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obal financial crisis that began in 2008 provides a clear illustration of the relationship between
: , finance, international institutions, and the difficulties that governments face in coping with the
problems generated by complex interdependence.

~ Before 1945, the spectacular increase in economic integration that had occurred over the previous

century was not accompanied by institutionalized governmental collaboration on economic matters.
International trade patterns also changed very little over several centuries before 1945. The end of
the Second World War marked a significant disjunction: global economic institutions were created,
the transnational corporation emerged as a major actor in international economic relations, and pat-
terns of international trade began to change markedly from the traditional North-South exchange of
manufactures for raw materials.
_ Since the emergence of global political economy (GPE) as a major subfield of the study of interna-
tional relations in the early |970s, GPE scholars have generated an enormous literature that has been
the product of the employment of a wide variety of theories and methods. Most introductions to the
study of GPE have divided the theoretical approaches to the subject into three categories: liberal-
~Ism, nationalism, and Marxism. This threefold typology is of limited utility today, given the overlap

i between many of the approaches classified in different categories, and the wealth of theories and

methodologies applied in the contemporary study of global political economy.
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Prologue: The Global Financial Crisis

On 15 September 2008, the American financial services
firm, Lehman Brothers, filed for bankruptcy, the lar-
gest single bankruptcy in United States history. The
news triggered a massive sell-off of shares on Wall
Street, the Dow Jones Index shedding more than 500
points (4.4 per cent), the biggest fall since the terrorist
attacks of September 11, 2001. The effects of the bank-
ruptcy soon reverberated around the world, marking
the start of what became known as the Global Fi-
nancial Crisis or, in the terminology favoured by the
International Monetary Fund, the ‘Great Recession’.
In 2009, world output fell by 0.8 per cent, the first such
fall since the 1930s; and world trade declined by more
than 12 per cent. Inflows of foreign direct investment
(EDI) fell by approximately 40 per cent in 2009.

The fall in global output masked substantial dif-
ferences in national and regional performance: the
industrialized economies were among the worst
hit, with output in the European Union (EU) falling
by 4 per cent and that in the United States by 3.2 per
cent. Among the less developed economies, some of
the worst affected were those such as Singapore and
Taiwan which were most dependent on international
trade. Although China and India continued to grow
strongly (at 8.7 and 5.6 per cent, respectively), the 36
per cent decline in the price of oil, and the 19 per cent
decline in the prices of non-fuel commodities in 2008,

a repercussion of the drop in world manufacturing
output, had a severe impact on many less developed
economies. Output in Mexico slumped by nearly 7 per
cent, in Brazil by 0.4 per cent, while growth rates in
Africa declined from the 2008 figure of 5 per cent to
under 2 per cent (all data from IMF 2010b: table 1.1).
The dollar value of Africa’s exports shrank by one-
third in 2009 (Miller 2010).

The problems of Lehman Brothers stemmed in
large part from its involvement in the sub-prime mort-
gage market. Lehman Brothers, like many other finan-
cial services firms, had become a substantial player in
securitizing these mortgages (see Box L.1).

That problems that began in the home lending mar-
ket in the United States could plunge the world into its
worst recession since the 1930s is powerful testimony
to the integration of the contemporary global econ-
omy. Difficulties originating in the US financial sector
were quickly transmitted to financial institutions in
other advanced economies and then to the ‘real’ econ-
omy when banks curtailed their lending (and, in many
instances, had to be bailed out by their governments).
Firms (and households) lacked the finance not only to
invest for the future but even to conduct their daily op-
erations. Finance for international trade dried up. The
world economy quickly went into reverse. With the
slowdown in production, the demand for and prices
of raw materials fell substantially. Hit by falling prices
for their exports and by a curtailment of inflows of

Sub-Prime Lending and Securitization

Loans characterized as 'sub-prime’ are those that are regarded
by the market as carrying a higher-than-usual element of risk.
Typically, they have been contracted with borrowers who, fora
variety of reasons that might include limited experience in
borrowing, poor credit history, or low or unreliable income, are
regarded as more likely than average to default on their loans.

To offset the increased risks of lending in the sub-prime market,
financial institutions took advantage of the practice of
securitization, which had initially developed in the 1970s. Before
that period, providers of mortgage finance typicall&/ held the
loans they had made until borrowers repaid them: in other
words, they bore all the risk of the lending and usually financed
the loans from their own resources. As the demand for
mortgage finance rose, however, and lenders became
increasingly concerned about risk, they developed the practice

(often with the assistance of other financial institutions) of
pooling the loans; the pool was then split into shares that were
on-sold to investors as tradeable securities (bonds) that carried
either a fixed or floating interest rate. The investors in these
securities thereby assumed much of the risk attached to the
loans. The practice of ‘securitization’ spread from the United
States to Europe in the late 1980s.

Inthe 1990s and the first decade of the current century, financial
institutions developed ever more sophisticated means for pooling
and on-selling loans. Individual securities were increasingly split
into tranches, each of which carried a different level of risk: the
higher tranches had the first claim on any income that the lender
received: the lower tranches would be the first to absorb any
losses. At the beginning of 2009, securitization accounted for
approximately 28 per cent of outstanding credit in the United
States: the figures for the UK and the eurozone were 14 and

6 per cent, respectively (IMF 2009b: box |.2).
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 The International Monetary Fund (IMF) (2009b: 5)
suggested that the crisis-induced write-downs of bad
Joans by financial institutions will total around USs3.4
trillion (including s230 billion in mortgage lending in
the US alone)—imposing a potentially massive burden
on the public purse for the recapitalization of these
institutions. Because governments had to issue bonds
to cover the costs of their bail-outs of financial insti-
tutions, risk was in effect transferred from private to
public balance sheets. The bail-outs, coupled with the
costs of the stimulus packages that most countries in-
troduced to fight the recession, and with a steep reduc-
tion in tax revenues owing to the economic downturn,
left public finances in most industrialized economies
in a parlous state. The IMF anticipated that the aver-
age budget deficit in industrialized economies was 10
per cent of gross domestic product (GDP) in 2009,
and 8.5 per cent in 2010. As a consequence, the ratio of
public debt to GDP exceeded 100 per cent in many of
the eurozone economies, the United States, and Japan
(where it was in excess of 200 per cent in 2012) (IMF
20124: table 2.1). The steep increase in sovereign debt
threatened the credit ratings of some countries, par-
ticularly those in southern and eastern Europe, and
left all governments with a challenge as to how to rec-
oncile income and expenditure in the future.

On several key dimensions, the downturn precipi-
tated by the recession was sharper than that of the
1930s. In the first year of the recession, global output
and global trade fell more rapidly than in the 1930s—
by 13 per cent and 20 per cent, respectively. Similarly,
global stockmarkets fell more precipitously—by 50 per
cent in the first twelve months (compared with only
slightly over 10 per cent in the 1930s) (Eichengreen

and O’Rourke 2010). How the recession most differed

from the 1930s, however, was that the initial downturn
was not so protracted—with recovery in global trade,
output, and in stockmarkets beginning in the second
half of 2009, this recovery in itself being a reflection
of the effectiveness of concerted responses at the na-
tional and global levels (see later).

The Study of Global Political Economy

One reason for the severity of the recession that
began in 2008 was that, unlike previous post-war
downturns, all regions of the world were in economic
decline simultaneously. The extent of the crisis pro-
vided evidence that not just a quantitative increase in
interdependence had occurred in recent years but also
a qualitative change. As the World Trade Organiza-
tion (WTO) noted, the rapid spread of the recession
worldwide was caused in part by the increasing pres-
ence of global supply chains in countries’ trade (see
Chapter 11 in this volume by Eric Thun). With compo-
nents crossing national frontiers many times before a
manufactured product reaches its final destination, a
decline in the major global markets for finished prod-
ucts quickly affects trade—and then employment—
in other parts of the world. Moreover, the extent of
the recession, and the rapidity with which all regions
of the world were affected, posed both practical and
conceptual challenges for national and international
governance. For the global financial institutions (the
International Monetary Fund, the World Bank), the
cessation of private and public lending posed a severe
challenge to their efforts to minimize the impact of
the recession on developing economies (and exposed
the inadequacies of the resources they had available to
fight recession).

Few observers anticipated the recession (or, at least,
the severity with which it would strike). The world
economy had enjoyed a sustained long boom, con-
tinuing on an upward trajectory despite the burst-
ing of the ‘dot.com’ bubble and the shock of the
2001 terrorist attacks. For students of global political
economy, however, the possibility that the processes
of globalization might be interrupted or even thrown
into reverse should come as no surprise (see Chapterg
by Anthony McGrew in this volume). The causes of
the crisis were similar to those that have afflicted the
world previously (albeit with some new twists, reflect-
ing aspects of contemporary financial globalization).

The recession was triggered by the bursting of an
asset price bubble—in this instance, the inflated US
housing market. The term ‘bubble’ was coined in the
United Kingdom in 1720, following the crash of the
South Sea Company, and the passing in that year of
the so-called ‘Bubble Act'—more formally, An Act to
Restrain the Extravagant and Unwarrantable Practice
of Raising Money by Voluntary Subscription for Car-
rying on Projects Dangerous to the Trade and Sub-
jects of the United Kingdom'. As in previous crises, the
collapse of the asset price bubble caused panic among
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investors, whose uncertainty over whether they could
recoup the money they had paid, inter alia, for houses,
caused them to flee the market (see Chapter 8 by
Louis W. Pauly in this volume). Investor panic had sig-
nificantly exacerbated the other major financial crisis
to affect the global economy in the previous quarter
of a century—that which afflicted East Asia in 1997/ 98
(Noble and Ravenhill 2000; Radelet and Sachs 2000).
And, as with previous crashes, the bubble was associ-
ated with behaviour that was either outside the law or
certainly contrary to its spirit—the 2,200-page report
issued in March 2010 by Anton R. Valukas, an exam-
iner appointed by the US Trustee to investigate the
causes of the Lehman bankruptcy, for instance, found
that Lehman had used accounting sleight of hand to
conceal the extent of its bad loans (de la Merced and
Sorkin 2010).

Globalization of finance did introduce some ele-
ments to the financial crisis that had not been seen
before. The growth of financial intermediation, of
which an important aspect was the securitization of
mortgage debt, had two important consequences.
The first was that what began as a national problem
(defaults on US mortgages) was quickly transformed
into a global crisis. The new mortgage-backed fi-
nancial instruments had been marketed globally by
American and European investment banks—with the
consequence that, once the bubble burst, various in-
stitutional investors, ranging from local councils in
Australia and Norway to the London Metropolitan
Police’s pension fund, suffered significant losses. In a
low-inflation environment, these investors had been
attracted to financial instruments that offered poten-
tially higher rates of return than those available on
more familiar investments and, in doing so, had either
discounted or not understood the risks involved.

The second consequence was that the complex-
ity of the new financial instruments exacerbated the
problem of panic because of the uncertainty cre-
ated in transactions among financial institutions (for
a detailed discussion of the new ‘structured financial
products’ see IMF 2008: ch. 2). Financial institutions
found it very difficult to determine exactly what their
liabilities were. Once panic set in, they were reluctant
to lend to one another—and, here, another dimension
of financial globalization entered the equation: the
increasing dependence of bank-lending on funds bor-
rowed in the international wholesale market, rather
than on their own deposits or capital. The extreme
case was that of Iceland, where the country’s banks

had been the main source of its international debts,
which were estimated in 2008 to amount to $276,622
for every resident. In 2008/ 09 alone, the three largest
Icelandic banks had €11 billion of debt obligations ma-
turing (Brogger 2008). When no new financing was
forthcoming, the banks collapsed. The debts were so
great that the private banks could not be bailed out
by the country’s central bank and the losses of the fi-
nancial sector were expected to total sgo billion (Wade
2009b). Financial sector deregulation in Iceland had,
in Robert Wade’s words created an ‘accident waiting
to happen’ (Wade 2009b: 14). The value of Iceland’s
currency measured against the euro more than halved
during 2008. Iceland may have been the extreme case
but similar instances of reckless behaviour by financial
institutions were commonplace in Europe (especially
the UK) and the United States (financial institutions in
most other regions of the world had been more con-
servative in their approach, in part because of better
regulatory frameworks introduced in response to cri-
ses in the 1980s and 1990s).

The recession undermined triumphalist notions
that governments had learned to master the factors
driving business or economic cycles more generally, or
that unregulated markets would generate optimal out-
comes. A striking feature of the early governmental
response to the recession was the acknowledgement
of the inadequacies of previous policy approaches,
particularly in the area of financial sector regulation
(‘Major failures in the financial sector and in financial
regulation and supervision were fundamental causes
of the crisis’, admitted the Group of Twenty (G20)
leaders in the communiqué from their London sum-
mit (G20 20094: para. 13). One of the challenges faced
by governments in the wake of the financial crisis was
how to improve regulation of the financial system,
and to decide whether this might best be pursued at
the national, regional, or global level.

The recession prompted unprecedented policy
interventions at the national and global levels, and
produced significant changes in global economic
governance—with the emergence of the G2o as the
principal intergovernmental body for global economic
management (Box 1.2). The crisis also saw the revital-
ization of the International Monetary Fund when the
G20 agreed to make an additional s8s0 billion avail-
able to the international financial institutions (IFIs)
and to endorse a more flexible response from the Fund
to countries experiencing financial problems (see
Chapter 7 by Eric Helleiner in this volume).
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place in Berfin, on 15-16 December 1999,
;Ebersh:p of the G20 comprises Argentina, Australia,
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Saudi Arabia, South Africa, Republic of
rkey, the United Kingdom, and the United States. The
1 Union, represented by the rotating Council Presidency
the European Central Bank, is the twentieth member of
0. To facilitate policy coordination with the global financial
s, the Managing Director of the International Monetary
and the President of the World Bank, plus the chairs of the
ional Monetary and Financial Committee and

elopment Committee of the IMF and World Bank, also

ipate in G20 meetings on an ex officio basis.

G20 remained a relatively low-profile and low-key grouping
e ministers and central bankers until the 2008

, when an inaugural meeting of the political leaders of

G20 was held in Washington, DC, in November: The

levation of the G20 to summit status was recognition on the

of the leaders of the principal industrialized economies that

The Study of Global Political Economy

their own grouping (the Group of Eight (GB)—see below) was
not sufficiently representative to effectively manage the
problems of an increasingly globalized economy. In particular, it
was acknowledgement of the growing importance of the major
developing economies—especially China, India, and Brazil, At
their meeting in Pittsburgh in September 2009, the G20 leaders
formalized the status of the grouping by designating ‘the G20 to
be the premier forum for our international economic
cooperation’ (G20 2009b: para. 19).

The Group of Seven (G7) industrialized countries had been
established in 1975, the first of a series of annual meetings
where politicians and officials from the world’s leading
economies discussed issues relating to macroeconomic policy
coordination, trade, and financial policies, and relations with
developing countries.

Six countries were present at the initial meeting in Rambouillet
in France: Britain, France, (West) Germany, Italy, Japan, and the
United States. Canada joined the group in 1976, at its second
meeting. In 1977, the group allowed participation bya
representative of the European Community. From 1994
onwards, the G7 met with representatives of Russia at each of
its meetings; at the Birmingham meeting in 1998, Russia was
accorded full membership, transforming the G7 into the G8.
The G8 continues to exist alongside the G20.

For more details on the G20, see www.g20.org; for the G7/G8,
see www.g/.utoronto.ca.

‘At the national level, most G20 economies imple-
mented stimulus packages that the IMF estimated
were equivalent to 1.5 per cent of their GDP in 2009
and 1.25 per cent in 2010. Half of the G20 countries
cut personal income taxes; a third cut indirect taxes
such as value-added taxes and excise duties. Three-
quarters of the G2o members increased government
expenditures on infrastructure, primarily on transpor-
tation networks (IMF 2009a: 18). Many also increased
expenditures on programmes for the most vulnerable.
The concerted international response was testimony
to how the governance of the global economy had
changed since the great depression of the 1930s. And
although governments implemented measures de-.
signed to stimulate local industries, the widespread
resort to beggar-thy-neighbour protectionist policies
that characterized the 1930s was avoided. G20 lead-
ers pledged repeatedly not to introduce protectionist
Mmeasures or restrictions on investment. A report for
the G20 estimated that the cumulative effect of the

trade restriction measures that countries had imple-
mented since October 2008 had, four years later, af-
fected only 3 per cent of world merchandise trade
(OECD/WTO/UNCTAD 2012: 6). By 2011, the value
of global trade and production (but not foreign direct
investment) had recovered to its pre-crisis levels.

For some observers, however, particularly those
in Europe and the United States, the global recession
did reflect one dimension of beggar-thy-neighbour
policies that were at least as important in contribut-
ing to the recession as were regulatory failures: the
mounting imbalances in international trade and pay-
ments, which they attributed primarily to China’s
determination to avoid a rapid appreciation of its
currency against the US dollar. One of the missions
with which the Gzo has tasked the IMF is to analyse
‘whether policies pursued by individual G20 countries
are collectively consistent with more sustainable and
balanced trajectories for the global economy’ (G2o
2009b: para. 7), a coordinating role that the IMF has
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singularly failed to perform since its foundation. With
slow rates of growth lingering in many industrial-
ized economies through 2013, governments in sev-
eral major economies attempted to push down their
exchange rates in an effort to stimulate demand for
their exports—a worrying trend towards beggar-thy-
neighbour policies that contributed to the severity of
the Great Depression of the 1930s.

The global financial crisis and the responses of the
international community to it provide an excellent
illustration of many of the themes of this book:

« the growing interdependence of countriesin a
globalizing economy;

« the vulnerability of the contemporary global
financial system to periodic crises;

« the speed with which developments in one part of
the world economy are transmitted to others;

» the increased significance of private actors in the
contemporary global economy, especially in the
financial sector;

« the way in which crises prompt governments
to seek collaboration to regulate international
markets—but concurrently the difficulties that
states have in coordinating their behaviours to
take effective action;

» the significant and evolving role of international
institutions in responding to crises; and

+ the manner in which the increased severity of
financial crises has had an impact on poverty and
inequality.

Although, as will become evident in later chapters,
contributors to this book hold a variety of perspec-
tives on the question of whether there is such a thing
asa ‘global’ economy, all would accept that we live in a
globalizing economy that differs in some fundamental
ways from anything that the world has previously ex-
perienced. The following section briefly sketches how
the world economy evolved to reach its present state.

The World Economy Pre-1914

The ‘modern world economy’, most historians agree,
came into existence in the late fifteenth and sixteenth
centuries. This was a period in which despotic mon-
archs in Western Europe, seeking to consolidate their
power against both internal and external foes, pushed

to extend the boundaries of markets. In this era of
mercantilism, political power was equated with ]
wealth, and wealth with power (Viner 1948). Wealth,
in the form of bullion generated by trade surpluses o; |
seized from enemies, enabled monarchs to build the |
administrative apparatus of their states and to finance
the construction of military forces. The new concen- :
tration of military power could be projected, both in. |
ternally and externally, to extract further resources,

The consolidation of the state went hand in hand with :

the extension of markets. Gradually, most parts of the
world were enmeshed in a Eurocentric economy;, as :
suppliers of raw materials and ‘luxury’ goods. Britain
adopted domestic reforms largely pioneered by the
Netherlands (which had the world’s highest per capita
income in the seventeenth and eighteenth centuries)
to supplant the Dutch in many world markets: armed
conflict and the use of the Navigation Acts (1651-1849), =
which restricted the use of foreign vessels in British §
trade, enabled it to monopolize trade with its ever-
expanding empire.

The era of mercantilism did not, however, bringa
notable increase in overall global wealth. Before 1820, *
per capita incomes in most parts of the world were
not significantly different from those of the previous §
eight centuries (they increased by less than an aver- }
age of one-tenth of 1 per cent each year between 1700
and 1820). And despite the striking extension of the
global market during the seventeenth and eighteenth &
centuries, the vast majority of commerce continued
to be conducted within individual localities until the -
advent of the Industrial Revolution. The introduc: _
tion of steam power revolutionized transportation,
both internally and internationally. And in the second
half of the nineteenth century, further technological -
advances—the introduction of refrigerated ships, the |
laying of submarine telegraph cables—contributed to
a ‘shrinking’ of the world and to a deepening of the f:
international division of labour. The value of world §
exports grew tenfold (from a relatively small base) be- =
tween 1820 and 1870: from 1870 to 1913, world exports ..
grew at an annual average rate of 3.4 per cent, sub- |
stantially above the 2.1 annual increase in world GDP
(Maddison 200r: 262, table B-19, and 362, table F-4).

Trade was becoming increasingly important 0 2
world welfare, yet the pattern of international com- §
merce in 1913—indeed, even in 1945—was not dramati- ;"
cally different from that of the eighteenth century. §
The industrialized countries of the world—essentially &
a Western European core to which had been added the E
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a relative latecomer to industrialization, and
my with significant comparative advantage
tural production, the United States was an
-eption to this generalization: cotton remained the
Jole most important export for the United States in
ontributing nearly twice the value of exports
achinery and iron and steel combined; it was not
»1930 that machinery exports exceeded those of
though by 1910 the US had become a net
anufactured goods (data from Mitchell
table Ej; and Irwin 2003).
, the exception of the United States, trade
ong the industrialized countries in manufactured
emained relatively unimportant. In 1913, for
example, agricultural products and other primary
products constituted two-thirds of the total imports
of the United Kingdom. To be sure, some changes had
curred in the composition of imports. Although
‘luxury” imports of the previous centuries—sugar,
tea, coffee, and tobacco—had become staples in the
iet of the new urban working and middle classes,
ei.{‘aggregate importance in European imports had
E hrunk relative to other commodities, notably wheat
and flour, butter and vegetable oils, and meat (Offer
1989 82, table 6.1). '
- For the early European industrializers, trade with
their colonies, dominions, or with the other lands of
recen European settlement, such as Argentina, was
more important than trade with other industrialized
'coiin't,lji;s. For the United Kingdom, a larger share
of imports was contributed by Argentina, Australia,
Canada, and India together than by the United States,
despite the latter’s importance in British imports of
cotton for its burgeoning textiles industry. These four
countries also took five times the American share of
British exports in 1913 (Mitchell 1992: 644, table E2).
Similarly, Algeria was a larger market for French ex-
Ports in 1913 than was the United States.

Tariffs continued to constitute a significant barrier
to international trade, even in what is often termed
the ‘golden age’ of liberalism before 1914. Most indus-
trialized countries (the significant exceptions being the
United Kingdom and the Netherlands) had actually
raised the level of their tariffs in the last three decades
of the nineteenth century to protect their domestic
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producers against the increasing import competition
that had been facilitated by lower transport costs. In
1913, the average tariff level in Germany and Japan was
T2 per cent, in France 16 per cent, and in the United
States 32.5 per cent (Maddison 1989: 47, table 4.4).
The post-1870 increase in tariffs offset some of the
gains from lower transportation costs. Lindert and
Williamson (200r) estimate that nearly three-quarters
of the closer integration of markets that occurred in
the century before the outbreak of the First World
War is attributable to these lower transport costs (see
Table 9.3 in McGrew, Chapter g in this volume).

Governments continued to erect barriers to the
movement of goods in the second part of the nine-
teenth century, but capital and people moved rela-
tively freely across the globe, their mobility facilitated
by developments in transportation and communica-
tion. From 1820 to 1913, 26 million people migrated
from Europe to the United States, Canada, Australia,
New Zealand, Argentina, and Brazil. Five million In-
dians followed the British flag in migrating to Burma,
Malaya, Sri Lanka, and Africa, while an even larger
number of Chinese are estimated to have migrated to
other countries on the Western Pacific rim (Maddison
2001: 98). The opening up of the lands of ‘new set-
tlement’ required massive capital investments—in
railways in particular. By 1913, the United Kingdom,
France, and Germany had investments abroad total-
ling over s33 billion: after the 1870s, Britain invested
more than half its savings abroad, and the income
from its foreign investments in 1913 was equivalent to
almost 10 per cent of all the goods and services pro-
duced domestically (Maddison 200r: 100).

The spectacular growth in international economic
integration was not accompanied by any significant in-
stitutionalization of intergovernmental collaboration.
Even though the Anglo-French Cobden-Chevalier
Treaty of 1860 had introduced the principle of most-
favoured nation status (MEN) into international trade
agreements (see Box1.3), governments conducted trade
negotiations on a bilateral basis rather than under the
auspices of an international institution.

The international financial system was similarly

 characterized by a lack of institutionalization, The

rapid growth of economic integration was facilitated
by the international adoption of the gold standard (see
Box 1.4). The origins of the nineteenth-century gold
standard lay in action by the Bank of England in 1821 to
make all its notes convertible into gold (although Britain
had operated a de facto gold standard from as early




10

John Ravenhill

Most-Favoured Nation Status (MFN)

Under the most-favoured nation (MFN) principle, a government
is obliged to grant to any trading partner with which it has signed
an agreement treatment equivalent to the best (most preferred’)
it offers to any of its partners. For example, if France had a trade
treaty with Germany in which it had reduced its tariffs on imports
of German steel to 8 per cent, it would be obliged, under the
most-favoured nation principle, if it signed a trade treaty with

the United States, to reduce its tariffs on imports of US

steel also to 8 per cent. The MFN principle is the foundation
for non-discrimination in international trade, and is often asserted
to be the ‘cornerstone’ of the post-1945 trade regime (see
Winham, Chapter 5 in this volume). The MFN principle makes a
significant contribution to depoliticizing trade relations because:
(a) countries are obliged to give equivalent treatment to all
trading partners, regardless of their economic power; and

(b) countries cannot discriminate in their treatment of the trade
of certain partners simply because they do not like the political
complexion or policies of the governments of these countries.

The Gold Standard

A gold standard requires a country to fix the price of its
domestic currency in terms of a specific amount of gold.
National money (which may or may not consist of gold coins,
because other metallic coins and banknotes were also used in
some countries) and bank deposits would be freely convertible
into gold at the specified price.

Under the gold standard, because the level of each country’s
economic activity is determined by its money supply, which in
turn rested on its gold holdings, a disequilibrium in its balance
of trade in principle would be self-correcting. Let us assume,
for example, that Britain is running a trade deficit with the
United States because inflation in Britain has made its exports
relatively unattractive to US consumers. Because British
exports do not cover the full costs of imports from the
United States, British authorities would have to transfer gold
to the US Treasury. This transfer would reduce the domestic
money supply, and hence the level of economic activity in
Britain, having a deflationary effect on the domestic economy,
and depress its demand for imports. In the United States, the
opposite would occur: an inflow of gold would boost the
money supply, thereby generating additional economic activity
in the United States and increasing inflationary pressures
there. Higher levels of economic activity would increase the
country’s demand for imports. Changes in the money supplies
in the two countries brought about by the transfer of gold,
therefore, would bring their demand for goods back into
balance and lead to a restoration of the ratio of the two

countries' prices to that reflected in the exchange rate
between their currencies.

In principle, the gold standard should act to restore equilibrium
automatically in international payments. Central banks, however,
were also expected to facilitate adjustment by raising their
interest rates when countries were suffering a payments deficit
(thereby further dampening domestic economic activities and
making domestic investments more attractive to foreigners)
and, conversely, to lower interest rates when their economies
were experiencing a payments surplus. For most of the period
from 1870 to 1914, the Bank of England played by the rules of
the game fairly consistently. Other central banks—including
those of France and Belgium—did not. They frequently
intervened to attempt to shield the domestic economy from
the effects of gold flows (to ‘sterilize’ their effects) by buying or
selling securities (thereby reducing or increasing the volume of
gold circulating in the domestic economy).

The gold standard was vulnerable to shocks, which were often
transmitted quickly from one country to another. The discovery
of gold in California in 1848, for example, led to an increase in
the US money supply, domestic inflation, and an outflow of gold
to its trade partners, which in turn raised their domestic price
levels. Countries on the periphery were particularly vulnerable
to shocks: interest-rate increases in the industrialized countries,
for example, often drew capital from the periphery, leaving the
peripheral countries with the major burden of adjustment.

For further discussion, see Eichengreen (1985) and Officer (2001).

as 1717). The United States, though formally on a bime-
tallic (gold and silver) standard, switched to a de facto
gold standard in 1834 and turned this into a de jure ar-
rangement in 1900. Germany and other industrializing
economies followed suit in the 1870s. Because every
country fixed the value of its national currency in terms

of gold, each currency had a fixed exchange rate against
every other in the system (assume, for example, that the
United States sets the value of its currency as s1oo per
ounce of gold, while the United Kingdom sets its value
at 50 per ounce of gold: the exchange rate between
the two currencies would be £1 = s2).

b a2
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"g'%f,'cpnu-ibution of the gold standard to fa-
sternational commerce was that economic
generally did not have to worry about foreign
ge risks: the possibility that the value of the
rrency of a foreign country would change vis-d-vis
" i* domestic currency and thus, for example, re-
the value of their foreign investments. British
stors in American railways could be confident
the dollars they had bought with their sterling
ments would buy the same amount of sterling
e date their investment matured, and that the

Treasury would convert the dollars back into
sold at this time. Meanwhile, they received interest
 the siims invested. Confidence in the gold stand-
id not rest on any international institution but
ither on the commitment of individual govern-
ents to maintain the opportunity for individuals to
vert their domestic currencies into gold at a fixed
rchange rate. Ultimately, the implementation of
e gold standard rested on the assumption that gov-
ernments had both the capacity and the will to im-
posé ‘economic pain on their domestic populations
hen deflation was needed in order to bring their
‘economy back into equilibrium when experiencing
trade deficits. These domestic costs became less ac-
ceptablewith the rise of working-class political re-
presentation, and with the growth of expectations
at'a fundamental responsibility of governments
was to ensure domestic full employment.

S5 Sdipyt e

m world economy came into existence in the

>nth and sixteenth centuries.
Se
pite the significant changes that occurred in the three

_centuries before the outbreak of the First World War, the
flnd ental composition and direction of international
remained unchanged.

merit of the gold standard was that it provided
/for international transactions because it largely
d the risk of foreign exchange losses.

The Study of Global Political Economy

The World Economy in
the Inter-War Period

The outbreak of the First World War was a devas-
tating blow to cosmopolitan liberalism: it destroyed
the credibility of the liberal argument that economic
interdependence in itself would be sufficient to foster
an era of peaceful coexistence among states. The war
brought to an end an era of unprecedented economic
interdependence among the leading industrial coun-
tries. As discussed in the chapters by McGrew and
Hay in this book, for many industrialized economies,
indicators of economic openness and interdepend-
ence did not regain their pre-First World War levels
until the 1970s. '

The war devastated the economies of Europe: sub-
sequent political instability compounded economic
disruptions. Economic reconstruction was further
complicated by demands that Germany make repa-
rations for its aggression, and that Britain and other
European countries repay their wartime borrowings
from the United States. The economic chaos of the
inter-war years was a sorry reflection of the inabil-
ity of governments to agree on measures to restore
economic stability, and of their resort to beggar-thy-
neighbour policies in their efforts to alleviate domestic
economic distress. Although the collapse of inter-
national trade in the 1930s is the feature of the inter-
war economy that figures most prominently in stories
of this era, the most fundamental problem of the pe-
riod was the inability of states to construct a viable
international financial system.

The international gold standard broke down with
the outbreak of war in August 1914, when a specu-
lative attack on sterling caused the Bank of England
to impose exchange controls—a refusal to convert
sterling into gold and a de facto ban on gold exports.
Other countries followed suit. Leading countries
agreed to reinstate a modified version of the inter-
national gold standard in 1925. They failed to act con-
sistently, however, in re-establishing the link between
national currencies and gold. The United Kingdom
restored the convertibility of sterling at the pre-
war gold price, despite the domestic inflation that
had occurred in the intervening decade. The conse-
quence was that sterling was generally reckoned to
be overvalued by at least 10 per cent, making Brit-
ish exports uncompetitive. It proved very difficult for
the British government to establish an equilibrium
in its balance of payments without imposing severe
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deflation domestically. Other countries—notably
France, Belgium, and Italy—restored convertibility
of their currencies at a much lower price of gold than
had prevailed before 1914.

The resulting misalignment of currencies was com-
pounded by higher trade barriers than had existed be-
fore 1914, the absence of a country/ central bank with
the resources and the will to provide leadership to the
system, and by a failure of central banks to play by the
‘rules of the game’ of the gold standard. Their inclin-
ation to intervene to ‘sterilize’ the domestic impact of
international gold flows was symptomatic of a more
fundamental underlying problem: in an era when
the working class had been fully enfranchised, when
trade unions had become important players in politi-
cal systems, especially in Western Europe, and when
governments were expected to take responsibility for
maintaining full employment and promoting domes-
tic economic welfare, the subordination of the domes-
tic economy to the dictates of global markets in the
form of the international gold standard was no longer
politically acceptable. Polanyi (1944) is the classic state-
ment of this argument; on the misguided attempts by
Britain to restore the convertibility of sterling at pre-
1914 levels, see Keynes (1925).

The abandonment of the international gold stand-
ard followed another speculative attack on sterling in
the middle of 1931. The Bank of England lost much of
its reserves in July and August of that year, and Britain
abandoned the gold standard in September, a move
that precipitated a sharp depreciation of the pound
(testimony to its overvaluation in the brief period in
which the gold standard was restored). Other coun-
tries again quickly followed in breaking the link be-
tween their currencies and gold. By then, the world
economy was in depression, following the shocks
to the world economy transmitted from the United
States after the Wall Street collapse of October 1929.
The gold standard almost certainly exacerbated the ef-
fects of the depression, because government efforts to
maintain the link between their currencies and gold
constrained the use of expansionary (inflationary)
policies to combat unemployment and low levels of
domestic demand (Eichengreen 1992).

The world economy was already in depression be-
fore the US Congress, in response to concerns about
the intensification of import competition for domes-
tic farmers, passed the infamous Smoot-Hawley Tar-
iff of 1930. This raised US tariffs to historically high
levels (an average ad valorem tariff of 41 per cent,

although tariff rates were already very high as 5 el
sult of the Tariff Act of 1922, the Fordney—McCumber
Tariff). Retaliation from US trading partpers quicklyf
followed, with the European countries giving Prefer:
ential tariff treatment to their colonies. The vAlye of
world trade declined by two-thirds between 1929 ang
1934, and became increasingly concentrated in cloge
imperial blocks. !

As in the pre-1914 period, international institutjopg
played no significant role in the governance of iney.
national economic matters. The League of Nationg
had established an Economic and Financial Organi:
zation with subcommittees on the various areas of
international economic relations. It enjoyed success
in the early 1920s in coordinating a financial recon;v
struction package of 26 million for Austria. It als(;
held various conferences aimed at facilitating trade
by promoting common standards on customs pro.
cedures, compilation of economic statistics, and sq
on. But the economic and political disarray of the
inter-war period simply overwhelmed the League’s
limited resources and legitimacy: the move to re:
store international economic collaboration awaited
effective action by the world’s leading economy,
the United States. This began with the passage by
Congress in 1934 of the Reciprocal Trade Agreements
Act (RTAA), which gave the president the author-
ity to negotiate foreign trade agreements (without
Congressional approval). The RTAA and the subse-
quent signature before 1939 of trade agreements with
twenty of America’s trading partners laid the founda-
tions for the multilateral system that emerged after
the Second World War (the reasons why US trade
policy changed so dramatically between 1930 and 1934
have been a focus of significant recent work in inter-
national political economy; see Hiscox 1999; Irwin
and Kroszner 1997).

» Misalignment of exchange rates contributed to the
problems of economic adjustment in the 1920s.

+ The world economy was already in recession before tariffs
were raised in the early 1930s—but higher tariffs
exacerbated the decline in international trade.

« States did not negotiate any significant institutionalization
of international economic relations in the inter-war
period.
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ﬁly thét emerged after the Second
as qualitatively different from any-

5 orary theorist of political economy, has
4 two fundamental principles that distinguish

f what Ruggie (1982), following Polanyi
erms embedded liberalism, and a commit-

to maintaining full employment, on the one
and an opening up of the domestic economy
for the restoration of international trade
nd investment on the other. The ‘embedding’ of
' ommitment to economic openness—the liberal
S —within domestic economic and political ob-
jectives was attained through the inclusion of provi-
ns in the rules of international trade and finance
at would allow governments to opt out, on a tem-
y basis, from their international commitments
should :these ‘threaten fundamental domestic eco-
omic objectives. Moreover, an acknowledgement
‘ktheJegitimacY of the principle that governments
hould give priority to the pursuit of domestic eco-
- mic objectives was also written into the rules of
game. The adoption of the principle of embed-
liberalism was a recognition by governments that
international economic collaboration rested on their
pacity to maintain domestic political consensus—
1d ‘that international economic collaboration was,
fundamentally, a political bargain. This recognition
 explains, for example, why the agricultural sector was
formany years excluded from trade liberalization: the
«domestic political costs for governments of negotiat-
. ingfreer trade in agricultural products were judged to
~ be so high as to jeopardize otherwise politically feasi-
ble trade liberalization in other sectors.
* ‘The institutionalization of international economic
cooperation is another fundamental change in inter-
national economic relations in the post-war period.
Neither in the period of relative stability of the pre-
- First World War gold standard era nor in the chaos
of the 1930s did leading economies create significant
international economic institutions. A commitment
to-multilateralism is one of the defining character-
istics of the post-1945 order. For Ruggie (1992: 571),

The Study of Global Political Economy

multilateralism is not merely a matter of numbers—it
involves collaboration among three or more states,
not necessarily all members of the system—but it also
has a qualitative element in that the coordination of
relations is on ‘the basis of “generalized” principles of
conduct—that is, principles which specify appropriate
conduct for a class of actions, without regard to the
particularistic interests of the parties or the strategic
exigencies that may exist in any specific occurrence’. A
classic example is the most-favoured-nation principle,
with its requirement that products from all trading
partners must be treated in the same manner regard-
less of the characteristics of the countries involved.
This principle for the conduct of trade contrasts, for
example, with the largely bilateral trade agreements
of the inter-war years, where governments, rather
than applying a generalized principle to their trade re-
lations, discriminated in their treatment of individual
trading partners.

The commitment to multilateralism that devel-
oped in the late 1930s and during the Second World
War bore immediate fruit in the founding of the
Bretton Woods multilateral financial institutions: the
International Monetary Fund and the World Bank (see
Box 1.5). Note, however, that these global or universal
institutions, membership of which is open to all states
in the international system, are just one form of multi-
lateralism. For the whole of the period since 1945, but
especially since the mid-1990s, regional institutions
have also played an important role in international
economic (as well as security) affairs (see Ravenhill,
Chapter 6 in this volume). States have increasingly
enmeshed themselves in a dense web of multilateral
institutions.

The unprecedented rates of economic growth
achieved in the years after 1945 attest to the success of
the pursuit of multilateral economic collaboration in
this period. Global GDP grew at close to 5 per cent in
the period 1950-73. Although the recessions that fol-
lowed the oil price rises of 1973-4 and 1979-80, and the
debt crises that afflicted Latin America and Africa, con-
tributed to a slowing of growth in the quarter-century
after 1973, world GDP nonetheless grew at an average
of 3 per cent per annum, a faster rate than during any
period before 1945 (Maddison 200r1: 262, table 8-19).
Moreover, world trade grew more rapidly than world
production: world exports expanded by close to 8 per
cent per annum in the years 195073, and by 5 per cent
annually in the subsequent twenty-five-year period
(Maddison 2001: 362, table F—4). The internationalized

13
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Bretton Woods

In 1944, the Western allies brought together their principal
economic advisers for a conference at the Mount Washington
Hotel in the village of Bretton Woods, New Hampshire, to
chart the future of the international economy in the post-war
period. The forty-four governments represented at what was
officially known as the United Nations Monetary and Financial
Conference agreed on the principles that would govern
international finance in the post-war years, and to create

two major international institutions to assist in the
management of these arrangements: the International
Monetary Fund; and the World Bank (formally known as

the International Bank for Reconstruction and
Development). For details of the discussions at the conference
see van Dormael).

These institutions and the rules for managing international
finance that were agreed became known collectively as the
Bretton Woods regimes. In 1947, a United Nations
Conference on Trade and Employment in Havana, Cuba, drew
up a charter (www.wto.org/english/docs_e/legal_e/havana_e.
pdf) for an International Trade Organization (ITO), to
complement the Bretton Woods financial institutions.
never came into existence, however—see Winham,

in this volume.

e [TO
apter 5

B

sector consequently grew in importance in most econ-
omies, with important implications for the balance of
domestic political interests on trade policy issues (see
Hiscox, Chapter 4 in this volume).

Aggregate rates of growth, however, disguised
substantial variations across different regions of the
world economy. The gap between rich and poor wid-
ened substantially (see Figure 1.1). In 1500, little differ-
ence had existed in per capita incomes across various
regions of the world. Incomes per head in the United
States did not exceed those of China until the second
quarter of the eighteenth century. By the third quar-
ter of the nineteenth century, however, a marked gap
had developed between incomes per capita in the
United States and Western Europe on the one hand,
and those of the rest of the world. Per capita incomes
in Africa and in most parts of Asia stagnated (and in
China actually regressed for a century). Despite the
economic turmoil and slower rates of growth of the
inter-war years, the absolute gap between the indus-
trialized economies and the rest of the world con-
tinued to widen: the divergence increased rapidly in
the post-1945 era. Only a handful of previously less
developed countries (LDCs), mostly in East Asia,
made significant progress in closing the gap. Africa,
meanwhile, became increasingly detached from the
globalizing economy: its exports, measured in can-
stant prices, barely expanded in the years between 1973
and 1990. The poor export performance contributed
to falls in per capita income that occurred in the ma-
jority of years between 1973 and 1998. By the latter
date, the average per capita income in Africa was no

more than Western Europe had experienced in 1829
(all data drawn from Maddison 200r1). Growing inter-
national inequality has been a fundamental part of the
modern globalizing economy (see Wade, Chapter 1,
in this volume).

Another defining characteristic of the POst-1945
international economy was the growth in the number
of transnational corporations (TNCs) (also referred
to in some chapters of this volume as multinational
enterprises). A growth of significant private economic
enterprises with international operations had accom-
panied the emergence of the modern world economy
in the fifteenth century. These, however, were primar-
ily trading companies, such as the East India Company,
specializing in moving goods between national mar-
kets. And when foreign investment took off in earn-
est, in the half-century before the First World War, the
vast majority of it was portfolio investment—that is,
investment in bonds and other financial instruments
that did not give investors management control over
the borrowing company. Companies that engaged in
foreign direct investment—that is, the ownership and
management of assets in more than one country for
the purposes of production of goods or services (the
definition of a TNC)—were relative rarities before
1945 (with some notable exceptions, such as the major
oil companies and IBM). In the post-Second World
War years, FDI took off, and has grown more rap-
idly than either production or international trade (see
Thun, Chapter 11 in this volume).

The TNC has become the key actor in the globaliz-
ing economy. By 2009, it was estimated that there
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e 82,000 TNCs in operation, controlling more than
,000 subsidiaries worldwide (UNCTAD 2000b: 18).
y 2011, the global stock of FDI amounted to about s20
illion, and the value added by TNC subsidiaries was
0 about 10 per cent of the world’s GDP. More-
le by the subsidiaries of TNCs were nearly
ouble the total value of world trade: an estimated
on (UNCTAD 20124: 23). Whereas in the pe-
before 1960, the vast majority of FDI and TNCs
om the United States, in subsequent years the
-an presence has been supplemented by cor-
ations with their headquarters in Europe, Japan,
orea, and increasingly, in less developed countries
123 Brazil, China, and India (for further discussion,
é@chken 2003). Sovereign wealth funds have also be-
1€ major sources of foreign investment.
activities of TNCs, in turn, have fundamen-

ar, the composition of trade has changed dra-
ly since 1945. Whereas in the inter-war years
1€ composition of trade differed little from that of
}%ﬁ revious centuries—that is, it was based on the ex-
ge of raw materials and agricultural products for

manufactured goods, since the post-war reconstruc-
tion of Europe and Japan, the principal component of
trade has been the international exchange of manufac-
tured goods. At first, this trade was primarily among
the industrialized countries. In many instances, it in-
volved intra-industry trade, that is, the international
exchange of products from the same industry. For
example, intra-industry trade occurs when Sweden
exports Volvo cars to Germany and imports BMW
vehicles from Germany. As this example suggests,
product differentiation by brand name often provides
the basis for intra-industry trade, and bears little re-
semblance to the comparative advantage-based expla-
nation for trade that underlies conventional economic
theory. In the last quarter of a century, the growth in
intra-industry trade has occurred not so much in the
exchange of finished products but of components
that are often moved across several national bounda-
ries before assembly and then exported to their final
markets—a process that economists have termed the
‘fragmentation’ of production.

This change in the composition of world trade
has been associated with the growing role of TNCs.
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They now account for two-thirds of global trade:
trade among the various subsidiaries of TNCs—that
is, trade within the same firm—constitutes fully a
third of all world trade.

Since the 1980s, in particular, less developed coun-
tries have also been integrated into the international
production networks led by TNCs (see Thun, Chap-
ter 11 in this volume). An increasing number of devel-
oping countries have changed the structure of their
tariffs to give preference to the processing and assem-
bling of components that are subsequently exported.
The World Trade Organization estimates that such
processing activities account for more than 8o per
cent of the exports of the Dominican Republic, close
to 60 per cent of the exports of China, and nearly
50 per cent of the exports of Mexico (WTO 20004).
This participation in global production networks is
the most significant factor in a dramatic change in
the commodity composition of the exports of less
developing countries. Contrary to some popular
impressions, by the end of the 1990s, manufactured
exports constituted 70 per cent of the total exports
from the developing world. The share of manufac-
tures in their exports had increased threefold since
the end of the 1970s (UNCTAD 200r1: xviii).

Reference to these less developed economies
provides a timely reminder of another dramatic
change in international economic relations since
1945—a huge augmentation in the number of
independent states in the system. As noted in
Box 1.5, only forty-four countries were represented
at the Bretton Woods conference, which was domi-
nated by the industrialized countries of Europe and
North America, but also included a few of the long-
independent countries of Central and South America.
Within two decades, almost all of the colonies of
the European countries had gained their independ-
ence. This development had profound implications
for the international system. One was simply the
consequence of an increase in both the number of
states and in the diversity of the international com-
munity: the number of states in the system more
than doubled. Collaboration in international eco-
nomic relations and the management of ‘various di-
mensions of this collaboration became increasingly
complex, illustrated very clearly in the trade sphere
by the difficulties in negotiating the Uruguay and
Doha Rounds of WTO talks (see Winham, Chapter s
in this volume, for details of these discussions; and
Aggarwal and Dupont, Chapter 3, for a discussion of

the problems that larger numbers pose for collabg
ation). The growth in the number of less develope
countries also brought institutional change, mqgf
notably in the foundation of the United Natiopg
Conference on Trade and Development (UNCTAD")
in 1964. And the new arithmetic in the internatiop,
system generally, and particularly within the Unigeg!
Nations system, contributed to a change in intep
national norms with the adoption, first, of decolq:
nization (Jackson 1993), and then of development 5 as
core norms of the modern system. 3

Another defining characteristic of the conten
porary system contributed to the enshrining of
the development norm—the vast expansion i
the number of non-governmental organizationg
(NGOs), mary " of which were focused on the alle.
viation\ of/ poverty (for further discussion of this
topic, see the chapters in this volume by Wade ang:
Phillips). NGOs have also been prominent in global’
environmental affairs (see Dauvergne, Chapter 14in’
this volume) and, increasingly, in international trade,
Relations between industrialized and less developed}
countries, and issues relating to global poverty ang
inequality, emerged as an important dimension of
the study of international political economy, the!
evolution of which is discussed in the next section
of this chapter.

KEY POINTS

The post-war international economy was qualitatively ~* i
different from anything that preceded it, on several
dimensions: 4

. states made a commitment to multilateralism, reflected '
in the construction of institutions at the global and
regional levels; !

+ the world economy grew at unprecedented rates after
|945—the internationalized component of economies 2
became more significant as trade and foreign investment 3
grew more rapidly than production; 3

« TNCs and foreign direct investment (FDI) emerged as
key agents in the process of internationalization; 4

« the composition and direction of international trade
changed dramatically, with intra-industry trade among
industrialized economies constituting the vast majority of 2

aggregate world trade; and

« the number of countries in the international system rose j
el
substantially. :
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and internationally on the pursuit of the Vietnam
War. In August 1971, a new era of instability in the
global economy was ushered in when the Nixon
administration unilaterally devalued the dollar (for
further discussion, see Helleiner, Chapter 7 in this
volume). In doing so, it set in train events that were
to end the system of fixed exchange rates, one of the
pillars of the Bretton Woods financial regime.
The new instability in international finance re-
inforced perceptions that the global economy was
about to enter an era of significant upheaval. Com-
modity prices had rise ubstantially in the early 1970s;
Western conceips #bout the future availability and
pricing of raw miaterials were compounded by the
success of the Organization of the Petroleum Export-
ing Countries (OPEC) during the Arab-Israeli war
of 1973 in substantially increasing the price of crude
oil. Less developed countries believed that they could
use their new-found ‘commodity power’ to engineer
a dramatic restructuring of international economic
regimes, a demand they made through calls at the
United Nations for a New International Economic
Order (NIEO) (see Phillips, Chapter 13 in this vol-
ume). Industrialized economies were already having
difficulty in coping with a surge in imports of manu-
factured goods from Japan and the East Asian newly
industrializing economies (NIEs), causing them to
Tevert to various discriminatory measures to protect

While the study of global political economy achieved a new
prominence in the 1970s, a variety of work in what would now
be recognized as the field of GPE was published much earlier
than this. A prominent example is Albert Hirschman’s (1 945)
study of Germany’s economic relations with its East European
neighbours. Much of the work in the field of development
economics that blossomed in the post-war period included a
significant focus on political and international components. And
the Marxist tradition of political economy remained vibrant,
particularly in Europe.

To confuse matters, the study of economics was known in
the eighteenth and nineteenth centuries as political economy
(see, for example, John Stuart Mills (1970), Principles

of Political Economy). The titles of some leading journals

in the field of economics—for example, the Journal of
Political Economy, first published in 1892—reflect this

older usage.
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their domestic industries, in disregard of their obliga-
tions under the international trade regime. In trade
and finance regimes alike, new pressures were causing
governments to seek to rewrite the rules governing
international economic interactions.

Atthis time of the greatest instability in international
economic relations since the depression of the 1930s,
inter-state relations in the security realm, which had
been the principal focus of the study of post-war inter-
national relations, appeared to be on the verge of enter-
ing a new era of collaboration. The United States was
winding down its involvement in Indo-China; Henry
Kissinger was negotiating détente with the Soviet
Union; and President Nixon'’s visit to China in 1972 ap-
peared to presage a new epoch in which China would
be integrated peacefully into the international system.
For many scholars of international relations, the tradi-
tional agenda of the discipline was incomplete, and the
preoccupation of the dominant, realist approach with
security issues and military power seemed increas-
ingly irrelevant to the new international environment
(Keohane and Nye 1972; Morse 1976).

The new turbulence in international economic rela-
tions prompted political scientists to take an interest in
a subject matter that had previously been left largely to
economists. It was not, as some commentators have
suggested, that international economic relations had
suddenly become politicized. Politics and asymmetries
in power had always underlain the structure of global
economic relations, seen, for example, in the content
of the various financial regimes negotiated at Bretton
Woods. Rather, what was novel was that the turbulence
of the early 1970s suggested that the fundamental rules
of the game were suddenly open for renegotiation.

Political scientists’ new interest in international
economic relations also coincided with the abandon-
ment by the economics profession of what had pre-
viously been taught and researched as institutional
economics: as the discipline of economics aspired to
more ‘scientific’ approaches through the application
of statistical and mathematical models, so it increas-
ingly abandoned the study of international economic
institutions. Political scientists discovered a vacuum
that they quickly filled: the field of global political

economy was born.

What is GPE?

Global political economy is a field of enquiry, a sub-
ject matter whose central focus is the interrelationship

between public and private power in the allocatio, §
scarce resources. It is not a specific approach or set gl
approaches to studying this subject matter (as we shal
see, the full range of theoretical and methodolog
cal approaches from international and COmparatiyg
politics has been applied to the study of i internatiopg
political economy). '

Like other branches of the discipline, GPE seeks
answer the classic questions posed in Harold D, [ 4«
well’s (1936) definition of politics: who gets what, wh,
and how? This definition explicitly identifies questions
of distribution as being central to the study of pohu 3
It also points implicitly to the importance of power.
the concept that is at the heart of the study of politicy
s\c1en;e—1n determining outcomes. Power, of course ¢
takés various forms: it is classically defined in termg
of relationships—the capacity of one actor to changs
the behaviour of another (Dahl 1963). But power‘
also exercised in the capacity of actors to set agen!
das (Bachrach and Baratz 1970; Lukes 1974), and tg
structure the rules in various areas of internation
economic relations so as to privilege some actors and
to disadvantage others (Strange 1988). :

Consider, for example, the international financil
regime. As the world’s largest economy (and single
most important market for many other countries in
the global system), the United States has been ablel
over the years, to exercise relational power: to forc!
changes in the behaviour of other countries—notabl
to accept changes in their exchange rates (as, for ex
ample, in the Nixon administration’s breaking of thé
fixed exchange rate between the dollar and gold, and
the forced appreciation of the North-East Asian
rencies against the dollar following the Plaza Accord
The rules of the international financial regime haw
also been structured so that they privilege the mor
economically developed states in the system: not o
do the wealthy industrialized economies enjoy more
votes within the IMF and the World Bank under thé
weighted voting system employed in the two majof
international financial institutions (IFIs) (Box 1.7)
but the industrialized economies (in part because of
arrangements they have negotiated among the:
selves) have also largely escaped the discipline impose
by the IMF on countries that run persistent balancé
of payments deficits. Until the recession of 2008-9
no industrialized country had sought assistance frof
the IMF since Britain and Italy did so in 1976. Despité
running huge deficits in its balance of payments, th&
United States has not been subject to IMF disciplin®
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emerging market and developing economies would double.
Voting power in the Fund would more closely reflect the
relative size of countries in the global economy,. The ten largest
members of the Fund would be the United States, Japan, the
four largest European economies (France, Germany, Italy, and
the United Kingdom) and Brazil, China, India, and the Russian
Federation. China would be the single largest beneficiary of the
redistribution, with its voting rights increased by 50 per cent.
The United States, whose weight in the global economy is
actually under-represented in its IMF voting rights, would retain
its veto power with slightly under 16,5 per cent of total votes
(for details of the new quotas and voting rights see http:/Avww.
imf.org/external/np/sec/pr/2010/pdfs/pr| 041 8 table.pdf). The
Executive Board would also be restructured with all Executive
Directors being elected; two European seats would disappear
to be replaced by two Directors from emerging economies. The
changes, which require approval of countries with 85 per cent
of the Fund’s voting rights were scheduled to be introduced by
the end of 2012. By March 2013, the requisite number of votes
had not been achieved: the US had not agreed to the proposed
reforms.

By convention, since the foundation of the two IFls, the

United States has nominated the president of the World Bank,
and (West) European countries the managing director of the
IMF: In an unusual move in 2000, however, the Clinton
administration in the US vetoed the German government's
first-choice nominee for the post of managing director of the
IMF. Although the appointment of the nominees is subjecttoa
formal vote within the Fund and the Bank, other members
have only the option of either voting for or against the
nominated candidate rather than proposing alternative

names. The dominance of the US and Europe in choosing the
CEO:s of the IFls has increasingly been contested: in the process
that led to the appointment of Christine Lagarde as Managing
Director of the Fund in June 201 |, however, developing
economies were unable to reach agreement on an afternative
candidate.

The Washington, DC location of the two IFis facilitates US
influence over their operations. For more detailed discussion
of the representativeness and accountability of the IFis, see
Woods (2003).

Unlike the IFls, the Geneva-based World Trade Organization
operates on the principle of one member, one vote, but its
members have never voted: decision-making is by consensus,
see Winham, Chapter 5 in this volume.
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because it can take advantage of the international ac-
ceptability of the dollar and print more money to fi-
nance its trade deficits.

Besides a focus on questions of distribution and
of power, two of the fundamental concerns of po-
litical science, students of global political economy
have also been preoccupied with one of the central
issues in the study of international relations: which
conditions are more favourable for the evolution of
cooperation among states in an environment where
no central enforcement agency is present? For many
observers, this problem of ‘cooperation under anarchy’
is even more pertinent in the economic than in the se-
curity realm. This is because greater potential exists in
the economic sphere, particularly under conditions of
interdependence, for cooperation on a win-win basis,
but states have a considerable temptation to ‘cheat’
by attempting to exploit concessions made by others
while not fully responding in kind (see Aggarwal and
Dupont, Chapter 3 in this volume).

Much of the early GPE work in the 1970s and early
1980s, particularly in North America, married two of
these central concerns—the distribution of power
within the global economy, and the potential for states
to engage in collaboration. Conducted at a time when
many perceived US economic power to be waning,
this work focused on the link between hegemony and
an open global economy (see Box 1.8).

BOX |.8

Power and Collaboration

The theory of hegemonic stability suggests that international
economic collaboration in pursuit of an open (or liberal)
economic order is most likely to occur when the global economy
is dominated by a single power (because this country, the
hegemon, will have both the desire and the capacity to support
an open economic system—the dominant economy is likely to
benefit most from free trade; moreover; its relatively large size
will give it leverage over other states in the system). Theorists
pointed to the experience of the mid-nineteenth century, when
Britain was the hegemonic power, and to the period of US®
dominance from 1945 to 1971, as demonstrating the relationship
between hegemony and an open world economy. In contrast, the
inter-war period, when no single country enjoyed equivalent
preeminence, was characterized by a breakdown in international
economic collaboration. The decline in the relative position of

Approaches to the study of global
political economy

Following the publication of Robert Gilpin’s (1987).
magisterial overview of the then emerging field of
global political economy, most introductions to the
subject have identified three principal categories of the
oretical approaches to GPE. In Gilpin’s original term;
nology (he changed some of his labels in the updateq §
version of his book: Gilpin 2001), these were libera]. |
ism, nationalism, and Marxism. Of these three labes -
only liberalism has been used universally in other cat
egorizations. Other writers have substituted statism_
‘mercantilism’, ‘realism’, or ‘economic nationalism’;
for nationalism. The approaches that Gilpin subsumeg
under the label Marxism have variously been identi:
fied as ‘radical’, ‘critical’, ‘structuralist’, dependency
‘underdevelopment’, and ‘world systems’. ,

In itself, the use of a variety of labels points to one |
of the problems with the ‘trichotomous’ categoriza.
tion of approaches to the study of GPE: the (some-
times misleading) lumping together of substantially
different perspectives within a single category. More- |
over, the trichotomous categorization does not
capture the wealth of methodological and theoreti-
cal approaches used in the contemporary study of}
GPE, or provide an accurate signpost to the breadth!
of fascinating questions that currently preoccupies $8

the US economy in the 1960s, following the rebuilding of the
Western European and Japanese economies, appeared to
coincide with renewed closure (a rise in protectionism in

response to imports from Japan and the East Asian NIEs) and th
general turbulence in global economic regimes noted above.

Subsequently, however, the hegemonic stability argument was
undermined both by trends in the real world and by new
theoretical work. In the 1990s, countries extended their
collaboration on international economic matters, especially in
trade, despite a relatively more even dispersion of economic
power in the global system.

For statements of the hegemonic stability argument, see
Kindleberger (1973) and Krasner (1976); for alternative
theoretical perspectives see Keohane (1984, 1997), Snidal
(1985b), and Pahre (1999). For further discussion, see Aggarwal
and Dupont, Chapter 3 in this volume.
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e“'al'cheIS in the field. For these reasons, we do not
. cuch conventional categorization in this book.
common is the trichotomy in introductions to
PE; however, that it is worth investing a little time
derstanding the underlying foundations of the
categorization. Matthew Watson’s chapter in this vol-
‘ume examines the historical origins and subsequent
intellectual lineage of the principal theoretical per-
spectives on GPE.

Much of the best work in global political econ-
o;ny in recent years has been less concerned with
rescription than with explanation—for example,

ifferences in political institutions shape policy
,and why some sectors of the economy
more e successful than others in seeking protec-
n (see ‘Hiscox, Chapter 4 in this volume); why it is
ier for states to collaborate on some issues rather
an others (see Aggarwal and Dupont, Chapter 3
this volume); why states have increasingly pur-
ed trade agreements at the regional instead of the

g al level (Ravenhill, Chapter 6 in this volume);

why states have been unable to agree on an effective
e for dealing with international debt (Pauly,
Chépter 8 in this volume); and why some global
vironmental regimes are effective while others
e not (Dauvergne, Chapter 14 in this volume). Of
irse, policy prescriptions often follow from such
theoretically informed analysis, and they are far
more specific than those of the ‘get the state out of

 the market’ variety.

e the early 1980s, the study of global political

: economy has been enriched by the application of a
— diverse array of theoretical and methodological ap-

proaches, but neither their subject matter nor the
methodologies employed allow easy categorization.

- Take, for example, the role of ideas in shaping policy
~ agendas, in helping states to reach agreement in vari-

ous international negotiations, and in legitimizing cur-
rent economic, political, and social structures. Ideas

 have been the central focus of work firmly within the

Marxist tradition, which builds on the arguments of
the former Italian communist party leader, Antonio
Gramsci, on how ideas help ruling classes to legitimate

~ their domination (Cox 1987; Gill 1990). But ideas have

alsobeen pivotal to quite different approaches, drawing

~on the work of the German sociologist, Max Weber.
Work from this perspective examines the role that

ideas play in defining the range of policy options that

: governments consider, and in providing a focal point
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for agreement in international negotiations (Hall 1989;
Goldstein and Keohane 1993; Garrett and Lange 1996).
Also derived from Weberian analysis are constructivist
approaches, which emphasize the significance of ideas
in constituting actors’ perceptions of their interests
and identities, rather than taking these for granted—
examples of the application of constructivist analysis
to IPE include Colin Hay (Chapter 10 in this volume),
Haas (1992), Hay and Rosamond (2002), Burch and
Denemark (1997), Abdelal, Blyth, and Parsons (2010).
And cross-fertilization has occurred across different
approaches—for example, the Gramscian idea of he-
gemony has been used by writers from a non-Marxist
perspective, such as Ikenberry and Kupchan (1990),
and finds resonance in Joseph Nye’s' (1990) concept of
‘soft’ power.

Likewise, turning to methodology, we find similar
methods employed by scholars from dramatically dif-
ferent theoretical traditions. Consider rational choice
approaches, for example. Since the mid-1990s, ra-
tional choice has dominated many areas of the study
of political science, particularly in universities in the
United States. Its origins lie in economic theory; the
focus is primarily on individuals, the factors that lead
them to choose preferred courses of action, and how
strategic interaction generates uncertainty. In GPE,
rational choice analysis has been prominent in the re-
cent study of why international institutions, including
the European Union, take particular forms, what the
effects of institutions are, and why some institutions
survive longer than others (Frey 1984; Martin 1992;
Garrett and Weingast 1993). Vaubel (1986, 1991) has
applied rational choice analysis in an examination of
the behaviour of the officials of the IMFE. Such work
is very much in the mainstream of contemporary
political science. But rational choice methods have
also been applied by theorists working within the
Marxist tradition—for example, Roemer (1988), and
Carver and Thomas (1995).

Although rational choice methods have become
dominant in some circles within North American
political science, a large number of scholars of GPE
would find it difficult to accept the argument of one
proponent of rational choice methods that GPE ‘is
today characterized by growing consensus on theo-
ries, methods, analytical frameworks, and important
questions’ (Martin 2002: 244). Diversity in ontology,
epistemology, and methodology continues to char-
acterize the international study of global political

21




22

John Ravenhill

BOX 1.9

Epistemology, Ontology, and Methodology

Epistemology addresses the issues of what knowledge is and
how it is acquired. Ontology is the study of being, addressing
the question of what is there, what are the essential features
of an object. Methodology refers to a procedure or set of
procedures used to study a subject matter.

economy (see Box 1.9). Many scholars find this rich
mix of theories and methodologies a cause for cel-
ebration rather than concern. This is certainly the
view of the contributors to this volume, which re-
flects much of the current lively debate in the study
of GPE.

The first part of this volume looks at some of the
approaches that have addressed the key concerns of
theorists of GPE: what conditions are most conducive
to the emergence of collaborative behaviour among
states on economic issues, and what are the determi-
nants of the foreign economic policies of states? It then
examines the evolution of trade relations, first at the
global and then at the regional level. Chapter 7 reviews
the development of the global financial regime since
1944; the following chapter addresses the causes of
financial crises and the reasons why international
collaboration to date has been ineffective in devising
strategies to combat them.

The chapters in the second half of the book exam-
ine various aspects of the debate about globalization:

0 QUESTIONS

whether in fact the contemporary economy is gjq
and whether it differs, qualitatively or quantitatjy;
from previous eras of economic interdependen g
the role of production networks in driving globgj;,
tion; the consequences of enhanced globalizatiop fo
the policy options available to states; the impact f
globalization on world poverty and inequality; hgy
globalization has changed the relations between i
dustrialized and less developed economies; and {
impact of globalization on the environment. ‘

KEY POINTS

» The field of global political economy emerged in the eady b |
1970s in response to developments in the world
economy, in international security, and in the study of
economics and international relations.

» GPE is best defined by its subject matter rather than asa 5
particular theory or methodology.

+ Approaches to the study of GPE have conventionally bee
divided into the three categories of liberalism, nationalism
and Marxism.

« This trichotomous division is of questionable contemporary ®
utility because of the variation in approaches included
within each of the three categories.

« The contemporary study of GPE is characterized by the
application of a wealth of theories and methodologies.

+ Most of the contemporary work in GPE focuses on
positive theory: that is, attempting to explain why things I
happen, rather than on policy prescription: g

What were the principal factors that determined the severity of the recession of 2008—-09?
In what ways did the recession of 2008-09 change global economic governance?
What were the principal features of the classical period of mercantilism?

What were the reasons for rapid economic growth in the nineteenth century?

How did the gold standard operate automatically to bring the payments position of countries into equilibrium? 2

What are the defining characteristics of the post- 1945 world economy?
What factors led to the emergence of IPE as a significant field of study?
What is GPE?
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What are the main weaknesses with the traditional threefold categorization of approaches to GPE?
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his chapter focuses on the historical origins and the subsequent intellectual lineage of what are
eneral z considered to be the three core theoretical positions within contemporary global politi-
_economy (GPE). At the very least, these three positions—realism, liberalism, and Marxism—

mportant in general, because it reminds the student of any subject field that contemporary
e};s_picgvesi are part of a longer tradition of thought. It is even more important in GPE because
i t_rquttory textbooks tend not to rework its historical roots from scratch. Instead, they often

n opulist intellectual histories, where the politest thing that can be said about the ensuing
ere GPE came from is that it is overly simplified. The problem in this respect is that the
,; ,rn-?ifay’ variants of realism, liberalism, and Marxism are treated as the authoritative ones, with
'Oﬁgigi_al statements of those positions then being fitted to their closest modern-day equivalent.
i ugh, is to read the history of ideas the wrong way round. By taking the alternative option of
ying to present students with a clear idea of exactly what divided the main theoretical positions in
ﬂte'_*p”ér‘a GPE at their point of origination, this chapter provides important contextual evidence
OUt the way in which those positions have subsequently evolved into their modern form. The
| at it is possible to collapse a number of the rigid lines of demarcation that are drawn in
Ory textbooks between competing theoretical positions in GPE, while also identifying the
l.propositions that did most to divide the eighteenth- and nineteenth-century precursors so

T
0 compare them with today's accounts of those positions. Through this process it will be shown
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that no straight lines exist linking Listian nationalist political economy to contemporary GPE realism,
the Smithian system of natural liberty to contemporary GPE liberalism, or even necessarily Marxian
political economy to contemporary GPE Marxism. Each of the classical positions contains formative
intellectual assumptions that were unique to its own time, and the same is also true of each of the

modern-day positions.

Introduction

The purpose of this chapter is to provide a broad over-
view of the subject field of GPE as a whole, but with-
out simply repeating the introductions to the field that
dominate other textbooks. Indeed, those introduc-
tions will often appear in the pages that follow as ob-
jects of criticism. I take issue with them primarily for
their lack of attention to GPE’s historical roots, and
for allowing this to contribute to the reproduction of
a number of important misreadings of the paths from
foundational political economy debates to where GPE
is located today. My aim is to question the account of
the three main theoretical positions through which
introductions to GPE are typically taught—realism,
liberalism, and Marxism—and to urge students to go
beyond these accounts and explore for themselves the
specialist history of economic thought literature that
offers alternative perspectives on those positions.
There is what might be called a “textbook GPE’, then,
which usually provides a student’s first exposure to the
subject field. Yet there are also other ways of learning
about theoretical traditions in Global Political Econ-
omy. I will reveal my hand straightaway by declaring
my preference for these other ways, especially for the
objective of uniting GPE with the study of the histori-
cal roots of its dominant theoretical traditions. GPE and
the history of economic thought are generally treated
as being two completely separate practices, but there is
no good reason why this should necessarily be the case.
This chapter should therefore not be read as if it
were a direct substitute for usual introductory text-
book chapters on GPE theory, because I am attempt-
ing to do something quite distinct. Itis, of course, very
important that students become aware of the standard
textbook account of how modern-day GPE realism,
liberalism, and Marxism differ from one another, as this
will be the type of scholarship that they will encounter
more and more as their studies progress. It is also im-
portant, though, to understand how these modern-day
positions may be somewhat less than faithful to the
arguments from the history of political economy to

which they purportedly express filiality. For instang
the analytical ends to which modern-day liberals ,
the eighteenth-century political economy concept ,;
‘market’ often look completely different to how the
eighteenth-century scholars used it. It is also possibg
to identify a shared commitment across the centun‘
for liberals to talk about an abstract ‘economic maf,
but the meaning of that abstraction differs markedjy
between the eighteenth century and today because dif
ferent behavioural characteristics are imputed to it,

Critically-minded students therefore have much t
gain from learning about the tendency for the threg
main theories of GPE to have become detached n
their historical moorings. All is not necessarily as cleag
and as clear-cut in the intervening history as is so often;
suggested in the introductory textbooks to the field}
The textbooks focus overwhelmingly on the charactet
of the modern-day positions of realism, liberalism, and
Marxism, as well as on what modern-day proponent
of those positions say about their debts to classic intes
ventions in the history of their field. My focus, in thé
first instance, is on those interventions themselves, th
arguments that their authors made in their own words
and how they have subsequently been understood :
the specialist history of economic thought litera \'
Combining the two might well bring GPE and the his}
tory of economic thought together in fruitful ways. =

Teaching Global Political Economy 'f
through the Textbooks ;
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first studied international relations (IR) courses.
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as being one of the first generation of IPE schola
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fields (Gill and Law 1988; Onuf 1997; Pearson
‘Rochester 1998; Dash et al. 2003). It was forged
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Woods system of international economic
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1987; Frieden and Lake 1995; Grieco and Ikenberry
2003). That system had brought seemingly unparal-
leled stability to the economies of the Western alli-
ance. Marshall Aid had allowed the US to recycle its
massive post-war trading surpluses while also simul-
taneously allowing countries in Western Europe and
East Asia to fast-forward the process of economic re-
construction through securing extremely high growth
rates and employment rates. From the perspective
of the disturbances of the 1970s, the immediate post-
Second World War era looked like a ‘golden age’ of
almost limitless economic possibilities (Kitschelt et al.
1999). Given such a context, the task that the early
GPE scholars set themselves was how to envision the
conditions of renewed systemic stability (Murphy and
Tooze 1991: 17).

This intimate connection between the birth of GPE
and the onset of what seemed to be qualitatively new
economic conditions made it possible for the early
GPE scholars to pay something less than full attention
to the implications of the history of political economy
for their new subject field. After all, developments
within the most recent phase of the modern world
economy could be said only to require the most up-to-
date methods and approaches from the existing aca-
demic literature. 1970 represents an important birth
date for GPE, then, in two distinct ways. It not only
provided the early GPE scholars with a set of concrete
historical facts for them to try to explain. It also pro-
vided them with some dominant theoretical construc-
tions to organize the attempt to make sense of the
surrounding world. Looking back from today, GPE’s
birth date provided the subject field with two very im-
portant originating biases. The contextual assumption
of foregone stability continues to cast a large shadow
over contemporary GPE, providing a means of distin-
guishing normatively between the work of those who
are willing to suppress the possibility of a new social
order in the interests of international economic stabil-
ity and the work of those who are not. Equally, the
approaches that were just coming to prominence in
GPE’s parent field of IR in the early 1970s—primarily
rational choice theory—continue to provide the basis
for methodological disputes in GPE today.

Such disputes have been given their most impor-
tant airing in recent times in Benjamin Cohen’s Inter-
national Political Economy: An Intellectual History. It was
not so much the contents of the book as the fact that
he specifically put pen to paper to write it that made
so many GPE scholars take notice of it. Had it been
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written by a lesser figure within the field it is unlikely
that so many people would have felt the need to en-
gage with it. Cohen is, it should go without saying,
a doyen of GPE: he has been writing in the field al-
most since its 1970 birth date and is a highly respected
figure for the insights that he has brought to bear on
the subject. Under anyone else’s authorship the book
would almost certainly have included Cohen himself
as the eighth of the all-important first generation of
GPE scholars.

As it is, Cohen identifies competing American
School and British School traditions within the field
and places a ‘follow-my-leader’ interpretation on his
explanation of how the influence of seven formative
figuresin GPE still shapes the division between the two
schools (Cohen 2007). In a deferential act he refers to
these figures as the Magnificent Seven (Cohen 2008:
10), intellectual entrepreneurs who laid the methodo-
logical foundations for GPE in its earliest years. As
befits the subsequent distribution of GPE scholars to
their respective schools, five of these first-generation
trailblazers paved the way for the development of the
American School (Robert Keohane, Robert Gilpin,
Charles Kindleberger, Stephen Krasner, and Peter
Katzenstein), and two for the British School (Susan
Strange and Robert Cox). Cohen’s underlying point is
that, although all seven agreed that there was a need
for a new field to close the existing gap between Inter-
national Relations and International Economics, they
disagreed quite significantly about the precise form
that field should take (Cohen 2009). Keohane (2011: 37)
has subsequently written of the eclectic intellectual
interests that they used to bounce off each other, say-
ing that the earliest pioneers in the field were ‘neither
expecting nor wanting general agreement’. However,
while Cohen accepts that the disagreements were
what gave GPE its early vitality, still there was enough
agreement amongst the pioneers for two recognizable
but distinct groupings to form. The five Americans’
shared similar commitments about what constituted
good research; the two ‘Britons’ did likewise, albeit
along different lines.

Cohen’s most controversial claim is that what has
emerged over time is an American School that prides
itself so much on its scientific method that this is will-
ingly traded for the realistic nature of its underlying
concepts and for its broader applicability to political
debates about the content of world economic order;
this coexists in his opinion with a British School that is
so attentive to its normative method that it generally

overlooks the need for empirical testing or the desid ;
to generate replicable results (Cohen 2007). As ; ing
similar account of what divides GPE written Somg
years earlier by Craig Murphy and Douglas Nejg
(2001), Cohen’s American School has a much more o
stricted scope of study and a much narrower definitig
of what counts as political in GPE. Members of th
British School, by contrast, tend to rule out not ing
a priori as a feasible object of study if it can be shoyg
that it relates to a site of human agency that has sopy
demonstrable impact on economic life chances, Ty
objective of such studies is to show how the undery
ing structure of society both nationally and globaj
produces distributional consequences worldwidg
By contrast, the third generation of the Americy
School is more likely to focus solely on issues of policy
formation, studying the success that particular actoy
have had in embedding their interests in internationg
economic agreements and how they have shaped mg ;
ket relationships accordingly. This applies equally 4
the achievemenit of national objectives by actors wig
work at the level of the state and to the maintenang
of effective international institutions by actors v ho
work at the level of global governance.

Much depends in this respect on the wﬂhngnesst
work within the restrictions of rational choice theoy
(a point made even more forcefully by Murphy asf
Nelson). The third generation of American Schod
authors holds methodological preferences that ap
pear to be ideally adapted to the embrace of rations
choice theory. The abstract assumptions of utility
maximizing behaviour provide them with the degre
of replicability and predictive capacity in their resulg
that they treasure so highly. By remaining loyal to whz
Jonathan Kirshner (2011: 205) has called a *hyper-ratio
alist’ mode of explanation, a seemingly rigorous bast
is provided on which to claim that a particular type
policy will always be selected in certain circumstance§
either because it reflects the generic enactment of self
interest that will always be in play, or because this is the
type of policy consistently produced in similar circurd
stances in the past. .

British School scholars have generally been mud
less sympathetic to the encroachment of rationd
choice theory within GPE. Their concern is that ti
theory itself attempts to naturalize a specific concef
tion of economic agency: one that is institutionall
suited only to life lived within generally free mark
economies. To adopt that approach, they argue.#
akin to turning GPE into an element of the free mark
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hegemony that the subject field’s scholars might oth-
erwise wish to critique. It is simply not possible from
this perspective to gain sufficient autonomous theo-
retical space to comment on the political structures
of world order if the theory being used itself both re-
flects and reinforces those structures (Cox 1981).

Cohen’s self-confessed aim in describing the in-
creasing divergence of three generations of Ameri-
can and British School scholarship is conciliatory. He
sees himself very much as a bridge-builder, praising
the American School for its commitment to scientific
rigour but equally praising the British School for its
focus on the bigger picture of why world economy
dynamics impose themselves on life chances in the
way they do. Mutual recognition of these competing
strengths, he suggests, makes it much more feasible
that GPE scholars might begin the profitable search
for what exists in the intellectual space lying between
the two schools.

However, Cohen’s intervention itself creates im-
pediments to adjudicating between these very differ-
ent methodological claims on the basis of how well
they correspond to the history of political economy.
By writing the history of GPE specifically through the
work of seven pioneering scholars of his own time,
it becomes very difficult to bring back into the equa-
tion any preceding intellectual history. None of the
Magnificent Seven was academically active to any
obvious degree before 1970, which tends to position
1070 as the effective beginning of history as far as GPE
is concerned: a Year Zero, if you like. Yet this was a
time at which rational choice theory was already be-
ginning to make serious inroads into GPE’s parent
discipline (Blyth and Varghese 1999). In other words,
writing GPE'’s history in this way has the effect of
locking it to the very modern predilection for viewing
the world through the eyes of rational choice theory.
This was not a theory that was in any way prominent
when GPE’s longer term roots were being laid down
in alternative forms of political economy scholarship
in the eighteenth and nineteenth centuries, but the
subsequent emphasis on the modern does provide a
means of reinterpreting the older political economy

 scholarship as if it spoke directly to the concerns of

rational choice theory. The realism, liberalism, and

Marxism of the GPE textbooks are cut off from their
:l_Onger term historical roots precisely to the extent to
‘Which they are incorporated into an academic agenda
ak‘?"‘@YWholly permeated by the influence of rational

Oice theory.

The biggest problem with this, to my mind, is
not the fact that these changes have occurred per se,
because theoretical perspectives are always likely to
evolve, if only under the influence of the changing
concrete circumstances that they are trying to ex-
plain. Rather, it is the fact that these changes have
occurred without significant reflection on their ori-
gins from either the advocates or the detractors of
the distinctively modern approaches. Rational choice
theory has not materialized out of thin air, fully
formed and merely awaiting incorporation into GPE,
but has its own specific intellectual history. Its promi-
nence in the other social sciences mirrors the effects
of the so-called Formalist Revolution in economics
in the 1940s and 1950s, through which the logical form
that was used to express explanatory arguments was
first allowed to take precedence over their economic
content (Blaug 1999). This was the time when the
leading edge of economics initially began explicitly
to be modelled as a mathematical science, with the
mathematical tractability of the implied economic
relationships considered to be more important than
whether or not those relationships had genuine eco-
nomic meaning. Deirdre McCloskey (1990: 223) has
called this the rise of ‘blackboard economics’. The
hyper-rationalist individual who instinctively maxi-
mizes utility is perfect for such an exercise, because
this individual is mathematically tractable rather than
genuinely economic.

Terence Hutchison (1998) has argued that McClo-
skey’s blackboard economics deserves the methodo-
logical label of ‘ultra-deductivism’. This is to stipulate
a number of first-principle behavioural characteristics
and then to read off all actual economic behaviour
from those characteristics by treating them as unchal-
lengeable axioms of conduct. None of the founders of
the positions that have evolved into modern-day GPE
realism, liberalism, and Marxism adopted anything
approaching ultra-deductivism as their leitmotif. This
was a development most closely associated with the
work of the English economist, Nassau Senior, in the
1820s. He first began to write about an abstract persona
who has evolved into the ‘economic man’ that is today
so familiar from rational choice theory. Senior was also
the first to treat this abstract persona as the basis of
economic enquiry, thus creating a competitor to the
prior concern for understanding the individual relative
to the concrete historical circumstances of his or her
constitution. The emergence of neoclassical econom-
ics through the Marginalist Revolution of the 1870s
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BOX 2.1

Neoclassical Economics and the
Marginalist Revolution

Neoclassical economics focuses almost all of its attention on
instances in which behaviour can have a rational calculus of costs
and benefits imposed upon it. The aim is to use this calculus to
offer an ostensibly detached, objective description of economic
events that matches the standards of scientific rigour by being
cleansed of the disruptive influence of philosophical debate
(Schumpeter 1954/1994). The analyst is thus supposedly able to
comment on economic affairs from beyond the boundaries of
his/her own particular world view. Such concerns relegate the
significance of clear normative position-taking, thus providing
economic enquiry with a technical veneer. The methodologist of
economics, John Neville Keynes, once distinguished between the
‘science’ and the ‘art’ of economics, in order to emphasize that
economists’ attempts to engage in methodologically rigorous
enquiry (the science) must also be set within the context of
explicit acknowledgement that all economic enquiry is always
undertaken with specific purposes in mind (the art) (Keynes
1891/1970). David Colander has recently picked up on this
distinction to suggest that the current dominance of neoclassical
theory has led to the disappearance of the ‘art’ of economics
(Colander 2001). Economic theory always proceeds according to
preconceived social ends but, in trying to emphasize the purely
technical prerequisites of modern theory, this is something that
neoclassical economists typically attempt to disguise.

Historically speaking, neoclassical economics is itself a complex
amalgam of positions that possess a familial resemblance but
otherwise have different theoretical emphases (see Watson

2005: ch. 2). There are even three distinct starting points for .
neoclassical theory in the Marginalist Revolution of the 1870s; i
be found in the contrasting work of William Stanley Jevons
(1871/1970), Carl Menger (1871/1950), and Léon Walras v
(1874/1984). As these three worked out of Manchester, Vienpia g
and Lausanne, respectively, there were rival English-speaking, . :
German-speaking, and French-speaking traditions of neoclassical
economics right from the start. However, despite these g
differences, all three traditions have a similar core in a recogni
way of thinking, all emphasizing what they took to be the

distinctively economic behavioural characteristic of maximizationd
This was economizing behaviour in the literal sense of the word &
seeking to make the most of whatever means were at hand.

The earliest neoclassical economists disagreed on what the
individual would attempt to maximize. Jevons contrasted pleasyre
and pain to say that the maximization of utility mattered most;
Walras emphasized the experience of scarcity constraintsto
suggest that the individual would focus on maximizing ‘rareté’: 4
whereas Menger allowed his economic agents to maximize %
anything they set their minds on. The important point for current;
purposes, though, is not what each thought people maximized %
but the fact that they each used the technique of trying to isolates
economic decisions taken at the margin. This allowed for the :
identification of optimal strategies within the context of

equilibrium models, as well as for the later insertion of the !
rationality assumption to explain how the individual might come
to know instinctively exactly what the optimal strategy is in any se
of circumstances. These features of the early neoclassical
economists' work remain visible today in the research of Cohei'i'§_
third generation of American School GPE. 3

began to popularize such a shift, but it was not truly
cemented until the culmination of the Formalist Revo-
lution some four decades later (see Box 2.1).

» The presentation of realism, liberalism, and Marxism
specifically as ideologies is itself evidence of the
transformation of the original positions from how they were
first formulated in the eighteenth and nineteenth centuries.

» The move towards rational choice theory-inspired
variants of GPE realism, liberalism, and Marxism mirrors
prior changes in economics orthodoxy.

» The recent spate of publishing on the American and
British Schools of GPE has crystallized the debate about
the extent to which rational choice theory should set the
methodological parameters of the subject field.

GPE Realism and the Nineteenth-
Century Nationalist Political 1
Economy Tradition

The fact that scholars even consider it worthwhile
teach realism as one possible basis for GPE reved
something potentially interesting about the subjet
field’s origins. Realism, of course, is a standard thé
oretical approach in IR, but a fair degree of creati®
licence is then required to transpose it into a readi
recognizable political economy approach. In and o
itself, realism has no political economy content, eveé
if it can talk about matters of economic policy. Th8
aim of realist GPE is simply to explain how one st2%
seeks to impose its national interest at the expesS
of other states’ national interests in bargaining Si
ations that occur either bilaterally or multilater
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The overwhelming statism of
modern-day realist GPE

The intellectual lineage of GPE realism can be traced to
the founding texts of modern IR realism. It represents an
attempt to synthesize two separate strands of thought,
described by R. B. J. Walker (1993: 108—22) as structural
realism and historical realism. Modern structural real-
ists tend to follow Hans Morgenthau’s lead (1948/1960)
in anthropomorphizing the state and therefore treating
state behaviour as epiphenomenal of essential human
characteristics. By making the further assumption that
it is human nature to be self-serving and to chase gains
solely for oneself, combatively self-interested actions are
consequently inscribed into the very logic of state behav-
iour. It might well be necessary to differentiate Walker’s
designation of structural realism from Kenneth Waltz’s
‘neo-realist’ variant of the same, because Waltz (1979)
explicitly rejects Morgenthau'’s anthropomorphization
of the state. However, his account of the nature of state
behaviour and of its essential logic is much the same as
that of Morgenthau.

By contrast, modern historical realists work within
a tradition that originates with E. H. Carr (1939/1946).
Here, the empbhasis is on developing historically con-
textualized explanations for how the instinct for com-
batively self-interested actions might be balanced in
any given instance by the perceived need for a state to
demonstrate to rival states that it is acting within the
bounds of international political norms. The structural
logic of state behaviour might therefore always be off-
set by historically conditioned concerns for turning
away from exercising full-on aggression towards other
states. But this in itself is further assumed to reflect
the rational decision to try to store up more resources
of political credibility now for use in self-interested
ways in the future. Although the link is nowhere fully
fleshed out by GPE scholars, all forms of GPE realism
therefore rely on the methodological changes first en-
acted in economics as its orthodoxy cohered in itera-
tive stages from Nassau Senior through the Marginalist
and Formalist Revolutions.

That specific lineage will be entirely alien to a stu-
dent who comes to this chapter familiar only with
introductory textbook accounts of competing GPE
approaches. However, that student will doubtless
recognize what is being described here in substantive
terms. The two IR realist traditions, one starting with
Morgenthau (but with its Waltzian variant) and the
other with Carr, translate readily into GPE realism as
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currently practised, with both emphasizing the statist
assumptions of the modern-day scholars following in
their footsteps. On the one hand, it is assumed that
states are concerned solely with their own interests
when calculating their preferred stance in interna-
tional economic negotiations (that is, the realist tra-
dition that begins with Morgenthau and is taken on
by Waltz). On the other hand, it is also assumed that
states will want to avoid triggering retaliatory actions
from other states, as this is likely to harm domestic
producers and consumers, and thus work against the
national economic interest (thatis, the realist tradition
that begins with Carr). The easiest way to prevent the
precipitation of openly aggressive behaviour from
other states is to show that one is acting in accord-
ance with prevailing international economic norms.
These are the norms that are both inscribed into and
defended by the actions of international institutions,
thereby setting the context for global economic gov-
ernance. In contemporary times, they include respect
for the right of others to engage in free trade (as en-
shrined in the operating credo of the World Trade
Organization (WTO)) and a commitment to liberal-
izing financial flows and open capital accounts (ditto
the International Monetary Fund (IMF)).

In this sense, subject matters that link states eco-
nomically can be talked about using exactly the same
explanatory language of IR realism, referring as such
to the essential struggle between states for power, pres-
tige, and influence in ‘high’ political arenas. Even the
core IR realism concepts of diplomacy and warfare are
translated into GPE by using the adjectival prefix ‘eco-
nomic’. The ontology underpinning the theoretical
claims that define the approach—that is, the common
assumptions its adherents share about the fundamen-
tal nature of the world that deserves explanation—is
very definitely based around the pre-eminence of the
state. As is suggested by Stephen Krasner (1994: 17),
one of the leading proponents of this style of GPE and
another of Cohen’s Magnificent Seven, it is assumed
that ‘states are the ontological givens in the system’.
The only world that realist GPE can adequately de-
scribe is a world of states, and every other aspect of
that world is merely subsidiary to the existence, activi-
ties, and decisions of states. Other influential actors,
such as large corporate bodies or regulatory institu-
tions, are either constituted directly by states or have
their capabilities delegated to them by the decisions of
states. From this perspective, to focus on world eco-
nomic affairs is necessarily to prioritize the study of

the actions of states. The statist approach provides no
new methods of understanding of its own, theoriz-
ing actual state behaviour in exactly the same way as
realism. Both are modelled more or less explicitly on
the axiomatic assumptions of rational choice theory.
In GPE, then, realism and statism usually serve as ac-
ceptable synonyms for one another.

The questions on which this style of GPE focuses
are by no means insignificant ones. The state is evi-
dently an important actor in shaping its citizens’ expe-
riences and expectations of the world economy, andto
suggest otherwise solely in the search for intellectual
space that transcends realist GPE would be unhelpful.
It is clearly an issue of note for GPE scholars to under-
stand how states position themselves against one an-
other in international economic negotiations, as well
as how they position themselves with respect to the
balance of political forces within their respective soci-
eties so that they can decide on the character of their
negotiating positions in the first place.

However, realist GPE with its statist ontology
drawn from its rational choice theory method makes
an even starker claim than this. The rational choice
theory method dictates that it is unnecessary to ask
how states will form their interests in any particular
set of circumstances because those interests will be an
existential given. States will always act in a way that
enhances their immediate power resources within the
world economy because those power resources are
crucial to shaping further bilateral and multilateral
economic negotiations to their advantage. This acts
to reduce drastically the time period over which states
can be assumed to be forward looking in managing
their economic affairs: in effect, forward-looking be-
haviour is oriented merely to the shortest of short
terms. On this point, though, modern-day GPE real-
ism s directly at odds with classical nineteenth-century
political economy nationalism. In fact, it might well
be possible to push the differences between the two
to their logical conclusions in order to depict classical
nineteenth-century political economy nationalism as
an anti-realist perspective. Yet, this is not a claim that
can be found within introductory GPE textbooks.

The political economy foundations
of nineteenth-century economic
nationalism

The most obvious and most famous account of classi-
cal nineteenth-century political economy nationalism
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by stopping them from accessing cheap British im-
ports. List is often treated as if he were a critic of free
trade per se, but this was not so. His argument was only
that free trade was wrong for Germany in the particu-
lar historical conjuncture in which he was writing (List
1841/20054: 107, 121; List 1841/2005b: 37—8,.65—6, 87-9).
Germany, he wrote, should seek a better position to
engage in free trade alongside Britain only once it had
developed into Britain’s industrial equal. Free trade
was still the ultimate goal of List’s nationalist politi-
cal economy, then, only just not yet. His conclusion
was that political attempts should be made to forge a
nationalist economic identity by winning the German
people over to the idea that their consumption of
British goods in the short term was detrimental to
German national economic self-determination in the
long term (see Box 2.2).

The second big difference between List’s work and
that of modern-day GPE realists seeking to enlist him
as their intellectual antecedent, is that he point-blank
rejected their statist ontology. Instead, in clearly elabo-
rated terms to introduce what is almost certainly the
most important chapter of his most important book,
List announced his commitment—both political and
theoretical—to a nationalist ontology. He wrote that
(1841/2005b: 70): ‘Between each individual and entire
humanity...stands THE NATION, with its special lan-
guage and literature, with its peculiar origin and his-
tory, with its special manners and customs, laws and
institutions’. He even placed the claim in capital letters
in an attempt to make it impossible to miss, but still it
is missed when introductory GPE textbooks claim an
unproblematic lineage from List to modern-day state-
centred GPE realism.

A new generation of List scholars in GPE has
begun to highlight this neglect of the nation in its at-
tempts to prise his National System of Political Economy
from the clutches of modern-day realists and to ask
what a nationalist economic ontology would look
like today from a Listian perspective (e.g. Levi-Faur
1997; Crane 1998; Helleiner 2005). This work suggests
that there is no simple one-to-one correspondence
between List’s nationalist economic ontology and
the sorts of protectionist policies that he advocated
for Germany in the specific circumstances it faced in
the middle of the nineteenth century. While List defi-
nitely did favour the introduction of certain carefully
specified barriers to trade because he believed such
protection to be consistent with German national
economic interests at that specific time (Shafaeddin
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List and the Colonial Question

Much of the interest in List today results from attempts to use
his work to make the case for allowing developing countries to
enjoy enhanced autonomy to determine their own
development course (e.g. Palan, Abbott and Deans 1999: 80;
Balaam and Veseth 2008: 34). Critics of the current system of
global governance are concerned that developing countries are
not in charge of their own destiny because they are required to
follow the policy script presented to them by international
institutions. List's National System is appealed to as an example of
how things might be different, as the whole of the book is a plea
for German policy-makers in the middle of the nineteenth
century to renege on their international commitments and to
follow their own course instead. List was particularly critical of
German politicians who had tied the country’s economy to the
free trade rules established by Britain, at that time clearly the
leading industrial power (Payne and Phillips 2010). The policy
allowed German consumers to benefit from cheap British
goods, but List believed that the British were the main
beneficiaries by using the relationship to dump its production
surplus in Germany. He argued that this made his country
nothing more than a trade captive of the leading industrial
power (List |841/2005¢: 44-52). In effect, he said, Germany
had become an economic colony of Britain (List 184 1/2005b:
188-92;216-7).

The parallels today are usually drawn with the WTO. The WTO
has replaced Victorian Britain as the author of international
commitments governing the flow of traded products, but the
contents of the commitments remain the same. Both focus on
rolling back the impediments to free trade. Equally, from a Listian
perspective, both are inattentive to the process through which
the advanced industrialized countries came to prominence in the
sphere of international trade and insist instead that developing

countries turn their back on such a process. List argued that, in
his day, free trade was the policy of the strong, but that such
strength had initially been built behind a structure of productive
protection. He accused Britain of having 'kick[ed] away the ladder
by which [it] has climbed up, in order to deprive others of the

means of climbing up after [it], thus disqualifying other countries
from copying its first-mover advantage when engaged upon their
own development (List 1841/2005¢: 46). Advanced industrialized
countries are accused today of using the WTO to enforce similar
double standards by not allowing developing countries to protect
their domestic industries until the time that they are able to join
the free trade regime on equal terms. List’s evocative phrase of
*kicking away the ladder’ continues to be used to describe such
effects (Chang 2003).

[t would be somewhat one-sided, however, to try to depict List
unequivocally as a friend of the developing world. It is certainly
true that he objected vehemently to what he saw as deliberate
British attempts to keep Germany underdeveloped and hence
to treat it as some sort of imperial subordinate. Yet this merely
reflected his fervent wish that, sometime in the not-too-distant
future, Germany might be able to act on the world stage as
Britain's equal (Shafaeddin 2005: 43). List still believed that there
was a natural hierarchy of states, and his desire was purely to
see Germany take its rightful place in that hierarchy. Given the
time at which he was writing, this meant participating
aggressively alongside other European powers in the struggle
for overseas territorial acquisitions (List 1841/2005¢: 71, 1 10).
Part of the process of becoming Britain's equal was therefore to
rival the scale and the significance of its empire. There is nothing
in the National System that stands as a universal critique of
imperial pretensions. The colonial instinct is fine, List seems to
have been saying, as long as Germany is the colonizer and not
the colonized (Harlen 1999: 739).

2005), the realm of national economic interests is
much broader than the single case that he described

(Wade 1996a). Because it is much broader, it can lead
to many different types of policies today. Indeed, one
of the major lessons to emerge from the work of a
new generation of List scholars within GPE is that
economically liberal policies can be the preference de-

rived from adopting an economically nationalist on- -

tology (Abdelal 200r1). In other words, in an attempt
to satisfy perceptions of the national interest today
‘the nation’ can be incorporated into liberal eco-

nomic structures just as easily as into any other type

of policy. The contextual factor of globalization leads
many GPE scholars to assume that it is actually easier

to construct liberal policies from a nationalist ontol-
ogy today than it is the protectionist policies that List
advocated for Germany in his day.

The continuing appeal of
List’s National System

The enduring appeal of List’s work is that it provides a
means of asserting the right to autonomy for developing
countries seeking political shelter from the disruptive in-
fluence of international economic norms (Veseth 2005:
47). Just as List had argued that the imposition of the
British policy choice of laissez-faire served to frustrate
German development aspirations, so, too, do many
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people today suggest that devel.opment space is system-
cally squeezed by the neo-liberal agenda of global
governance institutions (see Phillips, Chapter 13 in this
volume). List’s National System appears to be a valuable
- resource to appropriate in this respect, because intro-
* ductory GPE textbooks draw a smooth line of descent
" from Adam Smith’s Wealth of Nations to contemporary
neo-liberalism, while List was a wholly uncompromis-
.‘jng“a'itic of Smithian liberalism. Once again, though, all
isnot what it seems on first appearance in constructing
 the historical roots of GPE in this way.
. List’s attack on Smith was deliberately provocative,
all the time playing fast and loose with what Smith actu-
ally said if putting different words into his mouth served
List's particular political purposes. The phrase Tlaissez-
faire” was not one that Smith used in his own work;
_moreover, at repeated points throughout The Wealth of
Nations he presented his preferred policy solutions in
terms that are anything but laissez-faire in orientation
(Vmer 1928/1989: 141). Yet, still, it was laissez-faire incli-
nations that List consistently attributed to Smith. There
~ are many instances in which Smith’s work forwarded
clear anti-liberal arguments, perhaps most famously in-
cluding praise of the clearly protectionist Navigation
Acts for their far-sighted positive impacts on the wealth
of ‘the British nation (Smith 1776/1981: IVii.30; see
also Elam 1997: 168). List ignored all such arguments,
.though, in his attempts to create clear blue water for his
own version of nationalist political economy. He there-
fore turned his back on textual accuracy in the search
for more convenient depictions of Smith’s work.
 doing so, List invited upon himself a rather dif-
ferent legacy in the minds of historians of economic
thought to that popularized within GPE. To the text-
book authors and to many of the new generation of
List specialists within GPE, he belongs amongst the
very highest ranks of economic theorists (e.g. Winch
1998). To historians of economic thought, by contrast,
e deserves no such elevated status. Indeed, they gen-
erally relegate him to the company of political pam-
phleteers in the third or even fourth rank of economic
»theorists (e.g. Tribe 1995). List opened up space for his
Crusade against Smithian political economy by delib-
erately caricaturing Smith’s economics and turning
his often ambivalent comments on the exposure of
éVg}'yday life to market dynamics into undiluted and
largely unthinking support for laissez-faire. Historians
' €conomic thought tend to conclude as a conse-
ence that List’s distortion of Smith’s work is a cause

rlament.
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Particularly in terms of its textbooks, however,
GPE is dominated by accounts of Smith’s work
that very much mirror List’s in focus. Although on
many points he was a highly sympathetic critic of
the market economy, Smith was a critic, nonethe-
less, because of the way in which it turned a person’s
intrinsic worth into a monetary price (Force 2003).
As will be demonstrated later in the chapter, he
understood this outcome to be a regrettably dehu-
manizing effect of the market economy and a clear
impediment to the sustenance of functioning social
organisms. Smith was not the gung-ho advocate of
the marketization of everything that he was made
to appear in List’s characterization of his rampant
individualism (1841/2005b: 70). Instead, the whole of
his economic theory begins from the premise of how
first to construct and then reproduce a functioning
society. The contents of the textbooks suggest that
GPE is taught today with very few of its scholars hav-
ing noticed this fact or, if they have, treating it as un-
important. List consequently imposed upon Smith’s
work the type of hyper-rationalist assumption that
Kirshner (2011) argues typifies third-generation
American School GPE and which provides the basis
for realist GPE understandings of inter-state negoti-
ating practices. However, it was an assumption that
Smith explicitly denounced in his rejection of util-
ity theories of human nature (Griswold 1999). The
historical relationship between realist GPE, List’s
National System, and Smith’s Wealth of Nations is thus
extremely complicated, and massively more compli-
cated than the standard GPE textbook account.

KEY POINTS

« State power lies at the heart of the explanatory
frameworks of all realist approaches to explaining
international economic affairs, but they do not share a
single conceptualization of what state power means, how
it can be detected, or what is important about it.

+ Despite the tendency to regard them as synonymous, the
statist ontology of realist GPE bears no resemblance to
List's nationalist ontology as outlined in his classic work,
National System of Political Economy.

« List’s work adds a level of complexity to the concept of
national economic interest not apparent in realist GPE, but
the distinctiveness he claimed for his own conception
results in large part from deliberately caricaturing the
work of his liberal predecessors on the same question.
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GPE Liberalism and the
Eighteenth-Century Smithian
Political Economy Tradition

The integrity of Smith’s original writing might well
have suffered as List’s exaggerated style of criticism
eliminated all the subtleties and qualifications in his
work and turned him into the defender of a clearly
defined but equally clearly parodied liberal position.
However, Smith was not wholly innocent of having
done much the same to a previous generation of po-
litical economy writers. He created the space for his
alternative to the dominant economic ideas of the
day—an alternative he described as exemplifying a
system of natural liberty rather than being liberal per
se (Fitzgibbons 1995)—by reducing the complexities
of other people’s texts to a straightforward anti-liberal
dogma (Rashid 1998). In an attempt to differentiate
his National System from The Wealth of Nations, List
heaped praise on seventeenth- and eighteenth-century
writers of the British Mercantilist School for their ad-
vocacy of the system of tariffs and trade restrictions
that supported their country’s developmental aspira-
tions (e.g. List 1841/20054: 69-70; 1841/2005b: 87-9).
Whenever he had an opportunity to talk about the
British Mercantilist School he did so to contrast his ap-
preciation of their arguments with Smith’s ostensibly
stubborn refusal to see them for what they really were.
It is more than a little ironic, then, that no such self-
conscious and self-organizing school existed in eco-
nomic thought until Smith defined it in that way to his
own ends. Nobody at the time could have purposely
belonged to a school that had to wait until some time
later to be defined into existence in post-hoc fashion.
However, Smith’s definition was an entirely negative
one, based on fairly crude pigeonholing devices in
order to say that pretty much the whole of economic
theory had disappeared down the wrong path before
he had been able to pinpoint the right one. Therefore,
the historical roots of GPE liberalism do not necessar-
ily have the most illustrious or pristine of origins, even
if it is permissible to attribute those origins unequivo-
cally to Smith.

There is an important element of the special-
ist Smith studies literature, though, that questions
whether it is reasonable to view him as a liberal
(Henderson 2006). Certainly his work contains many
of the philosophical features of that which came
to delineate the embryonic liberal tradition in the

following century. His concern was with specifying
the conditions of existence under which people can
recognize themselves as autonomous individuals
within a broader social structure. Yet the work that
came to set the tone for what became known as lib-
eralism took the European Enlightenment starting
point of ‘reason’ to be the source of such autonomy.
Smith, by contrast, followed in the Scottish Enlight-
enment footsteps of his teacher, Francis Hutcheson,
by emphasizing ‘sentimentality’ instead (McLean
2006: 46-8). People learned appropriate expressions
of sociability from this perspective not by being able
to rationalize the best possible response to prevailing
circumstances but through imaginative acts enabling
them to experience vicariously the types of feeling
currently affecting fellow members of society. This is
a process that Smith (1759/1982: Li.2) called ‘sympa-
thy’ (see also Rizvi 2002), and it is only through suc-
cessful sympathetic enactments that people become
aware not only of their autonomous status within so-
ciety but also of the need to act in socially acceptable
ways so as to preserve that status.

These elements of Smith’s work are almost entirely
disregarded in GPE's introductory textbooks. It might
be possible to find single sentences that say in addi-
tion to The Wealth of Nations he was also the author
of The Theory of Moral Sentiments, but that tends to be
about as far as it goes. The Smith that overwhelmingly
is presented to GPE students is that of The Wealth of
Nations and, moreover, it is usual for this Smith to be

reduced to a single observation from that most het-

erogeneous of texts. The renowned Smith scholar,
Jacob Viner (1928/1989: 126), has argued that a per-
son must hold some pretty unusual economic ideas
if they cannot read some pre-emption of their own
theories back into The Wealth of Nations. However, the
GPE textbooks tend to pick out just one comment to
represent the supposedly authentic Smith, when in
the middle of a much longer passage about the sig-
nificance of choosing the right language if socially ac-
ceptable economic relations were to be reproduced he
wrote the following: ‘It is not from the benevolence
of the butcher, the brewer, or the baker, that we ex-
pect our dinner, but from their regard to their own
interest’ (Smith 1776/1981: Lii.2). This has typically
been accepted in GPE—albeit incorrectly according
to specialist Smith studies scholars—as evidence of his
pre-emptive endorsement of the modern liberal jus-
tification of economic self-interest. His dismissal of
mercantilist credos is read in this light, as a reaction
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Smith devoted a significant proportion of the gs50
pages of The Wealth of Nations to refuting the core
propositions of mercantilism. Almost certainly the
two most important anglophone contributions to
what he took to be mercantilist thought are Thomas
Muﬁ’é England’s Treasure by Forraign Trade (1664/1928)
and Bernard Mandeville’s Fable of the Bees (1714/1755).
Atthe very least, these were the two publications that
dféw so much of Smith’s attention in his efforts to con-
struct what he viewed as a credible counter-argument
founded on philosophical principles of natural liberty.
Mun's treatise was a celebration of England’s emi-
nent position in seventeenth-century international
trade relations, which he attributed to a strong state
capable of structuring the country’s commercial ac-
tivities so as to produce continual trade surpluses.
Imports were discouraged by the use of tariffs, quotas,
and subsidies. However, the English used their state
strategically—through military means if necessary—
to ensure that similarly restrictive practices were
not imposed against their goods. As a consequence,
exports were not discouraged to the same extent as
imports. The result was a net inflow of precious met-
als as other countries serviced their trade deficits with
England. For many of the people who Smith lumped
together as a single Mercantilist School, the hoarding
of precious metals made possible by trade surpluses
was the measure of the nation’s wealth, not the overall
productive capacity of the economy as a whole.
Mandeville extended Mun’s analysis to argue that,
while hoarding of precious metals was the primary
objective of the state’s economic policy, the state
should also ensure that its citizens did not follow its
lead by attempting to hoard their wealth. He sug-
gested that individual saving might well be seen as a
private virtue, but that it was in fact a public vice. The
impetus for export activity could only be maintained
under the full utilization of domestic productive po-
tential, and this, in turn, required the state to be on
its guard against domestic under-consumption. Such
situations were most likely to ensue when individuals
chose to save rather than spend any new income they
earned, so every effort had to be made to encourage
spending, with the state acting coercively if necessary.

The Historical Roots of Theoretical Traditions in Global Political Economy

Mandeville’s best-remembered text is most famous
for its celebration of a host of individualistic and often
anti-social character traits (Mandeville 1723/ 1997). He
positively eulogized selfish behaviour aimed at rather
tawdry acts of personal display, because he treated
these as the lifeblood of the consumption mentalities
that kept the growth rate of the economy high (Gold-
smith 1990; Hundert 1994).

It is important to understand the historical con-
text of why Mun and Mandeville were Smith’s two
principal targets in his critique of mercantilism. Such
concern for appropriate contextualization is almost al-
ways absent from GPE, which shows how much work
is to be done before the historical roots of liberal GPE
can be specified adequately. Smith’s system of natural
liberty is not a simple ideological argument in favour
of transferring economic authority from the state
to the market, as it is made to appear in so much of
the discussion to be found in introductory GPE (and
IR) textbooks (e.g. Dunne 2001; Steans and Pettiford
2001). Itis at once both much more historically specific
and much more subtle than that. Even though Smith
presented his attack on mercantilism in terms of eco-
nomics, it is not in fact an economic critique that is
most prominent in this part of his work. Instead, it is a
combination of political and moral critiques that most
notably stands out.

Smith’s account of government

Starting with Smith’s critique of Mun, the important
historical fact to keep in mind here is that Mun was si-
multaneously a member of the Standing Commission
on Trade established in Britain in 1622 and a member
of the committee of the British East India Company.
Smith’s political critique of mercantilism focused on
the obvious conflict of interests contained in situa-
tions such as this. Smith is often wrongly judged to
have been against the whole process of modern gov-
eérnment as an unnecessary distraction to the oth-
erwise natural workings of the market economy.
Testament to the popularity of this misunderstanding
was the proliferation of Adam Smith neckties worn
around Washington, DC, by political consultants
complaining about the dynamics of ‘Big Government’
in the Reagan years. Yet Smith repeatedly used his own
texts to highlight the indispensability of government
to the way in which markets form and are reproduced
in everyday economic life (McLean 2006). Markets can
function only in the presence of an institutionalized
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system of private property rights, he said, and that
system requires the law-making authority of the gov-
ernment to be credible (Fleischacker 2005). It was not
government per se that drew Smith’s ire, so much as
clear corruption of the process of government when
it was captured by particular vested interests.

The British East India Company was granted an
English Royal Charter in 1600 to act on behalf of the
sovereign in meeting the country’s commercial objec-
tives as laid down by the government (Robins 2006).
However, it operated at a significant distance from
the oversight that the government could apply to it.
The British East India Company’s sphere of activities
was nearly two years’ sailing time removed from its
home country when allowing for the whole of the
round trip. This provided it with a large degree of
autonomy, which it used to seize for itself monopoly
rights in the territories in which it was active. It gener-
ally treated those territories as colonial possessions,
whenever the Company deemed fit stripping each
colony of its resources and each colony’s people of
their ability to be economically self-sufficient. It im-
posed a form of martial law for this purpose, denying
local people their social and economic rights in the
interests of repatriating balance of trade surpluses
to England. Smith made his feelings on this issue plain
(1776/1981: IV.vii.b.44) by writing that to prohibit a
people ‘from making all that they can of every part
of their own produce, or from employing their stock
and industry in the way that they judge most advan-
tageous to themselves, is a manifest violation of the
most sacred rights of mankind'.

Always an opponent of colonization, Smith found
the British East India Company’s activities particularly
objectionable for the abuse of trust it displayed in the
enactment of martial law (Muthu 2008). He called it,
as well as other exclusive stockholding corporations
like it, ‘nuisances in every respect’ (Smith 1776/1981:
IV.vii.c.108). Perhaps feeling himself unable to take on
directly the Company’s supporters and paid employ-
ees in government, Smith set his sights instead on the
economic means that the British East India Company
used to generate balance of trade surpluses: attacking
the economic mechanisms through which it derived its
political power also constituted an implicit attack on
that power. He endeavoured to cast ‘odious imputa-
tion’ upon the specific system of government in opera-
tion in England at the height of the British East India
Company’s powers, whereby tariffs and other com-
mercial restraints could be used to profit the Company

at the expense of building the economic capabilities of
the acquired territories, and so preventing them from
enriching English consumers by trading lower-priced
goods with them (Smith 1776/1981: IV.vii.c.107).

In one conceptual move, Smith was able to show
that the political conflicts of interest sustaining the
monopoly positions of exclusive stockholding corpo-
rations was bad both for the countries that were being
colonized and for the ordinary citizens of the coloniz-
ing countries. He wrote that:

‘ ‘ Since the establishment of the English East India com-
pany, for example, the other inhabitants of England, over
and above being excluded from the trade, must have paid
in the price of the East India goods which they have con-
sumed, not only for all the extraordinary profits which
the company may have made upon those goods in con-
sequence of their monopoly, but for all the extraordinary
waste which the fraud and abuse, inseparable from the
management of the affairs of so great a company, must
necessarily have occasioned. , ,

(Smith 1776/198l: IV.vii.c.91)

He described the continuing toleration of such a
situation as an ‘absurdity’ (Smith 1776/1981: IV.vii.c.01).

Smith’s account of human behaviour

Smith’s moral critique of mercantilism centred on
what he saw as the unfortunate, even disreputable,
behavioural characteristics being advocated in Man-
deville’s Fable of the Bees. In order to make his dis-
pleasure absolutely clear he described Mandeville as
the purveyor of a ‘licentious system’ of philosophy,
one that was ‘wholly pernicious’ (Smith 1759/1982:
VILii.4.6). At the time of writing his Theory of Moral
Sentiments, Smith found himself caught between two
very different accounts of the moral basis of the newly
emergent commercial society and its attendant mar-
ket economy. On the one side, there was Mandeville,
armed with a completely instrumental defence of
commercial and market-based ethics. In Smith’s read-
ing, Mandeville paid no attention at all to respectable
manners, validating all sorts of anti-social behaviour
as long as it helped to advance economic interests
and caused the economy to grow. Gratuitous displays
of personal wealth invited no moral condemnation,
even if they were paraded in the context of other peo-
ple’s poverty, because it meant that more money was
circulating within the economy. Higher degrees of
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that GPE scholars today typically teach the liberal

or free trade (see Ricardo 1817/2002). Ricardo

different economies are differently endowed. Some

mates specifically suited to certain types of

pfbddcﬁon; others have developed expertise in financial

 now have a solid banking structure; and others still

> the capital accumulation process in the production of
goods. He further assumed that countries should

economically in what they already do best, thus increasing

nglead over other countries in these areas.
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This is the logic of comparative advantage, and Ricardo argued
that modern economic production should be organized in each
country on the basis of comparative advantage. To back this
point, he showed—as a matter of logic, supported by
elementary arithmetic—that welfare gains were available, both
for the world as a whole and for every country in it, as long as a
system of comparative advantage was supported by an
institutionalized structure of free trade among nations. This
was true even if one country had an absolute advantage over
others in producing all categories of goods. The implication was
that countries should specialize economically in what they do
best, and reap the gains from this by trading the produce of
their specialization in an unrestricted manner with other
countries. Ricardo was writing only forty years after Smith, but
the sheer scale of the difference between his position and
previous governmental practice shows just how far opinion had
shifted in the interim.

monetary expenditure were consistent, in turn, with
enhanced growth potentials. Likewise, obsequious-

",‘i:l‘ess to the rich, praising and then aspiring to emulate

-rhelr consumption for nothing other than its own
sake, was also considered fine, because this, too, trig-

- gered new economic activity. Whenever Mandeville

identified greater levels of economic activity, he was
able to rationalize whatever behavioural traits under-

_pinned it. To him, the creation of a civilized market

order was not the priority; the creation of a dynamic

‘market economy was. Smith disagreed. In his view, a

dynamic market economy was not a reasonable objec-

v tive in itself if it could only be bought at the cost of

fundamentally anti-social behaviour.

However, Smith did not disagree with Mandeville
to such an extent that he allied himself with the chief
proponent of the otherside of the debate, Jean-Jacques
Rousseau. In his Discourse on Inequality, Rousseau im-
plied that human life was increasingly not worth liv-
ing if economic expediency was to be raised above
the public ethics of the classical republican tradition
(Rousseau 1755/2003). He was a strong supporter of

the republican proposition that the virtue of the indi-

vidual overshadows all other considerations, and cer-
tainly those of economic efficiency (Hérnqvist 2000).
Rousseau went as far as to regret the entire move into
the commercial stage of society, because for him this
Was associated with the unavoidable corruption of the
individual as a moral entity (Baron 1988). The very

possibility of luxury consumption within such a soci-
ety, he said, was sufficient to turn everyone away from
the path of virtue and to glorify instead in the posses-
sion of commodities for its own sake. He depicted a
future of socially obstructive individuals permanently
on the lookout for the commendation of their fellows
purely on the basis of the wealth that they could dis-
play in their acquisitions. His conclusion was that life
surrounded by commerce and markets necessarily
forced people to live in each other’s opinions and to
lose their virtue in doing so. '

The longer-term historical roots of liberal GPE
date to Smith’s attempts to construct a middle way
between the ethics-free zone of Mandeville’s eco-
nomics and the economic restrictions of Rousseau’s
ethics (e.g. De Marchi 1999). However, the ethical basis
of Smith’s thought has been almost completely writ-
ten out of the GPE account of liberalism. As Stephen
Rosow (1997) has argued very persuasively, this is as
narrow an understanding of liberalism as there has
been in that approach’s whole history. When GPE
scholars talk about liberalism, it is almost always
purely an economic liberalism of which they speak,
even though Smith’s work was built upon altogether
different foundations. It is true that he sided with Man-
deville against Rousseau on the latter’s insistence that
progress into the commercial stage of society was nec-
essarily at odds with human happiness. Yet he shared
many of Rousseau’s concerns about the corrupting
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influence of luxury consumption and the need, con-
tra Mandeville, to restate the value of virtue in the
face of that corruption. He thus set out to construct a
philosophical account of moral activity that would be
specifically suited to the commercial stage of society.
It is an account oriented to the articulation of what
McCloskey (2006) has subsequently called the ‘bour-
geois virtues’.

The enactment of bourgeois virtues entails learning
how to exhibit a politeness of manners, deliberately
reining in the urge for self-display in anything other
than the most restrained way. Smith called this learning
the virtue of self-command (Smith 1759/1982: V1.iii.11).
Tutoring oneself to self-command means being able
to understand the effects of other people’s hardship
and to respond accordingly to one’s success with only
muted celebrations. Moderation of emotions all round
is the order of the day in such a world (Smith 1759/ 1982:
Lii.intro.2). This eliminates at a stroke the gratuitous
parade of possessions so beloved of Mandeville’s con-
sumers, as well as the obsequiousness to the rich that
encourages the parade of possessions in the first place.
Throughout The Theory of Moral Sentiments, Smith sug-
gested that, whether or not society functions success-
fully under the influence of market-based economies
depends on whether or not self-command is enacted
successfully amongst the population as a whole.

Smith therefore praised deliberate acts of imparti-
ality and insisted that all individuals should experience
dutiful sensations to act conscionably with respect to
other members of society. The purpose of govern-
ment when understood from this perspective is to
design social institutions to ensure that people live
within the bounds of acceptable behaviour (Raphael
and Macfie 1982). Partiality of the self is thereby jux-
taposed with acting impartially through first having
incorporated the image of the good society into one’s
most basic world view. When Smith’s clear preference
for a society populated by individuals who are capable
of exercising self-command is taken into consider-
ation, it becomes evident that it is very difficult to read
his work as unequivocal endorsement of a market-
based liberalism.

However, this is precisely how most GPE scholars
and, to my knowledge, all introductory GPE text-
books do read his work (e.g. Strange 1994; Underhill
1994; Grieco and Ikenberry 2003; Brawley 2005; Oatley
2006). They typically take that reading from attempt-
ing to make his work speak to much more recent ar-
guments about the ‘invisible hand’, thus depriving

Smith’s own arguments to that effect of all their spe-
cific historical meaning and then turning them into
unstinting praise of the automatic adjustment mecha-
nisms inherent in all markets. Smith himself, in con-
trast, was unwilling to put his name to any such claim.
It might therefore lead to convenient scholarship to
appeal to Smith’s notion of the invisible hand in order
to draw a direct lineage from his foundational work on
economic systems of natural liberty to global govern-
ance institutions’ preference today for neo-liberalism.
Yet convenience alone does not make it right to do so,
just as it did not in the middle of the nineteenth cen-
tury when List drew a direct lineage from Smith to the
British preference for laissez-faire.

Maybe the reason why this elision is made so often
nowadays is that the invisible hand reading fits neatly
with the main claims of rational choice theory. If peo-
ple are to act as instinctive utility maximizers they
must have a context in which such instincts might
be realized and a mechanism to trigger them in the
first place. Somewhat fortuitously, perhaps, abstract
accounts of ‘the market’ associated with modern-
day GPE liberalism provide both the context and the
mechanism. If the behavioural environment is shaped
solely by a disembodied market logic then there can
be no non-economic impediments to the activation of
even the most extreme variants of ‘economic man’.
Moreover, that same logic also guides the individual
to the equilibrium position associated with utility
maximization. The unfortunate point, though, when
trying to superimpose this purely modern-day reading
back onto Smith is that he was as opposed to using
the economic concept of equilibrium as he was to the
philosophical proposition that people are governed by
innate utility considerations.

«  Smith was guilty of artificially homogenizing existing writings
in the mercantilist tradition, doing so to support his political
and moral critiques of mercantilism and to open up the
space for his alternative system of natural liberty.

« The GPE textbook account of The Weaith of Nations offers
only a very limited characterization of Smiths work as a
whole, often ignoring completely all of his philosophical
reflections.

« Associating Smith’s insights solely with the populist
rendition of the invisible hand concept is a complete red
herring as far as specialist Smith scholarship is concerned.
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GPE Marxism and the Nineteenth-
Century Marxian Political
Economy Tradition

The historical roots of Marxist GPE are much more
frequently discussed within the subject field as a whole
than are the historical roots of either nationalist or lib-
eral GPE. Global political economists in general ap-
pear to be more comfortable constructing positions
that are recognizably part of a lineage that appeals in
some way to Marx than they are doing likewise for ej-
ther List or Smith. Nonetheless, an important division
is still visible on the question of which Marx to hark
back to.

Some contributions in Marxist GPE are rooted in
a normative Marx, who makes the avowedly politi-
cal case for a new type of society. The lineage here
is usually to The Communist Manifesto (Marx and
Engels 1848/1948). Others, however, are rooted in an
analytical Marx, who makes the intellectual case for
breaking with the liberal traditions of post-Smithijan
classical economics. The lineage here is usually to the
Grundrisse (Marx 1973) or to Kapital (Marx 1890/1930).
Despite this difference, all are united in their refusal
to take the social basis of capitalism for granted, as
well as in their determination to ask searching ques-
tions about the likely effects of the capitalist system on
those who have to live their lives within it. The broad
church of GPE scholars who find their inspiration
in Marx asks why members of society should be ex-
pected to consent to the reproduction of the capitalist
system. This is to be contrasted with what Marx called
the ‘bourgeois economics’ of Smith and the other clas-
sical economists, who he said were only interested in
how the capitalist system might be organized to grow
more effectively (Althusser 1996: 109-10).

- ‘Ashas already been shown, though, this is not really
to take Smith’s texts at face value, and once again we
encounter a selective nineteenth-century rereading
of eighteenth-century scholarship as a means of ac-
tivating a new political economy tradition. Had he
genuinely been interested solely in the capitalist accu-
mulation imperative, Smith would have had no need
to articulate his views quite so clearly in opposition
tothose of Mandeville. Marx was consequently partly
right in his overall objection to Smith’s work—after
all, Smith exhibited no desire to leave behind the com-
mercial stage of society in its entirety, only to civilize
it—but not wholly so.

There is also something quite noteworthy in the
language that Marx used to describe Smithian theory.
He was often quite rude about Smith and dismissive
of his talents as an economic theorist. The label ‘bour-
geois economist’ when used by Marx is, of course,
something to be accused of and not something to be
celebrated for being. Yet behind this facade of outright
rejection there are a number of crucial instances in his
work when Marx borrowed his starting propositions
directly from Smith. His rudeness was of the sort that
is driven by exasperation that potentially important
insights on the human condition of capitalism were
not pushed to their logical political conclusion, rather
than the suggestion that Smith’s work was altogether
devoid of insight. Understanding the historical roots
of Marxist GPE consequently requires at least some
appreciation of the relationship between the two
men’s work (Fay 1983).

The foundations of Marx’s
political economy

The whole of Marx’s political economy is grounded in
the opening premise that the capitalist system can only
be a dynamic entity when the needs of that system
are forcibly prioritized over the rights of individuals to
live as autonomous human beings (Marx 1973). The re-
production of the capitalist system overrides that au-
tonomy by turning individuals into a functional part
of the system. People might believe that they work to
satisfy basic existential needs, that they work to be able
to finance leisure time, or that they work to provide
themselves with the material possessions they associ-
ate with a life of comfort. Yet, for Marx, this in itself is
an element of false consciousness: an inability to see
things for what they really are and to form interests
accordingly (Fromm 2004: 19). Within a capitalist sys-
tem, he said, people in fact work solely in order to pre-
serve the smooth running of the system itself through
preserving the momentum towards capital accumula-
tion. In effect, no individual is more than a tiny cog in
a huge economic machine, and it is the well-being of
the machine that takes precedence over the defence of
truly human existence. In Marx’s view, the incorpo-
ration of the individual as a commodified input into
the capitalist system necessarily comes at the cost of
dehumanizing effects (Marx 1930).

Interestingly, exactly the same conclusion shines
through the later books of Smith’s Wealth of Nations.
In the earlier books, Smith outlined his model of the
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economy as it reached its commercial stage. He placed
the concept of division of labour centre-stage in his
model, showing that the growth of the economy and
the consequent enrichment of the nation both depend
on the degree to which work takes place within spe-
cialized units. The depth of the institutionalization
of the market follows closely the incorporation of
workers into ever-more finely detailed patterns of spe-
cialization (Smith 1776/1981: Liii.1). This was socially
beneficial, according to Smith, because the greater the
scope of market relations the more chance there was
of lifting people out of poverty. However, it was by
no means an unequivocal social good, because there
were palpable psychological costs involved when en-
forcing the division of labour onto people through the
move towards routinized factory work. Smith went as
far (1776/1981: Vi.f.60, 61) as to call the ensuing psy-
chological effects ‘mental mutilation’, the division
of labour forcing the mind into a ‘drowsy stupidity’
(1776/1981: Vi.f.51).

On this most fundamental of assumptions about
everyday experiences under capitalism there is thus
very little to choose between Marx and Smith. Marx
developed from first principles a thoroughly thought-
through and conceptually robust notion of aliena-
tion to replace Smith’s simple observation about
mental mutilation (see, for instance, Mészaros 2005),
but it would be difficult to prove that they were doing
anything other than talking about the same essential
process. The only real difference—major though it
is—relates to what they inferred from these shared
foundations. Smith offered state-financed education
as a palliative to the psychological drudgery of repeat-
ing the same basic work tasks day-in, day-out. In other
words, he envisaged a solution in which workers could
have the dehumanizing effects of their incorporation
into a division of labour balanced by state-financed
mental stimulation outside of work hours. For Marx,
this was Smith at his most bourgeois. The education
palliative was merely a means of imposing false con-
sciousness, he said, and it was therefore part of the
problem through which workers failed to see that the
interests of the capitalist system did not coincide with
their own interests (Rosen 1996: 10).

To ground this claim and to signal his break from
Smith, Marx worked within the basic Hegelian posi-
tion, which states that individual activities in the world
change both the world on which the individual acts
and the individual who does the acting. The novelty
in his argument was in his insistence that it is the

practical activities associated with the production pro-
cess that matter most in this respect, thus rendering
Smith’s education palliative null and void. Individuals
are socialized into the necessity of production before
being coerced into a social structure that facilitates
specifically capitalist production. Once there, the re-
quirement is to live a regimented life, consisting pri-
marily of the endless repetition of basic work tasks,
so that standardized commodity production can take
place. Obedience is paramount, and creativity in pro-
ductive practices is discouraged for fear that it will cor-
rupt the standardization of commodities.

Given this, it is easy to see why Marx thought that
the act of labour was so important to life in a capitalist
society. The subjugation of the needs of the individual
to the reproduction of the capitalist system in effect
reduces the essence of human life to mere labouring
activities (Wolff 2002: 27). Even then, Marx was eager
to show that labourers do not receive full recompense
for the value of their labouring activities. He drew a
politically charged distinction between labour and
labour power, arguing that the average capitalist will
always seek to reduce wages as far as possible and pref-
erably to the point at which they become the equiva-
lent of labour power, even though it is labour that is
physically expended in the production process (Dussel
2008: 74). Labour power represents the costs of sus-
taining the workers who have been incorporated into
the capitalist system. Yet it is labour that adds value to
the commodities being produced, and thereby it is la-
bour that creates the potential for the capitalist to take
profits out of the system (see Box 2.4). The more that
capitalists are able to enforce a structural difference
between labour and labour power, the more assured
are those capitalists of being able to reward them-
selves with handsome profits. Marx described this as
the logic of surplus value extraction, and he believed
it to be a fundamental logic inscribed into the very es-
sence of the capitalist system. The basic idea here is
that, in order to ensure the dynamism that guarantees
its survival as a system, employers under capitalism
must require employees to add more economic value
in production than they are compensated for in terms
of wages.

This, of course, is also a logic of exploitation. The
contractual basis of the wage labour nexus defends a
situation in which workers remain unpaid for part of
the work they are obliged to do. A procedural injustice
is clearly perpetrated in this instance and, given that
this experience is fundamental to the reproduction of
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ich in its purest form states that the one true price of

lects the quantity of labour expended in its

n—provided a consistent point of departure for most
ical economists. The labour theory of value

ed its basic intuitive appeal throughout the era of classical

ec omy because it presented a means of passing

on the intrinsic value of a commodity, which could

e compared with the distribution of the rewards from its

selling price to determine how power had been exercized

market relationship. The difference between the two,

means that the underlying theory was specified in a

f ways depending on the normative perspective

'ted,‘b)gfghe theorist. The main analytical divergences arise

-the question of what, precisely, is counted as labour in the

of value.

tica

os unusually, the theory did not attain its purest form in its
“ar,ticulation‘ It began life with a number of qualifications
introduced by Smith, had further qualifications added by

d was only latterly stripped back to its bare essentials
Smith began by saying that it was not only the physical
led by workers that gave products their underlying
eved that entrepreneurial labour could also
ately be reflected in the price of a commodity (thisisa
re of his concept of natural prices). Following from this,
argued that the organizational labour provided by the
s also part of the value inscribed upon a product (this is
of his defence of profits). Today, in order to emphasize
gnificance of the so-called knowledge economy, some
?Qy’c_hat intellectual labour should also be accounted for
J?’»gynapj‘nics of price formation. Discussions have also
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recently begun about the concepts of emotional and affective
labour; through which service sector workers impose
perceptions of value onto the products they are selling by
managing their ostensible feelings for the product in a way that
secures the sale. There is thus no single labour theory of value,
and hence no scientific unity in the approach.

The most famous articulation of the labour theory of value,
though, came from Marx. He built on the work of the so-called
Ricardian Socialists of the |820s—1840s. They had forwarded a
radical interpretation of the dynamics of price formation by
arguing that the integrity of the labour theory of value rested on
it meaning exactly what it said in its title. In other.words, the
intrinsic value of a commodity should be seen as having been
determined by the inputs workers provide for the production
process via their physical labour and by nothing else. Ronald
Meek (1974) has latterly suggested that the political implications
of such a view—i.e. that the social structure should be
fundamentally reorganized to prevent anyone else benefiting
from the efforts of workers in the production process—led
directly to the development of neoclassical economics. From
the perspective of the ruling elite, the break that neoclassical
economics enacted from the labour theory of value meant that
it was less politically threatening and more status quo oriented
(De Vroey 1975). Marx, though, took the opposite path, fully
embracing the radical implications of the work of the Ricardian
Socialists. He treated social deference to organizational and
entrepreneurial labour as further examples of the phenomenon
of false consciousness. The returns that capitalists took from the
economy were rewards for their privileged social position, he
said, and not rewards for effort per se. They were therefore not
legitimately earned. Marx’s varfant of the labour theory of value
hence provided crucial underpinnings for his theory of surplus
value extraction and to his account, more broadly, of the
structure of exploitation in a capitalist economy.
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capitalism as a functioning system, for Marx, capital-
m could never be just (Buchanan 1982: 39). Indeed,
m his perspective, the whole essence of capitalism
atit forcibly submits the vast majority of any given
ciety—via the process of false consciousness—to
plicit consent to the injustices that are committed
ainst them. This is the point of departure for the
ative Marx to build upon the insights of the
nalytical Marx in order to advocate the move to a
nd new society capable of transcending the logic
exploitation on which capitalism depends. The or-
izational basis for prosecuting such a move arises
from the fact that exploitation and injustice are not
litary experiences under capitalism. Rather, they are

gploitation. The
nexus defends a
\paid for part of
:edural injustice
and, given that
-eproduction of

experiences that are shared to a greater or lesser de-
gree by everyone within society who has to work to
finance their own subsistence. Marx thus depicted so-
ciety as riven into two classes relating to their respec-
tive positions in the production process. On the one
hand, there are the capitalists—the bourgeoisie—who
benefit from the surplus value extraction that perme-

-ates right to the heart of the capitalist system. On the

other hand, there are the workers—the proletariat—
who bear the indignity of having surplus value forci-
bly extracted from them.

Interestingly, there is very little by way of outright
condemnation of the activities of individual business
leaders in either the Grundrisse or Kapital. Certainly
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there is no evidence of the sustained hostility against
the monopolizing spirit to be found in The Wealth of
Nations, where Smith took every opportunity he could
to decry business activities which led to ‘a conspir-
acy against the publick’ (Smith 1776/1981: I.x.c.ii.27).
Whereas Smith took the concentration of capital
through monopoly as a sign of diminished social pro-
priety in the actions of business leaders, Marx treated
it as the manifestation of a simple system require-
ment. One capitalist was necessarily in competition
with all others, and if this meant forcing the destruc-
tion of rival capitals in a bid for survival then so be it.
This was a system imperative, according to Marx, not
the slapdash enactment of anti-social behaviour (Cate-
phores 1989: 32). He focused his analysis at the level
of the system imperative to such an extent that there
was no need for him to comment on the rationality—
flawed or otherwise—of any individual within the sys-
tem. It was therefore always going to be something of
a stretch to make his original insights compatible with
the notion of a Marxist ideology of GPE suited to the
age of rational choice theory.

Modern ‘structuralist’ and ‘critical’
extensions of Marx’s political economy

Proponents of Marxist GPE have stayed loyal to the
outlines of Marx’s original analytical formulations
in the 150+ years since they were initially devised.
They generally seek to uncover exploitative dynam-
ics in modern processes of international production,
and they present such dynamics as infringements of
global justice. Thus, one particularly prominent line
of research involves attempts to investigate the way
in which large companies with multinational operat-
ing facilities today make profits for themselves and
their shareholders through globalizing the process of
surplus value extraction. Such research focuses in par-
ticular on the potential for labour power to command
different prices in different countries, as well as on how
this creates opportunities for multinational corpora-
tions to enforce ever-greater discrepancies between
the labour they command and the labour power they
are obliged to recompense. The policy-making ap-

paratus of the state might always be called upon to

defend workers’ rights and to meliorate the tendency
towards proletarian exploitation. Yet Marxist GPE
scholars have pointed increasingly to the development
of a transnational capitalist class as a byproduct of
the contemporary trend towards globalization (see

e.g. van der Pijl 1998; Sklair 2001). Members of a trans-
national capitalist class have allegiance to no state and
are therefore able increasingly to escape the impact
of regulatory policies introduced by state managers
in the interests of workers’ rights. If this is true, then
the fundamental antagonism between: bourgeoisie
and proletariat identified by Marx s likely to be experi-
enced in its purest form today within specifically inter-
national production processes.

A ‘structuralist’ approach to Marxist, GPE has de-
veloped in an attempt to capture this point, concep-
tualizing the world economy as a single, integrated
capitalist system existing within a single, integrated
political space of exploitation. Structuralists will often
pay only limited attention to reconstructing Marx’s
explanatory framework in its own terms (Rosen-
berg 2002), because their real starting point is instead
in Lenin’s efforts to internationalize fundamental
Marxian themes (Lenin 1917/1996). In a pamphlet of
the same name, Lenin argued that imperialism had
become the ‘highest stage of capitalism’ by the start
of the twentieth century, as well as that, as such, the
new dynamism within the capitalist system centred
on the relationship between states. Marx’s original
class-based analysis was retained, but Lenin asked how
class-based relationships had been transformed now
that capitalism had become a world system.

He argued that domestic bourgeoisies in advanced
European countries had increasingly become interna-
tional bourgeoisies through their willingness to strike 5
class compromises at home. Their acquiescence to the
granting of workers’ rights domestically was met by
a need to increase the level of surplus value extrac-
tion overseas in the interests of maintaining underly-
ing levels of profitability for the national economy as a
whole. Colonial links provided the ideal political con-
textin which this could be achieved. As a consequence,
imperialism was seen to have important economic ef-
fects both at home and abroad. Given the willingness
of many scholars to treat contemporary conditions
of globalization as just the latest phase of economic
imperialism (see e.g. Hoogvelt 1997; Hardt and Negri
2000; Petras and Veltmeyer 2001), the structuralist ap-
proach to GPE has retained many adherents. They
are usually to be found today practising either World
Systems Theory or Dependency Theory. In its most
up-to-date guise, World Systems Theory is based on
the assumption that the world divides into economic
regions of core, periphery, and semi-periphery (see
e.g. Wallerstein 1979), while Dependency Theory is
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scientific explanations. Despite some honourable
exceptions, however, the origins of IR and hence GPE
Critical Theory are more usually traced to Robert
Cox—another of Cohen’s Magnificent Seven—and
his appropriation of only parts of Frankfurt School
theory than to the foundations of that theory itself,
In the early 1980s Cox attempted to create renewed
space for radical approaches to IR by juxtaposing the
transformative intentions of radical approaches with
what he termed the ‘problem solving’ goals of non-
radical approaches (Cox 1981). Cox had detected an
ever-sharper concentration of research activities in IR
onincreasingly technical questions of system manage-
ment: how best to organize the relationship between
states in order to minimize the potential for violence
between them, and how best to integrate states into
an international system whose emergent properties
emphasized liberal concerns for cooperation in the
interests of meeting common goals. This reflected
the increasing prominence of rational choice theory
in the subject field’s explanatory frameworks. In this

working-class that is the main agent of historical change, and the
majority of modern-day Marxists has retained this focus. The
aim is to show how systems of ostensibly free exchange have
been established on the back of the forced extraction of surplus
value from the workiné class. The focus of feminist GPE is
different. Here, the aim is to show how systems of ostensibly
free exchange have been established on the back of social

norms that involve deeply gendered assumptions about
women’s role within the world,

The ability of women to participate fully in the economy—
whether as consumers or as producers—is constrained by the
tasks they are required to undertake in support of basic family
structures. Whereas the Marxist conception of labour refers
only to paid work in the formal economy, feminists’ extended
conception of labour also includes unpaid work undertaken in
the home, without which the maintenance of the workforce in
the formal economy could not be guaranteed, Economy and
society are therefore not distinct entities but rather
interdependent spheres of human existence. As a consequence,
any attempt to reproduce economic relations in their
distinctively capitalist form is also likely to involve reproducing

social relations in their distinctively patriarchal form, According
to feminists, to engage truly with either radical or critical GPE
requires explicit and simuftaneous theorization of both
dimensions of reproduction—that is, economic and social—
within the context of everyday life,
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way, however, IR had become increasingly focused on
finding solutions to systemic problems that served to
defend the most basic structure of world economic
affairs. That is, it took the world increasingly as it
found it, and stopped asking more profound questions
concerning the political and moral legitimacy of the
economic foundations of that world. Cox’s appeal to
a critical theoretical tradition should therefore be seen
as an effort to refocus IR on these existential issues.
Similar accusations of a failure to think about ‘big
picture’ questions has dogged the American School’s
third generation scholarship in the recent debate
about GPE methodology, but perhaps this is all that
its rational choice approach allows (McNamara 2009).

Cox’s own brand of Marxist-inspired critical GPE
has focused on how the basic structure of world af-
fairs is predicated upon the forced institutionalization
of social relations of production consistent with cap-
italist accumulation (see e.g. Cox with Sinclair 1996).
As such, it is an attempt to get IR scholars to ask ques-
tions more usually associated with GPE. His aim has
been to show that the dominant problem-solving tra-
dition in IR was inattentive to issues of economic or-
ganization, either nationally or internationally. It was
consequently closed to political or moral critiques of
capitalism and it had no basis to engage with radical
perspectives on the social relations of capitalist pro-
duction (Shapcott 2001: 81). In Cox’s terms, it simply
had to take the continued reproduction of capitalist
accumulation for granted. It could ask how to man-
age the relationship between states so that possible
tensions embedded within the very nature of accu-
mulation might be alleviated. However, it had no basis
from which to understand the social implications ot
those tensions as a need to argue for the move to an
alternative type of society (Cox 1981: 131). Critical The-
ory’s attraction was precisely that it was able to offer
grounding for such an argument.

Returning the discussion again to historical roots,
twentieth-century extensions of Marxism are nota-
ble for the way in which they involve at least a partial
break with Marx’s own intellectual trajectory. This is
not a complete break, because the aspiration for a bet-
ter world free of the logic of economic exploitation
remains visible in modern-day GPE literatures that
trace their origins either to Lenin or to the Frankfurt
School. In this respect, the normative Marx remains
alive and well, thereby justifying the retention of the
label ‘Marxist’ in order to describe it. However, the
analytical Marx is not necessarily as prominent. As

befits the continued presence of the normative Marx,
modern-day Marxist GPE seeks its essence in a funda-
mental challenge to prevailing neo-liberal conditions
of world order. Yet it does not always reveal its histori-
cal roots in the analytical Marx’s efforts to undermine
the way in which Smith’s system of natural liberty
came to colonize the concepts of orthodox economic
discourse. It certainly does little to show the struggle
in which Marx had to engage in order to break free of
Smithian thinking, given that he so often took Smith’s
conceptual starting points as his own. Smith’s theory
of the capitalist economy as an engine for the crea-
tion of economic value reappears, albeit in admittedly
revised form, in Marx’s work. Exactly the same is also
true of his account of the way in which the focus on
creating value has negative psychological effects on
the capitalist workforce.

KEY POINTS

» Marx insisted that all economic experiences should be
placed in their correct historical context and understood
in relation to the evolution of the capitalist system from
one time period to the next.

« Marxist GPE is an all-encompassing critique of capitalist
society, from the exploitation it enforces upon its
members to the false consciousness that masks the real
dynamics of this exploitation within the normal workings
of everyday life.

« In order to keep pace with changes to the economy,
twentieth-century extensions of Marxism increasingly
came to place more emphasis on the international
dimension of economic affairs, but they have done so
through partial divorce from their political economy
origins in Marx’s own work.

Conclusion

So, what can be distilled from this whistle-stop tour
around the historical roots of contemporary GPE?
The objective has been to caution against many of the
introductory textbook accounts of those roots in an
effort to signal to students what might easily be over-
looked if the textbooks” rather simplistic characteri-
zations are accepted at face value. Great care should
be taken whenever one is confronted with a straight
line drawn between the political economy tradition of
an earlier time and the political economy tradition of
a later time. Even if the traditions seem to share the
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while still claiming that it is in their intellectual DNA.
Much more can be done to set each author’s work
within the context of its time to isolate the ways in
which the prevailing historical conditions influenced
the content of the original theory. Historical contex-
tualization of this nature allows further errors of anal-
ogy between newer and older theories to be brought
to light. In addition, it makes it possible to identify a
number of claims made in the introductory textbooks
about eighteenth- and nineteenth-century political
economy that simply do not stand up to scrutiny.

This brings the chapter full circle by way of conclu-
sion. I have hopefully demonstrated that theoretical
traditions within GPE are not self-contained, coherent
ideologies at all. In fact, there is—or at the very least
there is the possibility of there being—serious compe-
tition over ownership of any of GPE’s main theoreti-
cal labels. Yet this possibility might only be unlocked
through increasing awareness of the historical roots
of contemporary GPE. Such awareness is important
because, without it, it is impossible to trace the intel-
lectual lineage of contemporary positions and, in the
absence of the ability to do that, contemporary posi-
tions are stripped of reflexive interactions with their
own origins. The multiplicity of potential GPE real-
isms, liberalisms, and Marxisms is likely to be reduced
to just one variant of each if positions are forwarded
without adequate historical moorings. History mat-
ters, then, and a historical turn to situate GPE more
assuredly within the context of its political economy
origins is very much to be advocated.

I. What can be gained in our understanding of contemporary GPE by attempting to uncover the historical roots of the
political economy traditions in which modern positions are located? In other words, why should we read classic texts?

2. To what extent does the trichotomous structure of liberalism versus realism versus Marxism obscure the signifi-
cance of societal cleavages such as gender, race, and religion?

3. Towhatextent do GPE theories take the development profile of Western market capitalism and treat it asa generic
feature of economic life, thus implying that all other countries will also have the same experience?

4. What are the main features of nationalist political economy in both its original and reworked Listian forms? Is it
possible to point to examples in the modern world of nationalist insights continuing to inform the management of

5. What emphasis should be placed on Smith'’s sympathy principle? How different might liberal GPE look if this aspect

6.7 Is Marxism still relevant in contemporary GPE? What features of the world that Marx described are still recogniz-
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7. Would it be appropriate to describe the economics of globalization simply as the operation of a global ‘invisible
hand'? If not, what does this do to the usual characterization of globalization as a liberal project?

8. Isit advisable to agree with Susan Strange, and argue that the study of foreign economic policy is not GPE proper,

because it has no historical lineage to a recognizable tradition in political economy?
9. How convincing is the characterization of a ‘transatlantic divide’ within contemporary GPE?

10. To what extent do many GPE theorists incorporate the key insights of neoclassical economics without acknowledg-
ing explicitly that this is what they are doing?

% FURTHER READING

General

Watson, M. (2005), Foundations of International Political Economy (Basingstoke: Palgrave Macmillan). This is for students
who find my account of the practice of GPE convincing, as the themes of the current chapter are surveyed in much
greater depth in this book.

History of economic ideas

Backhouse, R. (2002), The Penguin History of Economics (London: Penguin). This book is written with the beginning stu-
dent in mind, and, as such, it is a more accessible introduction to the history of economic thought than those that address

the student who already has some training in economics.

Barber, W. (2001), A History of Economic Thought, repr. edn (London: Penguin). This book attempts similar things to
Backhouse, also assuming no prior economics training from its readership in presenting an accessible history of economic
thought.

Blaug, M. (1996), Economic Theory in Retrospect, 5th edn (Cambridge: Cambridge University Press). This is almost cer-
tainly the most comprehensive account of the different ways in which the economy has been studied in the history of
economic thought. However, it is written from a perspective that assumes the student has some prior background in
economics debates, but this will not necessarily be the case for beginning GPE students.

Heilbroner, R. (2000), The Worldly Philosophers: The Lives, Times, and Ideas of the Great Economic Thinkers, 7th edn (London:
Penguin). This is an accessible text where the author’s aim is not to dazzle his readers with the technicalities of the argu-
ment, but to bring the basic ideas he is discussing to life. It performs the same sort of function as Backhouse and Barber,
as it is aimed at the same sort of readership.

Landreth, H., and Colander, D. (1994), History of Economic Thought, 3rd edn (Boston, MA: Houghton Mifflin). This book
covers much of the same territory as Blaug, and would serve as a more than acceptable substitute for it. Again, though, it
is written assuming that the reader has some background training in the theories, methods, and language of economics.

Robinson, J. (1964), Economic Philosophy, revd edn (Harmondsworth: Penguin). This is written less as an introduction to
the history of economic thought and more as an attempt by the author to carve out her own view of how economic
analysis should proceed. Nonetheless, it is a very good read and students will learn much from it.

Samuels, W, Biddle, }., and Davis, ). (eds) (2007), A Companion to the History of Economic Thought, 2nd edn (Oxford: Black-
well). This book offers extensive commentary and criticism on existing attempts to provide a plausible historiography of
economic ideas. Thirty-nine chapters cover nearly 700 pages of scholars writing on their research specialisms. However,
as with Blaug and with Landreth and Colander; this is probably not for students who possess no prior knowledge of

rudimentary economic debates.
Introductions to the classical political economists

Heilbroner; R. (1986), The Essential Adam Smith (New York: W. W. Norton). This is a very good introduction to the
work of Adam Smith. Heilbroner provides excerpts from all of Smith's published work, each of which is preceded by a
useful introduction.
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Hollander, S. (1987), Classical Economics (Oxford: Basil Blackwell). This is a very good introduction to the field of classical
political economy as a whole. However, there is a chance that beginning GPE students might find it a little bit daunting, as
it is written by a respected economist for an audience that has some familiarity with the rudiments of economics.

Wheen, F. (1999), Karl Marx (London: Fourth Estate). This is perhaps the most readable of all biographies of Marx, and
it tries to draw out the intellectual inspiration underpinning his work from a broader assessment of his life.

Wolff, |. (2002), Why Read Marx Today? (New York: Oxford University Press). This is an introductory book about Marx’s
ideas, and it will not present the non-economist with similar problems to those they might experience when reading
Hollander. The content of the book follows directly from the self-explanatory title.

Classic texts

Despite all the above advice on further reading, nothing beats the rewards that come from going back toa classic text
and discovering what is in it for oneself. | would very much advocate, then, that students attempt to familiarize themselves
with at least some of the classic texts mentioned by name in this chapter.

@ vwes unis

www.unc.edu/depts/econ/byrns_web/EC434/HET /biographies.htm  This is an electronic encyclopaedia, allowing
students easy access to thumbnail sketches of the most important figures in the history of economic thought. Further
searching of the site reveals an extensive glossary of economic terms and theories.

www.blupete.com/Literature/Biographies/Philosophy/BiosEcon.htm Students can work their way around the
alphabetical listings on this site to find the bibliographies of most of the great economists in history, plus excerpts from
the work of all those mentioned by name in this chapter.

http://olllibertyfund.org/ This is the link to the online library of the Liberty Fund, which holds fully searchable
electronic versions of many of the most important texts in the history of liberal political economy. The Complete
Works of Adam Smith, for instance, is amongst the deposits in the online library.

www.marxists.org/subject/economy/index.htm  This is a comprehensive site that allows students to explore both
Marx's work and his reflections on the context in which his work was written. Importantly, it also contains links to a
detailed glossary of terms to be found in the writings of Marxist political economists.

http://pandora.simons-rock.edu/~eatonak/LTV-FAQ.html  This is a site that allows students to get to the heart of
what made the labour theory of value so attractive to the classical political economists. It is organized very helpfully
around a series of ‘frequently asked questions’ Students seeking to contextualize what can be found here with what
superseded the labour theory of value should then begin searching for content surrounding the ‘subjective theory
of value'

@' ~ ONLINE RESOURCE CENTRE

For additional material and resources, please visit the Online Resource Centre at:
www.oxfordtextbooks.co.uk/ravenhill4e
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Reader’s guide

How can one understand the problems of collaboration and coordination in the global political econ-
omy? In situations of global interdependence, individual action by states often does not yield the
desired result. Many argue that the solution to the problem of interdependence is to create interna-
tional institutions, but this approach itself raises the issue of how states might go about creating such
institutions in the first place. This chapter examines the conditions under which states might wish
to take joint action and provides an introduction to game theory as an approach to understanding
interdependent decision-making. It then discusses the conditions under which international institu-
tions are likely to be developed and how they may facilitate international cooperation. We then
examine dimensions of institutional variation, with a discussion of factors that shape the design of
international institutions.



~Introduction

tis now commonplace to hear about the phenomenon
f globalization. Much of the current analytical debate
n globalization has its roots in the international politi-
-economy literature on interdependence of the early
g970s (Cooper 1972; Keohane and Nye 1977). At that time,
litical scientists began to identify the characteristics of
e changing global economy, including the increased
ows of goods and money across national boundaries
well as the rise of non-state actors as a challenge to
aditional conceptions of international politics.
Although increasing interdependence among states
was a relatively new phenomenon when considered
gainst the baseline of the 1950s, high levels of interde-
endence had existed in earlier historical periods, in-
cluding the period prior to the First World War (Bordo,
Eichengreen, and Irwin 1999; McGrew;, Chapter g in
this -volume). This interdependence, however, was
not matched by high levels of institutionalization, in
stark contrast to the post-Second World War Bretton
Woods organizations of the International Monetary
Fund (IMF), the World Bank, and the General Agree-
ment on Tariffs and Trade (GATT, and now its suc-
- cessor, the World Trade Organization). The problems
that institutions such as the IMF faced with the break-
~ down of the Bretton Woods dollar-based standard in
1971, the movement towards trade protectionism that
appeared to undermine the GATT, and instability in
the oil market with the 1973—4 oil crisis also drove the
debate on interdependence in the early 1970s.
Akey issue in considering the implications of inter-
pendence revolves around the question of how to
achieve collaboration and coordination among states.
particular, scholars have focused on how states re-
spond to perceived problems in the global economy
that they cannot deal with solely on their own. An
portant starting point is to distinguish interdepend-
ce from interconnectedness based on the costs of
/nteraction. “Where interactions do not have signifi-
c;ant costly effects, there is simply interconnectedness’
(Keohane and Nye 1977: 9). With costly effects (or high
enefits), however, we can consider countries as mu-

attempting to cope with interdependence, then,
ountries will be faced with making decisions that will
ct their direct well-being, and thus the sharing of
tsand benefits can be potentially controversial.

This chapter considers the problem of collabo-
on by first characterizing situations that might

ally dependent on each other, or interdependent. .
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require states to work with each other to achieve
a desired outcome. It then turns to a focus on basic
game theory as an analytical tool to tackle the nature
of collaboration and coordination efforts. Finally, we
consider how institutions might play a role in enhanc-
ing the prospects for cooperative behaviour.

Globalization and the Need for
International Cooperation

According to international economics textbdoks,
worldwide economic openness has clear benefits. In-
tegrated world markets help to ensure an optimal al-
location of factors of production and therefore help to
maximize both aggregate world welfare and individ-
ual national welfare. By contrast, sealing off national
borders fosters economic inefficiency and has negative
consequences for poverty alleviation and development
prospects. Yet, in practice, the benefits of globalization
cannot always be realized by states pursuing independ-
ent policies; cooperative action is required.

The process of global integration forces significant
adjustments in production patterns across states. In
particular, the changing distribution of costs and
benefits from trade liberalization can result in strong
political opposition, both for and against further lib-
eralization. Adjustment has been all the more diffi-
cult in that it leads to unpredictable outcomes and
instability in the prices of traded goods. This has
proven particularly problematical for many devel-
oping countries because they strongly rely on a few
primary commodities for the bulk of their exports
(UNDP 2011). Not only have the prices of most non-
fuel commodities tended to decline over the long-
term, but also they have been increasingly volatile
(UNDP 2011; UNCTAD 2012b). From this perspective,
the price surges from 2003 to mid-2008 and in 2009-10
may not be indicative of a long-term reversal and the
abrupt drop of prices in the second half of 2008 is
an acute reminder of the long-term boom and bust
long-term pattern in commodity terms of trade (IMF
2012b; Spatafora and Tytell 2009). Ultra specialization
by some countries in specific commodities has there-
fore, on the one hand, brought severe adjustment
costs and, on the other hand, failed to provide stable
and increasing revenues and significantly hurt their
growth prospects (Cavalcanti, Mohaddes, and Raissi
2012). Developing countries that rely on the export of
manufactures have also faced significant adjustment
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challenges. For example, many Latin American coun-
tries have increasingly faced a loss of market share in
the United States and Europe with the rapid rise of the
Chinese export juggernaut.

Liberal analysts often argue that countries will be
able to manage the process of adjusting to a rapidly
shifting division of labour. From their perspective, the
prospect of growth in a large number of newly com-
petitive sectors, combined with state capacity to pro-
vide social and fiscal transfers, should serve as means to
address the challenges of world competition. Yet devel-
oping countries, in particular the poorest among them,
often have a pre-industrial economic structure. As a
consequence, economic openness has brought about
a radical transformation of their socio-economic struc-
tures, particularly in rural areas, leading to massive mi-
gration flows to urban areas. The state structures of
developing states are often simply unable to cope with
such a rapid and radical transformation. This has ledto
chaos and, in many instances, to famine and violence
as well as to further political instability and insecurity.
For their part, rich countries often face strong domes-
tic lobbies in agriculture, textiles, steel, and other older
sectors of the economy, creating pressure for trade
distorting restrictions of various kinds including sub-
sidies, tariffs, quotas, voluntary export restraints, and
the like (see Hiscox, Chapter 4 in this volume).

Given these political constraints, countries may ei-
ther be unwilling or unable by themselves to sustain
processes of economic liberalization. We need to
distinguish between two situations. Facing political
difficulties, some countries may no longer view inter-
national economic cooperation as beneficial and vill
adopt a national mercantilist approach, relying on se-
lective domestic economic closure while pushing for
market access abroad. For most countries, however,
such a choice would be politically too costly given
previous international commitments but also because
they still consider cooperation to be valuable in the
medium to long run. Reneging on economic liberali-
zation mostly comes from the difficulty of resisting
domestic demands for some protectionism or from
the hope of levelling or tilting the international play-
ing field in their favour. In the latter case, the tempta-
tion by some countries to slow or halt liberalization
may induce others to reconsider their commitments,
leading to an action-reaction cycle that slows global
integration and decreases economic welfare.

International cooperative action may therefore
be required to avoid the unfortunate effects of this

temptation to free ride. This temptation varies ac-
cording to the socio-political organization of coun-
tries and to their degree of economic flexibility. On the
socio-political dimension, the political insulation of
governments from lobbying by those who are affected
by adjustment costs can ease the process of economic
liberalization, as was the case in the first wave of
globalization in the second half of the nineteenth cen-
tury when few countries had democratic systems of
government. But with the spread of democracy, such
political insulation has drastically diminished, forcing
governments to at best ‘talk’ protectionist or worse,
adopting protectionist policies during economic reces-
sions. Another way to make liberalization politically
palatable has been the development in some countries
of corporatist deals between the government, unions,
and business to share the costs of adjustment. The
temptation to free ride also depends on the economy
of countries and on its flexibility, particularly regard-
ing labour markets, as well as labour skill levels. More
generally, countries with deregulated markets, and
few and lean state-owned companies should be less
tempted to free ride on the globalization process
because adjustment would be less costly.
International cooperation may also be required to
remedy what we call the inhibiting fear that countries
may feel when facing a decision to either engage in
economic liberalization or to continue it. Although
countries may be convinced that liberalization will
yield benefits, they may be hesitant to risk the insta-
bility that might come from the ebb and flows of the
international market. This fear is particularly prob-
lematical in the domain of financial liberalization. In
contrast to trade integration, financial integration has
produced sudden and violent shocks to national econ-
omies (see Pauly, Chapter 8 in this volume). The mas-
sive increase in capital flows in the last fifteen years has
been accompanied by extreme volatility, particularly
for developing countries that have been experiencing
sharp fluctuations in the flow of short-term capital
(Edwards 2005; Calvo and Talvi 2005; Reinhardt and
Rogoff 2009). As John Ravenhill discusses in Chapter
1, the series of crises that hit East Asia in the period
1997-8 led to drastic economic contractions. South
Korea’s growth rate dropped seven percentage points
below its pre-crisis, five-year-average growth rate,
Indonesia’s performance was similar, and Thailand’s
was even worse (Eichengreen and Bordo 2002). Recent
work on the Asian financial crises and the Argentinean
crisis in 2001, both at the aggregate and case-specific
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Jevels, has shown that governments are highly vul-

' %iéréme to such profound economic contractions,
On average, the chances of losing office in the six
months immediately following a currency crash seem
to be twice as likely as at other times (Frankel 2005).
Economic globalization has created profound and far-
reaching policy challenges to states that, in turn, have
an impact on key pillars of their economic and politi-
cal organization.

. International cooperative action in the financial
realm may reassure countries by promises of assistance
either by individual states or international institutions
before or during difficult times. This may facilitate states’
adjustment efforts in responding to shocks and prevent
them from taking the wrong action at the wrong time,
which could lead to massive negative contagion effects.
As with trade, the need for international support varies
across countries depending on the socio-political and
economic characteristics that we have discussed. The
inadequate response of rich states and financial insti-
tutions to the problems faced by countries affected by
the financial crises of the late 1990s led many countries
to rapidly build up their holdings of foreign reserves to
counter speculative attacks on their currency. Reserves
Now amount to more than 30 per cent of developing
countries” GDP, enough to finance almost one year
of imports. But this individual response has come at
a significant price. Most central barks hold foreign ex-
change reserves in the form of low-yielding, short-term
US Treasury (and other) securities; the accumulation of

Inexamining the problem of collaboration, we can use the
oncept of’ ‘type of goods' to examine more rigorously the
problem of incentives to free ride, fear that one’s counterparts
Iifail to follow good policies, and the distributive conflicts that
might ensue over where to meet. In a capitalist economy, private
|+ firms produce goods such as wheat, clothing, computers, and
: vices such as finandial products, insurance, and the like. Such
are generally referred to as private goods, based on two
. Characteristics: the goods are generally excludable and are not
- joint in consumption. The concept of excludable means that goods
| @nbe withheld from those who do not pay for them: not joint in
- sumption means that when a consumer utilizes the good, it is
&hausted and cannot be used by others without additional
roduction. In addition to private goods, other goods may be
desired, such as national defence or parks. These goods are

i

fish in the oceans, or even, as a limiting case, a public park. Thus, if

reserves by developing countries created an important
opportunity cost (the difference between what govern-
ments might have earned by investing these assets else-
where versus keeping them in low-yielding securities).
In most cases, for instance, investing the same amount
in the domestic economy would have yielded a signifi-
cantly higher return. According to a recent study, the
income loss due to this difference in yields amounts to
close to one per cent of GDP (Rodrik 2006b). Leaving
aside the question of whether this insurance against the
vagaries of financial integration comes at an acceptable
price, such a solution is only available to a small num-
ber of countries, and therefore is not a viable alternative
to international action to provide liquidity to countries
facing financial crises.

Finally, when countries address the issues of ‘tempta-
tion to free ride’ and ‘inhibiting fear’, they may encoun-
ter a third problem—how to negotiate the distribution
of gains and losses from a possible agreement. This
where to meet problem can be seen in cases of inter-
national cooperation such as a decision on how much
to contribute to common support funds, how and to
what extent to intervene in currency markets, and in
the tradeoff between quotas, tariffs, and subsidies in
trade negotiations (see Box 3.1). For example, as part of
the bargaining over the creation of a common pool of
Tesources to support financial stability, there is likely
to be considerable debate about the criteria for which
country should contribute how much. This burden
sharing decision has often been a problem historically.

characterized by the lack of ability to create exclusion and the
jointness of their consumption, and they are known as public
goods. Because anyone can have access to these goods once they
are produced, consumers will misrepresent their demand for such
goods as they can obtain them once they are produced and ‘free
ride’ In such cases, the private sector will not produce public
goods, and governments will coerce itizens to pay for such goods
through mechanisms such as taxation. If a good is characterized by
lack of exclusion and lack of jointness, then such a good is referred
toasa common pool resource. Examples of such goods include

the ocean is overfished, fish will cease to reproduce and die out.
Similarly, while parks are often seen as public goods, too many

users of a park create crowding, which impairs the enjoyment of

the good for others. Private actors will be particularly reluctant to
produce such goods, and even governments will be concerned

about the problem of too many users. Finally, inclusive club goods._J

—
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BOX 3.1 (continued)

refer to goods that may be excludable and yet be joint in
consumption. These include goods such as software, music, and
literature, which the private sector has a great incentive to
produce. Once a unit of the good is produced, it can be
distributed at either little or no cost. Indeed, firms may quickly
develop a monopoly in the production of such goods if they are
the first movers who make the good, and thus face regulation. For
example, if a firm launches a satellite to beam television
programmes to consumers, while the initial cost of securinga
rocket to put the satellite in orbit will be great, once the satellite is
in operation, the programmes can be disseminated to large
numbers of consumers. Private firms will generally attempt to
regulate consumption by encoding the transmission to prevent
free riding. Alternatively, governments may simply regulate the
industry and consumer behaviour to prevent consumption
without paying (for example, penalties for copyright infringement).

Figure 3.1 summarizes the four types of goods.

How do the problems of creating various types of goods play
out in the international arena, and what obstacles do states face
in achieving cooperation? Consider the case of cooperation with
respect to global warming. It is now well documented that
emissions of greenhouse gases, in particular CO,, due to human
activity (in particular the burning of fossil fuels) have reached
levels that lead to an important warming of average
temperatures on earth with potentially dramatic impact on
populations in the medium to long term. Yet, because reducing
the emissions of greenhouse gases is a costly process that may
require deep restructuring of energy production and use, the
negotiations over how much or how quickly to limit those gases
has been an internationally contentious issue. The public good
nature of the problem can be seen in the incentives to free ride
by various countries who wish to benefit from the reduction in
emissions of greenhouse gases but do not want to bear the
costs of reducing their emissions. There is a severe distributive
conflict (‘where to meet) as actors debate the levels of
reduction for developed and developing countries. The latter

Figure 3.1 Types of goods

Jointness in Consumption?

YES NO
. Common Pool
NO Public 6
Exclusion esources
ible?
. T e | ncsieClub| o
Goods ate

fear to derail economic development to fight a phenomenon
largely associated with the economic development since the
mid-1800s of current developed economies. With respect to
crowding, at the extreme, limiting global warming has common
pool resource properties, because jointness may be impaired if
one country (or a small number of countries) produces a huge
amount of emissions that then spread evenly in the atmosphere.

In 1992, States recognized the need to take action to limit global
warming with the adoption of United Nations Framework
Convention on Climate Change (UNFCCC) that established the
Conference of the Parties (COP) as its highest authority to
develop an international climate change regime. So far the most
important pillar of this regime has been the Kyoto protocol
adopted in 1997 by the COP and entered into force in 2006. The
protocol set binding targets for the reduction of greenhouse gases
by thirty-seven industrialized countries (the so-called Annex |
countries) as well as a general commitment for all groups of
countries. The originality of the protocol is that it defines ‘flexible
mechanisms' to help industrialized economies meet their targets,
including the trading of emission 'rights’, the transfer of ‘dlean
energy technology to developing nations (the so-called Clean
Development Mechanism) as well as the possibility of joint
implementation. But whereas the flexibility of implementation for
industrialized economies and the lack of binding commitments for
developing countries were essential for the adoption of the Kyoto
protocol, they have severely limited its impact on the limitation of
global warming, There is a clear need to do more, including by
developing countries, and within a stronger monitoring framework.
Yet discussions have been impeded by severe distributive conflicts
(on financial commitments in particular) both within industrialized
countries and between industrialized and developing countries.

With respect to inclusive club goods, the debate over standards
also illustrates the problem of ‘where to meet. f a firm
convinces its government to advocate the choice of its standard
in international negotiations, the firm may be able to gaina
significant advantage over its competitors. Even less firm-driven
choices may influence costs and benefits, and lead to possible
conflict. For example, the implementation of international
financial reporting standards (IFRS) developed under the
auspices of the International Accounting Standards Board (IASB)
led to fierce debates and discussions within the European Union
before its final implementation in January 2005. The IFRS
cornerstone is the notion of fair value accounting (FVA) that
aims at assigning market values to assets. Whereas this had been
the standard adopted in the Anglo-Saxon world, continental
European firms had relied on a more ‘prudent’ way with a
valuation based on the balance sheet and a low valuation of
assets, The move towards a new standard significantly increased
the risk of hostile take-over of companies that would become

Sgete

suddenly more attractive due to ‘hidden'’ reserves.
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ention in currency markets is also controversial.
ugh some national intervention to maintain sta-
ble currencies may be warranted in that it helps govern-
ments to obtain various national economic objectives
iguch as controlling the rate of inflation, the US has
often accused Japan and China (and other East Asian
states) of manipulating their exchange rate to gain a
};bmpetitive advantage in trade.
. Burden sharing problems may also be part of the
problem of trade liberalization. A good example has
- been the ongoing conflict with respect to the reduction
rof agricultural support schemes used by developed
. countries (and often by developing countries as well) to
- protect their farmers. Addressing the free riding temp-
tation has been hampered by the difficulty to find an
: agreement at a lower level of support.

KEY POINTS

nternational cooperation can help to address three typical
lems associated with the process of global integration:
nptation to free ride, an inhibiting fear, and a need to

( meéting points in situations where collaboration wil
luce diﬁeﬁng costs and benefits to governments,

;ingry‘s need for international cooperation depends
C g its socio-political structure as well as on the structure
nd flexibility of its economy.

ﬁerenttypes of problems associated with the process
of global integration call for different solutions to address
the three typical problems, ranging from the provision of
ding rules to facilitating mechanisms.

International Cooperation: A
Strategic Interdependence Approach

discussion so far has highlighted the potentially im-
portant role of international cooperation in enhancing
1e prospects for global economic integration. Yet, as
the ‘where to meet problem’ shows, such cooperation
may itself entail varying costs and benefits for partici-
Pating states and its successful negotiation is therefore
ota foregone conclusion. To further explore the chal-
ges ‘of international cooperation, we can utilize a
game:- theoretic approach to examine interdependent
C ion-making A country’s choice depends both on
Cost/benefit evaluation of the various outcomes
0d on'its expectations regarding the choices of other
IS. Game theory provides useful tools to analyse

Cooperation and Conflict in the Global Political Economy

actors’ behaviour in such a context. Key features of
actors’ interactions are captured through ‘games’ that
describe the choices available to actors (players in the
game), their evaluations of potential outcomes, as well
as the information they have when they make their
choices.
To keep this chapter’s discussion of game the-

Ory as parsimonious as possible, we focus on sim-
ple games with two persons and two strategies per
person (see Box 3.2). We further assume that actors
have extensive knowledge of the other actor’s prefer-
ences but that they cannot observe his or her actual
choices. Obviously, in real-life situations, actors may
have less information about preferences and/or may
be able to observe the other’s behaviour. Our model-

ling choices may appear to oversimplify real-life ex-

amples but, as several authors have already shown,

simple models can clearly reveal the decisions that
governments face in attempting to deal with fun-
damental aspects of interdependence (Cooper 197s;
Snidal 1985; Martin 1992; Zirn 1992; Aggarwal and
Dupont 1999; Drezner 2007).

Each of the three typical problems discussed in the
previous discussion can be depicted with a specific
game. We address them in turn and then focus on situ-
ations that represent mixed situations.

‘Free riding temptation’:
The Prisoners’ Dilemma

As we have seen, global economic integration remains
fragile due to countries’ political difficulties in imple-
menting potentially costly economic changes—albeit
ones that are economically positive. They may be
tempted to free ride on others’ policy changes to take
advantage of their gains from their trading partners
opening their markets, which may in turn affect oth-
ers’ policy choices, and possibly bring an end to global
economic liberalization. This situation is aptly cap-
tured with the game called the Prisoners’ Dilemma.
The Prisoners’ Dilemma models a situation in
which two individuals are involved in a robbery and
are caught near the scene of the crime. The District

-Attorney (the DA or prosecutor) does not have suf-

ficient evidence to convict either of the suspects of
robbery unless at least one of them reveals additional
information to him, but he has some evidence to con-
vict both of them of a lesser crime (for instance, reck-
less driving or carryinga firearm). The DA wants more
information to convict both suspects for a long period.

A TR SR WY
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Game Theory and its Critics

Game theory has become a standard tool for analysis of
situations of interdependence in social sciences. Aside from its
predictive aim, game theory has a strong appeal for anyone
engaged in explanation, investigation, or prescription. It often
makes ostensibly puzzling processes intelligible, without
attributing causality to factors such as the incompetence,
irresponsibility, or lack of concern of decision-makers.

Whatever its value, however, the use of game theory poses
severe methodological problems that have prompted intense
debates in the literature. Critics have traditionally emphasized
(1) the overstretching of the concept of rationality and (2) the
gap between abstract theoretical concepts and real phenomena.
Regarding the notion of rationality, most applications of game
theory assume that players, interacting under conditions of
imperfect information, possess a very high computational ability.
To make their decisions, players must evaluate a host of possible
worlds on the basis of the knowledge commonly shared with
others or privately known. This kind of situation often implies
that players engage in comparative reasoning about a large set
of possible worlds. Leeway in their interpretation often leads to
amyriad of possible equilibria, which significantly decreases the
predictive power of game theory. To avoid this indeterminacy,
most game theorists have refined the concept of ‘rationality’ to
allow the selection of one or very few equilibria among the vast
initial array. For example, one might assume that people always
choose to buy the cheapest product available (even though we

know that many people buy based on brand name, reputation,
or other factors) because it makes the choices of actors easier
to map. Most of these refinements to the conce'pt of rationality
thus lack empirical grounding.

A more recent controversy has focused on the empirical
contribution of rational choice approaches to politics, including
game-theoretic work. A variety of pathologies have prevented
rational choice theory from improving our understanding of
politics. In particular, rational choice theorists are, according to
these critics, method-driven rather than problem-driven. In
other words, instead of focusing on building models that
accurately reflect decision-making in the real world, game
theorists (according to critics) are more concerned with
constructing elegant models. As a consequence, game
theorists tend to neglect issues of empirical testing and
therefore to undermine the scientific value of rational

choice theory.

Although there clearly remain weaknesses in most game
theoretic analyses of international relations, the link between
theory and empirics has clearly improved over the last decade.
Users of game theory have used different techniques to check
the validity of their models based on a comparison with reality.
The dominant approach has been indirect testing through
statistical analysis using either large-N data sets or a series of
case studies. Ancther approach has been to use case studies to
trace the behavioural attitude of actors and check them with
specific predictions of models.

The two prisoners are placed in separate interrogation
rooms. The DA tells each prisoner that if they con-
fess and reveal the truth, they will get a much lighter
sentence. If both prisoners confess (Strategy Sz in the
game depicted in Figure 3.2 below) however, they geta
heavier sentence than they would have received if they

Figure 3.2 Prisoners’ Dilemma Game (ordinal form)

Player Beta
Sl 52
Sl 3,3 I, 4
Player
Alpha
§2 4, | 22

had both remained silent (Strategy Sr in Figure 3.2)
where they would have been charged with the lesser
crime (when both confess, the DA has the evidence
to convict both on the more serious offences). Con-
fessing to the DA could bring the minimal sentence
if the other one does not confess but could also lead
to a lengthier sentence if the other also confesses. Re-
maining silent, on the other hand, may lead to either
a moderate sanction if the other prisoner remains
silent, or the maximum penalty if the other one speaks
to the attorney. Facing this situation, and unable to
communicate, the logical strategy for both prisoners
is to choose to confess. They do so because confess-
ing to the DA is individually always a safer strategy
than remaining silent. The key point of the Prisoners’
Dilemma game is that actors may face a structure of
interaction that prevents them from reaching a coop-
erative solution even though such a solution would be
optimal for both of them.
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Beta’s preference (thus ‘4,1 is Alpha’s most preferred
outcome and Beta’s least preferred outcome).

‘++As Figure 3.2 shows, both players have a dominant
strategy (confess, Strategy 2) thatleads to what is called
the Nash Equilibrium outcome, which is in the lower-

models that right cell of the matrix. A Nash Equilibrium is an out-
world, game come in which none of the Players can improve his (her)
‘erned with situation by changing his (her) individual strategy, But
Ice, game if both players switch to Strategy 1 (remain silent) in the
sting and matrixin Figure 3.2, each of them getsabetter outcome
Estban (ﬁpper left cell). Yet ironically, this collectively optimal
situation, also known as a Pareto-optimal outcome
10st game (Pareto-efficient outcomes are defined as outcomes
: link between fromwhich no actor could become better off without
the last decade. worsening the pay-offs to another actor), is unstable be-
ML Che.c 5 cause each actor can improve his or her own welfare by
:‘g):hv:;t:g;eaw individually switching strategy to the cells in the upper-
o ‘? right or lower-left corners of the matrix.
: case studies to 3

+ “Within internationa] political economy, the Prison-
ers’ Dilemma has been widely used to illustrate the
problem of reciprocal trade liberalization (Grossman
and Helpman 1995; Hoekman and Kosteki 1995; Maggi
1999)::The difficulties in monitoring partners’ trade
policies, and the potential political benefits to govern-
ments from open €xport markets and closed domestic
markets often push states to back out of their com.-
‘mitments to reciprocate trade liberalization measures.
- AsConybeare shows (1984), this argument particularly

ck them with
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- for their €xports). For smaller countries, though, the
 Prisoners Dilemma is not an adequate depiction of

- This story can be generalized using the game de-
picted in Figure 3.2. The numbers in the various cells
indicate the preferences of Players on an ordinal rank-
ing scale, with four being the most preferred situation
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Whereas countries producing particular commodi-
ties traded on world markets would prefer a situation
where they all manage production so as to keep prices
sufficiently high—by forming a cartel such as OPEC
(Organization of Petroleum Exporting Countries),—
individual countries face the temptation to ‘cheat’ by
increasing extraction or Production of those com-
modities so as to maximize their individua] income.
As a resul, acting collectively to keep commodity
prices stable—in commodities such as coffee, tin, and

even oil—has been g daunting task, particularly for
developing countries.

‘Inhibiting fear’: assurance games

The second typical problem that a country seeking
to enter international Cooperation faces comes from
the uncertainty of benefits and costs linked to integra-
tion in the world économy. Global economic integra-
tion brings its full benefits when most countries are
part of it and adopt appropriate policies. When some
countries make mistakes, or if liberalization policies
lose momentum, international markets may react
abruptly. If states become paralysed by this likelihood,

the whole world may revert to a much lower leve] of
integration. This situation js best modelled through
another category of game—assurance games.

One specific example of an assurance game is
‘Stag Hunt’, depicted in Figure 3.3. The name of the
game comes from the story of two hunters chasing
a stag. They go out before dawn and take positions
on different sides of an area where they think a stag
is hiding. They have a mutual understanding to shoot
only at the stag (Strategy Sr in the game depicted in
Figure 3.3). Shooting at any other wild animal, say a
hare (Strategy S2), would lead them to miss shoot-
ing the stag because the stag would be frightened by

Figure 3.3 Assurance game (Stag Hunt) (ordinal form)

Player Beta

Sl 52
Sl 4,4 I3
Player
Alpha
S2 31 2,2
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Figure 3.4 Coordination game (Battle of the Sexes)
(ordinal form)

Player Beta
Sl S2

| 4,3 1
Player

Alpha

$2 1 3,4

the noise and Stay put in its hiding place. As time goes
by and as dawn arrives, however, both hunters start
thinking that going back home with a hare might be
better than continying to wait for the stag to come
out of hiding. If each of them thinks that the other
one will eventually yield to the temptation to shoot at
a hare, they will both end up killing a hare—a better
outcome than not catching anything but clearly much
less attractive thap sharing a stag.

In Stag Hunt, players share a single most preferred
outcome—i.e. a Pareto-optimal Nash Equilibrium—
but théy do not have dominant strategies. As a result,
there is a second, pareto-deficient, equilibrium out-
come. In such 5 game, reaching the Pareto-optimal
equilibrium is not 5 foregone conclusion. Doubts
about the willingness of one’s counterpart to choose
strategy S1 (shoot the stag) might push a player to
choose strategy g, (shoot a hare), which guarantees
for that individy,] the highest minimal gain. Yet,
such an outcome js rather unlikely because of the
att.raction of the upper-left cell. In contrast to the
Prisoners’ Dilemp,, game, it is not the temptation to
reap additional gains that may prevent actors to be in
the upper-left ce]] of the game but their anticipation
of a possible mistake or unintentional move by the
other one.

Financial globglization has features of a stag hunt
game. With increasing capital flows among coun-

tries, global capita] markets become deeper and pro-

vide greater opporrunities for individual countries.
Yet, policy mistakes by some countries may quickly
destabilize markets, Fear of the potential negative im-
PaCt of such a destabilization may lead countries to
implement Measyres to slow down or restrict capital
movements. Such 3 move may lead to changes in other

actors’ expectations and quickly drive the world, or at
least a region of the world, to a much lower level of
integration. This new situation could have the advan-
tage of being less risky for countries but is unlikely to
bring as many opportunities for investment and there-
fore reduce growth prospects.

‘Where to meet’: coordination games

Whereas market liberalization is essential for global
economic integration and increased prosperity, sus-
tainable global integration requires some market
supervision. This supervision in turn requires co-
operative action by countries. The difficulty, how-
ever, is that there are often many ways to supervise
markets and countries may differ on their preferred
coordination point because potential solutions vary
in their costs and benefits. This strategic context cor-
responds to a game of coordination. In the specific
game depicted in Figure 3.4, actors have to choose
among Pareto-optimal outcomes. Its name, ‘Battle
of the Sexes’, comes from the story of a husband
and wife who have to decide where to spend their
evening after work. They either can go to the opera
or watch a football match. Neither spouse derives
much pleasure by being without the other one but
they differ on the best choice. The husband would
prefer to watch football (strategy St in Figure 3.4)
whereas the wife would prefer the opera (strategy
S2 in Figure 3.4). In the story, both are getting off
of work and have to rush to either the stadium or
opera. They cannot communicate with each other
(say the batteries of their cell phones are dead!),
and have to meet at one of the locations. If each of
them follows their preferred solution, they end up at
different locations, which both regard as a bad out-
come. Perversely, if both of them want to please the
other one by choosing the location that they know
that their partner prefers, they also end up being
separated. Thus, they have to somehow implicitly
coordinate, with one making a concession and the
other getting his/ her first choice. Figure 3.4 provides
a generalization of that story.

In the Battle of the Sexes, none of the players has
a dominant strategy. Player Alpha prefers to play
Strategy 1 when Player Beta chooses Strategy 1 and
prefers Strategy 2 when Player Alpha chooses Strat-
egy 2. With Player Beta having the same preferences
as Alpha, the game has two equilibrium outcomes—
the upper-left and lower-right cells in Figure 3.4.
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jeses two outcomes are clearly Pareto-superior
the two other possible outcomes, but actors will
gree on which one to choose. Player Alpha pre-
fers the upper-left cell whereas Player Beta prefers to
d up in the lower-right cell. Both players want to
a\;oid being separated but each player prefers a dif-
ferent outcome.

. In-international political economy, efforts by de-
veloped countries to choose mutually compatible
macroeconomic policies typically reflect games of
;oordination (Putnam and Bayne 1987). For instance,
when there is high volatility in financial and exchange
rate markets, coordinated responses by leading coun-
ies would often be best but each country would like
to choose the policy mix that best fits its own domes-
“constraints. Coordination was a key challenge in
efforts to address the 2008-9 global financial crisis
and the global recession that has followed since then.
‘Whereas major central banks were able to coordinate
their actions to contain the stress in financial markets
0 a reasonable extent, governments have had more
difficulty in implementing concerted fiscal responses.
Some countries, such as the United States, engaged in
large fiscal stimulus, while others were more reluctant
o use fiscal policy out of concern for the health of
‘publicfinances. This asymmetry fuelled a concern for
e riding where a country would benefit from the ef-
orts of its neighbours, as their stimulus plans boost its
orts without affecting its fiscal stance. As a result,
ountries resorting to large stimulus tended to adopt
nationalist” or protectionist policies to channel gov-
ent funding to national firms. To offset this sub-
optimal dynamic, major economies have promoted
the use of a new informal grouping—the G2o—as a
um in which heads of states have repeatedly com-
mitted to concerted plans of action and pledged to
refrain from protectionist measures. Yet, despite high
opes following the meetings held in London and
ittsburgh in 2009 (Cooper 2010), the new forum grad-
ally lost momentum.

Another prominent example is the choice of in-
ernational monetary system (Cooper 1975). Discus-
ns between the USA and Great Britain during the
econd World War regarding the architecture of the
ture international economic order revealed that,

though both countries agreed on the absolute need
Or coordination, they fought over the details of the
order, with each trying to impose its own plan.

01‘)6 recent example was the debate within the
P€an Union over the design of monetary union,
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which saw Britain, France, and Germany proposing
different solutions for some economic and monetary
convergence between member states as well as for
rules of fiscal behaviour within the monetary union
(Wolf and Zangl 1996). At the global level, in the af-
termath of the recent global financial crisis, Russia
and China have aired the idea of finding an alterna-
tive to the current dollar-dominated system. They
have not however been able to push this onto the
financial agenda of the G2o whose performance on
matters of monetary and financial governance has
fallen short of expectations (Helleiner 2012; Vester-
gaard and Wade 2012).

Mixed situations: Chicken, Called
Bluff, and Suasion

We now turn to games that capture situations in
which more than one typical problem of cooperation
may be present or in which the actors may view the
structure of the problem differently. We begin with
the game of Chicken that combines the features of
the temptation to free ride as well as distributive ten-
sions between the actors. This game, depicted in Fig-
ure 3.5, builds on the story of two cars, travelling in
opposite directions, speeding down the middle of the
road toward one another. Inside each car sits a driver
who wants to impress his respective passenger that
he is a tough person (i.e. demonstrate resolve). The
best way to do so is to continue driving straight down
the middle of the road (strategy Sz in the game de-
picted in Figure 3.5)—even when the car coming in
the opposite direction comes dangerously close. Yet,
if at least one driver does not swerve, the outcome
will be disastrous and both cars will crash, killing eve-
ryone. To avoid this unfortunate outcome, at least
one driver will have to yield and swerve (strategy St

Figure 3.5 Chicken Game (ordinal form)

Player Beta
Sl S2
SI 3.3 2,4
Player
Alpha
S2 4,2 farl
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in Figure 3.5), but both would like the other one to be
the ‘Chicken’ who swerves.

The distributive tension between two equilibrium
outcomes is a typical feature of the coordination
games discussed earlier. But in contrast to those
games, the game of Chicken has a third outcome
that is collectively optimal—the compromise solution
in the upper-left cell. As in the Prisoners’ Dilemma,
however, this outcome is not stable and actors have a
strong temptation to revert to one of the two equilib-
riums represented in boldface in Figure 3.5. As such,
the Chicken game helps to capture more complex
situations faced by countries attempting to engage in
international cooperation (Stein 1982).

In the context of the global political economy,
Chicken games are useful depictions of the complex
structure of burden sharing that occurs within a group
of powerful players. For instance, when there is mon-
etary and financial stability in the global economy, the
US and the EU may tend to resist making public com-
mitments to international cooperation unless there is
a clear sign that the other party will act similarly. Get-
ting out of a trade negotiation stalemate or dispute can
also be a Chicken-like situation in which each actor is
unwilling to agree on any asymmetric solutions.

To this point, we have only considered cases where
actors have symmetrical preferences. We now ex-
amine two interesting asymmetric games, the first of
which has one player whose preferences are those of
the Prisoners’ Dilemma game, and a second player
with a structure of preferences of the Chicken game.
The resulting asymmetric game, known as the game
of ‘Called Bluff’, is depicted in Figure 3.6.

Player Alpha has Prisoners’ Dilemma preferences
with a dominantstrategy to play S2, whereas Player Beta
has Chicken preferences with a preferred choice of S2 if
Alpha chooses St and a choice of Stif Alpha chooses S2.
Yet in this game, owing to the asymmetry in pay-offs,
Beta knows that Alpha has a dominant strategy of Sz,

Figure 3.6 Called Bluff (ordinal form)

Player Beta

i S2

33 4

Player S/
Alpha
PR o 4,2 2,1

Beta therefore should choose St, leading to the equilib-
rium outcome in the lower-left cell in Figure 3.6. Here,
Player Alpha gets his most preferred outcome, whereas
Player Beta gets her second worse outcome. This sce-
nario can be used to analyse situations where stronger
countries or actors can take advantage of the other’s
weakness and shift the burden of cost of cooperative
action onto the weaker party. This outcome is caused
by the difference in actors’ sensitivity (vulnerability)
to the need for cooperation itself. The player with the
less dependence on the need for cooperation (Beta in
Figure 3.6) is able to free ride on the other player (Alpha
in Figure 3.6). Given the lack of capacity of the weaker
actor to sustain cooperation alone, this often leads to a
breakdown of international action.

A good illustration of this situation is the mon-
etary policy of Germany and Japan in the 1960s, in
the context of the Bretton Woods fixed exchange rate
system. The stronger player, the United States, asked
these countries to revalue their currencies to help
boost the competitiveness of US exports and relieve
the pressure on the dollar. These countries refused to
undertake significant revaluations, which thus had in-
creasingly costly implications for the US economy and,
ultimately under the Nixon administration, the US
simply forced the burden of adjustment on the weaker
countries by breaking the link between the dollar and
gold and imposing a 10 per cent across-the-board tariff.
This action led to the end of the Bretton Woods sys-
tem (see Helleiner, Chapter 7 in this volume).

A second case of asymmetry isa game with one player
having preferences oriented toward cooperation and the
other one having Chicken preferences. In the game of
‘Suasion’, Player Beta has preferences similar to a player
in the Chicken game but Player Alpha has preferences
that are typical of another game, the game of Harmony.
The basic feature of Harmony games (see Figure 3.7) is

Figure 3.7 Harmony (ordinal form)
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Figure 3.8 Suasion (ordinal form)
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that'both players not only dislike acting separately (as
in the case of coordination games) but they also do not
differ on the best outcome. They both therefore have a
dominant strategy to do the same thing. Cooperation
is, S0 to speak, naturally guaranteed (as, for instance, in
nineteenth-century liberal assumptions about interna-
ional economic relations, which argued that everyone
~ would generally be made better off with free trade and
open markets more generally).
-‘Combining a player with Chicken preferences and
player with Harmony preferences yields the game
epicted in Figure 3.8, known as the game of ‘Suasion’
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; (see Figure 3.7)is _anactor perceives the benefits of international action
to'be much more than its associated costs. Because
this actor (Alpha) absolutely wants to carry through
form) Ction at the international level and is assumed to

a
S2

32 - One can view this as a situation as one of the tyr-

opportunistic attitude by the weak rather than a delib-
erately tyrannical outlook. Martin (1992) argues that
this game illustrates the Western world’s restriction
of technology exports to the Soviet Union during the
Cold War. Control of technology sales to the Soviet
bloc was done through the Coordinating Committee
on Export Controls (COCOM). Within it however,
the United States had a dominant strategy to con-
trol technology whereas European states were more
opportunistic. They could benefit from sales to the
Soviet bloc without jeopardizing the overall balance
of power between the two blocs, The US was dissatis-
fied with this situation and had to persuade Europeans
to participate fully with COCOM.

More generally, this type of game relates to situ-
ations where one actor (or group of actors) can
undertake actions that are immune (up to some
degree) to the free riding behaviour of other
countries. For example, tax havens in small coun-
tries were ‘tolerated’ by bigger countries as long as
the latter could use capital movement restrictions to
secure financial stability. When capital restrictions
were dismantled, there were significant increases in
the efforts to circumvent the free riding behaviour
of tax havens. Such free riding became politically in-
tolerable with the advent of the global financial cri-
sis, which required global coordination efforts. The
G20 countries put significant pressure on ‘renegade’
countries with the preparation of a black list by the
Organization for Economic Co-operation and Devel-
opment (OECD).

KEY POINTS

Each of the typical problems of international cooperation
can be viewed through the lens of strategic decision-
making,

* Game theory can help us analyse interdependent
decision-making.

* Cooperation can be expected to fail either due to actors’
incentives to cheat, to actors' sensitivities to distribution
issues, or to lack of confidence in the other actor’s
behaviour,

*  Problems of distribution and free riding may be combined
in real-world situations; some games are able to model
these combinations.

+ Differences in resources or in the perceived need for
cooperation result in situations of asymmetric burden
sharing.
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International Cooperation:
A Variety of Solutions

The discussion of cooperation problems in the global
political economy highlights the varied nature of the
challenges facing actors. We now turn to the question
of how to address these challenges. In particular, we
focus on the role that international institutions can
play in addressing cooperation problems. Our analysis
begins with situations where the problems can be ad-
dressed without institutions and then turns to cases
where institutions help the process of cooperation.

International action without
international institutions

In most of the games that we have examined, indi-
vidual actions by both players lead, or may lead, to an
outcome that we can characterize as collectively opti-
mal because there is no welfare loss. Yet, this notion
of optimality tends to be short sighted because the
asymmetric outcomes of the Called Bluff, Suasion,
Chicken, and even coordination games are optimal
only in terms of a narrow view of collective welfare.
Such a conception of welfare does not obviate the
problems of the distribution of gains that may either
make the road to an agreement difficult or plague
the likelihood of collaboration. As we discuss later,
institutions may play useful roles in addressing these
problems, but collaboration may also occur through
individual actions.

Individual, decentralized, action can also be opti-
mal in the thorny case of the Prisoners’ Dilemma.
Yet, for this to happen, we must relax the Baseline as-
sumption that players play the game only once and
allow them to have repeated interactions through
time (Axelrod and Keohane 1986; Taylor 1987; Sandler
1992; Cornes and Sandler 1996). When players expect
to meet again in the future, they may be more will-
ing to cooperate. Yet even under such conditions
of iteration, however, cooperation is not a foregone
conclusion. For example, if the expected net value
of cooperation is too low (for example, actors may
overly discount the importance of future iterations
owing to a dire economic or political situation at
home for governments), the temptation to free ride
cannot be overcome. The Prisoners’ Dilemma (PD)
demonstrates that, if defection by one actor would
generate high costs for the other actor (resulting in
a lengthy prison sentence in PD), or if actors cannot

gather information easily, actors may not reach a
Pareto-optimal outcome.

Applied to the case of trade liberalization, repeated
interaction is not sufficient to ensure cooperative
behaviour for governments that are under heavy do-
mestic pressure, as the temptation to reap immediate
political gains through defection may simply be too
great. Domestic pressure may be particularly high
in democratic countries where economic groups
or citizens have easy access to the political sphere,
in countries with a political system that tends to fa-
vour coalition governments, or in countries without
strongly embedded social consultation mechanisms.
Conversely, the cost of defection may be too high
when actors invest heavily in cooperative efforts and
value the outcome produced by cooperation. In such
cases, they are significantly more reluctant to jeopard-
ize cooperation, even if others have undertaken free
riding behaviour.

A world without international institutions is also
not universally effective in securing the exchange of
goods. As long as trading partners have access to other
markets for their products, an institution-free world
can work in the context of global trade, because coun-
tries can simply turn to another market if a breach in
the trading relationship occurs. Yet if there is only one
partner that is interested in the goods produced, or if
it would be more costly to trade with other partners,
such an option does not exist. If a country cannot
threaten to sell its goods elsewhere, another country
may take advantage of it. Another important quali-
fication for successful institution-free contexts is if
one (or both) of the parties has made relation-specific
investments. In such a case, these investments will
discourage defection and may encourage cooperative
behaviour.

What other factors might impede cooperation
when actors cannot rely on international institutions?
Monitoring will be much more difficult if states only
have limited information gathering capability. If an
actor has so little information that, for example, it is
unsure whether the other actor ‘defected’ on the last
round, then the prospect of repeated interactions does
not increase the chances of cooperation. Similarly, an
expanding number of states, with an expanding range
of trade products that use increasingly sophisticated
policies to intervene in markets, makes monitor-
ing trade policies increasingly difficult. It is therefore
more difficult to detect non-compliance without the
help of a third party.
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First, institutions can act as channels for the third-party
; enforcement of agreements. To successfully overcome
As ur discussion earlier suggests, actors mayneedhelp players’ temptation to free ride, international institu-
tosustain collectively optimal outcomes. One way that  tions should be strong, meaning that member countries
dividuals might be able to coordinate their choices  should have specific and binding obligations. In particu-
achieve desired goals might be through the creation lar, agreements that credibly restrain actors’ temptation
e of international institutions or regimes. Inter-  to free ride in trade and monetary policy, for instance,
‘ﬁimiél regimes have been defined broadly as ‘sets of need to rely on some sort of enforcement mechanism
principle, norms, rules and decision-making proce- delegated to an international institution. At jts strong-
ures upon which actors’ expectations converge’ (Kras-  est expression, in the European Union or in the WTO,
er 1983). To refine this definition, we can distinguish  such a mechanism relies on an organization—the EU
}\tween the principles and norms, or ‘meta-regime’, has two such entities, the Commission and the Court of
and the regime itself, defined as the rules and proce-  Justice—with supranational power to monitor, evaluate,
ures to allow us to distinguish between two very dif-  and sanction (if needed) the behaviour of its members.
erent types of constraints on the behaviour of states The chances of a cooperative agreement can also be
‘Aggarwal 1985). In this case, we can use the term in- enhanced through a different kind of centralization—
tution to refer to the combination of a meta-regime  one that ensures a prompt and undistorted dissemina-
and a regime—rather than Krasner's definition. Note  tion of information. This type of facility helps identify
that an institution is not the same thing as an interna-  the requirements of multilateral action and protects
“tional organization: one can find areas of international against possible defections. Enforcement can also be
collaboration where there are well-defined principles, achieved through either positive incentives, as when
norms, rules, and procedures for actors’ behaviour in the IMF provides funds to countries that are follow-
the absence of an organization such as the IME We ing its policy recommendations, or through punitive
structure our discussion below around three major  action as when the World Trade Organization rules
functions of institutions (see Table 3.1). against a particular state policy.
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Second, international institutions can help craft
responses to situations characterized by distributive
tensions among states. They can help states choose
one among several collective outcomes and eliminate
some sharply asymmetric outcomes. Institutions may
also be useful for gathering information about the
preferences of actors, and through appropriate use
of agenda setting, may help find focal point solutions
for both cost sharing and benefit splitting. Institutions
with a firmly and widely established meta-regime tend
to perform these tasks extremely well. In contrast,
institutions lacking a strong meta-regime may have
difficulty generating possible solutions that are attrac-
tive to all members. This has often been considered
as the source of difficulties for the GATT, and its suc-
cessor the WTO. Deep disagreements among GATT
members led to the creation of another forum, the
United Nations Conference on Trade and Develop-
ment (UNCTAD), in the 1960s, and to serious hurdles
in the negotiations of the extension of the scope of
GATT/WTO, as recently revealed during the Doha
round of negotiations. The members of UNCTAD
had shared principles and norms that they felt were
not importantly addressed in GATT/WTO.

Third, international institutions can do a lot to allay
actors’ fear or reluctance to engage in cooperative be-
haviour. Rather than enforcing a particular outcome,
institutions should enable actors to reach it (by pool-
ing resources, for example). To help the integration of
developing countries into the global financial system,
the IMF provides cheap credit opportunities through
the contributions subscribed by all members. The
World Bank finances the development of basic infra-
structure in developing countries to help them reduce
poverty. At the European regional level, the European
Monetary System (EMS) has relied on a decentralized
system of very short lending facilities among mem-
bers to help them defend the parity grid that served as
an anchor to the set of national currencies.

To address enforcement and distribution problems,
institutions can establish rights for members that either
define mechanisms of exclusion or determine compen-
sation schemes. In relation to our previous discussion
of games and cooperation, careful institutional design
can sometimes ‘privatize’ the benefits of cooperation,
reducing the temptation to free ride. The reduction of
trade barriers almost always applies to countries that
belong to particular clubs, be they regional (see Raven-
hill, Chapter 6 in this volume) or global. Assigning
rights and obligations can also produce decentralized

cooperation when institutions also provide informa-
tion about the preferences of actors and reduce the
costs of their discussions to their minimum. When ac-
tors are more certain about who owns and is responsi-
ble for what (a result of the assignment of rights and
obligations), cooperation may result.

Under these conditions, as Coase (1960) suggests,
actors do not need any centralized power to remedy
the problem of negative externalities (situations
where an individual’s action negatively affects the
well-being of another individual in ways that need
not be paid for according to the existing definition of
property rights) (Conybeare 1980; Keohane 1984) but
should find a mutually satisfactory solution through
financial compensation. The crucial aspect, in the
Coasian framework, is establishing liabilities for ex-
ternalities. The history of international monetary
agreements provides several examples of the difficul-
ties associated with determining satisfactory schemes
assigning responsibilities to the involved parties.
For instance, the collapse of the fixed exchange rate
systems was largely due to the inability of IMF mem-
bers to redistribute the burden of adjustment from
the USA to Germany and Japan. Difficulties in the
so-called European Snake in the early 1970s induced
member states to design the EMS in such a way as to
put the responsibility on strong currency members
(in particular Germany) to intervene as much as weak
currency members in defending existing parities.

Our brief discussion of the roles of institutions re-
veals the value associated with information gathering
and dissemination. Long-term enforcement requires
identifying prospects for defection, finding a focal
point based on the constellation of positions, and
informing actors of the overall global context. There-
fore, a major activity of international institutions is to
collect information about actors’ behaviour, prefer-
ences, and the state of the international environment.

« Institutions are key instruments for resolving enforcement,
distribution, and assurance problems.

« Institutions help assign rights and obligations to
benefactors of cooperation as well as in defining
those benefactors.

» Institutions help make the international scene an
information-rich environment.
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of the Multi-Fiber Arrangement (MFA) to prevent
textile and apparel interests from pressing for exces-
sive protection.

A central theme in this literature has been the role
of hegemonic powers in fostering the development of
institutions through both positive and negative incen-
tives (Kindleberger 1973; Gilpin 1975; Krasner 1976).
Benevolent hegemons, for example, may provide
public goods (a special type of good, e.g. national
defence, that cannot practically be withheld from an
individual without withholding them from all—the
‘nonexcludability criterion'—and for which the mar-
ginal cost of an additional person consuming them,
once they have been produced, is zero; the ‘nonrival
consumption’ criterion) because their large size makes
it worthwhile for them to take action on their own to
overcome collective action problems. But while sug-
gesting that regimes may form when powerful states
desire them, this approach does not tell us much about
the nature of regimes. Moreover, scholars in this
school overemphasize tensions arising from the dif-
ferences in the distribution of benefits between actors
and downplay the possibility that actors may not ne-
cessarily and as acutely think in comparative terms but
focus on the positive impact of institutions on their
situations. Finally, this approach has little to say about
actors’ desire to pursue multilateral versus bilateral
solutions to accomplish their ends.

Building on these criticisms of the Neorealist ap-
proach, Neo-liberal institutionalists have examined the
specific incentives for states to create institutioris—as
opposed to simply engaging in ad hoc bargaining. This
body of work, taking off from seminal research by
Oliver Williamson, examines the role of institutions
in lowering the costs involved in choosing, organizing,
negotiating and entering into an agreement (what he
calls transaction costs), and has garnered a consider-
able following in the field of international relations
(Keohane 1984). As we have seen, institutions pro-
vide many useful functions in helping actors to co-
ordinate their actions or achieve collaboration. This
theoretical approach assumes that collaborative ac-
tion is primarily demand driven—that is, actors will
create institutions because they are useful—but does
not really specify a mechanism for how they would go
about actually creating them.

An important theme of this work has been how
existing institutions may constrain future institutional
developments (Keohane and Nye 1977; Keohane 1984).
One aspect of this constraint is the possibility that
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existing institutions with a broad mandate will affect
the negotiation of more specific institutions, lead-
ing to the ‘nesting’ of regimes within one another
(Aggarwal 1985). Thus, while the notion of transaction
costs and sunk costs (the investments that actors have
made in specific institutions) are central elements in
this thinking, the role of regimes in providing states
with information and reducing organizational costs
can be distinguished from the role of existing institu-
tions in constraining future actions.

Afourth approach to examining institutional innov-
ation and change places emphasis on the role of expert
consensus and the interplay of experts and politicians
(Haas 1980; Haas 1992). New knowledge and cognitive
understandings may lead decision-makers to calcu-
late their interests differently. For example, work by
Ernst Haas focused on the efforts of politicians to use
linkages across various issues (sometimes from quite
distinct areas) to create new issue packages in inter-
national negotiations. The objective is to provide ben-
efits to all, in an effort to facilitate the formation of
international regimes (Haas 1980).

Lastly, ‘Radical Constructivists’, while focus-
ing on the role of ideas, argue that reality is in fact
constructed in the minds of decision-makers. These
scholars, drawing from Ernst Haas’s work, go much
further than Haas in suggesting, ‘power and interest
do not have effects apart from the shared knowledge
that constitutes them as such’ (Wendt 1995). Analysts
in this school see norms and values as being domi-
nant causal forces and ascribe considerable power to
institutions in not only constraining actors, but in fun-
damentally altering how they conceive of their basic
interests. In summarizing their view, Peter Haas notes
that this school argues that ‘there is no ‘objective’ basis
for identifying material reality and all claims for objec-
tivity are therefore suspect’ (Haas 1992). The subjec-
tive element in states’ decision-making makes it more
difficult to objectively evaluate the role that institu-
tions might play or how they might be constructed.

The characteristics of
international institutions

The five general approaches discussed above are a
useful starting point for the understanding of how in-
stitutions are created and of the key drivers of their
subsequent evolution, but they clearly are of limited
help to understand specific variations in the forms of
institutions. Based on the existing literature and on

our own work, we characterize institutions in terms
of their membership, the stringency of their rules (the
degree to which they constrain state behaviour), their
scope, their membership, the extent of delegation of
power from member states to institutional bodies,
and the centralization of tasks within the institution
(see Box 3.3).

The Bretton Woods institutions, the WTO, and
UNCTAD have quasi-universal membership. By
contrast, the Group of Seven most industrialized
countries only welcomed one new member in the last
thirty years (Russia formally joined the Group in 1997,
transforming it into the G8). Moreover, it is interest-
ing to underline that the G7/8 remains autonomous
from the larger G20, with the latter becoming the most
visible global economic steering forum. Similarly, most
regional integration arrangements have remained se-
lected clubs with limited membership (see Ravenhill,
Chapter 6 in this volume). Membership also varies
in terms of the type of actors who can participate.
While most institutions remain state-centric, some
have started to include private actors. For instance, the
Financial Stability Forum (FSF) was created in 1999
and upgraded to the Financial Stability Board by the
G20 in 2009 (Helleiner 2010) to promote international
financial stability groups representatives from national
ministries, international financial institutions, and
sector-specific groups (insurance, accounting stand-
ards, securities commissions). Controversy continues
at the WTO over whether non-state actors should be
permitted to participate in deliberations. (For other
efforts paying particular attention to membership is-
sues see Sandler (1992), Koremenos, Lipson, and Snidal
(2001) and Aggarwal and Dupont (2002)).

The second dimension, stringency of rules, covers
both the precision and the obligation of rules in
the literature on legalization of world politics (see
Aggarwal 1985 on regime strength, and Abbott and
Snidal 2000 on legalization). From this perspective,
authors have often contrasted the so-called European
and Asian models of regional economic integration.
The first one is built upon a wide set of specific and
binding rules (called the acquis communautaire in the
jargon of European integration) whereas the second
is built upon declarations, intentions, and volun-
tary commitments (Ravenhill 1995, 2001). The lack
of any precise and concise definition of a balance of
payments problem in the IMF severely affected the
constraining power of this institution in preventing its
members from running imbalances.
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institutional structure of the WTO differs significantly from
he IMF model. ft reflects very clearly what the organization
|© considers to be its primary role, that is, a forum for the

~ negotiation of liberalization agreements. In the WTO, the
prir cipal institutional structures are a ministerial Conference
‘_ ing évery two years; the General Council, and three
councils in the area of goods, services, and intellectual property.
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All members have a seat in these councils. The default decision-
making mode is consensus but decisions may also be made at
unanimity (suspension of MFN treatment), at 75% majority
(interpretation of an existing multilateral agreement, or a waiver
of an obligation for a particular country), or with two-thirds
majority (for admission of new members for instance).

The WTO General Council also serves as the Trade Policy
Review Body that adopts reviews of member states’ trade
policies. Reviews are conducted on the basis of a policy
statement by the Member under review and a report prepared
by economists in the WTO Secretariat. That Secretariat,
headed by a director-general, has around 630 staff and its main
function is one of administrative and technical support to WTO
councils, committees, and working groups.

Delegation of authority in the WTO is therefore restricted to
the mechanism for solving trade disputes between members.
Delegation is conferred first to small groups of experts (three
or five) who are established when members fail to settle
disputes in a conciliatory way. Panel members are independent
individuals under instruction from no government. Their role is
to make an objective assessment of the dispute and issue a
report with findings and recommendations (establishing the
legality of member states’ policies in the case under dispute).
This report has then to be adopted by the General Council
serving as the Dispute Settlement Body. The latter, however; can
only reject the panel report by consensus.

The second body with delegated authority from the member
state is the Appellate Body, which reviews appeals made by
member states on panel reports. The seven members of the
Appellate Body serve for four-year terms and are legal experts
with international standing. The appeal can uphold, modify or
reverse the panel’s legal findings and conclusions. As for the case
of panel reports, the Dispute Settlement Body must endorse
the appeal report. Rejection is only possible by consensus.

For more information, http://www.wto.org; and
http:/mwwi.imf.org.

©Third, we consider the scope of agreements defined
as issue coverage (Aggarwal 1985; Koremenos Lipson
and Snidal 2001). The evolution of the GATT from its
origins in 1947 to the creation of WTO in 1995 reveals
an important increase in the scope of the agreements.
~Whereas GATT initially focused on the liberaliza-
tion of trade in goods, the WTO covers services,
agriculture, as well as trade-related aspects of intel-
lectual property rights and investment (see Winham,
Chapter s in this volume). Similarly, the G7/8 agenda

has drastically expanded from a focus on macroeco-
nomic management at its creation in the mid-r970s to
a broad range of international security and economic

_ issues, including terrorism, energy, environment, and

arms control in the 1990s and early 2000s. At the other
end of the range, one finds sector-specific institutions
such as the International Organization of Securities
Commissions (IOSCO), the International Associa-
tions of Insurance Supervisors (IAIS), and Interna-
tional Accounting Standards Board (IASB), as well as
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product-specific organizations such as the Interna-
tional Coffee Organization (ICO), the International
Cocoa Organization (ICCO), the International Cop-
per Study Group (ICSG), and the International Sugar
Organization (ISO).

The fourth dimension is the extent of institutional
delegation, the authority ceded by members to an
institution, a dimension central to several existing
studies (Abbott and Snidal 2000; McCall Smith 2000;
Dupont and Hefeker 2001; Hawkins, Lake, Nielson,
and Tierney 2006). International agreements may or
may not include the creation of institutional organs,
and these organs may or may not be given some
autonomy from members for making new rules or
monitoring and enforcing existing ones.

The extent of delegation may vary significantly
across organs of the same institution. For instance,
while the dispute settlement process in the WTO fea-
tures an independent Appellate Body, the governing
body of the organization—the General Council—
relies upon consensus decision-making and the mem-
bers have kept the size and the prerogatives of the
secretariat down to a minimum. At the regional level,
the extent of delegation strongly distinguishes the
European Union from the small secretariats found in
other regional institutions. Whereas the EU includes
organs with supranational power, governments re-
main in full control of negotiation and implementa-
tion processes in most other regional agreements,
including the NAFTA, the Association of Southeast
Asian Nations (ASEAN), and the Asia-Pacific Eco-
nomic Cooperation (APEC) grouping.

A fifth dimension is institutional centralization
(Koremenos, Lipson, and Snidal 200r1). Is there a con-
centration of tasks performed by a single institutional
entity? Centralization may refer to such tasks as the
diffusion of information, monitoring of members’
behaviour, or the imposition of sanctions, as well as the
adoption of new rules or modification of existing ones.
Strong administrative bodies are natural candidates for
the centralization of many tasks, as exemplified by the
case of the European Commission in the European
Union, or the administration of the IMF or the World
Bank. Yet, in the latter two, key decisions and tasks go
through the Executive Board with a limited member-
ship of twenty-four countries or groups of countries
represented by Executive Directors chosen by member
states (see Helleiner, Chapter 7 in this volume).

It is often difficult to understand these five dimen-
sions as being separate but they are conceptually

distinct. As an example, although it is hard to imagine
an agreement with lax rules and high delegation, strict
rules do not necessarily imply high delegation (good
instances are the numerous bilateral treaties on invest-
ment and to a lesser extent bilateral free trade treaties).
Similarly, centralization and delegation may reinforce
each other but none of them requires the other one.
Conferences or councils of head of governments and
states centralize most of the activities of several re-
gional economic organizations (including monitor-
ing, and dispute settlement). Yet, decision-making
remains either consensual (where no state publicly
dissents from the agreement) or based on unanimity.

Explaining institutional design

How can one account for institutional variation on
these five dimensions? Consistent with a functional-
ist approach to the study of international institutions,
we should expect the five dimensions to be affected by
the type of problems that institutions should address
(Stein 1982; Snidal 1985; Aggarwal and Dupont 1999;
Koremenos, Lipson, and Snidal 2001; Ostrom 2003). In
Table 3.1 in the previous section, we linked our three
typical problems with specific roles for international
institutions. Keeping these in mind, the ‘temptation
to free ride’ problem is the one that clearly calls for
strong rules, with delegation and centralization to in-
ternational bodies. Cooperation is difficult and thus
requires relatively strong institutions. In such cases,
membership tends to be restricted to well ‘socialized’
governments. An inclusive membership makes moni-
toring more difficult and costly, and thus creates many
opportunities for members to free ride.

As for scope, on the one hand, enforcement of the
agreements is more likely to occur when institutions
have a broad scope and are able to connect different
issues (‘issue linkage’). Linkages across issues help in
deterring defection on a single issue when actors have
broad interests (McGinnis 1986; Lohmann 1997). For
example, members of the WTO cannot subscribe to
the agreement on goods (GATT) without also accept-
ing the agreement on services (GATS) as well as the
agreements on intellectual property rights (TRIPS)
and investment (TRIMs), and the dispute settlement
mechanism. On the other hand, adding issues to an
institution’s agenda requires strong capacity to moni-
tor behaviour, which may often not be present. In the
context of the ongoing Doha Round of talks within
the WTO, there has been an increasing concern about

g
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on trade liberalization have remained informal and
thus lack organs with delegated power? Why is it that
some institutions do not have clear rules and precon-
ditions for membership (for instance GATT/WTO or
the EU until the early 1990s)? And lastly, why do some
countries prefer very loose rules in designing institu-
tions (such as ASEAN and APEC)?

To increase our ability to understand such choices,
we can consider three other key influences. First, an
important issue is what we call potential participants
in the institution. In particular, the number of these
actors and their relative power—two factors consid-
ered by Koremenos, Lipson, and Snidal (2001)—as well
as their overall financial and ‘social’ capital (Ostrom
2000) influence the design of institutions. Relatively
little concern about membership rules in GATT 1947
can be accounted for by the fact that the international
system was much smaller and more homogeneous
than the one that emerged in the 1960s as a result of
decolonization. Similarly, the need to define strict cri-
teria for entering the EU only became salient when
the iron curtain fell and former communist countries
with still very different political systems expressed an
interest in joining the EU. Turning to the financial and
social capital among potential actors, the disparities in
size of financial reserves held by East Asian economies
surely explains the very decentralized form of the re-
gional financing arrangement known as the Chiang
Mai Initiative (an East Asian institution that is intended
to provide emergency finance to member economies
facing a run on their currencies). In turn, the fact that
there has been little formalization of relationships
between central banks in the developed, democratic
world builds upon a joint understanding and on a high
level of expertise on how to address problems.

Second, the information and knowledge available to ac-
tors affects institutional design. Institutions comprised
of actors with rich and reliable information usually re-
quire less centralization or less delegation (Coase 1960;
Williamson 1975; Koremenos, Lipson, and Snidal 200r1),
as illustrated with the loose structure of the European
Free Trade Association from its creation in 1960 to its
upgrading in 1993. The founding members of that as-

sociation—the United Kingdom, Denmark, Norway,

Sweden, Austria, Switzerland, and Portugal—did not
have the mutual distrust that characterized French—
German relationships in the EC and information from
partner countries was thus considered by all members
to be rich and reliable. Existing knowledge about the
issue area(s) covered by the agreement may affect the
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stringency of rules, the delegation of power, issue
scope, and membership. Poor knowledge about the is-
sues at stake tends to make actors wary of making hard
commitments (rules and delegation)—a tendency par-
ticularly present in the discussions in the domain of
the environment (see Dauvergne, Chapter 14 in this
volume). Better knowledge may affect issue scope and
the contours of membership. Whereas the politics of
trade liberalization may call for careful selection of
members for inclusion in the WTO, the widespread
belief in the veracity of international trade theory
(which argues that global membership yields the
greatest efficiency in the allocation of resources) helps
to account for the pressure to universalize increasingly
membership in this institution.

Third, and finally, we can focus on the outside insti-
tutional setting. When actors create new institutions,
they generally do not do so in a vacuum. Thus, when
new institutions are developed, they often must be rec-
onciled with existing ones. One approach to achieving
such reconciliation is by nesting broader and narrower
institutions in hierarchical fashion. Another means of
achieving harmony among institutions is through an
institutional division of labour, or ‘horizontal’ link-
ages (Aggarwal 1998). The challenge of institutional
reconciliation is not, however, unique to the crea-
tion of new ones. In lieu of creating new institutions,
policy-makers might also modify existing institu-
tions for new purposes. For instance, faced by seem-
ingly intractable balance of payments problems in
Africa in the 1990s, the IMF developed new structural
adjustment facilities that overlapped substantially
with those of the World Bank. When modifying insti
tutions, members therefore must also focus on issues
of institutional compatibility. Moreover, bargaining
over institutional modification is likely to be strongly
influenced by existing institutions.

A few examples will illustrate these ideas. One can
think about the problem of reconciling institutions
from both an issue area and a regional perspective
(Oye 1992; Gamble and Payne 1996; Lawrence 19964).
Nested institutions in an issue area are nicely illus-
trated by the relationship between the international
regime for textile and apparel trade (the Long Term
Arrangement on Cotton Textiles and its successor
arrangement, the Multifiber Arrangement that was
phased out completely in 2005) with respect to the
broader regime in which it was nested, the GATT.
When the Executive Branch in the US faced pressure
from domestic protectionist interests simultaneously

with international pressures to keep its market open,
the American administration promoted the formation
of a sector-specific international regime under GATT
auspices. This nesting effort ensured a high degree
of conformity with both the GATT’s principles and
norms as well as with its rules and procedures (Ag-
garwal 1985, 1994). Although the textile regime devi-
ated from some of the GATT’s norms in permitting
discriminatory treatment of developing countries’ ex-
ports, it did follow the most-favoured nation (MFN)
norm, which called for developed countries to treat all
developing countries alike.

The Asia-Pacific Economic Cooperation grouping
(APEC), created in 1980, illustrates the concept of re-
gional nesting. APEC’s founding members were ex-
tremely worried about undermining the GATT, and
sought to reconcile these two institutions by focusing
on the notion of ‘open regionalism’—that is, the crea-
tion of APEC would not bar others from benefiting
from any ensuing liberalization in the region. APEC
members saw this non-discriminatory liberalization as
a better alternative to using Article 24 of the GATT,
which permits the formation of discriminatory free
trade areas and customs unions, to justify this accord
(see Ravenhill Chapter 6 in this volume). Rather than
forming an institution that could conflict with the pro-
motion of GATT initiatives, therefore, APEC found-
ing members attempted to construct an institution
that would complement the GATT. Furthermore,
APEC members wanted to avoid undermining exist-
ing sub-regional organizations, in particular’ ASEAN.
This clearly restricted the level of obligation and del-
egation that could have been transferred to the newly
created pan-regional organization (Dupont 1998).

An alternative mode of reconciling institutions
would be to simply create ‘horizontal’ institutions to
deal with separate but related activities, as exempli-
fied by the division of labour between the GATT and
the Bretton Woods monetary system (IMF and World
Bank). In creating institutions for the post-Second
World War era, policy-makers were concerned about
a return to the 1930s era of competitive devaluations,
marked by an inward turn among states and the use of
protectionist measures. These ‘beggar-thy-neighbour’
policies were found across economic issue areas, and
individual action by each state worked to the detriment
of all. As a consequence, the founders of the Bretton
Woods monetary system also turned their focus to
creating institutions that would help to encourage
trade liberalization. By promoting fixed exchange rates
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Conclusion

 This chapter has sought to provide a systematic analy-
sis of the problem of collaboration in global political
economy through the lenses of types of problems,
games, and institutions. We have seen that states may
need to collaborate or to coordinate their actions to
keep economic globalization on track because they
may face problems of free riding, an inhibiting fear
that their efforts will lead to instability for their econ-
omy, and the need to find coordination points that
 have varying costs and benefits to the participants.
- The problem of free riding or the difficulty of
finding a coordination equilibrium is a common one
- on a number of issues, including trade, monetary
cooperation, the environment, human rights, and the
like. Despite some limitations, game theory provides
useful insight into the diverse set of problems that
states may face in collaborating or in coordinating
their actions. One of the most commonly used
- games, the Prisoners’ Dilemma, has been utilized to
show that in many issue areas, actors have a strong
incentive to defect despite the potential joint gains
 that they may receive. Yet as we have shown, many
problems in international political economy are not
D games, but instead may be better characterized
as Chicken, Assurance, Suasion, or even Harmony
ames. By carefully examining the types of problems
that actors face in a particular issue area and the struc-
ture of payoffs, game theory provides insight into the
_constraints on joint action.
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amenable to change? It is on this dimension that
constructivist arguments focusing on the role of ex-
perts, changing knowledge, and possible shifts in
preferences through learning may provide significant
insight that can help us to create more logically com-
pelling games. '

Once we can establish the basic game structure
that actors face, we can better examine what role
institutions might play in ensuring more favourable
outcomes. In some cases, contrary to the perspective
often taken by neo-institutionalists, institutions may
not really be necessary for ensuring cooperative state
action. Hence, we examined the types of situations in
which self-help might lead to a positive outcome ver-
sus those in which institutions might play a genuinely
useful role in overcoming collective action problems.

The role of institutions in fostering collaboration
itself raises two puzzles. First, how might states col-
laborate in the first place to create institutions? This in
itself raises an analytical problem that various theories
have attempted to address. As we have seen, hegem-
ons may have strong incentives to create institutions
to constrain the behaviour of other actors and pos-
sibly their own domestic lobbies. Other approaches
such as neo-liberal institutionalism focus on the strong
incentives that major states may have in creating in-
stitutions and suggest that small numbers of actors
may be able to overcome the usual collective action
problems that may lead to free riding behaviour. To
better understand the process of institutional design,
we focused on five dimensions to characterize, insti-
tutions: membership, the stringency of their rules,
their scope, the extent of delegation of power from
member states to institutional bodies, and the cen-
tralization of tasks within the institution. The types
of problems which actors face can partially account
for specific institutional characteristics. Yet other fac-
tors also influence the design of institutions. These
include the potential participants in the specific issue
area, the knowledge and information available to ac-
tors, and the pre-existing institutional context. In
particular, with respect to the last factor, the Asian fi-
nancial crisis of 1997-8 and the ongoing proliferation
of trade agreements raises an important issue about
reconciling new and old institutions. The Asian finan-
cial crisis generated considerable conflict when some
Asian countries sought to create an Asian Monetary
Fund. In the end, this effort faltered in the face of IMF
and US opposition, but East Asian countries have since
aggressively sought to create regional institutions. In
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trade, the problems of the Doha Round have been such arrangements will further undermine the WTO
accompanied by a renewed push to shift away from remains a crucial question that will have important
broad multilateral institutions to bilateral free trade implications for prospects of continued economic lib-
agreements and regional accords. The extent towhich ~ eralization in the global economy.

o QUESTIONS
L.

Why does globalization increase the pressure for international collaboration?

What is the most frequent problem of collaboration in global political economy!

What is the thorniest situation of collaboration in global political economy?

2
3
4. How can game theory help us understand problems of collaboration?
5. Can enforcement really be carried out in international political economy?
6. How can institutions help overcome obstacles to collaboration?

7

What is the link between the types of problems that countries face in the global economy and their choice of

an institution?

©

What are some key characteristics that can be used to describe international institutions?

9. What theories or variables help to account for the choice of specific international institutional characteristics?
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