CHAPTER FIFTEEN

Governing the Global Economy

N HIS PIONEERING Economics of Interdependence (1968), Richard

Cooper argued that the most serious problem of the postwar inter-
national cconomy was the intensifying clash between the econnmic
and rechnological forces unitying the globe and the waorld's confnt-
g political fr-.igmcnta\tinn.’ Trade, investment, and financial flows,
Cooper pointed out, were creating an increasingly integrated and
highly interdependent global economy. Yet nation-states through
cuch means as trade protection, subsidies, and industrial policies were
resisting these integrating forces and, in doing so, were undermining
the world economy. Tension between the evolving global economy
and politica! fragmentation, Cooper argued, was causing economic
instability and threatening to undermine the openness and efficieney
of the world economy.

Cooper went on to evaluate various solutions that had been pro-
posed to the clash between the “irresistible force” of economics and
the “immovable object” of politics. He concluded that the ideal solu-
tion was some type of ‘nternational governance of the global econ-
omy.” However, he doubted that nations would be willing to sacrifice
national sovereignty and political/economic autonomy for the sake of
1 well-functioning international economy.

Since Cooper's 1968 advocacy of improved international gover-
nance of the world economy, 2 aumber of significant developments
have increased the relevance of his diagnosis but made his solution
even more difficult to attain. When Cooper published his book, the
relevant world economy (reflected in the book’s subtitle, Economic
Policy in the Atlantic Commuinity) was composed primarily of West-
ern Furope, North America, and a weak periphery. Since that time,
industry and cconomic power have diffused from the North Adlantic
to Japan, the industrializing countries of Pacific Asia, and other -
dustrializing powers in Latin America and elsewhere, In 1968, despite

" Richard N. Cooper, The Ecomomics of Interdependence: Economic Policy in the
Atlantic Community [New York: McGraw-Hill, 1968} Although Cooper's book 15
abviously dated, its analytical a1nd theoretical framework continues to be impareant
for anyone interested in international political econoniy.

* 1hid., 262.
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unpurtant ditterences between the continental European rraditi
stakeholder/corporatist capitalism and Anglo-Saxon :zharch'oldtf:(ti.f'rfl o
marke‘t capitalism, the North Atlantic economies have shared a -
ket-oriented concepe of capitalism with modest state inrcr\:cnri(;nn][?rh
day. Japan and most industrializing economies have ver diff.- o
I.ITtlh'lll".ll traditions and national systems of palitical ccunc}:m\f' :Ir{im
dlfftrrct1cgs include extensive state interventionism and close s ‘uv TKSC
mcnbbumn.csx ties. In 1968, the level of economic interdé fndcf'n-l:
among national economies was still rather modest. Now rnF:)re tln'“
thirey years later, the {orces of economic globalization h'l:r'(’ cres ']!‘l-n
more mntegrated global economy, ’ . e
(Tnnper's.an-.llysis strongly emphasized the necessary political fou
.danons .Of international cconomic cooperation. Coobcr ;1rg1,;cd t}:n
international ¢ooperation in cconomic matters was unlikely uni .Tt
rherc was political support from the major economic powcrqyr\t t}::'“
nme, he believed thar the political foundarion for imprnvcd-c.:nn .:-r.lf
tive management of the international economy could be found \.'.'Fi’th;l
the Arlanﬂc Community. He suggested, however, thac if f]w Ame .
cam"Wc.st European political alliance should prove unable to mv“ril-
the political glue for economic policy cooperation, then u \a.f'tr;'uldllti
preferable to break up the North Atlantic countric; into smaller "
that could cooperate closcly and more easily.’ Ccopcr'ﬁ\ w.m'ds' lll]m“
proved prescient. Economic regionalism has made gove-rmnce -nf :}:"
global economy both more necessary and more difficulr t()‘;ltt'lill T i
day. the North Atlantic region is divided into the Euro e1r‘1 U. on
and the North American Free Trade Agreement areas ;led. thcill'nf(:}
ture relationships cannot be predicted. Throughout th:: global ¢con-
omy other regional blocs have been emerging, o
Three decades after publication of Coaper’s book setting forth tl

great need for international governance, the rapid ;;lni*nlimt.io1 1‘;
.thc wan.d economy has elevated the governance issue to th.t' t(; n?tlo
!nrcrm.tmn;:i‘ economic agenda.’ Neither domestic ccmwm-ic% I:mr rhw:
mc;casmgly integrated world economy can cely on markcn.qloﬁ* tt
police themselves. An international governance mccham’em. i; ne 'td 3
to assume several functions in the new global economy; in p1rtic;l-fr
it must provide certain public goods and resolve markc;’ failt;res. le'o-’

Y bid., 77-78.

* A useful and wide-rangi i ]

N dand v ide-ranging exploration of the governance issuc is James N. Rosenau
and Ernst-Otro Ceempiel, eds., Governance without Go, ¢ d I
: o \ » 6 : . s vernment: Qrder and Changre
in IWuri’d Politics [_Nc“‘- York: Cambridge University Press, 1992}, Another vah::;ﬁc
writing on the subject is Raimo V. Vayrynen, ed., Globalization and Global G
mance (London: Rowman and Littletichl, 1499). over
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vision of international public goods must include maintaining the rule
of law {and especially provide for the settlement of disputes in trade,
EDI, and other areas), ensuring monetary and financial stability,
setring common standards and regulations for business, managing
global communication and transportation, and solving environmental

problems.

Although many neoclassical
believe that only minimal rules are necessary, many schol
national political economy argue that extensive rules or formal re-
gimes are needed. There are three predominant positions regarding
governance: neoliberal institutionalism, new medievalism, and trans-
guvcrmncnmlism.‘ Neoliberal institurionalism, based on the contin-
ued importance of the state, believes that formal international regimes
and institutions are necessary. Whereas state-realism emphasizes the
ever-present problem of interstate contlict and rivalry, neoliberal in-
stitutionalism stresses interstate cooperation. The new medievalism is
based on the assumption that the state and the stare-system have been
undermined by economic, rechnological, and other developments and
are being eclipsed by nongovernmental actors and the emergence of
an international civil society. New medievalists believe that the end
of national sovereignty and the resulting diffusion of power will en-
able selfless nongovernmental organizations (NGOs) to solve the

world’s pressing environmental and other problems. Transgovern-
cooperation by domestic govern-
deci-

cconomists and some liberal thinkers
ars of inrer-

mentalism argues that international
ment agencies in specific functional areas is rapidly replacing the
sion-making functions of centralized national governments in the

management of the global economy.

NEOLIBERAL INSTITUTIONALISM

Like realism, neoliberal institutionalism accepts the continued exis-
tence and importance of the nation-state in international affairs; how-
ever, it generally assumes that the state is a liberal, market-oriented
state in the American sense, more interested in cooperation and abso-
lute gains than in conlicts over relative gains. Neoliberal institution-
alists believe that international institutions have become sufficiently
strong to meet the challenges of a globalized international economy.
Maoreover, if existing regimes are found deficient, new ones can be
created or easily modified, as they have heen in the past. An impor-

¥ These uscful categories are based on Anne-Marie Slaugheer, “The Real New World
Order,” Foreipn Affairs 76, no. § (Seprember/October 1987): 1R3-97.
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e wessboapnv L sdzianthl retorm of an internar o
tound in the ob an international institutian ;
and Tomle (C;Ij%‘)l'_)rcg)lafgm(;l]t of the General Agreement or:lilt‘:;r?f;s
latter has greater aurh{;ri ¢ World Trade Organization (WTO) rhs
MOTE POWEE 1o enforce it 3.(.)-V?r trade matters, more resources ‘1 3
rional Monetary Fund a s decisions. The World Bank and the I » A1

\ . are being reformed Aterna.
opens. New international conventions on
ll'!'l—izl(}rmtlt nmt;crs have been irnplemcﬁred

e types of i Py . :
neolibcrﬁ) i11srit111nir::n-‘1.[1'tmnal- regimcs and institutions advocated h
spite some f‘\ih'nrt “}-: ism have achieved considerable s /
amnificantly the &’s;;vtq ;enI:\J[}F,‘IWB, ;.1:1d GATT/WTO have improved
IH"WWCI" t'his ‘IPPFC.)&;Ch t:jIliir;hlii{l::ltflnmn“ml economy functions
imitations, As e b al governance has a number of
e e havetiij:;?d.d has Iin:c:mnt: more integrated and cc:l'll);l:i
be quite inadequate to £ 1lf?l?nl1 et of existing regimes have proven to
the regimes governin 1}11 e tasks assigned to them. For example
seriously dcﬁ::iem T}i: [1' c .l.rcas gf ﬁnanf;c and money have prOSCd‘
cial markets and éxch1nr::iri.:::({fltilt:gratloll and instability of finan-
the stability of the global eco uations pose a serious threa
regime for rnultinztligti?ll':?i:e(’mm,m.y‘ Efforts to create an imematiotn:;
ment Agreement h;w;; rcorg(lri.ltmns, such as the Multilateral Invest-
tion from many 'countricsac 3 Sta[cmatcf because of strong opposi-
regime for economic devel and powerful interest groups. There is no
the world. Although Arti _]"‘Pment, one of the most pressing issues in
(0 regulace formatoon of ;c. ¢ XJ"(IV of rhcl GATT/WTO was intended
totally ineffective. In Shor:glg?dl eeonomic arrangements, it is almost
creating new ones is excen, the task t')f reforming existing regimes and
There are formic.i‘lbl;tglt)mnany dlfﬁcm?'

institutionalist ideal of a stacles to achievement of the neoliberal
the issue of compliance i:; I‘cgljflc-bascd mternational economy, and
tinues to limit the cffec.tiI:r:;:;:: I;Iﬁl);nctiiuc?’gingl' 1hus problein con-
many books ; o o national organizations;
Theri are l;c;nf;ir?::i‘ill;s,:;:c?:ép il;mc;, 1}‘«‘1"8 nor thgpcd Vcryn:;u:;:e
upon which regi ean 1 d principles and policy prescripti :
dealing with ;ﬁﬁ:‘;snct;{a; be construct.cd. The Bretton Wcl:ods rc};ﬁ?:
legal and economic ideasunetﬁw affairs, were based on such Western
and limited stare inrerveril?otn cir:r?;:p:crsncy . COT{TIHCrciaI dedings
necliberalism in the : © econorty, and the triun

ever, as ecunoﬁi:};fui%o-s reinforced such liberal PfiﬂCfples.}II-’I[:n:—f

economies and also dﬂarlor}dﬁprmd among many and more diverse

onal syetems uf. . _.pel:nc , fundamenta! differences ameng na-
polincal economy regarding economic Principltl:s
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as the twenty-firse century
cnvironmental and other

uccess. De-

ave challenped Western ideals. American and
tional economic competi-
g regionalization of the
ay of dealing with the

and legitimate policy b
Japanese notions of what 1s fair in interna
tion are particularly divergent. [nereasin
global economy has proved to be a popular w
problems created by such national differences.

The clash between different national systems of political economy
has intensified, but most American cconomists and public officials
expect that the process of convergence will eventually lead to world-
wide acceptance of the policy prescriptions of neoclassical economics
and a free market following the American model. Some aspects of the
Asian model were cortainly discredited by the 1997 Anancial crisis,
Aud some states have reteeated from prior aggressive government -
in many countries there 1 strong
ket to determine a soci-
global system. Many

rervention in the cconomy. Yet,
resistance to permitting the whims of the mu
cty's welfare and/or the nation’s position in the
national leaders bitterly resent the constraints that the emphasis on
the “market” imposes on economic policy; notable exaniples of such
resentment have appeared in Malaysia and South Korea. In deflance
of free market ideology, Malaysia in the 1990s imposed capital con-
trols and South Korea strongly resisted American demands to liqui-
date the chaebol. There have also been serious revolts against trade
Liberalization in the West, including the Ui.S. congressional defeat in
1997 of “fast track” legislation. Furthermare, the American and Brit-
ish model of sharcholder capitalism (Anglo-Saxon capitalism) is re-
jected by Japan, continental Europe, and many other nations. Al
though important changes are raking place in these countries, they
«till consider a corporation ta be a community with social responsibil-
ities and resist thinking of corporations as bundles of contracts and
commodities to be bought and sold. It is noteworthy that in Japan,
East Asiit, and other countries, corporations arc important providers
of social insurance and other forms of social welfare. As this role
becomes theeatened by global compeution, resentment against the
Anglo-Saxon model is likely to Increase.
At the opening of the twenty-first century, international institutions
are faced with a number of immediate issues whose outcome will
determine their future. A pressing 1ssue, given public prominence in
1999 by the Seattle protestors against the World Trade Organization,
is what scholars call the “democratic deficit”; international cconomic
institutions are criticized because they are not accountable to any
demoeratic electorate, Closely tied to this issue is the gap between the
authority of existing institutions and the changing distribution of
power in the international system. Despite the significant shift in eco-
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General Assembly. In the World Trade Organization, cach of the 130
or so members has only one vote; the major economic powers have
no formal privileged position. Both the World Bank and the Interna-
rional Monetary Fund, on the other hand, have a system of weighted
voting that greatly favors the United States, Western Europe, and, to
a lesser extent, Japan. Despite its more democratic nature, the WTO's
legitimacy is still questioned.

One of the most imporrant demands of the Seattle protestors was
that decisions of the World Trade Organization and, by implication,
other international institutions as well, be made transparent to the
public. In addition to openness, they demanded that NONEOVernmen-
tal arganizations (NGOs), including those dealing with the subjects
of human rights, labor, and environmental problems, should be per-
mitted to participate in the decision-making process of the WTO and
other international organizations; they should be permitted, for ex-
ample, to submit briefs and provide testimony, regarding matters un-
der consideration. Superficially, these demands for greater democratic
accountability appear reasonable. If the international institutions and
their decisions are to be accepted by the larger public as legitimate,
then greater openness and accountability may be necessary. Yer, there
are formidable obstacles to achievement of increased openness. Some
nternational organizations are notoriously inefficient and inclusion
of more participants would significantly complicate decision-making.
In addition, the decisions of international organizations involve saver-
eign nations. Making the WTO's dispute-settlement mechanism more
transparent, for example, would mean that the states who are the
parties to these disputes would have to reveal sensitive information
that they and powerfu! domestic constituents would prefer to keep
secret. In such a situation, member governments could lose confidence
in the WI'Q» and be tempred to move outside the organization to
resolve their differences.

Although a serious effort must be made to solve the democratic
deficir, achieving a solution will not be easy. How does one achicve
both increased efficiency and greater transparency, two seemingly
contradictory goals set forth by EU Trade Commissioner Pascal Lamy
following the Seattle debacle? The WTO is indeed undemacratic in
the sense that it is not directly accountable to any electorate. How-
ever, it is difficult to envisage an electorate to which it and other
international institutions could be made accountable. Although the
NGOs at Seattle asserred that international institutions be made ac-
countable to them, they themselves are not accountable to any general
electorate. Who elected Ralph Nader to speak on behalf of all con-

s vesd After all nearlv every international reoianal aned muen na. ;.
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“Mr. Yen," in patt because

the “right” of the Europeans to choose the head of the IMF, it raised
serious questions abour Koch-Weser’s qualifications. Eventually, the
dispure was sertled by the selection of an “acceprable™ German nomi-
nee, Horst Kohler.

Undetlying this seemingly minor dispute was the more fundamental
question of which nation or nations will control or predominate m

those institutions responsible for managing the global cconomy. This

issue has long divided the Unired States and Western Europe. In this
instance, even though many Europeans had reservations about Mr.
Kocli-Weser, they, especially the French, regarded his candidacy as a
means to prevent growing American domination of the IMF and
other international institutions. West Europeans have become very
concerned about their diminishing position in the international eco-
nomic and political system. German insistence that it was their turn
to select the IMF head reflected cheir desire to be recognized again as
a great power. National pride is still very much with us.

In practice, the United States has been the dominant power in the
International Monetary Fund as well as the World Bank and the Gen-
eral Agreement on Tariffs and Trade/World Trade Organization. In
the several Anancial crises that have afflicted the international econ-
omy, including the 1994-1995 Mexican crisis and the post- 1997 East
Asian crisis, the United States in effect dictated IMF responses. In the
realm of trade, the United States has initiated every round of trade
negotiations and has largely set their agendas. The United States has
frequently performed this leadership role against the opposition of
Western Europe, Japan, and other powers; the United States had to
put considerable pressure on Europeans even to participate in the Ur-
uguay Round. West Europeans have also exercised inordinate influ-
ence in both the GATT and the WTO. It is not excessive to say that
the United States and Western Europe, because of historical prece-
dents and their sheer economic strength, have been and continue to
be the dominant players in the international trading econemy.

Continuing American and West European dominance in the WTO,
IMF, and World Bank has become increasingly noxious to the Japa-
nese, and Japan is very unhappy about its subordinate role in these
institutions. Although Japan is the second-largest donor to interna-
tional institutions like the OECD and the IMF, no Japanese has ever

been chosen head of, or even been seriously considered for, any im-

portant international economic institution other than the Asian De-

* Vores in the IMF are based on a country’s tinancial contribution. On this basis,
the United States has 17 percent of the votes; the combined vote of the fifteen EUJ
members is 37 percent. Thus, the United States and the European Union together con-

trol just over a majoriry of the votes,
FX5



oA e WL WALUOa Japan s very resentful over the IMPg
handling of the 1997 Asian financial crisis and the way in which the
IMF has operated in the tegion. The Japanese, as wel] as other East
Astans, believe thar the IMF is too much under American influence,
In response to these concerns, in 1999 Japan for the firse time pro.
posed its own candidare to be the next director-general of the IMF
and sought supporrt for thar candidate from other Asian mtions, ja.
PAI’s new assertiveness highlights the fact thar leadership of the inger-
natioaal institurions responsible for managing the global economy
continues to reside with the Wese, despite the shift in the global bal-
ance of economic power toward nen-Western powers, This disconti-
nuity berween authority and power must one day be rectified if these
INstitutions are to survive,

The longer-term significance of the Seactle meeting is that Wesrern
dominance of this mternational institution was successfully chal-
lenged by the less developed countries for the first time
blocked major items on the agenda deve
Europeans. The Seartle conclave witne
portane development in WTQO governance. Led by Brazil, Egype, and
lndia, rhe Jess developed countries, who possess an averwhelming ma-
jority of the votes in the WTO, were suceessfully mobilized. Although
they were nort able to achieve their own agenda, they did thware the
efforts of the United Stares to incorporarte labor standards and envi-
ronmental prorection into the trade regime. The less developed coun-
tries discovered at Seactle thar they could influence the rules governing
the international cconomy and ar least prevent adoption of new ruyles
contrary to their interests, How the LDCs will choose to exercise this
new-found power in the furure remains unclear. The significance of
the change that has taken place in the role of the L.DCs in govermance
of the workd economy may be illyminated by a brief history.

Throughout much of the postwar era, the less developed countries
have sought to achieve greater influence in international economic
imstitutions and to make these institutions serve their interescs, Their
first attempt to achieve such goals was a proposal at the Bretton
Woods Conference to create an international development regime
that would benefit the less developed countries directly. This efforr
was spurned by the United States and the other major powers, Believ-
ing that the world cconomy worked to their disadvancage, many
LDCs chose protectionism and began to pursue import-substitution
policies. They generally lefe management of the international econ-
omy to the Bretton Woods institutions and the major economic pow-
ers. This attitude of resignation changed dramatically following the
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first oll crisis (1973) and the resultant recogn.itiun that tl.u: less (iic‘ve;lll
oped countries could translate their commodity exportsdm;? pntl‘ui.n“
power. Less developed countries then began a concerted effort to
crease their influence over the intematu?n;il cconomy. —
The LDC revolt in the mid-1970s against the ma]:;r ecnpo@uf v
‘ ition 1 institutions was
gl in: sition in the Bretton Woods ins
ers and their dominant posi . stitutions was
led by the Group of 77, which demanded a New Inttrqgtlozf.lll‘}r;ic
nomic Order {NIEO).? In addition ro a long list of specific ul;u e
demands, such as debt relief and preater access to ADCbmlul- etfi the
Group of 77 wanted the Bretton Woods institutions to c[lj[)“(“z L
der the authority of the UN General Assembly whcrcdtheh “;,ter;-l‘l-
a voting majority and could force the World Bank and ofg:;d‘I Th‘iq
' anizations to implement their own economic dit. This
tional organizations to imp . c agenda. This
yi i iberalism, to use Stephen Krasner's _
assault on internatienal liberalism, ‘ ‘ ol
tion, was eventually defeared by the United Stares anj utl’i:.rllgshs
, " 1 Y L] N
economic powers. Subsequently, in thedlarc 19?0}.: an (.(;t}ll‘: ybm o
risis LDCs led to another revolr, :
the huge debt erisis of many pther | bur the
LDCs E\'verc eventually forced to accept the dictates of the maj
(WWCTS, .
’ The third—and this time more succcssful—atterppr of the LD_C.s:f
increase their authority in governance of 1nrern:1t10nall.t:u)n;)fmi: .m
irs ' sattle | : 1999, Whereas earlier efforts
fairs took place at Seattle in lare : ctlors w0
achieve the New International Economic Or.der and/or mﬂ:“:“:jc o
relief had failed, the less developed countries were now u;l. ¢ the
system and had the votes needed to successfully oppose any dec © |
B ) e . . . . - bl * rop()ﬁa c-
: : J ncluding President Clinron’s p .
contrary to their interests, i ' ‘ al re
rarding labor standards. One can look at this developn;:.nt“a,? :m- -
t::)ry for the underdog, and of course it was. Howevc}i, t 1.: ;;tf:ﬁcusllt
I i ore .
; the trading regime much m
could make management of cgin more hcult
sattle t the WTO with its more than |
One lesson of Seattle was tha TO with its han 130 mer-
: : institution ndeed. The gres
bers has become a very cumbersome : : _ o
nomic powers will at least have to pay much greater atrention to
. >d countries. ‘
concerns of the less develope _ .
Developments at the 1999 Seattle meeting could cause dﬁe ml ]w-
economic powers to forsake the WTO’s multilateral approac t? t:ral
' tati on a unila
i d to conduct trade negotiations :
ering trade barriers an r ons on a uailateral
i i highly favorable to the maj
or bilateral basis on terms _ m e
powers. Abandonment of multilateral trade negotiations would

] i 1 hen D. Krasner, Structural
! f 77 and its demands are dmcumld in Step. Crasn ural
Con—;[::t-c ;'E:I;";:ird World Against Global Liberalism (Berkeley: University of Califor

nia Press, 1985). -
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e artai that obstacles peration, such as attacks on glob.
tuation could becoyme any e 00 i T

o could ne ! § 1 the event of economic adve

oy Mean On];‘;ﬁ;?}m? lr.-adershlp ;'md interstate cuopcrntfa:ii‘:;i

. ssible toundation for an open and stable glohal

In effecr, . -Way ¢ i |

o imcr.n.;tf:zr[“@)t' contest has arisen concerning “who governs”®

e t};le :rl:tl.tutmns responsible for managing t}:‘c g‘le;rlil

— Wieh Uniw&rg:ﬁ of ?Jld War alliances and the 1'11crc:lsin.g

v aadl Ty enited § es? 1S superpower status, both the Japa-

o G the Wi Amcricf:m:: ha\:'e bccome. more and more dctir-

oo paater Ay Demam;i)s :le: .11'11t.hc_IMI* and other international

LDCs nd bepeies.” D ave also increased from a coalition of

b borter serve o the. [ 151 ;o;;:trlcs who believe their interests must

bave bean et e I . ¥ orld Bank, and WTOQ. These countries

cattoms e pped by hu§t., In recent years, the IMF and other insti-
their power over these nations, and this wals
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In addirion to lacking i
 adg g influence com b L
contoaition (o lacking parable to their economic mi i i
e pmation to ,:jniff.d‘;:l{ World Bank, the Japanese were particcﬂif;lr e
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dramatically witnessed in the role of the IMF in the East Asian und
other financial crises.

As the authority of international institutions has grown, so have
and more nations for a greater say in these
individuals with widely divergent
al spectrum have

the demands of more
institutions. [n addition, groups and
1nd conflicting opinions at both ends of the politc
increasingly demanded that wide-ranging reforms be instiruted.

Institutional Reform
IME, WTO, and other international institi-
fions must be reformed in response o the changed nature of the
ant demand for reform bas come from
attacked by both

ame in the ate

Many believe that the

global economy. An import
the United States, where the IMF bas been strongly
fr and right. The most serious demand ¢
rvative-dominated House of Representauves,
led out for attack for, amoup other charges,
arket. In response to these concerns and as
a 1998 replenishment of IMF tunds,
al Institutions Adwvi-
F. Under the char-
cconomist, the

political le
1990s from the conse
where the TMF was sing
being wasteful and antim
a precondition for agreement to
the House established the International Financl

sory Commission (o proposc changes in the IM
an Meltzer, a respected conservaive
tor the Congress that the TMF and
and restructured, because,
arm than pood 1n

manship of Al
Comumission’s report recommended
World Bank should be radically reformed
ese agencies frequently do mote h
and waste billions by making loans to middle-
income countries that could rely on the marker instead.”

The principal recommendation of the Commission was that the
IMF should curtail its lending programs 1o developed countries and
cease intervening in the politics and cconomics of these countries. In
an era of huge international financial flows, the private sector should
have the responsibility to supply capital to the industrializing coun-
tries. The majority members of the Commission argued that IMF in-
terventionism in developing countries to relieve poverty, and espe-
cially IMF's implicit guarantee to assist in the cvent of financial
trouble, encouraged “meoral hazard” and overborrowing. They urged
that the IMF should restrict itself to helping the very poor and those
less developed countries with temporary liquidity problems; morc-
over, the IMF should make only short-rerm loans at market or above

interest rates in order to discourage irresponsible financtal behavior;

that is, the IMF's activities should be limited to those of a lender of

in its opinion, th
the developing world

¥ Neww York Times, 8 March 2000, C4,
349
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" The term "new medieyalism” is rrei
) alis attributed to Hedley Byl ical Socs,
A . : v ¥ Bull, The Anarchical & :
pm::;ﬁv af O[;defd:n Wor!d“ Politics (London: Macmillan, 1977), Expr:s:;f:::s ::;': T!?" -
p‘-{,,,,,m;i:d sn:l' r)"H;gl. D;mucracy. the Nation-state, and the Glol;a! System -
Lcom and Socie, « D 2 (May 1991); and iy . P Shift,
Foreign Affairs 76, no. 1 Uanu;lry;‘}‘ehruary 1997}:]?(;!-?;61 Hathews, *Fower hite”
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nal developments; states are fragmenting into substates as a cesulr of
ethnic and regional conflicts and, at the same time, arc being eclipsed
by rising nonstate and superstate actors such as multinational firms,
international erganizations, and especially, nongovernmental organi-
zations (NGOs).?

New medievalists explain thar this historic watershed has been
reached because of transnarional economic forces (rrade, finance, etc.)
and because of such contemporary technological developments as the
computer, information technologies, and advances in transportation.
In the era of the Internet, they allege that governments have lost their
monopoly over information and can therefore be successfully chal-
lenged by nongovernmental actors. Concluding that these changes
crode hierarchical organizations and undermine centralized power
structures, they see the once-dominanr hierarchic order of nation-
states being supplanted by horizontal networks of states, voluntary
organizations, and international institutions, This development in
turn leads to cooperative problem solving by concerned individuals
and groups from around the world. In place of the undivided loyalty
formerly owed by the citizen to the sovereign, a world of multiple
tllegiances and responsibilities is envisioned, a world in which subna-
tional, national, and supranational institutions will share authority
over individuals.

The implications of this position for governance of the global econ-
omy are not clear.' Proponents of the new medievalism assert that
something new is on its way to replace the stare, but they do not
preciscly define what that something may be. However, one possibil-
ity has been set forth by Wolfgang H. Reinicke in his Global Public
Policy: Governing Without Government? (1998)." The central prop-
osition of Reinicke's interesting book is that government and the
functions of governance can be disentangled from one another. In the
modern world, “government” has ceferred to formal insticucions that
enjoy national sovereignty, possess a monopoly of power over a par-
ticular rerritory, and are not answerable to an external authoriry.
Governments have been able to make domestic public policy and have

" A critique of the “end of sovereignty™ position is Stephen D. Krasner, Suvereignty:
Qrganized Hypocrisy (Princeton: Princeton University Press, 1999).

" A useful review of several ideas for global governance is Marie-Josée Massicorte,
“Global Governance and the Global Pelitical Economy: Three Texts in Search of a
Synthesis,” Global Governance: A Review of Multilateralism and International Orga-
nizations 5, no. 1 (January/March 1999): 127-48.

"* Wolfgang H. Reinicke, Global Public Palicy: Governing Without Government?
{Washington: Brookings Institution, 1989),
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blic Policy Networks s sct forth in greater derail at

position of American international banks had declined. Responding
to these concerns, the Federal Reserve put pressures on foreign gov-
crnments to raise reserve requirements; this resulred in the Basle Ac-
cord, which required European and Japanese banks to increase their
reserves. Although it was undoubtedly desirable that a universal stan-
dard on reserves be established, the United States clearly pressured
others to accept its own banking regulations and did so in the inter-
ests of U.S. domestic banks.” This episode indicates that the problem
of governing without government exists, becausce international gover-
nance will nor work without power and, unfortunately, Reinicke’s
governance mechanism lacks the power needed to achieve campliance
with its decisions.

A major theme of the new medievalism is that nongovernmenta
organizations (NGOs) have, or at least should have, a central role 1n
the governance of international, or perhaps [ should say “postna-
tional,” affairs. Organized primarily around such specific issues as
safeguarding the environment, protecting human rights, and promot-
ing a safer world, NGOs are believed to have become a significant
force in particular issuc areas. The number of nongovernmental orgi-
nizations has greatly increased in recent decades to approximately
30,000 at the beginning of the twenty-firse century.” Among the most
important of these grass-roots arganizations are the Worldwide Fund
for Nature with about § million members and the Sierra Club with
approximatcly 600,000 members. Most NGOs are located in the
United States and, to a lesser extent, in Western Europe, but have
become increasingly active in some less developed countries. Japan
appears to have few important NGOs. Although NGOs were initially
involved primarily with domestic issues, they have become ncreas-
ingly concerned over the alleged negative consequences of glabaliza-
tion upon various international issues. Morcover, through the [n-
ternet, NGOs around the world have greadly improved their ability
to communicate with one another. As was demonstrated by the street
protests in Seattle against the WTO, these developments have also
encouraged and facilitated formation of international NGO alliances
that can bring considerable pressure on governmental agencies to

change their policies.
" For a very different interpretation of the Basle Accord, consult Fthan Kapstein,

Governing the Global Economy: Internativnal Finance and the Stare (Cambridge: Har-

vard University Press, 1594),
" The Fconomist, 11 December 1999, 21; and 29 January 2000, 25-27. The discus-

sion in this section on NGQs draws heavily from these articies.
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According o Anne-Marie Slaughrer, the increasing tmportance of
nonstate acrors is due to several developments.® The end of the Colg
War has lessened Security concerns and opened the way for the rise
of whar she calls “transnational civi] society.” In addition, the infor-.
mation economy and the Interner have made possible emetgence of g
international civil society, because they have broken the informatian
monaopoly of corporations and governments; the Internet alsp Breatly
facilitates communications among nonstate acrors. Finally, and per-
haps most importantly, the globalization of the economy through in.
tegration of financial markers enhances the power of multinationg]
corporations, and they are furcher IRteRrating national economics,

Although theee is some truth jn Slaughtee’s characterization of the
present era, several important cavears should be noted. The securiry
envIronment in Europe has unproved since 1989, except for the Byl-
kans. On the other hand, the situation in South Asia has significantly
deteriorated, while the increasing threar of war in ast Asia, the Mid-
dle East, and parts of Africa is worrisome. It is far, far too carly o
know what impact the Interner and information economy will have
on either domestic or internationa] society: Will they have benign or
negative consequences? Some experts worry about threats to privacy,
improved methods of monitoring and controlling people, and, in light
of huge corporate MErgers, a massive concentration of cconomic
power. In a provaocative article, Joseph Nye and William Owens arpguce
that control over information will he the ultimate source of power in
the iaternational politics of the Inrernet age.”! Recognizing this possi-
bility, major military establishments around the world are preparing
for cyber warfare; the Nye/Owens prediction and these military activ-
ites do not accord with more benign views of the information revolu-

tion such as Anne-Marie Slaughter’s. Whether these two experienced
forcign affairs experts, Nye and Owens, or the advocates of global
civil society are correct remams to he seen, Possible future conse-
quences of increasing globalizacion are unknown. It is 4 mistake ro
consider only the benefits of econmmic and technological change.
NGOs have succeeded impressively in influencing the policies of
national governments and mrernational institutions, at least in some
arcas. One of the most important accomplishments was the Earth
Summit (1992) in Rio de Janeiro, where NGOs brought enough pub-

* Anne-Macie Shughter, commentary in “The Challenge of Non-Seate Actors,™ Pro-
ceedings of the 92d Annual Meeting of the American Society of Internariona) [ aw
(Washington, D.C,, April 1-4, 1998), 20-21.

i Joseph 5. Nve Jr. and William A Owens, “America’s Information Edge,” Foreign
Affairs 78, 2 {Macch/April 1996): 20-34.

394

lic pressure to bear to achieve a number of agreements to.‘dm:;"a}:c
greenhouse gases, Two years later, NGO_protesrors b§s|ege _ t e
World Bank and forced the latter to reconsider some of its policies.
Other examples of successful NGO campaigns were rlhe treaty to
eliminatre land mines, the agreement to reduce t}.w huge 1ndebtednes.s
of many less developed countries, and the derailment of the Ame:ilci
can-sponsored Mulrtilateral Agreement on Investment that wou
have harmonized rules on foreign direct investment. Whatever one
may think about the wisdom of one or another of these successes,
it is certain that NGOs have become a force in the contemporary
w‘;'rll(t]\'vcvcr. it remains uncertain whether or not NGOs can become
the most effective or at least one of the most cff.ecrivc means to g.ov.ern
the global economy. Although NGOy’ recorfi is impressive, is it cor-
rect to conclude that we are truly witnessing the bcglpmngs of a
maovement that can transform the world? Cermm]}-, evidence does
suggest that in their confrontations with the American govc;nmcr}:t
and those of some other nations, NGOs do frequently triumph.
NGOs can lobby and pressure national governments to hecd‘rhelr
wishes. Undoubtedly responding ro their demonstrated power, inter-
national institutions such as the World Bank have r:stabhs‘hed close
ties with NGOs, especially those possessing technical expertise. In the
aftermath of the Seactle debacle, pressures mnu.nted for the World
Trade Organization to open its proceedings to interested NIGOs. It
would require a giant step, however, to move frorn efforts to increase
cooperation between international organizations and non-govern-
mental organizations toward establishment of a g]ob::.!j governing
mechanism incorporating the growing number of NGOs, ‘
Neomedievalists believe that the increasing importance of NGOs
in intecnational affairs is a positive factor in thel emergence of a global
“civi] socicty. " The idea of a global civi_l society has been set fur.rh
by many proponents of the new medie\rfnlls.m, :md‘ a number ntl:lvnt:
INgs present it as an alternative to a capitalist, nation-state world or

™ An areempt 10 measure the cffectiveness of NGOs is Margaret E. Keck and Kath-
ryn Sikkink, Activists Beyond Borders: Advocacy Networks in International Politics
Ithaca: Cornell University Press, 1998). _ . .
{ i ”}hc journal Global Governance: A Review t_:f M:dﬂ!au-.rabsm and Im.er‘;mﬂa‘uaa"
Crganizations js dedicared o the idea of a governing mechanism based on civi sociery

i ating NGOs, N o o

4"5 .:1 c\::irg::‘ang:-:g and sympathetic discussion of global civic society is cumau"md in
International Affairs 75, no. 3 (July 1999.} Also, Adam Warson, The Em!um;r; zof
International Saciety: A Comparative Historical Analysis { London: Routledge, 1992).
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the alleged cvtls of n;-m_og"t); are strongly motivared by opposition tlo
globalization. However, t’hiy %E:ﬁ::‘t?:‘m. multinational firms, ang
tion. Paradoxic: o SEves are a product of glohaliza.
have organjzzi;l]»:]"i;c‘:jb :1}: demonstraced ar Seattle, they ti'lu?dlh::r
tive wiskons o I:emluri( ith one :muthclr., and been politically effec-
nications. It is soih no:;:try advances in global media and commu-
the global capitalis ng that chese advances are product of
condem St system that many neonmedicvalists so heartily
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revel of technology and the level of organizational skills limited mobi-
lization and effective use of ecconomic and military capabilities.
Although proponents of the new medievalism speak of the emer-
gence of a global civie culture of shared values and understandings
that could provide social and political foundations for an NGO-man-
aged world, evidence supporting such a contention is hardly convinc-
ing. Insafar as a postnational, global civic culture does exist, it 1s
mainly limited to Western civilization; yet, even in the West, powerful
nationalistic, ethnic, and racial conflicts persist. Despite stirrings in
the non-Western world regarding the importance of human rights,
toleration of religious differences, and Western liberal ideals, these
other civilizations do not share the civie culture and/or core values of
the West.™ Knowledge of the history of the twentieth century makes
it difficult to accept the argument of many human rights advocates
that abusers of human rights will be deterred from further abusive
activities because they have become subject to international exposure.
One need not accept Samue!l Huntington’s argument in The Clash of
Civilizations (1996) to appreciate that hundreds of millions of indi-
viduals do not subscribe to the West's secular values, nor do they
accept the idea of a global civic culture incorporating religious tolera-

tion, human rights, and respect for individualism.” In China, India,

and other parts of the less developed world, the state is certainly alive
and well. NGOs are very unlikely ro become as influential in these
cultures as they have in the United States and some other Western
countries, One day perhaps, especially as a consequence of economic
development and emergence of a strong middle class, these civiliza-
tions may gravitate toward Western values of democracy, individual-
ism, and human rights. But this time has not yet arrived.

It is much too soon to know whart the long-term impact of NGOs
will be on the management of an integrated global economy. At pres-
ent, the observer should keep in mind that the modern state has been
around for over three centuries and that generally cffective interna-
tional institutions have existed for a half century, while the active era
of NGO activity on an international level began only two decades
ago. If history is any guide, one can anticipate thar the highly favor-
able picture that we have today of NGOs will become quite different
in the future. [t is the nature of politics—and politics is what we are
talking about—for power to beget countervailing power and for the

* The Econamist, § December 1998, special section, A Survey of Human-Rights
Law.™

¥ §ymuel Huntington, The Clash of Civilizations and the Remaking of World Order

{New Yock: Simon and Schuster, 1996).
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vy WL oy successtul to be imutated by others. The
“good”™ NGOs of our time, which in most cases are pursuing note-
worthy objectives, may one day be joined by NGOs whose goals are
much less praiseworthy. Such a possibility was foreshadowed by the
unholy alliance in Seattle berween the “good” NGOs seeking to
achieve such selfless objectives as human rights and environmental
protection with American organized-labor NGOs that cynically ex-
ploited the former's goals in irs campaign to keep LDC exports our
of the American economy. It s sobering to recognize thac the Na-
tional Rifle Association and the Russian Mafa, whose agendas do
not coineide at all with the political agenda of tiw new medievalists,
have been among the most successful of all NGOs!

TRANSGOVERNMENTALISM

Transgovernmentalism poses a third possibility for a rule-based inter-
national economic and political order. Like liberal internationalism,
and unlike the new medievalism, this position acceprs the continued
existence of nation-states. However, the nature of rthe state envisioned
by this intellectual position is fundamentally different from that in
state-centric liberal internationalism and political realism, Like the
new medievalism, this position assumes that the governance functions
of the state can be divided and delegated to intergovernmental bodies
or networks dealing with specific policy issues. As Anne-Marie
Slaughter has pointed out, many transgovernmenta! organizations al-
ready exist to deal with such matrers as banking regulations {the Basle
Accord), antitrust regulation, and judicial matrers.”® These transna-
tional networks composed of technical experts, business executives,
and lawyers are needed to manage an increasingly complex and inte-
grated world in which extensive technical input is required. Yer, it
would be a large leap from transgovernmental mechanisms in specific
policy areas to international governance of the globe,
Transgovernmentalism is a quite conscious throwback to whar
Robert Keohane and Joseph Nye identified in their earlier writings as
“transnationalism™ and also, although ro a lesser cxtent, is neo-
functionalism.” Like transnationalism and neofunctionalism, trans-
governmentalism makes three crucial closely related assumptions re-
garding national goyeraments. Transgovernmentalism assumes thar

" Anne-Marie Slaughter, “The Real New World Order.”

™ Robert O. Keohane and Joseph $. Nye, Transnational Relations and World Poli-
tics tCambridge: Harvard University Press, 1972). Thomas Risse-Kappen, ed., Bringing
Transmitional Relations Back In (New York: Cambridge Universiry Press, 1995).
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nation-states can be divided into <reir component parts, i 1dc‘.1d:.c§
forth in 1971 by Graham Allison.” The divided parts can rhr}:ln ea
directly with their counterparts in other go\_fernmentsl.)lr\notc; a;e
sumption is that technical and cther funcrional pro enﬁ? can e
solved in isolation from larger national concerns and parochial politi
cal matters. Thus, like transnationalism and neofuncnonahsm‘,dt;any
governmentalism assurnes that technical issues can be scpamfc rolm
politics and solved independently. Reguiat‘oq.( matters, for L;«(amp.ei
can be isolated from national economic priorities and frqm the prci
sures of powerful interests. Finally, trans.:govcrmnentahsm 1?1‘0?(,‘-
matrers of national security and foreign policy and assumcs. 111(\1]‘ 1}.(’.1:1
chy or priority among the issues of interest to govcrnmerir.s.. : .11:1()11(.)f
concern over the proliferation of nuclear weapons or tie ufturc‘:v
the NATO alliance is treated no differently than regulation of ocean
sheries. '
hﬁ}]lfmnsgovcrnmentaiism fnresces_ a world str;ppcd_f}f p(?}:ver: nt.:l—
tional inrerests, and intesstate conflict, a \vqud in which re(.f nml.r't $,
bureaucrats, and the like solve issues outside the realm o ‘pn 1t1cs-.
While stressing the absolute gains from transgovernmental f.o?pfzr::q
tion, transgovernmentalism is silent on the matters of r.e]am‘f:. E:,ll::. ;
and distriburive questions that arise in almost every serious mtt.lrl ..1
tional discussion of substantive issues. Thus, transgovernmenta l.\:l"i
envisions a world nearly devoid of hoth domestic and internations
PQ%I-:-;L;;;govemmcnml networks can hc. very u‘scful in the.s{;llunf:,::f
the many issues that have arisen and will continue to arisc. 1 Dl?miteé
this approach to governance of th; g.iabzfl economy 1s sever:izn_st“es
by the political rivalries and cnnfhc.tmg interests am?ng(;m " c.ven
and powerful domestic constituencies. As we have a relj y se ‘tices
such a technical matter as the Basle Accurc_i on banking pnllFm a;
trequently cited as an example of sqccessful 1ntcrgov<.:rnmc?ltia‘tls L
work, was laced with intense poht:cal_and economic coln < .c "
reaucrats in the Japanese Ministry of Finance were acutely :twart “
the crucial role of American coercive power and ec'onomlcf;ntcres r1c -
the ourcome of the negotiations over t_hat Accord! Any fe orthrc: =
solve the governance issue must take into account the fact tha
still live in a world of states, power, and national interests. discussed
Each approach to governance of the global econct;r;)y 11%c5;im-
above offers useful contributions. As proponents qf neoli cr::i in v
tionalism correctly argue, formal international institutions ana agree

® Graham T. Allison, Essence of Decision: Explaining the Cuban Missile Crisis
{New York: HarperCollins, 1971},
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a century. Yet, the

most American uflicials, business leaders, and professional econo-
mists, the purpose of governance was (o facilitate free trade, freedom
of capital movements, and anrestricted access by multinational firms
ro markets around the globe. The global economy, according to this
position, should be governed in accordance with the policy prescrip-
rions of neoclassical economics, and its rules should be based on mat-
ket principles.

On April 15-16, 2000, the neoliberal consensus was challenged on
wwo fronts. In Washington, D.C., thousands of protestors gathered in
the streets to denounce the alleged evils of economic globalization
and to demand that the IMF, WTO, and World Bank be made mare
accountable to environmental, human, and worker’s rights, and to
other humanitarian concerns. However misguided some protestors
may have been, they represented millions of Americans and others
who have grown worried over the alleged negative consequences of
cconomic globalization for wages, job sccurity, the environment, and
other concerns. At the time of the Washington protests, several hun-
dred miles to the south, in Havana, the Group of 77, representing the
world’s less developed countries, was drafting demands for a larger
share of the world's wealth and a strengthened voice in the gover-
nance of the global economy. Unlike the protesters in Washington,
these countries were not opposed to globalization but rather de-
manded 1 more equitable distribution of its fruits. Moreover, al-
though both the Washington protesters and the Group of 77 de-
manded inereased control over the glabal economy, their social,
economic, and politcal purposes were largely in opposition to on¢
another, although on some issues, such as debt relief for poor coun-

tries, increased financial assistance to LDCs, and greater control over
MNCs, their agendas did coincide. However, with respect to more
fundamenta! issues such as delegating greater authority to the WTO
over environmental matters, human rights, and labor standards, the

and the Group of 77 could not have been farther apart.

protestors
manded

Both the Washington protestors and the Group of 77 de
fundamenta! changes in the purposes to be pursued by the governing
institutions of the global economy. Making their respective demands,
they rejected an international cconomy based on the principles of neo-
classical economics and marker principles whose ultimate purposc
was maximization of consumer choice and global wealth. In place of
the exclusively economic objectives of neoliberalism, they sought ro
substitute such nonmarket objectives as protecting the environment,
safeguarding the jobs of American workers, or redistributing global
wealth to less wealthy countries. Thus, the battle was joined once
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L ..-..u'w(ct".lnq
\\\\\ o i wanted the market subordinated ro some higher politica]

authority that would pursue one or another social purpose, Through.
out much of modern history, this bactle over the ends of €Conomije
activity has been fought principally at the domestic leve] between the
representatives of capital and labor. In the increasingly Integrated
global cconomy of the twenty-fiest century, the bartleground has be-
come the entire globe, and che types as well as the number of partici-
pants have greatly expanded ro include states, international Organizg.
tions, and nongovernmental organizations. This is the new globa|
economic order that those interested 1 international political econ-
omy must confrong,

CoNcLusioN

Governance at any level, whether national or international, must rest
on shared beliefs, cultural values, and, most of all, a common iden-
tity. Unlortunately, we do not yet live in a global civic culture, and
few common values unite al| the peoples of the world. Identicy and
loyalties are seill national or even local, ethnie, and racial, As more
and more nations are formed, national tdenrtities are bccnming more
numerous and, in vome cases, more intense, The value of human
rights appears to be shared by many peaple throughour the world; all
bovernments—even those who violate human rights—believe char
they must ar least give it lipservice, Although some notable trivmphs
of human rights have occurred, nationalistic ideals scill prevail. Mod-
ern states are highly self-cenrered and are seldom concerned with the
welfare of other peoples. For example, there is little sharing by the
rich with the poor. Under such circumstances, talk of substituting
global governance for the primacy of nation-states is in vain, The best
for which one can hope is thar the major powers, in their own self-
interest as well as that of the world in general, will cooperate to fash-
ion a more stable and humane international palitical and economic
order,
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