting new governance
structures. In the future, states will find themselves both challenged to respond
to common problems and constrained by the large private sphere deeply
embedded into the current structure of global governance.

Contrasts, no conclusions

Relational contracting theories have been criticized for their functionalism (or
their emphasis on “efficiency”), their inability to give precise operationalizations
for key variables—such as transactions costs or information asymmetries (see
Sandholtz, this volume), and their non-falsifiability. It is relatively easy—and
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many analysts have given in to the temptation—to concoct post hoc stories
about why observed relationships and institutions are “efficient” for the parties
involved. The real test of a theory of relational contracting comes from specifying
concretely the range of institutional alternatives and the determinants of
efficiency—around which there continues to be substantial debate and, thus,
multiple theories united by a common approach. Such a test, however, does
not require precise measures of transactions costs or information (contrary to
Sandholtz, this volume). Rather, the relational contracting approach proceeds
by identifying observable variables, such as specific assets, deducing behavioral
consequences, and then testing these consequences against actual events. One
need not observe gravity to verify its existence; it is known only by its effects.
Likewise, social scientists do not need to observe the effects of each link in a
causal chain. No theory can meet that standard, not even the constructivist
approaches often favored by critics of rationalism, in general, and relational
contracting, in particular.

In this chapter, I have emphasized problems of selection bias in the study
of international institutions and, in turn, the need to consider alternative
governance structures in any theory of governance. Only when the costs and
benefits of alternative governance structures are understood can extant
structures be explained. The analytic role of alternatives is, perhaps, one of
the most important divisions between rationalist approaches to international
politics, of which relational contracting theory is one variant, and constructivist
approaches (see the chapters by Sandholtz and Haas, this volume). Rationalist
theories are premised on the explicit contrasting of alternatives. While critics
are correct that individuals and organizations may lack the cognitive
capabilities assumed by some rationalists, the search for alternatives and the
assessment of their relative costs and benefits constitutes the core of rationalist
theories (Bueno de Mesquita 1996). When they arise, problems of selection
bias, like that discussed above, are typically unintentional, caused more by
the limitations of individual analysts who fail to consider the full range of
possible outcomes than by the approach itself.

Problems of selection bias, however, are inherent in constructivism. This
poses something of a paradox, of course, as constructivism arose partly in
reaction to rationalism’s privileging of existing institutions (e.g., anarchy, the
state). Constructivists have been effective at problematizing extant institutions,
but they have neither posed alternatives nor a theory of why only certain
alternatives are chosen or constructed. They offer possibilities—arguing that
different institutions might have been chosen—but not a theory of probabilities.
This paradox, in turn, is rooted in the presumption found in most constructivist
work that theory must incorporate and align itself with the self-understandings
of the actors themselves. It is the practice of actors—and as Sandholtz (this
volume) reminds us, the meaning attached by actors to practice—that guides
their choices. In grounding theory in the self-understanding of actors, analysis
itself becomes limited by that self-understanding. While the study of practice
holds out the possibility that, for instance, states might have chosen to conduct
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themselves differently even under anarchy (Wendt 1992), the self-understanding
of states cannot itself identify the range of possible alternatives to power
politics—which by definition are not even envisioned by states. This suggests
that constructivism, despite aspirations to the contrary, is fundamentally
conservative in the classic sense of that term. Although they differ over the
purpose of theory, rationalism and relational contracting theory—with their
emphasis on alternatives taken and not taken—may have more in common
with critical theories of international relations than commonly assumed.

Notes

*I gratefully acknowledge the comments of Steph Haggard, Jeff Hart, Steve Kobrin,
Lin Ostrom, Bob Powell, Aseem Prakash, Arthur Stein, and Mike Tierney and the
research assistance of Matthew Baum.

1 As the editors of this volume correctly note, my definition of governance is
narrower than the organization of collective action, which includes both bargains
about who bears what cost for the action and how to enforce the agreement.
Nonetheless, their definition of governance as the “organizing [of] collective
action” is quite close to my concept of contracting. Any institutionalized “rules
of the game that permit, prescribe, or prohibit certain actions” have a formal or
informal contract at their core (Prakash and Hart, Introduction, p.2).

2 On “power” versus “efficiency” conceptions of contracting, with particular
reference to hierarchy, see the exchange between Charles Perrow, Oliver Williamson
and William Ouchi, and Alfred Chandler, reprinted in McCraw 1988, 432–64.

3 In his essay for this volume, Michael McGinnis implies that the continuum of
anarchy to hierarchy developed here is defined by the level of coercion. Although
hierarchy may often require some measure of coercion, anarchy, hierarchy, and
the relationships in between are defined only by the rights of residual control
retained by the parties to the contract.

4 McGinnis (this volume) adds the dimensions of consent and legitimacy to this
analysis and, in turn, reaches different conclusions.

5 Downs et al. (1996) make a similar point about the depth of cooperation.
6 For a discussion of both problems of research design and successes to date, see

Keohane and Martin 1995, 46–50.
7 There is a “chicken-and-egg” problem in Gerschenkron’s analysis that is

reproduced here: did late industrialization produce hierarchical political economies
or did pre-existing hierarchies allow late industrialization to occur in some places
but not others? While I lean toward the latter position, the answer to this puzzle
does not affect the interpretation offered here.

8 On the problem of maladaption costs more generally, see North 1990. McGinnis,
this volume, sees institutions as being very sticky and path dependent. Sandholtz,
this volume, finds the source of inertia in rules which, in turn, shape other rules.
Given that relationally specific assets, sticky institutions, and rules all point to
the preservation of our current international governance structure, the existence
of inertia itself cannot differentiate between these analytic alternatives.

9 This might be contrasted with Europe, where late industrialization and
correspondingly greater concentrations of economic and political power created
a deeper and more “revolutionary” struggle to control the state itself.
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10 On the regulation of international business, see Graham 1996; and Rugman and
Verbeke 1998. On the MAI, see the OECD’s webpage at http://www.oecd.org/
daf/cmis/mai/mainindex.htm.

11 Attempts to regulate markets even in an “even-handed” fashion will inevitably
privilege some firms at the expense of others (see Stigler 1971; Peltzman 1976)
That support for the MAI originates largely in the developed countries and in the
largest international firms is not surprising, as these countries and enterprises
will be the largest beneficiaries from “equal treatment.”
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2 Rent-seeking, redistribution,
and reform in the governance
of global markets

Michael D.McGinnis*

Governance entails provision of a range of services to some group of
individuals or organizations. International relations theorists typically
presume that a particular form of organization (the sovereign state) provides
all aspects of governance, writing and enforcing laws and regulations as
well as producing public goods. Globalization is said to be changing all
that, as rapid economic and technological changes make it easier for
individuals and private organizations to reach across national borders to
devise new ways of organizing their collective endeavors. Other contributors
to this volume discuss many examples of transnational governance that
occur outside the direct control of national political authorities. In this
chapter I question whether all this really constitutes a fundamental change
in the nature of global governance.

The central thesis of this chapter is that different governance services have
routinely been provided by a wide range of formal organizations and informal
arrangements at all levels of social aggregation. The accelerating effects of
globalization force international relations theorists to take off their blinders,
to look past the supposedly all-encompassing state to confront the full array
of governance organizations that have been there all along. In this process
more analysts may come to realize that the concept of governance needs to
be broken down into its constituent service activities, each of which can be
provided by individuals or organizations specializing in the production or
provision of that particular service. But this recognition of the multiplicity of
service providers pre-dates the onset of globalization by many years,
particularly in the literature on polycentric systems of governance at the
metropolitan level (Ostrom, et al., 1961; see McGinnis, forthcoming).

From this perspective, globalization does not threaten to transform the
very nature of governance at the global level, since a complex array of
governance organizations have already co-existed for a very long time. Instead,
globalization directs our attention to the changing patterns of interactions
among different forms of collective action organizations that provide a variety
of governance services to diverse groups.
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This chapter focuses on the behavior of these organizations. Other
contributors to this volume direct attention to global trends, but it is also
important to consider how particular organizations might respond to those
trends, and how these responses in turn contribute to the furtherance or
reversal of these trends. Lake and Cerny address exactly these questions with
respect to the state as a whole; my concern is with the component organizations
that comprise “the state,” and their many competitors.

Along with the rest of the contributors, I focus on governance as it relates
to market exchange. Governance facilitates the operation of a wide variety
of exchange and other forms of interactions among the “consumers” of these
services. One particularly important effect of governance is to reduce the
costs of transactions experienced by individuals or organizations seeking to
realize the joint gains from a mutually beneficial exchange. In effect, then,
governance is a collective good. As such, any effort to arrange for governance
necessarily confronts dilemmas of collective action.

This chapter draws on two efforts to systematize the multi-disciplinary
literature on collective action. Lichbach (1996) organizes the full range of
“solutions” to collective action dilemmas under four paths to “social order”:
market, contract, hierarchy, and community. Elsewhere I posit four “realms”
of collective action, classifying organizations according to whether their
primary activities are economic-productive, coercive-protective, social-
communal, or political-governance (McGinnis, 1996). In both frameworks,
particular attention is given to the ways in which solutions in different
categories or organizations in different realms act to reinforce each other. It
is this interaction among multiple forms of collective action that lies at the
heart of the method of analysis outlined in this chapter.

In the modern state, national political authorities have managed to combine
a significant portion of activities from all four realms into a single arena of
interaction. Politicians seeking elective office, and the bureaucrats they
appoint, hold sway over a broad array of economic, social, political, and
coercive issues. In each of these areas, however, other organizations cannot
be overlooked.

The importance of economic corporations is self-evident, and recent trends
in domestic and international affairs remind us all of the political importance
of religious organizations. Even the coercive function of states has been
challenged, albeit in a limited fashion, by the intervention of mercenary
organizations in some African conflicts (Rubin, 1997). Intergovernmental
organizations have come to play important roles, but it may be especially
important to acknowledge the increased role of sub-national governments in
competitive efforts to attract foreign investment. Yes, the state as such is
increasingly under challenge, but those in positions of national political
authority also have access to a wide array of resources. It is the state’s location
at the nexus of economic, social, coercive, and political realms of interaction
that makes it seem so dominant, and so under siege.
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Once one realizes that the state never achieved complete monopoly in any
of these arenas of interaction, then its current difficulties in responding to the
pressures of globalization can be understood in context. The co-existence of
multiple service providers suggests that, in some circumstances, it may be
useful to talk of a “market” in governance services. Globalization imparts
important changes to the structure of governance markets, but these changes
may fall well short of a fundamental transformation.

Pre-existing organizations are well placed to expand their range of services,
so any one provider of governance services may come to provide a diverse
array of governance services to overlapping or even distinct groups. Since the
ways in which diverse services are combined in particular organizations
directly affect that organization’s performance, we can say that “institutions
matter.” Of particular importance is the combination of services typically
provided by the modern welfare state.

As detailed elsewhere in this volume, market globalization is a general
process by which exchanges across national boundaries become much more
frequent in all kinds of markets (as well as other forms of social interaction).
As a consequence, workers lose jobs, once-successful products lose market
shares and fixed capital assets become obsolete. The scope of the problem
market globalization sets for governance at the international level has been
aptly summarized by the editors of this volume:

If the world economy is becoming more “global,” and the international
political system remains, for the most part, rooted in a decentralised (or
anarchic) system of governments of nation-states, then the mismatch
between global markets and national governance is sure to create
important problems of control and accountability for those governments
and possibly unacceptable levels of uncertainty for globally operating
actors, particularly the global business enterprises on whom our overall
prosperity allegedly depends.

(Hart and Prakash, 1996:207)

Elsewhere in this volume, Lake demonstrates that this mismatch between
the scale of state-based governance and the actual scale of economic
activity is the fundamental driving force behind the impetus for
globalization itself. To some extent, this same “mismatch between global
markets and national governance” was present at the very origins of the
modern world economy (Wallerstein, 1974). Kobrin (this volume) examines
the complex nature of governance in the medieval age, out of which the
modern conceptualization of state-centered governance emerged. He
envisions an impending transformation of the modern system back to a
system resembling medieval Europe. Similar claims have been made before:
two decades ago, even so prominent a realist as Bull (1977) warned of an
impending “neo-medieval” world order. Deeper continuities also need to
be acknowledged. Berman (1983), for example, argues that a multiplicity
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of co-existing governance services (in his case alternative legal orders) is
the defining characteristic of Western civilization, both medieval and
modern.

The conceptualization of governance outlined in this chapter lies between
the frameworks used by the authors of the immediately preceding and
following chapters. Lake conceptualizes market governance in terms of
transaction cost minimization, whereas Sandholtz locates rules at the heart
of the process of governance. Lake posits a congruence between the
characteristics of the uncertainty facing actors in a given sector of the world
economy and the nature of governance related to that sector; Sandholtz
sees a fundamental tension between the rule systems of liberalism,
sovereignty, and technical rationality. To complement their macrolevel
perspectives, this chapter focuses on organizational response to changing
macro-level conditions.

Sandholtz synthesizes important aspects of the rational choice and rule-
directed approaches to the study of governance. Although he acknowledges
that rules do not automatically determine behavior, he argues that by shaping
common expectations rules effectively constrain individual and organizational
behavior. He further argues that rules have a certain logic, and that tensions
among the rules associated with liberalism, sovereignty, and technical
rationality must be considered in any evaluation of the consequences of
globalization.

In this chapter I argue that organizations have a certain logic, as well as
a central purpose. Those organizations that step outside this range of
expected behavior face increased costs of transactions, for they must find
some way to assuage the concerns of their potential customers or supporters.
They may also face competition from other organizations offering similar
services that have core functions located in other sectors. In short,
globalization induces dynamic patterns of contention among different forms
of organizations.

The modern state is a multifaceted, multi-purpose organization that is
potentially vulnerable to challenge from sectoral or other narrowly focused
organizations. But national authorities have recourse to a uniquely complete
complement of resources: economic, coercive, and social.

Consider the state’s role in regulating business practices in a given sector
of the economy. In many instances actors in that sector themselves can do a
more effective job of developing and implementing a common set of
standards. When state authorities interfere with these arrangements, they
do so in the name of distributive justice. Elsewhere in this volume, Cerny
argues that redistribution is no longer the exclusive purview of political
authorities but is instead carried out in a broad array of organizational
contexts. Still, as long as the symbolism of nationalism remains influential,
national political authorities will retain a unique advantage in justifying
extractions for redistributive purposes. The basic conclusion of this analysis
is that those governance organizations or networks of related service
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providers that most effectively combine the provision of economic-
productive, coercive-protective, and social-communal services are most likely
to survive and prosper. In short, stable governance requires a capacity for
redistribution and reform.

Approaches to the analysis of market governance

The term “market governance” is here used to include any activities that
facilitate the making, implementation, and enforcement of economic
exchanges. In the public policy literature government is conceptualized as a
collective response to market failures. In a widely used textbook on public
policy, Weimer and Vining (1989:90) list four general categories of market
failures: public goods, externalities, natural monopoly, and information
asymmetry. The first three categories have long been recognized as a legitimate
role for government, even among the most ardent opponents of excessive
governmental intervention (Friedman, 1963). Since public goods, by their
very nature, are unlikely to be provided by private action, governments must
either directly produce or indirectly procure many public goods. Governments
also deal with the conflicts of interests generated by externalities, in which
some economic exchange has a negative impact on the welfare of parties not
directly involved in that exchange. Governments also provide monitoring
and regulation of natural monopoly, as well as establishment of artificial
monopolies.

Weimer and Vining’s inclusion of information asymmetry as a major
category of market failure provides a theoretical foundation for governmental
efforts to protect individuals from being exploited by those with better
information about the quality of a product. Such asymmetries can make parties
much less reluctant to engage in an exchange. By acting to offset these
asymmetries, or to protect parties against the excessive opportunism of other
parties, governments can facilitate economic exchange in markets
characterized by information asymmetries.

Scholars of “new institutional economics” or “transaction costs
economics” have explicated the basic problems of market governance. North
(1981, 1990) emphasizes that a clear definition of property rights is essential
before market processes can operate at anywhere near efficient levels. That
it is also necessary to facilitate the implementation of economic exchanges
of a long-term nature has been the focus of research on transaction costs
pioneered by Williamson (1975, 1985, 1996). In contrast to mutual exchange
on spot markets, actors considering entering into long-term contracts must
be concerned about the potential costs of opportunism, that is, the danger
that the other party may take advantage at some later date of the relationship
then being contemplated. In the absence of some means of recourse should
a contract be broken, many otherwise mutually beneficial exchanges would
not be made.
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In some circumstances it may be cost-effective to integrate different
activities within a single hierarchical organization (a firm), but in many
other cases some “hybrid” form of economic organization based on long-
term contracts is more suitable. Williamson concludes that the most efficient
form of economic organization is determined by the degree of asset specificity
entailed in that exchange, the frequency and uncertainty of interactions
between these parties, and the ease of measuring quality and monitoring
performance.

If a governance structure can be established that reduces the likelihood or
the expected costs of opportunism, then markets can operate more efficiently.
For Williamson, governance is basically a form of contract that ensures that
other contracts can be enforced. This chapter argues that governance is more
complicated than that analogy suggests.

The international political economy consists of a series of (relatively)
separable sectors. Lake (1996; this volume) argues that the nature of the
governance structure in each sector is systematically related to the
characteristics of that sector, in a manner to be detailed more fully below.
Just as Waltz (1979) used the standard microeconomic understanding of firms
and markets to justify his fundamental distinction between hierarchy and
anarchy, Lake uses Williamson’s general conceptualization of economic
organization to argue that international relations theorists need to expand
their understanding of the range of governance options beyond the standard
dichotomy between hierarchical states and anarchical systems.

Lake draws attention to the efforts of privileged actors to retain their
advantageous position. He points out that transaction cost structures are
shaped by political struggles, in which the haves can exploit their advantages
over the have-nots. In effect, Lake incorporates some consequences of
political competition and coercion into Williamson’s transaction costs
framework.

In this chapter I emphasize another side of the political equation, namely,
the efforts of groups injured by the operation of the existing system to
work within that system to redress their grievances. My concern is with
those groups whose grievances are considered legitimate by all actors
operating within the extant governance structure. Any form of governance
requires both coercion and consent, and responses to globalization will
require the consensual participation of actors whose interests are materially
hurt by that participation.

Bringing consent and legitimacy back into the picture helps fill in the
intermediate steps in Lake’s continuum between anarchy and hierarchy. At
the anarchical side governance depends exclusively on the consent of the
governed; as we move towards the hierarchical side coercion becomes more
important, but consent is never entirely absent.

A complicating factor is the sense of community that participants feel
towards each other. Groups that share common beliefs, expectations, values,
and norms will find it easier to coordinate their actions, whatever the level of
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coercion available to their agents. Appeals to communal values can be
particularly effective tools for the redress of grievances on the part of actors
who are seen to have lost resources in an unfair or undeserved manner.

When combined with a capacity for coercion, redress of grievances can
take the form of a redistribution of resources. In the longer run, reform of the
overall governance regime can be driven by a combination of a shared sense
of the morally unacceptable effects of existing institutional arrangements
and the capacity to enforce changes in institutions and procedures.

The extent to which actors share common values or norms can be added
as a second dimension orthogonal to the anarchical-hierarchical continuum.
The latter is based primarily on the coercive capacities of agents of
governance organizations, but community and coercive capacity are not
entirely separable. Instead, they act in a complementary fashion to reinforce
and extend the capacity for governance. To understand this interaction it is
necessary to examine the forms of collective action involved in any form of
governance.

International relations as collective action

Individuals (and organizations) pursue goals and the achievement of many
of these goals requires the concerted action of a number of individuals (or
organizations). As is well known, collective action is difficult. Many individuals
prefer to enjoy the benefits of a collective good without contributing to its
provision, if they can get away with it. Thus, for any group to act in unison,
fundamental dilemmas of collective action must be overcome or addressed in
some manner.

Establishment and maintenance of a formal organization requires attention
to the costs of bargaining, monitoring the behavior of agents and members
of that organization, and imposing sanctions for violations or shirking. (I use
the term “organization” to denote a formal institutional structure that has
been set up to realize the common interest of some group, while “institution”
includes any formal or informal way in which individuals coordinate their
activities.)

Collective action lies at the heart of all the organizations involved in
international relations: national governments, multinational corporations
or transnational enterprises, intergovernmental organizations (IGOs), non-
governmental organizations (NGOs), terrorist groups and even the military
forces that so dominate realist accounts of international relations. None
of these organizations is immune to the effects of ongoing dilemmas of
collective action, and each has been shaped by different responses to these
dilemmas.

The formation of organizations is only the first step, for the heart of
international relations consists of interactions among organizations. Here
the dilemmas of collective action recur in a slightly different guise, for agents
seeking to collaborate for broader purposes also face incentives to let agents
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of other organizations (or the members of their own organization) bear the
brunt of the costs of their collaboration.

Other scholars have investigated the relevance of collective action to
international relations theory, but not in as sustained or systematic a manner
as is attempted here. For example, analysts of international regimes have
used concepts of collective action theory to analyze the ways in which national
governments cooperate in trade, commerce, and technical areas (Keohane,
1984). The emerging importance of global environmental issues further
highlights those dilemmas of collective action underlying the “tragedy of the
commons” and other motivations for the management of common-pool
resources (Ostrom, 1990). In this chapter I hope to contribute towards a
more systematic application of collective action theory to international
relations.

Lichbach (1996) classifies the many “solutions” to dilemmas of collective
action offered by social scientists and philosophers into four categories:
market, contract, community, and hierarchy. He uses the market category
as a baseline, incorporating all changes in the costs and benefits of exchange
relationships. Contracting includes the effects of repeated interactions and
reputations, community connotes common knowledge or common values,
and hierarchy involves the application of sanctions by some recognized
authority.

Lichbach’s most striking theme is the incompleteness of the solutions
included in any one category—each category of solutions requires that some
aspects of the other categories are also in place. Market or contract solutions
presume that some pre-existing process has formed individual preferences
and cognitive understandings and provided individuals with recognized
authority over property. Property rights must ultimately be secured by coercive
force, and contracting is facilitated if violations of contracts can be detected
and punished. Thus, important aspects of community or hierarchy must be
provided if market and contract solutions are to operate anywhere close to
efficiency.

Solutions based on community or hierarchy are most effective only
when both types of solutions reinforce each other. Communal norms are
not self-enforcing, so arrangements for monitoring and sanctioning must
be made. It also doesn’t hurt if there are some tangible rewards to belonging
to a given community. Leaders in a hierarchical organization cannot long
rule by force alone, but must elicit some degree of consent from their
subjects. Since the production of coercion is itself a form of collective
action, an army, police force, gang, or any form of coercive organization
must find some way to elicit sacrifice on the part of individuals, through
material incentives or the satisfaction that comes from serving one’s
community.

In short, Lichbach demonstrates that solutions to collective action work
best in combination. I find this conclusion compelling, even though I prefer
to work with a different set of categories. In the next section I outline a
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categorization based on actors’ motivations for collective action rather than
the modalities by which they coordinate their actions.

Multiple agents of overlapping realms of collective action

Reduced to its bare essentials, human behavior is motivated by a desire for
wealth, physical security, and emotional attachment to some group. None of
these can be accomplished by individual action alone; thus, collective action
is fundamental to the pursuit of all individual goals. Elsewhere, I develop a
framework for the study of collective action that takes these basic human
motivations as given (McGinnis, 1996). I argue that each of these three
motivations is most clearly manifested in organizations that specialize in the
economic-productive, coercive-protective, and social-communal realms of
collective action. Each of the basic three realms is defined in terms of the
nature of the good that a given organization is designed to produce or provide.
The political realm encompasses all activities related to coordination of
activities in the other three realms.

The point of distinguishing realms of collective action is to highlight
fundamental differences in the resources available to agents of different types
of collective action organizations. Agents of economic organizations have
access to financial and tangible assets, agents of coercive organizations can
employ force against others, and agents of social-communal organizations
have influence over the perceptions and understandings of others. Agents
may also have the capacity to transform their basic assets into resources
relevant to other realms of collective action, as when a corporate executive
uses advertising to shape consumer tastes, a dictator invests in productive
enterprises those economic resources extracted from his subjects, or a Pope
orders the execution of heretics. Some agents may manage to obtain access
to significant levels of resources relevant to all four realms of collective action.
In his classic formulation of the resources available to governmental officials,
Carr (1964) gives equal weight to economic power, military power, and what
he labels “power over opinion.” This analysis assigns each of these sources
of power to agents of different kinds of organizations in the hopes of later
integrating them in a more productive manner.

The familiarity of economic theory makes the concept of a “realm of
collective action” easiest to understand for the economic-productive case.
Even though firms are typically treated as primitive units, they represent
successful responses to the dilemmas of collective action. With rare exceptions,
all forms of production entail the coordination of individuals with varied
skills or resource endowments. The nature of the firm as an economic
organization set up to minimize transaction costs is one of the defining
concerns of the new institutional economics (Williamson, 1975, 1985, 1996).
The very existence of firms and markets presupposes the prior solution of at
least some collective action problems.
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Organizations are formed in the economic-productive realm because
individuals derive satisfaction from consumption or possession of various
goods. Organizations in the social-communal realm manifest the satisfaction
that individuals derive from belonging to some groups or community. All
individuals go out of their way to participate in families and kinship groups,
friendships, clubs, and many forms of organized activity. Calculations of
rational choice are certainly relevant to such activities, for individuals must
allocate a limited amount of time and effort to a large array of alternative
activities and social obligations.

To clarify the nature of collective action in the social-communal realm,
consider that economic firms are established in order to take advantage of
some “team production externality” (Alchian and Demsetz 1972; Miller
1992). This form of externality exists whenever a group of individuals can
more efficiently produce some output by working together as a team rather
than as separate individuals. Without this externality, the costs involved in
establishing or maintaining any organization could not be offset by the
potential benefits of formal organizations. In a similar vein, members of any
social group can be said to enjoy positive externalities that offset individual
costs of participation (Iannoccone, 1992.)

All social groups must deal with dilemmas of collective action. Social groups
can be conceptualized as producers of some collective good, at least for the
members of that group. One very important collective good is the production
of shared social meanings. At the very least these social meanings facilitate
communication among otherwise diverse individuals; they also contribute to
a sense of belonging to some larger entity or social identity. Production of
shared social meanings provides an important source of power or domination,
but social interaction also produces important joint benefits. Shared norms
and conceptualization of meanings, concepts included in Lichbach’s set of
community-based solutions to collective action problems, help set the context
within which individuals pursue their interests.

Non-governmental organizations and voluntary associations are important
examples of organizations in the social-communal realm. So are familial or
ethnic forms of organization. By lowering the expected costs of opportunism
in contracts with other members, such organizations facilitate the construction
and maintenance of trading networks and other long-lasting economic
relationships (Landa, 1994). Any organization that conveys a shared sense of
understanding or a common appreciation of norms facilitates social interaction
within that group.

The coercive-protective realm is important because all individuals seek
security, especially protection from the physical violence of others. To achieve
this security requires reliance on the protection provided by specialists in
coercion. Armies, police forces, and related organizations are, in effect,
“producers” of coercion, and their interactions produce varying levels of
protection and threat to different groups.
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An important aspect of governance is the ability to punish those who violate
laws or regulations. Although it is seldom seen as such, coercion is itself a
form of collective action. For coercion to be applied effectively all the standard
dilemmas of collective action must be overcome.

Coercion is often seen as a fundamental attribute of the state, or of politics
in general. Despite Weber’s classic definition of the state as having “a
monopoly on the legitimate use of force,” few political authorities are directly
involved in the application of coercion. I have found it useful to explicitly
separate the coercive activities of governments from their other activities.
Political agents (or authorities) provide many services, ranging from the
mundane tasks of bureaucrats to the more glamorous activities of top policy
makers. They pass laws and issue regulations and arrange for the punishment
of those individuals or corporations who violate these restrictions. The
common element is coordination, providing mechanisms and procedures for
collective choice.

Governance, then, involves activities in all four realms. For this reason the
political realm, including all activities relating to coordination across realms,
is defined as the intersection of the three fundamental realms. The unique
location of political authorities at the nexus of economic-productive, coercive-
protective, and social-communal realms can be illustrated by consideration
of “archetypical” organizations of these realms. Firms are established to make
profits, armies to coerce the enemy, and churches to provide spiritual solace
and moral leadership. Poor economic performance can cause corporate
officials to lose a lucrative job, generals will be replaced if they lose too many
battles, and priests must avoid any hint of moral turpitude. Public officials
can lose office for any of these reasons.

Although these realms can be distinguished for analytical purposes, any
one specific organization typically encompasses some combination of these
services. Consider, for example, the family as a form of social organization.
Families exist, in one form or another, in all human societies, primarily as a
means of socialization and protection. Families are important economic
organizations in many societies, especially in agricultural economies. Yet,
few families are primarily defined in economic terms. Feminist scholars have
alerted us to the coercive and political nature of family organization,
particularly its role in perpetuating gender stereotypes and resources
inequalities. Despite its economic, political, and coercive overtones, however,
the family is fundamentally a social organization.

Any governance structure, then, comprises interactions among a diverse
set of organizations, each of which includes services that may overlap with
more than one realm of collective action. Yet, these realms remain analytically
useful, for they highlight fundamentally different motivations of collective
action. One distinction that proves particularly important later in this chapter
is that members of any organization have a set of expectations concerning
the appropriate behavior of their agents, and these expectations differ
systematically across realms.
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Governance as a cross-realm activity

In the conceptualization of governance presented here, groups of purposive
individuals create a variety of collective action organizations specializing in
different types of economic, coercive, and social activities. Whereas Hobbes
moved directly from individuals to the state, in this framework political order
is attributed to (informal) contracts among agents of productive, protective,
and communal groups. These agents contract together (albeit imperfectly) to
form a governance structure. Any one agent may seek a degree of “monopoly
power” within a given realm, but they face competition from agents of other
organizations in that realm, as well as organizations from other realms that
have expanded into their own realm. If all four realms of collective action
were to be successfully monopolized by a single agent, the result would be a
single, unchallengeable center of power even more imposing than Hobbes’
Leviathan.

Typically, public economies consist of multiple organizations in all realms.
The resulting system of governance is one characterized by multiple contenders
for the provision of diverse public services, along the lines of the “polycentric”
view of metropolitan governance pioneered by Ostrom, et al. (1961).

Organizations specializing in any one realm may compete against each
other or collude in various ways, and relationships among organizations
specializing in different realms may be very close and long-lasting. Services
characteristic of different realms may be incorporated within a single
organization, for the same reasons that govern vertical integration within
the economic realm. Ultimately, some sort of governance structure emerges
from these interactions and/or is consciously constructed by the agents of
relevant organizations in all four realms. This is the vision that lies at the
heart of my conceptualization of international politics as interactions among
multiple agents of organizations specializing in overlapping realms of
collective action.

Since governance requires the provision of diverse services, organizations
from different realms may specialize in different kinds of services.
Infrastructure development and other public goods might be handled by what
is primarily an economic-productive organization. Coercive organizations
are best at providing monitoring and sanctioning services. Producer groups,
professional associations, and the like are social organizations in the sense
that they convey shared understandings and norms to their members.

The modern nation-state encompasses activities in all four realms: there
can be no nation-state without coercion, some sense of community, the
production of at least some public goods, and many forms of coordination.
All states claim a monopoly on the legitimate use of violence and assert
monopoly control over certain public goods. Socialist states extend this
assertion to a larger portion of the economy, and totalitarian states strive to
achieve monopoly in all four realms, denying the existence of alternative
centers of political power or personal loyalties. But the extent of state
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monopoly in any of these areas is necessarily incomplete. Secret organizations
exist, in one form or another, in all societies. Such organizations can themselves
provide the basis for exchange relationships among the group of individuals
“protected” by that organization. Governments have a capacity for a broader
range of protection, but in some circumstances non-governmental providers
can be quite effective.

For example, Milgrom, et al. (1990) investigate the role of law merchants
as an extra-governmental provider of the collective good of information
provision and reputation enhancement. They model one important aspect of
fairs in early modern Europe, during which merchants took contract disputes
to individuals who adjudicated each dispute and assigned payment from the
guilty party. These “law merchants” kept records of which merchants had
not paid previous judgments against them, and shared this information with
any trader who would ask. Merchants who had failed to pay previous
judgments were likely to find it difficult to find other merchants willing to
engage in a long-term trade with them.

Governance services can also be provided in the absence of formal
organization. Berman (1993:283) offers as an example:

the transnational community of exporters and importers, shipowners,
marine insurance underwriters, bankers, and others—a community which
has a European history dating from the twelfth century and which in the
twentieth century has become not merely a Western but a worldwide
community, held together by innumerable negotiations and transactions
among its participants as well as by its own processes of self-government,
including its own…procedures for mediation and arbitration of disputes.

Ostrom (1990) is replete with examples of small-scale communities that
have managed to resolve their collective task of managing common pool
resources with minimal (if any) contribution by established governments.
Her list of “design principles” common to successful resource regimes is
very suggestive of the range of services needed for the governance of market
exchange. Particular importance is attached to monitoring the behavior of
other individuals and the sanctioning of rule breakers. Thus, even without
direct governmental participation, coercion remains a crucial ingredient in
success.

Any form of governance similarly combines aspects of all realms of
collective action. The overall combination of service providers is a governance
structure or regime.

In the area of international environmental governance, Haas (this volume)
demonstrates that NGOs make important contributions towards the provision
of several of the basic and supplemental governance services. Environmental
scientists and activists have articulated a new scientific understanding and a
new moral vision, thus pressuring governments into signing many international
treaties as well as eliciting an emerging market in green products, that is,
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products produced in an environmentally responsible manner. Several NGOs
now routinely monitor the activities of national governments and transnational
corporations, as a means to convince individual contributors that these
organizations are making a difference in the practical world (McGinnis and
Ostrom, 1996). Some sanction environmentally unfriendly governments or
corporations via indirect shaming mechanisms or via direct action (such as
Greenpeace). Some corporations increase their market shares by developing
a reputation for environmentally friendly (“green”) products or production
processes. By doing so these corporations can be said to contribute to the
collective good of individuals and organizations active in that sector of the
global economy, in the sense of making it likely that this market will continue
despite rise in public concern.

At this point my assertion that patterns of governance at the global level
can be best understood as manifestations of realms of collective action defined
in terms of individual motivation requires further explanation. The basic
connection is that agents must never lose sight of the ever-present need to
mobilize and inspire the support and participation of the members of, or
contributors to, their organization.

Decisions regarding the investment or allocation of time or money are
made by individuals motivated by one or more of these fundamental concerns.
By definition, agents of an organization in one realm have control over
resources directly relevant to the motivation defined as most central to that
realm. That is, agents of firms have direct access to economic resources but
not to coercion, and police officers can dispense coercion much easier than
bribes. Since efforts to extract additional resources on the basis of any single
motivation ultimately reach a point of diminishing marginal returns, an agent
of an organization in one realm has an incentive to obtain access to the
resources under the control of agents in the other realms.

As a consequence, agents of organizations in different realms can jointly
gain by making exchanges of their different types of resources. A warlord,
say, might benefit from the economic support provided by landlords, whose
property is in turn protected by these specialists in coercion. This form of
trade between agents is directly analogous to the basic logic of economic
exchange between individuals with different resource endowments and tastes.
Governance, then, is a form of exchange through which these potential joint
gains are realized. Of course, agents of organizations in different realms
confront dilemmas of collective action in their efforts to realize these gains.
The organizations that these agents form to realize these joint gains are directly
involved in governance, as defined here. Political authorities (that is, the agents
of these governance organizations) may make use of any of the solutions in
any of Lichbach’s categories, but what is particularly important is the ways
in which solutions from different categories or resources from different realms
reinforce each other.
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Rent-seeking, redistribution, and reform

Concerns for equity are ubiquitous in human societies, although criteria remain
diverse and disputed. Of particular interest here are the claims of those
individuals or sub-groups who fare less well in processes of market
competition. Such groups can appeal to those who share with them a common
sense of community, hoping they will agree to redistribute some of their
winnings to their less fortunate comrades. Although such concerns may be
expressed in any communal group, actual redistribution of resources is much
easier to accomplish in the context of an hierarchical (coercive) form of
organization. Authorities deemed legitimate can then extract resources from
one group and redistribute them to other groups. Coercion, coordination,
and a sense of community all work hand in hand to facilitate the redistribution
of resources.

As they take advantage of their ability to extract and redistribute resources,
political authorities need not limit themselves to beneficiaries deemed
legitimate by the majority of the population. They may distribute resources
to groups simply in order to attract their support. Or they may convey “rents”
to particular organizations or market sectors.

The term “rent-seeking” has been defined and used in many different ways
(Tollison, 1997), but it is here taken to refer to situations in which an economic
actor seeks artificial protection for its economic interests. Since innovations
or new products can undermine the market shares of existing firms, winners
in market competition try to protect their gains, to convince political
authorities to place restrictions on entry into their sectors. By creating and
sustaining an “artificial monopoly” rent-seekers can obtain superordinate
profits and increase their sense of security in the face of uncertain changes in
technologies and markets.

By no means is rent-seeking the only option available to actors fearing
the negative consequences of future uncertainty. Groups can arrange to
share risks, through purchasing insurance or other means of self-protection.
Non-profit organizations and familial ties play important roles in cushioning
the dangers faced by individuals in all societies. As such, these formal
organizations and informal arrangements contribute to the governance of
these societies.

Rent-seeking, as used here, is an ubiquitous phenomenon. Whenever some
agent or set of agents has been given or has taken the responsibility for making
some policy decisions for a collectivity, then all members can seek to influence
the outcome of decisions in their favor. In the purest form of rents, rules are
shaped so as to explicitly advantage certain groups, as when firms already
operating in a sector of the economy seek protection against new entrants.
But even minimal forms of coordination can provide similar opportunities
for gain. The definition of product standards, for example, may convey benefits
on some producers over others depending on the nature of their production
process. Thus, rents can also be sought from agents of non-governmental
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service providers, if these agents have managed to capture some measure of
monopoly control over whatever rules are relevant to their interactions. Again,
there is nothing inherently unique to political organizations.

This analysis suggests a conceptual similarity between two terms typically
seen as distinct: rent-seeking and redistribution. Both require that certain
agents have obtained a monopoly (even if narrowly defined) with regard to
the imposition and enforcement of laws and regulations. This monopoly
position is crucial to the success of redistribution from winners to losers.
Otherwise those groups whose resources are being extracted (for whatever
reason) have the option of contracting for law-making and other services
from alternative providers, a point made long ago in a classic work by Tiebout
(1956).

There remain important differences between rent-seeking and
redistribution, as commonly understood. Rent-seeking occurs when some
actors successfully change the rules of market competition to ensure their
success, whereas redistribution typically takes place after the market has run
its course. Those actors who lose out in market competition try to change the
rules in their favor, by appealing to normative principles widely shared in
their communities. In effect, aggrieved groups can extract rents from the
legitimacy of their claims.

How are these concerns relevant to an international political economy in
which few hierarchical authorities exist? In short, rent-seeking and
redistribution may emerge as unintended side-effects of the provision of
governance services, even in the absence of formal government.

First, rent-seeking behavior is ubiquitous even for minimal coordination
services, arising whenever any one set of political agents is given exclusive
authority over any form of rules related to economic interactions. Second, to
the extent that community-based solutions have been used to facilitate the
signing and implementation of long-term contracts, then the possibility exists
that appeals for redistribution may be given credence. If these appeals are
sufficiently compelling to important segments of that community, then the
same coercive mechanism that helps facilitate the enforcement of contracts
may also be used for redistribution.

Redistribution of resources within a community is a process. It begins
when a group disadvantaged by the results of market competition makes
claims that redress is merited. Other groups must consider the aggrieved group
to be part of the overall community, or else their claims will not be given
much credence. The aggrieved group must be organized for collective action,
either on their own or by attracting the efforts of agent-entrepreneurs. Their
collective actions must also be effective in the sense that their claims ultimately
prevail in the rough and tumble of political interactions. All these steps must
be present or else claimants will not be satisfied. In short, redistribution is
hardly automatic.



70 Michael D.McGinnis

In international regimes some or all of these intermediate steps are missing
or imperfectly attained. For this reason, aggrieved parties often appeal to
other governance structures more attuned to their needs. National
governments are a particularly common target of such appeals. Governmental
skills at redistribution provide an important reason why the “state” is unlikely
to wither away as a consequence of accelerating globalization. Non-
governmental sources of redistribution should not be overlooked, but this
particular service remains a speciality of national governments.

The common presumption is that any form of rent-seeking or redistribution
hurts economic growth. Yet, the potential for redistribution can have
potentially beneficial effects in conditions of rapid change or high uncertainty,
as is the case for market globalization. Without some assurance that there
exists some mechanism for redress of grievances for those who might suffer
substantial losses because of unexpected changes in the market, some
riskaverse actors might be particularly reluctant to enter into any exchange
relationships.

Aggrieved groups may call not just for a redistribution of resources but
also for reform of existing institutions. In general, both the origins of
institutional arrangements and their subsequent reform are shaped in
important ways by distributional conflict (Knight, 1992). Clearly, some forms
of governance structures are more conducive to reform than others. If
participants perceive that reform is possible in reasonable circumstances, then
they might be more willing to enter into more risky agreements. In this sense,
reformability is an important component of a sustainable governance regime.

On the other hand, redistribution and reform cannot be allowed to occur
too easily. As has been well demonstrated by North (1981, 1990), economic
actors need assurance that their property rights will be respected if their actions
are to contribute towards economic growth. In the long run, then, some
balance must be struck between secure property rights and the capacity for
redistribution and reform.

A basic postulate of transaction cost or new institutional economics is
that the existence of a legal system makes it easier for parties to contract by
lowering the costs of seeking redress should one party violate a contract. A
similarly positive benefit is enjoyed when the potential for redistribution and
reform exists. Of course, the process of redistribution or reform is itself costly,
as is the establishment and functioning of a legal system. In both cases, benefits
resulting from increased trade more than make up for these start-up and
maintenance costs. Rent-seeking, redistribution, and reform are important
processes in any political order, and so we should expect them to be similarly
important in global governance.

Implications for globalization and market governance

Lake (1996; this volume) identifies two forms of cost that will determine whether
participants in a sector will organize themselves anarchically or establish a
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hierarchical organization. Hierarchical organizations are characterized by high
costs of governance but lower expected costs of opportunism, since contract
violators can expect to be punished by the central authority.

To analyze the decisions of groups seeking to realize the potential gains
from successful service provision, I find it useful to disaggregate the
Williamson-Lake concept of governance costs into two dimensions: (1) startup
costs involved in establishing a new organization; and (2) costs of opportunism
by the agents of an organization. This distinction highlights the difference
between establishment of a new organization and reliance on a pre-existing
organization.

The cost schedule associated with reliance on a pre-existing organization
is determined by the degree of similarity between the organization’s existing
responsibilities and the services to be provided to this new set of customers.
If these services are very similar, then start-up costs would be extremely low,
because that pre-existing organization had already had an opportunity to
build a reputation and develop an expertise in this form of service provision.
However, there may be some concern that the agents of pre-existing
organizations would remain more attentive to the needs of their older, more
established clientele. To the extent that the interests of these two groups
diverge, the new group would face increased concern about agent
opportunism. Organizations seeking to expand into dramatically different
areas of service provision would have fewer advantages compared to the
establishment of an entirely new organization, although there might be some
benefits from having an established reputation or expertise in the general
area of service provision. Thus, as one moves farther from an organization’s
original base of expertise the attractiveness of reliance on an existing
organization decreases and establishment of a new organization becomes the
more likely choice. Finally, costs of agent opportunism should be relatively
low for groups establishing a new organization specifically designed to provide
specific services to a particular set of clients.

These costs are affected by the behavior of potential suppliers. Agents of
existing organizations have personal and institutional interests in obtaining
more resources. They can do so by providing new services to the existing set
of members or contributors, or by offering services to other groups, that may
overlap with the existing group or remain distinct from it. However, their
ability to expand into new areas is limited by the degree of similarity between
old and new tasks. In all this the role of individual entrepreneurs cannot be
overlooked, for dynamic and effective leadership can often make up for
differences in relative costs.

National governments are an important class of pre-existing organizations
that have specialized in the provision of governance services. Over the years
the solid reputations of national governments should help them take on many
service provision functions in many different sectors. National governments
occupy a unique niche in the institutional field—what other organization (or
set of organizations) can credibly claim a range of activities covering all four
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of the realms of collective action? National governments are uniquely situated
to continue to exert influence, despite the fundamental changes occurring in
the world today.

The issue of territoriality arises at this point. Territorial control is central
to the effective use of coercion but it is not as obviously related to other types
of service provision. As globalization proceeds, both economic and social-
cultural contacts across territorial boundaries become more and more
commonplace. Given the state’s relative emphasis on coercion, this makes
the services provided by national governments less in tune with the problems
raised by accelerating change.

Yet, governments retain advantages in dealing with issues of redistribution
and reform. Their combination of hierarchical organizational form and a
sense of community makes them particularly adept at redistribution. As the
economic and socio-cultural world becomes less territorial, perhaps the focus
of governmental activities will shift from coercion to the provision of
community-based services of redistribution and reform. As such,
governments will continue to play essential roles in the ongoing adaptation
to global change.

A capacity for redistribution is not going to be equally efficacious in all
sectors of the world economy. In some sectors, those actors most severely
hurt by the globalization are also the most marginal to that sector’s sense
of community; such actors can expect little success within that sector. In
such cases governments attuned to the interests (or at least the votes) of
these distressed groups must play a major role if any redistribution is to be
realized. Even then, major reform of governance arrangements is unlikely
to be forthcoming. Conversely, if globalization most upsets groups central
to a sector’s basic identity, then major governance change will probably
follow.

A few cautionary notes about the potentially negative effects of a capacity
for redistribution are in order. First is the problem of moral hazard. If individual
agents feel assured that any grievances will be addressed, then they will have
less incentive to make the possibly painful adjustments needed to avoid losses
in the first place. Second, some governments may be rather too successful at
redistribution for their own good. Over-indulgence in either redistribution or
rent-seeking can have potentially devastating effects on a nation’s economy.
Nonetheless, a capacity for redistribution would seem, in general, to be
conducive towards the long-term survivability of a governance regime. In the
absence of some relatively effective method of redress, radical transformations
in governance structures seem virtually inevitable, in the long run.

Path dependence and social expectations

In summary, the international political economy contains a complex mixture
of sectors in which national governments, firms, IGOs, and NGOs all provide
governance services in many different combinations. Some sectors of the global
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economy are “self-governing,” having arranged at some means by which
basic rule making, monitoring, sanctioning, conflict resolution, and
legitimation services are provided by the members themselves. In other sectors
new formal organizations will have been established or arrangements for
service provision made with pre-existing organizations. Sectors differ in the
relative roles contract, community, and hierarchy play in the provision of
governance services, and in the respective importance of productive,
communal, and coercive organizations.

One implication of this analysis is that transaction cost calculations cannot
tell the entire story of the provision of market governance. Lake expects
institutional markets to clear, in the sense that the organizational form adopted
in any given sector should correspond to the form of organization that is
most efficient in terms of reducing transaction costs, given the characteristics
of that sector on the underlying dimensions of scale, opportunism, and
governance costs. This correspondence may break down if groups are given
the option of contracting with existing organizations. Lower startup costs
may make organizations with otherwise “inefficient” organizational forms
be the more preferred option, provided the expansion is into a closely related
area of service provision. Of course, if the nature of the services provided are
closely related, then so is the organizational form most optimal for that set of
characteristics. Still, some governance organizations may come to provide a
diverse range of services to a single group, or to overlapping groups, or even
to otherwise unrelated groups of customers.

Lake does point to one important source of potential slippage between
organizational form and the character of sectors undergoing rapid change.
Namely, those actors who benefit from the existing governance structure will
strive to maintain that organizational form, even if it begins to prove unwieldy
when faced with new situations. The analysis presented here adds another
factor, grounded in the ever-present need for agents to maintain the continuing
support and participation of the members of, or contributors to, their
organization.

The existing set of organizational forms shapes social expectations.
Individual members of that society learn to recognize the properties of general
classes of social organization, their advantages and disadvantages in different
sets of circumstances. But this is more than a matter of adding up the costs
and benefits of alternative forms of social organization. Over time, individuals
come to associate with each class of organizations a sense of the range of
activities considered appropriate for that class. In contemporary Western
societies, for example, members may raise concern when a church engages in
activities that are too overtly economic (fund-raising) or political (lobbying
for certain policy outcomes). But in the Islamic world, exactly the same
behavior would seem perfectly natural.

Societal expectations can constrain the expansion of organizations into
other realms of activities. An organization expanding into cognate areas should
not experience much resistance by its current members, unless this expansion
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is seen to threaten its capacity to pursue the organization’s original goals.
However, organizations which encompass diverse services may exceed
boundaries deemed appropriate by their own members and contributors, and
thus may begin to lose their support. Clearly, the ability of organizations to
expand into new areas of service provision is limited.

Expectations concerning the appropriate range of behavior for certain types
of organizations become established over time and are an important ingredient
of the prevailing culture. Since individuals from different cultures have
divergent expectations concerning appropriate forms of social organization,
interactions between them are necessarily complicated by these differences.
Cultural differences can be ameliorated when a common understanding
emerges among experts engaged in a particular sector of the global economy.
Still, there is every reason to expect that expansion of governance services in
response to globalization will stop well short of comprehensive schemes of
governance.

Those sectors in which productive, communal, and coercive arrangements
are closely intermixed are best able to weather the disruptions of market
globalization. In general, liberal democracies tend to be characterized by
governance organizations at multiple levels of social aggregation. As a
consequence, groups disadvantaged by market processes have multiple options
for seeking redress of their grievances. If they lose in one arena of political
competition they can then appeal to governance organizations at other levels
of aggregation. Thus far the national scale remains most open to those actors
inconvenienced by the disruptions of globalization. However, if similarly
disadvantaged actors in different states are able to make contact and develop
a common program, they may be able to establish new institutions more
amenable to their appeals. To the extent that globalization facilitates contacts
across national boundaries for all types of political actors, efforts to bypass
national governments may become increasingly effective.

This chapter has demonstrated that the multiple dimensions of governance
services can be combined together in many different ways. Sectors of the
global political economy are characterized by diverse configurations of
organizations even though the same set of basic services is provided, in one
manner or another, by the network of governance organizations in that sector.
Whatever the configuration of governance, all experience similar tensions,
including tendencies towards rent-seeking behavior even if governance services
remain minimal.

Transaction cost minimization is one important influence on the ways by
which different sectors of the world economy organize themselves for the
provision of governance services. But these institutional arrangements in turn
have important consequences for the forms of rent-seeking, redistribution,
and reform that ultimately shape that sector’s ability to weather the
uncertainties wrought by market globalization. A capacity for redistribution
of resources and for reform of institutional arrangements can be essential to
the long-term stability of governance arrangements, even though these abilities
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to adapt to changing conditions increase the costs of transacting in the short
term. Stable governance in times of rapid change requires a meaningful
capacity for redistribution and reform.

Note

*I would like to thank Ben Kickers, Brenda Bushouse, David Lake, Elinor Ostrom,
John Wilhfems, and the editors for their comments on earlier drafts. All remaining
errors are my responsibility alone.
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3 Globalization and the
evolution of rules

Wayne Sandholtz1

Rules are the fundamental elements of social systems.2 Even two strangers
from different cultures and speaking different languages, if they met in a
remote desert would quickly develop a set of rules to regulate their “society.”
Social systems exist wherever people interact, as strangers in the wilderness
or as currency traders buying and selling on global foreign exchange markets.
Such interaction is impossible without rules that delineate roles and the
associated bounds of acceptable behavior. Of course, the larger the number
of people involved, the more extensive the division of labor among them, and
the higher the number of interactions, the greater the need for increasingly
differentiated and specific rule structures.3

I begin with the premise, developed initially by Hedley Bull and his
collaborators, that international relations constitute a social system, and that
this international society is defined by rules and institutions.4 Globalization,
defined in this volume as a set of processes leading to the integration of
intermediate, factor, and product markets across geographical boundaries,5

implies increasing density of communication and exchange among persons
from differing legal and cultural settings. Those involved in these interactions
across (national) social systems experience a need for new, and more specific,
rules to govern relationships that are not necessarily covered by domestic
laws. One way or another, people who need rules will find or create them—
whether that means agreeing to operate under one set of national rules,
devising rules outside of state structures (private law), or pressuring
governments to establish international or global rules (regimes, international
law). A first proposition of this chapter is, then, that globalization promotes
the development of transnational society and consequently the elaboration
of transnational rules, public and private, formal and informal. New rules do
not spring into being out of nothing; they emerge out of, or borrow from,
existing rules. A second proposition is that the rules that emerge in response
to globalization will be elaborations of, or modeled after, existing rules.

As rule structures become increasingly articulated, they begin to sustain
normative discourses that define and redefine the meaning of the rules, and
thus the bounds of warranted behavior. The most articulated rule systems
have formal, written rules (law), along with specific organizations charged
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with maintaining the rule system itself (legislatures, courts, police). As rule
systems become more elaborate they start to resemble legal systems, with an
accompanying tendency toward formalization. A third proposition is,
therefore, that if globalization continues, some international rule systems
will become increasingly codified and will gradually develop specific
organizations for managing the rules and resolving disputes. The development
of the European Court of Justice and the strengthened dispute resolution pro
cedures in the World Trade Organization are archetypes of this process.

The main purpose of this chapter is to offer a framework for conceptualizing
the dynamics of international rule structures. In the first section I will briefly
explain why prevailing approaches to international institutions, based on a
transaction-cost metaphor from economics, are inadequate. I then offer a
rule-based conception of governance and international institutions. I suggest
that governance consists of rule structures, which can exist with or without
formal superordinate authority. The conclusion considers what globalization
implies for international rule structures.

Limits of the economic metaphor

The dominant approach to analyzing international institutions treats them
as passive forums that exist because they enhance the efficiency of state-to-
state bargaining. International institutions or “regimes” improve efficiency
by reducing the transaction costs associated with negotiating agreements. In
the absence of regimes, information about the preferences and compliance
records of other states is difficult, or costly, to obtain. By supplying information
about the preferences and behaviors of states, regimes reduce information
costs that would otherwise prevent states from reaching mutually beneficial
agreements.

The transaction-cost account of international institutions traces its origins
to Robert Keohane’s After Hegemony. Keohane imported into international
relations discourse the notion of transaction costs, which had been developed
by economists, especially Oliver Williamson,6 to analyze the organizational
structures of firms. At the heart of Keohane’s theory of regimes, then, is a
metaphor: states are like firms and seek to minimize transaction costs, thus
enabling them to attain more pareto-efficient outcomes (greater cooperation).
Keohane’s framework became the standard approach to international
governance; any sort of collective action or management of multilateral
problems could be depicted as a transaction-cost reducing regime. Indeed, no
alternative general theory currently exists.

With the end of the Cold War system, and with increasing economic
globalization, international governance has once again become a first-order
scholarly and practical concern. The time is therefore right to consider whether
or not the transaction-cost (TC) account of international institutions is
adequate to our analytical needs. I will briefly argue that conceptual and
empirical problems make the transaction-cost approach an incomplete one.7
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A crucial difficulty is that the TC logic loses something in translation from
economics to international relations. In economics, it posits that firms facing
constant pressure on prices will seek to minimize costs by using the most
efficient mode of organizing production (market, hierarchy, or hybrid). But
“competition” among states is not at all like competition among firms. In the
United States at least, by far the majority of new businesses fail. In international
politics, very few countries cease to exist. In fact, the rules of the international
system virtually ensure that, once established, states are not absorbed by
their neighbors. It is thus hard to see what the analog in international relations
could be to the role that competitive markets play in weeding out firms that
choose less efficient organizational forms. If anything, one would have to
acknowledge that even the most hideously “inefficient” states survive. An
even more fundamental problem is that the market analogy in international
relations presumes the ontological status of its basic categories, as if “interests,”
“actors,” and “markets” existed in nature. In fact, of course, markets are
social constructs and depend for their existence on deep and dense networks
of shared understandings and rules.8 Thus the social rules that define roles,
rights, and responsibilities are logically prior to the cost-benefit calculations
of specific agents.

David Lake (this volume) outlines an approach that is also based on
Williamson’s theory. In Lake’s basic metaphor, states are like firms. When
entering into relations, or “contracts,” with other states, they calculate the
costs of opportunism and governance and choose the “governance structure”
(from a continuum ranging from anarchy to hierarchy) that minimizes costs.
Lake has also sought to provide a functional equivalent for the efficiency
imperative, arguing that governments seek to economize on their security
relationships because funds saved on defense can be spent instead on politic-
ally salient domestic programs.9 Yet American policy makers during the Cold
War made no effort to count the costs of the nuclear weapons program,
which was the centerpiece of American security policy.10 Rather, the obsession
with “containing” the Soviet menace justified any expense. If there was no
cost comparison for a weapons program in which all expenditures were, in
principle, counted in dollars and entered in the federal budget, it seems
implausible that policy makers might calculate the diffuse and non-quantified
costs of opportunism and governance associated with various interstate
contracts. In Lake’s perspective, the United States does not absorb Canada
and Mexico into an American empire presumably because US leaders regularly
calculate that the costs would be greater than they are for the more anarchic
relation that exists. A more plausible, and parsimonious, explanation might
be that in the normative context of the late twentieth century, among liberal
democracies, empire over one’s neighbors is illegitimate and unthinkable (it
is never subject to any sort of calculation). More generally, as McGinnis
argues, governance structures rely not just on low transaction costs but also
on legitimacy and consent11
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The TC approach also suffers from empirical shortcomings. The first has
to do with operationalizing and measuring its central variables. For instance,
we do not know how to identify and measure transaction costs themselves.
What counts as a transaction cost? How would one determine the size of a
transaction cost? The absence of operational definitions is not just a lacuna
in international relations; economists have yet to devise workable measures
of transaction costs in firms. Equally problematic, without an empirical
definition of transaction costs, it is difficult to establish a TC theory’s causal
claims. We do not really know if transaction costs inhibit interstate agreements,
nor if regimes reduce transaction costs, nor if states support regimes because
they value the kinds of efficiencies that TC theory posits. Advocates of TC
theories provide little guidance on how their fundamental claims could be
tested empirically.

Despite his arguments to the contrary, Lake’s schema is subject to the
same skepticism. Lake asserts that empirical testing of a contracting theory
“does not require precise measures of transaction costs or information,” nor
does it imply the need “to observe the effects of each link in a causal chain”
(this volume). But the issue is not that every link must be verified empirically.
The question is whether empirical analysis can test even the most fundamental
claims of transaction-cost or contracting approaches. Empirical testing requires
that the key variables be observable, and in this case the key variables are
various kinds of costs. The advocates of contracting theories must be able to
show either that those costs are directly and objectively measured, or that the
actors’ estimates of those costs are observable. If they cannot, there is no way
to demonstrate empirically that cost differentials (as opposed, say, to logics
of appropriateness or institutional isomorphism) drive the choice of
governance structures.12

More generally, states and other international actors bargain, pursue
self-interests, employ power, and reach agreements (or make contracts).
But all of these things happen in social contexts. An actor’s interests depend
on how it understands its roles, its social situation, and the natural world.
These understandings are necessarily social. As Kenneth Arrow puts it,
“Rationality is not a property of the individual alone, although it is usually
presented that way. Rather, it gathers not only its force but also its very
meaning from the social context in which it is embedded.”13 Utility-based
or choice theoretic approaches can be useful, but they depend on having
first acquired an understanding of the social and institutional context. In
the following section I offer the basic elements of an approach that would
allow us to analyze the social and institutional context of globalization and
governance.

Rules, interests, and choice

As a point of departure, I broadly accept the basic constructivist premise that
social structures and agents constitute each other,14 and Onuf’ s proposition
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that rules are what link social structures and individual actors.15 Any kind of
sustained interaction leads to the development of rules that define roles and
assign rights and responsibilities to them. I define rules as statements that
identify standards of conduct for given sets of actors in given situations.16 As
such, rules are the substance of institutions, and institutions are at the heart
of governance.

Rules cause behaviors both directly and indirectly.17 They produce behavior
directly by constraining actor choices. Rules prescribe who can act, how, and
when. In formal organizations, the rules are usually supported by penalties
or coercive authorities. Rules cause behavior indirectly in two ways. First,
they define roles and identities—the “self” in “self-interest.” Second, they
provide reasons for acting in one way rather than another. That is, when
confronted with alternative courses of action, an actor weighs the various
rules that are implicated by the situation and chooses according to which
rules provide the most persuasive reasons.18

The argument so far does not banish self-interested behavior from the
social universe. Actors have goals, and prefer to be better off. But what it
means to be “better off” depends crucially on one’s roles, which are rooted
in social contexts, defined by rules. Rules, in other words, are logically prior
to self-interest. Rules thus establish the horizons for what people can imagine
as their interests and objectives; rules also delineate the range of legitimate
means for achieving those ends. People with genuinely autonomous utility
functions and those who ignore shared notions of acceptable means are either
hermits or psychopaths.

Finally, rules vary in numerous ways, but two key axes of variation for
my purposes are along the formal-informal dimension and the specific-
general dimension. Formal rules are codified in writing according to
institutionalized procedures. Treaties, charters, and constitutions all contain
formal rules. Informal rules are shared understandings, nowhere codified,
about what constitutes warranted conduct. Informal rules include the non-
use of mercenaries and, for a long period of time, the norm that treaties
should be observed (which was informal until codified in the Vienna
Gonvention).19 On the specific-general dimension, the most general rules
are those that constitute the actors, that is, that define roles (what is a
state) or membership (who can join the United Nations). General rules can
embrace broad categories of behavior (“States should promote free trade”).
In contrast, the most specific rules concern particular, narrowly defined
acts (as proscriptions, prescriptions, or permissions), like: “Do not conduct
nuclear tests in the open atmosphere.”

Rules and institutions

Rules do not stand alone; they are linked in clusters, or in other words,
institutions. In fact, I define institutions as rule structures. Ronald Jepperson
similarly defines institutions as socially constructed “program or rule
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systems.”20 Organizations are a subset of institutions. Organizations
comprise clusters of rules, but they are also composed of people.21 An
organization has members, an institution does not (despite common usage).
Though some international organizations (IOs) may serve largely as passive
bargaining forums, others are purposive, problem-solving entities.22 For
instance, international organizations like the World Health Organization
and the International Whaling Commission exist to solve jointly identified
problems. They may, by the way, be the sites of extensive interstate
bargaining and they may even enhance the efficiency of that bargaining.
But the organizations exist to solve common problemSj and bargaining is
simply part of the process by which lOs work (not necessarily their raison
d’être).

Some international organizations provide what Onuf calls “institutional
supports” for their rules (I will use the term “organizational supports” but
the idea is the same).23 At the heart of organizational supports are specific
kinds of rules. First, organizational supports generally include secondary rules
that specify how legitimate behavioral rules are to be produced and applied.
Second, organizational supports include formally constituted roles whose
inhabitants are authorized (the rules assign rights and duties) to monitor
compliance, interpret the rules in specific cases, resolve disputes, impose
sanctions on violators, and carry out the penalties. Raz calls these the “primary
organs” of an institutionalized normative system.24 In domestic society, these
roles are familiar: police officers, district attorneys, judges, prison wardens
(among others). Some IOs similarly (though not identically) constitute actors
whose role is to foster compliance with the behavioral rules. Some lOs
designate officials whose duties are to monitor conduct, interpret and apply
the rules in specific cases, reach determinations as to actors’ conformity with
the rules, signal violations (or certify compliance), and sometimes even impose
penalties.

The European Union is probably the most dramatic example of an
international institution with well-developed organizational supports. The
Commission of the EC has substantial independent powers, including authority
to review and overrule state subsidies to industry, to investigate companies
suspected of anti-competitive practices (price-fixing, cartels), to impose fines
on firms found to have violated the competition rules, to vet proposed
company mergers and impose conditions or disallow them, to take countries
to the European Court of Justice for failure to implement Community law,
and more. The Commission can in addition act as a policy entrepreneur,
offering proposals and mobilizing coalitions.25 Equally significant, the
European Court of Justice (ECJ) has created for itself powers of judicial review.
In addition to adjudicating disputes between EU organizations or between
them and member states, the ECJ has broad power to interpret and apply EU
law in cases referred from national courts. It can hold national governments
liable for their failure to implement properly EU legislation, and its decisions
are enforced by national courts.26 These formal organizational supports for
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its rules distinguish the EU from almost all other international institutions,
leading some analysts to conclude that the EU is not an international institution
but rather a decentralized or “multi-level” polity. The difficulty in classifying
the EU disappears if we think of all political systems as rule clusters (or sets
of linked rule clusters).

In this perspective, international society and national states are not different
in kind, but only in degree (of formalization and specificity of the rules, and
of organizational supports for them). States are highly formalized (codified)
rule systems with a high degree of behavioral specificity and full-fledged
organizational supports. International institutions tend to have low levels of
formalization, specificity, and organizational supports, though there is
considerable variation. Since rules vary along two dimensions (formal-
informal, specific-general), we can also classify international institutions
according to the character of the rules that define them. We can place a
cluster of rules (an institution) governing a set of behaviors with respect to
both dimensions, yielding the two-by-two matrix shown in Figure 1. The
figure illustrates a typology of international institutions. Though it shows
discrete boxes for clarity of exposition, the dimensions are actually continuous
ranges capable of situating institutions at various points between the poles.

Institutions that are general but formalized—in treaties, charters, and
conventions—I call orders, since they concern primarily broad frameworks
for regulating relations. In other words, orders are primarily rules about rules,
governing membership, franchise and decision-making procedures. Examples
include the Concert of Europe and the United Nations system. Note that
orders can include subordinate clusters of rules that are more specific; the
UN, for example, establishes a general order but also includes specific agencies
like the UN Environmental Program or the Food and Agriculture Organization
(FAO). Specific and informal institutions have rules for specific sets of
behaviors, but the rules are uncodified. I call them tacit regimes. Tacit rules

Figure 1 A typology of international institutions, with examples
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generate weaker commitments than formal rules and are more contested, yet
they are recognized as rules (albeit with lesser weight or legitimacy) by those
participating in the institutions. Decolonization, spheres of influence, and
nuclear deterrence are examples.

Specific and formal institutions are problem-solving organizations
established to address quite narrowly defined sets of problems. Specific, formal
institutions will also include more finely-grained behavioral prescriptions,
proscriptions, and permissions. The specificity and formality dimensions also
generate expectations as to the extent of organizational supports in institutions.
General, informal institutions would likely have minimal or no organizational
supports for compliance. Specific, formal institutions could vary considerably
in the degree to which they possess them, but institutions with highly developed
organizational supports will cluster in the southeast corner of the specificity/
formality plane.

Rule structures and international politics

I have suggested that international relations—like all social life—are
pervasively rule-guided. Since rules are linked to each other in institutions,
and institutions are linked to broader institutions, there are complex structures
of rules that shape international politics. In principle, then, one could map
the rule structures that shape international politics. Scholars have in recent
years undertaken a number of useful studies of the historical development of
specific international rules (usually called “norms”);27 what remains is the
larger task of linking rules into clusters and to larger rule structures. In this
section I outline one way of approaching that task.

I suggest that there are four basic rule complexes that constitute
international society: technical rules, system rules, state rules, and liberal
rules. The logic supporting the selection of these four rule structures is that
they cover four essential levels of analysis in the international social realm:
the natural world, the international system, states, and individuals.

Technical rules guide how people (individually and in groups) relate to the
natural world, the broadest or most inclusive level of analysis. The complex
of technical rules is a system for validating knowledge and action, based on
positivism and scientific methods. It grew out of Western rationalism and the
scientific revolutions that began in the fifteenth century and continues to
unfold in the twentieth. Technical rules demystify nature and social relations.
That is, the material and social realms are no longer seen as expressions of
the supernatural or divine. Instead, the universe works according to
impersonal, material laws that are, in principle, discoverable through the
methods of science. Scientifically generated knowledge thus holds privileged
status. This is not to say that technical rules, or scientific knowledge, displace
politics, only that they establish norms for how protagonists must frame
their arguments and claims. Peter Haas (this volume) directly addresses the
process by which ideas become institutionalized and thus shape political action.
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Scientific epistemology in turn legitimates a “technical” approach to solving
problems. In the face of misfortune (floods, epidemics, recessions, gang
violence), we seek not to placate the gods but to discover the causes. As it has
been constructed, science allows people to uncover causal relations and general
laws; solving material or social problems means intervening at the proper
point in the causal chain. The basic rules of technical rationality have become
so universal that they shape everyday thinking as well as specific collective
enterprises (fixing a refrigerator, saving the ozone layer, promoting Third
World development). Given the impressive successes of scientific-technical
rationality in a number of domains (medicine, agriculture, information
technologies, and so on), and the dominance of Western education, it is no
surprise that the technical rule complex has covered essentially the entire
world; there are no substantial alternatives to scientific rules of knowledge
and technical problem solving (even confessional regimes want scientific-
technical industries and militaries).28

International system rules cover relations among the actors in international
relations. The basic principle anchoring this complex of rules is the equality
of sovereign states. The system rules thus recognize states as the basic units
and provide standards of conduct for their dealings with each other and with
other (non-state) actors. The system rules developed gradually, from before
the Peace of Westphalia (which represented a formal and collective recognition
of a rule of exclusive internal jurisdiction) through the Vienna Convention
on the Law of Treaties, and beyond. This complex includes the basic rule
that treaties should be obeyed, as well as the rules that govern diplomatic
practices.

State rules constitute the internal institutions and structures of states, the
dominant political units of the modern era. State rules are not the only
normative structures within any given territorial space; there are diverse and
overlapping political and cultural rule systems in every state. Nevertheless,
states possess the most elaborate and formal of rule structures, as well as the
most thoroughly developed organizational supports (in the form of
educational, regulatory, investigative, policing, judicial, and penal agencies).
The Weberian conception of states as possessing a legitimate monopoly of
coercive force within their borders is reasonable as an ideal type, one that
also allows us to recognize divergent cases where the supremacy of the state’s
rules is diminished by internal fragmentation (ex-Yugoslavia, Afghanistan)
or supra-national authority (the European Union). International system rules
create space for states as rule structures, by recognizing states as the dominant
actors in international society. Indeed, to be recognized in the international
arena, an entity must in fact be a rule structure that resembles the ideal-
typical state—having effective “rule” within a given territory. Meyer and his
collaborators take this idea a step further, arguing that “world society” not
only legitimates nation-states as the primary international actor but also
provides models for the institutional forms and purposes of states.29 States in
turn support the international system rules by sustaining the larger rule
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complexes (treaties, organizations, diplomatic practices) that validate states.
The interaction between international system rules and state rules is a perfect
instance of co-constitution.30

Liberal rules enshrine the individual as the basic unit of, and ultimate
value in, the social world. Liberal rules, growing out of Enlightenment
thought, posit the inherent worth, dignity, and freedom of the individual.
They define a panoply of individual political and civil rights. Economic
freedoms (the rights associated with ownership and control of private
property) similarly derive from fundamental liberal values (Locke). Markets
are founded on the notion of freely exchanging, autonomous individuals
who have exclusive control over their own property. The massive rule systems
that have developed to guarantee property rights, market competition, and
free trade, all trace back to basic notions of individual freedom and rights
(with economic theories attaching a supplementary, pseudo-scientific
justification on the grounds of “efficiency”). Later formulations of basic
rights include additional economic rights (the right to a basic standard of
living, for instance). Group rights (assembly, collective bargaining, and self-
determination, for examples) derive from individual rights and in fact exist
to protect individuals in the exercise of their fundamental rights. The
development of liberal ideals and rules was driven in large part by the desire
to fix boundaries to the extraordinary degree of agency accorded to states
as rule structures. In theory, if not usually in practice, the prerogatives of
monarchs had been absolute; the liberal revolutions delimited state powers
by grounding them not in the divine right of kings but in the natural,
inalienable rights of people.31

Whereas state-system rules cover the entire globe, in that all states
participate in international relations on terms established by the rules of
sovereignty and diplomatic practice, the liberal rule structure has more uneven
coverage. Liberal ideals emerged in Europe and have taken root most deeply
in European societies and in countries culturally and historically closely linked
to them (North America, Oceania). Colonialism carried European liberal
ideas to most of the rest of the world, but the degree to which they became
embedded and institutionalized in colonial possessions varies somewhat.
Liberal rules have thus become established in Asia, Africa, and Latin America
only partially and unevenly. Consequently, the meaning of liberal categories
and rules can vary across regions, as evidenced by recurring assertions that
“human rights” and “democracy” mean something different in Singapore or
Malaysia than they do in “the West.”

The gradual encroachment of liberal rules upon international system rules
has, in a sense, charted the evolution of international relations. For instance,
state sovereignty rules initially granted almost unlimited latitude to rulers in
the initiation and conduct of war. Liberal rules have slowly eroded and
delimited the war prerogatives, restricting the conditions under which states
could legitimately turn to war as well as the methods by which they could
conduct the fighting. Norms of intervention in cases of extreme human rights
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violations or genocide have begun to erode the rule of exclusive internal
sovereignty.32 And some of the thorniest issues for the near future in
international politics deal precisely with the tension between international
system rules and liberal rules: China’s integration into international economic
institutions will likely continue to run up against the question of domestic
human rights. Ethnic violence within states will provoke calls for international
intervention, again pitting liberal rules against sovereignty rules. More
generally, the evolution of normative structures, and the resulting tensions
between different rule complexes, may be one of the fundamental forces
driving international change.

The four basic rule structures thus define the fundamental elements of
modern international society. They govern its basic categories of relationships
(state-state, state-individual, individual-individual, and relations between
people and the natural world). Other elements of these rule structures have
emerged or accreted over time, linked by a justifying discourse to the basic
rules. The four basic rule structures are general and informal (at least initially,
the UN Charter having formalized some of the basic rules of state society as
well as some liberal rules relating to human rights).

Dynamism and change

The notion of rule structures might create an impression of fixity. But, in
fact, rule change is constant. Change occurs through a ceaseless interaction
between rules and practice. What connects rules to practice, and ensures that
they evolve together, is the dialogue among actors concerning both the meaning
of the rules and the meaning of behaviors. My approach emphatically does
not argue that only “texts” exist. Rather, I hold that there are observable
behaviors (including speech), but that their significance depends on the
principled discussions that occur among actors. Those discussions (or
“discourses” or “dialogues”) begin with existing rules, but inevitably produce
change in the rules. That is, normative and institutional innovations cannot
be conjured up out of thin air; they always refer to pre-existing rules and
emerge out of the dialogues that actions engender.

I argued earlier that social behavior is rule-guided. This does not mean
that the process of linking rules to situations yields unambiguous behavioral
directions. Consequently, it is pointless to think of behaviors as falling neatly
into the dichotomous categories of “compliance” and “non-compliance.”
Instead, what matters is the social process by which actors attempt to persuade
others that the actions in question did (or did not) constitute warranted
behavior. A consensus that a specific act violated rules, instead of establishing
the inefficacy of the rules, reaffirms their relevance. Failure to achieve
consensus regarding the justifiability of a specific act implies that the meaning
of the rules is ambiguous or contested. One actor explains and rationalizes
its conduct, perhaps casting it as a justifiable exception to the rules; others
respond, criticize, exculpate, or condemn.
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Of course, international society is not a debating society, in which those
actors with the best arguments and the greatest persuasive skills prevail.
Indeed, actors bring to bear both persuasive reasons and material resources.
Those with the resources can bribe or compel others to assent to their
arguments and interpretations. Thus powerful actors win more arguments
than weak ones, as when the British Navy enforced the abolition of the slave
trade. But that is not to say that capabilities (or power, or resources) explain
everything, for not even the most powerful actors can remove themselves
from the webs of rules that define “actorhood” and establish the bounds of
the thinkable. Rather, the purposes on behalf of which actors exercise power
are shaped by the rules that define roles, interests, and even how to count
gains and losses. In other words, power cannot be separated from purpose,
and purpose is dependent on socially constructed roles and values.
Furthermore, even powerful actors seek to justify their actions. In doing so
they can only deploy the categories and normative principles that are available
in the existing structures of rules.

What makes the process dynamic is that in the process of dialogue, actors
interpret, apply, clarify, and thus modify the rules. The meaning of the rules,
and sometimes new rules, emerge from the dialogue. The modified rules then
provide reasons for subsequent behaviors; the interpretations from an early
discourse shape the terms of later ones. Actors acquire from the dialogues a
sense of what range of behaviors can be justified. The new round of action
and dialogue again modifies the rules, and the process continues as a cycle.33

In a sense, then, rules come from rules.34 Figure 2 is a schematic representation
of this dynamic process. Behaviors generate dialogues about the rules, which
modify the rules, which in turn provide reasons for subsequent behaviors
and discourses, and so on.

Figure 2 Dynamic relations among rules, actions, and discourses
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Globalization and the evolution of rules

I have argued that rule structures, or institutions, are a fundamental and
pervasive feature of international relations. Rules provide the context in which
actors conceive of their interests and delineate ranges of justifiable action in
pursuit of those interests. Rules, then, must be central to any notion of
governance. Indeed, I would propose the following as a workable definition:
governance is the process by which rules are generated. Governance thus
defined can include both formal organizations that authoritatively establish
and enforce rules, as well as patterned social interactions that produce shared
rules without the formal structures of government.35 The emergence of rule
structures, or institutions, is the manifestation of governance.

One powerful question animating this volume is how economic
globalization affects international governance. Building on contemporary
integration theory, I derive specific propositions concerning the relationship
between globalization and governance. The key insight was developed with
reference to the European Union, but it is easily generalizable.36 Globalization,
defined as a set of processes leading to the integration of intermediate, factor,
and product markets across geographical boundaries,37 implies rising levels
of communication and exchange across national borders. Those involved in
these increasingly dense cross-border interactions experience a need for new,
and more specific, rules to govern relationships that are outside the familiar
and highly structured context of domestic law. For those involved in cross-
border interactions (trade, finance, investment, multinational production,
distribution, and so on), separate national legal regimes can cast up a variety
of obstacles to potentially profitable transnational exchange. In the absence
of a transnational or supra-national framework of rules, cross-border
transactions are disadvantaged relative to domestic exchange (of course, this
is precisely the objective of many national rules). As national markets integrate,
cross-border transactions and communications increase, and so therefore does
the societal demand for trans- or supra-national rules. Governments can
respond to this demand by creating or extending international organizations
and rules, or private actors can agree on common standards and procedures
without governmental involvement. Of course, governments can resist or
obstruct market integration and the associated demand for transnational rules,
but only at a cost to cross-border transactors and possibly to the national
economy as a whole.38

My first proposition is therefore that globalization leads to the
expansion of transnational rules. Rule structures will develop where actors
need them to guide their relations. This is, to be clear, not a prediction
that globalization will lead to the expansion of formal international regimes
and international law.

A second proposition is that the rules that emerge in response to
globalization will be elaborations of, or modeled after, existing rules. New
rules cannot be created out of nothing. Indeed, as I have argued above, rule
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structures provide the necessary social context in which interactions, normative
discourses, and rule making can occur. In one sense, rule structures
continuously generate new rules: behavior triggers discourses that inevitably
reinterpret or modify the rules. Even when groups of actors consciously set
out to create formal organizations or rules (treaties, conventions, charters),
they work with the materials at hand, namely, existing organizations and
rules. A powerful actor can sometimes impose its own forms as models for
international institutions. But institutional design can also be a process
whereby collectivities pattern new institutions on those most widely seen to
be successful or appropriate.39

As rule structures become increasingly articulated, they begin to sustain
normative discourses that define and redefine the meaning of the rules, and
thus the bounds of warranted behavior. The most articulated rule systems
have formal, written rules (law), along with specific organizations charged
with maintaining the rule system itself (legislatures, courts, police). As rule
systems become more elaborate they start to resemble legal systems, with an
accompanying tendency toward formalization. A third proposition is therefore
that if globalization continues, some transnational rule systems will become
increasingly formalized and will gradually develop specific organizations for
managing the rules and resolving disputes.

A caveat is in order regarding these propositions. The term “globalization”
sometimes, and misleadingly, suggests worldwide uniformity in the expansion
of cross-border exchange. In practice, “globalization” means increasing
exchange among certain actors, or among some countries, or within some
regions. As a result, emerging rule structures will not be global in their
coverage. On the contrary: transnational rules will develop where the growth
of transnational interactions is most pronounced. Transnational rule making
(governance) will shadow rising levels of exchange, producing highly
variegated, overlapping rule structures of different kinds and at different levels.
Some rule structures will develop within geographic regions (the EU), or among
non-contiguous sets of countries (e.g., the OECD). Others will emerge among
sub-state units (along the Rhine river, for example, or among the US and
Mexican border states) or private actors (international commercial
arbitration). Some rule structures will be oriented toward a set of actors and
their relations, but others will be defined with respect to specific issues or
problems.40 The following empirical examples lend substance to the
propositions. Each of the mini-cases examines the emergence of rules tied to
market integration.

The European Union

The point of examining the European Union (EU) is not that other regions or
the rest of the world are going to follow the path of the EU, toward formal
rules and supra-national organizations. Indeed, the experience of the EU is
unlikely to be duplicated elsewhere. What distinguish the EU are the clarity
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and formalization of its rules (the Treaty of Rome and its amendments,
legislation, and decisions of the European Court of Justice) and the degree of
autonomy possessed by its supra-national organizations (especially the
Commission and the ECJ). The initial establishment of such institutions is a
hurdle of immense proportions. The founding of the EC was an extraordinary
response to Europe’s descent into the abyss of two twentieth-century wars; it
is difficult to envision similar moments of genesis elsewhere. However, the
evolution of the European Union demonstrates both the transaction-driven
development of supra-national rules and the way existing institutions structure
the evolution of governance.

The European Community began life as a treaty, an agreement among
six sovereign states. The last forty years have witnessed the remarkable
transformation of the EC from an interstate bargain into a quasi-federal
polity. During that period, governance—the capacity to make rules—has
shifted from the national to the EC level in multiple policy domains. One of
the most intractable analytical problems in the study of the EC has been to
explain why governance has shifted faster and farther in some policy areas
than in others. Recent theoretical work, confirmed by empirical research,
offers an answer to that question. Alec Stone Sweet and Wayne Sandholtz
have hypothesized that “rising levels of transnational exchange trigger
processes that generate movement toward increased supra-national
governance” in the EC.41

The argument is quite straightforward: increasing levels of cross-border
transactions and communications by societal actors will increase the perceived
need for European-level rules and dispute resolution. Separate national legal
regimes (customs and other border controls, differing technical standards,
divergent health and environmental regulations, distinct systems of commercial
law, diverse national currencies, and so on) constitute a major barrier for
those who wish to engage in exchanges across borders. Transactors can exert
pro-integration pressure on their own governments, but when these are
reticent, transactors can access supra-national arenas dominated by the
Commission and the European Court of Justice. National governments and
EC organizations respond to these demands by expanding the reach of supra-
national rules. The institutional structure of the EC shapes the processes by
which pressure for integration gets translated into policy outcomes. That is,
the Treaty of Rome, plus subsequent legislation and ECJ decisions, delineate
the legal bases with which actors can frame and justify their claims, as well
as the organizational sites for registering them.

Detailed empirical research, involving both aggregate data and process-
tracing case studies, supports these propositions. Space limitations permit
only a brief summary of some of the results. The European Court of Justice,
through a series of decisions in the 1960s, converted the Treaty of Rome into
a constitution for the EC.42 Alec Stone Sweet and James Caporaso have found
that after the constitutionalization by the ECJ, cross-national exchange,
transnational judicial activity, and supra-national rule making rose steadily.
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Actors seeking to reduce obstacles to cross-border exchange litigate against
national barriers (or national failures properly to implement EC law). National
courts refer these cases to the ECJ, which systematically extends, and facilitates
the production of, EC rules.43

Telecommunications is a domain where policy making has migrated to the
supra-national level. By the 1980s, Europe’s fragmentation into national
telecommunications monopolies was increasingly costly to a variety of actors
who depended on reliable, advanced telecommunications facilities spanning
national borders. European businesses, plus telecoms equipment makers and
suppliers of new services and infrastructures, became ready allies of the
Commission when it undertook to create a liberalized EC telecoms market.
Governments resisted, but found that ECJ rulings and the Commission’s use
of Article 90 directives (that do not require member-state approval) severely
curtailed their ability to prevent telecoms liberalization and rule making at
the EG-level.44 The liberalization of the European airline industry offers a
remarkably similar account. At a time of sustained increase in airline passenger
and freight traffic, supra-national organizations, in complicity with business
and consumer groups, were gradually able to overcome the resistance of
governments that had been hostile to deregulation. Once removed from
national control, reregulation—at the European level—proceeded.45 In
contrast, areas with minimal cross-border transactions at the societal level
(e.g., foreign policy) show little or no movement toward supra-national rule
making.

In sum, the relative intensity of transnational exchange across policy
domains explains their differential movement toward supra-national
governance. The existing institutional structure (rules and organizations)
decisively shapes the process of creating supra-national rules.

The WTO

Students of the international trade regime—GATT, now the WTO—refer to
its “judicialization,” by which they mean its evolution into a formalized system
of dispute resolution.46 What began as an improvised, ad hoc process under
GATT now looks like a court system. GATT was initially a loose assembly of
diplomats who did not view GATT as an international organization and who
resisted any form of legalism in resolving disputes. In fact, the diplomats
took care to ensure that lawyers were not involved in GATT’s decision-making
organs. The purpose of the panel system, in place by 1955, was not to
adjudicate between disputants. Instead, the panel system was designed to
encourage negotiated settlements acceptable to all parties. Because the panels
operated on the basis of consensus, either disputant could prevent the creation
of a panel, reject proposed panel members, obstruct the panel’s work, or veto
a panel’s ruling.

The panel system fell into disuse during the 1960s, but the period after
1970 saw both its revival and its judicialization. The United States led the
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way, by lodging the complaints that ended the moribund phase of GATT
dispute resolution. Furthermore, the United States initiated the use of legal
techniques that contributed to the judicialization of GATT: rather than sending
diplomats to negotiate, the US sent lawyers to litigate. The American trade
lawyers filed long, detailed complaints and followed up with a full panoply
of legal arguments and tactics. This behavior elicited two important kinds of
responses. First, GATT panels began to issue longer, more tightly argued
decisions, and they began to employ other panel decisions as case law
(precedent). In other words, the panels started to act like courts. Second,
other GATT parties (e.g., the European Community and Japan) began to
send in the lawyers. The Geneva offices of many GATT members included,
by the early 1980s, a permanent legal staff. GATT members thus began to
treat the panel system like litigation. By the end of the decade, GATT case
law had expanded and clarified the quasi-judicial role of the panels.

The Final Act of the Uruguay Round, signed in 1993, created the World
Trade Organization and established a formal system of adjudication. In
contrast with the old GATT system, the new one is compulsory. The convening
of a panel is now automatic upon receipt of a complaint. There are deadlines
fixed for each major step in the process. Member states cannot exercise a
veto at any point. If a party to a dispute is dissatisfied with a panel decision,
it can appeal to the independent Standing Appellate Body, whose ruling is
final. The Act also provides for a broader range of sanctions than existed
previously. The new dispute resolution procedures seem to be meeting a
demand: in the first twenty months of its existence, the WTO received fifty-
one complaints from member states, as compared to 196 cases brought to
GATT in nearly fifty years.47

The steadily rising volume of world trade, coupled with the perceived
inadequacies of the GATT dispute resolution mechanism, helped create the
impetus for the WTO’s more formal, more judicialized system. The WTO
case thus demonstrates expansion of rules (as panel decisions acquire the
force of case law), borrowing from existing institutions (GATT case law and
the use of panels), and increasing formalization.

Transnational business contracts

As companies engage in international activities—investment, trade,
franchising, joint ventures, and so on—they enter into contracts with firms
(and sometimes governments) from other national jurisdictions. One vexing
problem with such transnational contracts centers on the question, “Under
what legal jurisdiction will any disputes over the terms of the contract be
settled?” International private law developed a body of principles designed
to select the appropriate legal system for a specific dispute. The “conflicts of
law” norms produce answers to jurisdictional questions, but they have also
generated considerable concern owing to the “palpable inconveniences that
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continue to arise when transnational business disputes must be resolved by
national courts applying national law.”48

In response to the inconveniences posed by national jurisdictions over
transnational contracts, global contracting practices and rules have begun to
emerge. The globalization of contracting practices and principles has
proceeded along two dimensions: formal attempts to codify international
rules, and the “spread to the rest of the world of the American style of long,
detailed contract concocted by large law firms for a very high fee.”49 Post-
war efforts to establish uniform transnational contracting law began with
the Uniform Sales Law of the Hague (1964), to which Western European
countries adhered. Subsequent projects have included the United Nations
Convention on the Contracts for the International Sale of Goods (1980) and
the 1986 Hague Convention on the Law Applicable to Contracts for the
International Sale of Goods. The United Nations Commission on International
Trade Law has generated a Legal Guide on Drawing up International
Contracts for the Construction of Industrial Works, and a Model Law on
International Commercial Arbitration. Private groups have prepared various
model laws for international contracting in more narrowly specialized sectors,
like civil engineering. So far, these documents do not create genuinely supra-
national jurisdictions, but rather offer templates that states may choose to
incorporate into their domestic law or private parties may build into their
contracts.

A possibly more fundamental change in international contracting has
involved the spread of American business contracting practices to much of
the world, creating a de facto global standard. Contracts between large
companies in the United States are long and detailed, as they attempt to
foresee potential future contingencies and questions. The diffusion of American
practices could occur in two ways. As US companies moved into other parts
of the world, they demanded contracting in the mode that they knew, thus
imposing American practices on foreign firms. Or, as businesses of every
nationality expanded their transnational activities, they confronted the same
kinds of problems that in previous periods had driven the development of
American-style contracting. It was relatively easy, then, to adopt the American
model that was at hand. Shapiro illustrates these arguments by recounting
the spread of American practices in international franchising contracts and
mineral development contracts.50

International commercial arbitration

Parallel with the movement toward the internationalization of the American
style of business contracting has been the development of international
commercial arbitration, again with the ascendance of American practices.
Arbitration is a consensual procedure, in which the parties to a dispute avoid
national legal systems by agreeing to submit their conflict to an arbitrator (or
panel of arbitrators). The role of the arbitrator can vary, from being a mediator
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who encourages the two sides to reach agreement, to acting like a quasi-
judge who issues a decision. Yves Dezalay and Bryant Garth, in their
comprehensive study of international commercial arbitration, note that the
numbers of arbitration centers, professional arbitrators, and disputes
submitted have all grown dramatically since the 1970s.51 The demand for
arbitration grew with the expansion of transnational business activity, but
received an additional impetus from the growth of the Eurocurrency markets,
the rise of OPEC (oil nationalizations, concessions, and petro-dollars), and
the expansion of large engineering projects, especially in developing countries.
Before the boom in arbitration, the field was dominated by a small club of
“grand old men” centered on the International Chamber of Commerce (ICC)
in Paris. The ICC both promoted arbitration as a means of resolving
transnational business disputes and provided minimal organizational
infrastructure. The grand old men were, and are, generally senior European
law professors and judges who render decisions on the basis of accumulated
experience and wisdom. The growing demand for arbitration in the 1980s
overwhelmed the ICC’s limited structures and opened the door to outsiders
who could compete with the grand old men.

Through that door entered a new kind of player—the legal technocrat,
generally based in one of the major Anglo-American law firms. Instead of
general wisdom, the technocrats offered “specialization and technical
competence.”52 They introduced into arbitration procedures techniques
borrowed straight from US or British adversarial litigation. Whereas in the
Paris club the role of counsel was to assist the arbitrator in finding an
appropriate solution, the role of the technocrats was to attack. Whereas a
relative handful of the most established continental arbitrators could invoke
principles of lex mercatoria in resolving disputes, the new litigators insisted
on carefully explicated legal reasoning and attention to evidence.53 Into
arbitration they imported an emphasis on questions of fact and discovery,
procedural tactics (motions, objections, delays), references to precedents, and
a demand for decisions based on careful legal reasoning. The ICC has leaned
toward the Anglo-American litigators, increasing its permanent staff and
taking on a more technical role in the management of arbitration procedures.
In the competition for business and legitimacy, the technocrats have been in
the ascendant, transforming arbitration into a more formalized and routinized
process that increasingly resembles American-style litigation.

Conclusions

Rules are the fundamental units of social structure. Linked together into
larger complexes, or institutions, rules provide the framework with reference
to which people define their interests, objectives, and strategies. This essay
outlines a rule-based approach to the study of international governance,
which I define as the process by which transnational rules are generated. I
have suggested four basic rule structures in world politics, which in turn
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underpin a wide variety of international regimes and organizations. I have
also argued that the rule structures are not fixed but in constant evolution.
Rules evolve through a dynamic process that is, in essence, a feedback loop.
Rules express shared conceptions of what constitutes warranted behavior
in a given set of circumstances. Actors pursue what they take to be their
interests, in that rule context. But there are inevitable ambiguities, or
disagreements, about what actions the rules justify. Behaviors always,
therefore, generate discourses about the meaning of the actions and the
meaning of the rules. Repeated rounds of action and discourse reinterpret
and thus modify the rules, which in turn shape subsequent behaviors and
ground subsequent discourses.

In order to understand the impact of globalization (defined as market
integration) on governance (or the generation of rules), I examined the impact
of increasing cross-border interactions on rule structures. I offered three
propositions: (1) that rising levels of transnational exchange lead to the
expansion of transnational rules, public or private, formal or informal; (2)
that the rules that emerge in response to globalization will be elaborations
of, or modeled after, existing rules; and (3) that some transnational rule systems
will become increasingly formalized and will gradually develop specific
organizations for managing the rules and resolving disputes.

The empirical accounts illustrate the relationships I proposed, and others
could be cited. Ethan Kapstein has documented the emergence of international
capital adequacy standards for banks.54 Security and bond rating agencies
(notably American ones, like Moody’s and Standard and Poor’s) have
developed as a private system of regulating access to capital, creating de
facto international standards of financial worthiness.55

More specifically, with respect to the first proposition, the development of
the European Union and of the WTO demonstrate the expansion of rules,
triggered by rising levels of cross-border exchange. EU legislation and decisions
of the European Court of Justice have generated new rules that respond,
broadly, to the needs of persons engaged in cross-border transactions. The
judicialization of the GATT/WTO has also been driven by increasing trade
and the corresponding need for more efficient means of resolving disputes;
panel decisions have become a body of case law, thus expanding the rules of
international trade. We also observe the generation of new rules to guide
international contracting and arbitration, again in response to the rise in
transnational business activity.

The EU and the WTO also illustrate the proposition that new rules evolve
out of existing ones. In both cases, new rules (whether legislative or judicial)
clearly took shape in the legal context established by the respective founding
documents. The contracting and arbitration cases may be even more suggestive
with regard to this proposition, since neither domain possessed a basic charter.
American practices infused the emerging international contracting rules and
arbitration procedures.

Finally, all four cases display a trend toward increasing formalization. In
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each, the rule systems have become more elaborate and dense. As the rule
structures become increasingly articulated, they begin to sustain normative
discourses that define and redefine the meaning of the rules—that is, they
start to resemble systems of law. The European Court of Justice converted
the Treaty of Rome into a constitution for the EC, and then established the
supremacy of EC law over national laws. Subsequently, a supra-national legal
system developed, involving the ECJ, national courts, national governments,
and private parties. The WTO now possesses a highly formalized, quasi-
judicial dispute resolution mechanism. International contracts have become
increasingly detailed and legalistic in the American style. And commercial
arbitration is now based less on the wisdom of distinguished individuals and
more on techniques and tactics from Anglo-American litigation.

Globalization is a bit of a misnomer, since there is little in it that is truly
global. Transnational market integration proceeds unevenly and partially.
But where market integration advances, the level of cross-border interactions
will rise, and so therefore will efforts to construct transnational rules.

Notes

1 I am grateful to Global Peace and Conflict Studies at the University of California,
Irvine, for supporting this research. I also thank the participants in this project
for constructive comments; Peter Haas, Jeffrey Hart, and Aseem Prakash were
especially helpful.

2 On this argument see Jepperson 1991, 157.
3 On increasing international social complexity and its consequences for governance,

see also Cerny’s contribution to this volume.
4 Bull 1977; Bull and Watson 1984. For a recent assessment of the relationship

between the “English school” and “American” international relations scholarship,
see Buzan 1993.

5 Prakash and Hart, “Introduction,” in this volume, p.3.
6 E.g.,Williamson 1975.
7 For a more complete critique of the transaction-cost approach, see Sandholtz 1997.
8 On the social construction of markets, see Fligstein 1992 and 1996; Granovetter

1992; Dobbin 1993; DiMaggio 1994; and Hamilton 1994.
9 Lake 1996.

10 See Schwartz 1998.
11 McGinnis, this volume. McGinnis also argues that systems of governance must

therefore also include mechanisms for redistribution and reform that raise
transaction costs but meet social expectations (norms).

12 Lake’s remark (this volume) that one need not “observe gravity to verify its
existence” is misleading. Gravity is the law posited; one verifies it by examining
the behavior of observable objects. The analog to gravity in Lake’s theory is not
transaction or information costs, but rather the law to the effect that actors will
choose among options so as to maximize expected utility. The costs are not the
law, but rather the means of verifying it (by showing that actors minimize costs).
Costs in Lake’s theory are analogous to variables like “mass” or “distance” in
physics—they need to be observable.

13 Arrow 1992, 63.
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14 See Onuf 1989 and 1996; Wendt 1987; and Dessler 1989.
15 Onuf 1994, 7. See alsoOnuf 1989.
16 My definition is close to that of Nicholas Onuf, who has worked to clarify the

theoretical deployment of rules. Onuf defines rules as statements that “describe
some class of actions and indicate whether these actions constitute warranted conduct
on the part of those to whom these rules are addressed.” See Onuf 1996, 9.

17 For a more extended argument, see Sandholtz 1998b.
18 See Raz 1975, chap. 2; Kratochwil 1989, 27 and 33.
19 On the former, see Thomson 1990.
20 Jepperson 1991, 149 and 157 Other institutionalists who also see rules as the

essence of institutions (but whose theoretical work diverges in other respects)
include North 1990, 3 and 6; and Meyer et al. 1987, 12.

21 See North 1990, 5.
22 See Haas 1990, 17–18.
23 Onuf 1989, 136–40; see also Raz 1975, chap. 4.
24 Raz 1975, 135–6.
25 See Sandholtz 1996.
26 There is a growing body of research on the role of the ECJ. See Shapiro 1992,

123–7; Weiler 1994; and Stone 1995.
27 See for example: Walzer 1977; Ray 1989; Thomson 1990; Nadelmann 1990;

Klotz 1995; Jackson 1993; and Finnemore 1996.
28 In Ernst Haas’ formulation, scientific reasoning has diffused sufficiently to create a

“universal problem-solving technique.” See Haas 1997, 1. Meyer and his co-authors
similarly note that the idea of salvation through the church “has been replaced by
the belief among almost all elites that salvation lies in rationalized structures
grounded in scientific and technical knowledge.” See Meyer, et al. 1997, 174.

29 Meyer, et al. 1997.
30 I owe this point to Nicholas Onuf.
31 Bendix 1978.
32 Reed and Kaysen 1993.
33 See Stone Sweet forthcoming.
34 See Klotz 1995; Onuf n.d.
35 I thus agree with Lake (this volume) that a range of types of governance is possible,

from anarchic to hierarchic.
36 The argument that follows builds on Stone Sweet and Sandholtz 1998.
37 Prakash and Hart, “Introduction,” in this volume, p.3.
38 See Mattli 1996.
39 For an argument regarding fitness in a given institutional population, see Weber

1994.
40 I am thus in general agreement with other contributors to his volume regarding the

institutional forms of the emerging international system. I would expect the kind of
institutional pluralism that Kobrin (this volume) has evoked, with overlapping
jurisdictions, multiple loyalties, and the blurring of geographical borders, authority,
and the public-private distinction. Though he takes a different path, McGinnis
similarly foresees “a complex mixture of sectors in which national governments,
firms, IGOs, and NGOs all provide governance services in many different
combinations” (this volume). Cerny (this volume) also expects globalization to
lead to cross-cutting, differentiated, multi-layered forms of governance.

41 This section draws on Stone Sweet and Sandholtz 1998.
42 On the constitutionalization of the Treaty, see Stein 1981; Weiler 1991; Burley

and Mattli 1993.
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43 Stone Sweet and Caporaso 1998.
44 Sandholtz 1998a.
45 O’Reilly and Stone Sweet 1998.
46 Note, for instance the titles of the following articles, on which this section is

largely based: Stone Sweet 1997; Hudec 1992.
47 See Financial Times, 8 August 1996, 6.
48 Shapiro 1996, 4.
49 Shapiro 1996, 7.
50 Shapiro 1996, 24–32.
51 This section relies on Dezalay and Garth 1995 and 1996.
52 Dezalay and Garth 1995, 37.
53 Lex mercatoria in medieval times was a set of customary legal principles, used by

merchants (sometimes in their own private tribunals) to supplement the patchy
commercial law of states. Though there were some basic rules, much of the lex
mercatoria consisted of local practices, and it was never codified. With the
ascendance of states as the exclusive sources of commercial law, lex mercatoria
passed into obscurity. Though some modern continental scholars have attempted
to revive it as a genuine international commercial law and though some arbitrators
refer to it, lex mercatoria is insufficiently precise and clear to suit the Anglo-
American-style litigators and their clients, whose style of arbitration is in the
ascendant. Though lex mercatoria is therefore part of private international
commercial dispute resolution, it is not the driving force.

54 Kapstein 1992.
55 SeeSinclair 1993.
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4 Social constructivism and
the evolution of multilateral
environmental governance

Peter M.Haas*

Economic globalization creates transboundary and global environmental
externalities. A system of multilateral international environmental governance
has evolved over the last twenty-five years as the international community
has attempted to address the ecological externalities of economic globalization.
Most observers of the 1972 United Nations Conference on the Human
Environment (UNCHE), when the international community first
acknowledged the urgency of dealing with global environmental threats, were
skeptical that effective governance could be established for such issues. Yet
governments are now held accountable to new standards of environmental
behavior by carriers of values who had no standing in 1945. Not only has a
stable set of expectations about reciprocal state practice been established, its
form has evolved over time to become more comprehensive, reflecting growing
scientific understanding about the behavior of ecosystems and the sensitivity
of human societies to such dynamics. The norms, rules and strategies for
environmental governance are no longer widely contested.1 They are now
enforced within a multilateral governance structure which systematically limits
the role of the state. While states remain the putative sources of authoritative
choice, officials are aware of two novel features of international environmental
governance: that science is essential for the understanding of global
environmental problems, thus shifting the determination of the scope of
allocative decisions to the international institutions for science; and that states
are increasingly accountable to domestic and transnational constituencies,
thus shifting the locus of enforcement upwards and downwards in the
international political system: from states toward international institutions
and NGOs.

In this chapter I describe the political character of international
environmental problems, describe the major features of international
environmental governance, analyze their development over the last twenty-
five years, and discuss current prospects for this emergent governance
structure. Against a backdrop of virtually no systematic governance existing
in 1972 the current level is striking. It is far more extensive than in the past,
and has been growing increasingly comprehensive (or ecological) in form.
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This evolution exceeds the theoretical ability of most conventional schools of
thought in international relations—neorealism, neoliberal institutionalism,
and political economy—to explain in a satisfactory manner on its own terms.

Two complementary definitions of governance underlie my discussion.
Michel Foucault uses governance to mean a system of institutional
arrangements which “structure the possible fields of actions of others.”2

Similarly, Douglass North writes:3

Institutions are the rules of the game in a society or, more formally, are the
humanly devised constraints that shape human interaction. In consequence
they structure incentives in human exchange, whether political, social, or
economic. Institutional change shapes the way societies evolve through
time and hence is the key to understanding historical change.

Governance thus consists of formal institutions designed to obtain collective
goals generated from intersubjective beliefs and aspirations. International
environmental governance is a process, but one which is principally impelled
by changes in formal and informal institutions.

A constructivist approach helps to explain the evolution of this international
governance system. The system’s structural form—suffrage and decision-
making rules—co-evolved with specific norms, rules and strategies for
governments’ environmental behavior. More than the norms, rules, and
strategies which the new institutionalists discuss, this system also entails a set
of interlocking social relationships through which such institutional features
are developed; enforced; and diffused and reproduced over time. Here I argue
that the institutionalization of a new ecological perspective, embodying norms,
rules and strategies, was articulated by ecological epistemic communities and
disseminated through formal governance institutions. This institutionalization
of new beliefs developed concurrently with a general political decentralization
at the international level. International decentralization means moving from
an international system centered solely on states to more decentralized
arrangements in which states share responsibilities with international
institutions and a variety of non-state actors. The widespread adoption of
new ecologically informed state practices, based on new consensual
understandings of the operation of physical ecosystems, is a central element
of the explanation offered here, while other elements of the broader picture
of international governance—the global decentralization of authority and
the emergent influence of NGOs—are exogenous factors, possibly related to
economic globalization, democratization, and the end of the Cold War. Once
institutionalized within the formal structure of international governance
arrangements, new ecological beliefs have acquired a strong role in shaping
the policies and practices of member units, and of actors’ expectations about
those policies and practices. Over time, state practices informed by these
ideas have become habitual and internalized, while attendant state regulations
seem to be leading to the creation of a green international political economy.
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Environmental markets finally emerged in the 1990s; they had not existed
before. Donald Connors accurately states that “there is no natural market
for environmental technologies, like there is for food or clothing.”4 It seems
clear that their creation emerged against a backdrop of a more general
evolution of more vigorous domestic environmental management driven by
an internationally institutionalized recognition of the scale of new public
threats and of convergent beliefs about appropriate unilateral and collective
responses. The history suggests that in the absence of strong international
pressure on governments to launch new, national environmental policies,
domestic practices would not have moved as quickly or as vigorously, and
firms would have lacked incentives to invest and commercialize environmental
innovations as rapidly as they did.

Ontologically I hesitate to privilege either international systems or state
units, or ideas or units. Given the complexity of the international political
system as it has developed since 1648, each factor now plays a role. New
ecological beliefs did not constitute new units involved in international
environmental governance, although they may have privileged the role of
non-state actors and thus helped to reinforce other international centrifugal
forces that have led to their increasing participation in international politics.
These beliefs did constitute institutional regularities: the environmental norms,
rules and strategies now widely pursued by governments and firms. In this
regard, the new beliefs preceded changes in state practices, making it clear
that the system of governance was constituted by ideas associated with a
discrete and identifiable group of individuals. This interpretation contrasts
with the oft-cited view that practices precede norms, and that norms are
merely expedient justifications or codifications of prior practices and the
preferences associated with the conduct of those practices.

The constructivist methodology pursued here consists of deductively
identifying the possible consequences of ideas on practices, specifying a credible
mechanism linking new ideas to changes in practices, combined with process
tracing to determine if the hypothesized changes occurred through the
proposed mechanisms. Counterfactuals and process tracing help to dispel
alternate hypotheses including the null hypothesis about the source of change
in environmental governance. Without the involvement of epistemic
community members with their ecological perspective, national measures and
international regimes would have been much more disjointed. They also would
have been weaker, as they would have reflected the overarching desire of
many firms and industries to avoid additional production costs and would
have reduced the desire of politicians to appear green to domestic voters.
Such forces, untempered by an awareness of ecological realities, would have
yielded least common denominator agreements at best, agreements which
would have been insufficient to drive market change.

Observed changes cannot be explained by technological change alone, as
much that technological change has occurred as a consequence of states’
efforts to enforce international commitments at home. Even the control of
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CFCs, which has been widely hailed as a triumph for technological innovation,
occurred as a result of government stimulus.5 Widespread domestic
environmental concern did not appear until the late 1980s and 1990s, and
thus occurred too late to explain much of the change discussed below. Even
now the depth of public commitment and its political impact remains open
to doubt. State power has not been concentrated in the major areas in which
dramatic changes have occurred, and, to the extent to which US hegemonic
influence was available in environmental issues, it was not systematically
deployed. Thus, neither technological change nor the distribution of power
in the international system explains observed changes in international
environmental regimes.

As I discuss at the end, comprehensive notions of ecological environmental
management have increasingly informed international environmental regimes
over the last twenty-five years, and many governments have adopted new
national practices in accordance with their new international obligations.
Less demanding environmental regimes have also been developed during this
period, raising the problem of causal inference for analysts regarding the
question as to whether the observed change in governance is due to ideas or
more diffuse multilateral action. In the absence of the application of more
comprehensive ecological policy approaches—that is if all environmental
regimes were merely the consequence of compromise between governments,
as analyzed by neoliberal instititonalists—the overall tenor of environmental
regulation, including the major markets of Germany, Japan and the USA,
would be much weaker, and thus the incentives and pressure for adopting
new technologies and products would be weaker. Firms in this counterfactual
scenario would be responding to the policies introduced by governments in
order to achieve the more modest goals negotiated internationally, and thus
would not have strong incentives for innovation. Consequently, the role of
ideas demands particular analytic attention in order to explain the governance
revolution in the area of the international environment over the last twenty-
five years. Goals, and a more general theoretical account, should focus on
the broad process by which new notions of governance emerge and diffuse at
the international level, and subsequently become adopted and embedded in
national political settings.

Thus my chapter complements those of Lake, Sandholtz and Cerny. But,
as I have just argued, environmental governance does not rest solely or even
pre-dominantly on contracting. Irreconcilable differences in principled interests
about transboundary and global environmental threats continues to inhibit
effective North-South cooperation for climate change, among other issues.
Potentially aggregated interests had to be established before international
institutions could be deployed to achieve cooperation. Moreover, empirically
(see below) very few international legal institutions appear to fulfill the
contracting functions specified by Lake. More common are institutional
arrangements that provide information about the nature of threats and
potential solutions, or even stipulate regulatory responses, rather than
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providing information about compliance. Learning takes precedence over
assurance, then, in terms of the functional performance of international
institutions in the environmental realm, although some degree of assurance
occurs as well. Unlike Sandholtz, who focuses primarily on the overarching
embedded ideational arrangements within different formal institutional
structures, I try to focus on the process by which such institutions become
embedded, the potential variation between formal institutional structures,
and the potential for embedding dramatically new ideational orientations.
Cerny, lastly, focuses on the material underpinnings of global governance. I
argue, however, that current environmental technology markets would not
have existed without prior concerted international efforts at applying ideas
and creating formal institutional structures for environmental governance.
As Polanyi argued for markets in the early nineteenth century, and North
thereafter, effective markets rest on shared economic beliefs and formal social
institutions of information and enforcement.

The nature and scope of international environmental
problems

While a sense of urgency has accompanied efforts for the management of
environmental risks over the last twenty-five years, due to a fear of non-
linear and unanticipated environmental effects of widespread environmental
degradation and its possibly irreversible consequences, international
environmental problems are singularly difficult to manage owing to both
technical and political reasons.

Technically, efforts to cope must be comprehensive if they are to effectively
confront the complex array of casual factors associated with environmental
threats. Yet this is organizationally difficult to achieve as few governments or
international institutions are organized to cope effectively with the multiple
dimensions of environmental problems, and many governments lack the
technical resources to develop and apply comprehensive efforts.

Effective management is politically difficult because solutions must be
negotiated, and there are few strong proponents for vigorous or
comprehensive environmental management, either domestically or
internationally. Domestically, the costs of action are generally concentrated
and short term, while the benefits are diffuse and long term, creating an
Olsonian social choice problem in which the collective good suffers. The
management of transboundary and global environmental threats requires
countries to mutually adjust their policies, but governments are reluctant
to participate unless they can be sure that other significant polluters will
actively participate in the regime as well. Thus, the difficulty of obtaining
international policy coordination also inhibits the pursuit of environmental
protection domestically.

Vigorous international action is also difficult because governments often
have different policies which must be coordinated, and because national
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preferences are often at odds. Many less developed countries (LDCs) still
have not yet established environmental policies, and those adopted are
generally narrower in scope than in the advanced industrialized countries.
LDC environmental policies tend to focus on the management of specific
resources, rather than integrating environmental considerations in all
development planning, such as is emerging in the industrialized countries.
Developing country delegates to UNCHE and the 1992 UN Conference on
Environment and Development (UNCED) expressed concerns that a focus
on industrial pollution and waste management could distract attention from
their environmental priorities of deforestation, including unsustainable
agricultural practices, population pressures, water quality, and soil erosion.
Many LDCs also fear that environmental policy coordination with
industrialized states can threaten to retard short-term economic growth by
imposing new production and operating costs.6

The architectonics of international environmental
governance

The current governance system can be described in constitutionalist terms.
Governance entails a set of commitments which command obedience (rights
and responsibilities, conventions, principles and norms), actual rules and
procedures by which these commitments are to be realized, a set of
authoritative actors who may participate in decision making (rules of suffrage),
a set of formal institutions through which activities are coordinated, and a
procedure for adjudicating disagreements and challenges.7

No less than in domestic society, governance is exercised through political
and administrative processes performed by a legislature, executive and
judiciary. Internationally, these functions are performed by international
institutions, although the judiciary role is seldom exercised as vigorously as
at the national level and is not as equally respected by governments.
Authoritative values are developed in international treaty law, through UN
General Assembly decisions, and under the auspices of UN agencies. The
discussion below of the international environmental governance norms and
rules are based on the coding of the texts of 133 of the 142 multilateral
environmental treaties signed from 1920 through 1992 as collected by UNEP.
A body of “soft law” has also been developed which international lawyers
regard as less binding than the formal treaties and customary law developed
for the environment. Executive branch and administrative functions are
performed by UN specialized agencies. The enforcement and arbitration
function is performed only through informal and decentralized channels.
Unlike domestic society, these decisions always rest on choice. However, as
in domestic society, a lasting and legitimate exercise of governance rests on
its legitimacy in the eyes of member governments and their citizenry.
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Norms

International environmental norms establish the expectations against which
states are willing to be judged. While such instruments of international law
may lack the formal requirements of “law” in a more legalistic sense, they do
express shared purposes and expectations when voluntarily developed.

Legal scholars concur that a set of principles have been established in
international treaties with the effective claim of normative injunctions which
constrain the conduct of states by creating new norms and obligations to
restore ecosystems’ health. States now share the obligations of preventing
and minimizing harm and appreciable risk from environmental
contamination.8 Toru Iwama writes that “natural or cultural resources are
regarded as international or global commons whose uses are limited by a
common interest of mankind. The states are regarded as guardians or
custodians of the international community.”9

More broadly, international treaties concluded since UNCHE reveal an
appreciation of the saliency of the issue as well as an acceptance that an
increasingly comprehensive approach should be taken toward environmental
management.

Environmental governance arrangements have become increasingly
“ecological” in form, heeding the ecological laws espoused by scientific
ecologists and focusing on the sustainable management of ecosystems rather
than containing threats to environmental quality. Species management is cast
in terms of a habitat’s ability to support multiple species rather than in terms
of protecting individual populations living in the area. Environmental impact
assessments are now widely required by governments and international
organizations in order to weigh the environmental consequences of economic
or development decisions. International debates now regularly consider new
concepts such as “ecological sensitivity values” to bound the rates of economic
growth.

As written, environmental norms complement norms of sovereign rights.
In practice, these commitments make governments abnegate claims of
sovereignty. While the doctrine of sovereignty maintains an ambiguous
standing in UNCHE Principle 21, subsequent international laws establish a
clear set of constraints on the actual exercise of sovereignty while leaving the
doctrine intact. Governments have become increasingly willing to sacrifice
their operational sovereignty in these treaties. Before 1973, only 56 per cent
of multilateral environmental treaties regulated domestic activities. Since 1973,
85 per cent of treaties have covered domestic activities. Industrialized countries
have been much more willing to sign treaties which circumscribe their
sovereignty than have developing countries.

These norms command widespread support from the industrialized
countries, and, more recently, from the former centrally planned economies
that often lack the domestic resources needed for coping with the ecological
devastation caused by central planning. Almost every country is party to at
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least one multilateral environmental treaty, and most countries are parties to
many treaties regulating activities in many different environmental media, be
they marine, terrestrial or air. Yet the norms are not universal in their claims
to legitimacy. Forty per cent of eighty-five international environmental treaties
lack the ratification of at least one country that could play a significant role
in resolving the problem at hand. Developing countries have been less willing
to cede domestic authority than industrialized countries: China, Brazil, India
and Indonesia have each signed fewer environmental treaties which constrain
domestic authority than have the USA, Japan, and Germany.10 Developing
countries are also more likely to ratify treaties with general declarative
statements than those which deal with operational aspects of environmental
management.11

Rules

Multilateral environmental treaties and regimes contain a number of concrete
rules for national practices. Governments accept the duty to inform each
other of risks, to consult in order to assess risks, to notify neighbors in cases
of emergency situations and to cooperate in scientific research and systematic
environmental monitoring.

Most common are declaratory treaties, which establish collective intent
but do not entail concrete domestic commitments for signatories. Thirty-one
per cent of all multilateral environmental treaties have been declaratory.

Environmental commitments generally take the form of regulatory
injunctions administered through a combination of numerical targets,
procedural permits and reporting systems. Twenty-nine per cent of all
multilateral environmental treaties entailed some form of operational
standards or obligations for management. Air and marine pollution control
regimes apply emission and ambient standards for individual and groups of
contaminants, typically in the form of “black” (banned) and “grey”
(controlled) lists. These lists, too, are becoming increasingly comprehensive
in light of the growing ecological sophistication of the regimes’ principles, an
awareness of possible interactive effects of individual contaminants, and
growing scientific confidence in determining specific source-based estimates
of ecosystems’ abilities to sustain stress from which specific ambient
environmental quality standards are derived. Efforts to protect species typically
have a set of appendices listing categories of species according to the degree
to which their survival is endangered. Rules which stipulate what technologies
can be used for various applications have been applied to the management of
fisheries (bans on drift-nets) as well as to the control of operational oil pollution
from ships.

Ecosystems-based management models have been applied in:

the 1971 RAMSAR Convention on Wetlands of International Importance,
the 1973 Agreement on the Conservation of Polar Bears,
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the 1979 Bonn Convention on the Conservation of Migratory Species,
the 1980 Convention on the Conservation of Antarctic Marine Living

Resources,
as well as for managing the North American Great Lakes (1978).

Management activities based on scientific assessments of the environmental
carrying capacity have been developed for: protecting stratospheric ozone
where the chlorine-loading potential dictates the volume of CFCs which
countries may emit under the Montreal Protocol and its subsequent
amendments, and limiting European acid rain, where critical loads appraisals
provide guidelines for national sulfur emissions under the 1994 revised sulfur
protocol.

Other rule-making techniques are less common, and are declining in
frequency of use. Twenty per cent of multilateral treaties contain actual bans
on prescribed activities. Fewer treaties rely on the use of insurance or liability
mechanisms. Insurance funds have been established to pay for oil spill cleanups
and compensation for victims. Clear provisions for liability for environmental
damage have only been developed for: nuclear damage, civil liability for
pollution damage caused by maritime transport of oil, civil liability for
pollution damage caused by offshore operations, and civil liability for damage
caused by inland transport of dangerous substances in Europe.12

Decision-making procedures typically take the form of annual or biannual
intergovernmental meetings to review the activities of international
secretariats, authorize new projects, and hash out differences in national
approaches to environmental policy. Increasingly, diplomats apply a set of
legal innovations which have been developed since UNCHE by a small cadre
of ecologically sensitive international lawyers for international environmental
treaties. These lawyers participated in a wide variety of negotiations and
tended to reapply their earlier successful legal experiments as precedents when
drafting each new regime. Examples of such legal innovations are: a framework
convention developed in 1976 for the Mediterranean which is devoid of
concrete obligations paired with specific protocols dealing with environmental
protection; technical black and grey lists introduced in the 1972 London
Dumping Convention which specify the substances regulated by the treaty,
yet which can be modified by expert agreement without having to reconvene
political parties; an iterated negotiating process first elaborated by a UNEP
committee of legal experts in 1981 and developed for stratospheric ozone
protection in which states first adopt a framework convention signaling
common aspirations and goals followed by more technical and binding
protocols; the establishment of dedicated voluntary trust funds so that regimes
may be self-supporting which have the effect of making the conventions
financially self-supporting as well as creating more resources for programmatic
activities; and the creation of committees for monitoring treaty compliance,
first developed for the Montreal ozone protocol, and now used for the climate
change treaty and LRTAP.
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Monitoring efforts remain largely the domain of governments, although
most treaties require the provision of periodic reports. National reporting to
secretariats about their environmental protection activities is often poor, and
many secretariats lack the resources or authority to check data submitted by
governments. Many NGOs are now capable of monitoring environmental
quality, as well as national compliance, and could help compensate for the
dearth of effective environmental quality data, as well as providing an
independent quality check on data collected through other sources. Much of
the environment can be monitored remotely from satellites, and does not
require the active collection and submission of data by governments. Remote
sensing and satellite monitoring would also enhance verification of trends in
natural resource use, marine pollution from organic sources and from oil, as
well as in monitoring levels and production of greenhouse gases, although
ground truthing is still necessary to confirm remote sensing data. Satellite
and airplane based monitoring is less effective at monitoring inorganic marine
contamination and urban air quality, for instance, which requires localized
sampling and monitoring.

Suffrage

The primary figures in international environmental governance are, of
course, representatives of governments who claim the legal authority to
take authoritative decisions in international institutions. Governance
through the late 1980s primarily occurred through dialogues between
environmental ministries and environmental scientists, and with other
governmental bodies.

Over the last twenty years, participation in environmental governance
has spread beyond the society of states. The scientific community participates
widely in international discussions as well as engaging in preliminary
discussions at the national level. Environmental issues were initially
unfamiliar to policy makers, who often had to solicit technical advice from
environmental scientists. Those exercising authoritative control over
knowledge command great potential influence because technical information
is a critical resource for effective environmental governance. As
environmental scientists became systematically involved in decision making
at the national level for domestic and international issues, environmental
governance came to increasingly reflect their improved understanding of
ecosystems. Many regimes have established independent advisory panels,
with the effect of institutionalizing the participation of independent scientists
in environmental governance. Developing country governments that lack
their own indigenous capacity rely on such panels for independent scientific
appraisals of environmental risks.

While originally established in the industrialized countries, environmental
NGOs are no longer restricted to the North. Many have flourished in
Malaysia, the Philippines, India, and Brazil, and umbrella groups exist on
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every continent.13 At UNCED, 70 per cent of the registered NGOs came
from industrialized countries, with the heaviest representation from the
USA, Canada, and the UK. The most heavily represented developing
countries were India, the Philippines, Nigeria, Kenya, Sri Lanka, and
Pakistan, with over ten NGOs accredited from each. Many of the developing
country NGOs are still politically and organizationally weak, lacking large
staffs, stable financing, capability to assess science, and experience in dealing
with governments.

Multinational corporations (MNCs) kept a low profile in international
environmental politics until recently. Many firms decided that environmental
regulations did not constitute significant threats to their competitiveness and
were content to lobby their governments and temper policies they found
onerous. More recently they have responded to growing government
intrusiveness and greater interest in the environment on the part of voters
and consumers to become more vigorous participants. MNCs could make a
positive contribution to environmental governance because they control the
products, technologies, and knowledge about markets that are essential for
efficient environmental protection.

International administration by international organizations

Many executive branch functions are performed by international
organizations. Like executive branches in national governments, the UN
specialized agencies and the Bretton Woods institutions can compel or induce
action by reluctant members of society as well as legitimating the political
participation of members of society. International organizations are engaged
primarily in national capacity building, generating and diffusing information,
collecting information about actions taken at the national level, evaluating
national performance, and building domestic constituencies of sympathetic
actors such as scientific networks, environmental NGOs, and, increasingly,
private firms.

A number of international intergovernmental organizations have come to
design and apply economic development projects and conservation projects
which integrate environmental considerations with traditional
responsibilities.14 In the United Nations, the Commission on Sustainable
Development (CSD) is now responsible for overseeing and coordinating the
environment and development activities of the UN specialized agencies. UNEP
has been the environmental catalyst as well as the environmental conscience
of the UN system. The World Bank’s development style has been transformed
to incorporate environmental considerations into project development. The
World Health Organization (WHO) publishes environmental standards that
are widely accepted in national laws, particularly in developing countries
where governmental agencies are unable on their own to set appropriate
domestic standards. Other IOs are also expanding their activities to integrate
environmental considerations into regular projects.
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Enforcement

The judiciary function is weakly performed in international environmental
governance. Very few international environmental regimes contain strong
provisions for adjudication. Seventeen (including the Montreal Protocol,
CITES, the Basel Treaty, and ten species conservation treaties) contain
provisions for trade sanctions against violators. Such provisions have rarely
been invoked and a few that have are being challenged in the World Trade
Court of the World Trade Organization.

Enforcement in practice depends largely upon shame.15 International
institutions provide a key function by collecting and disseminating data and
information, receiving reports on treaty implementation by states, facilitating
independent monitoring and inspection, and acting as a forum for reviewing
the performance of individual states.16

Actual enforcement is exercised by political oversight of parties and NGOs
at the domestic level in elections. NGOs perform useful functions in
international governance by providing information and counterbalancing the
claims of both governments and private actors. Some information about
governmental performance that influences election outcomes comes from the
information provided by international institutions. In addition, a country’s
reputation in environmental matters is increasingly being considered by
multilateral development banks and foreign aid agencies and even private
sources of foreign investment. Consequently, enforcement remains voluntary,
yet it is subject to fear of opportunity costs of not appearing green. The
effectiveness of such decentralized and informal techniques depends heavily
on the widespread availability of credible information, the ecological literacy
of publics, and the political efficacy of policies.

Many NGOs are now capable of evaluating their government’s
environmental performance, and could submit their own reports or confirm
official submissions to secretariats. Greenpeace now regularly monitors trade
in hazardous wastes and in flora and fauna, and publicizes shipments that
are in violation of international treaties. The publicity generated by the NGO
monitoring is often sufficient to inform recipient governments of activities of
which they may have been unaware, as well as pressuring them to enforce
their international commitments and to refuse entry of such products. Many
NGOs have become virtual watchdogs over private activities in the field as
well, replacing or supplementing the monitoring activities of national
enforcement agencies. Because governments are often unwilling to cede the
semblance of authority to NGOs, private monitoring of governments’ actions
and of the environment may best be accomplished through independent
scientific panels, which have access to a variety of sources of information.
Surprise visits by independent inspectors are used in some regimes as a means
of verification. Long a part of the Antarctic Treaty System, CCAMLR
(Convention on the Conservation of Antarctic Marine Living Resources)
provides for such visits, and they have been considered by the Helsinki
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Commission in the management of the Baltic Sea area. The concept is accepted
by eastern European and OECD countries, but not by LDCs.

Explaining the evolution of international environmental
governance

The evolution of environmental governance has occurred within a matrix of
scientific understanding, international institutional guidance, market forces,
national leadership, and mass concern. While individual regimes and treaties
were developed through different configurations of forces, over the last twenty
years these efforts have accumulated to form a coherent set of expectations
about national behavior and to a lesser degree, a common set of actual
practices exercised by governments and by companies. Moreover, these forces
have grown stronger over time, leading to an increasingly comprehensive
cast to multilateral environmental governance. The combination of knowledge
and institutional influence and, more recently, public concern and market
pressures has interacted like an isometric set of vector forces to maintain a
resilient international regime. The norms, rules and strategies for ecological
preservation gain in standing as the domestic and international political costs
associated with their violation grow stronger for governments and firms, due
to public expectations.

An evolutionary institutional model of environmental
governance

The interplay of these factors can be best understood within an evolutionary
framework. Ideas provide the genetic material of international governance.
This framework accounts for both the frequency with which ideas are adopted
and the functional and geographic variation of their adoption.

The loose framework I propose is evolutionary because it consists of
independent mechanisms by which new ideas are generated (a variation
mechanism, although not purely random since knowledge accretes over
time) and adopted by authoritative actors (a selection mechanism); and
because past decisions affect present circumstances and choices in ways not
apparent to most actors.17 Ideas become embedded in institutions through
standard operating procedures, organizational cultures, and codified
routines, and shape subsequent perceptions and decisions taken under their
auspices. Ideas condition practical policy choices by actors influenced by
institutions, in turn leading to convergent action between those actors, be
they governments, firms, or individuals. The impact of ideas persists beyond
the initial constellation of factors responsible for their institutionalization
as they are internalized to become new organizational routines and
institutional incentives to which individuals respond. By creating established
roles for all the multiple actors involved in elaborating and enforcing
practices which are suggested by these ideas, they create new informal
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international institutions of shared beliefs and expectations. They inform
collective decision making and contribute to the creation of a shared
community of understanding. Finally, such ideas are converted to laws and
regulatory policy at the national level.

An evolutionary model offers a probabilistic view of trajectories or paths
of behavior, with a politically specifiable set of variables likely to explain
which idea will be chosen at particular branch points in the trajectories. Branch
points follow major crises or systemic shocks because shocks alert publics
and leaders to undesirable circumstances and create demands for decision
makers to undertake new efforts, and also undermine the authority of policy
experts associated with prior policy orientations. Once institutionalized, the
new ideas imported at the point of crisis shape perceptions and choices until
subsequent crises arise, while also helping to define what would constitute a
crisis, because frameworks also help identify plausible anomalies. In the
absence of new ideas at such moments, old ideas and perspectives will continue.
This model provides essentially a sticky, path-dependent explanation of human
behavior, in which many choices or decisions are largely irreversible and the
array of possible choices at time (t) is causally related to decisions taken at
time (t-1). Ideas may exercise a causal impact later in time regardless of the
reasons for their initial selection, as they continue to guide decisions even in
the absence of original conditions which contributed to their wide-spread
acceptance. Overall, and over time, the frequency with which decision-makers
invoke and rely on the new ideas for policy increases.

The primary actors are states suffering from uncertainty. Leaders and
decision makers are driven by a need to survive politically and institutionally.
I assume that because of the complex nature of contemporary interdependent
international activities, decision makers operate with incomplete and even
scanty information about the nature of the physical and social environment
they seek to influence. Consequently they are also unsure of their preferences,
about their policy alternatives, and about the preferences of other actors
with whom they will have to interact strategically. Under such circumstances
neither conventional descriptive and prescriptive decision making models
based on subjective expected utility or prospect theory apply, because actors
are fundamentally unable to identify or choose between the array of choices.
Moreover, decision making operates according to a satisficing model in
which actors express procedural rationality, at best, subject to the time
constraints imposed by bounded rationality, and do not engage in continuous
information searches about the state of the policy environment or the efficacy
of their own efforts.18 Lacking experience with environmental problems,
few policy makers have sufficient experience or knowledge to draw policy
inferences from direct environmental observations. Policy makers are often
unclear about how their wealth and power are likely to be affected by new
policies, or what measures will promote wealth and power acquisition in
the new issue-area.



Social constructivism 117

Thus, changes in information processing are likely to occur following a
well-publicized shock or crisis, which imparts a sense of urgency. With tightly
interconnected media and communications, the crisis need not be domestic
to precipitate national and international calls for prompt state action. At
such times, decision makers search for new ways of organizing experience,
and they defer to groups with recognized authority. During subsequent, less
revolutionary periods these new doctrines or orthodoxies assume the status
of taken for granted assumptions, or dogma, which persist until called into
question again by external anomalies. In the absence of available consensual
knowledge they will remain bound by existing policy paradigms and resort
to available techniques based on power and compromise.

The ability to articulate new ideas and control their distribution are critical
sources of power because they confer control over meaning and inference.
Since the Second Industrial Revolution, experts in science and technology have
been regarded as authoritative sources of advice under many circumstances.
They monopolize the legitimate use of certain types of knowledge. Epistemic
communities (networks of professionals who share common normative and
causal beliefs, accept common truth-tests and are engaged in a common policy
enterprise) serve as the cognitive baggage handlers for knowledge-based
epistemes and for less abstract policy-relevant concepts. They transmit new
ideas between actors, and articulate ideas’ programmatic implications for the
formal institutions in which they successfully establish influence.

Once new ideas are established, they diffuse more widely, subject to the
leverage commanded by the institution in which the epistemic community
has acquired and consolidated its influence. States disseminate the ideas of
epistemic communities to other states and to international regimes according
to their ability to compel or induce others to apply such practices. Weaker
states may adopt new ideas by emulating lessons observed abroad.

Not all states or international institutions are equally likely to consult
members of an epistemic community or defer to their advice. Institutions
with strong science and technology capabilities, and those representing
pluralistic societies will be most likely to be in the first wave of those embracing
new ideas. It is there that the scientific culture of epistemic communities will
have a close affinity, and new groups will be able to quickly articulate new
policy initiatives.

There are several alternatives regarding the likelihood of which ideas will
be selected at a moment of crisis. If there is only one new candidate, there is
little problem. If there are many, choices may be conditioned by calculations
of relative political gain from each idea. In either case, new instrumental
ideas will only endure if they are loosely commensurate with deeper seated
beliefs and do not threaten strategic political alliances. Table 1 presents a
fuller variety of mechanisms by which ideas diffuse internationally.

Institutional learning occurs as groups apply evolving consensual
knowledge to institutional practices. Learning may occur directly, through
interpersonal persuasion, communication, exchange and reflection, leading
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to the recognition or appreciation of new causal models and shared values.
Leaders are socialized to accept new views and to empower their
expositors. Alternatively, learning may occur through administrative
recruitment, as epistemic community members or their confidantes replace
officials informed with alternative perspectives. It may also occur indirectly,
as actors alter behavior subject to the influence wielded by institutions
that embody the ideas. Different patterns may occur along different time
frames, as well. While some effects may be felt immediately through new
recruitment decisions, and persuasion, broader shifts in public opinion
and societal effects may take decades to occur and make themselves felt
as elite decisions.

Once in place, ideas are likely to persist once they acquire a taken-for-
granted element and future generations of policy makers are likely to justify
their actions through reference to established legitimate principles. It also
becomes politically costly to reverse such practices as new interest groups
mobilize around them after recognizing that material gains are possible from
the application of the new ideas.

Application of the model to explain the evolution of
environmental governance

The development of international environmental governance, particularly its
increasingly comprehensive form, can best be understood in the light of the
evolutionary model presented above. In 1972, most environmental practices
by governments were narrow and unconnected to broader social and economic
policies. By 1995, international regimes and most national practices were
increasingly comprehensive. Both the increasing frequency with which such
new ideas about environmental policy are applied and the national and
functional distribution of where such policies are applied can both be
understood by tracing the development of new ecological management beliefs
and their international institutionalization.

The dominant epistemic community in international environmental issues,
until the late 1960s, was composed of neoclassical economists and resource
managers. They were widely discredited by broadly publicized environmental
disasters and the international energy crisis of the 1970s, which they had
been unable to predict, and attendant popular fears of widespread resource
depletion.

New advice came from an emergent research program with an associated
epistemic community: scientific ecology. It had flourished in the United
States and Europe in the late 1960s, and is generally regarded as being
relatively uncompromised by political and institutional influence.19 Paul
Sears called the new approach “subversive” because it challenged the public
and private right to contaminate the environment, regardless of rights of
usufruct or other social conventions, and was based on a holistic approach
to international policy.
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Ecological epistemic communities offered an alternate formulation of
environmental problems, replacing a focus on managing discrete resources
with a focus on preserving ecosystems through the management of their
multiple uses. They shared a perspective that treats environmental
contamination as part of a broader set of interconnected problems subject to
conditions of high uncertainty, with high potential for surprise and nonlinear
effects from environmental stress.

Galvanized by a sense of urgency and environmental crisis accompanying
UNCHE, most governments had to create formal institutions to deal with
their new environmental responsibility. From 1972 to 1982 the number of
industrialized countries with environmental agencies grew from fifteen to
thirty-four. Many were staffed by members of the ecological epistemic
community, as they were the only legitimate group which commanded a
reputation of technical environmental expertise. UNEP was created in 1973
and was staffed principally by young epistemic community members with
firm ecological convictions. UNEP elaborated a political process that Maurice
Strong had initiated for UNCHE, which pressed states to concurrently engage
in environmental research and monitoring while also drafting collective policy
measures. By urging states to negotiate before they were confident of their
interests he managed to avert some of the more acute Olsonian threats to
regime creation.

LDCs were later to appeal to the ecological epistemic community for
policy advice. The number of developing countries with environmental
agencies grew from eleven in 1972 to 110 in 1982. Developing countries
were slower to introduce new environment protection measures than were
industrialized countries. Initial attention was directed toward solving
domestic environmental problems associated with poverty—water quality,
public health, and natural resource conservation. Gradually, measures were
adopted to cope with transboundary and global environmental threats as
well. By the mid 1980s many developing countries had seriously begun to
develop pollution control legislation, although environmental investments
and implementation lagged well behind the North. By the end of the 1980s
most Latin American and Caribbean governments had adopted legislation
protecting water, forests, wildlife, soils, coasts, natural resources and
sanitation.20 Southeast Asian governments started introducing legislation
and investing in sewage treatment and pollution control in the 1990s. Few
African governments have done so.

While unilateral efforts were taken to deal with domestic environmental
threats (some of which occur ubiquitously around the world and thus were
subject to international influence from USAID, UNEP and the World Bank),
most transboundary and global environmental problems were not seriously
addressed unilaterally. This was because the full costs of environmental
degradation were not encountered by any single government, and unilateral
efforts would not lead to changes in environmental quality unless they were
widely reciprocated by other states.
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Regimes have become increasingly comprehensive over time. In 1973 27
per cent of multilateral environmental regimes (3 of 11) had comprehensive
treaties in them. By 1995 40 per cent of the regimes (10 of 25) had such
elements. This shift reflects two significant political transitions. First, many
new regimes created after UNCHE were designed with ecological
management rules in mind, reflecting the increasingly influential ecological
epistemic communities, and strong environmentally minded international
institutions, such as UNECE, UNEP, and the World Bank. Second, a number
of existing regimes became comprehensive, as growing scientific ecological
understanding was applied to drafting new treaties within the existing
regimes.

From international governance to national governance

National environmental policy styles became more comprehensive over time,
as they were caught up in an increasing number of ecological regimes and
were subject to influence from a growing number of ecologically informed
international institutions, primarily USAID, UNEP and the World Bank (after
1987). National efforts tended to become more vigorous and stringent over
time under such institutional pressures. This shift is indicated in part by the
increasing use of environmental impact assessments as an obligatory
component of environmental planning. Table 2 presents the evolution of use
of such instruments by different countries over time.

The use of integrated coastal zone management policies (ICZM), integrative
practices which reflect ecosystems management perspectives, has also increased
over the last twenty-five years. The planning approach for the management
of coastal resources and environments was first developed in the early 1970s
and was first converted to national regulation in the 1972 US Coastal Zone
Management Act. By 1984, thirteen coastal states had ICZMs and forty-two
states had them by 1990. In each instance the numbers are split fairly evenly
between industrialized and developing countries.21

Table2 Introduction of formal EIA requirements

Source: Calculated by the author from Alan Gilpin, Environmental Impact Assessment,
Cambridge: Cambridge University Press, 1995, p. 3.
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There are interactive effects between international and national level
changes over time. Many of the countries which developed more
comprehensive environmental planning approaches—both for transboundary
and global environmental resources and also for domestic ones—were directly
affected by epistemic communities or were part of a regime which was
informed by an epistemic community. While a comparative study of domestic
and foreign environmental policy changes in ozone, European acid rain, and
marine protection, indicates occasions of changes guided by shifts in public
opinion, domestic political alignments, and foreign pressure, these factors do
not dominate. They appear in only roughly half of the cases. Individual policy
changes are equally influenced by inputs from domestic and transnational
epistemic communities, and from international institutional forces which
themselves are epistemically informed.

Towards a green political economy

International markets for pollution control technology finally came into
existence in the 1990s, following the establishment of international
environmental governance arrangements. Green markets were not conceived
immaculately. Governmental regulations and emergent popular concern created
the demand for new products and processes. Regulations created legal
requirements for pollution reduction, creating niches for new products and
procedures to reduce pollution. European and US industries report that corporate
environmental protection efforts were taken in response to legal requirements.22

Estimates vary on the size of these markets. The OECD estimates that
current global market for environmental products and services is $300 billion.23

The largest and most technically advanced environment markets developed
in the US (with 45 per cent of the environmental technology market in 1990),
Germany, Japan (with 7 per cent of the market); countries with the most
comprehensive and effective environmental regulations and also the most
competitive environment industries. Environmental technology markets grew
most rapidly from 1990 to 1992 in Eastern Europe, Canada, Latin America,
Mexico, China, Taiwan, and South Korea.24 The World-watch Institute finds
that “some 80–90 per cent of this burgeoning environmental industry, which
includes an estimated 30,000 U.S., 20,000 European, and 9,000 Japanese
firms, is in industrial nations, though it is now growing rapidly in the Third
World as well.”25

With the combination of market opportunities, public concern and national
regulation, there are now incentives for global firms to produce with greenest
standards which may be in excess of actual legal requirements in countries of
operation. Frances Cairncross, former environmental editor for The
Economist, observes:26

Without a good environmental record it will be harder to find new sites
for expansion, because local communities will be less likely to trust a
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company with a record of being dirty. Good environmental practice
reduces the risks of unwittingly committing an environmental offense—
breaking one of those regulations and so incurring a large fine or a worse
punishment…. Reducing toxic emissions means less risk of nasty accidents;
using fewer dangerous materials may keep down the bill for insurance
premiums; managing to a high standard may be a defense in court for a
company charged with some petty environmental transgression.

Some of the largest MNCs have called for global uniform environmental
standards based on some of the most stringent measures available.27 Many
MNCs have endorsed a variety of voluntary industrial guidelines and codes
of conduct for environmental practices, ecological accounting procedures,
and public environmental accounting. The major dynamics of international
environmental diplomacy began to change in the late 1980s with the onset
of popular environmental concern. Earlier, green parties had failed to exercise
widespread influence over national environmental policy in Western Europe,
and, while the public expressed widespread concern, it was generally
unwilling to commit resources or act based on its concerns. By the early
1990s a growing sense of environmental concern became evident worldwide.
A 1992 survey of public opinion in twenty-four countries conducted by the
Gallup International Institute demonstrated increasing widespread concern
about environmental contamination, in industrialized, developing and
formally centrally planned economies, combined with growing demands
for international action. Most striking is the universal doubling in the
percentage of respondents who felt that their own health was more seriously
affected by environmental contamination than ten years ago.28 Such
widespread concern has the effect of reinforcing the institutional and
constructivist forces which contributed to the environmental gains of the
1970s and 1980s, making it extremely difficult to reverse decisions which
have already been taken.

The future of the international environmental
governance

It is now politically inconceivable that there can be a return to pre-UNCED
levels of environmental governance, given the isometric interplay between
public opinion, economic opportunity and government regulation. A number
of potentially limiting factors to future effective international environmental
governance remain.

Compliance

National compliance with these prescribed (and nominally accepted)
international norms, rules and practices still varies widely. National compliance
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is often a function of national will, capacity, and institutional design. The
correct assignment of enforcement responsibilities may avoid conflicts of
interests and thus expedite compliance, although will and capacity are
probably the most important factors affecting compliance. Clifford Russell
notes that commitments are most efficiently enforced when there is public
oversight of private obligations, and private oversight of public
commitments.29

While states may wish to comply, not all are capable. Many developing
countries and formally centrally planned economies have greater difficulties
in complying with international obligations than do industrialized countries,
due to less developed administrative systems and fewer monitoring and
financial resources which can be devoted to enforcement. International
institutions may help build national capacity through training, resource
transfers, and technology transfer.

Some states lack the will to enforce commitments. International institutions
may help build state will. In pluralistic societies they may amplify and refract
domestic forces onto governments, through publicizing the state of
environmental quality. Elsewhere they help to establish domestic demand by
supporting incipient NGOs and grassroots movements, through public
education, by disseminating information, and by including scientists in
international discussions. Institutions may also directly offer incentives for
state enforcement through green conditionality.

Other states are relatively impervious to the shaming elements in the
governance structure. Without pluralistic societies and without the need to
seek credit or finance from international institutions, governments of many
Newly Industrializing Countries (NICs) are relatively insensitive to the array
of international and domestic political influences on governments to protect
the environment. Future environmental governance for these countries may
be a matter of host-country MNC relations. While MNCs, particularly the
largest ones engaged in manufacturing, are now part of the new green IPE
and will be prone to apply universally the practices they are now pursuing in
the North; their domestic counterparts may be resistant to what they see as
unnecessary and additional short-term expenses.30

The NICs pose a big environmental threat which may not be easily met
through international governance mechanisms. Most of the NICs have weak
environmental legislation and economic growth is driven by some of the
world’s most pollution intensive sectors: electronic components, basic metals,
vehicle parts, plastics, chemicals, leather products, printing, glass, paper and
cellulose, cements and fertilizers.31 Loss of biodiversity, toxic wastes, heavy
metals, sulfur dioxide, nitrogen oxide, and carbon dioxide emissions are likely
to rise dramatically with increase in economic growth in China, Taiwan,
South Korea, Malaysia, India, Indonesia, and Thailand.32 While some recent
increases in environmental regulation and investment are evident, they are
unlikely to be adequate.33 India, South Korea and China, whose ambitious
national industrialization plans offer a potentially devastating impact on the
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global climate, biodiversity, and on regional seas, remain ambivalent about
many global and international commitments.

Emergent environmental threats

Potential environmental threats are numerous. Acid rain in South East Asia,
West Africa, and parts of Latin America has been recorded, and will increase
in severity as industrialization continues to accelerate. Water quality in the
Third World is an overriding national environmental threat to public health
because diarrhea remains the major source of infant death in the developing
world. Few systematic efforts have been developed to regulate offshore drilling
and uses of the seabed, or to collectively manage river basins in sustainable
ways. Nuclear decommissioning in the former USSR, and counteracting
environmental destruction in Eastern Europe are major items on the future
agenda. There is insufficient information for informed public policy for the
over 1500 chemicals annually which are widely used globally.34

Substantive gaps and inconsistencies

The successes to date in environmental governance raise a new set of problems
as well. The multitude of pollution controls needs to be harmonized. Treaties
and regimes were developed to cope with discrete problems, or pollutants.
The result has been a patchwork of standards for the use of different
ecosystems. Industries are presented with different and inconsistent rules for
the same substance for different bodies of water, or for emissions into the air
or disposal on land. For instance, the Mediterranean and South East Pacific
have identical coverage regarding land-based sources of pollution, while they
differ substantially from the North Sea and Baltic.35 Elsewhere, wastes may
be incinerated on land although they may not be directly discharged into
oceans. This is ecologically problematic as once in the air they reach oceans
and thus undermine purely marine-based efforts for environmental protection.
Government operations, particularly those connected with national security
and defense, remain immune from international governance.

Organizational overload and competition

The proliferation of environmental treaties raises the specter of
organizational overload and competition. Few environmental or foreign
ministries are adequately staffed to be able to effectively participate in all
of the meetings organized under the auspices of the dozens of environmental
regimes. Many international secretariats are too small and poorly financed
to support the many activities necessary for the maintenance of their regimes.
The current crisis of multilateralism further threatens the funding for a
number of isolated secretariats, and UNEP has been seeking to consolidate
many of them.
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Some regimes call for harmonization, as their environmental problems
have elements which are consigned to different international organizations.
In marine dumping, for example, some activities fall under the jurisdiction of
IMO (Intergovernmental Maritime Organization), while others fall under
IAEA (International Atomic Energy Agency) or secretariats organized to
administer regional regimes. While overlapping institutional jurisdictions may
actually improve the strength of international environmental governance
because of the possibility of ratcheting up national commitments through
linkages and nesting, such a complicated agenda is frustrating for government
ministries and inhibits effectiveness.

Financing environmental governance

The costs of global environmental protection are enormous. The cost of
implementing Agenda 21’s proposals for sustainable development was
estimated by the UNCED secretariat at roughly 600 billion dollars a year for
1993–2000. Estimates of the annual capital costs to reduce greenhouse gas
emissions by 5 per cent by volume by 2005 are $27 billion for Eastern
European states, $18 billion for the OECD states, and $22 billion for the rest
of the world. Providing adequate water supply and sanitation services to 90
per cent of the rural and urban populations by end of the century is estimated
to require an average annual investment of $28.2 billion. Estimates of
containing tropical deforestation are on the order of $40 billion over five
years. Containing desertification by the year 2000 can require $2.4 billion
per year, and protecting biodiversity may cost $1 billion per year.36 The World
Bank estimates that programs to address the major environmental problems
in the developing countries will require an additional annual investment of
66.5–77.5 billion dollars a year by the year 2000. Expenditures for
environmental protection would account for between 1.29–1.49 per cent of
anticipated aggregate developing country GDP by 2000 (at a projected growth
rate of 4.7 per cent from the present), or 3.15–3.65 per cent of actual GDP
growth during the period.

Significant distributional problems are associated with foreign investment.
From 1991 to 1994, 89 per cent of total private capital flows to developing
countries were concentrated in twelve countries: China (29 per cent), Mexico
(13 per cent), Argentina (8 per cent), South Korea (6 per cent), Malaysia (6
per cent), Portugal (6 per cent), Brazil (5 per cent), Thailand (4 per cent),
India (4 per cent), Turkey (3 per cent), Hungary (3 per cent) and Indonesia
(2 per cent).37 Other developing countries will be hard-pressed to attract
sufficient financing for investment in clean technology. This is potentially
damaging to the environment, since some of the major potential sources of
industrial and consumer greenhouse gases and sulfur dioxide are India and
China, which have failed to attract such large volumes of international
capital.
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Political support by many of the least developed of the developing countries
for many environmental regimes may be threatened by fears of having to
compete with former centrally planned economies for financial resources from
the World Bank and bilateral aid agencies.

Information gaps

Information constraints on many public domain goods inhibit ready
recognition of their existence by either sellers or buyers.38 Many potential
users outside the OECD lack information about environmentally benign
technologies and few providers are familiar with these markets. Information
clearing houses are needed to collect information about available
environmental technologies and to unite potential buyers and sellers.

Doctrinal backlash

Success breeds backlash. The international environmental principles and rules
which have been assembled over the last twenty-five years are encountering
two forms of ideational backlash. In international regimes, they are
encountering challenges from actors who are involved in trade regimes that
have been developed on entirely different doctrinal foundations. Aspirations
for environmental protection now conflict with regime rules and doctrines
developed for other international activities. While environmental governance
is fundamentally regulatory, international trade governance has been liberal
and free market based. International institutions have varied in their positions
on these matters, depending on the institutionalized beliefs within them. The
WTO, charged essentially to promote liberal trade internationally, has
questioned the environmental effects of trade liberalization, whether trade
policies should be used to enforce environmental standards, and whether
environmental standards constitute barriers to trade in two major decisions.
Conversely, the EU, with an eye towards economic integration and political
integration, has been less prone to interpret environmental regulations as
threatening free trade.

Summary and conclusion

New forms of environmental governance have emerged with the entry of
new authoritative actors onto the international diplomatic arena. The
international environmental accords concluded since UNCHE establish
normative and procedural benchmarks against which their citizens hold
governments accountable, by other governments, and by influential
international organizations. A broad base of environmental governance
now exists.

Substantively, governments are increasingly modifying economic policies
in ways that are believed to be less environmentally destructive. Through the
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growing influence of ecological epistemic communities in international
environmental institutions and regimes, new ideas about ecologically
sustainable development have disseminated internationally, and become
increasingly embedded in national regulatory structures; through SOPs
(standard operating procedures) of foreign ministries and environmental
ministries; through domestic administrative procedures and policies; though
patterns of enforcement; and through broader patterns of expectations about
governmental behavior. Articulated by epistemic community members, these
ideas were first institutionalized internationally in regimes and in
programmatic activities by international institutions, followed by national
lock in through policies, recruitment of like-minded people to serve in key
bureaucratic positions, and enforcement. In turn these efforts have given rise
to new economic markets for environmental goods, locking in the governance
structure at the national level, and contributing to a better potential for
mitigating environmental harm and contributing to clean ups. Further
effectiveness depends on easily accessible information about environmental
quality and environmental policies, transparent actions by international
organizations and governments, the continued participation in environmental
diplomacy by non-state actors, sustained levels of public concern in major
countries, and improved national capacity for environmental protection.

Such environmental governance is likely to be reasonably robust as the
new regulations propagated for environmental protection and the emergent
markets for pollution control technology and clean technologies mobilize
domestic constituencies to support the international regimes and the national
policies which enforce them. As MNCs and firms recognize the potential for
financial profits from environmental protection a new transnational political
economy coalition emerges behind sustainable development.

Its complete continuation depends of course on the maintenance of the
structural underpinnings of the governance structure. Without continued
commitment to multilateral institutions and the existence of domestic liberal
political structures it would be increasingly difficult for such patterns of
governance to persist. While existing commitments might well remain locked
in, future environmental threats would not be addressed subject to the rules
and values of the current environmental governance framework.

More profoundly, recent patterns of international environmental
governance signal a shift in fundamental international governance principles.
While units and authority remain territorially grounded, the officials
responsible for those units and the effects for which they are responsible are
increasingly thinking in non-territorial terms. Decision making occurs
primarily in territorially defined and grounded political units, but others whose
identities are not defined by political territorial location also make important
choices. Ecological epistemic community members’ overarching solidarity is
with the ecological systems they seek to protect; their identities are expressed
functionally at different geographic scales in different issues. Consequently, a
shift is underway from ego-based national interests to eco-based ones, as
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states are informed with such new perspectives and increasingly appreciate
that they can no longer regard themselves as discrete entities capable of
providing their own wherewithal.

International environmental governance is thus increasingly grounded on
notions of connectedness. Problems are no longer easily decomposable. To
the extent that such beliefs diffuse more broadly from environmental
governance, substantive linkages based on the causal connections between
problems may increasingly characterize international negotiations and
relations. Future research can profitably address the ways in which regimes
initially developed to manage discrete areas of activity are modified to cope
with growing appreciation of the increasingly global interconnections between
such activities. Under the influence of such a new overarching policy vision,
environmental and economic policies may shift from a focus on proximate
causes of problems of concern to address more fundamental issues which are
believed to be causally implicated within the broader vision of a thick causal
tapestry of international politics associated with a deeper recognition and
appreciation of complex systems.39

Notes

* Financial support was provided by the National Science Foundation (NSF SES–
9010101 and SBR–9123033), the German Marshall Fund, the Commission on
Global Governance and the United States Environmental Protection Agency Office
of International Affairs. Research assistance was provided by Daniel Carter, Jennifer
Koss, Molly Millett, Nicola Poser and Jessica Sowa. For germane comments, either
on prior drafts or through ongoing discussions, I thank Hayward Alker, Bob Art,
William C.Clark, Tamar Gutner, Ernst B.Haas, Peter Hansen, Jeffrey Hart, Robert
Keohane, Robert Knecht, David Lake, Michael McGinnis, Ron Mitchell, Aseem
Prakash, Peter Sand, Wayne Sandholtz, Madeline Sunley, Peter Thacher, Craig
Thomas, Paul Wapner, and Steven Weber.

1 Norms are principled statements about what states (in this instance) should do.
Rules are the arrangements by which states intend to fulfill these obligations.
Strategies are the policies or practices which states apply domestically to fulfill
their international commitments. A convenient glossary of institutionalist concepts
is offered in Sue E.S.Crawford and Elinor Ostrom “A Grammar of Institutions,”
American Political Science Review 89, 3 (September, 1995) pp. 582–600. Most
constructivist authors use a similar vocabulary. John Ruggie prefers “principled
and shared understandings.” For a selection see Friederich Kratochwil and John
Gerard Ruggie “International Organization: A State of the Art on the Art of the
State,” International Organization 40, 4 (Autumn, 1986) pp. 753–76; Peter
M.Haas “Introduction: Epistemic Communities and International Policy
Coordination,” International Organization 46, 1 (Winter 1992) pp. 1–36.

2 Michel Foucault “The Subject and Power,” in Hubert Dreyfus and Paul Rabinow,
eds, Beyond Structuralism and Hermeneutics, Chicago, IL: University of Chicago
Press, 1982, p. 21, cited by K.J.Holsti “Polyarchy in Nineteenth-Century Europe,”
in James N.Rosenau and Ernst-Otto Czempiel, Governance Without Government,
Cambridge: Cambridge University Press, 1992, p. 32.



Social constructivism 131

3 Douglass C.North Institutions, Institutional Change and Economic Performance,
Cambridge: Cambridge University Press, 1990, p. 3.

4 Jeff Johnson “Selling Blue Skies, Clean Water,” Environmental Science and
Technology 29, 6, 1995, pp. 262A–267A.

5 See Peter M.Haas “Banning Chlorofluorocarbons,” International Organization
46, 1, (Winter, 1992) p. 195; Marc A.Levy, Robert O.Keohane and Peter M.Haas
“Improving the Effectiveness of International Environmental Institutions,” in
Haas, Keohane and Levy, eds, Institutions for the Earth, Cambridge, MA: MIT
Press, 1993, pp. 420–21.

6 Alvaro Soto “The Global Environment: A Southern Perspective,” International
Journal Autumn, 1992; Latin American and Caribbean Commission on
Development and Environment, Our Own Agenda, Inter-American Development
Bank and United Nations Development Programme, 1991; South Centre,
Environment and Development, Geneva: South Centre, 1991.

7 Robert A.Dahl, Polyarchy, New Haven, CT: Yale University Press, 1971; Robert
A.Dahl, Democracy and Its Critics, New Haven, CT: Yale University Press, 1989.
For an effort to understand environmental governance in such terms see David A.
Wirth, “Reexamining Decision-Making Processes in International Environmental
Law,” Iowa Law Review 79, 4 (May 1994).

8 Oscar Schachter, “International Environmental Law,” Journal of International
Affairs 44, 2 (Winter 1991) pp. 457–93; Toru Iwama, “Emerging Principles and
Rules for the Prevention and Mitigation of Environmental Harm,” in Edith Brown
Weiss, ed., Environmental Change and International Law, Tokyo: UNU Press,
1992; Alexandre Kiss and Dinah Shelton, Manual of European Environmental
Law, Cambridge: Grotius, 1993; Edith Brown Weiss, “International
Environmental Law: Contemporary Issues and the Emergence of a New World
Order,” The Georgetown Law Journal 81 (1993); Patricia W.Birnie and Alan
E.Boyle, International Law and the Environment, Oxford: Clarendon Press, 1992;
Edith Brown Weiss, Daniel Barstow Magraw, Paul C.Szasz, International
Environmental Law: BasicInstrumentsandReferences, New York: Transnational
Publishers, 1992; Philippe Sands, ed., Greening International Law, London:
Earthscan, 1993; Winfried Lang, Hanspeter Neuhold and Karl Zemanek, eds,
Environmental Protection and InternationalLaw, Boston, MA: M.Nijhoff, 1991.

9 Toru Iwama, “Emerging Principles and Rules for the Prevention and Mitigation of
Environmental Harm,” in Edith Brown Weiss, ed., Environmental Change and
International Law, Tokyo: UNU Press, 1992, p. l 15.

10 Nazli Choucri, Jan Sundgren, Peter M.Haas, “More Global Treaties,” Nature
367 (3February 1994) p. 405.

11 Peter Sand, ed., The Effectiveness of International Environmental Agreements,
Oxford: Grotius Publishers, 1992, p. 11.

12 Gunther Doeker and Thomas Gehring, “Liability for Environmental Damage,”
in Peter H.Sand, ed., The Effectiveness of International Environmental
Agreements, Cambridge: Grotius Publications, 1992.

13 Robert Livernash, “The Growing Influence of NGOs in the Developing World,”
Environment 34, 5 (June 1992); J.Barnes, “Non-Governmental Organizations,”
Marine Policy (April 1984); Navroz K.Dubash and Michael Oppenheimer,
“Modifying the Mandate of Existing Institutions: NGOs,” in Irving M.Mintzer,
ed., Confronting Climate Change, Cambridge: Cambridge University Press, 1992;
John Clark, Democratizing Development, West Hartford, CT: Kumarian Press,
1990; Julie Fisher, The Road from Rio, Westport, CT: Praeger Publishers, 1993;
Thomas Princen and Matthias Finger, eds, Environmental NGOs in World Politics,



132 Peter M.Haas

London: Routledge, 1994; Leon Gordenker and Thomas G.Weiss, eds, “Non-
Governmental Organizations the United Nations and Global Governance,” Third
World Quarterly 16, 3 (1995).

14 Peter M.Haas and Ernst B.Haas, “Learning to Learn: Thoughts on International
Governance,” Global Governance 1, 3 (October 1995) for additional discussion
on international organizations which have added environmental protection to their
responsibilities. A baseline of their environmental activities as of 1972 is described
in David A.Kay and Eugene B.Skolnikoff, eds, World Eco-Crisis, Madison, WI:
University of Wisconsin Press, 1972.

15 Abram Chayes and Antonia Handler Chayes, “Compliance Without Enforcement:
State Behavior Under Regulatory Treaties,” Negotiation Journal July, 1991 pp.
311–30; Chayes and Chayes, “On Compliance,” International Organization 47,
2 (Spring 1993) pp. 175–206; Ronald B.Mitchell, “Compliance Theory: A
Synthesis,” Reciel 2, 4, pp. 327–34.

16 Alan E.Boyle, “Saving the World? Implementation and Enforcement of International
Environmental Law Through International Institutions,” Journal of Environmental
Law 3, 2 (1991) pp. 229–45; Hilary F.French, “Strengthening International
Environmental Governance,” Journal of Environment and Development 3, 1
(Summer 1994) pp. 59–69; Eric Lykke, ed., Achieving Environmental Goals,
London: Belhaven Press, 1992.

17 Jon Elster, Explaining Technical Change, Cambridge: Cambridge University Press,
1983, particularly chap. 6; Richard R.Nelson and Sidney G.Winter, An Evolutionary
Theory of Economic Change, Cambridge, MA: Harvard University Press, 1982;
Stephen D.Krasner, “Sovereignty: An Institutional Perspective,”
ComparativePoliticalStudies 21, 1 (April 1988) pp. 66–94; Emanuel Adler,
“Cognitive Evolution,” in Emanuel Adler and Beverly Crawford, eds, Progress in
Postwar International Relations, New York: Columbia University Press, 1991; and
Emanuel Adler and Peter M.Haas, “Conclusion,” International Organization 46,
1 (Winter 1992) pp. 367–90.

18 Herbert A.Simon, Reason in Human Affairs, Stanford, CA: Stanford University Press,
1983; Herbert A.Simon, “Human Nature in Politics: The Dialogue of Psychology
with Political Science,” The American Political Science Review 79 (1985) pp. 293–
304; James G.March, A Primer on Decision Making, New York: Free Press, 1994.

19 For intellectual histories which focus on both internal influences from within the
scientific community and external influences from society and government on the
development of ecological understanding, see Peter J.Bowler, The Environmental
Sciences, New York: W.W.Norton, 1992; Joel B.Hagen, The Entangled Bank: The
Origins of Ecosystem Ecology, Brunswick, NJ: Rutgers University Press, 1992;
Donald Worster, Nature’s Economy, Cambridge: Cambridge University Press, 1987;
Robert P.McIntosh, The Background of Ecology, Cambridge: Cambridge University
Press, 1985; and, grudgingly, Wolfgang Sachs, “Environment,” in Sachs, ed., The
Development Dictionary, London: Zed Books, 1992.

20 Mostafa K.Tolba et al., The World Environment 1972–1992 London: Chapman
& Hall, 1992, chap. 22; Albert Weale, The New Politics of Pollution, Manchester:
Manchester University Press, 1992; Tony Brenton, The Greening of Machiavelli,
London: Royal Institute of International Affairs, 1994, pp. 67, 70.

21 Jens Sorensen, “The International Proliferation of Integrated Coastal Zone
Management Efforts,” Ocean & Coastal Management 21 (1993) pp. 45–80.

22 US Congress Office of Technology Assessment, Industry, Technology and the
Environment, OTA-ITE-586 Washington, DC: US Government Printing Office,
1994; chap. 4; Dion Vaughn and Craig Mickle, Environmental Profiles of
European Business, London: Royal Institute of International Affairs, 1993; Ian
Christie and Heather Rolfe, Cleaner Production in Industry, London: Policy Studies
Institute, 1995; ENDS Report, 212, September, 1992, p. 17; Michael E.Porter,



Social constructivism 133

“America’s Green Strategy,” Scientific American (April 1991); “How to Make
Lots of Money and Save the Planet too,” The Economist 3 June 1995, p. 57.

23 Robert U.Ayres and Udo E.Simonis, Industrial Metabolism: Restructuring for
Sustainable Development, Tokyo: United Nations University Press, 1994; Robert
Socolow et al. eds, Industrial Ecology and Global Change, Cambridge: Cambridge
University Press, 1994; National Academy of Sciences, The Greening of Industrial
Ecosystems, Washington, DC: National Academy Press, 1994.

24 “How to Make Lots of Money and Save the Planet too,” The Economist 3 June
1995, pp. 57–58; Environmental Business Research, Assessment of U.S.
Environmental Technology Strengths and Applications, Report for US Agency
for International Development (December, 1993) p. 2.

25 Christopher Flavin and John E.Young, “Shaping the Next Industrial Revolution,”
in Worldwatch Institute, State of the World, 1993, New York: W.W.Norton,
1993, p. 182.

26 F.Cairncross, “UNCED, Environmentalism and Beyond,” Columbia Journal of
World Business 27, III and IV (Fall/Winter, 1992) pp. 15–16.

27 Stephan Schmidheiny, Changing Course, Cambridge, MA: MIT Press, 1992.
28 Riley E.Dunlap, George H.Gallup, Jr. and Alec M.Gallup, “Health of the Planet

Survey,” Princeton, NJ: Gallup International Institute, 1992. The countries are
Germany, USA, Portugal, Great Britain, Canada, Ireland, Switzerland, Norway,
Netherlands, Japan, Denmark, Finland, Russia, Poland, the Philippines, Nigeria,
India, Turkey, Uruguay, Hungary, Mexico, Brazil, Chile, South Korea.

29 Clifford S.Russell, “Environmental Enforcement,” in Tom Tietenberg, ed.,
Innovationin Environmental Policy, Aldershot: Edward Elgar, 1992, p. 219.

30 H.Jeffrey Leonard, Pollution and the Struggle for the World Product, New York:
Cambridge University Press, 1988; Charles S.Pearson, ed., Multinational Corporations,
Environment, and the Third World, Durham, NC: Duke University Press, 1987.

31 Nigel Harris, “Wastes, the Environment and the International Economy,” Cities
August, 1992, p. 179; “World Chemicals: The Challenge of Asia,” The Economist
Marchl3, 1993, pp. 27–30.

32 “Pollution in Asia,” The Economist October 6, 1990, pp.19–22; “Pollution in
Asia,” The Economist December 11, 1993; Nicholas Lenssen, “All the Coal in
China,” World watch March/April, 1993, pp. 22–30; Arthur Zich, “Taiwan,”
National Geographic November 1993, pp. 10–32.

33 David O’Connor, Managing the Environment with Rapid Industrialization, Paris:
OECD, 1994; Michael C.Howard, ed., Asia’s Environmental Crisis, Boulder, CO:
Westview Press, 1993.

34 Mostafa K.Tolba, et al., eds, The World Environment 1972–1992, London:
Chapman andHall, 1993,chap. 10.

35 Qing-Nan Meng, Land-Based Marine Pollution, London: Graham & Trotman,
1987, pp. 124–33; W.Jackson Davis, “The Need for a New Global Ocean
Governance System,” in Durwood Zaelke, ed., Freedom of the Seas in the Twenty-
First Century, Washington, DC: Island Press, 1993.

36 Lee A.Kimball, Forging International Agreement, Washington, DC: World
Resources Institute, 1992, p. 73.

37 World Bank data in Finance & Development, March 1996, p. 32.
38 Report of the Secretary-General on Technology Transfer, Cooperation and

Gapacity-Building E/GN.17/WG.I/1994/2.
39 For a fuller study of this phenomenon see The Social Learning Group, Social

Learning and the Management of Global Environmental Risks, Cambridge, MA:
MIT Press, 1999.



5 Globalization as governance

Toward an archaeology of
contemporary political reason

Ian R.Douglas*

The development of global governance is part of the evolution of human
efforts to organize life on the planet, and that process will always be going
on. Our work is no more than a transit stop on that journey.

(Commission on Global Governance, 1995, p.xvi)

The organization of life is the project, global in scope, an endpoint to which
human societies are inexorably in motion. In The Poverty of Historicism, Karl
Popper (1986) warned against the tyranny of any political discourse that claimed
to be riding a tide of inevitability. The 1995 report of the Commission on
Global Governance is a case in point. The epigraph above is representative of
the danger: a whole history of interventions, of misfortunes, scattered lives, is
lost in the grandeur of two sentences. Let us attempt here to regain it.

Unlike one or two of my fellow authors, I argue in what follows that
globalization is in no way in tension with governance, indeed each is the
logic of the other. I argue that the root of this equivalence can be found deep
within the genealogy of the modern state. In tracing this equivalence I suggest
not only that we re-examine popular notions concerning the decline of public
authority and the hollowing out of states, but also that we pay greater attention
to the political genealogy of concepts such as autonomy, freedom and
participatory democracy. In so doing we can open a space for a fresh evaluation
of contemporary discourses and practices of global governance. The latter
endeavour is particularly important, for it is not only what is lost or not said
in the Commission’s report that is of interest. Equally significant are the
actions and values sanctioned and affirmed. Above all, it is this positive
program of both the Commission and a range of other actors that I wish to
subject to a political and historical reading. What I aim to disturb is not so
much a silence as a monologue of reason that has concealed the intervention
of power, transformed so many real lives—real people—and given dignity, if
not legitimacy, to the violence of a kind of disciplinary governance that has
become our destiny and destination. The “evolution of human efforts to
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organize life on the planet” is indeed the type of governance in question, at
least in this essay.

I will attempt to outline the archaeology of this reason to the extent that it
highlights an alternative reading of the politics of globalization and its
intersection with the reality and politics of bringing order to the world.

Governance and the power to govern

In the first volume of The History of Sexuality, Michel Foucault described
what he saw as a profound transformation at the heart of political governance.
“Since the classical age,” he wrote,

“Deduction” has tended to be no longer the major form of power but
merely one element among others, working to incite, reinforce, control,
monitor, optimize, and organize the forces under it: a power bent on
generating forces, making them grow, and ordering them, rather than
one dedicated to impeding them, making them submit, or destroying
them.

(Foucault, 1979, p.136)

For Foucault this ascendance marked the threshold of modernity and what
he termed the “age of bio-power”. Two poles of political intervention emerged;
a“great bipolar technology” of power over life. The first centred on the “body
as a machine”; an “anatomo-politics” aimed to extort forces and optimize
capabilities. The second centred on the “adjustment of the phenomena of
population”; a “bio-politics” focused on demography (distribution, longevity,
procreation), economy (the synchronization of resources and citizens), and
social security (the social constitution of contracts and interests), wherein the
health and well-being of the civitas became a “general objective of policy”
and domain of investment.

In Foucault’s philosophical and historical works this theme of the positive
constitution of modern society is well established. Madness and Civilization
(1967) is as much a tour de force on the birth of “industrious society” as a
history of insanity. The Birth of the Clinic (1973) charts the emergence of a
medical perception as much concerned with illuminating social as corporeal
pathology. Discipline and Punish (1977)—the history of the prison—is first
and foremost concerned with the training (positive sign) of bodies and souls;
the dream of a kind of automatic social functioning. And finally—perhaps
most profoundly—we have The History of Sexuality, which traces the birth
of the “knowing subject”; the body that constitutes itself as an object of
knowledge. Power—at least since the eighteenth century—is seen as
productive; inscripted in knowledge, revealed as truth, operative at the level
of the everyday mundane. Foucault gave the name “governmentalization” to
the general process of the emergence of self-organizing, self-reliant networks
of governance, in which individuals themselves were to play positive roles.
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Government was for Foucault the “overall effect” of a complex interplay of
rationalities and technicalities, as well as—of course—political contingency.
The single thread that linked all modern experiences of politics was the
targetting of life above and beyond death.

This theme dominated Foucault’s lecture and seminar series at the
Collège de France between the years 1976 and 1980. Although no
comprehensive study emerged from Foucault’s researches, we do have—as
well as transcripts of his lectures- several short essays and papers (Foucault,
1988, 1989, 1991). These writings are particularly significant in that they
portray a continual sharpening of Foucault’s own historical gaze. Rather
than be satisfied with the archaeology of the “dark, but firm web of our
experience” (Foucault, 1973, p. 199), Foucault increasingly turned his
attention to the question of order; its historical politics, techniques and
practices. Foucault sought to uncover the inscribed history of the birth of modern
society; the “absolutely conscious strategy” attested in both political texts
and the “mass of unknown documents” constitutive of the “effective discourse
of a political action” (Foucault, 1996, p. 149). This ordering was to be found—
argued Foucault—in,

1) The ensemble formed by institutions, procedures, analyses and
reflections, the calculations and tactics that allow the exercise of this
very specific albeit complex form of power, which has as its target
population, as its principal form of knowledge political economy, and its
essential technical means apparatuses of security.
2) The tendency which, over a long period and throughout the West, has
steadily led towards the pre-eminence over all other forms (sovereignty,
discipline, etc.) of this type of power which may be termed government,
resulting, on the one hand in the formation of a whole series of specific
governmental apparatuses, and, on the other, in the development of a
whole complex of savoirs.
3) The process, or rather the result of the process, through which the
state of justice of the Middle Ages, transformed into the administrative
state during the fifteenth and sixteenth century, gradually becomes
“governmentalized”…

(Foucault, 199 1, pp. 102–3)

The first step toward this “governmentalization of the state” is taken
when populations emerge as a statistical problem.1 Foucault traces this
emergence first in the notion of raison d’état, where the greatness of cities
and states is linked to the strength and productivity of the civitas.2 Added
to the “great eighteenth-century demographic upswing in Western Europe”
(no doubt in part a consequence of this new concern with the collective
power of people) and “the necessity for coordinating and integrating it
into the apparatus of production,” “‘population’, with its numerical
variables of space and chronology, longevity and health [emerges] not
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only as a problem but an object of surveillance, analysis, intervention,
modification, etc. The project of a technology of population begins to be
sketched…” (Foucault, 1980, p. 171).

Epitomized best in what would become known as “cameralistics,”
polizeiwissenschaft, or “police science”—in the writings of Seckendorff
(1656), Wolff (1719), Dithmar (1731), Darjes (1749, 1756, 1776), Zinke
(1751), Moser (1758), Bergius (1767–74), and Mueller (1790), among
others—the aim of this new technology of population was to make
individuals “useful for the world” in such a way that “their development
also fosters the strength of the state” (Foucault, 1981, p. 252).3 This strength
of the state was conceived in two ways: on the one hand, as the material
result of the harnessing and channeling of energies (industry) into the
productive economy, and on the other, as the securitization of order through
workfare, occupation and the incentive to profit (enrichment). Productivity,
diligence and happiness emerged as the objectives of the mode of government
that dominated the classical age; simultaneously differentiated (in the
classification and organization of bodies) and aggregated (in the policing
of rhythms and the processes of populations). Freedom, inner strength and
security emerged as dominant principles in the discursive constitution of
civic order, conditioning the historical development of practical and political
government from the eighteenth century onward.

What Foucault’s historical studies describe in essence is the simultaneous
spatialization and deterritorialization of political government throughout the
course of modernity. In the first instance, government widens its reach (and
gaze); intervening in an ever greater number of spaces (psychology, pathology,
sexuality, education, etc.), and locations (the asylum, the clinic, the prison,
the school, the factory, the boulevard, the playground, and so on). On the
other hand, government becomes integral; diffused at the level of the social
body as a whole (in law, morality, customs, habits and social knowledge),
and assumed within an individual code or structure of command (in
disposition, humor, temperament). For heuristic purposes this double
movement corresponds to Foucault’s identification of “specific governmental
practices” on the one hand, and “a whole complex of savoirs” on the other,
with spatialization constituting the former, and deterritorialization the latter.

What I suggest—again for heuristic purposes, rather than as a strict
categorization of the history of power—is that this distinction might also be
useful in helping us think of the significance of the ascendance of a discourse
of “governance” over that of “government.” The latter is indicative of a
political reason concerned with the margins and boundaries of civil security
(the delinquent, the libertine, the madman). In this sense it is spatialized and
territorialized. The former is indicative of a political reason concerned with
strengthening the “normality” of the mass. In this sense it is deterritorialized
and temporalized (normality defined according to historical expediency).
Michel Foucault himself never felt the need to conceptually separate these
out, no doubt for good reason. Indeed his notion of “governmentalization”
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rightly emphasizes both elements of this emerging power over life. I would
like to suggest that contemporary discussions of governance would do well
to remember this centrality of government, both in the sense of the spatiality
of power, and in the “government” essentially served in its deterritorialization
(the passing of the command structure into the very constitution of the
individual).

In this chapter, however, I aim to do more than simply raise that objection.
I want also to make a preliminary move toward understanding the
technicalities of what I take to be a form of political intervention concerned
less with the homology of civil space than with the constitution of civil time;
its rhythms, its pace, its motion. In this I want to emphasize the notion of
“governance” while not divorcing it from the “specific governmental
practices” that lurk behind the outward surface of this deterritorialization.
Maintaining this focus on government while trying to describe the parameters
of governance is indeed essential as both emerge from the same political
reason (the targeting of populations by power).

Let us begin by revisiting the Commission on Global Governance.

Our global neighbourhood

As the report of the Commission continued, I realized that I was reading an
historical document, essentially the same in nature to the decrees and lost
registers whose vibrations Foucault felt, and whose intensity he dreamt of
restoring. I imagined myself surrounded by its forebears—their names rising
up through the centuries—Botero, Darjes, Saint-Simon, Bentham. From the
discussion of “civic ethics” to “economic stability,” from “development
assistance” to the “enforcement of law,” from the “empowerment of people”
to “enlightened leadership,” here was encapsulated the grand themes of the
modern epoch. The aims of this Commission were clear: to develop a “multi-
faceted strategy for global governance,” one that would “draw on the skill of
a diversity of people and institutions at many levels [building] networks of
institutions and processes—that enable global actors to pool information,
knowledge, and capacities” (Commission on Global Governance, 1995, pp.
4–5). “Governance,” in their terms, was to be found in the promotion of
security “in its widest sense.”

On the Commission’s account this was a text about “a new world”; one
caught up in the midst of a profound revolution. “Never before” it attests,
“has change come so rapidly—in some ways, all at once—on such a global
scale, and with such global visibility” (Commission on Global Governance,
1995, p. 12). Yet the echoes of all those brief lives, those lowly figures upon
whom power, many centuries hence, had turned its attention, kept jumping
up as I read. Something was amiss. Though it took me some time to see it, the
outline of an equivalence between global governance and the genealogy of
modern governmentality and bio-politics was materializing on the very page
before me. Where once the theoreticians of police had conceived of the dignity,
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power and dynamism of the state in terms of facilitating happiness and self-
sustenance, now we were being told, “The enormous growth in people’s
concern for human rights, equity, democracy, meeting basic material needs,
environmental protection, and demilitarization has today produced a
multitude of new actors who can contribute to governance” (Commission on
Global Governance, 1995, p. 3). In response, “Nation-states must adjust to
the appearance of all these forces and take advantage of their capabilities”
(Commission on Global Governance, 1995, p. xvi). Leaders, argued the
Commission, must recognize the “collective power of people.” “Mobilizing
that power to make life in the twenty-first century more democratic, more
secure, and sustainable, is the foremost challenge of this generation”
(Commission on Global Governance, 1995, p. 1).

Despite the fact that “bio-power” emerges as a political rationale and
practical strategy in the eighteenth century, popularizing government in its
very modus operandi (advanced liberal democracy), the picture sketched by
the Commission is one of the crisis of government as a whole because of its
decentralization. In this proposition it is not alone. This mistake is particularly
prevalent in contemporary discussion of the state and globalization in the
disciplines of international relations and political economy. Susan Strange,
for example, in an essay entitled “The Defective State” writes,

state authority has leaked away, upwards, sideways, and downwards. In
some matters, it seems even to have gone nowhere, just evaporated. The
realm of anarchy in society and economy has become more extensive as
that of all kinds of authority has diminished.

(Strange, 1995, p. 56)

The state, for Strange, is “hollowing out.” In Strange’s view we are witness
to a process by which centralized authority over society and economy has
become “diffused” in a “neomedieval fashion,” with “some necessary
authority once exercised by states…now exercised by no one” (Strange, 1995,
p. 71). Governments are the “victims” of a shift in the “state-market balance
of power.”

Alternatively, take the writings of Phil Cerny. “The essence of the state—
and the main practical condition for its viability” he writes,

lies in the fact that sovereign and autonomous political institutions are
capable of deriving legitimacy from a distinct citizenry located in a defined
territory. The international system did not present a fundamental challenge
[indeed it] constituted a bulwark of the state and the ultimate proof of its
sovereignty and autonomy. However, increasing transnational
interpenetration has the potential to transform the international system
from a true states system into one in which this external bulwark is eroded
and eventually undermined.

(Cerny, 1996a, p. l23)
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Left all alone, the future for the state, in Cerny’s view, is bleak. The essential
presumption is set up in the first line; states are nothing if not territorially
(and ethnically) discreet. Similar themes are developed by Theodore Levitt.
“Cosmopolitanism,” he writes,

is no longer the monopoly of the intellectual and leisure classes; it is
becoming the established property and defining characteristic of all sectors
everywhere in the world. Gradually and irresistibly it breaks down the
walls of economic insularity, nationalism, and chauvinism. What we see
today as escalating commercial nationalism is simply the last violent death
rattle of an obsolete institution.

(Levitt, 1983, p. 101)

Here again the metaphor is one of penetration. The hold of the ship of state
(its homology) has been fractured. Per axiom this entails a crisis of government,
indeed its obsolescence. “The Nation State” writes Kenichi Ohmae, “has
become an unnatural, even dysfunctional unit for organizing human activity
and managing economic endeavour in a borderless world” (Ohmae, 1993, p.
78). From its role in the constitution and policing of boundaries, “politics
[itself] has entered an age of increasing limits” (Riddell, 1995, p. 14). The
key index of this limit—it is argued—is found in the inability of governments
to control forms of movement. In the words of Mathew Horsman and Andrew
Marshall,

Effortless communications across boundaries undermine the nation-state’s
control; increased mobility, and the increased willingness of people to
migrate, undermine its cohesiveness. Business abhors borders, and seeks
to circumvent them. Information travels across borders and nation-states
are hard pressed to control the flow…. The nation-state [is] increasingly
powerless to withstand these pressures.

(Horsman and Marshall, 1994, p. 60)

Yet we might ask, from where did man learn the value of motion? Let’s
return to the question of the deterritorialization of government and the birth
of modern notions of governance.

The discovery of motion

In the words of Martin Heidegger, “The breeding of human beings is not a
taming in the sense of a suppression and hobbling of sensuality; rather, breeding
is the accumulation and purification of energies in the univocity of the strictly
controllable “automatism” of every activity” (Heidegger, 1991, pp. 230–1).
Not least the most important innovation of the classical age was the emergence
of a form of political reason that would take as its focus the knowledge and
facilitation of this automatism. From Leonardo’s anatomical notes and
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drawings, Versalius’ first public anatomy and De Humani Corporis Fabrica
(1543), Descartes’ declaration that the body is no more than an ensemble of
“moving machines,” Hobbes’ assertion that the universe is “corporeal,” the
flashpoints in that history are no doubt well known. What was emerging was
a new spatial imagination of human existence, but also a temporal one. As
Jonathan Sawday has so rightly described,

Mechanism offered the prospect of a radically reconstituted body. Forged
into a working machine, the mechanical body appeared fundamentally
different from the geographic body whose contours expressed a static
landscape without dynamic interconnection. More than this, however,
the body as a machine, as a clock, as an automaton, was understood as
having no intellect of its own. Instead, it silently operated according to
the laws of mechanics…. The political implications of this process of
thought were immense.

(Sawday, 1995, p. 29)

One doesn’t have to take too many guesses to find the link between the new
body of regular motion and the birth of the disciplined and tranquil society
dreamed of by the eighteenth-century practitioners of “police science.”4

With the discovery of planetary motion, the psychology of perception and
duration, the social diffusion of the clock, the rise of artistic perspectivism,
and the mathematical and geometrical revolutions, a new interest in the
possibilities and aesthetics of uniform motion was born (Reiss, 1997,
Mumford, 1934, 1961). Uniformity through space (the automata of
movement) fast came to define the parameters of “public safety,” good
order, and the functioning society.

Though often overlooked, this link between motion and civic order was
highlighted in a number of historical works by Michel Foucault. In Madness
and Civilization (1967, pp. 123–34, 160–77), for example, Foucault described
how reason itself was constituted in the classical age in reference to extremes
of movement; mania related to an “excessive mobility of the fibres,” leading
to a lightness in disposition, and melancholia to a congestion and thickening
of the blood, and subsequent dullness of character. What emerged was not
only a medical perception of the corporeal body, but a series of practices,
suggestions and knowledges aimed to regulate motion in the body-politic.
The testing ground was the body of unreason, where mobility,

must be measured and controlled; it must not become a vain agitation of
the fibres which no longer obey the stimuli of the exterior world…the
cure consists in reviving in the sufferer a movement that will be both
regular and real, in the sense that it will obey the rules of the world’s
movements.

(Foucault, 1967, pp. 172–3)
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The result, as Foucault described (and also in Discipline and Punish) was the
gradual emergence of a “science of time” mediating man’s relation to motion
within the confines of acceptable limits to reason and order defined in the
movements of the natural world and celestial heavens. The condemnation of
idleness as the “source of all disorders,” culminating in the obligation to
work (Huizinga, 1927, Foucault, 1967, 1973) is perhaps the most conspicuous
indication of the links newly forged between motion, good order and the
individual. As Mumford describes, “Time as pure duration, time dedicated
to contemplation and reverie, time divorced from mechanical operations,
was treated as a heinous waste” (Mumford, 1934, p. 197). Evermore, “the
‘power’ of the soul gave way to a sequence of mechanical movements…the
silent forces of springs, wheels, and cogs, operating as a contrived whole.”
As Sawday continues, “The modern body had emerged: a body which worked
rather than existed” (Sawday, 1995, p. 32).

In Flesh and Stone, Richard Sennett takes up the point of how these
references to motion (through medical perception and the birth of the
productive economy) came to define the early modern city. In doing so, Sennett,
like Foucault, makes the crucial link between the organization of bodies and
that of the broader body-politic. New principles of urban planning and policing
were emerging based upon new medical metaphors of “circulation” and
“flow” (Harvey, 1628; Willis, 1684). The health of the body became the
comparison against which the greatness of cities and states would be measured.
The “veins” and “arteries” of the new urban design were to be freed from all
sources of possible blockage.

Enlightened planners wanted the city in its very design to function like a
healthy body, freely flowing as well as possessed of clear skin. Since the
beginnings of the Baroque era, urban planners had thought about making
cities in terms of efficient circulation of the people on the city’s main
streets…. The medical imagery of life-giving circulation gave a new
meaning to the Baroque emphasis of motion.

(Sennett, 1994, pp. 263–4)

The regularization of cleanliness and sanitation, and the removal of madmen,
beggars and idlers from the highway are but two general projects born of the
question of the efficiency of movement that dominates the historical imaginary
of the classical age. As Julien Offray de La Mettrie (1748) would remark,
only organized matter was endowed with the principle of motion. We may
also add that matter endowed with the principle of motion was increasingly
regarded as “ordered.” What was emerging was a particular relation between
politics, space and time, expressed with perfection in the words of Guillaute
(a French police officer writing in 1749).

Public order will reign if we are careful to distribute our human time and
space by a severe regulation of transit; if we are attentive to schedules as
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well as to alignments and signal systems; if by environmental
standardization the entire city is made transparent, that is, familiar to
the policeman’s eye.

(Guillaute, quoted in Virilio, 1986, p. 18)

Let us not also forget the military, both in its impact on cities and its impact
on bodies. In terms of the former, as Mumford describes,

To achieve the maximum appearance of order and power on parade, it is
necessary to provide a body of soldiers either with an open square or a
long unbroken avenue…a moving regiment gives the impression that it
would break through a solid wall [which] is exactly the belief that the
soldier and the Prince desire to inculcate in the populace: it helps to keep
them in order without coming to an actual trial of strength…

(Mumford, 1961, p. 369)

And before these men could be commanded to run at the enemy they had
first to be taught to stand firm in space and time. The neostoic revival in
military discipline and drill embodied in the practices and procedures of
Lipsius, Maurice of Nassau, Gustavus and Montecuccoli, and passed through
to Eugene, Marlborough, Guibert and the French Revolutionaries, also helped
set the technical parameters of government.5 Practiced first on the military
courtyard, and then in the field, the hospital, the workhouse, the almshouse,
the prison, the birth of a new age of military logistics is inseparable from the
episteme of organized motion emerging as a political technology of civic
order.6 The image of society was one of a complex of relays; each to be
synchronized, made efficient and effective. In the remarkable words of Johann
von Justi,

A properly constituted state must be exactly analogous to a machine, in
which all the wheels and gears are precisely adjusted to one another; and
the ruler must be the foreman, and the main-spring, or the soul… which
sets everything in motion.

(Justi, quoted in Parry, 1963, p. 182)

Frederick the Great was surely the first statesman to bring together the two
themes that would dominate the historical horizon of the modern period;
bio-power and moving-power. By the turn of the nineteenth century these
themes were running in parallel, a fact of which Foucault seemed well aware.

At first, [disciplines] were expected to neutralize dangers, to fix useless
or disturbed populations, to avoid the inconveniences of over-large
assemblies; now they were being asked to play a positive role, for they
were becoming able to do so, to increase the possible utility of individuals.
Military discipline…coordinates…accelerates movements, increases fire
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power…. The discipline of the workshop…ends to increase aptitudes,
speeds, output…introducing bodies into a machinery, forces into an
economy.

(Foucault, 1977, p. 210)

A“collective, obligatory rhythm” was emerging; a “meticulous meshing.”
“We have passed,” Foucault continues,

from a form of injunction that measured or punctuated gestures to a
web that constrains them or sustains them throughout their entire
succession. A sort of anatomo-chronological schema of behaviour is
defined… Time penetrates the body and with it all the meticulous
controls of power…. Disciplinary control does not consist simply in
teaching or imposing a series of particular gestures; it imposes the best
relations between a gesture and the overall position of the body, which
is its condition of efficiency and speed…a positive economy…[which]
poses the principle of a theoretically ever-growing use of time…towards
an ideal point at which one maintained maximum speed and maximum
efficiency…

(Foucault, 1977, pp. 152–4)

It was exactly this implementation of a new economy of movement through
time that enabled Frederick to dominate the eighteenth century.

Yet if Frederick was the foreman of this newly constituted machine-in-
motion, Napoleon would surely become its soul. More than anyone prior,
he would embody the next phase of history, defined not so much by the
“art of governing,” as what we might describe—with a certain misgiving—
as the “art of motorizing.”7 Again, the crucial link is the birth of bio-
politics, and the transformation of the power to govern. In the words of
Carl von Clausewitz (1968, p. 384), “War had suddenly become an affair
of the people, and that of a people numbering thirty million, every one of
whom regarded himself as a citizen of the State.” Under the Committee
of Public Safety the levée en masse is established providing the first clear
model of modern conscription. Perfected by the hand of Bonaparte, the
energy thrown into the conduct of war was “immensely increased,” with
whole populations “mobilized for the purpose of wholesale slaughter”
(Foucault, 1979, p. 137).

And not only in warfare did the principles of efficiency and movement
dominate, but also in his Civil Code—the Code Napoléon—of which he
claimed the “most compact government with the most rapid circulation and
the most energetic movement that ever existed” (Napoleon, quoted in Crawley,
1965, p. 319). All of this was unthinkable without the elaborate ensemble of
powers in which the new kinetic state was anchored: the disciplinary codes
that would come to define modern governance. Prefigured perfectly in the
words of French military reformer Comte de Guibert,



Globalization as governance 145

What I want to avoid is that my supplies should command me. It is in
this case my movement that is the main thing; all other combinations are
accessory and I must try to make them subordinate to the movement.

(Guibert, in Crawley, 1965, p. 74)

“The best soldier” Napoleon would declare, “is not so much the one who
fights as the one who marches” (Napoleon, quoted in Durant and Durant,
1975, p. 247). There is no doubt that this marks a threshold in the “evolution
of human efforts to organize life on the planet,” both militarily and
governmentally.

Prolegomenon to global governance

It is this moment in history that serves as urbanist Paul Virilio’s point of
departure. Like Foucault, Mumford and Sennett, Virilio is also concerned with
the birth of a new technical, geometric, chronographic imagination of men and
things. What Virilio adds to the story is a more focused description of the
nineteenth- and twentieth-century experience of moving, and its correspondence
with political technology and the genealogy of governance. Virilio also serves
as the link to my main argument: that this experience of motion, and its greater
facilitation and extension throughout every level of society, is the hidden history
of globalism and global governance. Though Virilio has only recently turned
his attention to the discourses of globalization (1995b), his writings—I suggest—
provide the political and historical reading so lacking in our present discussions.
For lack of space let me pick out its main themes.

“Up until the nineteenth century,” Virilio writes, “society was founded on
the brake” (Virilio and Lotringer, 1983, pp. 44–5). Agrarian society then
gives way to industrial or transportational society (or what Virilio calls
“dromocratic society”8). This society is built upon the possibility of
“fabricating speed.” “And so they can pass from the age of the brakes to the
age of the accelerator. In other words, power will be invested in acceleration
itself’ (Virilio, in Virilio and Lotringer, 1983, pp. 44–5). An “unrecognized
order of political circulation” was emerging, crystallized in the French
Revolution. The events of 1789, he writes,

claimed to be a revolt against subjection, that is, against the constraint
to immobility symbolized by the ancient feudal serfdom…the arbitrary
confinement and obligation to reside in one place. No one suspected that
the “conquest of the freedom to come and go” could, by a sleight of
hand, become an obligation to mobility. The “mass uprising” of 1793
was the institution of the first dictatorship of movement, subtly replacing
the freedom of movement of the early days of the revolution. The reality
of power in this first modern State appears beyond the accumulation of
violence as an accumulation of movement.

(Virilio, 1986, p. 30)
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The stage was set for Bonaparte. “With Napoleon,” write the Durants, “the
ecstasy of liberty yielded to the dictatorship of order” (Durant and Durant,
1975, p. 240).

From this consolidation point (of a broader political investment in motion
running parallel to the rise of the money economy, the militant-bureaucratic
state, and new advances in the physical and medical sciences), Virilio goes on
to chart the active planning of the time and space horizons of whole societies;
what he calls the, “primordial control of the masses by the organisms of
urban defense” (Virilio, 1986, p. 15). For Virilio then, as for Foucault, the
aims of modern political rationality are clear; to make mobile the citizenry
within the parameters of order, reason and tranquillity. Deterritorializing in
a double sense (the investment in motion and the targeting of the populace),
individuals become subordinated to a higher realm of ordering beyond
territorialism: speed. “Revolution” replaces “circulation,” automotion
supplants motion—the increase in pace acting to secure tranquillity through
compulsion; what Virilio (1986, p. 46) has termed the “peace of exhaustion.”
In essence (though largely unrecognized, perhaps even by himself) Virilio’s
work describes in outline the political technique through which the “problem”
of early modernity—of how to maximize the power of individuals for the
prestige of the state within the confines of stability and good order—was
transcended and neutralized.

Over the modern period proper, no longer is the dilemma of government
how to mediate between the extremes of rapidity and stasis, productionism
and docility, circulation and revolution. By the time of Napoleon, not only
would political rationality understand the motion of matter and of bodies, it
would seek above all to perfect the mechanisms of producing it. The
“movement-of-movement” as a technical achievement, emerges at this time
(the early nineteenth century) as a societal principle, reordering the whole of
the modern world. “What, then” writes N.H.Gibbs, “was Napoleon’s
distinguishing mark as a ‘great captain’?” “It was his ability to move very
large armies, sometimes of 200,000 men and more, across great stretches of
the continent at speeds far greater than had hitherto been thought possible…”
(Gibbs, in Crawley, 1965, p. 75). Motion had become speed, and in focusing
upon it in the most radical way possible, Paul Virilio begins to answer the
question of how efficiency in the governing of men and things was established
at the heart of modernity.

Let us imagine the flagpoints of this history in summary form: in early
modernity we find a rabble populace, poorly disciplined, wandering, and
blighted by the specters of unreason, idleness and environmental destitution.
The aim of political reason—in the context of broader societal
transformations (the discovery of order through production, the rise of the
money economy, commercialism and early mercantilism9)—is to navigate a
course between the extremes of revolution and stagnancy. Having recognized
that (in the words of Botero) the “true strength of a ruler consists in his
people,” political rationality aims also to “multiply” the citizenry as a
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productive force. A new politics of order, both of detail (looking into men’s
souls), and of generality (the new concern with the biology of populations)
becomes a technical necessity. Working together, these techniques of
intervention (“an atomo-power” and “bio-power”) produced at the heart
of the classical age an initial stasis; seen best in the military courtyard, the
hospital, the prison and the school. The power of movement was subject to
a territorial codification (in the city, in the workhouse, in the asylum, in the
manufactory).

By the beginnings of the nineteenth century the place of the state and
political reason in constituting spaces for existence had been secured, and
a second “reordering” could now be effected, heralding perhaps less the
age of bio-politics as the age of bio-kinesis. Rather than charting the middle
ground between rapidity and stasis, power would aim to “release” the
full productive, dynamic efficiency of the (national) population in and
through time. “Motion” (or more precisely, motorization) had emerged
as the destiny and law of a new politics of order. The full equivalence of
Virilio’s “metabolic vehicles” to Foucault’s “bearers of order” becomes
clear. “Dromological power”—or in Foucault, “capillary power”—had
emerged as the practical basis and first principle of capitalist modernity
established simultaneously with the apparatus of modern governance.
Mobility, in other words, had become simultaneously the means to
liberation and the means to domination; the accumulation of men running
hand-in-hand with the accumulation of movement, and the illusion of its
sovereign release.

Speed was to be taught as a virtue because it had in itself emerged as a
discipline.

Discourses and practices of contemporary political
reason

No doubt this is when “globalism” (though yet to find its linguistic expression)
first emerged as the imaginary endpoint to liberal freedom. “To be truly free
requires a life without boundaries”: the passport to that future is the technical
control of motion.10 As Paul Virilio (1986, p. 73) describes, “the dromocrat’s
look…causes distances to approach” This negation of “the world as a field”
is contained nowhere better than in the very image of the Earth as seen from
space. Indeed, if this blue orb is an icon of anything it is of the final frontier
in the ascendance of kinetic political technology. Hardly a surprise then that
Martin Heidegger feared this image more than he did the atom bomb. As he
described so perfectly, the “uprooting of man has taken place” (Heidegger,
1993, pp. 105–6).

This uprooting, or incitement to motion, is well represented in the discourses
and practices of contemporary political reason. Again, our classical themes
prevail: deterritorialization (disappearances of all kinds of materiality) and
temporalization (self-constitution and regulation). The former can be regarded
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as the “modality of becoming” of globalism—the emptying out of all kinds
of territory (first of the state, then the world itself). The latter corresponds to
the channeling of energies, the optimization of forces, the temporal parameters
of modern governance. In practice, like the somewhat shaky distinction
between governance and government, these impulses are often intermixed.
“You wanted to travel?”, asks a promotion for Sky television, “No need to
bother.” Here speed not only consumes distance, but in bringing everything
to hand that is distant (without even the need for physical movement) assures
the ideal political state of life without boundaries: immobilism. For Paul Virilio
this is clearly worrying,

The end-point is reached when humans have become inanimate…. The
revolution of the auto, of automobile travel, certainly awakened the
illusion of a new nomadism, but in the same stroke the revolution of the
audiovisual and electronic media destroyed the illusion once again. With
the speed of light the rigor mortis begins, the absolute immobility of
humanity. We are heading for paralysis. Not because the surplus of autos
brings street traffic to a standstill, but because everyone will have disposal
over everything without having to go anywhere.

(Virilio, 1995c, p. 103)

As a critique of the dream of globalization Virilio’s analysis of the emergence
of the “terminal-citizen” is unmatched.11 Not only does it help us reflect
politically upon the dominant discourses of our epoch, but again—like
Foucault—it allows us to raise, at least for a moment, the question of the
implications of contemporary practices for the constitution of contemporary
political governance. What interests are better served by this immobilization
of humanity under the illusion of the freedom of speed?

This “space-distortion,” for Virilio, finds its origins in the military, but
can equally be seen across whole sections of society. “We believe” runs a
promotion for Kawasaki, “that to fulfill our potential as a global corporation,
we have to continually push back frontiers of space” (The Economist, 1994,
p. 8). “For U.S.Corporations” The Herald Tribune affirms, “the Modern-
Day Byword Is ‘Globalize or Die’” (International Herald Tribune, 1994, p.
15). In 1989 chairman and CEO of General Electric, Jack Welch, talks of the
“global moment,” of “lightening speed,” “fast action,” and “acting with
speed.” “The world moves much faster today” (Tichy and Charan, 1989, p.
115). In 1991 President and CEO of Asea Brown Boveri, Percy Barnevik,
prompts, “Why emphasize speed over precision? Because the costs of delay
exceed the costs of mistakes” (Taylor, 1991, p.104). In 1994, Vice President,
Al Gore talks of a “planetary information network that transmits messages
and images at the speed of light,” allowing “families and friends” to “transcend
the barriers of time and distance” (Gore, 1994). In 1995 a special issue of
TIME on technology and the “global agenda” begins the cover story article
with one word, followed by a full stop. The word is “acceleration.”
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From Mumford’s desire to “get somewhere” to cameralism’s investment
in motion, a deeper history and practical development lies behind this new
vernacular of global-neoliberal dromoscopic-space; a fact of which even the
advertisers seem occasionally aware. Note, for example, the astounding words
that accompanied one of the first promotions to use the image of the globe as
seen from “deep space:”

Who can fail to be moved by the photographs of our Earth—this great
globe upon whose surface we dwell—taken from outer space? We gaze
downward through the lens and from the vehicles of technology, seeing
our planet from the perspectives provided by science. Uncounted centuries
of thought and work preceded this moment; the contributions of
generations went into its preparation.

(Harvard Business Review, 1969, p. 17)

A similar point was made more recently in the equally astonishing words of
a promotion for Daimler Benz published widely during 1995. Under a double-
page spread of the “NASA earthrise,” and the subtitle “Progress is the
realization of utopia,” the dialogue ran,

Making dreams come true is both a poetic and an accurate definition of
progress. Consider man’s ancient dream of “automotion,” fulfilled at
last by the automobile a century ago. But mankind’s dreams have always
refused to remain earthbound. They have enabled him to soar like a
bird, to explore distant planets. And today, science continues to uncover
new mysteries and realize ever bolder dreams…

(Daimler Benz marketing, 1996)

Automotion fulfills history in the liberation of man from the Earth! Who can
fail to be moved by the visuality of the technical result? Clearly the image of
the globe is itself essential, now almost obligatory, in the “image bank” of
every major corporation. We have the power, it says, to go beyond the critical
threshold of orbital speed (the “speed of liberation,” “escape velocity”), and
in doing so not only separate our existence from the Earth, but destroy in one
movement the expanse of the planet. Once even the most seasoned
philosophers dared not estimate the size of our Earth. It seemed infinite,
immeasurable. But in the middle of this century, we escaped all that, so that
now we find—whether we like it or not (and we usually do)—just how small
our terrestrial habitat really is. In the words of Buzz Aldrin, “The Earth
would eventually be so small I could blot it out of the universe simply by
holding up my thumb” (Aldrin, in Kelley, 1988, plate 37).

We should ask questions about this disappearance of geometrical space.
We might ask whether communications have not long prepared us for this
moment where the necessity of immediacy takes its place as the technical
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achievement of a political governance in which the absence of distance, of
space and expanse serves specifically to establish and maintain the equivalence
between motion and good order. Are not our discourses of globalism the
contemporary monologue of reason that have concealed the political history
of the movement of bodies and the extortion of their productive forces? Is
not that single snapshot—the NASA Earth—the visual representation of the
final stages of the governmentalization of the state and our systems of politics,
as globalism, motion and tranquillity become synonymous? Even if we’re
shy about asking such questions, one can surely see that the implications of
the discourses, practices and aesthetics of contemporary political reason have
been immense.

Perhaps most conspicuous has been the historical reversal of “motivational
crises” (Habermas, 1975), achieved through an intensification of general
anxiety about immediacy and the distortion of distance. The specter of “global
competition” (“Work smarter, not just harder”12), “risk society,” the “fear of
unemployment,” subcontracting, outsourcing and “just-in-time” production;
all have collided in the discourses and practices of neo-liberal globalization.
The result has not only been an enormous injection of energy into the process
of capital accumulation, pulling the failing welfare economies of 1970s into
the age of hyper-efficiency. Along with the trajectory we find a wholesale
transformation of our perceptions of reality, both in a negative sense of what
is disavowed (“There is no alternative,” “You have no choice,” there is “no
place to hide”13), and the positive sense of what becomes necessary (“Create
a sense of urgency,” “involve everyone in everything,” establish “friction-
free capitalism”).14

The distant echo of those technicians of government who dreamt of the
assembly of men and things in dynamic repose becomes an uproar in every
global city, and all their peripheries. “Activité, activité, vitesse”—Napoleon’s
watchword15—has indeed become the law of our own world. “Man,” write
Peters and Waterman (1982), “is waiting for motivation.” The long and steady
disappearance of the visible markers of the state serves well to conceal the
politics behind the decentralization, diffusion and mobilization of the populace
as a whole. Yet in the eyes of our favored detectives (Cerny, Strange, Ohmae,
etc.), authority is nothing if not holistic, defined negatively against all other
constituencies. A naivety that is politically dangerous. All government is
equated with negative power (the power to restrict, to confine, to separate
and beat-down). It is this presupposition that helps validate globalism as
something in which individuals should invest faith. Yet in failing to consider
either the history or consequences of the outward deterritorialization it effects,
commentators have surely succumbed to the illusion no doubt marked out
for them in advance, in order to conceal the real nature of what is at stake;
the substitution of governance for government, automatism for autonomy,
immediacy for history, dromocracy for democracy.16
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Rethinking globalization as governance

That innovations in political technology were essential to the development of
political economy was one of Michel Foucault’s lasting contributions to critical
politics. As he himself described,

bio-power was without question an indispensable element in the
development of capitalism; the latter would not have been possible without
the controlled insertion of bodies into the machinery of production and
the adjustment of the phenomena of population to economic processes…it
had to have methods of power capable of optimizing forces, aptitudes,
and life in general without at the same time making them more difficult
to govern.

(Foucault, 1979, p. 141)

All of this, for Foucault, was something more than the rise of an ascetic ideal.
What occurred in the eighteenth century, “was nothing less than the entry of
life into history, that is, the entry of phenomena peculiar to the life of the
human species into the order of knowledge and power, into the sphere of
political techniques…” (Foucault, 1979, pp. 141–2).

Why is it that our contemporary commentators believe that this history of
political intervention has suddenly “evaporated”?

The reason, as we have seen, is their failure to think deeply about
governance and the power to govern. Contemporary transformations, for
these commentators, are indicative of (and follow from) a generalized shift in
the locus of command from the state to the people. Understood as such it
would be misguided to view the consequences of such changes as anything
other than, on the one hand, the accidental outcome of technological and
market forces, or on the other, as the logic of these forces played out
(transhistorically) over the longue durée. Yet as we have seen, such a view
cannot survive even a cursory reading of the genealogy of governance. Al
Gore is indeed right to point out, “Governments didn’t do this. People did.”
But this says nothing about the decline of authority, for as we have seen, this
authority, at least from the eighteenth century onward specifically targeted
individuals to become the vectors of their own processes of transformation.
The technology of self-constitution, that Foucault in Discipline and Punish
described as “panopticism,” runs hand-in-hand with the ascendance of liberal
freedom. As Foucault would describe, “The Enlightenment which discovered
the liberties, also invented the disciplines” (Foucault, 1977, p. 222). In this
light—of the development of mechanics of self-constitution, subjectification,
the passing of the command structure into the minds of individuals (what I
have referred to in the essay as “governance”)—the state cannot be defined
merely as the institutions of government. Governance is in that sense a broader
phenomenon; precisely the “efforts to organize life on the planet” that so
concerns the Commission on Global Governance.
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The question of “authority” then, can only be viewed in its historical setting
and against its developmental transformations. That genealogy reveals that
for 300 years at least the implicit objective of political reason has been to
pass the responsibilities of government onto the shoulders of individuals.
Formulated best in the words of von Justi, modern political reason was to be,
“concerned chiefly with the conduct and sustenance of the subjects, and its
great purpose is to put both in such equilibrium and correlation that the
subjects of the republic will be useful, and in a position easily to support
themselves.” (Justi, quoted in Small, 1909, p. 328). The contemporary
dissolution of the face of government (institutional fragmentation, dispersion
of state authority, diminishing policy autonomy, and so on), says nothing of
this longer history of diffusion that lies at the heart of the modern rational
order imagined in the classical age. As Paul Virilio has described, the age of
visibility (institutions, governments) gives way to the age of disappearance
(networks, dispersions), but not as reduction in power. Just as the replacement
of the scaffold by the prison was, “not to punish less, but to punish better…to
insert the power to punish more deeply into the social body” (Foucault, 1977,
p. 82), so the disappearance of the state has run parallel with the ascendance
of new modalities of governance based on the positive constitution of
individuals themselves (globalism, competitiveness, self-motivation, rapidity,
agility, responsiveness, proactivity, etc.).

Ironically we can agree—in part—with the assessment of Strange, Cerny,
Ohmae and others. The state is increasingly hollow! What they have failed
to consider, however, is the historical reason why it is so. Having considered
some of these reasons here (the birth of bio-power made necessary by the
birth of the commercial economy and the emergence of populations as a
statistical problem) I dispute that our contemporary epoch is a “return to
medievalism” (cf. Kobrin’s chapter in this volume). What we are witnessing
at the level of institutions is simply the replicant process of
deterritorialization effected first at the level of individuals during course of
the transition from the classical to the modern epoch whereby sovereign
power was supplanted by bio-power. As Foucault described, “we should
not be deceived by all the Constitutions framed throughout the world since
the French Revolution, the Codes written and revised, a whole continual
and clamorous legislative activity: these were the forms that made an
essentially normalizing power acceptable” (Foucault, 1979, p. 144). Perhaps
we can now add that our notions of “sovereignty” and “territoriality” have
similarly obscured the fate of the state, progressively emptying itself out in
its own bio-political mutation.

I suggest, then, that the birth of bio-power at the level of subjectivity is the
rightful precursor of the globalization of the state. From the point at which
this transition took place (with the emergence of the notion of reason of
state, police science and the question of “government”) this endpoint was
established as the logic of political reason. The governmentalization of the
state is indeed the globalization of the state. The neomedieval metaphor, in
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mistaking this deterritorialization for a “return” to anarchical disorganization,
merely obscures further the relations of power that first “discovered society”
(Polanyi, 1957) as the true site of modern governance, followed by “global
society” as the object of global governance.

For those that would maintain that this discovery of (global) society
signals the decline in state power, let us remember that Bodin’s notion of
“sovereignty” was not first and foremost one of territory, but one of the
supreme power of the state over its subjects (‘unique and absolved from the
laws’). As Meinecke describes, “Bodin did not distinguish the question of
what is the supreme authority within the State from the question of what is
the supreme authority of the State” (Meinecke, 1957, p. 57). That said, for
Bodin the reforms of the cameral thinkers and philosophes of the
Enlightenment (the birth of active society) would have been unthinkable.
The very idea of participatory “civil society” was, for him, abhorrent. Yet
again, we must return to the notion of bio-power, and note that the birth of
active society—called forth in the writings of the first technicians of the
modern state—was conceived in its origin in terms of the “strength of the
state,” both commercially and governmentally. In that sense Bodin and the
scientists of police and modern governance would surely have agreed on
the basic premise that underpins each of their actions; the pursuit of public
security (salus populi) and the productive society.17 As Friedrich Meinecke
might say, “The difference between the two lay only in the means, not the
ends” (Meinecke, 1957, p. 214).18

Conceiving “governance” as “diffusion,” and diffusion as “civic security,”
one can see that globalization actually extends, rather than fragments, state-
ordered power. This form of “government” cannot be reduced instrumentally
to the actions of institutions. As Colin Gordon suggests, “the state has no
essence” (Gordon, 1991, p. 4). Authority, then—at least over the modern
period—has to be traced beyond the state, into the “positive unconscious”
and codes of a culture, “its schemas of perception, its exchanges, its techniques,
its values, the hierarchy of its practices…the space of knowledge” (Foucault,
1970, pp. xx-xxii). “The question of power,” Foucault reflects,

is greatly impoverished if posed solely in terms of legislation, or the
constitution, or the state, the state apparatus. Power is much more
complicated, much more dense and diffuse than a set of laws or a state
apparatus. One cannot understand the development of the productive
forces of capitalism, nor even conceive of their technological development,
if the apparatuses of power are not taken into consideration.

(Foucault, 1996, p. 235)

In setting up a simple distinction between diffusion (anarchy) and
centralization (authority), Strange, Cerny, Ohmae and others simply misread
the history of the modern state, and the genealogy of modern power.
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“Until the last few years” writes Cerny, “the long-term development of
the ‘modern’ world order has been characterized by a process of centralization
and hierachization of power” (cf. Cerny’s chapter in this volume). The reverse
is the case. The modern world order has been characterized over the long
term by a political project of decentralization and diffusion. In highlighting
this process as it reaches its final threshold, Cerny actually ends up diverting
attention from its own logic, which indeed we are beginning to witness now.
This is the reversal now effecting itself at the level of individuals, where this
whole technology of power was born. Now, we witness not so much a diffusion
and deterritorialization (this has already been achieved). Rather, as Virilio is
beginning to describe, we witness a deeper, true centralization and
hierachization. The former is effected in the homogenization of whole societies
caught up in the necessities of global competitiveness, and “global time” (as
well as the imposition of a kind of physical incarceration now that everything
arrives without us having to leave). The latter is effected in the very structure
of global governance that has emerged to replace the territorial nation-state;
the dromological order where the fastest win and the slowest lose, effecting a
new and more violent hierarchization of the world.

The pathology of global governance

The final question that a political reading would raise, if only to leave hanging,
is the value of global governance in itself. As the history that I have attempted
to sketch attests, the development of systems of governance is hardly a neutral
process. Any discussion, therefore, of global governance has to confront the
question; “to what problem is global governance the solution?” It is that
question that makes necessary the opening out of the field of discussion into
the interrogation of our deepest presuppositions on the value and politics of
governing the relations of men and things. “Imagine order” wrote Robert
Musil,

Or, rather, imagine first of all a great idea, and then one still greater, then
another still greater than that, and so on, always greater and greater.
And then on the same pattern imagine always more order and more
order in your own head…just imagine a complete and universal order
embracing all humanity, in a word, a state of perfect civilian order.

Take my word for it, it’s sheer entropy, rigor mortis, a landscape on the
moon, a geometrical plague.

(Musil, 1954, pp. 197–8)

Our greatest danger might be to underestimate the extent to which order—
perhaps entropy—is served by the deterritorialization of the state. This
decentralization was imagined first by an ensemble of thinkers who referred
to their own work as the “theory of police.”
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But Musil’s words raise the final question, unanswerable here; what are
the consequences of universal governance? The works of Paul Virilio—in
shifting our attention from the organization of space to the constitution of
time—stand, I suggest, as documents charting exactly that universalization
of order over the modern period as a whole. Foucault can also act as a
reference, in his studies of the internalization of command that goes hand-in-
hand with the governmentalization of the state. In each we find a body of
work that can be turned profitably to comment on the politics of globalization,
and not only that, but a political comment on the nature of governance, that
in our current discussions we’d do well to remember. Perhaps it is time, in the
words of Gayatri Spivak (1990, p. 30), that “the Western theoretical
establishment take a moratorium on producing a global solution,” if not out
of modesty, then the hope of recapturing life’s authenticity. We must keep
open the debate on globalization and governance.

Notes

* Thanks to Julie Murphy Erfani and Brook Blair for comments and inspiration, and
to the editors for including my voice in the dialogue.

1 cf., Hacking (1990).
2 The publication ofGiovanni Botero’s The Greatness of Cities (1588), and The

Reason of State (1589) are usually taken as a threshold, though he himself emerged
in a wider context (e.g., Rosello, Piccolomini, Paschalius and Segni), cf., Viroli
(1992) and Tuck (1993).

3 cf., Small (1909), Parry (1963), Johnson (1964), Raeff (1975), Knemeyer (1980),
Tribe (1984), Pasquino (1991), and Oestreich (1984).

4 Sawday even goes so far as to suggest that the move from sovereign to republican
notions of governance might find their origin in this reformulation of knowledge
of the body. In the broader project upon which this chapter draws I investigate
corresponding transformations with the emergence of “kinesthetics” and the
sciences of human physiology and motion in the mid nineteenth century, and
notions of information processing in the mid to late twentieth century. On the
correspondence between metaphors of the body and those of the body-politic,
cf., Marcovich (1982).

5 cf., Paret (1986), pp. 32–213.
6 For detailed historical discussion cf., Crawley (1965), Ward, et al. (1909), and

Durant and Durant (1963, 1975).
7 Michel Serres (1975) argues a similar point in analyzing the transition from the

“clockwork age” to the “motor age,” cf., Alborn (1994), Virilio (1986, 1991b,
1995a).

8 From the Greek dromos, “the path.”
9 In the words of Botero (1956, p.102), “Cities full of tradesmen and craftsmen

and merchants love peace and tranquillity.”
10 RAC marketing, 1997. The RAC’s main theme, “Welcome to the future in

motion,” sits well with a range of “space/time” marketing campaigns of recent
years, from Microsoft’s “Where do you want to go today?” to British Airways’
“The world is closer than you think.”
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11 Virilio (1997), p. 19.
12 British Telecommunications Ltd marketing, 1995–6.
13 Peters (1987), p. 189, Wriston (1988), p. 71.
14 Peters (1987), pp. 471–7.
15 Durantand Durant (1975), p. 248.
16 Virilio (1986), p. 46.
17 Saint-Simon is a typical figure; entirely opposed to the overbearing absolutism of

the classical age, yet crucially linked to it in his conviction that “industry” (broadly
defined) was the best way to ensure individual and civic security, cf., Krygier
(1979), pp. 34–44.

18 The point is surely reinforced when one notes that the discussion from which this
quotation is lifted is one in which Meinecke is comparing the Hobbesian
“Leviathan” with the “Nightwatchman State” of liberal rationalism.
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Part II

Impact of globalization
on the Westphalian state

This section provides a conceptual discussion on the impact of globalization
(independent variable) on country-level governance. As suggested in the
introductory chapter, there is debate on this subject and three categories
of scenarios are outlined: the end of the Westphalian state (Stephen Kobrin);
the resilient state (Robert Kudrle); and the re-articulated state (Philip
Cerny).

The Peace of Westphalia in 1648 is generally considered to have laid the
foundations for the modern state-system in Europe. Though this system has
continued through numerous upheavals over the last three centuries, the
question remains as to whether it will survive the challenges posed by economic
globalization. Stephen Kobrin, in his contribution to this volume, does not
think so. For him, the modern era is an anomaly. Even though political-
economic control based on territoriality has been the norm since 1648, it was
not always so. According to Kobrin, medieval Europe may be a better
metaphor for the world economy of the next century than the Westphalian
system. He identifies four aspects of the medieval world that may apply to
the emerging world order: (1) the geography was ambiguous and borders
were unstable and ill defined—borders represented a projection of political
power on geography; (2) multiple loyalties and allegiances were the norm
rather than the exception; (3) elites were cosmopolitan and not tied in their
loyalties to a particular territory; and (4) there was a longing for a restoration
of the order that was Rome.

Kobrin predicts that the world economy of the twenty-first century will be
characterized by technologies whose scale economies require global markets
and the replacement of large,vertically integrated multinational firms by
intercorporate alliances integrated through information technology. As a result,
post-Westphalian governance structures will reflect permeable borders,
multiple and perhaps conflicting allegiances, and coexisting levels of
authority—transnational, national and sub-national. It will be a relationally
rather than a hierarchically structured world in which the meaning of internal
and external sovereignty becomes increasingly ambiguous. Kobrin concedes
that the medieval analogy has its limits: a new Rome, a supra-national
authority is not likely. However, the problems posed by jurisdictional
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ambiguity and multiple authorities might be dealt with through some
combination of harmonizing national legislations on core issues and
strengthening international institutions such as the World Trade Organization.
Kobrin speculates that a belief in a liberal and democratic world order may
serve as the twenty-first century analog of medieval Christendom to provide
normative cohesion in the system.

Will the hegemony of the Westphalian state disappear and the Westphalian
state become just one of many levels of governance? Philip Cerny predicts in
his chapter for this volume that governance will increasingly become
functionally and hierarchically differentiated, and as a result, a single level
structural hegemony—statism, regionalism, or multilateralism—will not
prevail. He draws upon Durkheimian sociological theory that posits that
societies advance by becoming more structurally complex; that is, through
increasing structural differentiation. This is in contrast to the standard
neorealist version of international relations theory where the international
system is modeled as a simple structure composed of like units; though
differentiated in terms of size or internal institutions, they respond in similar
ways to the same stimulus. Such like units are capable of only “mechanical
solidarity,” not “organic solidarity” which is rooted in cross-cutting division
of labor.

Cerny predicts that by encouraging such cross-cutting division of labor,
the processes of globalization will lead to structural differentiation both within
and outside national boundaries. How would such processes encourage
structural differentiation? Cerny first discusses efficiency-based explanations
that argue that the Westphalian state is no longer the most efficient unit of
aggregation for supplying various collective goods. Inherent in this argument
is the notion that the state is an agency for supplying collective goods. Drawing
upon Lowi’s typology, Cerny identifies four categories of collective goods:
regulatory, productive, distributive, and redistributive. He notes that the
conditions of supply for each of these would be influenced by the politics as
well as the economics of structural changes that are associated with
globalization.

Both Kobrin and Cerny suggest that the era of the unquestioned power of
the Westphalian state is over. However, they have different predictions about
what the new governance systems will look like. It is now commonly asserted
that even if the Westphalian state does not wither away in the physical sense,
it will be rendered ineffective in enforcing many of its policies within its
territory. Robert Kudrle examines the assertion that economic integration
has narrowed the scope of effective policy instruments that states can employ
to advance the welfare of their citizens. Kudrle debunks four common
misperceptions: “reinventing government” can be attributed to globalization,
devolution (similar to Cerny’s notion of structural differentiation) is a
manifestation of globalization, after-tax income inequality in industrialized
countries has increased due to foreign trade, and deregulation has been forced
by globalization. His conclusion is that most of the challenges associated
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with globalization admit to effective responses at the national level. And
those that cannot be handled at the national level can often be dealt with by
cross-national policy harmonization.

Kudrle focuses on three policy domains: trade, capital, and immigration
flows. He suggests that globalization is not the cause of many of the domestic
problems sometimes attributed to it. He agrees with Krugman that increases
in global trade are not the main culprit in increasing inequalities or the
shrinking size of middle income groups in industrialized countries. Rather,
two more important causal variables are trends in domestic productivity and
increases in demand for skilled labor relative to that of unskilled labor.

By carefully analyzing the factors that influence capital mobility, Kudrle
questions the assertion that the increased mobility of capital has made
redistributive taxation infeasible. He notes that “if fiscal degradation to attract
capital is taking place, it certainly has a long way to go” since the levels of
taxation on capital in the US, Europe, and Japan range between 50 to 60 per
cent. Regarding mobility of labor, he argues that governments have in fact
been fairly successful in discouraging certain kinds of immigration (as in the
US), if not discouraging immigration all together (as in Europe and Japan),
and encouraging emigration of skilled manpower. Further, migration to foreign
countries in response to lower personal taxes has also not taken place on any
significant scale. Clearly, the Tiebout hypothesis which suggests that citizens
“vote with their feet,” perhaps valid in the intraUS context, lacks empirical
support when scaled up to the inter-country level. This again demonstrates
that governments retain the ability to employ tax policy for redistributive
purposes. Finally, Kudrle suggests that the political right as well as the political
left have vested interests in perpetuating myths about globalization and the
obsolescence of the state.





6 Back to the future

Neomedievalism and the postmodern
digital world economy*

Stephen J.Kobrin

We are entering a period of turbulent, systemic change in the organization of the
world economic and political order—a period comparable to the transition from
the feudal to the modern era in the sixteenth and seventeenth centuries. As
Hobsbawm (1990:174) observes, the late twentieth century world economy
appears temporally confused, involving a “curious combination of the technology
of the late twentieth century, the free trade of the nineteenth, and the rebirth of
the sort of interstitial centres characteristic of world trade in theMiddle Ages.”

In this volume globalization is defined generally as a set of processes leading
to the integration of economic activity in factor, intermediate, and final goods
and services markets across geographical boundaries, and the increased
salience of cross-border value chains in international economic flows. More
specifically, I argue that globalization entails two interrelated, technologically
driven phenomena.

First, dramatic increases in the cost, risk and complexity of technology in
many industries render even the largest national markets too small to serve
as meaningful economic units. Second, and more important here, the emerging
global world economy is electronic, integrated through information systems
and technology rather than organizational hierarchies. Globalization
represents a systemic transformation of the world economy that will result in
new structures and new modes of functioning (Kobrin 1997).

We are in the midst of what Cerney (1995:607 and his chapter in this
book) and others have called the third industrial revolution, “characterized
by the intensive application of information and communications technology,
flexible production systems and organizational structures, market
segmentation, and globalization.” The digital revolution has “dematerialized”
manufacturing and commerce; all firms, regardless of sector, have become
information processors.1

One result of the information revolution is the “deintegration” of the large,
vertically integrated “Fordist” firms which organize a significant portion of
international economic transactions within their administrative hierarchies
(Parker 1992). In their place, a complex system of networks and alliances is
emerging in which information technology facilitates the integration and
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coordination of geographically dispersed operations. An international system
of production is being replaced by a complex web of interlaced global
electronic networks (Dicken 1994).

The scale and complexity of technology and the emergence of electronically
integrated global networks render geographic borders and, more
fundamentally, the basic construct of territorial sovereignty problematic. A
critical issue raised by globalization is the lack of meaning of geographically
rooted jurisdiction when markets are constructed in electronic space. There
is a basic disconnect between geographic space and cyberspace.

The neomedieval analogy

The Peace of Westphalia (1648) is taken conventionally as marking the end
of medieval universalism and the origin of the modern state system. The
medieval to modern transition entailed the territorialization of politics, the
replacement of overlapping, vertical hierarchies by horizontal, geographically
defined sovereign states (Anderson 1996; Jarvis and Paloni 1995).

The modern state system is organized in terms of territorial sovereignty:
the division of the globe’s surface into fixed, mutually exclusive, geographically
defined jurisdictions enclosed by discrete and meaningful borders.2 Nation
states and national markets are defined spatially. Geographic jurisdiction
implies that each state’s law, rules and regulation apply within its territory -
within the space encompassed by its borders.3

As Carr (1964:229) noted many years ago, it is difficult for contemporaries
even to imagine a world in which political power is organized on a basis
other than territory. Geographically rooted, sovereign nation states and the
international state system, however, are relatively recent creations which
comprise but one of a number of historical modes of organizing political
activity.4

Furthermore, the current state system may well be unique, a product of a
very specific historical context. Agnew (1994a:65) reminds us that “the spatial
scope of political organization has not been set for all time in a particular
mode. The territorial state is not a sacred unit beyond historical time.”
Territorial sovereignty is not historically privileged. There have been other
bases for the organization of political and economic authority in the past.
There may well be in the future.

Yet we tend to view systemic change as evolutionary by making the very
modern assumption that time’s arrow is unidirectional and that progress is
linear. We assume that each era emerges, in turn, from existing political-
economic structures and, in some way, moves beyond what existed previously.

It may be more reasonable to look at modern forms of international political
and economic organization as a detour rather than an evolutionary step. The
modern era may be a window which is about to slam shut. Guehenno (1995:4),
for example, argues that the nation state is an ephemeral political form, “a
European exception, a precarious transition between the age of kings and the
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‘neo-imperial’ age.” Anderson (1996:143) characterizes the political
progression from pre-modern to modern to postmodern as a “movement
from relative to absolute and then back to (new) relative conceptions of space.”

It is critically important to note that I use the terms modern and postmodern
in a very limited sense; they describe distinct (at least from a distance) modes
of international political organization. By modern, I mean specifically the
post-Westphalian era of territorially sovereign, geographically defined
sovereign states. Pre-modern refers to prior non-territorial modes of political
organization: empire and medieval. Postmodern assumes a transition to a
new, yet undefined, mode of political organization not rooted in geography.

It is, of course, impossible and less than desirable to draw a clean line
between postmodern political organization and post-modernism. While I am
not ready to dismiss meta-narratives, fragmentation certainly plays a major
role in any discussion of globalization. Appadurai’s (1996) reference to an
emergent postnational order comprising a devolution from homogeneous to
heterogeneous social units would not be out of place here, nor would Harvey’s
(1990) discussion of Fordism and flexible accumulation. The emergence of
an electronically mediated global civil society is both a manifestation of post-
modern fragmentation and of postmodern political-economic organization.
Nonetheless, the reader should keep in mind that my use of postmodern
refers specifically to the emerging mode of political-economic organization
resulting from globalization.

The beginning of the sixteenth century is widely identified as the watershed
between the medieval and modern eras (North and Thomas 1973:102). If we
are again at a similar watershed, on the cusp of a transition to a post-modern
era, what might it look like? If the post-Westphalian era is coming to an end,
can we discern the shape and structure of the emerging, global international
political-economy?

A closer look at medieval Europe, the “immediate” past, can help us
imagine our postmodern global future. In the Star Wars trilogy, Darth Vader
is clad in the armor of the traditional villain of medieval epics—the Black
Knight—and he and Luke Skywalker duel with laser sabers in a fight that,
but for the weapons, would be at home in Henry IV. Similarly, the costumes
in the futuristic Waterworld have been described as neomedieval iron and
kelp. In politics and economics, as in science fiction movies, it may help to
attempt to visualize the unknown future in terms of the known past.

To be clear from the outset, I do not argue that we are about to return to
a world of manors and fiefs, of lords and vassals. If the modern era is an
anomaly, however, looking back to medieval Europe may help us understand
the rough outlines of an emerging postmodern global economy. The neo-
medieval metaphor should be seen as an inter-temporal analog of comparative
political analysis. It allows us to overcome the inertia imposed by our
immersion in the present and think about other possible modes of political
and economic organization.
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I am certainly not the first to use neomedieval analogies. Almost twenty
years ago, Bull (1977:254) suggested that one alternative to the modern
state system might be “a modern and secular equivalent of the kind of
universal political organization that existed in Western Christendom in the
Middle Ages.” Since that time, a number of other authors have looked
back to medieval Europe to try to understand change in the international
system.

Hirst and Thompson (1995) observe that international politics is again
becoming more polycentric and suggest that its complexity will soon rival
that of the Middle Ages. Similarly, Lapham (1988), discussing the emergence
of a variety of non-national actors in world politics, suggests that “the
hierarchies of international capitalism resemble the feudal arrangements under
which an Italian noble might swear fealty to a German prince, or a Norman
duke declare himself the vassal of an English king.” Anderson (1996) uses
neomedieval or postmodern conceptions of territoriality to think about the
future of the European Union.

Gottlieb (1993) and Maier (1994) are both concerned about conflicts
between nation and state and look to earlier times when sovereignty was
“divided” and not inherently territorial for possible solutions. Lipschutz (1992)
argues for a global civil society which would mirror the pre-Westphalian,
trans-European supra-national civil society.

In an interesting paper, Matthew (1995) suggests an analogy between
environmentalism in our era and medieval Christianity as a possible universal
ideology. More somberly, many observers, including Kaplan (1994), are
concerned about parallels between the disorder and violence of the early
Middle Ages and the breakdown of civil society and rise of crime in much of
the Western world, often noting the similarity between modern suburban
walled and gated communities and medieval castles and moats.

Most relevant to the present discussion, Hirst and Thompson (1995) argue
that the medieval analogy helps us think back to a period before the
monopolization of governance functions by sovereign states, to a world which
was not constructed on the basis of territorial sovereignty. Thinking about
the Middle Ages, the last pre-modern period, might help us to imagine
possibilities for a postmodern future.

This chapter explores the following facets of medieval organization and
relates them to changes in the current international political economy: space,
geography and borders; the ambiguity of authority; multiple loyalties;
transnational elites; distinctions between public and private property; and
unifying belief systems and supra-national centralization.

Space, geography and borders

Medieval concepts of perspective and viewpoint were not compatible
with territoriality as a mode of political organization. Medieval maps
reflected scriptural dogma rather than useful images. The wider world
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was seen through a screen of symbolism: the idea of external space was
only very weakly grasped in terms of a mysterious cosmology comprised
of heavenly hosts and other figures of myth and imagination (Harvey
1990; Le Goff 1988).

The revival of Ptolemic geography in the mid-fifteenth century and the
development of modern maps over the next hundred years were necessary
for the idea of a modern international system based on mutually exclusive
geography and territorial sovereignty even to become possible.5 The very
idea of conquering and controlling external space requires a modern mind-
set: the ability to see it as something finite, bounded and “capable of
domination through human action” (Harvey 1990:254).

The concept of international affairs is distinctly and uniquely modern,
dating from the late eighteenth century; it was not relevant before the
emergence of territorially defined nation states and national markets.
International transactions are cross-border economic and political interactions
which assume the existence of clearly defined, delineated and separable
domestic markets and polities.

Medieval European borders were diffuse, shifting and permeable; it is
anachronistic to see them as modern jurisdictional limits. Strayer (1970:83)
imagines a situation where in a single day, at the end of the thirteenth century,
the King of France might have sent letters to the count of Flanders, who was
clearly his vassal, to the count of Luxembourg, a prince of the Empire who
held a money fief, and to the king of Sicily, who while a ruler of a “sovereign”
state, was also a prince of the French royal house.

In that context, political power and authority could not be based on
mutually exclusive geography. Territory was a temporally variable
projection of medieval political power rather than its source. As Teschke
(1998) notes, territory could be outside of the sovereign’s reach yet neither
an enclave nor part of a third state; feudal territory should be seen in
terms of concentric circles of power projection. Fluctuating frontier zones
and over-lapping authorities made it difficult to establish precise
boundaries.

Given the very complex overlapping systems of authority and the absence
of states and fixed boundaries in the pre-modern European world, it was
far from clear who was actually independent and what “foreign” really
meant as a political construct. In medieval Europe, the difference between
domestic and international politics had little or no meaning; it was almost
impossible to distinguish between internal and external affairs (Strayer 1970;
Krasner 1993).

In contrast, modernity can be seen as built on the notion of the state as a
means of organizing and defining political space.

It is the sovereign state that lays claim to define the boundaries of the
political. States partition the global political space into separate polities
and the international is constituted only in the relations between states.
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We are thus left with a vision of the global political space as constituted
entirely and exclusively by states.

(emphasis original; Camilleri, et al. 1995:4)

Economic governance in the modern state system assumes that all transactions
take place somewhere; that all income streams, production, sales, loans and
currency exchanges can be located precisely in geographic space. It assumes
that at the end of the day one can determine whose law or regulation applies
and in which national market or jurisdiction the transaction takes place.

With the emergence of an integrated global economy, however, it is
increasingly difficult to determine what is a national product, a national
technology or even a national firm. In today’s world, the most important
barriers to free flows of international trade and investment are not border
restrictions but domestic policies which deal with intellectual property, health
and safety standards, worker rights and environmental conditions. The clear
line between domestic and international transactions is again becoming
ambiguous and blurred.

In 1995, Honda was North America’s leading exporter of passenger cars
(Business Week 1996:113). Are those exports American and Canadian or are
they Japanese? Increasingly, research, development and even production in
high technology industries is organized through multinational strategic
alliances. Is semiconductor technology developed by the IBM-Siemens-Toshiba
alliance American, German or Japanese? Is the question of the nationality of
a product, technology or firm even relevant in an integrated global economy?
As Reich (1990) asks: “Who is US?”

In our transnationally linked and globally integrated world, both borders,
and the attendant sharp distinction between the domestic and the foreign,
are again losing meaning. In an interdependent global economy, basic issues
such as unemployment and income inequality are no longer domestic problems
subject to domestic solutions. Once more, it is far from clear who is
independent and who is not.

Going further, one can ask whether the very concepts of geographic space
and geographic markets still have meaning when transactions take place in
cyberspace. Le Goff (1988) describes medieval typography in terms of a
collection of greater or smaller clearings—economic, social and cultural cells—
surrounded by a vast impenetrable forest. Our emerging digitally networked
world may well come to resemble small cells or clearings surrounded by an
electronic forest or no man’s land.

Cyberspace is not physical, geometric or geographic. The construction of
markets as electronic networks renders space once again relational and
symbolic, or metaphysical. External reality seen through the World Wide
Web may be closer to medieval Christian representations of the world than
to a modern atlas. It is becoming increasingly difficult to determine where
economic transactions take place or whether geographic space and geographic
markets remain relevant.
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The Indian software industry, in which exports have grown dramatically
in the last decade, provides an example.6 It is now routine for programmers
sitting in Bangalore to work on computer systems in New York and London
through real-time satellite linkages. If an Indian programmer upgrades a
software system in a bank in New York, there is no question that economic
value is being added. It is impossible, however, to specify where the transaction
takes place: in India, in the United States, or in both simultaneously? The
Indian programmer working on a bank’s computer in New York raises some
fundamental questions about the meaning of the term “international trade”
as cross-border economic transactions.

More abstractly, the idea of geography as a basis for the organization of
politics and economics may be losing meaning. To a very real extent the
international financial system, comprised of thousands of monitors located
all over the world, is constructed in digitalized electronic space. It is the first
global electronic marketplace and certainly will not be the last.

The Internet is at the same time in many places and no place. While the
nodes or servers can be located precisely in geometric space, the Internet
itself cannot. The Internet has been aptly described as “a nightmare scenario
of every government censor” which has “no physical existence and recognizes
no national barriers” (Cole 1996:8).

To be clear, I do not argue that nations or even states are about to fade
into the ether. Great Britain, the United States, Japan, Venezuela and Thailand
will be here for the foreseeable future. However, I do agree with Strange
(1996:73) that the state is in the midst of a “metamorphosis” resulting from
structural change in the world economy and society. The borders between
states are losing meaning as discrete limits to jurisdiction, or “lines in the
sand,” over which flows of people, goods, capital and information can be
readily controlled. Distinguishing between internal and external affairs is
again becoming difficult. It is thus reasonable to ask whether the clear
separation between domestic and foreign, the construct of international or
cross-border affairs and indeed the very idea of territorial sovereignty may
be unique to the modern era.

The ambiguity of authority

The Middle Ages lacked the singular relationship between authority and
territory characteristic of the modern era; geographic location did not
determine identity and loyalty (Hirst and Thompson 1995; Spruyt 1994).
Over-lapping and competing political authorities were the norm rather
than the exception. At times, the spheres of pope, emperor, prince and
lord were all interwoven and comprised complex networks of rival
jurisdiction.

Citing other sources, Ruggie (1983:274) describes the medieval system of
rule in terms of a “patchwork” of overlapping and incomplete rights of
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government which were “inextricably superimposed and tangled.” He labels
the medieval institutional framework heteronomous, connoting a “lattice-
like network of authority relations.” These overlapping, interwoven and
incomplete systems of authority often resulted in competing claims to the
same geographic area.

To assert singular territorial authority, early modern monarchs had to
exert primacy over a patchwork of dukedoms, principalities and other
localized authorities as well as transnational institutions such as the papacy,
monastic and knightly orders (Kennedy 1993). Until that was accomplished,
the concept of an unambiguous relationship between authority and territory
was unknown.

Sovereignty—in its modern sense—is unambiguous political authority. The
idea of exclusive authority over a discrete geographic space which entails the
absence of both domestic competitors and extraterritorial superiors underlies
the modern political system. It implies that the state is the ultimate domestic
authority and bows to no external power, be it pope or emperor (Agnew
1994b; Hirst and Thompson 1995; Spryut 1994).

Singular territorially based authority is once more becoming problematic
in our emerging postmodern global political economy. In part, this results
from the marked increase in regional economic integration in the last quarter
of the twentieth century—integration motivated to some extent by a
technologically driven need to increase market size.

Europe provides the most advanced example of regional economic and
political integration. While the motivations for European integration are
complex, economies of scale in both manufacturing and technology certainly
play a major role. Virtually all of the European national markets are too
small to allow either competitive manufacture in capital-intensive industries
or competitive research and development budgets in technology-intensive
industries. This need to integrate is reflected in the record numbers of pan-
European mergers and acquisitions in the mid 1990s.7

Moreover, despite all of the arguments about federalism, the European
Union does have real political authority (see Sandholtz’s discussion of the
EU in his chapter in this volume). The single market requires that issues
such as product standards and competition policy be set at the center. The
issue of EU social policy, including collective bargaining rights, length of
the working week, hiring and firing conditions, pregnancy leave, sick time
and the like, provide an example. While social policy reflects very basic
national preferences grounded in differing political-economic philosophies,
the single market requires a unified approach. The result is a complex web
of over-lapping—and at times opposing—European, national and even
regional authorities, all responsible for workplace conditions. It is illustrative
of the emergence of multiple authorities resulting from regional economic
integration.

The European Union also provides examples of the rise of multiple juridical
authorities. A British film maker whose film was banned in the United
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Kingdom on grounds of blasphemy took his case to the European Court of
Human Rights arguing that his freedom of expression was violated and that
the statute—which dates from the Middle Ages—was anachronistic and illegal
under the broader laws of Europe. If successful, this would have forced the
British Government to ask Parliament to reconsider the blasphemy law;
however, the censor’s original ban was upheld in this case (Daily Telegraph,
26 November 1996).

Singular territorially based authority is also compromised by the increased
importance and power of international institutions, which in turn reflects
the fact that many problems facing states at this point, such as the
environment, crime, corruption, the spread of disease and maintenance of
an open international system of trade and investment, cannot be solved
nationally.

For example, unlike the complex web of bilateral and multilateral treaties
which comprised the General Agreement on Tariffs and Trade (GATT), the
World Trade Organization (WTO) is an international institution with
substantial adjudication authority. This additional authority is, at least in
part, a response to the increased frequency, complexity and importance of bi-
and multilateral trade disputes in areas such as financial services, intellectual
property and trade-related investment issues.

In April 1996, the WTO’s tribunal decided that US environmental
regulations issued under the Clean Air Act discriminated against imported
petroleum. The reaction in the American Congress was immediate and
predictable, with complaints about surrendering national sovereignty to so-
called foreign judges and calls for withdrawal from the organization.

Attempts to stamp out corruption in international business, or at least
limit it, also illustrate the interweaving of international, national and non-
governmental authorities. In May 1996, ministers from twenty-six major
industrialized countries met under the auspices of the Organization for
Economic Cooperation and Development (OECD) and agreed to criminalize
the tax deductibility of bribes to foreign officials. This agreement resulted
from the intense efforts of a variety of actors: national authorities, especially
the US Government, which perceived itself at a competitive disadvantage
because it currently has a law on the books criminalizing bribery in
international business; Transparency International, a non-governmental
international organization (NGO) dedicated to fighting corruption; and the
OECD itself (Glynn et al. 1997).

There is no question that this represents an interweaving of national and
supra-national authority that differs in kind from the conflicts between states
and international organizations that were characteristic of much of the
twentieth century. Such overlap reflects both the increasing integration of the
world economy and the need for multilateral solutions to complex problems.

Non-state actors have also rendered political authority ambiguous.
Dramatic advances in communications and, in particular, the convergence of
telecommunications and computers, have been a prime cause of the increased
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number and importance of NGOs such as Amnesty International,
Transparency International and Greenpeace, all of which are significant
political authorities. These transnational actors are now able to link interest
groups directly in a relatively large number of countries through telephone,
fax and the Internet. They can share information widely and rapidly, develop
a common transnational position on issues, publicize it broadly and effectively
lobby both their respective national governments (as concerned citizens) and
international organizations.

There is no question, for example, that Greenpeace functioned as a
significant political actor in the international political system during the dispute
over the disposal of Shell’s Brent Spar off-shore drilling platform in 1995.
The dispute was orchestrated by Greenpeace, and pitted Shell and the UK
Government against Germany and Prince Bernhard of the Netherlands. In
the end, Shell backed down from its plan to scuttle the rig in the Atlantic and
had to apologize to British Prime Minister John Major for undercutting his
support (Tining 1995:1).

The important point is that Greenpeace was able to do much more than
mobilize public opinion through the media. Its affiliates in a number of
European countries were able to mobilize the support of their respective
governments directly. Shell faced a patchwork of overlapping and incomplete
political authorities, both state and non-state.

Similarly, a coalition of over 600 NGOs located in a large number of
countries and linked electronically through the Internet and the World Wide
Web were able to mobilize sufficient opposition to the Multilateral Agreement
on Investment (MAI) being negotiated at OECD that it was effectively tabled
in October of 1998. This was a clear manifestation of the potential effectiveness
of non-state actors, of global civil society, in an electronically interlinked
world (Kobrin 1998a).

A number of observers take the emergence of transnational actors and
NGOs as an indication that states are becoming one of a number of—albeit
unequal—competing and overlapping layers of authority, and that
international politics is becoming more complex and polycentric. Rosenau
(1990:274), for example, foresees the emergence of “a paradigm which neither
circumvents nor negates the state-centric model but posits sovereignty-bound
and sovereignty-free actors as inhabitants of separate worlds that interact in
such a way as to make their coexistence possible.” Strange (1996:73) argues
that the state “is becoming, once more as in the past, just one source of
authority among several…” (emphasis added). Similarly, Cerny in his chapter
discusses the transformation of world politics into a polycentric system as a
result of globalization.

Non-governmental and private international organizations may be one
indication we have come full circle to a neomedievalism where sources of
authority are “multifarious” (Spiro 1995:46). They may herald the emergence
of what some have called a “global civil society,” which provides multiple,
interlaced competitors to the singular territorial authority of the state.
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In a similar fashion, digitalization and the emergence of electronic markets
and electronic commerce may well render the very idea of geographic
jurisdiction—and the singular, unambiguous territorial authority characteristic
of the modern state system—problematic. A recent US Treasury paper argues
that electronic commerce may dissolve the link between transaction and
location: “electronic commerce doesn’t seem to occur in any physical location
but instead takes place in the nebulous world of ‘cyberspace’” (Department
of the Treasury 1996). Asking where the transaction takes place is not relevant
in markets constructed in cyberspace.

This is particularly evident in a number of the issues associated with cross-
border electronic commerce. For example, it is now technically feasible for a
customer in Germany to download a music album to her computer’s hard
drive from a French music company whose website is maintained on a
computer in India, and then pay digitally (perhaps with a smart card) with a
deposit of electronic cash in a Cayman Islands bank.8

In the modern system, geographic location or jurisdiction determines
which authority has the right to tax the income stream arising from the
transaction or the sale itself (a sales or value added tax). Where does this
transaction take place? Who gets to tax the sale? It is far from clear that
buyers and sellers transacting over the Internet actually know where the
other party is located. If the bytes comprising the album are routed through
five countries do they really cross five borders? While the problems posed
by overlapping or conflicting tax jurisdictions are certainly not new, the
very concept of a singular territorially based political authority may be
irrelevant in the Digital Age.

A medieval lord dealt with multiple authorities—emperor and sovereign,
sacred and secular—as the norm. It is the modern era, where political authority
is defined in terms of unambiguous territoriality, which may be the outlier.
The postmodern may well have to learn to accept a heteronomous world of
interlaced regional, national, local, supra-national, institutional and non-
governmental authorities.

Multiple loyalties

William Marshall, Earl of Pembroke, who was at the same time a vassal of
the kings of England and France, actually negotiated with the latter for the
former. When in 1204 John Lackland, King of England, ordered Marshall to
cross the Channel with him to attack France, he replied: “Ah sire, for the
grove of God, it would be an evil thing if I were to go, since I am his sworn
liege” (Duby 1985:141). Marshall, with some difficulty, managed these
conflicting relationships well.

Physical location did not define one’s place in the feudal political structure.
Individuals held multiple titles which could result in complex networks of
reciprocal relationships and conflicting duties and obligations (Krasner 1993).
As a result, William Marshall and most medieval people saw nothing unusual
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in situations where allegiances overlapped; multiple and conflicting loyalties
were the norm rather than the exception.

Unambiguous political loyalties arise from political identities rooted in
territory and geography. Even the most visible modern “dual loyalty”
problem—the conflict between loyalty to nation and loyalty to state—is
“resolved” by trying to square the circle through self-determination, giving
every nation its own piece of geography. Unambiguous political loyalty,
however, may be another modern exception, and a relatively recent one
at that.

As the conflict in Bosnia so tragically illustrates, self-determination is not
the answer to nationalism; it is simply not possible to give every people
sovereignty over their own territory. A number of observers suggest that
geographic sovereignty rather than nationalism may be the problem. It may
not be possible, or even desirable, to root political identity unambiguously in
mutually exclusive geographical entities. Maier (1994) argues that solutions
such as “confederalism, cantonization and overlapping citizenship” may merit
serious consideration. Similarly, Gottlieb (1993) calls for “deconstructing”
the notion of sovereignty to allow space for a system of nations to exist
alongside the system of states. Both authors argue that multiple political
identities are inescapable.

As noted above, the dramatic technological breakthroughs in
telecommunications and computing have increased direct transnational
contacts, through NGOs and other transnational actors, and have created
new common identities that cut across national borders and “challenge
governments at the level of individual loyalties” (Spiro 1995:45). A number
of observers see the emergence, or re-emergence, of a global civil society
comprised of networks of individuals in distinct locations who link themselves
together for specific social and political purposes.

Similarly, Appadurai (1996) notes that with mobile populations linked
electronically, the very idea of a nation may now be “diasporic.” Nations are
increasingly unrestrained by ideas of spatial boundaries and territorial
sovereignty. He notes that using electronic media, widely dispersed individuals
“imagine” themselves as belonging to a national society.

These developments hark back to arrangements which were common in
Europe before the emergence of the Westphalian state system (Lipschutz
1992). The failure of self-determination to solve the nationalities problem
and the increasing importance of transnational relations has, in Agnew’s
(1994a:62) words, resulted in “a remarkable flowering of alternative political
identities.”

The pulls of conflicting loyalties are not new.9 Country, church, corporation
and family have always competed with one another, coexisting easily at times
and uneasily at others. The issue, however, is not the conflict between
overlapping loyalties in general, but between overlapping political loyalties.
At least in theory, during the modern era political loyalty was a function of
geographic location. Since the French revolution, one is not a subject of a



Neomedievalism and the postmodern economy 177

sovereign, but a citizen of a state that is a geographically conceived and
determined entity.

What is new, or perhaps not so new, is the emergence of multiple and
competing political loyalties. The problems with self-determination, the rise
of supra-national authorities and modern, often electronically based,
transnational relations all loosen the ties to geography and again increase the
probability of multiple and conflicting political loyalties.

One certainly can be both a European and a Belgian. In the relatively
recent past, however, being a European had cultural and social rather than
political implications. With the formation of the European Union, that is no
longer the case; one is both a European and a Belgian in a very basic political
sense and, as noted above, the two authorities can easily overlap and conflict.

Similarly, transnational organizations such as Greenpeace link individuals
from a number of countries together to achieve specific political ends. To the
extent that environmentalism, for example, has become a transcendent
political ideology, it could easily result in conflicts of political loyalty. An
English member of Greenpeace could well refuse, at least metaphorically, to
cross the Channel to do battle at the side of the prime minister against
continental states and continental environmentalists.

Transnational elites

As Hobsbawm (1990:85) observes, twentieth-century transnational
corporations are far more likely to chose their CEOs from their home country
than were nineteenth-century nation states likely to choose kings “with local
connections.” Until recently, and especially in Europe, elites were
transnational; the medieval nobility saw itself as European rather than
national. Elites might be linked to territories and titles certainly were grounded
in place, but they were not territorial in the modern sense.

While I hesitate to draw parallels between executives of the transnational
firm and the medieval nobility, geographic place does seem to have lost some
of its pull. A cosmopolitan elite is re-emerging as multinational firms begin
to draw their top executives from a relatively wide range of backgrounds.
There is a considerable managerial corps which is as comfortable in Bangkok
as Boston, Mantua as well as Manchester. The World Bank, for example, is
often described as composed of citizens of 100 countries who attended six
universities.

The emergence of a digital world economy, of electronic commerce and
electronic cash, may be another source of emerging cosmopolitanism. The
Internet and its associated activities link virtual communities worldwide. It
may widen the gap between “haves” and “have-nots,” between a global elite
with access to information systems and information and those without. The
Internet also reinforces the trend, which one may or may not approve, of
English becoming the universal language of world business, the Latin of the
multinational corporation and the digital world economy.
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Public and private property

In the English manor, “the most characteristic version of the manorial
village,” it was difficult, if not impossible, to separate the subsistence of the
villagers from the lord’s profit and authority (Previte-Orton 1971:424). A
medieval lord would have found a clear distinction between public and
private interests and property alien. He would not have understood an
attempt to distinguish his property and interests as duke, for example, from
those of his dukedom. Indeed, in the Middle Ages, there was no clear line
separating public from private offices. The English sheriff, one of the oldest
public offices, began as an estate manager for Anglo-Saxon kings (Strayer
1970).

While there was some concept of common property in medieval Europe,
the idea of public (as opposed to common) property or public goods was
very underdeveloped. Justice and protection provided by the lord of the manor
certainly cannot be described as public goods in the modern sense.
Gorrespondingly, the concept of private property or property rights, especially
with regards to land, was very poorly developed. The feudal system recognized
multiple rights to land rather than land ownership (North and Thomas 1973;
also see Cerny’s discussion of public goods in his chapter).

The sharp and clear distinction between the public and private spheres—
the idea of private property and private ownership, as well as the
corresponding idea of public or collective (as opposed to the lord’s) property—
is bound up with the modern era and the modern state (North 1981). There
are reasons to ask whether the distinction between the public and private is
becoming diffuse once again as we enter a period of transition to a postmodern
global political economy.

One of the fundamental public aspects of the Weberian state, the domestic
monopoly of force and coercive power, does appear to be breaking down.
Protection is becoming rapidly privatized, at least among the segment of the
populace that can afford it. Even in the United Kingdom, for example, the
private security industry employs more people than the entire uniformed police
force (Independent 1995).

A New York Times story entitled “When Neighborhoods are Privatized”
reported that when residents of the upper East Side of Manhattan became
exasperated with street crime, they tried to create a private security district
to hire 500 private officers. While this particular effort ultimately failed, it is
indicative of a rapidly growing trend—the privatization of public services.
Walled-in, secure, private towns which tax themselves heavily and where all
public services are privately performed are becoming relatively common. As
of 1995, nearly four million Americans lived in walled-off, gated, secured
private communities, which represent one of the fastest growing segments of
the residential real estate market (Eagen 1995).

More generally, the postmodern global world economy is blurring the
distinction between the public and private spheres. Very large private banks
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are public actors; the implications of failure or default for the international
financial system and national economies are too great to allow. Furthermore,
many of the arrangements to mitigate this risk are neither public nor private
but a cooperative effort between central bankers, national authorities and
private banks.

The Group of 20, for example, is a consortium of leading international
banks that work in close association with national central banks. It has recently
agreed upon a mechanism to deal with the risk arising from settlement of
foreign exchange transactions occurring in different time zones. The
agreement, which will be implemented “privately,” serves an obvious “public”
need of reduction of risk to the international financial system (Graham
1997:6).

The emergence of significant non-governmental transnational actors in
world politics—defined by Keohane and Nye (1971:xi) in their original paper
as “contacts, coalitions, and interactions across state boundaries that are not
controlled by the foreign policy organs of governments”—makes public-
private distinctions difficult. Leaving multinational firms aside, it is impossible
to classify Greenpeace, Amnesty International or Transparency International
as either fully private or fully public entities. As noted above, there is no
question that Greenpeace played a major role in international politics by
mobilizing public and governmental opinion against the deep sea disposal of
Shell’s Brent Spar oil platform. Whether it performed that role as a private or
public actor may no longer be a relevant question.

Another major dimension of a postmodern world economy, the
digitalization of commerce and the emergence of global electronic networks,
also makes the public-private distinction problematic. Is the Internet a public
or private “public utility”? It was, in part, created with public funds, but is
now entirely managed—if that word is appropriate—privately. Attempts to
exert public control over content, whether the problem is perceived as
pornography in Washington, DC, or potential terrorist activity in Germany,
have been less than resounding successes.

The digitalization of the economy also raises some very basic questions
about the meaning and validity of the concept of property rights in the post-
modern era. Who owns a digital image? How can the state grant rights to the
owner which can be enforced given the often zero marginal cost of
reproduction and transmission? Going further, the classic definition of a public
good is one where consumption is not diminished by use, and access cannot
be restricted (e.g. a lighthouse). But do many privately produced digital goods
also fit this definition?

We are certainly not returning to a world of manors and dukedoms.
However, it is conceivable that the clear separation between the private and
public realms and the very idea of distinct private and public property may
be tied to a specific, perhaps exceptional, historical era. The distinction was
not relevant in pre-modern times and it may not be relevant in the post-
modern future.
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Unifying ideologies and supra-national centralization

Malraux has said that during the Middle Ages there was a Europe because
there was Christianity—and Christianity was serious. During the Middle Ages,
Europe was Western Christendom.

The power of the Church vis-à-vis the secular authorities varied
considerably over time, and even after the settlement of the investiture conflict
in the twelfth century never quite achieved Gregory VIFs objective of making
the papacy the “supreme and autocratic ruler” of both the ecclesiastical
hierarchy and the secular potentates. Christianity was, nonetheless, the major
unifying force in medieval Europe (Previte-Orton 1971:500).

All authority, whether holy or secular, was thought to derive ultimately
from God; all European thinkers accepted the idea of Christendom as a unified
society which was governed by divine law (Krasner 1993). The criterion for
inclusion in the political system was based on universal Christianity rather
than a particular geographic location. There is no question that a truly
universal ideology and political order existed.

Furthermore, the legacy of Rome was strongly felt in the Middle Ages.
While the attempt of Charlemagne to recreate Rome was relatively short-
lived, and the power and authority of Holy Roman Emperors varied over
time, there was a belief in, or perhaps a longing for, the re-establishment of a
center: for the order, the law, the culture and the glory that was Rome.

Again, the essence of the modern state system is sovereignty; the idea that
there is no ultimate, central or universal authority, such as a pope or emperor,
over that of the state. As a result, a defining characteristic of the modern
system is anarchy; the absence of a central authority to enforce agreements,
sanction offenders or even adjudicate disputes.

It is important to note that anarchy has both positive and normative
implications. It is both a property of the system and a belief that there should
not be a universal order or supra-national authority. If one accepts a traditional
realist view of world politics, even sustained international cooperation is
problematic.

In many respects, there is a marked asymmetry between this decentralized
structure of the modern state system and the problems we face as we enter
the postmodern global era. This perception is not entirely new: over sixty-
five years ago, The Economist (1930:652) observed that the tension between
a political system partitioned into “60 or 70” sovereign national states and a
single, all-embracing world economy has been producing “a series of jolts,
jars and smashes in the social life of humanity.”

Those “jolts, jars and smashes” now threaten our physical, as well as our
social, well-being. There are any number of problems such as environmental
degradation, terrorism, drugs, disease and corruption that are inherently
transnational. They cannot be solved through unilateral national action and
mandate a coordinated, cooperative international response.
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While a postmodern analog of medieval Christendom may not be readily
apparent, there are a number of suggestions for unifying and universal
ideologies, such as liberalism, democracy, a belief in the power of technology
or environmentalism. More importantly, as the twentieth century draws to a
close, there is increasing interest in stronger institutions at the center;
institutions which are short of a real supra-national authority but are not
entirely consistent with a world of sovereign states.

Examples abound. The WTO is, at least on paper, a considerably
strengthened version of the GATT embodied in an international institution
with real adjudication authority. There is increasing pressure for international
cooperation and an international agreement on rules for the treatment of
foreign direct investment in both the OECD and the WTO (see Sandholtz’s
discussion of the WTO in this volume). As noted above, efforts, or at least
discussions, are underway to find some central international mechanism to
deal with corruption in international business, and with worker rights. Most
obviously, the EU exists as a supra-national political organization, whether
or not a federal Europe, monetary union and political integration are ever
achieved.

Again, the point is not that we should expect a new Charlemagne or the
moral equivalent of Western Christendom. The point is that the modern ideal
of an anarchical system with sovereign states rejecting any superior or central
authority may have been an ephemeral product of a specific historical period.
The norm may be a recognition of the need for some degree of order, authority
and, perhaps, glory at the center.

A neomedieval future?

I believe that we are living through the end of one era and the onset of another;
a systemic transformation from a modern to a postmodern political economy.
It is a transformation comparable to that from the medieval to the modern
era, which Ruggie (1983) has called the most important contextual change in
international politics in this millennium.

The structural changes underlying this transformation, the dramatic
increase in the scale and complexity of technology, the digitalization of
finance and commerce and the emergence of an electronically networked
world economy, are clearly revolutionary rather than evolutionary. In
many important ways, they represent a clear break from the immediate
modern past.

What can we learn from using medieval Europe as a metaphor to help us
understand postmodern possibilities? While I do not believe that nation states
and the state system are about to wither away, I do think that there may well
be very significant changes in their meaning, in their structure and in their
function.

The primary argument of this essay is that many aspects of modern political
and economic organization may be exceptional and ephemeral—at least when
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measured on historical time scales. Time’s arrow may not be unidirectional.
Change may not take the form of an evolutionary progression where each
era is built upon the existing foundations or structures of its predecessor.

Mutually exclusive territoriality is not a transhistorical, fundamental
principle of political organization. Political power and authority were not
geographically defined in medieval Europe and may not be in a digitalized
world economy organized through overlapping electronic networks. Discrete
and meaningful borders and the clear separation of the domestic from the
foreign, indeed the very idea of the international, may be a modern anomaly.
Conceptions of space may again become symbolic and relational rather than
geometric and physical.

Similarly, the corresponding concepts of unambiguous authority and
loyalty may be harder to sustain in a postmodern world of multiple and
over-lapping authorities: sovereign and non-sovereign, territorial and
non-territorial. Multiple and overlapping sources of political authority
and multiple and ambiguous political loyalties may once again be seen
as the norm.

Perhaps most importantly, the normative belief in anarchy; in the absence
of authority at the center, may be crumbling in the face of problems such as
crime, corruption, disease, environmental degradation, financial collapse and
the like, all of which are well beyond the scope of national or even international
action. Absolute territorial sovereignty has always been easier to imagine
than to construct. In a postmodern, digitally integrated world economy,
however, the idea itself may no longer be meaningful. Control over territory
no longer provides a viable basis for control over an economy or economic
actors.

The question of what will replace territorial sovereignty, or perhaps more
correctly be layered atop and complement it, is critical. At a minimum, effective
economic governance in a digital world economy will require markedly
increased efforts at harmonization of national legislation and regulations and
much more effective and powerful international institutions.

The US Government’s 1997 “A Framework for Electronic Commerce”
(1997:3), for example, calls for governance by “consistent principles across
state, national and international borders that leads to predictable results
regardless of the jurisdiction in which a particular buyer or seller resides.”10

Given the very sharp differences in basic beliefs and values, when one deals
with issues such as privacy, encryption and consumer protection, it is clear
that harmonization will have to go well beyond a simple reconciliation of
national law. This is an area where the needs of technology will compromise
national sovereignty; it is but one example of what Strange (1996) describes
as a shift of political authority from states to markets.

Yet harmonization will not be sufficient. Although a world government
does not appear to be immanent, there is increasing pressure for some sort
of authority at the center, an authority which transcends the sovereignty-
preserving idea of the international organization. Effective economic
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governance in the postmodern integrated world economy will require a
marked strengthening of international institutions such as the WTO. They
may well acquire taxation and enforcement powers if territorial jurisdiction
is no longer effective.

At some point, harmonization of policy, the granting of adjudication rights
and true enforcement capabilities at the center will result in a real supra-
national authority. Perhaps as important, the possibility certainly exists for a
universal or unifying ideology, although one is not readily apparent. (Lake
and Sandholtz take very different positions in their respective chapters on the
possibility of the emergence of supra-national or transnational rules and
institutions—of some degree of centralization of authority—as a result of
globalization.)

In a widely commented-upon article, Kaplan (1994:72) used West Africa
as a prism to view a future which evokes the dark ages after the barbarian
invasions: disease, overpopulation, unprovoked crime, refugee migrations,
the empowerment of private armies and security firms and international drug
cartels, among other unpleasant possibilities. He clearly foresees the collapse
of modernism, the nation state, borders and states’ ability to maintain civil
order within them. He views political postmodernism bleakly, as an epoch in
which “the classificatory grid of nation states is going to be replaced by a
jagged-glass pattern of city-states, shanty-states, nebulous and anarchic
regionalisms….”

It is a very dark view of the future which clearly evokes the pre-modern,
early medieval past. Rising crime and the privatization of security and
security forces are a reality. As discussed above, walled suburban
communities with very limited entry points and extensive private security
forces are becoming far from unusual. There are places in every urban area
where security cannot be provided and where one ventures—even in an
automobile -at one’s own risk. Le Goff’s (1988) description of medieval
typography in terms of a collection of clearings surrounded by no man’s
land no longer sounds alien.

While I would hope that Kaplan is a pessimist, one is reminded of Trevor-
Roper’s (1993, 1933) question in his introduction to Gibbon. He asks whether
a philosopher in Imperial Rome would have foreseen that in a few hundred
years the barbarians would triumph and the civilization of antiquity would
disappear. Could anyone then have imagined the coming dark ages?

One hopes that such an age is not part of the neomedieval metaphor, that
a new and more terrifying barbarian is not on the horizon. One hopes that
the walled communities and private security forces are themselves ephemeral
products of a world in transition and not a permanent characteristic of the
postmodern era. The challenge is to ensure that transnational and
transterritorial solutions be found to the problems posed by the emergence of
a postmodern, digital world economy.
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Notes

* Published by permission of the Journal of International Affairs and the Trustees of
Columbia University in the City of New York.

This chapter originally appeared in the Journal of International Affairs (Spring
1998:361–86) in a slightly different form. I would like to thank John Ikenberry,
Jeffrey Hart, Daniel Raff, Susan Strange and the editors of the JAF for useful
comments on the earlier draft.

1 Negroponte (1995) argues that trade in atoms is being replaced by trade in bits.
In 1995 Fortune combined the service and industrial 500s, arguing that the central
role played by information technology has virtually obliterated the difference
between industrial and service firms. Fortune cites one source claiming that three-
fourths of the value added in manufacturing is now information. See Stewart
(1995).

2 Ruggie (1993:151) notes that “the distinctive feature of the modern state system
is that it has differentiated its subject collectivity into territorially defined, fixed
and mutually exclusive enclaves of legitimate domain.”

3 Formal sovereignty is a legal concept which entails the Weberian concept of
ultimate law making and law enforcing authority within a clearly defined territory:
the absence of competing domestic claimants and independence from external
authority—e.g., emperor or pope. The “undisputed right to determine the
framework of rules, regulations and policies within a given territory and to govern
accordingly” (Held and McGrew 1993:265). Spruyt (1994) argues that one of
the primary explanations for the spread of sovereign territorial institutions was
that respective jurisdictions, and thus limits to authority, could be specified
precisely though agreement on fixed borders.

4 Carr, 1964; Kennedy 1993; Ruggie, 1993.
5 The word “geography” did not enter the English language until the sixteenth century.

The useful, and surprisingly accurate images created by ancient geographers were
suppressed for one thousand years during what Boorstin calls the “great interruption”
in European geographic knowledge (Boorstin 1983).

6 The sector has grown dramatically, from a total turnover of $10 million in 1986
to $12 billion in 1996; the estimate for the compound growth rate for the first
half of the 1990s was 46 per cent per annum. The industry is export driven;
exports—primarily of software services—have grown at over 60 per cent per
annum in recent years rising to $734 million in 1996, about 61 per cent of total
turnover (Taylor 1996: I and Nicholson 1996:4).

7 There were $280 billion of European mergers and acquistions in 1996 and $253
in 1995 versus a previous peak of $148 billion in the 1980s (Wagstyl 1997:17).

8 For more discussion of the impact of electronic commerce on territoriality see
Kobrin (1998).

9 It is an overgeneralization to argue that geographic location has been the sole
source of political loyalty Socialists in the late nineteenth and early twentieth
century certainly called for a transnational working-class identity that would
transcend loyalty to nation or state; a concept blown asunder by the enthusiasm
the proletariat in virtually every European country showed for mobilization in
1914. More recently, the phenomenon of identity politics has emerged—perhaps
as a consequence of postmodern fragmentation—with “political” identity a
function of ethnicity, gender, race or sexual preference. My concern here, however,
is with competing transnational political identities replacing unambiguous loyalty
based on geography.

10 “A Framework for Global Electronic Commerce,” Washington, DC, 1997 (http:/
/www.whitehouse.gov/WH/New/Commerce/read.html).
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7 Globalization, governance,
and complexity

Philip G.Cerny

Analytical issues

Globalization is too easily used to mean different things at the same time. For
example, it is often thought to mean the convergence of economics and politics
across borders into a single dominant model, a variant of liberal capitalism
aligned with neoliberal politics. However, it can also indicate the growth of
new forms of divergence—and, of course, the intersection of different forms
of both convergence and divergence. These trends are symptomatic of the
growing complexity of providing governance mechanisms in a globalized
world (Cerny, 1996, 1999a).

Though governance too takes on several different meanings in the current
literature (for example, see Rhodes, 1996), broadly speaking, it consists of
fundamental organizational processes characteristic of groups and wider social
structures and comprising the institutions or mechanisms which enable them
to coexist, whether formal or informal, explicit or implicit. In the new
institutional economics literature (and to a greater or lesser extent in other
forms of “new institutionalism”: Hall and Taylor, 1996), these basic
organizational processes are usually thought of as entailing a complex
admixture of three ideal-type principles of organizational structure—hierarchy,
market, and network (Williamson, 1975 and 1985; Thompson, et al., 1991;
Cerny, 1997a). In international relations literature, the ideal-type poles are
usually rendered as “anarchy” and “hierarchy,” with anarchy connoting not
chaos but a spontaneously ordered “society without government” (Bull, 1977;
cf. Barclay, 1982)—a bit like a market without the central role of the price
mechanism.

Globalization impacts upon governance by altering the deeper structures
which underlie governance processes and mechanisms, altering various
conditions or parameters which affect the likely mix of hierarchy, market
and network—whether in terms of socio-cultural structures, economic
production and consumption, or political processes and institutions. The key
question is whether the resulting organizational mix can be understood
through traditional analytical lenses or requires a new analytical paradigm.
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In part, of course, what sort of political-institutional mix emerges will result
from a redistribution of payoffs determined by shifting economic efficiencies—
economies of scale and scope and transaction cost economies in production
and distribution—which primarily affect that mix of market and hierarchy
within and between firms that Williamson (1975 and 1985) means when he
uses the word “governance.” However, economically “rational” responses
do not emerge automatically in the political sphere; they are bound up in
complex processes of social and political intermediation involving values,
identities, and social bonds, all located in particular time/space contexts. For
example, in terms of what might be called “political globalization,” the
relationship between various processes of globalization, transnationalization
and internationalization, on the one hand, and the political needs, values and
desires of a range of local, national, and, indeed, transnational political
“publics” (Dewey, 1927), on the other, is increasingly becoming the dominant
terrain or site of political action and conflict within and between contemporary
“competition states” (Cerny, 1997b).

This discourse is transmitted and reproduced less by direct economic
constraint, then, and more by a combination of (1) new cross-cutting social,
economic and political cleavages and (2) an evolving discourse about what
globalization might signify for the future of particular individuals and groups
as well as for the governance of society in general. Previous conjunctural
events and decisions “lock in” future processes in “embedded” institutional
structures in “path-dependent” fashion (Granovetter, 1985 and 1992).
Granovetter argues that there are always “multiple equilibrium points”
available in any specific conjunctural decision or structuration situation.
Therefore the particular equilibrium point that is locked in depends not on
rational economic calculation per se but on a complex mix of rational
calculation and other social and political factors. Although in recent centuries
the so-called “Westphalian state” (as well as the “modern nation-state”, which
is often seen to be distinct in several key ways) has, along with the concomitant
“states system,” been the predominant (locked-in) form of governance at the
macrosocial level (notwithstanding its coexistence with other forms of
microsocial, mesosocial, transnational and international governance
structures), globalization hypothetically involves the emergence and
crystallization of new patterns of governance.

These new patterns might be seen to be emerging at a higher, global level
or through a complex set of both old and new levels (Cerny, 1995 and 1996),
with the old (especially nation-states per se) being transformed by their
interaction with the new. The broad outline of that transformation can best
be characterized through one of the most venerable concepts in social science
theory, that of the development of new and more intricate forms of structural
complexity. Classical sociological theory posits that societies develop by
becoming more structurally complex, i.e. through increasing structural
differentiation. In contrast, however, international relations theory—especially
realism and neorealism—usually starts from the assumption that the
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international system is differentiated only into “like” units, namely states.
Therefore the structure of the system is seen to be determined by the
configuration of states (hierarchy, polarity, etc.; see Waltz, 1979). A number
of factors have recently brought this assumption under scrutiny. In particular,
the rapid collapse not only of the European Communist states but also of the
Soviet Union itself does not merely represent a reshuffling of the structure of
a“states system.” On the contrary, it reflects the increasing difficulties faced
both by states individually and by the states system qua system in providing
stability, security, prosperity and other more specific collective goods. Today,
economic structural change is at the heart of globalization. It challenges deeply
embedded socio-cultural and political structures in critical ways that cannot
be ignored, provoking dynamic responses of promotion, accommodation,
and resistance.

In this context, “power” itself inevitably becomes more diffuse, diffracted
through an increasingly complex, prismatic structure of socio-economic forces
and levels of governance—from the global interaction of transnational social
movements and interest/pressure groupings, multinational corporations,
financial markets, and the like, on the one hand, to the re-emergence of
subnational and cross-national ethnic, religious and policy-oriented coalitions
and conflicts of the type familiar in domestic-level political sociology, on the
other. World politics—i.e., both domestic politics and international relations,
taken together—is being transformed into a “polycentric” or “multinucleated”
global political system operating within the same geographical space (and/or
overlapping spaces), in a way which is analogous to the emergence of
coexisting and overlapping functional authorities in metropolitan areas
(Ostrom, et al., 1961). The underlying governance problematic in such
multilayered political systems is at least twofold: in the first place, it becomes
harder to maintain the boundaries which are necessary for the efficient
“packaging” of public or collective goods; and in the second place, it becomes
harder to determine what collective goods are demanded or required in the
first place—i.e., even to measure what is the “preferred state of affairs” (ibid,
pp. 832–5).

With regard to international relations theory, this collective goods problem
can be seen as a challenge to traditional notions of the way “hierarchy” and
“anarchy” work, and how they interact with each other. The reason why the
modern international system—usually seen to be rooted in political changes
symbolized by the Peace of Westphalia (1648)—has been particularly robust
has generally been attributed to two dovetailing, mutually reinforcing
characteristics of states per se. The first is the capacity of individual states—
their endogenous structures, processes and institutions—to effectively organize
political space and provide public goods domestically while fending off outside
interference and protecting the domestic society and economy to a significant
extent from what economists call “exogenous shocks.” Of course, such
capacity is only relative, but the cumulative impact over time of wars and of
international economic booms and slumps has often been seen as progressively
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increasing state capacity as states take on a growing range of social and
economic functions (compare the two very different approaches found in
Polanyi, 1944, and Waltz, 1979).

The second characteristic is the ability of states in the plural to evolve a
de facto system of rules, norms and practices which largely (1) limit or
regulate direct conflict between them (although wars are needed to resolve
particularly acute systemic conflicts) and (2) permit individual states and
groups of states to enter into durable and enforceable—“credible”—
commitments about the common resolution of particular problems stemming
from their inevitable interaction and interdependence (treaties, trade
agreements, monetary systems, etc.). In other words, the lack of a common
government over and above states (“anarchy,” in the peculiar sense used in
international relations theory—i.e., not the everyday usage which associates
anarchy with chaos) actually enables states to live together relatively freely,
because each feels less threatened in its domestic affairs. When you put the
two characteristics together, external anarchy reinforces domestic hierarchy,
and vice versa. The history of modern nation-states and the “states system”
is, then, the history of one specific equilibrium between the international
and the domestic—an equilibrium seen as both dynamic and self-reinforcing
over time. The real “balance of power” in this sense is not just among
states, but between the internal and external manifestations of state authority
and efficacity.

But this equilibrium between hierarchy and anarchy is a potentially fragile
one, something we are prone to lose sight of if we merely view the linear
march of the states system from 1648 until the middle of the twentieth
century. From the point of view of this chapter, the most significant of these
challenges in the last analysis is the capacity of the state to perform—i.e.,
to fulfil a significant proportion of the social and economic aims and dreams
of various elites and masses internally, while not allowing itself to be
undermined by exogenous economic shocks. This is the bottom line. If a
breakdown of the internal hierarchical capacity of states to provide domestic
collective goods occurs along with a major challenge to the capacity of the
anarchical states system to regulate the relationships between states by
undermining the capacity of states to make credible international
commitments (i.e., to provide international collective goods), then the
mutually reinforcing equilibrium of anarchy and hierarchy must inevitably
come under greater or lesser strain. What we are concerned with here is
how far globalization effectively challenges both hierarchy and anarchy,
and therefore weakens the historical equilibrium between them, by limiting
the capacity of states (separately and collectively) to provide such collective
goods in the future. In this sense, then, Williamson’s notions of hierarchy
and market in the new institutional economics are crucial not just for
economic structures, but also for political structures, especially the state
itself in both its internal and external dimensions.



192 Philip G.Cerny

Even in terms of the most fundamental traditional concerns of states,
those of defense and security, the state is being challenged as the predominant
legitimate provider of collective goods (including Weber’s “monopoly of
legitimate violence”). States almost never fight each other today; virtually
all wars are civil and cross-national wars (with the 1992 Gulf War as the
exception that proves the rule). At the same time, the power to establish
and maintain the world order as a whole—providing stability, security and
other crucial collective goods—is increasingly fragmented and/or shared
among states, international and transgovernmental coalitions and regimes,
and private provision. States can no longer make a full range of credible
commitments, whether individually or collectively. Furthermore, state actors
themselves—although they continue to have a range of significant economic,
financial, political and bureaucratic resources at their disposal and are still
crucial actors in regulating particular economic and social activities—
paradoxically act in routine fashion to undermine the holistic and
hierarchical character of traditional state sovereignty, authority or potestas
(Cerny, 1997b)—a “hollowing out of the state” (Jessop, 1997). The result
is a growing “privatization of the public sphere,” not only by selling off or
contracting out public services and functions, but in the deeper sense of
reducing society itself to competing “associations of consumers” in which
administrators are little more than buyers in competing corporations
(Ostrom, et al., 1961, p. 839).

Now such privatization, marketization or commodification of the state is
not something exclusive to globalization; indeed, globalization is often seen
as just one of a number of wider “exogenous factors” at work in transforming
the nature of governance today, also including decentralization, fiscal
constraint, distrust of government, increasing participation (functional
representation) by special interests, and the like (Peters, 1997). It is important
also to remember the role of other factors which are not directly addressed
here, such as the new ideological hegemony of neoliberal thought and the
role of individual and group actors or “agents,” an issue which I have
addressed elsewhere (Cerny, 1999a). Nevertheless, a range of structural
dimensions of globalization, whether economic, social or political, although
limited and uneven in practice are inextricably intertwined with each of these
trends both as an independent and a facilitating variable—and even, in the
case of the competition state, as a feedback and dependent variable. In essence,
this chapter argues that the character of the underlying structural changes
involved in globalization alters the “bottom line” parameters or boundaries
within which other changes take place. It channels those changes and biases
outcomes by altering the payoffs available to individual and group agents
when they come to make different choices (the “payoff matrix”), thereby
shaping the “structured field of action” within which they operate (Cerny,
1990). Therefore, in order to assess the role of globalization in influencing
and/or driving the transformation of governance structures, it is necessary
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first to characterize those structural changes which are embedded in
globalization processes as such.

The dialectic of convergence and divergence

Processes of centralization and hierarchization of the international system,
which began with the emergence of the nation-state and culminated in the
Cold War system, are being replaced with a much more diffuse, decentralized,
and cross-cutting structural pattern. Non-state actors are by no means the
only significant agents in this process; indeed, the state, far from being merely
a power-maximizing unit subject to the “self-help” imperatives of international
anarchy, has become a critical agent of its own—and therefore of the
system’s—transformation. Key organizational levels of the international
system—multilateral, regional, nation-state, and sub-state—have been taking
on significant new characteristics; at the same time, a range of transnational
“functional” structures have taken shape. Although these developments have
roots long before the end of the Cold War, today, with the collapse of the
overarching structural constraints built into the Cold War system, a range of
permissive conditions exist favouring the consolidation and further evolution
of a new structural pattern.

Understanding such a pattern starts from the premise that the system as a
whole has been transformed, in Durkheim’s terms, from a “simple” structure
into a “complex” one. A simple structure is “segmented” into “like” units.
These units may be very different in size, shape, or internal constitution, and
the issue of “likeness,” as Waltz has pointed out, is not the same as saying
that the units are identical (Waltz, 1986, pp. 323–6). What it does mean is
that in their interaction with each other, they all act in like ways, and that
changes in their size, shape or internal constitution do not alter this fact.
They retain a fundamental, bottom-line, unit-like character. In this context,
they are only capable of what Durkheim calls “mechanical solidarity”; the
units may cooperate, but they do not intermingle; they are not characterized
by a cross-cutting division of labor. Thus, for Waltz, the international system
is inherently a segmented society with a simple structure and held together
by mechanical solidarity; this is the basis of the structural logic of anarchy.

From this perspective, then, until there is a single world society with a
single legal system to regulate conflict, anarchy remains the rule and
mechanical solidarity remains the limit of the possible, although some limited
experiments might succeed; Durkheim specifically mentions “a European
society which has, at present [1893], some idea of itself and the beginning of
organization” (1933, p. 405). The only way for a genuine paradigmatic shift
to take place which would undermine the structural determinism of the
neorealist project would be the transformation of the international system
into a society with a “complex” structure. Such a structure would involve
the emergence of a cross-cutting division of labor, which would permit the
development of “organic solidarity,” involving both complex exchanges and
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the development of common rules to regulate such exchanges. But it is not
the formation of common rules which is the independent causal variable; it is
the spread of the division of labor.

Durkheim argues that “greater societies” are not formed by the evolution
or redesigning of rules in and of themselves (pace Wayne Sandholtz’s chapter
in this volume); rather, they are formed out of a reconfiguring of the scale of
socio-economic substructures, i.e. of the division of labor. A greater
specialization of functions necessarily results from attempts by expanding
societies to maintain themselves in equilibrium—and even from the growth
in sheer numbers of societies—according to Durkheim. A greater specialization
of functions, cutting across societies, induces the development of a
transnational—not merely an “inter-national”—division of labor. The
international system, in what Durkheim admits will be an uneven and long-
term process, must however eventually become a complex society linked
through organic solidarity. In contrast, Waltz believes that the constraints of
the segmental, mechanical, anarchical structure of the international system
are still in place and that any paradigmatic shift is both problematic and a
long way off.

What sort of “international society” or transnational structure is likely
to emerge from this process? I suggest that the system will be controlled
and stabilized not by a single hierarchical and legal system of regulation—
the development of a single broad regime (which Durkheim himself thought
to be the necessary outcome)—but by a complex process deriving directly
from structural differentiation, from the new transnational division of labor
itself. It is therefore crucial first of all to identify the different variables
which contribute to the structure of the contemporary world order. They
include both different political variables—other than, and in addition to,
the state—and a range of economic and social variables, arranged in complex
cross-cutting configurations. The result is likely to involve both an enmeshing
of traditional power structures such as the state within a web of overlapping
affiliations (what Susan Strange (1988) has called a “web of contracts”),
and a cross-fire of fractionalized, cross-cutting conflicts. The basic
mechanism by which the system is regulated will shift from a hierarchy of
holistic actors—states—which impose order through power and hegemony,
to a more complex and diffuse set of interactive self-regulatory mechanisms.
These are more than just “webs of power,” for they take on an “organic”
character (Parsons, 1949, pp. 31ff.). It will be the sufficiency or insufficiency
of these mechanisms when faced with a multitude of new tasks and challenges
that will determine the stability or instability, legitimacy or illegitimacy,
performance or non-performance of the overall governance structure of a
globalizing world.

Analysts have identified varying ranges of differentiated, cross-cutting
structures, each having a particular set of structural characteristics and a
differently constituted—but usually overlapping—population of participating
agents (e.g., Buchan, 1974; Merle, 1977; Keohane and Nye, 1977; Strange,
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1988). The first task, then, is to identify the main kinds of structural
differentiation characteristic of the new world order—not holistic categories
based on territorial boundaries, but what might be called functional
categories. Each entails a distinct type of interaction which would otherwise
be aggregated with other types under the institutional umbrellas we have
been discussing.

In attempting to synthesize such “functional” categories, such authors
identify a specific set or range of types of interaction which they see as
characterizing international relations in the contemporary world. First, they
point to a “security” “system,” “sub-system,” “level,” “plane,” or “structure.”
Second, all suggest that there are fundamental differences between the
dynamics of this security structure, on the one hand, and what has usually
been called the “economic” system or structure, on the other; indeed, this
economic structure is often seen as becoming more and more important as
“low politics” displaces “high politics” as the real substructure or
infrastructure of the world order. However, the way that the economic
structure actually works is itself contested, as we shall see. Some writers,
furthermore, refer to a “political” system or structure, based on the diffusion
of decision-making authority and sovereignty away from the nation-state,
whether downward to sub-state or cross-national socio-economic groupings
or upward to a variety of multilateral, “minilateral” (see Gilpin, 1987, p.
372; Yarbrough and Yarbrough, 1990), regional, or other categories. Some
refer, finally, to a “cultural” system or structure, based on the transmission
and assimilation of values or the sources of knowledge and understanding in
the contemporary world—whether based on the convergence, or the conflict
or competition, among the values involved.

Analyses of the emerging economic structure have focused on two main
issues: changes in relative economic power; and institutional economies of
scale. The first concerns the nature of international economic stratification
(both vertical and horizontal) in general: locating shifts in the relative
distribution of economic resources and power in the world; and suggesting
how these shifts affect the relations between different economic and political
actors (states, regions, multinational firms, etc.). Just how such an
increasingly multipolar economic structure might work in the future,
however, is still vague and contested: some writers suggest that it will lead
to a more stable multiple hegemony; others see competitive neo-mercantilism
as the outcome. In terms of institutional economies of scale, the main debate
has been between (1) those who see a trend toward “globalization,” whether
in finance, trade, the multinationalization of production, energy, and a range
of socioeconomic issues such as environmental depletion and/or protection,
and (2) those who merely see a trend toward increased state imbrication in
a wider range of economic activities, and therefore an increase in “state
capacity”.

Perhaps the closest that current analyses approximate to an overall model
of governance is found in the notion that there is an emerging “political”
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sub-system or structure. These analyses usually attempt to draw analogies
and identify linkages, overlaps—and discontinuities—between the security
and the economic sub-systems. The trends identified in such analyses tend to
fall into two main categories: (1) a diffusion of power “at the top” of the
system; and (2) the erosion and/or parcellization of national sovereignty—
the diffusion of power “from the bottom up,” although the actual impact of
such trends on patterns of governance is problematic. On the one hand,
ethnicity, religious revival, sub-state nationalism (e.g., tribalism, Balkanization,
etc.), “multiple channels of interaction,” sub- or cross-national “market
segmentation” or “class fractions,” etc., are more likely to undermine than
reinforce the state; on the other, internationally linked economic sectors and/
or the development of increased supra-nationa1 consciousness and common
action may lead from mere interpenetration to real if uneven transnational
integration. Clearly many of these perceived trends are in tension with each
other, even mutually contradictory, involving elements of both convergence
and divergence, homogenization and heterogeneity.

Complexity, conflict, and stability

These functional categories are not mutually exclusive, but are closely linked
with each other—interpenetrated and interdependent. We are dealing with
cross-cutting structural categories and not with distinct groups of actors,
eroding the notion that there is such a thing as a “national economy” and
leading many observers to the conclusion that the very concept of “we” in
national terms no longer reflects social and economic realities (see Reich,
1991). Consequently, the idea of the state itself is changing. The twentieth-
century bureaucratic or “national welfare” state developed out of a movement
to control the negative side-effects of the nineteenth-century “self-regulating
market” (itself a product of the liberal state: Polanyi, 1944); indeed, states
have often been thought to be fundamentally and inherently hierarchical in
structure, in contrast to economic markets (e.g., Gilpin, 1987). Yet the
rediscovery of the role of states historically in promoting markets, and more
recently the popularization of such notions as “competitive governments”,
“entrepreneurial government,” or the “competition state”—along with the
emergence of the “new institutional economics” and the development of the
concept of governance in the theory of the firm—have changed the terms of
institutional discourse. The distinction between “state” and “market” has
not simply been blurred.

More than that, both state and economic institutions have been shown to
consist of mixtures of hierarchical and market-like characteristics. In an era
when markets, production structures, and firms increasingly operate in the
context of a cross-border division of labor, can the state any longer remain a
structure apart? Today, public policy and management analysis is increasingly
focusing on what has been called the “post-modernist critique” of “the existing
public sector paradigm” (Prowse, 1992). Such concerns cut across democracy
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and deal directly with the potential for market-like behaviour in the state
apparatus itself- the “commodification” or “marketization” of the state per
se, both in its endogenous structure and behaviour and in its mode of economic
“intervention.” They also cut across, as does Reich (1991) in the economic
literature, the concept of the state as a territorial unit (Ruggie, 1993). Similarly,
literature on neo-corporatism has shifted its ground from “peak-level”
tripartism—the original focus of pioneering writers like Schmitter (1974)—
to the more diffuse sectoral and local corporatist forms known as “meso-”
and “micro-corporatism” (Cawson, 1985; Cerny, 1990, chap. 6) or even to
firm-level “entrepreneurial corporatism” (which, according to Robert Cox
(1986), is the product of the transnationalization of social forces). Phrases
like “public-private partnership,” or the promotion of “competitive
advantage” (as distinct from comparative advantage: Zysman and Tyson,
eds, 1983; Porter, 1990), have moved from the world of academic analysis
into the rhetoric and programmes of politicians on both right and left.

As the transnational division of labour expands, the kinds of things that
states can do, and the constraints which derive from external pressures, are
constantly changing and becoming more complex. They must act in ways
that fit uneasily with, and which increasingly undermine, their traditional
hierarchical structures. In addition, at another level, “domestic” societies
themselves are coming to be seen not as homogeneous units, but as inherently
pluralistic and multicultural—although this can also be a cause of strife in
the name of nationalism or “ethnic cleansing.” How those conflicts will be
managed, in terms of governance, can only evolve within certain parameters.

One of those parameters concerns patterns of identity, belonging, and
membership. For example, in “simple” systems such as the states system as
conceived in neorealist theory, social identity and membership in the common
world were increasingly bound up in externally exclusive, nation-state-based
political and social bonds—bonds which are essential for the effective supply
and provision of collective goods. Collective goods are those from the
enjoyment or use of which insiders cannot be excluded, requiring
authoritative mechanisms for identifying and excluding outsiders (Olson,
1971; Ostrom, et al., 1961; Ostrom and Ostrom, 1977)—a classic task of
hierarchical governments (states). Complex systems, in contrast, are
characterized by “overlapping memberships” and “cross-cutting
affiliations.” In the international/transnational/global context—whether we
look at states and state actors, multinational corporations, interest groups,
and/or individuals—their tasks, roles and activities will cut across the
different levels and structures discussed earlier. Without the state and its
authoritative capacity to enforce the rules of the game, transnational
complexity would seem to imply instability.

However, in Simmel’s reformulation of Durkheim, the effect of the
development of a division of labor does not merely divide (and thereby unite)
discrete, unidimensional individuals into watertight compartments defined
in their totality by their specialized functions and roles. Rather, that division
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of labor is partially reflected and replicated within each individual. Each
individual is caught up in a range of different, sometimes competing or even
contradictory, tasks, roles and activities. No two individuals represent exactly
the same combination of social, economic and political linkages and group
affiliations. A “complex social structure” inevitably leads to the formation
of complex individuals, whose roles and group memberships overlap with
several distinct sets of other individuals and groups—in the family, in
employment, in friendships, in leisure activities, in communications, etc.
(Simmel, 1955).

Therefore political stability is not derived simply from cooperation,
consensus, norms, system equilibrium, etc. Pluralist stability depends instead
upon the particular lines of conflict which characterize a particular society,
as argued by Coser (1956). Conflict has several “functions” in the creation
and maintenance of stability. In particular, multilevel cross-cutting conflicts
can mitigate more entrenched conflict between holistic “close-knit groups,”
leading to a more flexible social structure. In effect, the unit-like states of the
neorealist canon, with their segmental character and their mechanical
solidarity, are analogous to Coser’s close-knit groups, while the international
system today may be analogous to a flexible social structure, characterized
by cross-cutting conflicts—thus at least partially counteracting tendencies
toward instability.

In this context, the traditional zero-sum character of international
relations—the notion that without a tight, overarching structure, the
international system is prone to destructive anarchy and zero-sum
conflicts—becomes redundant. In effect, each—and perhaps all?—of the
structural categories set out earlier can grow stronger simultaneously
(although unevenly in space and time) without reducing the (increasing?)
strength and/or effectiveness of other levels and structures. They need not
be “equal,” merely complex. In the context of overlapping memberships
across a range of increasingly manifest and “developed” (complex,
cohesive, differentiated, etc.) structural categories, the very fluidity
identified by such analysts as Keohane and Nye (1977) constitutes the
basis not just for an international plurality of “building blocks,” but for
new dynamic governance processes.

In the post-Gold War world, those governance processes derive from the
interaction of different types of social and economic activity, not from the
holistic power of the state itself or the unilinear development of a homo-
geneous “global” society. On the contrary, globalization is a multilayered
phenomenon which incorporates the state—and sustains some of its ostensible
functions—while at the same time altering its very essence and undermining
its constitutional foundations. However, whether the resulting governance
arrangements are more likely to resemble Coserian pluralistic stability, or
something less coherent and more unstable like the so-called new medievalism,
we will address at the end of this chapter.
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Globalization and the collective goods problem

The key to understanding the shape of new and complex governance struc-
tures in the global era lies in the way that economic competition is changing
in the world. On one level, the way the state itself works is changing. The
main task or function of the contemporary state is the promotion of economic
activities, whether at home or abroad, which make firms and sectors located
within the territory of the state competitive in international markets—the
competition state. This concept of the “competition state” (Cerny, 1990 and
1997b) therefore goes beyond the idea of the “strategic state” or the
“developmental state” of the 1980s (Zysman, 1983; Johnson, 1982). The
difference is that, while the state has always been to some extent a promoter
of market forces, state structures today are being transformed into market-
oriented and even market-based organizations, fundamentally altering the
way that public goods and private goods are provided. Indeed, states are
transforming—marketizing—themselves in the search for effectiveness in an
increasingly economically interpenetrated world. On another level, as we
have already pointed out, states have promoted the formation of a web of
transnational regimes and other linkages which have increasingly been
developing the capacity to operate autonomously of those states. However,
the authority of such institutions is inherently problematic, making it virtually
impossible to establish clear or even operationalizable lines of political
(especially democratic) accountability. As a result of this two-fold movement,
we are witnessing the transmutation of the state from a civil association into
a more limited form of enterprise association, operating within a wider market
and institutional environment, but which may be vulnerable to crises of
legitimacy.

The significance of economic globalization lies in the way that it has altered
the relationship between different kinds of goods and assets, i.e. collective
(public and quasi-public) goods on the one hand and private goods on the
other (Cerny, 1995). Many of what were thought to constitute collective
goods at the time of the Second Industrial Revolution are either no longer
controllable by the state because they have become transnational in structure
and/or constitute private goods in a wider world marketplace. In the Second
Industrial Revolution state, public goods were perceived by virtually all
interested parties as national-level phenomena, even by Marxist-Leninists.
Of course, the concept of what is “public” about public goods is complex
and contested. In terms of etymology, political philosophy and everyday
political language, the idea of what is public is essentially normative; it denotes
matters that people think ought to be treated as common or collective concerns,
as distinct from what ought to be left to individuals or private groups to
decide and/or do for themselves. Today, the heart of political debate is about
choosing among competing conceptions of what should be treated as public
and what should not.
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In contrast, the economic theory of collective goods argues that only what
is most efficiently organized and run publicly (i.e. which provides the best
possible product at the lowest possible cost when organized according to the
definition set out below) ought to be so organized and run. In economic
theory (e.g., Olson, 1971), then, the main issue is indivisibility, on two levels:
goods are truly “public” when both the structure of production and the
structure of consumption lead to conditions of indivisibility. In a globalizing
world, however, such calculations become more complex. In some industries,
products that once may have been most efficiently produced on a collective
basis (especially on a national scale) may nowadays be more efficiently
organized along lines which imply larger, transnational optimal economies
of scale, making traditional “public” provision uncompetitive. In other cases,
technological change and/or flexible production may actually reduce optimal
economies of scale, turning such goods effectively into private goods, which
also are increasingly produced and traded in a global rather than a national
market-place. With regard to consumption, economists refer to the criterion
of excludability. Public goods are by definition “non-excludable,” which means
that collective provision has to be organized in such a way as to prevent non-
paying users (free riders) from making the provision of the good too expensive
for the rest—i.e., through forced payment (taxes). Again, in a globalizing
world it has become increasingly difficult to exclude non-paying users (free
riders) from outside national boundaries from benefitting from nationally-
provided collective goods in ways that are unacceptably costly in terms of
domestic politics and public policy. Thus with regard to both production and
consumption, it is becoming more and more difficult to maintain the sort of
public or collective boundaries necessary for efficient state provision of public
or collective goods.

Different categories of collective goods have different kinds of normative
and economic characteristics. I refer to four such categories: regulatory,
productive, distributive and redistributive collective goods (adapting the
categories developed by Lowi, 1964). Each of these categories has been
transformed by the structural changes associated with globalization and the
other economic and political trends which, we have argued here, are
inextricably intertwined with globalization.

The first category, regulatory collective goods, involves the establishment
of a workable economic framework for the ongoing operation of the system
as a whole, i.e. it involves the establishment and application of rules for the
operation—and interaction—of both market and non-market transactions
and institutions. Typical regulatory goods include establishment and
protection of private (and public) property rights, a stable currency system,
abolition of internal barriers to production and exchange within the national
market, standardization of a range of facilitating structures such as a system
of weights and measures, a legal system to sanction and enforce contracts
and to adjudicate disputes, a regulatory system to stabilize and coordinate
economic activities, a system of trade protection, and various facilities which
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can be mobilized to counteract system-threatening market failures (such as
“lender of last resort” facilities, emergency powers, etc.). Real or potential
inefficiencies in the provision of regulatory collective goods can have
exceptionally wide ramifications, because their provision in and of itself
can be said to constitute a sort of “collective collective good” given the role
of regulation as a framework within which not only other collective goods,
but also private goods, are produced and supplied. Regulatory collective
goods, therefore, are inextricably intertwined with the very foundations of
the capitalist state.

In a world of relatively open trade, financial deregulation, massive
international financial flows, the increasing impact of information technology
and the like, a range of basic rules and processes necessary for effective
governance, from property rights to economic regulation to the promotion
of general economic growth, are increasingly complex for states to establish
and maintain. In this context, the ability of firms, market actors, and
competing parts of the national state apparatus itself to defend and expand
their economic and political turf through activities such as transnational policy
networking and regulatory arbitrage has both undermined the control span
of the state from without and fragmented it from within.

The second and third categories of collective goods involve various specific
directly or indirectly state-controlled or state-sponsored activities of
production and distribution—productive collective goods on the one hand,
and distributive collective goods on the other. Although these two categories
often overlap, and I have previously treated them as a single category (Cerny,
1995), the differences between them can be quite significant, as can be seen
in recent theories of public policy, the “new public management,” and
“reinventing government” (see Ostrom, et al., 1961, for an early example of
this argument)—which are themselves closely linked with processes of
globalization. In line with the economic definition of public goods set out
above, the concept of productive collective goods refers to the production of
goods and services, whereas distributive collective goods involve the delivery
of those goods and services. Of course, this is often a difficult distinction to
make with regard to many areas of state intervention, such as electricity
supply or transportation infrastructure (see Helm, 1989). The distinction
between these and redistributive collective goods (see below) is also complex.

With regard to productive collective goods, it is their technological and
economic characteristics, rather than their normative characteristics, which
have been of most significance in distinguishing between public and private. In
other words, the validity of the public ownership of politically, economically
or militarily “strategic” industries, along with the establishment and
maintenance of state monopolies in a range of public services, has usually been
seen to derive from economies of scale and transactions-cost savings in their
production. Of course, normative considerations have clearly played a major
political role for socialists and social democrats both in justifying such policies
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and in mobilizing support for them, while conservatives and free-market liberals
have similarly argued against such measures in normative terms too.

However, the possibilities for pursuing such policies and for constructing
the post-World War II settlement had, I suggest, more to do with the dominance
of Second Industrial Revolution organizational forms, especially as these forms
(and the policies they evoked and enabled) went far beyond the boundaries
of existing ideological debates and created a broad consensus in most advanced
capitalist states—a consensus focused on the mixed economy and the welfare
state at home and increasingly free trade abroad, now known as “embedded
liberalism”—that lasted until the 1970s. More recently, the interaction of the
advent of flexible manufacturing systems, on the one hand, and competing
low-cost sources of supply—especially from firms operating multinationally,
transnationally or globally (whether publicly or privately owned, based at
home or abroad)—on the other hand, has been particularly important in
undermining state-owned firms in a range of particular sectors by transforming
both economies of scale and transaction-cost structures. Indeed, both publicly
owned firms and privately owned industries promoted or privileged by the
state have been undergoing a complex restructuring process which has not
only altered their economic efficiencies but has also been at the heart of a
new neoliberal consensus skeptical about the possibility and desirability of
maintaining a significant public sector and of pursuing interventionist
industrial policy and planning in general.

With regard to distributive collective goods, we are talking about the supply
or provision of products and services to the public (or different publics) on a
collective basis, whether produced in the private sector or in the public sector.
In contrast to productive collective goods, distributive collective goods are
characterized less by their technical indivisibility—economies of scale and
transactions cost economies deriving from “hard” production systems—and
more by potential “soft” scale and transactions cost economies deriving from
their management structures, on the one hand, and from the collective
characteristics of their consumers rather than their producers, on the other.
For these reasons, there is considerable debate over the nature and amount of
any potential transactions cost savings which might result from their being
provided hierarchically rather than through market allocation processes.

In recent years, policy-oriented economists have come to consider a much
larger range of such goods as being appropriate for market or quasi-market
provision. This changing perspective has resulted both from a re-evaluation
of the nature of demand—the belief that “publics” are essentially collections
of self-regarding consumers rather than embedded in like-minded or
homogeneous social collectivities—and from a belief that public sector
hierarchies are inherently costly and cumbersome superstructures. In this sense,
many of those basic public services and functions such as the provision of
public health, street lighting, garbage collection, police protection, certain
kinds of transportation or energy infrastructure, etc., which have been at the
bureau-cratic heart of the modern industrial/welfare state, are being
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disaggregated and commodified in a range of experimental ways (Dunleavy,
1994; Osborne andGaebler, 1992).

In this sense, distributive collective goods increasingly overlap with the
fourth category, redistributive collective goods—the nature of which has
always been seen to be even more fundamentally political, with their public
and collective character deriving from political decisions about justice and
fairness rather than from the economic efficiency, or inefficiency, of those
public allocation mechanisms which they engender. Redistributive collective
goods comprise mainly those developed in response to the expanding political
and public policy demands of emerging social classes, economic interests and
political parties. Clearly many of these goods are only “collective” or “public”
goods because political decisions have been made (whether or not in response
to public demand) to treat them as public. These decisions reflect the belief
that such goods ought to be supplied on a collective basis for reasons of
justice, equity or other normative considerations, rather than as a result of
their relative indivisibility in technical economic terms. Redistributive goods
have included health and welfare services, education, employment policies,
systems for corporatist bargaining, environmental protection, and the like—
indeed, the main apparatus of the national welfare state.

Today, the provision of redistributive collective goods is changing
dramatically. Corporatist bargaining and employment policies are under
challenge everywhere in the face of international pressures for wage restraint
and flexible working practices. Although developed states have generally
not found it possible to reduce the overall weight of the welfare state as a
proportion of GDP, there has been a significant transformation in the balance
of how welfare funds are spent—from the maintenance of free-standing
social and public services to the provision of unemployment compensation
and other “entitlement” programs. The latter have ballooned as a
consequence of industrial “downsizing,” increasing inequalities of wealth,
the aging of the population in industrial societies, etc.—thereby tending to
crowd out funding for other services. Finally, the most salient new sector of
redistributive public goods, environmental protection, is particularly
transnational in character; pollution and the rape of natural resources do
not respect borders. Indeed, the main dividing line in a globalizing world
between those goods which can generally speaking be efficiently provided
as public goods and those which cannot is seen by authors such as Reich
(1991) to be whether they involve “mobile” or “immobile” factors of
capital—i.e., whether particular goods and assets (including labor) can be
easily shifted across geographical spaces in general and national borders in
particular, by owners and investors, or not.

Collective goods and complex governance

Particularly central to this transformation, of course, has been the changing
technological and institutional context in which all goods are increasingly
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being produced and exchanged, including the rapid development of “post-
Fordism,” characterized by a wider process of “flexibilization” (see Amin,
1994). At the heart of flexibilization in both production processes and firms
themselves has been the explosive development of information technology.
Olson (1971), for example, argued that one of the key factors which made
collective action difficult in large groups was the inability of large groups to
monitor the behavior of members who might be tempted (or determined) to
free-ride. Electronic computer and communications technology has
transformed this problem—bridging one of the oldest institutional
conundrums in history and theory, that between centralization and
decentralization. This monitoring capability also leaps national borders and
brings firms, markets and consumers into a single, global production process
in an increasing number of sectors. In addition, as the trade and production
structures of the Third Industrial Revolution evolve, they will be increasingly
coordinated through the application of complex financial controls, rapidly
evolving accounting techniques, financial performance indicators, and the
like. These strictures are of course equally applicable to a range of
organizations, including government bureaucracies.

But these aspects of the Third Industrial Revolution—flexibilization of
production, firm structure, and monitoring—only represent the supply side
of the equation. The demand side involves the development of ever more
complex consumer societies and the resulting segmentation of markets. The
technological capacity to produce flexibly—the ability of business to produce
at the appropriate scale—has combined with an increasing differentiation of
the class system in advanced capitalist societies. These pressures now apply
to the provision of public goods by governments as well, with “choice”
replacing standardized collective provision.

Thus globalization entails the undermining of the public character of public
goods and of the specific character of specific assets, i.e. the privatization
and marketization of economic and political structures. Nevertheless, states
retain both a certain legitimacy and a range of residual functions—some of
which have actually been reinforced by globalization. If we want to look for
an alternative way of conceiving of the residual state, probably the best place
to look is at American state governments. These governments can claim only
a partial loyalty from their inhabitants, and their power over internal economic
and social structures and forces has been limited indeed. However, they have
been required to operate over the course of the past two centuries in an
increasingly open continental market, without there being such a thing as
state “citizenship” (only residence, alongside the free movement of persons
within the United States as a whole). Nevertheless, they do—like counties,
provinces and regions in other countries—foster a sense of identity and
belonging that can be quite strong. In economic policy matters they represent
the essence of the “competition state.” The main focus of the competition
state in the world—in a way that is partly analogous to the focus of American
state governments—is the promotion of economic activities, whether at home
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or abroad, which will make firms and sectors located within the territory of
the state competitive in international markets. Rather than providing public
goods or other services which cannot be efficiently provided by the market—
in other words, rather than acting as a “decommodifying” agent where market
efficiency fails—the state is drawn into promoting the commodification or
marketization of its own activities and structures. The state has always to
some extent been a promoter of market forces rather than a purely hierarchical
or “public” organization; this marketizing quality is especially characteristic
of regulatory collective goods. But there is a difference between promoting
market activities as a general public good and being itself transformed into a
market-based organization per se. In effect, it is the transformation of the
predominant mix of goods from public-dominated to private-dominated which
in turn transforms the state from a primarily hierarchical, decommodifying
agent into a primarily market-based, commodifying agent.

By increasingly promoting the transnational expansion and competitiveness
of its industries and services abroad and in increasingly competing for inward
investment, the state becomes a critical agent, perhaps the most critical agent,
in the process of globalization itself (Cerny, 1997b). Beyond privatization
and deregulation, probably the most extensive experiment in the United States
and the United Kingdom has been the subcontracting out of public and social
services (Dunleavy, 1994). The state has attempted to replace hierarchical
systems with recurrent contracting. What has seemed to make such
innovations realistic has been the possibility of vigilant performance
monitoring (especially using new information technology) and the application
of highly targeted financial controls. Closely linked to sub-contracting is the
attempt to introduce “internal markets” into previously hierarchical
organizations. Britain, for instance, has recently privatized electricity
suppliers—thought by many economists to be as near as you can get to a
technological “natural monopoly” given the expense of laying parallel cables
and the like. The government is promoting competition in each electrical
supplier’s geographical areas by requiring them each to sell a certain amount
of the electricity they produce to industries (and eventually to private
consumers) at prices set by their competitors; similar reforms are under
discussion in the United States at the time of writing. Some programs to
“reinvent government” go much farther, of course, calling for a new
entrepreneurialism (and intrapreneurialism?) in the far reaches of government
and the public sector (Osborne and Gaebler, 1992). Such internal policy
changes, of course, go along with the kind of targeted pro-competitive and
pro-business industrial and trade policies analyzed by Hart and Prakash in
this volume.
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Conclusions: alternative scenarios of complex governance

Rather than globalization leading to the emergence of a more clearly defined
and homogeneous global order, it has instead been characterized by the
increasing differentiation of both economic and political structures. Against
this background, the state is being transformed into a complex mix of civil
and enterprise associations. The essence of the problem is whether the very
diffusion and decentralization of world politics and the complementary erosion
of traditional state capacity will lead to a greater instability of the system as
such, or whether it may actually strengthen the stability, resilience and
adaptability of the world order at the macro-level.

In this paradoxical situation, a major feature of the new world order
may well be the delinking of local and regional conflict from the stabilization
of conflict in the system as a whole. Thus the security of the world is no
longer likely to be threatened by escalation to total war at a global level,
simply because conflicts will remain more localized and therefore less likely
to spread. This means, for example, that the well-known rise of religious
fundamentalism is not likely to lead to a “clash of civilizations” (Huntington,
1997), but rather to messy, ongoing, multi-level, low intensity conflicts
between sub-groups at the local level—often between conflicting factions
of the same broad cultural category, for example between Sunni and Shia
Muslims, or among those who have been living as neighbors, as in Bosnia
and in Rwanda.

The world is most likely to be divided not between conflicting systems
but, as Singer and Wildavsky (1993) have argued, between “zones of peace,”
characterized by relative affluence, expanding trade, financial and
communications flows, cross-national cross-cutting cleavages, and low-level
consensus around the competition state model with its neoliberal hegemony,
on the one hand, and “zones of turmoil,” characterized by worsening
inequality and poverty, endemic violence, and the decay of both traditional
and modern social bonds—what Kaplan (1997) has called “the ends of the
earth”—on the other. Economic systems will be permeable at meso- and micro-
levels, increasing inequality but at the same time undermining the potential
for large-scale international confrontation to which deprivation might
otherwise give rise. The world’s major powers—especially the United States,
by far the strongest military power—will no longer be able to integrate fixed
alliance systems under their own command, but will have to construct and
reconstruct contingent, shifting alliances in specific crisis situations. And the
threat of “balkanization,” whether in Eurasia, India, Africa, or the Balkans
themselves, will increasingly contrast with the globalization of finance,
technology, environmental regulation, etc., in a complex struggle for cultural
coherence.

It is clear that a world characterized by complex globalization will not be
an easy world to live in, much less to manage, in three ways. First, in the
post-Cold War world order, despite the greater number and sometimes the
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greater intensity of local conflicts, they will not be great enough, nor
cumulative enough, to threaten the breakdown of the overarching system.
This system will not be based on agreement or consensus on “the rules of the
game” among all actors, but on the very cross-cutting nature of conflict in
general. Second, the more interpenetrated a particular state, or region, or
international organization, or transnational structure—i.e., the more over-
lapping memberships that are characteristic of its involvement in the world
order—then the more likely it will be that specific conflicts are circumscribed,
even canceled out, by other, cross-cutting conflicts. Third, however, this new
system may well even exacerbate, expand, and deepen some of them.

Within this world of complex globalization and multilayered governance,
a range of alternative overall scenarios can be identified. If we postulate the
hypothetical existence of two ideal-type poles—a new hierarchization of the
international system around global-level governance, at one end of the
spectrum, and an unstable anarchy or chaos, at the other—then it is possible
to elaborate three intermediate positions. In the middle of the scale is what I
have called “plurilateralism” (Cerny, 1993)—the “rosy scenario.” In this case,
the presence of cross-cutting affiliations may defuse potential conflict
situations, leading to the gradual locking in of habits of compromise and
market-like mutual adjustment. Governance processes and structures will
take the form of self-regulating mechanisms. Such processes may turn out to
be extremely powerful in terms of the overall stabilization of the system, but
would lack the kind of holistic authority or steering mechanisms to ensure
democratic accountability and/or redistributive potential.

Toward the hierarchical end of the spectrum, it is possible to hypothesize
that certain layers of the system—particular economic sectors, for instance,
which have developed autonomous self-regulatory governance processes,
whether in globalized financial markets or through cartel-like behavior
among transnational firms—will become the predominant authoritative
allocators of collective goods in the global economy. I call this “sectoral
hege mony”—kind of a transnational oligopolistic neo-corporatism. Such
an overall pattern of governance might indeed be powerful at steering the
global economy and undertaking redistributive tasks on behalf of particular
business interests; but it would not be responsive in democratic terms to
social and political demands—lacking both accountability and authority in
a world where nation-states would be increasingly circumscribed and public
international regimes too fragmented to be other than agencies open to
various degrees of capture. Redistribution would be motivated only by self-
interest, although that self-interest would almost certainly include elements
of self-restraint in order to preclude destabilization of the system as a whole.
International finance is the leading candidate for such a hegemonic role,
although its credibility is being sorely tested by the market meltdown at the
time of writing (Autumn, 1998).

Toward the anarchic end of the spectrum—“neomedievalism”—the result
would not necessarily be collapse. After all, even though we often think of
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the Middle Ages as a period of chaos, they were actually a time of relative
stability and of great social and economic progress. Feudalism was the most
productive economic system the world had ever seen prior to the emergence
of fully-fledged capitalism; competing authorities and identities—complex
feudal hierarchies, the church, the growing cities, corporatist labor and
industrial organization in the form of guilds, the flourishing of long-distance
trading networks and the development of international banking, both local
quasi-tribal and cosmopolitan elite and religious identities, etc.—coexisted
uneasily but in a state of dynamic tension. Alain Minc (1993) has called the
Middle Ages a time of “durable disorder,” which despite the existence of
“grey zones” where the writ of any secular or temporal authority did not
run, persisted and permitted a wide range of innovative social, political, and
economic developments to take place. At the same time, however, such a
world runs the risk of deteriorating into a “blade-runner” society.

This picture of change is perhaps more dramatic than some of those found
in other chapters in this book. The closest in spirit is Stephen Kobrin’s analogy
of medievalism and postmodernism, seeing the modern nation-state as the
exception rather than the rule in both the history and the future potential of
social and political organization. Michael McGinnis’s conclusion that a wider
variety of social actors will develop new forms of governance through a form
of institutional bricolage perhaps reflects the “rosy scenario” or plurilateralist
model set out above. However, to reprise Granovetter, transaction cost
economics do not determine outcomes but merely alter probabilities; the rest
is path-dependent. By focusing on the actors he chooses, McGinnis makes a
strong case that their choices may create stronger, if more diverse and
overlapping, domestic and transnational governance structures in the future.
But whether their efforts will result in the sort of coherent governance
arrangements he suggests is more problematic. Wayne Sandholtz pictures
this process as a rewriting of rules in the face of the challenges of globalization,
and indeed the process of rule-writing is gathering steam in a number of
issue-areas, as he points out. But rule-writers, like all agents, are not faced
with a tabula rasa; they do not have unlimited choices as to what rules are
both desirable and feasible in practice.

Thus agents—whether McGinnis’s social actors or Sandholtz’s rule-
writers—are increasingly coming up against a range of both old and new
constraints and opportunities, brought together in a mix where the
landmarks for rule-writing are in many cases vague and untested. These
are to a critical extent uncharted waters for governance-building. And one
must not forget that among these constraints are the embedded institutions
and habits of the nation-state. The residual state retains (at least) two key
dimensions of power. In the first place, as Robert Kudrle argues, people are
less mobile than capital, and so long as states can effectively regulate the
movements of people and extract revenue from them, new structures will
be fragmented and partial, and changes may be effectively contained (at
least unless or until mass migrations and tax-driven relocation of elites
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become far more prevalent). I am less sure of this view; changing structures
of production and international capital flows may have more of an impact
on the ability of states to provide collective goods in general than Kudrle
admits. In the second place, as David Lake argues, the very embeddedness
of the state closes off many routes to any general refashioning of governance
structures. In this context, this chapter therefore argues, there are many
routes to change (multiple equilibria), few landmarks to go by, a range of
agents with limited and uneven resources and (often short-term) perceptions
and objectives, and a number of serious, embedded obstacles to coherent
evolution. Thus the most likely outcome of change in this increasingly
complex structural environment will also be limited, partial, uneven,
multilayered, and potentially riddled with endemic sources of instability.
The anarchic, Durkheimian world of mechanical solidarity is fissuring and
destabilizing, cross-cut by an ever more complex cross-national division of
labor reflected in the development of the “functional” structures described
above in the second part of this chapter and in the changing structure of
goods and assets discussed in part four. But new forms of organic solidarity
at a transnational level have not crystallized to an extent that would be
either necessary or sufficient in order to enable a genuinely coherent form
of global governance to emerge.

With the collapse of the Eastern bloc and the end of the Cold War, a
growing range of structural categories and levels are thus becoming imbricated
with each other, intersecting with both traditional and new areas of conflict.
The “modern” multitasking, multifunctional, “civil association” character
of politics and governance, rooted in the nation-state, is under increasing
pressure from both above and below, from new transnational economies of
scale to the disaggregation of national culture societies. “Governance” in the
future will no longer look so much like “government.” Structures and processes
of governance must adjust to this multilayered reality, although the precise
form it will take will only emerge historically, in path-dependent fashion.
The world is now more than ever enmeshed in a process of complex
globalization, and the most urgent research agenda in both international
relations and political science—not just in the short term but in the long term
too—is to identify the myriad dimensions of this complex process and evaluate
the structure of the intersections and interactions among them.
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8 Market globalization and
the future policies of the
industrial states

Robert T.Kudrle1

This paper focuses on the mobility of goods and services, capital, and even
labor that underlies market globalization.2 A debate has developed about
whether the industrialized countries are now experiencing unprecedented levels
of trade and investment (Krugman, 1992; Wade, 1996; cf. Bergeijk and
Mensink, 1997). In any event, today’s linkages are more organic than those
experienced in the earlier period and involve an unprecedented degree of
“functional integration between internationally dispersed activities” (Dicken,
1992, p. 1, cited in Kobrin 1993, p. 2).

A study of the complex webs of economic activity involved in market
globalization reveals the importance of two developments: technical advances
in communication and transportation that have made such integration
physically possible and political developments that rendered it socially possible.
A huge literature currently debates the patterns of interaction by which these
two necessary conditions for market globalization have interacted to produce
the observed outcomes (for insightful discussions, see Cerny, 1995 and Cohen,
1996, which also cite much of the relevant scholarship).

This same literature also develops a corollary theme: how market
globalization has changed the parameters of state power. Charles Kindleberger
wrote nearly thirty years ago that “the state is about over as an economic
unit” (Kindleberger 1969, p. 207). He saw the state’s role declining remarkably
in the face of the mobility, and hence the bargaining power, of the multi-
national corporation. Since Kindleberger wrote, most industrial states have
also seen a dramatic increase in portfolio capital flows and in the share of
their economies accounted for by foreign trade. The United States joined
Europe in gaining a substantial share of direct investment from abroad,
although that share in Japan remains very low.

I will argue that the increased mobility of goods, services, capital, and ideas
about their interaction lies at the heart of market globalization’s challenges to
the state. Such mobility now provides some constraint on state action. Over
time, this constraint will become more limiting, and the mobility of significant
parts of the labor force will also present challenges that are today only dimly
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descried. Although there are some qualitative changes in modern economies,
such as the growth of services, that tend to dampen the rate of growth of
international trade (Wade, 1996) (although not necessarily the activities of
multinational firms), this chapter does not quarrel with those who predict that
globalization by almost any measure will become more important in the future
than it is today, unless, as I think most unlikely, nation-states adopt highly
restrictive policies. The chapter does argue that the speed of integration has
sometimes been exaggerated and, more importantly, that the power of the
nation-state to deal with integration issues will remain very strong.

Many have accepted Kindleberger’s observation as essentially true today
and that the state has already lost its capacity to control its overall level of
economic activity, its rate of growth, and—especially—its income distribution.
“The state” has, in effect, become much like an American state, an economic
entity with little influence over the major forces that affect the material welfare
of its citizens. Those who see the emerging state/state similarities as compelling
are frequently drawn to the conclusion either that dreadful outcomes impend
or that some kind of government above that of the nation-state (and the EU)
must be developed to avoid them. I suggest that much of the literature mistakes
two other recent developments for the impact of “globalization,” and that
this has caused many observers to exaggerate the causal power assigned to
implacable global forces. Market globalization has developed simultaneously
with the a widespread “rediscovery of the market” and also with closer
European integration. When considering the European experience,
distinguishing the latter two factors from globalization forces beyond Europe
therefore presents a formidable interpretive challenge.

This essay rests on six claims

First, most of the economic challenges of the industrial countries, particularly
growth and distribution, result from the simultaneous confrontation of similar
problems and not primarily from their market interaction with each other.

Second, the economic welfare of each nation-state depends on the wealth
it can claim and the group for which it is responsible.

Third, international exchange according to comparative advantage
increases national wealth.

Fourth, the globalization of capital sharply raises the importance of relative
effective tax rates, international information sharing to prevent tax avoidance,
and tax revenue division practices with foreign governments.

Fifth, the possibility of migration together with the economic reality that
national wealth is largely determined by the competence of the domestic
population implies increased attention to both immigration and emigration.

Sixth, many of the challenges associated with globalization admit to
effective responses at the national level, and most of those that do not can be
dealt with through policy cooperation that should not be especially difficult
to achieve.
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National goals and policy

The evaluation of future politics, policy, and institutional developments
concerning globalization must rest on judgments about what states seek
through their foreign economic policies and how this quest is likely to develop
over time. I have argued elsewhere (Kudrle and Bobrow, 1982; 1990) that a
small set of general goals is sufficient to motivate most observed policy. Because
these general goals are the collective goods sought by citizens through foreign
policy, they may be regarded as determining individuals’ policy preferences
in the absence of the special personal stakes that propel domestic policy
preferences in the simplest public choice models. These goals are security,
autonomy, prosperity and standing.3 Their relative importance in the national
consciousness varies by state and time period, and policy directions can
implicitly support more than one goal or trade off the achievement of one for
another. For most states, standing appears to have been the least important
of the four, and, in a unipolar world, the very meaning of security is being
reconsidered (see Cerny, this volume). Market globalization touches the
prosperity and autonomy goals most directly. Prosperity problems will receive
most attention here.

A policy’s apparent fit with general goals is called ideological consonance.
In practice, this means that an unusual policy direction will be viewed with
skepticism if it departs from policies that have generally been regarded as
well serving the overall goals—or the goals of some national subgroup—up
to that time. Alternatively, fresh ideas are often embraced in the wake of
failure.

The clarity with which an individual perceives the result of policy is called
impact transparency. Where the relation of a policy either to general goals or
to an individuaPs self-interest is dimly or confusingly perceived, political
leadership is likely to play a particularly important role in determining an
actor’s position on the policy.

The distribution of apparent costs and benefits drives conventional public
choice analysis. The stakes per political actor play a major role in predicting
policy outcomes because of their influence on the likelihood of political group
formation, cohesion, and effective action.4

The mobility of goods and services

Since the early 1970s the rate of growth of living standards in the United
States has fallen to about half of what it had been in the previous two decades,
and the rate of advance in both Europe and Japan is also down sharply. This
poor performance grew pari passu with a substantial increase in the size of
the foreign trade sector throughout the industrial world. Great concern
developed about “competitiveness” in both Europe and America. A dominant
view among both politicians and the public held that the rich countries simply
could not compete with the rest of the world—and particularly with the low
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wage but seemingly very efficient countries of East Asia. Put in formal terms,
the gains from trade previously enjoyed were apparently being eroded by the
new competitors.

In an article written and placed to cause as much high-level embarrassment
as possible, Krugman (1994) put the implicit claim of this huge and highly
influential literature to a very simple test. If a lack of competitiveness were
really the problem, then a substantial part of the lagging growth of national
purchasing power should be assignable to a decline in the terms of trade (the
ratio of export to import prices). In fact, Krugman found that only 7 per cent
of the US lag could be explained by an unfavorable shift in the terms of trade;
the rest was entirely due to falling US productivity growth. While the results
of Krugman’s approach would vary by country—the US traded goods sector
is relatively small—essentially the same argument applies to the fortunes of
most industrialized countries. Changes in living standards are overwhelmingly
determined by changes in domestic productivity.

The slowdown in productivity growth among the industrial countries after
the early 1970s stimulated widespread re-examination of how public policy
might be modified to improve national economic performance. Because
communication globalization has brought common information and analysis
to both elites and publics in all industrial states, reactions to the problem
have also displayed much similarity. But this should not obscure the truth
that most common problems are not centrally problems of globalism, although
economic openness frequently adds competitive dimensions to both the
problem and alternative avenues for solution. More specifically, in contrast
to some other observers (e.g. Cerny, 1995; this volume), I do not regard such
phenomena as deregulation, “reinventing government” or governmental
devolution as caused by market globalization but rather by a common search
for more responsive institutions and higher living standards.

Conventional protectionism implies a loss of both traditional textbook
gains from trade and important sources of competition and innovation (Kudrle,
1996). But a larger pie may still leave some with smaller pieces. In particular,
both intuition and economic theory suggests that the lagging share of unskilled
labor in virtually all of the industrial countries could be partly attributed to
the abundance of cheap and alacrious labor abroad. And the relative drop in
unskilled earnings has been marked in both the United States and Europe. In
addition, the increased trade and investment openness of the 1970s and 1980s
had a negative impact on trade union effectiveness. When all sources of a
product for a particular market experience the same cost increases together,
much more of that increase can be passed on to consumers than otherwise.
Openness narrows this avenue of cushioning increases in wage costs and
thus increases employer resistance. Nonetheless, most careful studies have
concluded that only a minor part of the declining relative wages of unskilled
labor can be assigned to foreign trade competition (Krugman, 1995).
Moreover, the phenomenon is unlikely to become important in the foreseeable
future because less than 2 per cent of national expendi-tures in the OECD
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countries goes for manufactured products from poorer countries (Krugman,
cited in Micro, 1996, p.16–22). Virtually all investigations of declining wages
for the unskilled put primary emphasis on changing technology and the
increased relative demand for skilled labor that the changes engendered.
Commentators differ widely in their optimism about the potential of more
education and training for the relatively unskilled to diminish the income
dispersion, but this essay contends that, regardless of that potential, states
retain sufficient autonomy to redistribute income substantially through the
tax system.

The impact transparency of trade policies is very low for most of the public.
Protectionist arguments may appear about as persuasive as those for openness,
so leadership becomes particularly crucial in policy determination. Moreover,
ideological consonance appears to play a complicated role in policies related
to trade. Several generations of university students throughout the
industrialized world have been taught the doctrine of comparative advantage,
which Paul Samuelson has called the most important non-obvious proposition
in the social sciences. These persons dominate decision making in most
countries and exercise a moderating influence on trade policy across the
political spectrum.5 On the other hand, for much of the working class,
particularly in Europe, the apparent decline of labor’s bargaining power at
the workplace contributes to the ideological dissonance of any policy that
seems to ratify or hasten that decline. The leadership of the left and particularly
of trade unions understandably portrays a loss of workplace power as
inevitably leading to greater income inequality, despite the fiscal potential of
the state.

In light of the widespread view among economists that the globalization
of trade has not caused either shrinking overall incomes in the industrialized
countries nor played a major role in increasing the inequality of its
distribution—and at least a partial acceptance of that view by much of the
political elite—it may not be surprising that the Left has not succeeded in
persuading most of the rest of the voting population in the industrialized
countries that a protectionist course will lead to a better society.6 Instead,
much of the Left in Europe, America and Japan has concentrated on
controlling trade liberalization to preserve existing jobs.7 Continued and
increased openness depends on a relatively smooth transition to alternative
employment. Current European labor policies have made that an elusive goal,
although changed labor policies appear more likely than increased protection.

The mobility of capital

In response to persuasive evidence that trade buoyed what would otherwise
have been even less impressive productivity growth and that increased income
inequality appears to result mainly from technical change, many critics of
globalization have developed another line of argument: governments are
powerless to engage in corrective action by redistributing income because
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they must guard against capital flight. This argument badly needs unpacking
because some of the evidence adduced in its favor is irrelevant.

Capital flows as speculation

The increase in gross transborder financial activity has dramatically outpaced
all other types of exchange. The flow now exceeds $1 trillion a day (Herring
and Litan, 1995, p. 24). While that growth has been encouraged by volatile
exchange rates (Eatwell, 1993) and largely made possible by the
communications revolution, the virtual unanimity with which the
industrialized countries have abolished capital controls (France and Italy as
recently as 1986) provided the necessary policy conditions. The actions were
taken to complement the commitment to the globalization of trade. Direct
investment provides the vehicle for much international production and
exchange, and the increasingly frictionless exchange of currencies facilitates
such activity.

National authorities committed to defend a certain rate must be prepared
for massive purchase of the home currency should the market decide a decline
in value of the currency is imminent. This, in turn, raises the issue of why a
fixed rate is sought. One frequent reason in recent years is international
commitment, as embodied in the European Monetary System (EMS) which
was developed in the 1980s as a warm-up for full-scale European Monetary
Union (EMU) before the turn of the century. This development resulted from
a widespread conviction that a single currency (an unbreakably fixed exchange
rate among members) would generate benefits that would be worth any
attendant costs. These benefits included elimination of the increased cost of
protecting against changes in currency values and the political value of a
single currency’s cementing of the European Union (see Fratianni, this volume).

The situation of the European countries in the 1980s implied enormous
difficulties for either pegged rates among them or a single currency. An
independent monetary policy, for example, simply ceases to exist with fixity.
Unlike the United States, however, the European Community was, by most
measures, not an “optimum currency area”—nor did it come close (Feldstein,
1992b).8 The costs in aggregate demand and hence short-term employment
levels of ceding national policies to the preferences of the German Bundesbank
was accurately predicted to produce irresistible pressures for parity changes
under the EMS. This, in turn, meant that the “one-way bet” currency
speculation of the kind that forced devaluations under the Bretton Woods
system became a prominent feature of this half-way house to monetary union.

European problems with capital flows resulting from attempts to link
currencies scarcely suggests a problem of globalization but rather a determined
effort at one kind of economic regionalism. This is not to claim that the yen
and the dollar have not been affected by capital flows. Authorities in Japan
and the United States still intervened to stabilize output and the price level in
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the face of disturbances and to slow sharp changes in exchange rates because
of their impact on trade (Krugman and Obstfeld 1994, p. 588).

In response to the exchange rate volatility that followed the breakdown of
the Bretton Woods System, James Tobin (1978) proposed a small (e.g., 2 per
cent) tax on foreign investment transactions. He aimed to reduce the volume
of short-term speculation because the importance of the tax cost would fall
with the duration of the investment. A host of theoretical and practical
objections have been raised to the tax, however, and it now seems to be a
complete non-starter (for a review of claimed advantages and well as objections
from a sympathetic critic, see Eichengreen, 1996). Unless countries reinstitute
capital controls, vulnerability to speculation appears to be a permanent element
of the present system.9

Much of the evidence adduced to complain about the globalization of
finance deals either with the torrent of funds that flows because of doubts
about the stability of the exchange rate or, if that issue is conclusively resolved
by currency unification, by the consequent inability of authorities to
manipulate the (relatively) risk-free interest rate on government obligations
for policy purposes. The EMS frequently displayed aspects of both problems.

For countries without a permanently fixed exchange rate, after-tax interest
rates on nominally similar financial instruments denominated in domestic
currency can be higher than elsewhere because the price of the domestic
currency (in terms of foreign currency) is expected to go down or there is a
positive risk premium attaching to the country and its currency. Funds will
flow internationally because of changes in these factors.

Capital migration

For analytic purposes it is useful to distinguish financial and risk factors
from a more fundamental claim by those attempting to forecast the
implications of the globalization of capital. This claim deals, not with the
difficulties of maintaining a pegged exchange rate or the inefficacy of
monetary policy where such a rate is certain, but rather with the possibility
of sustained capital outflow from one country to another. Looking behind
the “veil of money,” the risk-free yield of capital in any country—upon
which the returns of financial assets of all kinds are built—depends on its
abundance relative to other factors of production. But investors care about
risk-corrected yields net of taxes. If the government of country x were
suddenly to impose a new tax on all capital earnings, then capital could be
expected to flow out of the country, lowering its exchange rate. The flow
will not stop until equilibrium is re-established, when the after-tax rate of
return has risen to world levels. The equilibrating real capital flow is
accomplished by an increase in the country’s net export balance facilitated
by the depressed exchange rate.

The previous argument contains universal and revolutionary implications
about the efficacy of all capital taxation in a world of frictionless capital
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globalization. Tax incidence theory (Musgrave 1959, pp. 288–9) suggests
that a factor in completely elastic supply, i.e., any amount is available at a
fixed price, cannot bear the burden of a tax. If this condition obtains for
capital, then taxes on capital simply denude the country of that factor until it
becomes scarce enough for net earnings to rise to their previous level. This, in
turn, implies that whatever the law says, the economic burden of a tax on
capital must actually fall on labor and land—and with a smaller domestic
product into the bargain because an important input is in shorter supply.

If the assumptions hold, this logic has very strong implications for what
the law will say as states recognize the market forces they confront. States
will engage in “fiscal degradation” by competing with each other until they
have all “raced to the bottom” of capital taxation, i.e., zero. They will levy
only user taxes on capital (taxes that recover the actual cost of services
provided) or perhaps go even further in tax-cutting if they perceive various
positive externalities.

How realistic are these assumptions, and, in particular, what evidence
bears on the actual operation of the mechanism? Risks and the premia
demanded for bearing them loom large in the international economy
(Frankel, 1992; Gordon and Bovenberg, 1996).10 The premia relate either
to characteristics of the country in question (the country premium) or to
the specific currency (the currency premium). The former set includes
transactions costs, information costs, tax laws that discriminate by country
of residence, default risk, and capital controls or the risk of their revival.
Most observers conclude that the country premium for bonds is now quite
small among the developed countries (Frankel 1992, p. 199) because the
last two factors have declined so dramatically. Yet, for other assets, the
additional concerns remain to impede market integration. Moreover, the
currency premium remains important for all assets in most currencies. The
single major factor here lies in the continued exchange rate variability that
could only be eliminated by a shift to fixed rates (Frankel 1992, p. 200)
with all of its attendant rigidities.

A consideration of all of the risks of international investment explains
why capital mobility with liberalization remained modest during the 1980s
in the face of differing national interest rates (nominal and real)11 and also
why it is likely to increase most (ceteris paribus) among those countries in
Europe that pursue permanent fixity.

Capital in perfectly elastic supply suggests an extreme case. Subnational
governments within the United States, for example, cannot tax most financial
investments because of a unified capital market, yet they levy considerable
taxes on corporate earnings and mobile real capital.12 The American case is
frequently argued to be a microcosm of the current and future international
direct investment competition fueled by globalization. Although the total
state tax burden on business dropped moderately over the past several decades
(ACIR, 1981; Oakland and Testa, 1996), the states as a group in 1992 were
estimated to collect 70 per cent more in taxes on business than the value of
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services provided to them (Oakland and Testa, 1996, pp. 15–16).13 This
suggests that if the American experience is regarded as a precursor of “fiscal
degradation” fueled by globalization, dramatic results elsewhere should not
be expected soon. And international business tax differences have remained
very large. In 1990, the marginal effective corporate tax rate was 24.0 per
cent in the US, but 4.6 per cent in Germany and—72.8 per cent in Italy
(Jorgenson, 1993).

The preceding discussion could mislead by appearing to suggest that keeping
capital at home is the best policy. Absent externalities and taxes, however,
the national income of the capital-owning country is maximized by allowing
an outflow if foreign earnings are higher (although labor’s market income
share falls; MacDougall 1960).

Tax takes and capital flows

International tax issues fall into three broad categories: how taxation changes
the geographic flow of productive resources, how revenues are divided among
nation-states, and how taxable income disappears through secrecy. For a
change in taxes to affect capital flows, the owner of capital must experience
an attendant change in net earnings. For most international capital today,
this condition holds. Corporate taxes are collected according to two main
patterns. Either the host country gets the first and only crack at corporate
taxation or, as in the case of the US, the tax paid is credited against the home
corporate tax liability. These differences in practice stem from historical
developments growing out of two widely used approaches to international
taxation: taxation by authorities at the source of income and taxation by the
authorities of the residence of the income claimant.14 The difference between
the two approaches is reduced in practice because residence states, most
notably the US, not only allow foreign corporate taxes paid to be credited
against what would otherwise be due at home but also for the deferral of
residual tax liabilities until profits are repatriated. Thus both the source and
the residence approach in fact allow low foreign tax rates to attract home
country corporate capital. But in both cases the necessary tax-sparing is
typically granted only through specific bilateral treaties.

The burden of all taxes must ultimately fall on individuals. Moreover,
most theories of tax equity suggest that, apart from user taxes aimed to
compensate for special government services, taxes on individuals are superior
to those levied at other points in an economy because burdens can be geared
to the taxpayer’s ability to pay. This is a strong argument against the corporate
income tax as a fiscal instrument and in favor of the assignment of corporate
earnings immediately to beneficiaries at their personal rates. This, in turn,
implies residence-based taxation. But collecting revenue from residence-based
taxation depends on tax liabilities incurred abroad being properly reported,
and this is unlikely without some cooperation from foreign tax authorities.
The problem is especially important where foreign portfolio (non-controlling)
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investments are held by individuals, and home country authorities must rely
on self-declaration by persons owing the tax.

Most states employ the residence principle for earnings from portfolio
investment, apparently to avoid increasing the cost of capital in their own
countries, on the assumption that the supply curve is now quite elastic and is
becoming flatter over time. This practice can coexist with a substantial
corporate tax rate because corporate investments are complex decisions
sometimes quite insensitive to tax rate differences (Kudrle, 1998).

When states compete for corporate and portfolio capital with low effective
rates for foreign investors or various degrees of transaction secrecy, they are
called “tax havens.” At the corporate tax level, unusually low tax rates tempt
firms to manipulate their intra-firm (“transfer”) prices to show profits in low
tax jurisdictions.15 Profit attraction can, of course, occur whether or not
differentially low effective rates are offered to foreign investors. Tax havens
are also attractive reinvestment points for firms with residual tax liabilities
under a residence system.

The residence principle for portfolio investments operating in conjunction
with the financial secrecy provided by many tax havens leads to huge amounts
of sacrificed revenue in both rich and poor home countries.

Many states, including the US, have continually tightened the rules for
individual and corporate use of havens, and limited information sharing
has been included in some bilateral treaties. In theory, aggrieved states could
unilaterally dissolve all treaties with tax havens that refuse minimum levels
of taxation and transparency, essentially reintroducing “double” taxation,
and perhaps even forbid their individual and corporate citizens from dealing
with the pariahs. Home counties have usually avoided such measures, partly
because much of their impact would fall on the operations of home-domiciled
business and could cause the departure of some activity from the home
country.

A number of cooperative avenues to drain the appeal of the havens have
been proposed. The apportionment of worldwide profits according to an
agreed formula such as is used within the United States would remove the
significance of transfer pricing. A less radical step would see an agreement to
confine corporate tax rates to a narrow range. With respect to portfolio
investment, the most frequent suggestion is the introduction of a withholding
tax that would be forgiven only when earnings are properly reported to the
country of residence (Slemrod, 1990, p. 20).

The OECD has recently launched a different attack on tax havens. It
involves a set of guidelines and a new institution, the Forum, that would
investigate and publicize bank secrecy and a failure to share information,
tax practices that produce “sham” economies, and differentially favorable
taxes for foreign business (OECD, 1998). As is the case with most other
reform schemes, the OECD’s principal weapon is the forfeiture of tax
sparing.
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The capital control option

Despite all of the potential for cooperation, if a modern state found itself
losing an unacceptable amount of capital for any reason, it would retain all
of the technical devices to control capital movements that were developed in
the post-war period. Of course, such controls would signal an important
reversal of policy with wide implications for the country’s gains from trade.
In particular, controls would need to be administered in a way that allowed
for maximum advantage to multinational firms headquartered in the
restricting country. And such action implies a rethinking of previous
international commitments. Freedom of capital flows is an important part of
most of the 1100 bilateral investment treaties currently in force (UNCTAD,
1996, p. 163).

Evaluation

Many international tax experts have predicted that, absent international
action, the effectiveness of taxing capital will decline as the elasticity of its
supply in any given application increases. The same sources predict that, for
this reason, statutory tax rates will also decline (Slemrod, 1990; Tanzi, 1995;
McLure, 1997; King, 1997). But this conclusion needs unpacking. First, as
some of the evidence cited earlier makes clear, tax rates on capital may erode
quite slowly. In a recent study of ten rich countries from 1979 through 1994,
Chennells and Griffith conclude that “effective tax rates have not fallen” on
corporate capital nor has there been “a significant erosion of the capital
base” (1997, p. 80), despite business pressure to lower corporate taxes to
meet international competition (Cohen, 1996, p. 287). Second, corporate
abuse of tax havens may at last be getting determined cooperative attention.
Third, a decline in the corporate tax rate is not undesirable per se. The tax
has long been attacked by economists because of its uncertain incidence and
its distorting treatment of only part of the economy. In fact, if international
agreement on minimum tax rates is struck to avoid arguably excessive
competition among states, the agreement should probably include a flexible
minimum that would automatically shift down with the weighted average
rates of the participants (Kudrle, 1998). Finally, the difficulty of taxing capital
in differential uses should not be confused with an inability to tax its earnings
at the level of the individual beneficiary. If it is feasible, taxation at this level
is both more efficient and more equitable than other taxation, anyway. This
problem is largely a function of international economic transparency which
the attack on tax havens is aimed to increase. It is also a function of the
jurisdictional mobility of individuals, a topic to be treated in the following
section.

The absence of greater international tax cooperation so far appears to
stem largely from its lack of urgency by comparison with many other issues.
For example, a corporate minimum of 30 per cent was recommended for the
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EU by the Ruding Committee in 1991, but it was rejected by the Commission
as excessively obtrusive into domestic policy (Tanzi 1995, p. 116–17). The
birth of the Euro has brought the issue to the fore once again. What, after all,
is the consistency of a strict control on industrial subsidies while activity can
continue to be enticed by tax advantages?16

Considering the industrial countries as a whole, present and future capital
tax challenges resulting from market globalization appear amenable to a fairly
modest institutional solution. Foreseeable problems are limited and discrete,
and backsliders can gain only if failures to comply are chronic, visible, and
unpunished. Adequate performance by the parties should be unambiguous
and easy to monitor. The problems appear to admit solution by arrangements
that the Brookings “Integrating National Economies” series calls “explicit
harmonization,” (Aaron, et al., 1995, p. xxii) which seems similar to what
Ethan Kapstein terms “cooperation based on home country control” (Kapstein
1994; 1996). Effective action appears fully consistent with “anarchic relations”
(Lake, this volume).

More capital tax cooperation appears to be an issue with high ideological
consonance across a broad spectrum of opinion in all industrial countries. It
promises clear benefits for the overwhelming majority of the population in
the form of increased tax effectiveness at a very modest price in national
autonomy.17 There would seem to be broad political potential throughout
the OECD for imposing taxes on a great deal of income—most of it flowing
to upper income groups in both rich and poor countries—that currently escapes
tax altogether because of the absence of comprehensive portfolio withholding
taxes. An only minimally informed citizen’s mental picture of the impact of
the current lack of coordination and information sharing on tax issues should
be quite vivid, reasonably accurate, and difficult to refute. Recent activity in
the G–7 and the EU as well as the OECD suggests that the problem may
finally be getting attention (Allen, 1988).

The mobility of labor

Many ordinary citizens see the apparent inability of nation-states to control
immigration as powerful evidence of state obsolescence (Miller, 1994, p. 10).
The salience of the subject results from the impact transparency of one aspect
of a permissive policy: the permanent presence of a large number of foreigners.
Immigration is among the foreign policy issues that produce the most
continuous visible effect for a typical citizen. In sharp contrast to its political
salience, however, immigration has played an astonishingly small role in the
political science and general international relations literature (Miller, 1994,
p. 8). It has also received little attention in international economics.18

Economic theory expects non-marginal increments of labor to lower the
earnings of that country’s labor of the same category—unless there are
economies of scale—and to raise the earnings of complementary factors more
than the earnings of competing factors fall. The total income of the receiving
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country should rise more than that of the country of origin falls, so world
income also goes up.

Categories of immigrant

Largely on the basis of an overall increase in market earnings of the original
national factors, some voices in the industrial countries call for greatly
expanded or even unrestricted immigration (Weiner, 1995). But this is a small
minority view. Because low market earners in every modern industrial country
receive substantial lifetime net subsidies, a prima facie prosperity concern
about the legal migration of unskilled labor inevitably arises. To the extent
that a country’s laws and policies apply to illegal residents as well, the sphere
of concern is broadened. Borjas (1987) has produced evidence that low
earnings by unskilled immigrants in the United States persist over several
generations.19 And unskilled immigration pushes wages down for workers
who are already at the bottom of the distribution. One study found that over
the period 1980–1995, nearly half the drop in relative wages of native high
school dropouts in the US could be assigned to immigration (Borjas, et al.,
1997). These results are independent of a perceived threat to autonomy that
newcomers inevitably engender, whatever their contribution to economic
welfare.

At the other end of the earnings spectrum, Tanzi has recently emphasized
the important contributions of what he calls “exceptional labor” (Tanzi,
1995, p. 39 based on the work of Murphy, et al. (1991)), to the national
welfare. He stresses evidence that especially talented people in a broad range
of pursuits generate benefits that raise their social contribution far above
their wage.20

The encouragement of migration by the especially talented need not turn
on “externalities.” The same logic that makes lower earners particularly
problematic holds in reverse for high earners: they pull more than their own
weight. Some may regard this claim with skepticism because of the substantial
lowering of tax rate progression on personal income that the industrial
countries have introduced in recent years, but high income payers of even
proportional taxes do not come close to getting their money back.

In addition to migrant labor falling at both ends of the contribution
spectrum and a broad range of “normal” labor, there is a fourth category
of potential immigrant—and emigrant—to which all states will pay
increasing attention: the especially wealthy. This category should receive
attention independent of the “talented” group, although the overlap is
substantial. A large group of wealthy have done nothing remarkable
themselves—they may not even be in the labor force—but are instead the
beneficiaries of gifts or inheritances. But where they choose to live can
affect the nationality and volume of income, wealth, gift, estate, and
inheritance taxes, and that choice may, in turn, be affected by variations in
national tax systems.



226 Robert T.Kudrle

The varieties of immigration policy

Far more than is the case with the globalization of goods and services or
capital, international labor mobility is viewed very differently in Japan, the
US and Europe. In most of Europe, after the immediate post-war population
shifts, virtually the only planned official labor migration was that of temporary
workers. The objective, in retrospect almost universally regarded as naive,
was to enjoy the mutual gain of trade in labor services without any permanent
effect on the local population. The reasons for the abandonment of such
policies suggest why they are unlikely ever to be revived: governments were
never successful in getting many migrants and their families to return to their
homelands, and their assimilation locally has generally been deemed
unsatisfactory. The estimated foreign population in Europe in 1991 ranged
from 1.5 per cent in Italy to 7.3 per cent in Germany and even higher rates in
some smaller states (Weiner, 1995, p. 55; pp. 98–9).

Since temporary worker programs were abandoned in the early 1970s,
the only legal route for migrants into Europe has been based on claims of
asylum or refugee status, and such claims burgeoned with the collapse of
political order in the East. In the mind of the typical citizen, a temporary
expedient in the service of prosperity and, later, generous treatment of those
claiming political persecution became a permanent threat to national
autonomy—and, especially in times of high unemployment, to prosperity as
well. The cumulative result has been “closed borders and stringent attitudes”
(Marie, 1995). The recent politics of migration in Europe has involved greater
scrutiny of claims based on political persecution and cracking down on
completely illegal immigrants.

Some opinion in labor-short Japan has urged the adoption of a guest worker
program. However, the combination of Japan’s apparently absolute
determination to interpret autonomy partly in terms of ethnic homogeneity—
the 700,000 descendants from Koreans who augmented the Japanese labor
force in the 1930s are still regarded as “foreign” (Weiner, 1995, p. 63)—and
the utter failure of repatriation in most of Europe suggest that only token
programs will be embraced if at all. The ideological dissonance of such
programs in terms of traditional notions of autonomy and the impact
transparency of their introduction makes them non-starters. Whatever legal
foreign augmentation of the Japanese population develops, it is likely to come
mainly from the descendants of previous Japanese immigrants to Latin
America.21 Moreover, Japan’s present homogeneity (the foreign population
at less than one per cent is among the world’s lowest) and island isolation
suggest a modest challenge to the prevention of illegal immigration, especially
by comparison with the least well placed country, the United States.

Many experts on immigration strongly disagree with the oft-expressed view,
particularly in the United States, that illegal immigration cannot be controlled
(Freeman, 1994). Instead, case studies stress the historic problem of organizing
and maintaining popular opposition against highly concentrated business
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interests (in the United States, principally agriculture; hotels; and parts of
small business, particularly restaurants) abetted by various ethnic and
humanitarian organizations. Mobilizing effective political opposition to illegal
immigration in the United States has been particularly difficult because of the
concentration of settlement in only a few states, the widespread pride in the
historic role of American immigrants, and the common view until recently that
illegal immigration is a “victimless” crime.

Until recently, the United States devoted only scant resources to border
controls or employer sanctions. Europe’s greater success has rested on more
effective internal controls. It is very likely that Americans’ declared aversion
to stricter identity checks for employment or government benefits would
dissolve if it could be demonstrated that such measures were really necessary
as part of an effective attack on illegal immigration. Nevertheless, the public
would first demand that the steps already taken be funded and administered
more adequately than they have been so far. The mix of policy and enforcement
alternatives to reduce illegal immigration to the United States remains to be
effectively developed, although 1996 legislation increased border patrolling
and tightened procedures for those claiming political persecution (the latter
has been about 15 per cent of legal immigration). As is the case of any
restrictive public policy, the goal will never be to eliminate illegal immigration
altogether.

It appears almost certain that all rich states will reduce even nominally
temporary immigration by the unskilled, will attempt to control illegal
immigration more effectively than in the past, and will also narrow grounds
for admission on claims of persecution. Europe’s sensitivity about both
unemployment and non-European permanent residents suggests little attention
to attracting foreigners; Japan is even less likely to develop any interest in
attracting foreign talent. Both of these regions may face another concern in
the future, however, and that is the departure of some of their most skilled
citizens for other high-income countries that do welcome talented foreigners,
especially the United States and Canada. So far, skilled migration from other
rich countries to the United States, which generally offers the highest salaries
to skilled workers, has remained at low levels, despite higher income taxes
and generally lower salaries in Europe and Japan. This could change. Some
modifications being considered for US legal immigration policy would move
sharply away from the family unification goal, which is responsible for a
very large percentage of present total inflow, to a much greater emphasis on
human capital within a relatively fixed annual intake.

Personal tax harmonization

Tax policy suggests that the migration of the most capable is not yet regarded
as serious among the industrial countries. While personal income taxes over
the past fifteen years or so have fallen in nearly all countries, there is little
evidence of convergence or of greater moderation by countries with lower
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per capita income levels. Instead, declining rates apparently reflected the
widespread view that lower tax rates generate additional effort—both human
capital formation and increased market participation from the existing
workforce (Feldstein, 1995). Before economic research developed evidence
otherwise, elite as well as popular opinion from the center leftwards regarded
claims of a significant tradeoff between equity and efficiency (Okun, 1975)
as no more than a rhetorical ploy in the political struggle between the “haves”
and the “have-nots.” More recently, increasing inequality has resulted from
a combination of an increased dispersion of market outcomes and greater
doubt that very high marginal tax rates on top earnings help the average
citizen.

Some public finance economists in Europe and America now entertain the
view that governments may increase both national product and tax revenues
by setting the marginal rates on the highest incomes at lower instead of higher
rates than those on incomes below (Slemrod, et al., 1994). Although few
seriously advocate declining marginal rates, such findings do provide support
for proportional rather than progressive tax schedules.

The brunt of meeting the competition in international labor markets has
fallen to private business where it will remain. Organized business in high
tax countries will lobby for cuts, but in the meantime it will try to adjust net
salaries somewhat to avoid migration. The problem will be most acute where
salaries are politically determined and difficult to adjust to meet foreign offers
in the face of highly transferable skills. British universities have already faced
this problem; it was caused by generally lagging British incomes in the 1970s
and subsequently by government education budget stringency.

So long as migration in response to tax differences appears to be low,
national authorities can be expected to set their personal income tax structures
largely for their own purposes. National income redistribution is not now
significantly constrained by concern about the escape of those with high
incomes, and it should be remembered that growing income inequality is
within the labor force and not principally between labor and capital; for
example, the share of labor compensation in national income in the US has
changed very little over the last thirty years (Burtless, et al., 1998, p. 65).
Moreover, relatively little public investment in human capital formation will
likely be written off because of migration. The latter is a very large part of
public as well as private investment expenditure. In the United States, for
example, Eisner’s calculations suggest that adding education and training
expenditures to the traditional category of “gross domestic private investment”
raises the estimated investment share in US GNP in 1981 from 16.1 per cent
to nearly 38percent (Eisner, 1989, pp. 31–3).

The externalities of the especially talented might lead to a global rethinking
about the taxation of labor earnings for services performed outside the home
country. The US is currently the only major country that merely allows foreign
income tax paid to be credited against home liability, instead of simply
abandoning claims to taxation of labor services delivered in another
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jurisdiction. The American practice clearly provides a better hedge against
global tax competition for labor services—except in those, presumably rare,
cases where it might cause a person to abandon citizenship rather than pay
the higher home rate.

If a serious international migration problem of the talented develops among
the industrial countries, it will almost certainly arise first within the EU where
variations in personal tax rates remain great, but where—unlike the case
with capital taxes—coordination remains to be seriously considered.

Taxes on emigrants

Current tax treatment of those who do emigrate differs greatly by country.
Some countries, including Canada and Australia, employ exit taxes, while
Germany imposes a special income and inheritance tax on persons who
migrate to countries regarded as tax havens but still maintain close economic
ties with Germany (US Congress, 1995, Appendix B).

US law now presumes that all those with net worth above $500,000 who
renounce citizenship do so to avoid taxes. Although the presumption is
refutable, if it stands, the expatriate remains liable for taxation of US income
for ten years and can be barred from entering the US.

The rationale for levying a tax on emigrants usually rests on claims that
the departed country provided the legal protection or otherwise supportive
atmosphere to develop the capacity to earn the continuing income stream or
to have experienced the accretion of wealth.

Evaluation

The politics of immigration differs widely by country, but some
generalizations are possible. Only in the countries massively populated by
immigrants in the past century and a half have permanent newcomers really
been welcomed. Elsewhere, permanent foreign settlement has mostly resulted
from failed temporary schemes and humanitarian relief. In most countries,
even skilled immigrants are viewed as an autonomy threat, and the unskilled
are additionally regarded as damaging to overall prosperity and to the
distribution of income. Even in the countries generally welcoming
newcomers, the unskilled still pose the last two problems, and only a small
and decreasing minority favor their admission. In sharp contrast to other
states, the concentration of benefits and the diffusion of costs in a generally
favorable ideological context has historically led to a lenient US policy on
illegal immigration. That is changing, and restriction is almost certain to
increase further in the years ahead.

Two developments, the freedom of labor movement within the EU and a
likely increased emphasis by the United States on skilled immigration, suggest
that the mobility of the skilled may begin to constrain personal income tax
rates. The solution for any emerging problem in personal taxation lies in the
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kind of coordination outlined in the previous section. The probability of success
is increased by the fact that currently varying rate structures do not reflect
deep conviction about an appropriate level. Most top rates are much lower
than in earlier years, and virtually every industrial country has seen top bracket
rates that have varied by at least twenty points over several decades.
Nonetheless, the vast majority of the population should favor coordination
over tax competition that would lighten the burden on those with the highest
incomes—beyond that which would be chosen as a trade off between efficiency
and equity in a closed economy.

Opting out

One cannot dismiss the possibility that, as the years wear on, some countries
may decide that their collective national preferences do not permit the
inequalities among their citizens that attend a personal tax and expenditure
structure even approximately matching that of the other industrial countries.
They might then accept a slide down the table of per capita income, not only
as a result of reduced domestic effort, but also because some of their most
capable citizens would emigrate, and part of their national savings might
flow abroad. Such developments now appear unlikely. An acceptable income
distribution is based on value judgments tempered by concerns about
efficiency, and the formation of individuals’ orientations on these subjects
may well be growing more similar across the industrial countries as one aspect
of globalization.

Conclusion

The modern nation-state remains enormously different in both power and
responsibility from the American state with which it is increasingly compared
as an economic actor (cf. Hirst and Thompson, 1995, p. 414; Cerny, 1995).
International capital mobility is much lower than among the states, and, as it
increases, the most important issue will remain earnings transparency.
Although corporate tax competition may inconvenience authorities, it is hard
to defend an insistence that foreigners levy business taxes higher than the
cost of services provided; the taxation of business earnings is more defensible
at the level of personal income, anyway. And here the analogy between the
national state and the US state misleads most egregiously. The nation-state
holds two powerful tools that can be exercised on behalf of the collective
welfare that a subnational state lacks. First, it can set personal tax rates with
great independence because its citizens can only escape through the major
act of abandoning their citizenship. So far, this has been a minor issue for
most countries, but future developments may require personal tax
coordination and greater fiscal penalties for emigrants. Second, the state can
avoid immigration to any extent it chooses. The failure to control immigration
is mainly a political and not a technical problem.
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Increased trade and investment openness has until now been almost
universally selected as an effective strategy to increase domestic prosperity at
the price of some autonomy loss in terms of traditional economic instruments.
In the future, the threat of loss of the highly skilled may constrain tax rates
unless they are coordinated internationally, but states can retard the departure
of high earners by special income and wealth taxes. Immigration by the
unskilled will be almost completely suppressed. Capital will be welcomed,
but enticement will be resisted by others. Capital controls remain a feasible
means of restricting outflow; they are almost definitionally inefficient, but
they can be made effective. For most states the cost of restriction will continue
to appear greater than any likely gain.

Market globalization is frequently assigned as the ultimate cause for largely
independent national attempts to deal with similar domestic problems. The
Left resists believing that its policies could be found wanting absent exogenous
factors, and the Right embraces external necessity as an argument to bolster
its own preferences. In fact, market globalization does not lie at the heart of
most domestic economic problems, and, although the presently minor role of
mobility in exacerbating problems and constraining solutions is likely to grow,
the amount of international cooperation necessary to meet serious difficulties
successfully should prove quite feasible. The absence of greater cooperation
so far may be more an indication of the modesty of the challenge than of the
difficulty of finding solutions.

Notes

1 The author thanks Jeffrey Hart, David Lake, E.Philip Morgan, and Aseem Prakash
for valuable comments on a previous version of this paper, and Warren Lubline for
excellent research assistance. This research was sponsored by the Air Force Office
of Scientific Research, Air Force Material Command, USAF, under grant number
F49620–94–1–0461. The views expressed herein are those of the author and not
necessarily of the Air Force Office of Scientific Research or the US Government.

2 Globalization is widely heralded as the inexorable force of the 1990s, yet it is very
infrequently defined. My reading suggests three major usages, each with its own
literature and sets of claims: market globalization discussed here, direct globalization
that deals with non-market interactions, and communication globalization that
powerfully affects the other two and produces its own very strong independent
effects as well. (For a discussion of all three types of globalization and their
implications for governance, see Kudrle 1998b.) Some environmentalists see market
and direct globalization linked in a particularly dangerous way: a phenomenon
that is sometimes called “the race to the bottom.” In their quest to be “competitive,”
states may attempt to undercut each other’s environmental standards. For a recent
analysis of the mechanism and skepticism about its significance, see papers by
Wilson, Klevorik and Levinson in Bhagwati and Hudec, 1996.

3 The goals are derived inductively and discussed in the works cited. Standing is
meant to capture the psychic income gained from the admiration of others or
their subordination. Much foreign policy behavior, especially by large states, can
plausibly be explained on these grounds. Autonomy and standing are thus quite



232 Robert T.Kudrle

distinct; the former focuses on how a group regards itself, independent of the
views of others (Kudrle, 1993; 1995).

4 In tracing the development of policy over time or comparing policy positions
among countries, a fourth category dealing with institutional factors—must also
be considered. Because the treatment here is broad brush and will attempt to
stress common elements determining future policy directions across the developed
countries, this important set of concerns will receive scant attention.

5 Some recent trade theories suggesting possible prosperity gains from protection
are based on specialized assumptions and cannot be used to rationalize most
existing protection, (see Krugman, 1987). I am skeptical about Hart and Prakash’s
argument (this volume) that strategic trade and investment policies (STIPs) may
persist and even grow in the future. They acknowledge that such a development
cuts against an open global trading system and cannot be a first-best solution for
the world economy as a whole. I believe that the Uruguay Round made a good
start at scotching some nationalist practices, and that those agreed limitations
have been increased by recent agreements on telecoms and financial services. The
ultimate success of the OECD’s now stalled Multilateral Agreement on Investment
talks (Graham, 1996, p. 101–19) or the incorporation of restraints into the WTO
strike me as far more likely than increased protection, although change may come
slowly (Kudrle and Bobrow, 1998).

6 Even economists who emphasize arguments and evidence linking trade and inequality
do not frequently suggest protection as a policy response (Rodrik, 1997).

7 For an exposition of the most usual exception from the Left, advocacy of a “social
tariff,” see Palley, 1994.

8 In particular, the level of international labor mobility within the EU was judged
to be far too low. For a representative critique, see Feldstein 1992b.

9 This essay implicitly assumes that there are no fundamental problems in the global
real economy, e.g. the problem of chronic deficient demand that so troubled
scholars in the 1930s. Nonetheless, market globalization brings with it the
likelihood that ephemeral economic problems in one state or region will be
transmitted elsewhere. The adequacy of current practices and institutions to
dampen and limit such problems is currently very much in question, but the
reform of institutions such as the IMF lies beyond the scope of this essay.

10 They can be estimated directly as the covered interest differential.
11 During the decade of the 1980s no OECD country financed more than 15 per

cent of its investment from foreign borrowing, and no country sent more than 10
per cent of its savings abroad (Feldstein 1992a, p. 62).

12 There would never be hesitancy to levy a tax on land because it is in completely
inelastic supply at a fixed place.

13 Most of the average rate is borne by capital because of low international mobility.
Tracing the real burden of interstate variation in the tax/benefit ratio is complex.
The point, however, is about competition and not incidence.

14 Corporate earnings under the source approach do not go completely untaxed by
the home country, of course; they are still taxed at the stockholder level.

15 Perhaps half of world trade takes place within corporations, and a huge share of
those transactions have no “arm’s length” referents.

16 Over most of US history, tax competition among the states was regarded as a
minor annoyance rather than a serious problem. While there is evidence of only a
minor fiscal degradation to attract business (Fisher, 1996, p. 614), politically visible
attempts to attract specific businesses have produced calls for Congressional action
under the commerce clause of the Constitution (Burstein and Rolnick, 1994).
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17 Tax avoidance issues relating to consumption taxes in an era of growing “cyber-
commerce” are discussed in Kudrle (1998a). Much unilateral action is possible
here, but international cooperation would be far more effective.

18 The best known undergraduate textbooks devote only a few pages of six or seven
hundred to the international movement of labor (Caves, et al., 1996, p.199–202;
Krugman and Obstfeld, 1994, p.150–5, 181–2, 618–19).

19 A recent National Research Council study of immigration into the US (1997)
acknowledges that the costs exceed the benefits of immigration by the unskilled,
and some experts believe that the assumptions made may underestimate the extent
of the net cost.

20 Tanzi stresses the difficulty of determining who these people are. Serendipitously,
the United States appears to have discovered a way of simultaneously identifying
many such persons and enticing them to move permanently to the US. A globally-
admired American higher education is offered to able foreigners—and especially
persons from poor countries—at a price well below its resource cost, and has
served as a kind of “loss leader” to induce many foreigners to spend the rest of
their lives in the United States. This, of course, has important impacts on the
country of origin. As an example, many Indians, highly-trained at public expense,
leave the country each year for the high income countries. As a group, however,
they make important subsequent contributions in the form of remittances,
technology transfers, business contacts, and political influence abroad (Weiner,
1996). For a discussion stressing source country costs and policy suggestions, see
Bhagwati and Wilson, 1989.

21 Personal communication with Gary Saxonhouse, March 5, 1996.
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Part III

New institutions and new
policies

If globalization processes are indeed creating conditions for changes in
policies and institutions, a focus on specific policy domains is required.
This is because we expect differing impacts depending on the exposure of a
particular domain to international economic pressures, the extant
institutions, and the response of actors impacted by it. In this section we
focus on three domains: trade and investment policies in the context of
industrialized countries (Hart and Prakash), administrative law in the context
of the United States (Alfred Aman), and moves towards a common European
currency (Michele Fratianni).

Hart and Prakash agree with Cerny that globalization gives states strong
incentives to rearticulate themselves. For them, the hallmark of globalization
is the technologization of trade, that is, the increasing salience of high
technology products in global trade. This creates incentives for states to employ
strategic trade and investment policies (STIPs) for developing domestic
“architectures of supplies” in critical technologies. Strategic trade theories
suggest that state interventions can improve the economic welfare of a country
if the targeted industries: (1) generate sizeable positive externalities; (2) show
increasing returns to scale; and (3) are embedded in imperfect national and
global markets. Imperfect markets create a potential for super-normal profits
and such interventions may shift these profits from foreign to domestic firms.
In an era of globalization, since the boundaries between the domestic and the
global economy are blurred, trade and industrial policies need to react to
these new realities. STIPs provide adequate and timely access to new
technologies to high technology firms located in a country. Newly created
“architectures of supplies” will become a major “pull-factor” attracting
investment from both domestic and foreign multinational corporations.

However, STIPs have significant implications for the post World War II
politico-economic order based on “embedded liberalism,” the coexistence of
state interventions in domestic economies and non-intervention in
international trade. Specifically, a widespread use of STIPs has two
implications: at the international level, it undermines free trade, and at the
domestic level, it refocuses a state’s resources from demand-side social
interventions to supply-side initiatives. Hence, by undermining the current
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political order based on embedded liberalism, STIPs create the conditions for
the rearticulation of a state that actively intervenes in market processes. Hart
and Prakash predict that redistributive services, which were the hallmark of
the Keynesian welfare state, will come under increasing attack and will be
crowded-out by STIPs.

Any such rearticulation of the state should translate into important changes
in administrative law, “the law that governs the processes by which the
government acts.” The question then is, if globalization changes our notions
of state and state policy, then what corresponding changes can we expect in
legal perspectives and doctrines on administrative law? In his chapter for this
volume, Alfred Aman notes that the main function of administrative law in
the nineteenth-century minimalist state was to maximize protection of citizens
from governmental action. In terms of procedural doctrines, the adversarial
model of justice—optimal outcomes result from a contest between actors,
whether in markets or in courts—prevailed. For the Keynesian interventionist
state, administrative law was redefined. Since the adversarial model was
viewed as impeding legitimate governmental interventions in the Keynesian
state, adjudicatory proceedings were moved from courts to administrative
agencies. However, administrative agencies did not become completely
autonomous. Courts ensured that agency decision-making processes were
transparent. By ensuring that interested parties have standing rights to
participate in administrative proceedings, the courts interpreted administrative
processes as de facto political processes.

For Aman, deregulation, emphasis on cost-benefit analysis, movement
toward market-oriented regulatory approaches, declining regulatory
budgets, and privatization are hallmarks of the effects of globalization on
administrative law. States no longer cater to citizens; they cater to consumers
of their services. Aman speculates that the new roles played by administrative
law reflect the erosion of a clear distinction between the domestic and the
global (as well as between the public and the private) that results from
economic globalization. He observes that the major transformation in
administrative law is that it is moving away from a system primarily designed
to legitimize new extensions of public power, to one that seeks to legitimize
new mixes of public and private power, and to increase reliance on markets
to pursue public goals. The one question that remains is: which branch of
the government is most likely to usher in these changes in administrative
law—the executive, the legislative, or the judicial? He believes that, unlike
previous eras, where courts were the major actors in transforming
administrative law, such changes will be promoted by the executive or the
legislature, and the courts will follow. Aman’s conclusion is that it is
necessary for courts to provide the doctrinal flexibility to incorporate these
new mixes of the private and the public.

He also discusses the legal changes required for dealing with globalization
within the domestic realm. He asks, in addition, will new supra-national
institutions be necessary for providing international collective goods? What
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are the challenges in crafting such institutions, especially if their members
have diverse economies and political structures? In this context a study of the
European experience is instructive in that it constitutes a well-established
example of conscious policy integration through the establishment of supra-
national institutions.

In his chapter, Michele Fratianni looks at the political economy of European
monetary integration. According to Fratianni, the original European Economic
Community was conceived primarily as a common market that would
internalize the economic benefits of liberalized regional trade. In contrast,
monetary union is being pushed more for political reasons than for economic
ones. Treating the European Union (EU) as a cluster of club goods, Fratianni
argues that different policy clubs within the EU correspond to different optimal
membership sizes. Clubs are institutional arrangements for providing non-
rival but excludable goods. As a result, members are required to fund the
production of such goods in order to enjoy the benefits. The excludable
attribute of club goods prevents free-riding; if a member does not pay its
dues, it can be deprived of the benefits of club membership.

Fratianni highlights the trade-off between the deepening and enlargement
of the European Monetary Union. The enlargement issue has emerged in the
context of the possibility of admitting new members to the current fifteen
member EU club. The enlarged club can potentially have between twenty
and twenty-eight members. The aspiring members are generally poorer than
the incumbents and have different preferences for EMU policies. Fratianni
questions the existing policy paradigm of requiring all members to adhere to
universal principles as a precondition for their entry into the EMU. For him,
the preferences and the endowments of these actors are far too heterogeneous
to be dealt with by a single membership criterion. Instead he suggests that
such conflicts can be resolved by introducing more flexible rules of integration.
He recommends creating multiple clubs by adopting a multi-speed approach
to integration and exempting recalcitrant members from participating in
specific policies.





9 Globalization, governance,
and strategic trade and
investment policies1

Jeffrey A.Hart and Aseem Prakash

Introduction

The purpose of this volume is to explore how globalization affects governance.
This chapter examines how economic globalization is establishing a political
basis for new kinds of state interventions in the economy, what we call the
“rearticulation” of the state. We argue that these new types of state interventions
are posing new challenges to existing institutions of international economic
governance. In the introductory chapter to this volume, economic globalization
is defined as the increasing integration of factor, input, and final product markets
coupled with the increasing salience of multinational enterprises (MNEs) in
economic activity. This is not to say that economic integration is uniform in all
markets and countries. However, existing empirical evidence suggests that factor,
input, and product markets are indeed becoming more integrated, particularly
among the countries in the so-called Triad (North America, Western Europe,
and East Asia). The share of MNEs in global economic activity has increased
over the last two decades and they are more willing than previously to manage
businesses where the value chain for a given product or service is distributed
across great geographic distances (for evidence, see Prakash and Hart, 1998).

The activities of MNEs are not fully globalized. MNEs continue to locate
most of their research and development (R&D) in their home country or region.
They also tend to recruit managers and raise capital from that same territory
(Prahalad and Lieberthal, 1998; Pauly and Reich, 1997; for differing views,
see Reich, 1990 and Kobrin’s piece in this volume). Consequently, states have
incentives to become defenders of domestic MNEs’ economic interests in global
markets and commercial diplomacy has become a key component of states’
agendas in international relations. Business executives often accompany
politicians on foreign junkets, and politicians claim their visits to be successful
if they succeed in securing orders for exports or signing agreements that benefit
domestic firms. Even if MNEs were more completely globalized, however,
national governments would still pursue policies to favor firms that located
more of their value-added activities in their territorial jurisdictions.
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Developing new technologies has always been difficult and expensive and
often a given industry based on new technologies can sustain only a few
players (see Kobrin’s piece in this volume). This is occurring in the context
of: (1) increased “technologization” of economic activity (increased salience
of technology-related expenditures in value-addition processes); (2) a fast
pace of technological obsolescence and the constant need for new and
improved products; and (3) the ability of “first-movers” in the market to
capture substantial rents. Consequently, states have strong incentives to ensure
that domestic firms are lead players in key industries. To achieve this objective,
they may be tempted to undertake strategic economic policies (SEPs): strategic
interventions in trade and investment arenas and/or to establish new rules
for international economic activities. For example, India is now the second
largest exporter of software in the world. However, since Indian software
firms are exporting non-branded and relatively unsophisticated software to
MNEs, they create predominantly low-paying jobs (by international standards)
in the domestic economy. By being a leader in new technologies and new
product development (for which domestic R&D and a domestic supply base
are important), the domestic economy of the United States, in contrast, can
retain the high end of the value-addition processes and thereby support high-
paying jobs. SEPs are attractive to politicians and policy makers, therefore,
to the extent that they promote the goal of capturing or maintaining the high
end of value-added activities.

This chapter focuses on only one kind of SEP: the kind that seeks to
create domestic architectures of supply (Borrus and Hart, 1994) through
appropriate strategic trade and investment policies (STIPs). An architecture
of supply exists if many of the necessary upstream materials and tools are
available domestically for strategically important downstream activities.
Such architectures of supply constitute a key component of a national
system of innovation (Nelson and Winter, 1982). They are critical to ensure
timely and cost-effective availability of inputs to firms located within the
country’s territory. They are a major pull factor for MNEs to locate in a
given territory.

How specific or encompassing would such STIPs be and what might be
the justifications for them? Even though the theory and practicality of STIPs
are contested, they retain their appeal for politicians and policy makers.
Here we discuss how globalization creates incentives for states to adopt
STIPs and how these policies have created a new agenda for the study of
governance in the international political economy. Specifically, STIPs can
be designed and implemented to protect uncompetitive domestic industries
rather than encouraging the location of internationally competitive value-
adding activities in the country. If so, they undermine the free trade order
established by the post-World War II international economic system. Thus,
to mitigate the incentives for adopting protectionist STIPs, it is important
that existing systems of international economic governance be re-examined
and possibly reformed.
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This chapter is organized into four sections. Section one discusses the three
categories of industrial policy theories and focuses on the “technological
trajectory” version that provides a rationale for state interventions in high
technology industries. Then, the main theories of international trade are briefly
summarized and reviewed. Finally, the infant-industry argument, import-
substitution policies, and strategic trade theory are discussed. Section two
examines STIPs as an intervention game to highlight the incentives for states
to intervene in the economy. We then discuss the various criticisms of STIPs.
Section three examines how STIPs create a new agenda for the study of
international governance, particularly by challenging the post-World War II
order based on “embedded liberalism.” Section four provides a summary
and further conclusions.

Industrial policy and trade theories

State intervention to directly guide industrial activity is called industrial policy.
State intervention to encourage or discourage foreign trade is called trade
policy. Industrial and trade policies differ from macroeconomic policies in
that they often target only a subset of the economy. Whereas macroeconomic
policies (such as tax rates, level of deficit spending, and interest-rate policies)
generally do not discriminate among types of firms or industries, industrial
policies (such as R&D subsidies, tax subsidies, preferential loans and credit
allocations) and trade policies (tariffs, quantitative restrictions, non-tariff
barriers, etc.) are targeted at specific firms or industries.

Industrial and trade policies are often compartmentalized in different
administrative institutions of national governments. Trade policies are
usually handled by commerce ministries and industrial policies by industry
ministries. However, trade and industrial policies generally overlap. Trade
policies may affect the international competitiveness of domestic firms, while
industrial policies may deny domestic markets and technologies to foreign
firms. Thus, there is usually some sort of inter-agency coordinating
mechanism to deal with the overlap in these two policy areas. As the world
trade regime has evolved from the GATT to the World Trade Organization,
it has gone from a focus on border measures, such as tariffs and quantitative
restrictions, to a broader concern with non-tariff barriers and subsidies,
both of which may be instruments of industrial policy. Thus, the
interdependence of trade and industrial policies is now recognized and
incorporated, not just in domestic policy making but also in the evolving
rules of the international trading system.

Industrial policies have a long history. Nationalists of the late eighteenth
and early nineteenth centuries, such as Friedrich List (1966 [1841]) and
Alexander Hamilton (1964 [1791]), sought state interventions to promote
domestic manufacturing in the face of British manufacturing dominance. The
infant-industry argument of the German Historical School (Schmoller, 1931
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[1895]) suggested that new industries took a while to get established because
of startup problems or because a particular country or region was somehow
initially disadvantaged and needed to insulate itself temporarily from
competition. The infant-industry argument was resurrected after World War
II to justify state interventions for the industrialization of the developing
countries of Asia, Africa, and South America (Hirshman, 1945, 1971; Singer,
1949, 1950; Prebisch, 1950, 1959; Gerschenkron, 1962).

Debates on trade policy also have a long history. There have been a series
of arguments over the proposition that free trade benefits all countries, as
Smith (1937 [1776]) and Ricardo (1973 [1819]) asserted, as opposed to the
idea that some countries may benefit more than others, especially if they
engage in certain forms of state intervention. A recent example of this ongoing
debate centers on the work of the strategic trade theorists (Brander and
Spencer, 1981, 1985; Tyson and Zysman, 1983; Spencer and Brander, 1983;
Dixit, 1984; Helpman, 1984a; Krugman, 1986, 1994a; Stegemann, 1989;
Richardson, 1986, 1990, 1993; and Tyson, 1992). Neoclassical trade theorists
assume declining or constant returns to scale (growth of output can never
grow faster than the growth of inputs), perfect competition in product and
factor markets (many producers and very few barriers to entry for new
producers), and no information or transaction costs connected with technology
flows. Strategic trade theorists relax these assumptions and deduce that
domestic firms can benefit asymmetrically from international trade if the
state intervenes on their behalf. By doing so, the state can shift not only
profits, but also jobs, from one country to another. Therefore, states are
tempted to do this.

Industrial policies may or may not be justified in terms of strategic trade
theory. For example, some scholars justify industrial policies as being
necessary to reduce adjustment costs connected with changes in international
markets so as to prevent the creation of protectionist coalitions without
reference to strategic trade (Tyson and Zysman, 1983). Others, stressing
the differences in national economic institutions which create barriers to
technology flows, argue that R&D subsidies are necessary to compensate
for these impeded flows (Zysman, 1983; Hall, 1986; Hart, 1992;
Encarnation, 1992; and Tyson, 1992).

This chapter examines the implications of the overlap between industrial
and strategic trade policies. This overlap has become critical since, with
increasing globalization, economic actors are treating the whole globe as the
relevant unit for securing inputs, processing them, manufacturing as well as
selling the final product. Traditionally, foreign direct investment (FDI) and
exports have been treated as mutually exclusive. However, since FDI flows
are now recognized as encouraging exports, and since intra-firm international
trade exceeds arm’s-length trade, impediments to FDI (via industrial policy)
are increasingly seen as equivalent to trade barriers (Julius, 1990; Dunning,
1993; UNCTAD, 1995). Hence, trade and industrial policies need to be seen
as two synergistic pillars of state interventions to support domestic firms in
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the global economy. Economic globalization, technologization of traded goods,
and the increasing economic salience of multinational corporations (MNCs)
constrain contemporary governments; but they also create incentives and
new rationales for state interventions in the form of STIPs.

Industrial policy theories

Industrial policies have many rationales; but three broad categories of
industrial policy theories can be identified:

1 technological-trajectory theory (Borrus, 1988; Tyson, 1992; Weber and
Zysman, 1992; and Borrus and Hart, 1994);

2 structuralist theory (Servan-Schreiber, 1968; Stoffaes, 1987; Gilpin, 1987;
Lake, 1988; Krasner, 1977); and

3 institutionalist theory (Zysman, 1983; Hall, 1986; Hart, 1992; Encarnation,
1992; andTyson, 1992).

Although these categories overlap, they provide different rationales for
industrial policies.

The technological-trajectory theorists argue that technological flows across
national boundaries are imperfect even when capital is highly mobile. State
intervention is needed to secure “first-mover advantages” (Williamson, 1975)
for domestic firms in industries where learning curves are steep and supply
infrastructures are difficult to reproduce. A good example is the integrated
circuit (IC) industry, where average costs decline sharply with cumulative
production because of the ability of producers to learn over time how to
make the same devices smaller and with higher rates of yield (working chips
per wafer) and throughput (faster processing of wafers). Product and
production technologies are often difficult to purchase or even license from
the original producer and sometimes are also difficult to reverse-engineer.2

First-movers, such as Intel in microprocessors and Toshiba in dynamic random
access memory (DRAM) devices, have experienced rapid growth and high
profit levels.

Why is technology not perfectly mobile across national borders? A set of
supplier firms develops around the industry leader resulting in internalization
of positive externalities within the group. Thus, a supply infrastructure or an
architecture of supply comes into existence (Borrus and Hart, 1994) supporting
the market dominance of the leading firm. Such infrastructures are difficult
and/or expensive to reproduce elsewhere. Hence, the set of core technologies
associated with that particular high technology industry will flow only with
difficulty across geographic boundaries, and will do so only if that is consistent
with the market strategy of the dominant firms. Note that, for such
architectures to remain vibrant, it is important that they remain accessible to
non-domestic firms as well. In fact, the objective should be that they function
as integral parts of the value-chain of key firms, domestic or foreign, in that
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industry. Both leading firms and policy makers may try to leverage the presence
of such architectures of supply to retain high value-added activities in their
domestic territory. Thus, policies to create and to maintain architectures of
supply do not necessarily undermine free trade, restrict investment flows, or
make domestic firms inward-looking. Rather, such architectures seek to
influence the location of value-added activities to ensure maximum economic
gain for the country.

The structuralists emphasize the differences in the relative positions of
countries in the international system, particularly the distribution of economic
power across countries. The hegemon, usually the country with the largest
GNP, has a self-interest in providing international public goods such as free
trade and investment regimes, a stable monetary order, etc., since it receives
the bulk of the benefits (Olson, 1965; Kindleberger, 1973). For example, if a
high percentage of world trade is denominated in US dollars then the US
benefits from monetary seigniorage (Cohen, 1998).

Non-hegemons free ride the liberal trade and monetary institutions by
promoting exports and capital to the rest of the world while protecting their
domestic economy from international competition. If they can do this while
also increasing the international competitiveness of their domestic firms (no
easy task, of course), then over time they will advance their relative standing
in the world economy, thus leading to the relative economic decline of the
hegemon. Structuralists argue, in short, that industrial policies are one way
that non-hegemons can challenge the power of the hegemon.

Another structuralist argument is that when hegemons face a relative
economic decline, they begin to act in a predatory manner by copying the
industrial and trade policies of their principal competitors. By doing so, they
undermine the liberal economic regimes that they established earlier. Thus,
structuralists explain the implementation of industrial policies by both non-
hegemons and declining hegemons as part of a larger process of economic
competition among countries.

Institutionalists focus on the historically rooted differences in state-societal
arrangements and their impact on the competitiveness of domestic firms.
They highlight how some institutional configurations systematically create
barriers to imports and inward investments, thereby sheltering domestic firms
from international competition. In particular, they contrast the relatively open
US system with the relatively closed Japanese system, with its incestuous
forms of business/government collaboration and its industrial combines
(keiretsu), and how such differences create advantages for Japanese firms to
compete in international markets.3

This chapter focuses on the technological-trajectory theory because it
provides a rationale for state intervention in high-technology industries. The
twin hallmarks of economic globalization are mobile capital (fixed as well as
portfolio) and the technologization of trade—the increasing salience of high
technology products in global trade. High technology can be embodied in
the final product or in the production process. Technologization creates
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incentives for state intervention to develop domestic architectures of supply
in critical technologies, thus enabling firms located in the country to have
adequate and timely access to inputs needed to maintain their international
competitiveness. Such architectures of supply therefore become a major “pull-
factor” for attracting FDI from multinational corporations, thereby furthering
the economic agenda of the politicians and policy makers.

Trade theories

Smith (1937 [1776]) made a case for free trade based on absolute advantage.
The Ricardian trade theory (Ricardo ([1819] 1973), also known as the
classical trade theory, argued for trade based on comparative and not
absolute advantage. Ricardo emphasized that for trade to take place,
countries need not have absolute advantages in producing different goods.
The neo-classical trade theory, pioneered by Eli Hecksher (1991 [1924])
and Bertil Ohlin (1933), also identified comparative advantage as the basis
of international trade.4 Among the main assumptions of the simpler
Hecksher-Ohlin models were that:

1 though the factors of production are mobile within the country, they
are not mobile across national boundaries;

2 product markets, both domestically and internationally, are perfectly
competitive and there are no super-normal profits;

3 there are constant returns to scale in production of all goods (or
production functions are homogeneous of the first degree) and firms
cannot acquire a monopoly position through “learning curve”
advantages;

4 since there are no transaction costs for technology acquisition, access
to technology is not a source of comparative advantage; and

5 since goods have different factor intensities, a labor-rich country
exports labor-intensive goods and a capital-rich country exports
capital-intensive goods.

Note that this specialization results not from access to a superior technology
(technology is assumed to be the same everywhere) but from differences in
factor endowments.5

Though comparative advantage creates gains from trade and specialization,
such gains may be distributed unequally across countries. Strategic trade
theorists suggest that certain types of state intervention can shift such gains,
in special circumstances, from foreign to domestic firms (Brander and Spencer,
1983, 1985; Dixit, 1983; Helpman, 1984a; Krugman, 1986; Tyson, 1992).
They suggest that in industries with imperfect competition and super-normal
profits, subsidies can shift global profits to domestic firms such that the increase
in their profits exceeds the subsidies. Hence, on aggregate, there is a net
increase in national welfare.
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Strategic trade policies are not the same as governmental interventions in
strategic sectors (Flamm, 1996). A strategic sector may generate externalities
only for the domestic economy and does not necessarily have international
linkages. A good example of this would be a governmental subsidy to promote
the construction of fiber optic networks. If such a network does not enhance
the global competitiveness of domestic firms, then the subsidy is not a strategic
trade policy.

Strategic trade and industrial policies

Strategic trade theories, in conjunction with the technological-trajectory theory
of the industrial policies, provide the rationale for STIPs. A case can be made
for state support of high technology industries through a combination of
trade and industrial policies. The objective is to create and to maintain thriving
domestic architectures of supply in critical industries, thereby enabling firms
located in the country to be competitive in global markets characterized by
super-normal profits and creating incentives for foreign firms in those same
industries to invest directly in the country.

Tyson (1992) defends STIPs in the United States as preferable to the
incoherence and ineffectiveness of the military-oriented industrial policies of
the past. In the Cold War era, the US government intervened in militarily
sensitive sectors. Such interventions, however, were designed primarily to
assure local sources of supply for key military components and systems, and
not to maximize “spin-offs” to civilian sectors. Tyson’s message is clear: since
states need to intervene anyway, they should do it in a way which maximizes
economic welfare, which means they should do it in a manner consistent
with strategic trade and industrial policy theories.

Do STIPs have any historical validity and will they be equally efficacious
across political systems? Some scholars see STIPs as being the key to the
rapid industrialization of Japan and the newly industrialized countries (NICs).
It is suggested that Japan followed a phased process of industrial development
(Johnson, 1982; Yamamura, 1986; Weber and Zysman, 1992). During the
first phase, the Japanese firms were disadvantaged in both development and
production costs. To shelter these firms against international competition,
the domestic market was closed with a combination of import barriers and
inward investment restrictions. Without inward investment restrictions,
foreign firms would have been tempted to jump the import barriers by
establishing local subsidiaries. This would have impeded the development of
local architectures of supply. The import substitution policies adopted in other
regions of the world—increased import barriers without investment
restrictions—resulted in the establishment of inefficient and international
uncompetitive manufacturing facilities. In Japan, fierce domestic competition
ensured that domestic firms felt pressure to become first domestically, and
later, internationally competitive and they did not become complacent rent-
seekers.
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In the second phase, Japanese and other Asian firms borrowed and adapted
technology from abroad to bridge the technology gap. The state relaxed import
restrictions for technological inputs while maintaining inward investment
restrictions. The state also encouraged firms to export by linking state support,
such as concessional credits, to export performance (Park, 1994). Hence,
domestic firms, having established themselves in the home market, were
gradually exposed to foreign competition.

The cross-shareholding practices of keiretsu member firms in Japan allowed
them to compete domestically without fear of hostile takeovers.6 The role of
the Japanese Ministry of International Trade and Industry (MITI) as “gate-
keeper” and dispenser of subsidies to specific firms and industries was also
important since it created hurdles for foreign firms to sell and to invest in
Japan (Johnson, 1982; Encarnation, 1992). Since neoclassical models of
industrial economics generally ignored institutions like the Japanese keiretsu,
they were unable to explain the impact of such “relational structures”
(Goldberg, 1980) on business performance. As a result of increased US
awareness of the implications of the keiretsu system, a major US demand
during the Structural Impediments Initiative talks with Japan in 1989–90
was the reform of that system (Kahler, 1996).

In the third phase, Asian producers began to build world market positions
without fear of foreign competition. They now tapped foreign markets initially
through exports and eventually through foreign direct investment. The
international expansion of Japanese and other Asian multinational
corporations was now perceived to be impeding the development of
architectures of supply in other regions, as Asian component manufacturers
followed the main manufacturing companies to foreign locations. Since the
main research and development competencies remained in Asia, especially in
Japan, the non-Asian firms chafed over their limited access to critical Japanese
technologies.

Although the Japanese model has come under attack due to the recent
crisis in East Asia and the perceived triumph of the so-called Anglo-Saxon
capitalism, Japanese policies have changed the contemporary game of
economic rivalry by creating an enormous temptation for other states to copy
them. This situation can be conceptualized as a form of prisoner’s dilemma
game (Richardson, 1986). Suppose state A is debating whether to intervene
or not intervene in a particular strategic industry. It faces the following pay
off structure as discussed in Figure 1 below.

We assume that: (1) e>c and e>d; (2) a, b, c, d, and e>0; and (3) c>a and
d>b. For B, “intervene” (defect) is the dominant strategy no matter whether
A intervenes (a>0) or not (e>c). Similarly, for A, the dominant strategy is to
intervene irrespective of whether B intervenes (b>0) or not (e>d). Thus both
countries intervene and the Nash equilibrium (a, b) is pareto inefficient
because the highest joint payoffs occur when both refrain from intervening
(c>a and b>d).
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The intervention game captures the logic of the “cult of the offensive”
that arose among the great powers prior to World War I (Snyder, 1984; Van
Evera, 1984; Weber and Zysman, 1992). The military and political leaders of
that time saw offense as the dominant strategy assuming that wars would be
short and the “first striker” would have an overwhelming advantage. The
prisoner’s dilemma payoff structure of the intervention game creates incentives
for a new kind of cult of the offensive leading to the widespread adoption of
STIPs. This suggests that new or modified international institutions are needed
to change the incentives which make STIPs attractive to politicians and policy
makers. We elaborate on this in the next section.

Criticisms of STIPs

The efficacy of STIPs in promoting economic development is disputed. Some
scholars attribute the economic successes of Japan and the newly industrialized
countries (NICs) of Asia in the 1980s and early 1990s largely to STIPs
(Johnson, 1982; Yamamura, 1986; Dore, 1986; Okimoto, 1989; Johnson et
al., 1989; Weber and Zysman, 1992; and Tsuru, 1993). Others attribute it to
low wage and inflation rates, rapid copying of the product and process
technologies of competitors, high domestic savings rates (enabling low interest
and high investment rates), and undervalued currency exchange rates
(Bergsten, 1991; Krugman, 1983 and 1994c; and Saxonhouse, 1979). The
preceding list of alternative explanations is not exhaustive. With the onset of
economic crisis in East Asia and economic stagnation in Japan, the long-term
efficacy of Asian-style STIPs is increasingly being questioned. Specifically,
there is a belief that STIPs provide fertile grounds for “crony-capitalism,”

Figure 1 The Intervention Game

Source: Adapted from Richardson (1986:271)
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that they are inherently corrupt, that they lack transparency and thus impede
democratic oversight of economic policies, and that they impede efficient
allocation of resources.

STIPs are also criticized for normative, positive, as well as theoretical
reasons. The normative critics focus on the dangers of giving too much
power to the state. Classical liberals and neoclassical economists argue that
the state should be restrained from asserting its authority in new terrains
unless there is no other way to resolve market failures. Critics question
particularly the need for strategic intervention to increase aggregate
economic welfare. Consider a situation where a state identifies a set of
strategic industries and provides them with an export subsidy. Suppose that
such strategic industries compete for the same scarce factors. In this case,
state support drives up the prices of the scarce factor (a pecuniary externality)
and no industry benefits (Grossman, 1986). Further, if equity is also an
objective of state policy, then such interventions will skew the income
distribution in favor of the scarce factor.7

Critics also point out that STIPs can advance the interests of a particular
country only if others do not retaliate by providing matching supports to
their domestic firms and industries. If such retaliation occurs, then the relative
gains promised by STIPs may not materialize. It is also suggested that special
interests will abuse the willingness of governments to intervene. Firms, as
rational actors, have incentives to externalize their problems to avoid painful
internal restructuring. Such firms can therefore be expected to lobby for state
support (Nelson, 1988). It will be difficult to separate strategic interventions
from non-strategic ones.

Many scholars question the implementability of STIPs (Grossman, 1986;
Dixit, 1986; Krugman, 1986; Richardson, 1993; Bhagwati, 1993). They
consider STIPs similar to infant-industry and import-substitution policies
encouraging rent-seeking and leading to misallocation of resources. One of
their concerns is that it is difficult, ex ante, to specify investments in which
industries will have the maximum payoffs. This is, in part, related to the
difficulties in measuring externalities. In the absence of reliable and objective
measures of externalities, political rather than economic criteria may dominate
the choice of strategic industries. Further, STIPs have to be focused on
industries with super-normal profits and it is difficult to determine whether a
particular level of profit is super-normal. Imperfect competition also does
not per se signal super-normal profits, since competition among a few rival
firms can be fierce enough to drive the prices down to competitive levels.

Critics argue that STIPs cannot explain how domestic firms became R&D
leaders in the absence of government assistance or how state-assisted industries
failed in the face of massive assistance. Hence, they argue, STIPs can at best
be only a facilitating condition for the success of domestic firms.8

Scholars also point out that there are different forms of capitalism and
that only some forms are consistent with strategic interventions
(Gerschenkron, 1962; Shonfield, 1965; Katzenstein, 1978; Johnson, 1982;
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Zysman, 1983, Hall, 1986; Lodge and Vogel, 1987; Hart, 1992). An
important research question is whether some countries are more willing
and capable of using STIPs than others. The US has rarely engaged in
strategic interventions in the past, partly because of the ideational and
institutional grip of neoclassical economics. On the other hand, since
neoclassical ideas are less influential in Japan, the Japanese state faces less
opposition to its interventionist role.

STIPs do not show instantaneous results since their effects are usually
visible only after considerable time lags, sometimes longer than the electoral
cycles. The successful implementation of STIPs requires that firms believe
that state support will continue irrespective of political changes. Can every
state make such credible commitments (Lenway and Murtha, 1994)? Johnson
(1982) identifies two kinds of states: regulatory and developmental. Regulatory
states have minimal capabilities for strategic economic interventions and their
policies seek to ensure an unfettered working of markets and a correction of
market failures wherever they arise. The developmental states, in contrast,
are capable of adopting and are willing to stick with STIPs even in the face of
temporary difficulties. The United States and Britain are regulatory states;
Japan and Korea are developmental states.

Firms’ perceptions of state commitments are influenced by the nature of
domestic socio-political institutions such as the relative autonomy of the state
from domestic interests groups (Katzenstein, 1978; Hart, 1992), the
transparency of domestic decision making (Cowhey, 1993), and social and
political cohesiveness (Katzenstein, 1985). For example, if political power is
dispersed domestically, then it may be difficult for the government to make
credible commitments to pursue coherent industrial policies. In a relatively
decentralized federal system, the executive may face strong opposition from
provincial governments as well as from the national legislature and competing
bureaucracies and therefore may not be able to sustain its interventionist
policies. Thus, one would expect countries with more centralized and
bureaucratic (and therefore relatively autonomous) political regimes to be
more likely to adopt and sustain STIPs.

Are developmental states always more credible in providing such assurances
or are they credible only in some phases of economic growth? Porter (1990)
identifies four phases of economic growth: factor-driven, investment-driven,
innovation-driven, and wealth-driven. STIPs are linked with the investment-
driven phase in which the developmental state actively facilitates economic
growth (Lenway and Murtha, 1994). State support may in fact constitute a
credible commitment to deter foreign competitors from engaging in predatory
strategies such as reducing prices to drive domestic competitors out of business.
However, Lenway and Murtha (1994) argue that, in the innovation-driven
phase of growth, the micromanagement of the economy by the developmental
state is counter-productive since bureaucrats seldom have the information
needed to correctly pick winners. In this phase, the regulatory state (which
does not undertake STIPs) may provide a more appropriate institutional setting
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since it focuses on providing macro-economic stability, guaranteeing
intellectual property rights, and preventing inefficiencies caused by imperfect
competition. This argument is also consistent with the literature on
“Wintelism” that argues against economic nationalism in certain areas of
high technology (Borrus and Zysman, 1997; Kim and Hart, 1998; Hart and
Kim, 1998). A recent example which seems consistent with this theory is the
successful development of digital television (DTV) in the United States under
the guidance of the FCC, as contrasted with the less successful commitment
of the Japanese government to a hybrid analog-digital high definition television
(HDTV) system called MUSE/ Hi-Vision.

Implications for international economic governance

The debate on STIPs, though inconclusive, highlights the incentives to
manipulate market processes created for national governments by the
processes of globalization. The recent policy reversals in Hong Kong and
Malaysia suggest that some states are feeling compelled to intervene in stock
and currency markets, the most hallowed bastions of the “free market.” Such
interventions have generated support from intellectuals as well as domestic
political groups (New York Times, 1998). Thus, the debates on STIPs (together
with those on coping with the East Asian crisis) remind us once again of the
power of ideas in policy making, even when such ideas may not be
unanimously accepted within the academy. As Keynes (1937) noted:

The ideas of economists and political philosophers, both when they are
right and when they are wrong, are more powerful than is commonly
understood. Practical men, who believe themselves to be quite exempt
from any intellectual influences, are usually slaves of some defunct
economist.

As highlighted by Kudrle in this volume, globalization has not significantly
eroded the fiscal power of the state. The governments of major industrialized
nations still command through taxation significant resources for a wide variety
of policy interventions. Thus, it is important to realize there is both a demand
for such policy interventions and a supply of ideas and resources to undertake
them. Krugman (1994a, 1994b), however, one of the original contributors to
strategic trade theory, argues that it would be unwise to translate the findings
of strategic trade theory directly into policy. He observes that the theories of
academic economists as more qualified and cautious than those of the policy
makers who implement them.

If STIPs are politically attractive and may be implemented for largely
political reasons, what are their implications for international economic
governance? Strategic trade theories help to explain some of the increased
activity in forming regional economic alliances, particularly the ones in high
technology industries. This again can be related to Cerny’s argument in this
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volume that globalization is creating conditions for collective action at multiple
levels, including the regional level. For example, the Single European Act of
1987, as well as the Maastricht Treaty, were preceded by a series of programs
to promote high technology industries in the region to ensure that Europe
did not fall behind Japan and the United States in key technologies and
industries. Esprit, Eureka, JESSI (Joint European Semiconductor Silicon
Initiative), and the Airbus Consortium are all examples of such programs
(Tulder and Junne, 1988; Sandholtz, 1992; Mytelka, 1994).

Similarly in the US, the Sematech consortium for R&D in semiconductor
technologies was co-funded by the federal government and industry (Borrus,
1988). Sematech was motivated largely by the success of the Japanese VLSI
(very large-scale integrated circuits) program co-sponsored by the Japanese
government and Japanese industry. The VLSI program subsidized the imports
of US semiconductor manufacturing equipment as well as their reverse
engineering. Another US STIPs project, the National Flat Panel Display
Initiative, created an umbrella for R&D funding for commercialization of
new flat panel display technologies by US firms. This initiative was the US
government’s answer to the large lead of Japanese electronics firms in the
production of thin film transistor liquid crystal displays, mostly for laptop
computers (Flamm, 1994, 1995; Barfield, 1994; Hart, 1995).

Recent work on high technology industries suggests that the traditional
emphasis on spin-offs from military to civilian technology needs to be
supplemented with consideration of spin-ons from civilian to military. An
example of this is the use of computer displays and microelectronic circuits
developed for commercial products in military avionics systems (Borrus and
Hart, 1994). Political arguments over this question have fueled a debate within
the national security community over dual-use technologies: technologies that
have both civilian and military applications. Some advocates of STIPs support
strategic interventions to promote dual-use technologies. Critics of industrial
policy theories argue that such policies should be avoided because it is
impossible to accurately assess the degree of technological interdependence
of civilian and military technologies and because such interventions may simply
encourage domestic rent-seeking behavior.

In short, the debate over STIPs poses important questions about what
kinds of R&D the state should subsidize. Further, if states subsidize R&D,
what kinds of safeguards are necessary to prevent the resulting international
R&D races from leading to demands for protectionism? Discussions on
granting “national treatment” to MNEs in the World Trade Organization
and the OECD’s Multilateral Agreement on Investment need to be extended
to include the right of firms located in a given jurisdiction to participate in
state-funded R&D consortia. This will go a long way toward creating a level
playing field for firms in international competition, irrespective of their
national identity, while at the same time serving the public policy purpose of
retaining high-paying jobs within a country.
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The recent investigations launched by US Department of Justice against
Microsoft and Intel also suggest that in an era where a few firms can dominate
industry standards, new laws are needed to ensure that monopolies do not
rise in new guises. Similar investigations have been launched against these
firms by the European regulators. Lest such investigations begin to assume
the form of “they” impeding the functioning of “our” firms, new institutions
are required that empower firms to participate in the development of new
technologies and products. Thus, new international institutions could ensure
that the architectures of supply created by STIPs are not “closed” to MNEs
of foreign origin. Such concerns will need to be balanced with the need to
protect intellectual property rights and safeguard the interests of the firms
investing in R&D. Thus, discussions about intellectual property rights under
the aegis of the World Trade Organization and the World Intellectual Property
Organization are an important part of the new agenda in international trade
negotiations (see Kim and Hart, 1998).

The second major challenge posed by STIPs is that they potentially
undermine the post-war international economic order that is based on
“embedded liberalism.” Ruggie’s (1982) notion of embedded liberalism links
the rise of the welfare state (which generally combines a variety of social
insurance schemes with Keynesian demand management) to an agreement
among the major industrialized nations to keep the global trading system as
open as possible. In many major trading nations, as long as there was some
faith in the efficacy of Keynesian demand-management policies to smooth
out economic cycles, the free-traders were able to make side-payments to
supporters of social welfare policies in order to secure their acceptance of the
liberal trade regime. Within the domestic economy, embedded liberalism
combined macroeconomic state intervention with non-intervention in micro
markets.

Challenges to embedded liberalism posed by STIPs create pressures for
changing the liberal international economic regimes established after World
War II (Gilpin, 1987). The World Trade Organization, the successor to the
GATT and the main guarantor of an open trading system, will have to adapt
to the proliferation of STIPs by a growing number of states. Free-traders, in
particular, will have to identify new domestic and transnational coalitions to
support non-intervention of the state at both macro and micro levels and the
preservation of an open trading system. Putting together such alliances is
increasingly challenged by the progressive dismantling of the welfare state
that protects the most vulnerable parts of the population. The welfare state
permitted governments to promise assistance to elements of society most
badly hurt by adjustments to changes in the world economy. It permitted
governments to compensate the losers with some of the gains extracted from
the winners in international economic competition, to maintain support for
free trade policies abroad and the regulatory state at home. As that padding
is removed, governments find themselves less and less able to defend free
trade and investment policies against the forces of protectionism.9
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The failure of the 105th Congress to grant President Clinton the fast-track
authority for negotiating trade agreements is a testimony to the eroding power
of the free-traders. Thus, there is danger that the assaults on the welfare state
under the guise of state-shrinking, coupled with the political attractiveness of
STIPs, may undermine the post-war free trade order. As of now, the institutions
of international economic governance, especially the World Trade
Organization and the regional agreements such as NAFTA and the European
Union (EU) seem quite robust. However, if the turmoil in East Asia, Latin
America, and Russia continues, these economies, especially the Asian
economies, may try to export their way out to the US and the EU. If such
surges in exports coincide with a cyclical downturn in the US and/or EU
economies, there could be revival of demand for adoption of some version of
STIPs. This could lead to a bandwagon effect across countries. Hence, it is
important that the demands of the STIP proponents be preempted by reforming
the existing governance institutions that mitigate incentives for states
(especially in East Asia) to support domestic architectures of supplies that
discriminate against foreign firms.

Conclusions

This chapter has argued that, in an increasingly integrated world economy,
trade and industrial policies need to be viewed as complementary.
Globalization is marked by the increasing salience of high technology products
and services in world trade. Given that MNEs still continue to be strongly
tied to their home countries and that R&D costs have escalated in high
technology industries, a given high technology industry can have only few
players and the “first movers” will appropriate a significant proportion of
the rents. Consequently, states will have strong incentives to ensure that their
domestic firms become key actors in critical industries, or that foreign-owned
MNEs locate the high end of their value chains in their territories. On this
count, STIPs are extremely attractive to politicians and policy makers. They
are, at least theoretically, designed to create domestic architectures of supply
in critical technologies, enabling both domestic firms and foreign subsidiaries
to compete better in international markets.

The recent turmoil in East Asia has not delegitimized STIPs. Rather, it has
created a new rationale for this type of state intervention. Due to difficulties
in servicing the foreign debt assumed by domestic firms, Asian NICs such as
Korea may be forced to permit foreign MNEs and financial institutions to
play a larger role in revitalizing their ailing economies. In doing so, however,
they will still want to maximize the likelihood that the high end of value-
added activities will be located in their territories.

STIPs differ from infant-industry and import-substitution policies in that
they are not designed to encourage manufacturing by raising barriers to
imports. We hasten to add, however, that STIPS, like infant-industry and
import-substitution policies, are inconsistent with classical and neoclassical
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theories of international trade. According to the neoclassical school, actions
by the state to promote specific industries, whether by raising import barriers
or by subsidizing R&D, will lead to allocative inefficiencies. This is the heart
of the neoclassical criticism on strategic trade and industrial policies.

Even though STIPs are challenged on theoretical as well as practical
grounds, they remain attractive to politicians and policy makers. The political
appeal of STIPs should not be under-estimated. Ideas influence policies by
providing road maps to cause and effect relationships about contemporary
societal problems (Goldstein and Keohane, 1993). STIPs provide credible
explanations why certain economies are in relative decline and
recommendations about what policies are needed to restore or maintain
international competitiveness. However, STIPs can lead to competitive
interventions, therefore highlighting the need for developing new international
institutions that reduce the temptation to adopt them.

Thus the controversy over STIPs, on one hand, is provoking new domestic
debates on how to modify the relationships between states and markets to
enhance the economic well-being of a country’s population: that is, how to
rearticulate the state in an era of increasing economic globalization. On the
other hand, to the extent that globalization is leading to the proliferation of
STIPs, it undermines the international economic regimes that permitted
globalization to increase in the first place.

Notes

1 This is a revised version of our paper Hart and Prakash (1997). We thank Marianne
Marchand, Henk Overbeek, Larry Schroeder, and the three anonymous reviewers
for their comments.

2 Reverse engineering involves improving upon an existing product or production
technology by discovering how the product or production technology works,
often simply by taking it apart and then reassembling it, and then designing a
new product or production technology based on this knowledge. While direct
copying of products or production technologies protected by intellectual property
laws—such as patent and copyright laws—is often illegal, reverse engineering is
usually not illegal.

3 For a review of Japan’s industrial policy, see Dore (1986), Friedman (1988),
Okimoto (1989), Johnson, et al. (1989), Tsuru (1993), and Calder (1993).

4 Since Ricardian and Hecksher-Ohlin models define comparative advantage on a
country basis, if countries have comparative advantage in different industries,
these theories explain inter-industry flows. However, trade among the major
industrialized countries often involves intra-industry exchanges. This led to the
development of alternative perspectives such as the product-cycle theory (Vernon,
1966) and other models of intra-industry trade (Balassa, 1966; Grubel and Lloyd,
1971; Helpman, 1984b; and Leamer, 1984). Also, the intra-company trade in
multi-national corporations makes the patterns of international trade diverge
from those predicted by country-based comparative advantage (Caves, 1996
[1982]; Helpman, 1984b; Dunning, 1993; and Markusen, 1984, 1995).

5 Over the years, Hecksher/Ohlin models have been tested for robustness by easing
the assumptions about the number of factors of production (Kenen, 1965; Baldwin,
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1971; and Leamer, 1984), the number of countries (Jones, 1987), and the mobility
of factors of production (Caves, et al., 1993). In each of these cases the main
results still held. In addition, some new theorems relating to the distribution of
gains from trade within society (between relatively abundant and scarce factors
of production) (Stolper and Samuelson, 1941; Bhagwati, 1959; and Rogowski,
1989) and the equalization of factor prices (Samuelson, 1948) were put forward
making neo-classical trade theory a highly compelling approach to analyzing
trade matters. Leontief’s paradox—a capital rich country exporting labor-intensive
goods—provided a major challenge to the Hecksher-Ohlin theory. A significant
conceptual contribution of this debate was a more precise understanding of what
constituted “labor” and how human capital cannot be equated to “labor.” For
an overview of the debate, see Leontief (1956, 1957, 1964); Swerling (1954);
Valavanis-Vail (1954); Buchanan (1955); and Minhas (1963).

6 The same function is served by the chaebol firms in South Korea.
7 Rogowski (1989) argues that trade benefits the relatively abundant factor. Thus

exports from a labor rich country benefit providers of labor. Here trade
corresponds to natural comparative advantage. Since state interventions through
STIPs create comparative advantage, trade may now benefit the scarce factor.

8 For excellent summaries of the positive critiques, see Grossman (1986), Dixit
(1986), and Richardson (1993).

9 For a perspective on why states continue to retain an important role in the provision
of redistributive services, see McGinnis’ piece in this volume.
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10 Administrative law for a
new century

Alfred C.Aman, Jr.*

Introduction

Deregulation, cost-benefit analysis, market-oriented regulatory approaches,
declining regulatory budgets, devolution and the delegation of public tasks
to the private sector are but some of the hallmarks of what I have called the
global era of administrative law.1 These deregulatory trends are not limited
to the United States. In various degrees, they typify new approaches to public
law in various countries around the world.2 Almost all of these reforms are
market-oriented; that is, they either substitute markets and the private sector
for regulatory regimes or have public agencies use market approaches,
structures and incentives to achieve their regulatory goals. Whether such
reforms take place in the US, Australia or Germany, the end result is less
institutionalized public involvement in decision-making processes that can
and often do have widespread public effects. Decisions that were once subject
to public law processes and values such as participation and transparency,
are now governed primarily by market forces and market values.

The changes occurring in public law have parallels in the private sector. In
both sectors, downsizing, decentralizing regulatory (or deregulatory)
responsibilities,3 and increasing efficiency are among the parallel trends that
conceptually transform citizens into consumers.4 As Kobrin describes in this
volume, corporate “downsizing,” “outsourcing,” “off-shore production” and
“re-engineering”5 are indicative of private sector attempts to maximize
efficiency and profits in a manner that takes full advantage of new global
technologies and newly emerging, worldwide markets. Corporate structures,
both for manufacturing and distribution purposes, are changing, with
corporate webs—regional and often global in their reach—and smaller,
decentralized units of production increasingly typifying the more flexible ways
in which businesses organize themselves and operate. In this chapter, I will
argue that globalization is having a similar effect on the organization of the
regulatory state.

The parallel changes in the public law and private sectors are occurring
within a global context whose most significant feature is an unprecedented
degree of interconnectedness among national economies. A second
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characteristic feature of globalization is intense competition among national
economies and many of the corporate entities that operate within them. Given
today’s computer and information technologies, global economic processes
also challenge traditional analytical concepts such as core and periphery, or
comparative advantage. They involve new patterns of trade and corporate
finance.6 As argued by Cerny in this volume, the essence of globalization
today is that these processes occur without direct agency of the state.7 Thus,
they not only are changing the shape of and the ways in which the private
sector does business, but these processes also challenge fundamental ideas of
what the state is, what its relationship to the private sector should be, and
what actions the state can realistically take to deal effectively with perceived
social, economic and political problems.

It is within the context of this volume—how globalization impacts
governance—that this chapter addresses a basic question: what role can the
state effectively play as a regulator, given the collapse of the distinction between
domestic and global, as well as that between public and private? Since
globalization processes are so varied, globalization is a term with many
meanings, some of which have long been a part of our economic and political
landscapes. I shall argue, however, that the impact of today’s globalization
processes on United States administrative law is transforming it in new ways.
Indeed, there are changing roles for the state to play based largely on new
ways of incorporating market regulatory approaches (and the private sector
generally) to public interest ends. Three broad regulatory innovations signal
the beginning of a new transformation of administrative law: (1) the delegation
of public functions to the private sector; (2) the increasingly common recourse
to market regulatory approaches as a substitute for command-control rules;
(3) the application of market organizational models such as federal
corporations. The effect of such a transformation shifts the role of the legal
system primarily from legitimating new extensions of public power and
increased state intervention, to legitimating new mixes of public and private
power, new uses of private power and increased reliance on market approaches
to further public interest goals. This transformation is the major theme of
this chapter and the move from the public to the private is a common theme
in legal systems throughout the West. To the extent domestic public law
processes are viewed and treated as distinct from pure market approaches,
global governance conceptions based on cooperation rather than on
competition alone are more likely to develop.

To set the stage for this basic shift in administrative law focus, part one of
this chapter will examine the role administrative law has played in two
different regulatory eras—the laissez-faire era of the nineteenth and early
twentieth century and the regulatory era of the New Deal and beyond. Part
two will then set forth some examples of current regulatory reform approaches
involving new mixes of state and private power. Part three will provide various
perspectives on these developments, arguing that although we are in the midst
of an important transformation in administrative law, policy makers, courts



Administrative law for a new century 269

and the public can interpret these changes in various ways. This chapter
concludes by arguing that it is necessary to see these changes in a way that
can create the legal structures and doctrines necessary to facilitate new
governmental approaches to problems and the new public/ private
relationships necessary to carry them out. This is necessary if the state is to
play a meaningful regulatory role and provide an opportunity for a broad
public interest discourse on the many policy questions that will confront our
increasingly interconnected global societies. A resort to a laissezfaire
conception of the state suggests that market competition is all that is necessary
for global governance. As we shall argue, more cooperative approaches to
global governance require domestic legal structures that facilitate international
solutions to complex problems that go well beyond increased economic
competition among territorial states.

Administrative law and the state—past approaches

The role of administrative law—past regimes

Examining the philosophical assumptions that underlie domestic law is an
excellent way of determining the conception of the state involved when it
comes to governance at both the domestic and the global levels. Administrative
law is directly linked to the dominant theory of the state in vogue at any
given point in time. For most of the nineteenth century, at least until the rise
of the Industrial Revolution, it was assumed that the state would play a
limited and essentially negative role8 (see Lake’s paper in this volume on this
subject). The administrative law that developed in this time was also limited.
So-called “red light” theories of administrative law predominated,9 as the
guiding theory of administrative procedure was to maximize protection of
citizens from governmental action. This occurred quite naturally, as a function
of administrative law’s confinement to the courts, thus ensuring that an
adversary model of justice would apply, as would basic common law
doctrines.10

As modern government grew, especially with the creation of various New
Deal programmes in the 1930s and beyond, a new theory of administrative
law—one that articulated the rationales of a more interventionist state—was
necessary. Procedure came to be viewed more functionally, as a means of
carrying out the politically legitimate commands of the state. The consistent
application of such a theory by the courts, and even the legislature, developed
slowly, however, in part because procedural issues were often thought of as
separate and distinct from the substantive issues involved. A judicial, adversary
model of procedure was usually synonymous with what constituted fairness
to the litigants. Prior to the Administrative Procedure Act (APA), there was
no generally accepted alternative procedural model to the adversary model
provided by the courts, even when policy issues were pre-dominant.
Procedures, of course, have substantive effects, as well. The more adversarial
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the procedures, the fairer the process might appear, particularly to those who
objected to the substance of the regulation to be implemented in the first
place, but the more difficult and costly it was to carry out the governmental
programs involved. The use of procedure to achieve substantive ends, contrary
to the substantive goals of a particular governmental program, has a long
history in the United States.11 It was, thus, a major step simply to be able,
constitutionally speaking, to move adjudicatory proceedings from the courts
to administrative agencies, to which the Supreme Court gave its constitutional
blessing in Crowell v.Benson in 1932.12

Quite apart from the procedures used to implement agency programs,
however, the fundamental question of agency legitimacy loomed large,
especially as the scope of regulation increased. The courts were largely
responsible for providing the legal framework that transformed administrative
law from the traditional common law model of public law to one more
appropriately suited to an interventionist state.13 Courts did this, in large
part, by expanding the opportunities for interested parties to participate in
agency and judicial proceedings, thereby making the administrative process
a surrogate political process. In his influential article, “The Reformation of
American Administrative Law,”14 Professor Stewart summed up this transition
in the following way:15 “Increasingly, the function of administrative law is
not the protection of private autonomy but the provision of a surrogate
political process to ensure the fair representation of a wide range of affected
interests in the process of administrative decisions.”

In the global era, administrative law now appears to be moving from its
role as a surrogate political process that legitimates new extensions of public
power, to one that legitimates new blends of public and private power and/
or private power used for public interest ends. The new administrative law of
market approaches and structures is largely the creation of the legislative and
executive branches of government.16 It is unclear just what the role of courts
will be, and it may well be that the Supreme Court’s interest in reviving the
10th Amendment as well as the Takings Clause of the Constitution could
undercut the legislative flexibility necessary to create new regulatory models
involving federal, state and local regulation.17

The move towards greater political participation and ultimately greater
transparency of agency decision-making processes that typified modern
administrative law in the 1960s and 1970s was the crucial aspect of the
transformation of administrative law that Professor Stewart documents,
and it is precisely this aspect of the process that is most in jeopardy from
some of the processes of globalization. In a global economy, many significant
economic issues are decided before they can even become matters of public
concern or involvement.18 Capital markets function independently of any
one nation’s concerns but they can place enormous pressure on states to
conform to the dictates of the market.19 The public/private distinction, so
long a part of United States public law, shields much of this economic
decision-making activity from public law, but financial decisions of this
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sort are so influential that they can structure the terms in which the public
sector will act.

This kind of financial pressure can undercut significantly the ability of a
state to engage in traditional forms of economic regulation (for an opposing
view, see Kudrle’s chapter in this volume). Moreover, in a global economy,
investments in plant and labor know no boundaries. If costs in the form of
taxes and regulatory burdens are too high, such investment can easily flow
to locations where its return is greater.20 Corporations that do business in
various parts of the world may, thus, choose to expand or move their
operations to more favorable jurisdictions. Even if such “locational threats”
never materialize, they have the capacity to affect seriously the politics and
political decisions at federal, state and local levels. Indeed, rather than appear
weak, the state may try to be proactive by adopting a “pro-growth”
economic policy that affirmatively emphasizes lower taxes and less
regulation (see, Hart and Prakash’s chapter on strategic trade and investment
policies in this context). Such an approach enables the state to “do
something,” even though the substance of its actions is to minimize its overall
role in the economy.

Approaching regulatory reforms, however, as if they are either in the public
sphere or the private sphere gives more meaning and significance to the public/
private distinction than it should have. In some instances, privatizing a
particular policy area may not be accomplished necessarily to eliminate
government and public participation, but rather to apply the discipline of the
market to the implementation of the public policies involved. In other areas,
it may be that the decisions to be made are wholly private and best left to the
market—such as the price of gas or oil at the wellhead. The use of private or
market discourses to further collective public ends should be seen as separate
from the uses of private power intended to be wholly separate from any kind
of public, collective decision-making processes.

Administrative law and the state—some current
approaches

Recent regulatory reforms at the federal level include some clear examples of
privatization—that is, the complete withdrawal of the government and the
return of various decisions wholly to the private market. Certain aspects of
airlines were deregulated in the 1970s and the Civil Aeronautics Board was
abolished, price controls on oil and gas at the wellhead have been repealed,
and most recently the Interstate Commerce Commission has been abolished.21

With the bulk of regulatory reforms, however, the state remains involved,
but it increasingly must incorporate aspects of the market to achieve public
interest ends. Indeed, market models, approaches, language and concepts
dominate the way the federal government now approaches its regulatory
role. This is particularly evident in the language, approach, proposals and
tone of the Gore Commission report on reinventing government.
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In the first National Performance Review (NPR), published in September
1993, the Gore Commission outlined both the state of the United States
government and a plan to “reinvent” the government so that it might better
serve its people and continue to lead the world in this new era of
globalization. In this report the Administration stated that its goals were to
create a government “that makes sense,” “gets results,” “puts customers
first,” and “gets its money’s worth.” To that end, it directed all agency
heads to: “cut obsolete regulations,” “reward results, not red tape,” “get
out of Washington and create grassroots partnerships,” and “negotiate,
don’t dictate.”21a Since issuing the first report, the Administration has
published three updates, one of which proclaims boldly that “The Era of
Big Government is Over.”21b

The application of this new rhetoric in a global context augurs significant
changes in United States administrative law that include: (1) new blends of
public and private sectors at all levels of government; (2) a redefinition of
what is public and what is private, or at least what kinds of public functions
can be fulfilled in the private sector; (3) greater reliance on bargaining and
negotiation models of decision making when it comes to the exercise of
agency discretion; (4) a diminution of public participation stemming from
increased reliance on privatization and the delegation of public functions
to private entities; and (5) a market discourse that arguably narrows the
role of public interest values, and replaces them with the rhetoric of cost-
benefit analysis.

To analyze such changes in regulatory direction, emphasis and language,
we shall briefly describe three examples of recent regulatory reforms and
their impact on administrative law: (1) the wholesale delegation of public
functions to the private sector; (2) the devolution of federal responsibilities
to the states and the private sector; and (3) the retention of governmental
responsibility for implementation purposes, but the privatization of the
procedures and structures used to implement these government programs.

Delegating public responsibilities to the private sector

Some might argue with my characterization of administrative law’s new
“charge” of blending public and private power, by saying that regulation
always involves a mix of the public and the private because of the processes
used to promulgate them. If a rule is under consideration, comments are
requested from the regulated. If adjudication is underway, obviously there is
give and take between the private parties and the government during the
course of the proceeding. More informal contacts have also been a part of
the administrative process, especially if the matters involve future directions
the agency might or might not take.

Such contacts, however, usually involve an arm’s length set of relationships
with the government positioned as a neutral decision maker and the regulated
as interested parties to the proceeding. In rule-making proceedings,
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participation is open to all who have an interest and there is a strong bias in
favor of having all communications with the agency in the record.

Recent reforms at the state and federal levels, however, seek to involve the
private sector in different ways. One approach is to delegate power and
functions, usually thought of as public, to the private sectors. Short of a
wholesale delegation, a related approach is to subcontract out a significant
portion of those functions normally done by the agency to the private sector.
Another is to involve not only the private sector in such new partnerships,
but to enlist the cooperation and involvement of state and local government
as well. Let me briefly explore two such examples: namely, private prisons
and welfare reform.

Private prisons

In its 1996 budget proposal, the Justice Department requested $318 million
to build three new federal prisons and fund the activation of seven new prisons,
of which five will be privatized.

In compliance with reinventing government measures, the request
proposes the further utilization of private companies, where most
appropriate, to manage federal inmates. This expands the private sector’s
role in federal corrections by contracting for the management and
operation of several federal prisons currently under construction. The
majority of future pretrial detention, minimum and low security federal
prisons will be privatized.22

Privatizing prisons differs from deregulating airlines or ending price controls
on the price of oil or gas at the wellhead.23 The airline industry as well as the
oil and gas industries are private industries with a substantial number of
competitors. Markets can work in setting prices in all of these areas. Prisons,
at 25 least in modern times24, generally have been thought of as a public
function. This does not mean that the “services” associated with running a
prison cannot be provided by private companies, but the overall responsibility
of providing for prisons has generally been viewed as a governmental
responsibility. The implications of privatization of such a function are different
from those involved when an industry such as the gas or oil industry is
deregulated. When that occurs, public law procedures no longer apply to
how the price is set by market competitors. The antitrust laws are thought to
suffice. In such industries, what once was public and the subject of elaborate
rate-making hearings, is now increasingly private. But when responsibility
for prisons is delegated to the private sector, important constitutional questions
can persist: can the government delegate these responsibilities and, if so, what
are the constitutional rights of prisoners in a private institution?

Courts have begun to resolve some of these issues, usually in favor of
extending some aspects of the public sphere to what is now the private
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sector.26 This is accomplished, however, through the application of the state
action doctrine, a doctrine that is hardly clear and is highly fact specific.27

Clearly, this is a doctrine on which much will turn, if there is to be a role for
public law in the future. Quite apart from the important legal questions
involved, the very nature of this new partnership between the public and
private sectors is instructive to us for at least three reasons. First, it suggests
that a major source of regulatory reform by means of privatization is driven
by the need to lower the costs of government. Competition among private
providers of prison services will enable these services to be provided
efficiently. Second, by implication, privatization of a public function suggests
that government is not as good or, at least, not as efficient as it needs to be.
Third, the equation of market approaches and efficiency with the public
interest suggests that even a function such as imprisoning violators of the
law is not so different in its mechanics from a traditional market activity as
to exclude the private sector. It is important to emphasize, however, that
privatizing prisons in this way enlists the private sector in a way that does
more than arguably save money. It also mixes the private and public sectors
in a new way and one that is not isolated, but part of a larger, emerging
pattern of governmental attempts to accomplish essentially public
responsibilities in cost efficient ways. The question that does arise and which
will continue to do so, is the extent to which public law applies to the
private side of these partnerships? On a more philosophical level, the
question that also arises is whether the kinds of values protected by public
law are capable of being translated primarily into an efficiency discourse.
Is there anything lost in the translation? Welfare reforms clearly raise such
concerns, especially since the prior welfare regime was based on the premise
that it was the federal government’s duty to provide a safety net for those
who could not be accommodated by the market economy.

Welfare reform

Quite apart from traditional federalism concerns and the role that states are
to play in our federal system, devolution of federal responsibilities to the
states is also driven by cost considerations and increased competition for
foreign investment among individual states. Indeed, many states now have
their own trade representatives in various countries around the world and
they aggressively seek foreign investment, the jobs that come with this
investment as well as new global markets for the products produced in their
states. Having a greater chance to control more closely the regulatory and
social costs incurred in the state can make efficient states more competitive
in the global economy. This is one of many reasons for the drive towards
greater state control of welfare assistance programmes.28 Indeed, the Clinton
Administration has issued countless memoranda and orders endorsing the
devolution of federal power to the states. Its reason is similar to those given
by large corporations that seek to decentralize their operations, and that is,
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to increase efficiency. According to the federal government, the states “should
have more flexibility to design solutions to the problems faced by citizens in
this country without excessive micro management and unnecessary regulation
from the Federal Government.”29 Welfare reform is one of the most dramatic
examples of this kind of governmental decentralization.

The Welfare Reform Act of 1996, also known as the “Personal
Responsibility and Work Opportunity Reconciliation Act of 1996,” removes
the responsibility of administering welfare to needy families from the federal
government and transfers the task to the states through the conferral of “block
grants.” In so doing, the federal government has given up its traditional safety
net function for protecting the poor. The relinquishment of the safety net role
is based, in large part, on the belief that individual states can devise their own
programs to deal with the poor and make their own choices as to how best to
meet the needs of their poorest citizens. A federal presence, however, remains.
A state is eligible to provide welfare under this Act only if it has first submitted
a plan to the Secretary of Health and Human Services that meets several
requirements, including how the state intends to conduct a program that: (1)
provides assistance to needy families with (or expecting) children and provides
parents with job preparation, work and support services to enable them to
leave the program and become self-sufficient; and (2) requires a parent or
caretaker to engage in work (as defined by the state) once the state determines
that the parent or caretaker is ready to engage in work, or once the parent or
caretaker has received assistance for twenty-four months (whether or not
consecutive), whichever is earlier. Such loose stipulations imposed on the
states by the federal government pay homage to the federal government’s
oversight authority, but also substantially liberate the states to craft a welfare
reform plan suitable to their own needs. Because of the states’ newfound
freedoms, many of them are interested in employing the private sector in the
implementation of their programs. As the New York Times has noted: “[t]he
new law allows states to buy not only welfare services but also gatekeepers
to determine eligibility and benefits.”30

Any number of private companies are lining up to take over these functions,
including Lockheed and Electronic Data Systems. Whether a conflict of interest
develops between the private sector’s need for profit and the public interest
values that militate in favor of eligibility remains to be seen. Once again,
there will be problems of translation when one balances the needs of our
poorest individuals with the efficiency concerns of a private firm whose
primary task is to determine the eligibility of welfare applicants as efficiently
as possible and within the constraints of a relatively small budget. For such a
system to work, policy makers, and perhaps courts as well, will have to find
ways of blending this kind of public-private partnership and creating the
kind of legal discourse necessary to achieve the benefits learned from the
discipline of the market, without ignoring important values not fully
susceptible to narrow cost-benefit calculations. Also, as McGinnis argues in
this volume, governments perhaps still remain the most credible and efficient
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players for providing redistributive services such as welfare due to lower
“start-up” costs.

Federal corporations—corporatizing government

Another approach to regulatory reform that blends the public and private, if
not in new ways, at least in increasingly common ways, is to leave certain
public functions in the public sector, but to use a private sector structural
model for the supervision and delivery of those services.31 Federal corporations
have long provided a structural framework for such an approach. The federal
government’s authority to charter corporations is well established and
authorized by the Necessary and Proper Clause of the Constitution.32 The
United States Postal Service, the Federal Aviation Administration (FAA), the
Federal Railway Administration, and the Overseas Private Investment
Corporation (OPIC) are just a few examples of the federal government’s use
of private models for delivering public services.

These federal corporations take various forms and the state action doctrine
looms large in determining the extent to which administrative law or
constitutional law will apply to these entities. If the federal government can
simply avoid constitutional protections by corporatizing governmental
agencies, form will clearly have triumphed over substance. This, the court
concluded in Lebron v. National Railroad Passenger Corporation33 should
not be the case. In Lebron the court held that Congress’ decision that Amtrak
was a private entity was not determinative for the courts when asked to
decide whether the state action doctrine applied.34 The Supreme Court held
that a

corporation is an agency of the government, for purposes of constitutional
obligations of the government rather than “privileges of the government”,
when the state has specifically created that corporation for the furtherance
of a governmental objective and does not merely hold some shares but
rather controls the operation of the corporation through its appointees.35

Recalling its stance as to the status of the Reconstruction Finance Corporation,
the Court went on to note that the fact “that…. Congress chose to call it a
corporation does not alter its characteristics so as to make it something other
than what it actually is…,”36

The conclusion that Amtrak is “an agency or instrumentality of the United
States for the purpose of individual rights guaranteed against the Government
by the Constitution,” is founded on the history of government-created 37
and controlled corporations. As the Court noted:37

a remarkable feature of the heyday of those corporations, in the 1930s
and 1940s, was that, even while they were praised for their status “as
agencies separate and distinct, administratively and financially and legally,
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from the government itself, which has facilitated their adoption of
commercial methods of accounting and financing, avoidance of political
controls, and utilization of regular procedures of business management”,
it was fully acknowledged that they were a “device” of “government”,
and constituted “federal corporate agencies” apart from “regular
government departments”.

Lebron may be the new day, but it is important to note that the courts have
not always been so accommodating when it comes to seeing through the
“private veil” of the corporate form. Courts have held that the Legal Services
Corporation, the Corporation for Public Broadcasting and Communications
Satellite Corporation (COMSAT) are all essentially private concerns.38

As with privatized prisons, however, both the approach to governing federal
corporations and how the courts choose to view them is essential to the
development of our understanding of administrative law in the future. Indeed,
the use of these various corporate agency forms are increasingly common.39

The government frequently is now expected to look like as well as perform in
a manner consistent with private sector models. This is particularly true for
the various commercial activities that the government carries out, but the
dominance of the market and market models is not so limited. Market
discourses have also been used frequently to structure various non-commercial
regulatory approaches and incentives, such as the use of market approaches
in the amendments to the Clean Air Act.40

All of the above examples of market structures and market regulatory
discourses imply a different relationship between the regulated and government
and, more importantly, between government and its citizens. It is possible,
however, to view this as simply a change in the means of regulation, but I
believe that more is at stake. As the ends of regulation increasingly mimic
market results, this inevitably affects not only the regulatory discourse, but
the processes by which these results are reached. Moreover, if one adopts a
laissez-faire view of these various returns to the market, the domestic law
that results makes cooperative regulatory approaches at the intellectual level
difficult to achieve. Not only are there fewer regulatory structures in place,
but the approach one takes to domestic regulation helps define what is possible
at the international level. If a cooperative model of governance is to develop
at the global level, a cooperative view of regulation and the market will be
necessary at the domestic level.

Three perspectives on regulatory reform

The market-oriented regulatory reforms that globalization processes encourage
states to pursue can be conceptualized in different ways. Indeed, globalization
itself is a term of art that refers to a variety of complex, dynamic legal and
social processes in which states increasingly are “actors” only indirectly. In
many instances, these processes significantly undercut a state’s autonomy,
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though the state may not wish to see it that way. For example, a state may
wish to implement certain domestic political solutions to ease unemployment
caused by increased off-shore production, but regulatory solutions that raise
manufacturing costs at home can exacerbate the off-shore problem. If the
state imposes higher regulatory costs on domestic industries, these measures
can encourage further relocation or expansion off-shore. Thus, a state might
make a deregulatory response to this kind of situation. A laissez-faire
interpretation of this response would stress that markets can and should be
allowed to work and that states, by implication, are essentially powerless in
the face of such trends. Another interpretation would see the state as initiating
a new policy approach, but one that embraces the market. The state can, in
effect, appear to mimic the market, adopt its language and to some extent its
goals, and in so doing, retain an active role in mediating the impact of global
economic, political trends. Whether this is the strategy of a weak or a strong
state is hard to discern because many of the market-oriented goals a state
may set for itself are sympathetic with, if not the same as, what an unregulated
market approach would achieve. By taking “credit” for these results, however,
the state may appear to remain a viable actor in processes that it may ultimately
be able to influence, but not control.

A state’s action or inaction in the face of changing economic forces is thus
subject to many interpretations, but it can also trigger different bodies of
judicial administrative law precedents and the underlying political theories
of the state that these cases represent. Moreover, different interpretations of
these changes can fuel various kinds of domestic regulatory politics that suggest
very different regulatory visions for the future.

This part of the chapter considers three such perspectives on current
reforms. In discussing them, it is important that we differentiate the various
uses of the market inherent in each of these conceptualizations. This is
important because some state action or inaction can appear to be consistent
with very different regulatory philosophies and goals. By recognizing the
various interpretive possibilities that exist, we can help, when necessary, to
create, or when possible, to preserve ways of seeing these changes that provide
for the kind of legal flexibility or interpretive space necessary for a new
administrative law to develop, one appropriate for the new mixtures of public
and private power suitable for the regulatory problems in today’s global
economy.

Back to the future

Kobrin suggests in this volume that the medieval analogy may be appropriate
to describe governance systems of the future. Along the same lines, one
could easily contend that private prisons and state welfare programs,
significant portions of which are privatized, as well as the use of federal
corporations—especially those that avoid the state action doctrine—are all
steps back to a nineteenth century laissez-faire conception of the state. Such
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a theoretical approach to state power resonates deeply with a body of case-
law that was developed in the early stages of United States administrative
law, emphasizing the economic rights of individuals. It also resonates with
a constitutional framework that minimizes federal power and maximizes
that of the states.

Moreover, the political regulatory debates that accompany these and similar
reforms easily fall on a unidimensional spectrum, with the free market at one
end of that spectrum and—in the United States at least, where nationalization
of industries has been rare—some form of extensive command-control
regulation at the other. With this spectrum in mind, the regulatory debate
appears to be a zero-sum game. One zero-sum view of the overall direction
of market-oriented regulatory reforms is that they take us “back to the
future”—representing a return to a nineteenth-century laissezfaire conception
of the proper relationship of the state to the market; that is to say, the state’s
role is expected to be minimal, especially at the federal level, and most
problems are viewed as essentially private and amenable to market solutions
or aid provided by institutions thought to be part of “civil society.” The
administrative law for such a conception of the state would consist largely of
the common law doctrines and approaches that dominated the so-called
traditional model of administrative law discussed above.41

The view that we are, in fact, moving away from an interventionist state
to one that relies primarily on free markets coincides with the resurrection of
the importance of constitutional provisions and interpretations long thought
relatively unimportant to defining the role of the state. These include such
provisions as the Takings Clause of the 14th Amendment,42 the 10th
Amendment43 and a narrowly read Commerce Glause.44 In addition, recent
cut-backs in the doctrine of standing by the Supreme Court also challenge
some important assumptions of modern administrative law, by making it
more difficult for affected parties to challenge administrative actions in court.45

If American administrative law was once transformed by the courts, as
Professor Stewart has written,46 no such transformation appears in these
opinions, unless it is the beginnings of a return to the traditional model of
administrative law. Though an analysis of these recent Supreme Court cases
is beyond the scope of this paper,47 these opinions all rely heavily on, and
tend to reinforce, bright line distinctions between such categories as public
and private, state and federal, as well as party and citizen. Though these
opinions too are capable of alternative interpretations, the overall thrust of
these cases and the constitutional matrix which they imply may undercut the
kind of governmental flexibility that is necessary to react effectively to new
global regulatory contexts. Collective approaches to societal problems that
blur public/private distinctions may be a source of important, new regulatory
reforms that are appropriate for a state that no longer is as autonomous as it
once was. Constitutional flexibility when it comes to the respective roles of
the federal, state, and local governments, as well as the private sector, will be
required for the kind of experimentation that may be necessary.
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Quite apart from the potential impact of recent decisions by the Supreme
Court, many legislative proposals set forth in the Republican Party’s
“Contract with America” in the 104th Congress, in fact, provide very specific
examples of a back to the future scenario for regulatory reform, one that
includes not only attempts to abolish some government agencies and
programs outright, but also one that utilizes a laissez-faire procedural
approach to effectively curtail the power of agencies too popular to abolish.48

Some supporters of these proposals undoubtedly see procedural reforms as
but a way station on the road to a substantive laissez-faire approach. Short
of abolition of certain agencies, however, procedures advocating elaborate
cost-benefit review are the next best approach because they are likely to
ensure that any new regulatory action will be unlikely.49 For legislative
proponents of a back to the future view of regulatory reform, the state is
like a rubber band that has been stretched too far. At a minimum, a
procedural laissez-faire approach resists any additional or new role for the
state and, over time, the state must be allowed to snap or slip back to a
minimalist starting position.

This kind of hard-edged, philosophical view of regulatory reform, also
drives a certain kind of domestic politics, a politics that sees government
as a major contributor to a national problem characterized by declining
competitiveness, fewer industrial jobs, high taxes and governmental
institutions incapable of offering or implementing any constructive
solutions. The public-private dichotomy is often emphasized to the point
where almost any governmental attempt to rectify a problem is assumed
to be doomed to failure, but the market consistently is seen as a major
source of liberation50 (in the context of the politics of the globalization
discourse, see Douglas’ piece in this volume). Such an approach, however,
fails to create the kinds of domestic governmental structures and
approaches necessary for the global level.

Corporatizing government

Closely related to a laissez-faire approach to government is another version
of the back to the future thesis, but one which is more optimistic in nature,
and one which does not necessarily reject a role for government to play.
This approach, which we might call the “economic growth model,” posits
as free a market economy as possible as the ultimate goal, with the explicit
assumption that less regulation and less costly government will increase
economic growth in a manner that will benefit everyone. But rather than
emphasizing a pure philosophical belief in the value of individual freedom
from government intrusion, this view places more emphasis on the
consequences that can flow from markets and efficient government—namely,
economic prosperity for all.51 Though government will have a role to play,
that role should be made to adhere to corporate organizational forms and
structures whenever possible and be subject to the discipline and rigors of
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the market52 If it is necessary to enlist the private sector to carry out certain
governmental tasks, such as the management of prisons, mental hospitals
or public housing, that may be necessary, if it is the most efficient way of
proceeding.

Besides reliance on the market, either as a form of bureaucratic organization
or as a substitute for government, another aspect of this perspective on
regulatory reform involves some relatively new ways in which interest groups
may interact with the government. Corporatism is a political theory with a
great variety of meanings.53 But there are aspects of the political theory
developed to support corporatism that have resonance with certain trends in
United States administrative law, especially those aspects of the theory that
assume a bargaining relationship between the government and selected,
representative interest groups and an outcome that is really a brokered policy
in which the government often plays more of the role of mediator, than judge.
These aspects of corporatism thus focus on:54

the outcome of a bargaining process between state agencies and those
organized interests whose power in the political marketplace means that
their co-operation is indispensable if agreed policies are to be implemented.
The state is not sufficiently powerful for officials to dictate policies and
impose them unilaterally, but at the same time it is sufficiently powerful
to resist capture by those interests. This notion is clearly implicit in the
concept of bargaining: each party must have resources to bargain with;
otherwise the relationship is one of subservience or submission.

The need for increased bargaining on the part of the state to achieve goals
that are realistically enforceable, is indicative of a state that can no longer
accomplish its objectives by direct command-control regulations. This is true
for a number of reasons. First, as noted above, the processes of globalization
can weaken the state in various ways, not the least of which is that they make
it relatively easy for some industries to move production around the globe,
avoiding excess costs, but often affecting local employment opportunities as
well. There is thus a greater premium on the part of the state to negotiate
with potential regulatees, perhaps to convince them of the necessity of the
regulation and that what it proposes is as cost-effective as possible. This
relates closely to enforcement. As the funding of agencies decreases, effective
enforcement of the regulations promulgated increasingly requires the
cooperation of the regulated. They need to be given the discretion to reach
the desired results in ways that make sense for them. Industries also
increasingly need to be part of the planning and regulatory process.

The increasing reliance on markets and market approaches as substitutes
for more direct forms of regulation highlights efficiency concerns and it also
suggests a regulatory discourse that is much closer to market concerns and
modes of operation. This is likely generally to be more in tune with business
interests, but a market discourse applies especially easily to companies doing
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business in multiple countries. They are freer to reject the political costs of
doing business in any one jurisdiction if they can move production around
the globe relatively easily. Thus, these market approaches and discourses also
suggest new roles for the private sector to play when designing new rules or
regulatory approaches, and new bureaucratic structures for government to
use, structures that seek quite consciously to copy the form and disciplines of
corporate structures.55

Finally, since so many regulatory reforms are driven by cost considerations
in both the industries to which they apply and in the agencies that promulgate
them, localities in competition for foreign investment also wish to have these
functions performed in the most efficient way possible and in a manner that
is closest to the level of government actually affected. Thus, devolution of
regulatory responsibilities to the states and even to localities within those
states is increasingly common, as we have seen with welfare reform, discussed
above. But the farther one gets from the national level, the easier it is for
forms of interest group-government negotiation to occur that begin to
approximate even more directly a kind of corporatism with very selected
representatives of key industries and labor unions agreeing on the
governmental actions necessary to, for example, attract foreign investment
to their particular jurisdiction.56 The “deals” that ultimately are struck often
involve tax breaks that provide added incentives for multinational companies
to locate in that area.57

Market cooptation

A third view of regulatory reform begins with the assumption that
government regulation can be positive. This view is held by those who
philosophically believe in an active government and, more importantly, the
ability collectively and legitimately to define something called the public
interest. It is not inconsistent, however, for such proponents of regulatory
reform also to believe that regulation need not only be the traditional, so-
called “command-control” type. New forms of regulation that seek to coopt
the market as a regulatory tool can be both effective and efficient. Such
reformers thus seek to enlist the private interest for the public good but the
public good is not defined by the market alone. The market is a means to
an end, not an end in itself.

Using the market in this way represents the public uses of the private
interest. Markets are used not just to maximize wealth, however it might be
distributed, but to structure incentives in such a way as to achieve public
interest goals. The government itself also can function more efficiently and in
less expensive ways. In an era of intense global competition and scarce
resources, incorporating some of the accountability and the discipline of the
market into government activities is, thus, also viewed as an important reform.
The more efficient government becomes, the better it can accomplish its public
interest goals. Such a view, however, does not see the use of federal corporations



Administrative law for a new century 283

or privatized prisons as essentially relieving the state of the responsibility for
policy outcomes reached by these privatized structures, but simply as a new,
hopefully more effective way of advancing the public interest. If it can be
shown, for example, that the cost savings anticipated from privatizing prisons
do not materialize or that important non-economic values were
inappropriately excluded from the decision-making processes of federal
corporations or privatized welfare programs, these reformers would be open
to different mixes of the public and the private, including a return to older
forms of regulation.

It is important to emphasize that, in this perspective, uses of the market
and market incentives as a means to further public ends do, indeed, differ
significantly from reforms designed to return to the market as an end in itself
or from those that seek to have government approximate market structures
and outcomes, as ends in themselves. Different conceptions of the roles of the
state, the private sector and the public interest are involved in each of the
perspectives sketched above and each generates the need for somewhat
different legal doctrines or, at least, different conceptual and interpretive
approaches to these doctrines. For those who see the market as an end in
itself, be they advocates of back to the future or economic growth advocates
who see the federal corporate form as an end in itself, a clear distinction
between the state and the private sector is necessary. It is, therefore, important
that the line between public and private be a bright one. From a constitutional
point of view, this means that what falls within the private realm is the domain
of the market and private, individual decision making. The role of law is to
assure that such private activity can occur safely beyond the reach of the
state. Given the assumption that such a public or governmental role will be
relatively small compared to the private sector, there is also a presumption
against state intervention in economic matters and in favor of maximum
private involvement.

For those who wish to coopt the market for public purposes, the public/
private dividing line is problematic. Given that it may be sensible to have a
more market-oriented state, the state must still be an independent public
interest force. But if the state is to forge new alliances with the private sector
to carry out public interest goals, a constitutional structure that too rigorously
defines what is private in opposition to what is public can hamper the creativity
of these new state/private partnerships or inappropriately shield activities
and decisions that have broad public impact from the kinds of procedures
that “public” law can provide. Moreover, for those who see the market as a
means to achieve public interest ends and believe government agencies can
carry out these programs, the role of the state remains important in setting
goals, standards and structuring incentives in new ways that can funnel private
interests in public interest directions.

One could argue that with the market cooptation perspective, the interest
group model of administrative law remains intact because only the form of
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regulation has changed. It would be a mistake, however, to assume that even
with the more public interest emphasis of the third perspective, the role of
the state continues to be the same or, arguably, as powerful or as extensive as
in previous eras. Further, the more the market and market approaches are
used to reach public interest results, important values that are not easily
quantified may, in effect, be omitted entirely from consideration. Costs are
usually easier to quantify than benefits. Similarly, while equating citizens
with consumers may clarify the role or duties of the state in certain contexts,
there is something lost from this translation as well. The concept of citizenship
is a deep one that can both include and transcend the role of individuals as
mere consumers of state services.

The market metaphor has its limits; its rhetoric can and often does limit
the roles the state may play and many of the factors described above as
market-oriented can more easily come into play in such contexts. Indeed, as
market-oriented regulatory schemes have become common, there also is more
need for cooperation between the regulated and the state. As noted above,
this is especially true in an era of declining regulatory budgets and the
consequent inability of the state effectively to enforce the law. As a result, the
bargaining process between the state and the regulated increasingly takes
place on more equal footing, with both the state and the regulated concerned
about minimizing costs.

At the same time, market-oriented regulatory schemes that are not steeped
in a back to the future mindset raise interesting and important questions
concerning, for example, the efficiency of the processes used to formulate
and then carry out governmental rules. The interest group model of
administrative law errs in the direction of inclusiveness when it comes to
who may participate in policy-making processes, whether or not there is some
repetition of views. But a model that emphasizes efficiency may not. It seeks
to minimize overlap and militates in favor of selected interest group
representatives. Similarly, an explicit cost-benefit approach to regulation yields
a different and arguably more narrow public interest discourse when it comes
to, for example, solving value-laden regulatory problems that require some
translation of the regulatory issues involved into a cost-benefit calculus. Even
greater tensions can arise when the regulation involved has been delegated
wholly to the private sector, operating, as it were, as a service provider to the
government and thus concerned primarily with profitability.

The tensions these newer approaches to regulation produce raise important
questions involving what is public and what is private and, more importantly,
the extent to which the public interest retains any viability as a concept beyond
efficiency. Regulatory reforms that rely on the private sector and market
incentives do not represent a return to the past or simply more of the same,
but the beginnings of a new model of administrative law in which the line
between the public and the private is no longer distinct, and the lines between
and among levels of government—international, federal, state and local—
should not be so sharp as to prevent synergistic interplay among them and



Administrative law for a new century 285

the creation of new combinations or partnerships between government and
the private sector. Indeed, the future role for administrative law will be to
incorporate and justify new mixes of private and public power as well as to
try to ensure the opportunity for a broad based public interest discourse, one
that resists the idea that narrow, technocratic cost-benefit analyses are always
determinative. Such a role would be compatible with more cooperative
approaches to governance at the global level.

Conclusion: the new administrative law

The cumulative effect of various market approaches to regulation,
regulatory structures and procedures is to introduce a new mix of private
and public power, as well as state and federal power. The overall context
of globalization frames these developments. The emphasis on global
competition and economic growth coupled with the general weakness of
any single individual state in the face of globalization processes, encourages
more negotiation on the part of the state as well as regulatory approaches
more sympathetic to the cost-conscious demands of multinational
businesses and government as well.

For these approaches to evolve into a new administrative law, however,
it is necessary for the courts to provide the doctrinal flexibility to
incorporate new mixes of the private and the public without, necessarily,
opting for one extreme or the other. Judicial approaches that maximize
the differences between public and private power can easily shelter private
power used for public interest purposes. At the same time, the automatic
judicial imposition of “activist procedures” in situations that call for more
nuanced and efficient governmental approaches can be counter-productive.
In one instance, essentially public decisions are shielded from procedural
protections. In the other, new governmental approaches are made
inefficient or unduly burdensome by the imposition of procedural models
that fail to take into account the need for efficiency that new global realities
dictate. Finally, the new administrative law also will be one that must
effectively interact more often and with more flexibility with state and
municipal law.

If the state is to play a realistic role in the changes brought about by
globalization and a public interest discourse is to remain an important part
of policy making, it is necessary that a new model of administrative law be
developed, the outlines of which are already apparent. This new model will
need to legitimate new forms of public, private, state and federal partnerships.
A domestic public law of this kind can provide the kind of legal and
philosophical foundations necessary for cooperative global governance
approaches to develop in the future.



286 Alfred C.Aman, Jr.

Notes

* I wish to thank Professors Carol Greenhouse, Jost Delbrück and Lauren Robel for
their very helpful comments on this chapter, as well as Ursula Doyle, for her excellent
research assistance. An earlier version was published in: Michael Taggart, editor,
1997, TheProvidenceofAdministrativeLaw, pp. 119–34, Oxford: Hart Publishing.

1 A.C.Aman, Administrative Law in a Global Era (Ithaca, NY: Cornell University
Press, 1992).

2 See “Symposium, Project: Privatization: The Global Scale-Back of Government
Involvement in National Economics” (1996) 48 Admin LR 435. See generally
The ProvinceofAdministrativeLaw, Michael Taggart, ed., Hart Publishing, 1997).

3 See generally Albert Gore, National Performance Review (Sept. 7, 1995), Annual
Report: Common Sense Government.

4 Idem.
5 Peter Dicken, Global Shift: The Internationalization of Economic Activity (New

York: Guilford Press, 2nd edn, 1992), 169.
6 Idem. For an excellent analysis of the fundamental changes brought about by

globalization on various industries, especially the information technology
industries, see S.Sassen, The Global City: New Tork, London, Tokyo (Princeton
University Press, Princeton, NJ, 1991). See also S.Sassen, Cities in World Economy
(Pine Forge Press, Thousand Oaks, 1994).

7 See J.Delbrück, “Globalization of Law, Politics, and Markets—Implications for
Domestic Law—A European Perspective” (1993) 1 Ind. J. Global Legal Stud. 9.
See also A.C.Aman, “The Earth as Eggshell Victim: A Global Perspective on
Domestic Regulation” (1993) 102 Yale LJ 2107 and S.Sassen, “Towards A
Feminist Analytics of the Global Economy” (1997) 4 Ind. J. Global Legal Stud.
(forthcoming).

8 See C.Harlow and R.Rawlings, Law and Administration (Weidenfeld and
Nicolson, London, 1984), 9–10. As Harlow and Rawlings have noted:

its role was to act as a “policeman”, providing the framework in which citizens
could go about their business. According to Locke, the state’s functions are
limited to the presentation of the rights of its members against infringement
by others…. It is this and nothing more; a state exceeds its legitimate function
if it endeavors to go beyond these limits. (idem)

9 Ibid., chaps 1 and 2.
10 See P.Verkuil, “The Emerging Concept of Administrative Procedure” (1978) 78

Colum.L.Rev. 258.
11 For a case study of the uses and misuses of procedures, see A.C.Aman,

“Institutionalizing The Energy Crisis: Some Structural and Procedural Lessons”
(1980) 65 Cornell L.Rev. 491.

12 Crowell v. Benson, 285 US 22 (1932).
13 R.B.Stewart, “The Reformation of American Administrative Law” (1975) 88

Harv.L.Rev. 1667.
14 Idem.
15 Ibid., 1670.
16 It appears that, once again, courts may be in the “red light” position, but this

situation is not the same red light—this is a different junction with different traffic.
See A.Aman, “The Globalizing State: A Future-Oriented Perspective on the Public/
Private Distinction, Federalism and Democracy,” 32 Vand. J.Transnal’l L. 769.



Administrative law for a new century 287

17 Idem.
18 See generally S.Strange, Casino Capitalism (Blackwell, Oxford, 1986).
19 Ibid., 3.
20 D.M.Andrews, “Capital Mobility and State Autonomy: Toward a Structural

Theory of International Monetary Relations” (1994) 38 International Studies
Quarterly 193. For an analysis of capital mobility and its relationship to labour
mobility, see S.Sassen, The Mobility ofLabour and Capital (Cambridge University
Press, Cambridge, 1988).

21 Interstate Commerce Commission Termination Act of 1995, Pub. L. No. 104–88,
109 Stat 803 (1995). With airlines and trucking and other industries as well,
privatization should be coupled with the application of the antitrust laws.

21a Albert Gore, Report of the National Performance Review, From Red Tape to
Results: Creating a Government that Works Better and Costs Less (Sept. 7, 1993).

21b Albert Gore, National Performance Review, 1996 Annual Report: The Best Kept
Secrets in Government (Sept. 1996).

22 Department of Justice, News Release, “Justice Department Seeks 20 Percent
Increase in FY 96 Budget to Reduce Violent Crime and Illegal Immigration”
(6Feb. 1995).

23 Historically, private prisons, like private fire departments, were prevalent in the
eighteenth and nineteenth centuries, but they have been, almost exclusively, a state
function ever since. See B.B.Evans, “Private Prisons” (1987) 36 Emory L.J. 253.
For a discussion of the constitutionality of the delegation of these functions, see
J.Field, “Making Prisons Private: An Improper Delegation of a Governmental
Power” (1987) 15 Hofstra L.Rev. 649.

24 See J.J.Misrahi, “Factories with Fences: An Analysis of the Prison Industry
Enhancement Certification Program in Historical Perspective” (1996) 33 Am.
Crim. L.Rev. 411.

25 See above at n. 23.
26 See, e.g., Edmonson v. Leesville Concrete Company, 500 U.S. 614 (1991). See

also Lugar v.Edmondson OilCompany Inc., 457 U.S. 922, 939–42 (1982).
27 See R.Krotoszynski, “Back To The Briarpatch: An Argument In Favor of

Constitutional Meta-Analysis In State Action Determinations” (1995) 94 Mich
L.Rev. 302, 303.

28 See A.C.Aman “A Global Perspective on Current Regulatory Reform: Rejection,
Relocation or Reinvention?” (1995) 2 Ind. J. Global Legal Stud. 429.

29 Executive Order No. 12875, 3 CFR, reprinted in 5 U.S.C. § 601 (1993).
30 Nina Bernstein, “Giant Companies Entering Race to Run State Welfare

Programs,” New York Times, September 15, 1996.
31 Some of these constructs take the form of “mixed-ownership government

corporations.” Examples of such corporations are: Amtrak; the Central Bank for
Cooperatives; the Federal Deposit Insurance Corporation; the Federal Home Loan
Banks; the Federal Intermediate Credit Banks; the Federal Land Banks; the National
Credit Union Administration Central Liquidity Facility; the Regional Banks for
Cooperatives; the Rural Telephone Bank when the ownership, control, and operation
of the bank are converted under§410(a) of the Rural Electrification Act of 1936 (7
U.S.C. 950(a)); the United States Railway Association; the Financing Corporation;
the Resolution Trust Corporation; and the Resolution Funding Corporation.

32 See McCulloch v. Maryland, 17 U.S. 316 (1819); see also Osborn v. Bank of the
United States, 22 U.S. 738 (1824). The Osborn Court echoed the McCulloch
Court’s reasoning. See A.M.Froomkin, “Reinventing the Government
Corporation” (1995) U.Ill.L.Rev. 543, 551.



288 Alfred C.Aman, Jr.

33 115 S. Ct. 961 (1995) (hereafter referred to as Lebron).
34 Ibid., 971.
35 Ibid., 974.
36 Idem.
37 Idem (quoting from Pritchett, “The Government Corporation Control Act of

1945” (1946) 40 Am. PoL Sci. Rev. 495).
38 See, e.g., Network Project v. Corporation for Public Broadcasting, 4 Media L.Rep.

(BNA) 2399, 2403–8 (D.D.C. 1979); Texas Rural Legal Aid Inc. v. Legal Services
Corp., 940 F. 2d 685, 699 (D.C.Cir. 1991); Warren v. Government National
Mortgage Association, 611 F. 2d 1229, 1232–5 (8th Cir. 1980), cert. denied,
449 U.S. 847 (1980). See also Jackson v. Culinary School of Washington, 788
F.Supp. 1233, 1265 (D.D.C. 1992) (holding that the Federal Student Loan
Guaranty Association is “not a governmental entity” because Congress designated
the corporation “private”). Lebron, above at n. 33, itself is not without its own
ambiguities. See Krotoszynski, above at n. 27, 301–14.

39 See Aman (1995), above.
40 SeeCleanAir Act Amendments of 1990, Pub. L. No. 101–549(1990).
41 See Stewart, above at n. 13; see also Verkuil, above at n. 10, 264.
42 US Const. amend. XIV. See, e.g., Dolan v. City of Tigard, 114 S. Ct. 2309 (1994).
43 US Const. amend. X. See, e.g., UnitedStates v. Lopez, 115 S. Ct. 1624 (1995).
44 Idem.
45 See Lujan v. DefendersofWildlife, 504U.S. 555 (1992), in which the Court held

that the defendant environmentalists did not show sufficient “imminent injury”
to have standing.

46 See Stewart, above.
47 See Aman at n. 16, above.
48 Most of these proposals involved environmental regulation, such as, e.g., those

dealing with wetlands or toxic dumps.
49 For example, the proposed Comprehensive Regulatory Reform Act of 1995 (S

343) restricts agency action to only those issues specifically required by statute;
requires peer, congressional, and judicial review of each rule; and mandates a
cost-benefit analysis for every rule.

50 Many of the tax reform proposals fall into this mode of reform, too. Abolishing
the IRS and minimizing the sources of revenue the federal government has to
fund its programs, of course, would make their passage in the first place less
likely.

51 See generally Peter Passell, “Asia’s Path to More Equality and More Money for
All,” New York Times, 25 Aug. 1996, E5.

52 See text accompanying nn. 31–9 above.
53 See, e.g., P.P.Craig, Public Law and Democracy in the United Kingdom and the

United States of America (Clarendon Press, Oxford, 1990), 148–53 and A.Cawson,
Corporatism andPolitical Theory (Blackwell, Oxford, 1986), 22–46.

54 Ibid.
55 Gore Commission, above at n. 3, 1.
56 See R.Perrucci, Japanese Auto Transplants In The Heartland (Aldine De Gruyter,

NewYork, 1994).
57 Idem.



11 Governance of the EU in the
twenty-first century

Michele Fratianni

The issues

The European Union (EU) is bound to change the integration rules as
expansion takes place. There is a trade-off between deepening and enlargement
and the conflict can be resolved by introducing more flexible rules of
integration. This is the basic theme of this chapter, which intends to make
two contributions. The first contribution—which fits squarely the central
theme of this volume—is to show that governance structures are “endogenous”
relative to the integration process. The second contribution concerns the
application of club theory to international organizations. The EU is an
institution sui generis: it is neither purely supra-national nor purely
intergovernmental. It is a mix of the two, with weights changing over time.
The tension between member countries that desire more centralization and
countries that resist it can be resolved by sorting out preferences through the
creation of smaller clubs. These clubs can pursue either different integration
objectives or similar objectives with different intensity.

The original European Community (EC) was conceived primarily as a
trade bloc. While it is true that the Treaty of Rome has articles defining
external equilibrium, full employment, price stability, and exchange rate
stability as common objectives, these are too vague and cannot in any way be
interpreted as a blueprint for monetary union, let alone political union.
Economic and monetary union (EMU) was elevated to an objective of the EC
by European leaders in the Hague Summit of 1969, three years before the
accession of Denmark, Ireland and the United Kingdom. Over the years the
EC has invested a great deal of its political capital in EMU. Yet, the economic
case for monetary union is rather marginal compared to the large, and
relatively certain, net benefits of trade integration. But monetary union is
more important for its political implications than its economic ones. History
shows that monetary union and political union go together. A common
currency carries the symbolic value of unity. For many European politicians,
especially those in France and Germany, monetary union was understood to
be a catalyst for political union.
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The Treaty on European Union (TEU) represents a great leap forward
with respect to the Treaty of Rome.1 It imbeds the great aspirations of
most EU members to be not only an economic union, but also a monetary
union and ultimately, although in an as yet unspecified way, a political
union. The TEU charts the deepening of the integration process in the EU.
Of all the non-trade policies, EMU is the most clearly delineated. The
TEU, in fact, establishes that EMU will be reached in three stages and
that in the final stage the newly formed European Central Bank will operate
at the center of a European System of Central Banks. The Treaty creates
two other “pillars,” the Common Foreign and Security Policy and the
Justice and Home Affairs, which are much less developed and clearly need
the test of time. The former includes principles for a common defense and
political cooperation; the latter deals with asylum, immigration,
citizenship, and judicial cooperation.

The TEU has changed decision making as well; the changes favor
centralization and represent another step, albeit small, towards a federal
structure. Qualified majority voting has been extended. Although unanimity
still applies to most critical decisions, the possibility of resorting to a qualified
majority has altered decision making in the EU. The introduction of the co-
decision procedure and the extension of the cooperation and assent procedures
have given the European Parliament more power.

Enlargement of the EU is bound to slow down the deepening process just
described. The membership of the Community doubled from 1958 to 1986
with the accession of Denmark, Ireland, the United Kingdom (1973), Greece
(1981), Portugal, and Spain (1986). It then expanded by an additional 25
per cent by 1995 with the new member states of Austria, Finland and
Sweden. Another round of accession is in the making. Thirteen applications
for membership are pending: Turkey applied in 1987, Cyprus and Malta in
1990, Hungary and Poland in 1994, Romania, Slovakia, Latvia, Estonia,
Lithuania, and Bulgaria in 1995, and the Czech Republic and Slovenia in
1996. The European Council, at the Copenhagen Summit of July, 1993,
signaled its intention to open the EU doors to the ten Central and Eastern
European countries, specifying that the requirements of memberships are
“stability of institutions, guaranteeing democracy, the rule of law, human
rights and respect for and protection of minorities, the existence of
functioning market economy as well as the capacity to cope with competitive
pressure and market forces with the Union” (Baldwin 1994, p.155). The
European Council, at the Madrid Summit of December, 1995, goes further
on the enlargement issue: it sets accession negotiations with Malta and
Cyprus to start six months after the end of the 1996 Intergovernmental
Conference; it expresses hope that accession negotiations may also start at
the same date with the ten Central and Eastern European countries; and
acknowledges the approval of the European Parliament to form a customs
union between the EU and Turkey. The guarded language of the European
Council with respect to the ten Central and Eastern European countries
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reflects the concern of many incumbents about the ability of the EU to
absorb so many aspirants quickly. More on this later.

While it is difficult to predict the actual timing of the Eastern enlargement,
it is clear that sooner or later thirteen more countries will be part of the EU.
In the early part of the twenty-first century EU membership could virtually
double once more, this time bringing much more heterogeneous and diverse
countries than was true when the Community went from six to fifteen
members. In Table 1 I have listed two possible expansions of the EU: one to
twenty members and the other to twenty-eight members. EU-20 would add
to the existing group of fifteen members the four Visegrad countries and
Slovenia. This is the expansion that is likely to occur before the other eight
countries are added. The few basic statistics shown in the table give a sense
of the diversity of the aspirants relative to the incumbents.

Three features emerge from the table. The first is the wide income dispersion
between EU-15 and the larger groups. The ratio of the highest to the lowest
GNP per capita income, expressed in purchasing power terms, would go
from 1.7 in EU-15 to 6 in EU-20 and 6.4 in EU-28. The aspirants are much
poorer than the four poorest incumbents (Greece, Ireland, Portugal and Spain)
and have a relatively large fraction of the labor force working in agriculture;
the two statistics tend to go together. This implies that the aspirants would be
net recipients of significant transfer payments.2 The prospects of raising these
revenues at the Union level are small, in light of the fact that the bulk of the
financial burden would fall on incumbents. The sober prediction is that the
EU would be forced to drastically reform the Common Agricultural Policy
and reduce other net transfers to poor regions.

The second feature that emerges from the table is the shift in the balance
of power from well-to-do to poor members (Baldwin 1994, Table 7.14).
Assuming that aspirants would receive votes in the Council on the basis of
population and holding unchanged existing voting rules, the four poorest
incumbents plus Hungary and Poland could form a blocking coalition. The
desire by many incumbents to integrate more deeply could be held hostage to
more generous transfers from rich to poor members. The third and final
feature of the table is that inflation rates are much higher among aspirants
than among incumbents, in turn implying that the prospects for an enlarged
EMU would have to be considered rather small.

The push for enlargement has more to do with politics and security matters
than economics. Germany fears political instability in Central and Eastern
Europe and believes that EU membership may be decisive in transforming
the former socialist countries into viable market economies with stable
democracies. Opposition against expansion to the East comes from two
groups. The first group consists of poor regions—Greece, Ireland, Portugal,
and Spain—and protected sectors—e.g., agriculture—which are net
beneficiaries of the EU redistributive policies and fear that the new entrants
will take away from the pool of common resources.
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The second opposition comes from the old EU members that would prefer
deeper integration to a larger EU. But to proceed in a more flexible way the
rules of the integration games need to change, and this is the heart of my
argument.

This chapter proposes a flexible form of governance of the integration
process (von Hagen and Fratianni 1999; Dewatripont et al. 1995). This
proposal is compared to another proposal, that of the German Christian

Table 1 Enlargement: basic data

Source: IMF (1998), World Bank (1997).10
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Democratic party, which would divide the Community members into either
core or periphery countries. The core countries would be those that intend
to achieve the deepest form of integration, whereas periphery countries
would cooperate on specific policy dimensions. Countries could graduate
from one periphery to another and all the way to the core only if they
followed a prescribed path. The flexible integration approach redefines
core and peripheries in terms of policy dimensions instead of countries.
The core is defined by the minimum level of integration and universal
rules of the game accepted by all incumbents and aspirants. Peripheries
are optional policy areas. In this proposal all incumbents and aspirants
must subscribe to the Single Market Program; in contrast monetary union,
social union, joint defense union, and political union are optional areas
of integration. The two proposals stand as sharp alternatives and reflect
two different views of the Community: one strictly hierarchical where
each member shares the same objectives, the other flexible where each
member pursues different objectives subject to a minimum level of
integration.

The chapter is organized as follows. First, the existing rules and institutions
of the integration process are described. In particular, I underscore that the
universal application of these rules has broken down. The next section argues
that the Single Market is the core activity of the EU, that is the activity without
which the EU would lose its raison d’être. This is not to say that the Single
Market is the only objective, but rather that it is the bare minimum incumbents
and aspirants must agree to. I then present two alternative approaches to
integration. Conclusions are drawn in the final section.

Rules of the game and institutions

It is useful to think of rules as defining a regime or an order. For international
monetary economists rules evoke immediately “the rules of the game” of the
classical gold standard (1879–1913). A set of rules constitutes a “framework
of laws, conventions, regulations, and mores that establish the setting of the
system and the understanding of the environments by the participants in it”
(Mundell 1972, p. 92). Not all rules are written; some can be informal or
based on custom. The important point is that, regardless of the degree of
formality, participants behave as if these rules exist (McKinnon 1993, p. 2).
Rules confer rights and obligations, but also direct participants on how to
act under specific circumstances (Sandholtz, this volume). Institutions are
part of the rules of the game; indeed different rules generate different
institutions. It is hard to conceive of international institutions as totally
disconnected from the underlying order.

Some examples may clarify the potential usefulness of the above
definitions. The Treaty of Rome, the TEU, the acquis communautaire, and
the decisions of the European Court of Justice are clearly part of the
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integration rules in the EU; but so are informal understandings, such as the
old Luxembourg Compromise—invoked whenever a critical national interest
was involved—which had the effect of postponing voting until consensus
was reached (Nugent 1994, pp. 144–5).3 The Exchange Rate Mechanism
codifies the rules of limited exchange-rate fluctuations for those member
countries participating in the European Monetary System (EMS). Many of
these rules are clearly spelled out; others are not. For example, EMS
participants thought that “intramarginal” interventions (i.e., interventions
before the exchange rate touches the intervention limits defined by the
Exchange Rate Mechanism), while not compulsory, were desirable for the
functioning of the EMS. In 1987 an Accord was reached, the Nyborg Accord,
that made intramarginal interventions of up to 200 per cent of a member’s
quota eligible for financing by the EMS institutions and thus forcing a
country with an appreciating currency to essentially create more money.
The Accord tried to formalize—though in the form of a gentlemen’s
agreement—a previously ambiguous and informal rule; yet the formalization
did not remove all ambiguities on rules of interventions. The French
interpreted the Accord as giving a participating country the automatic right
to use EMS resources; the Germans interpreted it as giving the central bank
of the appreciating currency the discretion to decide on individual cases
(Fratianni and von Hagen 1992, pp. 25–6).

Institutions evolve as the rules of the game change. The European
Parliament and the Council of Ministers are evolving as the process of
democratization deepens. New rules create new institutions. EMU will usher
a new institution, the European Central Bank, whose existence will weaken
old institutions, the national central banks. The TEU is more specific on
what the new institution will do than what the old institutions will not do.
But as EMU will grow the rules of the game governing monetary unification
will become more precise and the role of new and old institutions more
delineated.

The complexity of the rules of the integration game in the EU has spun an
intricate web of EU institutions that defy simple categorizations. EU
institutions are too strong to be thought of as international organizations
and yet not strong enough to supplant national institutions. In areas such as
agriculture, competition policy, external trade, and money EU institutions
and rules dominate national institutions and rules. In other areas, most notably
fiscal policy and defense, national powers remain sovereign. Supra-nationalism
cohabits with intergovernmentalism, with the former gaining over the latter
as time goes on. Rules evolve because the process of deepening is inevitably
leading some member countries to question the value of deeper forms of
integration. Up to the TEU rules and institutions had general universality: all
member countries accepted all the integration rules. The speed of the
integration train was identical for all, with the speed determined by the slowest
moving locomotive. Maastricht changed all of that.
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The breakdown of the universality of rules

In the bargaining process over Maastricht three different positions emerged:
those who wanted EMU soon and without preconditions, those who wanted
EMU later and with preconditions, and those who did not want EMU at
all. The UK belonged to the last camp. Among the others a dispute developed
which was reminiscent of the controversy of the 1970s between
“economists” and “monetarists” (Swann 1992, pp. 192–4). Germany—
with Belgium, Luxembourg, and the Netherlands—was the leading exponent
of the “economic” view of EMU, namely that economic convergence must
precede EMU. France was the leading exponent of the “monetarist” view
of EMU, namely that EMU facilitates economic convergence. Germany
favored a long transition period and formal convergence criteria before the
final stage of EMU; France, with Italy, on the other hand, wanted EMU
quickly and without strong preconditions. Both groups agreed on the
desirability of the end state, but disagreed on the speed with which each
member would reach the end state. The German position was consistent
with a multi-speed approach to European EMU (Garrett 1993); the French
position with a one-speed approach. The UK position rejected EMU outright
as undesirable.

In the end the German position prevailed, and the UK and Denmark were
given opt-out clauses for not participating in EMU. The UK also broke ranks
with respect to social policy.With the signing of the TEU the long tradition of
the universality of the integration rules was broken. The TEU, in fact, accepts
the principle that certain types of integration rules—those outside the Single
Market—have less than universal applicability. Furthermore, the Treaty also
accepts the principle that countries may reach end goals at different speeds.
Multi-speed integration is an implication of the entry conditions to Stage III
of economic and monetary union.4

The breakdown of the universality of rules is no more evident than in
today’s EMS. In the heated discussion of the ministerial meeting of 2 August,
1993, the French proposed that Germany leave the EMS. The Dutch, Belgian,
Danish and Luxembourg delegations protested very loudly and said that, if
that were the case, they too would the leave the EMS, leaving France in the
system with Spain and Portugal (Financial Times, 3 August, 1993). The
compromise was that the Exchange Rate Mechanism bands would be widened
to plus or minus 15 per cent, except for the Dutch who voluntarily preferred
the narrow to the wide bands. Within a few days Belgium, Luxembourg and
Denmark signaled that they too wanted to return to the narrow bands very
soon (Financial Times, 10 August, 1993). This declaration was equivalent to
the formation of a fixed exchange-rate club which France, Ireland, Spain,
and Portugal elected not to join. Indeed these four countries formed a different
kind of fixed exchange rate club, one which enjoyed more flexibility than the
German-led club. A third group of member countries—Greece, Italy and the
UK—elected not to participate in either club.5
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Why the breakdown

As the EU has tried to deepen integration, some member countries have
challenged the notion of a “common EU vision” beyond the implementation
of the Single Market. This breaking of the ranks arises either because the
economies are structurally different or because national policy preferences
diverge.

Jacquemin and Sapir (1995) have made an attempt at identifying possible
dividing lines in the EU-12. These authors tried to form clusters of countries,
taken from EU-12, using principal component analysis. Two components
explain 66 per cent of the total variance and three components 79 per cent.6

Using two components, two separate groups of countries emerge: a northern
group and a southern group, consisting of Greece, Ireland, Portugal, and
Spain. Italy is fairly unstable and can be classified as either the most southern
of the northern countries or as the most northern of the southern countries.
Two results stand out from this exercise. The first is that there is significant
heterogeneity among incumbents, a result that is not altogether surprising.
The second observation is that Denmark and the UK belong to the same
northern clusters and yet these two countries have dissented, in different
degrees and manner, on the desirability of EMU. In essence, differences arise
either because the economies differ or because policy preferences differ.

I have noted that structural or policy differences do not undermine the
universal acceptance of the Single Market but of deeper forms of integration,
such as EMU or political union (PU). In what follows I will argue that there
are plausible arguments for treating the Single Market as the core activity of
the EU and other forms of integration as non-core or optional activities.

Core and non-core activities

The core activity of the EU is the Single Market which combines a common
market (freedom of movement of goods, services, and inputs) with a set of
uniform competition standards. Other policy areas, such as EMU or PU, are
more controversial. Some members outright challenge the wisdom of pursuing
EMU and PU. Other members, while not challenging the goal, recognize the
heterogeneity of the membership and would like to set entry conditions so as
to minimize the risk of pooling members with different economic structures
and policy preferences.

Core activity

The traditional argument in favor of the welfare-enhancing properties of the
Single Market comes from customs theory. Let us start from the benefit side.
So long as trade exceeds trade diversion, an incumbent will have an incentive
to join the EU. There is general agreement that static trade creating flows
have outweighed trade diverting flows in the EC customs union (Swann 1992,
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pp. 119–20). But the Single Market goes much beyond a customs union. The
estimates of the net gains from the completion of the Single Market range
from a minimum of 2.5 per cent to a maximum of 6.5 per cent of Community
GDP (Commission 1988, p. 19). The highest estimate includes the important
but more difficult to quantify competition and restructuring effects, but
excludes dynamic aspects such as the interaction between technological
innovation and competition. The insights of the new growth theory suggest
that, under specific circumstances, integration (i.e., more competition) may
lead to a permanent increase in the economic growth rate of the area through
a positive interaction between innovation and integration. In sum, the net
gains from the completion of the Single Market are large.

Total costs to run the enlarged EU will also be higher. Two critical factors
are at work. The first is that, for a given decision rule, the larger the
membership the more difficult it is to obtain agreement and to accommodate
the objectives of different interest groups. Under existing voting rules, EU
enlargement implies a loss of decision-making power of the large countries in
favor of small countries. Blocking coalitions are easier to form in EU-20 than
in EU-15, implying that agreement will be more costly after enlargement.
The second factor is that marginal costs of decision making respond to different
decision rules. Unanimity is the most costly voting rule for the club because
this rule protects the minority of one. The larger the number of countries the
more costly is unanimity in the sense that one small member can prevent all
other members from implementing a policy of their choice. Simple majority,
on the other hand, is the least costly voting rule. Typically, voting rules within
a nation state are either of two types: simple or qualified majority. Simple
majority applies to ordinary laws, whereas qualified majority applies to higher-
level laws, e.g., constitutional amendments. Unanimity, instead, applies to
intergovernmental agreements where each member state wants to retain
sovereign rights.

The EU is a mixture of intergovernmentalism and supra-nationalism, with
the former clearly prevailing over the latter. Unanimity remains the dominant
voting procedure. Yet, over the years the pendulum has swung, albeit in a
minor way, towards supra-national decision making. The three institutions
that best represent supra-nationalism are the Commission, the European
Parliament, and the European Court of Justice. The Commission has agenda
power on what the Council of Ministers decides and is a busy secondary
legislator, regulator, and enforcer of EU laws. The European Parliament, the
weakest EU institution, has gained influence relative to the Council by virtue
of the so-called cooperation, codecision, and assent procedures that have
forced the Council to act more like a partner than as an autonomous body
(Martin 1993, pp. 137–40).7 Finally, the European Court of Justice has
consistently decided in favor of integration whenever governments were
reluctant to implement directives and regulations to protect national markets
and specialized groups. Now, the Court is also able to fine member states for
violations of EU legislation.
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Both aspirants and incumbents seem to believe that in the aggregate
additional benefits exceed additional costs. However, distributional issues
play a critical role in the enlargement negotiations. Aspirants can no longer
protect industries and seek compensation for the adjustment costs that fall
on those industries. Incumbents understand that to expand trade they need
to compensate new entrants for the adjustment costs. Thus, each enlargement
has given additional power to the Union to effect transfers on behalf of new
entrants. The European Regional Development Fund was established in 1975
on the wake of the British and Irish accession; the size of the Structural Funds
doubled after the accession of Portugal and Spain and further expanded to
target the unpopulated area of Sweden and Finland (Begg 1996, p. 9). Aside
from the Common Agricultural Policy, the EU’s primary transfer criterion is
regional inequality: a region is undeveloped and eligible for transfers if its per
capita GDP is less than 75 per cent of the Community average. This spatial
approach to redistribution was further consolidated by the TEU whose Article
2 states that one of the Union’s objectives is “to promote throughout the
Community a harmonious and balanced development of economic activities.”
A Cohesion Fund was established with the purpose of funding transportation
and environmental projects in member states whose per capita GDP is less
than 90 per cent of the Community average.

In sum, geographical expansion of the Single Market is accompanied by
“side payments” from the richer incumbents to the poorer new entrants.
Furthermore, these payments are handled at the Union level. The centralization
of redistribution eliminates the incentives for individual states to compete on
taxes or secede from the Union. In the absence of redistribution some member
states would be tempted to attract resources from other states by offering
advantageous tax treatment or by protecting local industries. Centralized
redistribution protects the Single Market. The negative aspect of centralized
redistribution is that member states would have diminished incentives to
implement policies that raised incomes.

The next wave of enlargements poses serious challenges to the redistribution
process. To begin with, the aspirants are much poorer than the poorest
incumbents (Table 1). Given existing rules on Common Agricultural Policy,
Structural Funds, and Cohesion Fund the aspirants would be entitled to
significant flows of resources. Just to cite an example, Greece and Portugal
are expected to receive ECUs 400 per person by 1999 from the Structural
Funds. Applying the same sum to the new entrants, Begg (1996, p. 6) calculates
that Slovenia would receive transfers equal to 7 per cent of its GDP and
Lithuania 51 per cent. The increase in the EU budget would require substantial
further funding by the richer incumbents. While such transfers may be part
of the long-run equilibrium result, in the short run rich incumbents may find
it in their interest to either delay access to aspirants or accept them under
restrictive conditions. The other consequence of enlargements is that the
Community average GDP will fall and push many regions from poor
incumbents such as Greece, Ireland, Italy, Portugal, and Spain above the 75
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per cent threshold. Thus, poor incumbents would tend to resist new accessions
unless the redistribution rules were revised in their favor. Such a revision
would exacerbate the burden on richer incumbents. In sum, redistribution is
going to be a critical part of the accession of the new entrants. Without a
resolution of these issue the Single Market will be in jeopardy. The conclusion
is that Single Market and side payments are intertwined. Side payments must
be placed with Union institutions to avoid incentives to compete at the tax
level or erode the substance of the Single Market.

Non-core activities

Unlike the Single Market, inclusive of side payments, EMU and PU are not
considered vital to each member state. Some member states have indeed
preferred to opt out of EMU, indicating that participation in it reduces national
welfare. Similar considerations hold for PU.

The arguments in favor and against EMU are fairly well known and need
not be repeated here at length (see, for example, Fratianni 1994, pp. 220–4).
Here I summarize the main points. The move from flexible exchange rates to
monetary union yields two benefits, one cost and one uncertain outcome.
The two benefits are the lower transaction costs associated with one money
and the saving from not having to cover forward contracts denominated in
different currencies. The inability to vary the exchange rate represents a cost,
which is higher the more unevenly distributed the shocks are in the EMU
area, the more rigid real wages and the less mobile is the labor force. For the
Eastern countries that are undergoing a deep economic transformation the
cost of fixing the exchange rate is potentially high. Finally, there is no a priori
reason to believe that the quality of monetary policy in a EMU would be
better than in all of the separate regions. While the construction of an
independent and price conscious central bank represents a positive
development for the European EMU, the strong possibility that national
representatives in the European Central Bank Council will vote according to
national preferences tends to make a EMU more inflationary than the lowest
inflation region, which in the European context is Germany.

In sum, EMU is not as attractive as the Single Market to some of the
incumbents as well as to many of the new entrants. Given the fact that an EU
of twenty or twenty-eight will have members with vastly different economic
structures, a German-style EMU is not likely to suit the interests of all
members.

PU is more difficult to analyze than EMU because it involves agreements
over sensitive issues such as taxation, police, justice, foreign policy, and defense.
The long history of nation states has conditioned individuals to think in terms
of national sovereignty and national character. Yet, the globalization of
markets and crimes, and the emergence of nuclear power have reduced the
power of the nation state to control or affect decisively economic and political
events. In many areas nation states have had or will have to share their power
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or their sovereignty. A good case in point is defense. Technological changes,
such as nuclear power, have transformed defense from a national to an
international public good, in turn giving incentives to countries to form
alliances or defense clubs. NATO is the most successful defense club; yet, it
does not run without difficulties. The biggest one comes from the tendency
of the smaller members to free ride at the expense of the larger members
(Olson and Zeckhauser 1966; Frey 1984, Table 7.1). This is so because the
larger members enjoy the highest benefits from a peaceful world and, thus,
are willing to bear a disproportionate share of the club’s costs. This situation
clearly fits the motivation of Germany to include the four Visegrad countries
in the EU to protect her from political instability. This incentive leads other
members of the EU to ask Germany to pay a disproportionate share of the
cost of the new wave of annexation.

A couple of general comments can be made on political integration. The
first is that the push for political integration has tended to follow economic
integration. Second, there is much more resistance to political integration
than to economic integration. This resistance exists because integration has
been effected by policy makers and the people at large have not participated
in the process. In addition, national and supra-national political leaders have
failed to formulate a clear and coherent view of what political union may
mean in the EU. Fuzzy concepts and a lack of democratic participation have
inevitably retarded progress towards political integration.

Policy complementarity

Historically PU implies EMU and a Single Market. The EU was created as a
customs union but had a vocation of ultimately arriving at PU. The separation
of core from non-core activities was based on the revealed preference of some
member states that there was no complementarity among the various policy
dimensions, that is economic integration does not necessarily lead to EMU
and EMU does not necessarily lead to PU. Yet, European federalists have
counted on policy complementarity to achieve a Federal union (Persson et al.
1996). Policy complementarity is at the heart of what Tsoukalis (1977) and
van Ypersele and Koeune (1985) call the “cumulative logic of integration”:
the process of integration spreads from one area to another. For example, the
formation of a customs union eliminates commercial policy as a national
policy instrument; this in turn creates an incentive for member countries to
use exchange rates to gain competitive advantage over other member states.
The principle of the cumulative logic of integration leads member countries
to fix the exchange rates or, better, to create a monetary union. Monetary
union implies the emasculation of national monetary policies; member
countries will want to use fiscal policies more intensely. But a centralized
monetary policy may feel the pressure to bail out member states with profligate
tendencies. So to lessen the incentive for fiscal profligacy, a push will be
made to coordinate or centralize fiscal policies (Persson et al. 1996). Once
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fiscal policies are coordinated the next step of political unification becomes
compelling.

Those member states that object to deeper forms of integration are afraid
exactly of this cumulative logic. There is nothing inescapable about the
cumulative integration logic. For example, the proposition that a centralized
monetary policy is more prone to bail out national governments stems from
the unstated assumption that there is solidarity among member states. If one
were to drop this assumption a centralized monetary policy can act quite
independently of national fiscal policies. Member states will borrow at interest
rates that reflect country risk. US monetary policy is not held hostage by the
profligacy of the State of New York. Explicit no bail-out rules are in the
Maastricht Treaty. The credibility of these rules will be tested and an
independent monetary authority, like the European Central Bank, can refuse
the financial excesses of a member state.

The complementarity between customs union and monetary union exist
only if one ignores the type of monetary policy the union will pursue. A
monetary union eliminates the possibility that a member country may pursue
competitive devaluations, but also reduces the voice of the member state in
determining its own preferred inflation rate. For a country with a poor tax
administration inflation may represent a significant source of tax revenues;
such a country may not be necessarily better off joining a low inflation
EMU. In other words, one complementarity can be offset by other
considerations, so that there is nothing inherent about going from customs
union to a single EMU.

Flexible integration

We have seen that both old members and aspirants of the EU desire more
choice and flexibility than available at present. Some members prefer to
speed up the process of integration, others opt for wider membership before
effecting deeper integration; and others finally want both. The differences
in objectives and the large discrepancy in economic structures between
incumbents and aspirants have generated and justified proposals of flexible
integration. These proposals range from “pick and choose” integration to
a supra-national body that would decide integration for all members (for
an evaluation of these proposals cf. Dewatripont et al. (1995) and Fratianni
(1995)). Here I want to concentrate on a governance structure that would
be able to accommodate the flexibility required for a very heterogeneous
membership of twenty-eight countries.

We have noted that the EU has implicitly accepted the principle of multi-
speed integration. But this approach has three disadvantages. The first
disadvantage stems from the possibility that those who qualify early for a
specific type of integration may create new rules that would block the
participation of other members. The EMU provides an obvious example.
The first group of member countries that is likely to meet the entry condition
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for Stage III– Germany, France, Belgium, Luxembourg, the Netherlands,
and Austria—may want to exclude Italy, Spain, Portugal and Greece from
EMU for fear that these countries would be too inflation pone (Alesina and
Grilli 1993). The second disadvantage is that politicians may object to two
or multiple speeds because the electorate may associate slower countries as
being inferior to faster countries, even though all of them will end up at the
same point. The third and most fundamental disadvantage is that multi-
speed integration allow countries to pursue shared objectives at different
speeds, but not different objectives. Multi-speed integration does very little
to meet the concern of the UK about EMU and social policy, or the
prospective fear of some aspirants that a German-dominated EMU would
be too disinflationary. In sum, multi-speed integration does not add enough
flexibility.

Let us now see two sharply different governance structures that address
the issue of diverse national policy preferences.

The German proposal of variable geometry

The German Christian Democratic party (CDU 1994) has advocated variable
geometry to deal with the diversity of the EU membership. In the German
document a distinction is made between a center and a periphery. The center
would consist of those EU countries that want to achieve the deepest level
of integration over a broad range of policies. The selection of such countries
would presumably be based on the criteria that, not only the economies of
these countries are structurally equivalent, but that their policy preferences
are virtually identical. Structurally equivalent economies with divergent
policy preferences could not qualify for the core group. Once defined, the
group would aim to integrate at the deepest level, all the way to political
unification. Those countries that are not part of the core fall into peripheries.
Members can move from one periphery to another and eventually graduate
to the core following a precise sequence. One possible configuration would
be as follows. The Single Market would be the first, and farthest from the
core, periphery and would include all members. Social policy would be the
second periphery (closer to the core) and would include all those members
that integrate in this policy dimension; monetary union the third periphery
and would include all those members that had integrated social policy and
now integrate monetarily; joint defense the fourth periphery and would
include all those members who had qualified for the third periphery and
now wanted to integrate their defense systems; and so on until the core
which would include all those members that wanted to integrate on all
policy dimensions.

There are two drawbacks to the German proposal. The first drawback is
the stigma associated with the distinction between the core and the periphery.
Since this distinction emphasizes countries and not policy dimensions,
membership in the core will be identified with the elite group of “insiders”
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and membership in the peripheries as being “outsiders” (von Hagen and
Fratianni 1999). The second drawback stems from the precise sequence of
moving from the farthest periphery to the core. The rigidity of the sequence
creates a potential for externalities: members of a periphery can arbitrarily
raise entry conditions and thus determine the integration process of the
outsiders. To eliminate such externalities all incumbents and aspirants would
have to decide on the entry conditions and the operation of the peripheries.
Without such an ex-ante agreement, conflicts would emerge between those
who belong to the periphery and those who are on the outside. The rigidity
of the integration sequence and the monopoly that a club has on a given
integration area severely restricts non-club members in completing the
integration process. This concern was expressed during the negotiation over
EMU, and the TEU imbeds the principle that all members have a voice in
determining entry rules to Stage III of EMU.

Common core and flexibility

The alternative proposal is based on the fundamental distinction between
core and non-core activities, rather than on the identity of countries (von
Hagen and Fratianni 1999; Fratianni 1995; Dewatripont et al. 1995).
Participation in the core activity is compulsory; participation in the non-core
activities is optional. Rules and institutions defining optional activity are
part of the core activities.

The motivation of the proposal is: how much flexibility to put into the
system without emasculating the acquis communautaire. Flexibility should
be constrained by a minimum set of policies and decision rules without which
the EU loses its distinctiveness. Thus, it is important to distinguish between a
common core of integration, to which all EU members must adhere, and a set
of peripheries or optional integration areas. Note that, unlike the CDU
document, core and peripheries are here defined in terms of policies and not
countries. In the German document the core is formed by a restricted number
of members; in this proposal the core represents the basic common values all
EU members share. The core is the necessary minimum for joining the EU.
The Single Market is undoubtedly part of the core. Without the Single Market
the EU loses its most fundamental identity. The Single Market is expected to
generate large net benefits. Those sectors or economic regions that stand to
lose from the implementation of the Single Market may obtain compensation
from other sectors or regions that stand to gain enough to compensate the
losers. The process of compensating those who lose from integration is also
part of the activities of the core club.

Full membership implies participation in the core, that is in the activities
of the Single Market. Other policy areas, such as EMU and social policy, do
not belong to the core for two reasons. The first reason is based on the fact
that the EU has already granted “derogations” in these policy domains to
some member countries.8 The second reason is that the economic case for
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both EMU and social policy is much less clear-cut and more controversial
than the economic case for the Single Market.

The core should also contain the constitution of the EU and the “rules of
the game” that would regulate the entry, operation, and exit of the peripheries.
In the CDU document there is the danger that peripheries may set exclusive
entry conditions and create negative externalities for outsiders. The rules of
the game cannot permit peripheries to interfere with the integrity of the core,
i.e., activities that would compromise the Single Market. All EU members
must agree on entry, operation, and exit conditions of peripheries.

This proposal would offer more choices than the CDU document, which
prescribes a strict sequence in moving from one policy area to another and
does not allow the formation of competing clubs. In this proposal, for example,
members would have the option to join a MU of their choice or not join one
at all. In light of the wide heterogeneity of the future membership of the EU,
there is no reason to expect that the conditions for a single EMU will be
satisfied. Homogeneous members will have an opportunity to pursue deeper
levels of integration without being held back by others. On the other hand,
those who want a more superficial form of integration do not feel threatened
by countries that have a deep commitment to integration.

Implications for Eastern enlargement

I have noted that the aspirants are, in relation to EU-15, poor, agricultural,
and populous. There are two possible accession strategies. The first strategy
is the full integration approach: aspirants would join the EU at the level of
integration reached by incumbents, including EMU, social policy and incipient
forms of political integration. Given the great disparities between incumbents
and aspirants, full integration translates into a very distant accession. The
waiting period could prove too long for some aspirants who may face the
risk of a return to the past. The alternative strategy is flexible integration,
whereby aspirants commit themselves to reach a level of integrating consistent
with the core. Participation in the core would in turn facilitate the process of
democratization and economic transformation in the East. The flexible
integration strategy would remove the obstacles for a distant accession date.

The Eastern enlargement is proving to be very difficult because the hurdle
the aspirants must jump is high. Flexible accession breaks down one high
hurdle into a smaller required hurdle and smaller optional hurdles. A second
complication with Eastern enlargement has to do with the sizable transfer
payments that current EU rules would bestow on new entrants. There are
four possible ways to handle the transfer issue: (1) large increases in the EU
budget; (2) deep modifications in the EU transfer system; (3) unequal
treatments of incumbents and new entrants; and (4) delay the enlargement
until (1) and (2) are no longer relevant. Option (4) is the most damaging for
the democratization and economic transformation of the aspirants. Option
(1) is politically difficult in the rich EU countries, particularly in Germany
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(Baldwin 1994, p.176), Option (3) would create an undesirable and
unacceptable caste system.9 Option (2) offers the most promises. Accession
could be made conditional on the reform of the Common Agricultural Policy
and regional redistributional policies. Aspirants would expect the
redistribution rules to change. One possible reform would be to nationalize
the income support of farmers, as Austria, Finland and Sweden did before
they joined the EU (Baldwin 1996). In sum, it is preferable to enlarge sooner
by adopting flexible integration and a reform of the redistribution rules than
to enlarge much later under the full integration strategy.

Conclusions

The European Union is pursuing two objectives, deepening and enlargement,
which are increasingly in conflict with each other. Dissent in the membership
has been handled by accepting multi-speed integration and exempting
recalcitrant members from participating in specific policy dimensions. The
governance structure resulting from this approach is ad hoc, with certain
rules and institutions having universal application and others not. More
flexibility appears to be needed. Two approaches have been presented here:
the proposal by the German CDU and a more flexible version of this document.

The German CDU proposal envisions a hierarchical model where members
pursue exactly the same goals. Given the large and heterogeneous membership,
common goals imply that only some members can pursue deep integration;
others will be relegated to shallow integration. The alternative proposal
envisions a union where members participate in the integration process with
different intensities. It is not clear a priori whether the second approach will
yield a lower average level of deep integration than the German approach.
Much would depend on the flexibility of moving from shallow to deep
integration. What the second approach assures is that each member can select
the depth of integration at its own will and pace.

As a concluding note, let me place the study within the broader theme of
this volume, governance. As stated at the outset, I wanted to use the “case
study” of the EU enlargement to drive two fundamental principles: governance
is endogenous relative to the forces of integration (i.e., market forces), and all-
inclusive, non-overlapping institutions (clubs) cannot handle a heterogeneous
membership. On the first point, governance’s endogeneity, my essay must be
paired with Sandholtz’s (this volume), where globalization is viewed as
promoting “the development of transnational society and consequently the
elaboration of transnational rules, public and private, formal and informal”
(p. 77). Prakash and Hart, in the introduction to the volume, speak of
globalization as the “proximate” long-term independent variable and
governance as the dependent variable (in a more general equilibrium framework,
as the volume’s editors point out, governance responds to forces such as
technological change and government-initiated policies). My two alternative
rule structures of the integration game offer an example of the necessity to
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adapt old rules to new circumstances, that is to a much larger and more diverse
EU. While I argue for one particular structure over the other, both structures
represent an evolution with respect to existing governance. The latter cannot
survive deepening and/or enlargement. On the second principle—the creation
of institutions that are not all-inclusive, but overlap—my essay resonates with
Kobrin’s “Back to the Future” and Cerny’s “Globalization, Governance, and
Complexity,” both also appearing in this volume. For Kobrin, “multiple and
overlapping sources of political authority and multiple and ambiguous political
loyalties may once again come to be seen as the norm” (p. 182). For Cerny,
“world politics…is being transformed into a ‘polycentric’…global political
system within the same geographical space (and/or overlapping spaces), in a
way which is analogous to the emergence of coexisting and overlapping
functional authorities in metropolitan areas” (p. 186).

The end product of more flexible forms of integration does not add up to
a clean-cut design; in fact, it is rather messy. But so are the underlying
economic, social, and political processes. For example, the proliferation of
regional trade arrangements is not the solution economists would have
designed from scratch. We do not know yet whether it will promote world
trade or impede it, the reason being that regional governance structures are
promoting both trade expansion and protection. Trade regionalization permits
countries with similar preferences to integrate over a defined range of activities.
As regionalization expands, preferences become more diffused. Old
governance structures creak. It is well known that international organizations
with universal membership tend to be ineffective, to the point of being no
more than talk shops. Effective solutions are taken by organizations with
relatively homogeneous memberships. These organizations compete with one
another and their domains are constantly changing as they redefine their
functions, geographical area, and membership.

Notes

1 The Treaty on Monetary Union was agreed upon by the Heads of State at the
Maastricht European Council in December of 1991; signed by the Foreign
and Finance Ministers in February of 1992; and came into force in November
of 1993.

2 Baldwin (1994, p. 176) concludes that “an enlargement by 2000 that included
only the Visegrad-4 would require an increase of the EU budget of about 70%.”

3 The Luxembourg Compromise was never codified as a formal decision-making
procedure and was made irrelevant by the Single European Act of 1986. Yet, it
“may not be quite completely dead” (Nugent 1994, p. 145),

4 There are six entry conditions relating to inflation rates, long-term interest rates,
government budget deficits, government debt, exchange rate realignments, and
independence of national central banks. Elsewhere (Fratianni et al. 1992, Fratianni
1994) I have argued that on strictly economic arguments a two-speed EMU is
preferable to a one-speed EMU. Reliance on fixed exchange rates to signal the
political commitment to price stability and monetary union is a basic flaw of the
Maastricht strategy for European EMU. It has forced EMS participants to give
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up valuable flexibility needed to adjust to country-specific shocks during the
transition and has created a fragile environment because national policies are not
yet coordinated; at the same time the safety valve of capital controls has been
removed.

5 Italy and the United Kingdom left the Exchange Rate Mechanism, following the
turbulent exchange market events of September, 1992. Greece never joined the
Exchange Rate Mechanism.

6 The data set consists of a total of twelve economic dimensions: the unemployment
rate, youth unemployment, working hours, working week, industry employment,
service employment, public employment, per capita gross domestic product, labor
productivity, public expenditures on R&D, R&D personnel, and state aids.

7 The cooperation procedure makes life harder for the Council. Two readings are
prescribed. The first reading is similar to the opinion stage in the consultation
procedure. The Council adopts a common position by qualified majority. In the
second reading the European Parliament has three months to take actions. If the
European Parliament rejects the common position, the Council can go ahead with
the common position by voting unanimously. If the European Parliament amends
the common position, the latter is sent back to the Commission for revision. Within
three months the Council can either accept the amendments by qualified majority or
fail them to accept by unanimity.

In both the co-decision and assent procedures the European Parliament has
veto power. With respect to the cooperation procedure, the co-decision procedure
starts after the Council approves the common position. The European Parliament
can approve, modify or reject the CounciPs common position. Either one of the
two last instances triggers a Conciliation Committee consisting of an equal number
of Council’s members and European Parliament’s members. If the Conciliation
Committee finds an agreement, the European Parliament and the Council must
adopt the compromise, otherwise the compromise becomes null. If the Conciliation
Committee does not find an agreement, the Council can approve the common
position with the amendments proposed by the European Parliament; alternatively
the Parliament can reject the proposal.

As the name suggests, the assent procedure requires the European Parliament
to approve the proposal.

8 The Maastricht Treaty grants derogations on MU to Denmark and the UK; and
derogation to social policy to the UK.

9 Unequal treatment is equivalent to letting the member states provide redistributive
services to those actors who have been negatively affected by the integration
process (McGinnis this volume).

10 World Bank (1997) is the source of the first three columns; the GNP per person
index is based on purchasing power parity; IMF (1998) is the source of the fourth
column; inflation rates are based on GDP deflators for EU-15 and on consumer
prices for the rest; the votes in the Council of potential new entrants were based
on population and existing rules.
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Globalization and governance:
conclusions

Jeffrey A.Hart andAseem Prakash

International relations scholars are interested in debates about globalization
and governance partly because of a deeper concern about change versus
continuity in the international system. One important focus of theorizing in
international relations in recent years has been to set the beginning and end
points of the anarchic international order identified by realists and neo-realists
as the basic building blocks. There is a tendency for realists to claim that
anarchy is universal across time and space (Waltz, 1979; Grieco, 1988). Critics
of realism, in contrast, argue that the anarchic international system may have
been a useful way of thinking about the world for the relatively short period
in history dating from the Treaty of Westphalia in 1648 until some time in
the recent past, but that it may be losing its value. Kobrin’s essay (Chapter 6)
builds on this theme to argue both that there is now a new world order, and
that it may be more like the world order that prevailed in the Middle Ages
than the one that existed between 1648 and the recent past. He argues that
economic globalization, made possible by the wider availability of computers
and fast telecommunications systems, is the main reason for this change.
Similarly, Cerny in Chapter 7 argues that the dominant actors of the realist’s
anarchic system, the governments of nation-states, are not as dominant as
they once were and that the system is evolving in the direction of greater
complexity. Globalization is one of the reasons for this in Cerny’s view, but
there are other factors as well. For examplef/Cerny sees factors like the rise
of the “competition state” and the “hollowing out” of the Keynesian welfare
state via privatization of state functions as also contributing to changes in
governance, independently of globalization. Both Kobrin and Cerny question
the applicability of realist models in the contemporary world, but for
somewhat different reasons.

Globalization and governance are of interest to policy makers because of
the growing attention paid by the media and the general public to the
globalization theme. A good example is a statement made by President Clinton
at the Economic Summit in Denver in the summer of 1997: “Protectionism is
simply not an option because globalization is irreversible…. If we try to close
up our economy, we will only hurt ourselves.” He added: “It seems to me
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difficult to imagine that this is even a serious debate right now.” (New Tork
Times, 1997)

Clinton’s statement raises two important but debatable points: that
globalization is irreversible, and that the openness of the economy is
positively associated with the welfare of the nation. It is typical of attempts
by various interested parties to “naturalize” globalization; that is, to
portray it as a natural force which is beyond the ability of mankind to
channel or direct.

This volume has focused on three main questions: (1) what is meant by
governance in the study of international relations and international political
economy; (2) how globalization affects governance; and (3) what kinds of
policy innovations may be required for dealing with the challenges of
globalization. Two competing perspectives on governance—the new
institutionalist and the constructivist—were introduced and defended in
Chapters 1–4. The essence of the debate among the authors of these chapters
is whether one should adopt a narrow or broad definition of rationality to
explain decisions about the provision of collective goods, which the editors
of this volume have equated with governance. The new institutionalists (Lake
and McGinnis) have argued that a narrow definition of rationality is superior
because it provides more parsimonious and testable theories of governance.
The constructivists (Sandholtz and Haas) contend that the definition of
rationality has to start from the idea that rules and rule systems (also called
institutions) are constituted by political actors who use those rules not only
as guides to their own behavior but also as guides to the interpretation of the
behavior of others.

The constructivists question the ability of new institutionalists to
operationalize key variables in their models; transaction costs being one of
these variables. Lake has responded to this criticism by arguing that his theory
does not require “precise measures of transaction costs.” Both institutionalists
and constructivists appear to agree that the heart of the problem of governance
is providing actors with rules and incentives to mitigate opportunistic behavior
and that such rules and incentives do not always have to be provided at the
national or global levels to be effective. They also agree that the appropriate
level of establishing and enforcing rule systems varies with the specifics of
the problem at hand (see the chapters by McGinnis, Sandholtz, Haas, Cerny,
and Fratianni).

The editors equated governance with the organization of collective action
in the introductory essay. We are not alone in this view. Oran Young (1986),
for example, has adopted the same definition. Defining governance in this
manner allows us to tap into the work of scholars who have studied the
resolution of collective action problems for more than three decades. One of
our new institutionalist authors, David Lake, has decided in Chapter 1 to
define governance as the establishment of contracts, by which he means “the
enforcement of bargains.” In our view, contracts are one way to resolve
collective action problems, but not the only way. There are times when the
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coercive power of the state or local government is the primary pathway to
resolving collective action problems, although sustainability may be a problem
when coercion is not part of a larger social contract and coercion is therefore
viewed as illegitimate. Lake has decided to restrict his definition of governance
in this manner in order to create a more parsimonious theory. Because the
study of governance (and especially that of global governance) is still not
well developed, it is not yet clear which of these two approaches for defining
governance will yield the best results.

Making global governance the object of study inevitably brings with it a
potential bias toward order in the international system, which was also
inherent in the earlier study of international organizations, regimes, and
institutions. While no one would argue that there is too much order in
international relations, the kinds of order that people are seeking can be
quite different, and it is always necessary to maintain a critical perspective
when claims are made about the superiority of any given type of order over
its alternatives (including chaos). This message can be found explicitly in
the chapters by Sandholtz, Fratianni, and Douglas, and implicitly in a number
of others. Sandholtz in Chapter 3 invites us to examine the fundamental
rules that constitute a given order; Fratianni in Chapter 11 suggests we
carefully distinguish between orders that provide public goods versus “club
goods”; while Douglas in Chapter 5 asks us to beware of a global order
which perpetuates an oppressive “dromological order where the fastest win
and the slowest lose, effecting a new and more violent hierarchization of
the world.”

Another interesting controversy in this volume is about the likelihood that
the overall system is evolving toward greater stress on the resolution of
collective action problems at the global level. Lake, in particular, questions
that there is a trend toward effective global governance. Environmental politics
appears to be one of the most likely places for this to occur, but even there
many forms of opportunistic behavior can be prevented at the subglobal
levels and only a select set of environmental problems have to be dealt with
globally (Haas in Chapter 4). A leading example of the latter was the successful
negotiation of the Montreal Protocol to deal with the problem of reversing
the destruction of the ozone layer in the upper atmosphere produced by the
release of ozone-destroying chemicals. Even though the bargaining for the
Montreal Protocol was conducted at the global level, responsibility for
monitoring and enforcement of the agreement rests primarily on the national
governments who signed the Protocol.

All the authors in this volume focused on economic globalization rather
than other forms of globalization. The editors have defined economic
globalization to mean the increasing integration of factor, goods, and services
markets across geographical boundaries. Globalization, thus defined, can
be thought of as either an independent or a dependent variable (or both).
The editors argued in the introduction that globalization processes (as
dependent variables) were initiated and encouraged by factors such as
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technological change, domestic politics, inter-state rivalries, and the spread
of market-based systems. Economic globalization has been posited to lead
to new or modified governance institutions because of the challenge it poses
to existing institutions. In Chapter 6, Kobrin argues, for example, that the
economic globalization that resulted from the deployment of high-speed
global telecommunications networks, creates difficulties for the governments
of nation-states by making it more and more difficult to identify the location
of economic transactions, and to monitor the costs and benefits of those
transactions. This is particularly problematic when it comes to taxation,
where the establishment of the location of wealth-creating activities is crucial
to the administration of tax laws. Kudrle in Chapter 8 argues, in contrast,
that existing laws already provide the necessary instruments for dealing
with this issue.

Most of the contributors to this volume have treated globalization as an
independent variable and examined its implications for governance, but that
is not the only way to study globalization and clearly there is a lot of potential
benefit to viewing it as part of a larger set of global processes, as David Lake
does in Chapter 1 and Ian Douglas does in Chapter 5. Lake sees globalization
as a product of the effort by hegemonic liberal countries to remain hegemonic.
Lake argues that economic globalization is at least partly a function of the
policy preferences of powerful actors like Britain in the nineteenth century,
and the United States in the twentieth, and that global governance is such a
threat to that order it is unlikely that it will be supported by hegemons. Douglas
argues that the debate over global governance is a continuation of earlier
debates connected with the rise of what he calls “bio-politics” in the
Enlightenment and the democratization of societies in the nineteenth century
(epitomized by the Napoleonic levée en masse—mobilization of the entire
citizenry for war).

In the remainder of this chapter, we discuss two issues. First, we summarize
the principal lessons learned from the essays in this volume. Second, we out-
line new questions in need of further research.

Lessons learned

Economic globalization is a process which is multidimensional and incomplete.
Charting the actual course of economic globalization is a research task that
is still in its infancy. Measurement of globalization processes is spotty and
inadequate. Financial integration appears to be the dimension of economic
globalization that is farthest along, but even in that area, data on globalization
are hard to come by. There are still many policy instruments available to
states who are willing to opt out of the global system, so one interesting line
of inquiry for researchers is determining the perceived and actual costs of
doing this.

Globalization is a focus of political organization and activity. Some people
oppose it, while others rally to its defense. The identification of supporters
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and opponents of globalization is an empirical question worth pursuing. But
it is equally important to understand the sources of support and opposition.
The prevailing focus in political science literature on globalization is the extent
to which it has weakened or strengthened the state. Many of the authors in
this volume consider that focus to be overly restrictive. They think it better to
see the state as one of a large family of collective goods-providing institutions
that may play a greater or lesser role in the future, and for a variety of reasons.
Thus, it makes sense to begin examining the political strategies of local
communities, local and regional governments, interest groups, religious
groups, non-governmental organizations, and other types of human
aggregations with regard to globalization and its consequences.

Peter Haas, in Chapter 4, argues that environmental regimes are growing
stronger because of the spread of environmental knowledge and consensus
among experts. Haas’ work suggests that there is a cognitive dimension to
the politics of globalization that affects the resolution of collective action
problems, and hence has implications for governance. Haas sees technical
experts as playing a very important role in this area because of their ability to
convince people to change the way they “frame” problems cognitively. These
technical experts are not usually organized along national lines, but rather
transnationally, as is the wont of intellectuals. The same is true of many
environmental interest groups that concern themselves with global
environmental issues. The reader may question the desirability of a system
which grants so much persuasive power to transnationally organized technical
elites, especially as this goes against the grain of many theories of democracy.
Nevertheless, in areas where many people would like decisions to reflect
knowledge gained via scientific inquiry such elite influence, as Haas argues,
is probably inevitable.

Robert Kudrle in Chapter 8 argues that economic globalization constrains
the behavior of nation-states, but that governments still retain the power to
deal with integration issues. He argues that globalization has developed side
by side with a “rediscovery of the market” and increasing European
integration, and that these three phenomena together create challenges for
national governments which those governments can deal with effectively often
via harmonization of policies with other governments. Kudrle focuses
particularly on the problems created by globalization for the administration
of reasonable and equitable national systems of taxation. Tax havens, rapid
shifting of funds across national boundaries, and a declining inability of
governments to control the movement of people across geographic boundaries
may create incentives for a “rush to the bottom”—that is, the adoption of
lower and lower standards for social policy, based on competitive tax cutting
which leaves the national governments incapable of cushioning the impact of
increasing international competition on the least productive workers and the
least efficient enterprises. McGinnis in Chapter 2 and Cerny in Chapter 7
also seem to share this worry. Kudrle, however, is optimistic that national
governments will not rush to the bottom but instead will maintain the essential



Conclusions 315

and effective social policies associated with the welfare state and focus on
increasing productivity in order to continue to attract domestic and foreign
private investment. This view is echoed, for the most part, in the essay by
Hart and Prakash in Chapter 9, although they are more concerned than Kudrle
(and therefore more in agreement with Cerny and McGinnis) about the
possible negative consequences of the breakup, or what they call the re-
articulation of the state.

Kudrle points to the relatively little known fact that US tax laws make it
easier than they should for foreign nationals with assets in the United States
to evade taxes on those assets as part of an overall system of inducing foreigners
to invest in the United States. He argues that the dangers of tax competition
among national governments (part of the rush to the bottom thesis) are
overstated, and that governments will find a way to harmonize their policies
to prevent major distortions in capital flows (which are not that strongly
affected by tax rates anyhow). Kudrle seems much more worried about the
evil consequences of the untaxed outflow of highly productive individuals
out of, and the relatively unrestricted inflow of poor and uneducated
immigrants into, the wealthier industrialized countries, than he is about the
rush to the bottom via lowered taxes and lower social spending. Indeed, he
advocates stricter enforcement of restrictions on immigration and the
reestablishment of restrictions on capital flows as reasonable defensive policies
for those countries.

Kudrle attacks a number of general propositions about the impact of
globalization that he believes are not well grounded in fact: that (1)
reinventing government is a manifestation of globalization; (2) deregulation
was forced by globalization; (3) the shift in decision-making power to
subnational levels of government (devolution) is a consequence of
globalization; and (4) increased inequality (higher unemployment and lower
wages for workers in import-competing manufacturing industries) is a
consequence of globalization. These propositions have indeed been part of
the debate over globalization, and Kudrle does us all a service in summarizing
the counter arguments against them.

Alfred Aman in Chapter 10 provides an excellent discussion of the
implications of globalization for the US legal tradition. He focuses, in
particular, on the distinctions embedded in US law between private and public
institutions which are increasingly problematic in the new international
environment. The desire of the US government to effectively address the
consequences of the growing competitiveness of other countries in world
markets is helping to create a new form of administrative law which permits
the government to work cooperatively with the private sector to enhance US
economic competitiveness. This administrative law, however, runs against
the grain of a large number of judicial decisions, based on constitutional
grounds, legal precedents, and the legacies of nineteenth-century and early
twentieth-century capitalism, designed to establish firm boundaries between
the public and private spheres. Aman eloquently states the problem but does



316 Jeffrey A.Hart andAseem Prakash

not advocate a simple answer, leaving it (in our view properly) to be debated
in a larger forum.

Thus, the essays by Cerny, Hart and Prakash, Kudrle, and Aman all deal
in different ways with the impact of globalization and other factors on the
organization of advanced industrial nations, and particularly on the welfare
state and the competition state. As such, these essays bridge the gap between
international relations and comparative politics. We believe they should be
seen as precursors of a larger agenda for research about the roots of the post-
war welfare state and its ability to withstand the challenges that have been
posed by neo-conservatives, neoliberals, and neo-fascists in recent years.
Neither Keynesianism nor the welfare state is dead, but the pressures on both
are increasingly intense and they are coming from a variety of political
locations, so this is not purely an “academic” question.

An agenda for future research: coping with
globalization

This volume, despite the many arguments that it contains among the various
authors on relatively fundamental issues, constitutes an advance in the
conceptual foundations for globalization research. The concepts of
globalization and governance have been clarified in such a way that it is now
considerably easier to undertake systematic, empirical research on both and
the relation between them. Also, the current volume focuses attention
particularly on the limitations of international relations research that focuses
solely on the implications of globalization towards the ability of national
governments to maintain their primacy as authoritative actors in the world
system and emphasizes the importance of considering the impact of
globalization on other actors as well, where the concern is to observe changes
in governance and not just government.

Based on our reading of the globalization literature in preparing this volume,
we think that another bias in the existing literature on globalization needs to
be corrected. Globalization is often projected as an inexorable and inevitable
development that is radically altering the ways in which human societies
organize themselves. Two kinds of responses are suggested to deal with it.
First, globalization is viewed as an opportunity for economic growth and
development. To tap into that opportunity, scholars recommend that collective
organizations such as governments and firms should adapt to the demands
of an increasingly globalized world economy. Of course, there is disagreement
about how to do this. Scholars have different views on the appropriate pace
and extent of governmental leadership in liberalizing domestic economies.
Some scholars of business strategy suggest that firms should globalize and
establish a physical presence in all their major markets. Others suggest that
firms should focus on deepening their core competencies and not worry so
much about establishing a market presence in all major markets.
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The second perspective views globalization as essentially a disruptive force
that benefits few but impoverishes many while also undermining the ability
of the state to redistribute wealth and income. Thus, the recommendation is
to resist globalization. The objective is to slow down its pace and dilute its
impact, if not reverse it altogether.

These strategies emanate from opposing perspectives: globalization is either
essentially beneficial or disruptive. Consequently, they represent the polar
ends of the “response to globalization” continuum. We believe that future
research on globalization should start with the idea that most governments
and firms perceive globalization to be taking place without prejudging the
essential character of globalization. Thanks to the work in this volume, we
now view globalization as a set of related processes that are incomplete and
reversible. Depending on factors such as resource endowments, preferences,
and internal institutions, governments and other social actors have some ability
to cope with globalization. We think that future research should focus on the
coping strategies of governments and firms, evaluate the success of these
strategies, and suggest some possible lessons to be drawn from them.
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