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World Order Lost
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If pollsters measured the pulse of world poli-
tics as they do domestic politics, they would
conclude that the world has gotten seriously
off track over the course of the post—Cold
War world. Eight years ago, an American-
led international coalition had just evicted
Saddam Hussein’s forces from Kuwait, es-
tablishing what many believed would be
the basis for a new system of collective secu-
rity headed up by Washington. In Moscow,
Boris Yeltsin had prevailed over old-guard
Communists, ushering in a new era of de-
mocracy and free enterprise in which Rus-
sia would become a peaceful extension of
the West. Potential great powers from Bra-
zil to South Africa to China had either re-
nounced the nuclear option or had subor-
dinated their great power ambitions to the
new logic of geoeconomics. And, despite a
world economic slowdown, a new consensus
had formed around a neoliberal agenda of de-
regulation, privatization, and export-led
growth that would bring prosperity to de-
veloping economies as well as the developed
world. Democracy would follow if not ac-
company neoliberal economic reforms, as
countries realized they had no choice but to
open up, politically as well as economically,
or stagnate.

These were the pillars by which first the
Bush administration and then the Clinton
administration had sought to erect an Amer-
ican world order: American-led and directed
collective security; an obedient and demo-
cratic Russia as a peaceful adjunct to the
West; the denuclearization of great power
politics; and neoliberalism as the guiding
political and economic model of world devel-
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opment. Underpinning these pillars would
be the foundation of American power and
leadership, the base of which rested on
American dominance, not just militarily
and economically but culturally and politi-
cally as well.

One by one, over the course of the past
decade, these would-be pillars of world order
have tottered or have proven hollow. The
cause of collective security suffered quick
and ignominious defeats in the streets of
Mogadishu and in the villages of Rwanda.
Today, London, Paris, and Washington la-
bor to rescue what remains of the concept in
southeast Europe, after an ill-advised air war
against Serbia. Boris Yeltsin has turned into
an ailing and arbitrary tsar, and Washing-
ton’s other favorite men in Russia—the Gai-
dars, the Chubaises, the Kiriyenkos—have
fallen from the front ranks of power, leaving
behind an embittered country in economic
and social disrepair. The world alternately
braces for a nationalist backlash aimed at re-
storing Russia’s lost empire (the Weimar
precedent) or a political collapse in a region
that is still the home to thousands of nuclear
warheads and millions of tons of chemical
and, possibly, biological agents (what some
observers have called the “Yugoslavia with
nuclear weapons” scenario).

Pakistan and India have joined the nu-
clear club and, despite various American
threats and inducements, continue to defy
Washington’s demands for putting the nu-
clear genie back into the subcontinental bot-
tle. Meanwhile, Washington wrangles with
both China and Russia over ballistic missile
defense as well as over the export of nuclear-
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related technology, raising for the first time
since the historic 1986 Gorbachev-Reagan
meeting in Reykjavik the specter of a nu-
clear arms race. And for the first time since
the Second World War, the German Luft-
waffe and the Japanese navy have fired shots
in anger, provoking concern in some parts
of Asia and Eastern Europe about the loosen-
ing of postwar constraints on their military
ambitions.

As for the neoliberal promise of prosper-
ity, a hasty deregulation and integration of
international finance—along with a global
macroeconomic policy that led to a glut of
many manufactured goods as well as com-
modities—have set back the fortunes of
emerging economies across Asia and Latin
America, producing the largest collapse of
the world’s nascent middle class since the
Great Depression.

And although the financial turmoil has
abated, the world economy now suffers from
a slow-growth crisis, with deflation threaten-
ing Japan and even parts of the European
economy and with China struggling to keep
its economy afloat. With two of the world’s
three engines sputtering, economists won-
der how long the American economic mir-
acle can continue to power the world econ-
omy, especially when American consumers
are sinking deeper into debt.

Not surprisingly, tensions have risen
within politically fragile societies like Indo-
nesia, and among once cooperative trading
partners. Also, not surprisingly, American
friends and potential rivals alike, fed up
with Washington’s empty moralizing on
the one hand, and with its unilateral maneu-
verings and double standards on the other,
have begun to lose confidence in American
leadership. America itself remains an oasis
of contentment in an increasingly troubled
world, but it is reasonable to ask how long
it will be able to insulate itself from an eco-
nomic and political backlash in other parts
of the world.

What went wrong? What problems and
challenges now lie ahead? And what can be
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done to restore the fading promise of world
order?

American Dominance/Strategic Misjudgments

If the prospects for world order are less
promising today than they were at the be-
ginning of the post—Cold War world, it is
in part because Washington has misman-
aged a period of almost undisputed domi-
nance in world affairs. The United States
emerged out of the Cold War not only with-
out any immediate rival for international
leadership or world power but also without
any active opposition to the exercise of that
leadership. In fact, Washington enjoyed an
almost unconstrained freedom in setting the
world’s political agenda.

This kind of dominance offered the
United States an unusual historical oppor-
tunity to give an American shape to a world
order that would in any case take new form,
given the collapse of the Soviet Union and
the revolutions that were occurring in infor-
mation technology and the global economy.
The unipolar conditions of the post—Cold
War world were uniquely ideal for the
United States to adopt a posture of benev-
olent and purposeful hegemony.

American hegemony would be benevo-
lent in the sense that in the absence of any
immediate threarts or challenges the United
States could afford to reconcile its own na-
tional interests with those of other potential
partners, even if it meant at times sacrific-
ing short-term advancages. It would be pur-
poseful in the sense that Washington would
have the conscious goal of building longer
term institutional and alliance arrangements
favorable to its interests that would outlast
American dominance, which would inevita-
bly weaken again over time.

But these same conditions, it was clear,
could also give rise to hubris and arrogance,
blinding America to its long-term interest
in a world order that was built on interna-
tionalist compromise and institutionalized
checks and balances, as well as on American
power. Even worse, they could give rise to
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the shortsighted view that the United States
did not need the active cooperation of other
powers and that dominance was a goal in
and of itself. The dangers of the latter were
real, given the pronounced tendencies in
American political culcure toward unilateral-
ism and moralism and its propensity to sub-
stitute cheap gestures for real commitment.
Politically insecure despite inheriting a
healthy economy, the Clinton administra-
tion, in particular, was ill-prepared for the
dual challenge of managing the world’s po-
litical agenda and keeping in check these
less positive features of American political
culture.

Easy Temptations

As it turned out, Washington succumbed
to the easy temptations of dominance in
ways that have set back the cause of world
order. To begin with, it has allowed ideo-
logical zeal and special interests to dictate
its world order agenda—often at the ex-
pense of more important foreign policy and
world order objectives.' The problem with
Clinton’s foreign policy has not been, as
many critics have charged, that the admin-
istration has lacked ambition or paid too
little attention to foreign affairs. Divided
government and red ink may have reduced
Clinton’s domestic program to one of small
ideas and even smaller policy proposals. But
in the international arena, the White House
has pursued potential world order—shaping
initiatives—the expansion of free trade and
the deregulation of world capital markets
globally as well as regionally, the enlarge-
ment and globalization of NATO, and the
ridding of the world of rogue states.

In addition, it has extended America’s
military reach, assuming responsibility for
ethnic conflicts in Africa and the former Yu-
goslavia, and conducting military exercises
with former Soviet republics in the Cau-
casus. It has also pursued an increasingly
ambitious global oil policy, seeking to ex-
pand America’s control over the world’s oil
resources by dictating oil investments and
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pipeline politics not only in the Persian
Gulf but in the Caspian Sea as well.

The problem has not been the lack of
ambitious goals, but that these initiatives,
pursued out of ideological zeal or at the
behest of special interests, have often been
at odds with more critical world order ob-
jectives. Take, for example, NATO expan-
sion, which the administration considers one
of its principal foreign policy accomplish-
ments. Conceived in part as a public rela-
tions effort to distract attention from the
early policy debacle in Bosnia, and in part to
appeal to Polish voters and to the admini-
stration’s high-tech military supporters,
NATO expansion was sold as a means of giv-
ing new purpose to the transatlantic alliance
and of consolidating democracy and market
economies in Central Europe. But adding
Central European countries to the alliance
has done little to strengthen NATO’s capabil-
ity to handle the security challenges of the
post—Cold War world or to help consolidate
democracy and market economies in the for-
mer Warsaw Pact countries.

It has, however, done a great deal to put
at risk the much more critical world order
goal of trying to integrate a cooperative Rus-
sia into the Western community. Moreover,
by risking the alienation and isolation of
Moscow, it has put into jeopardy several
other equally important world order objec-
tives, including preventing weapons of mass
destruction from falling into the hands of ir-
responsible powers and terrorist groups. At
the outset of the post—Cold War era, the
United States shared with Russia a number
of common interests and international objec-
tives, from managing China’s regional ambi-
tions, to preventing the spread of nuclear
weapons, to the peaceful resolution of the
wars of secession in the former Yugoslavia.

Yet NATO expansion has changed Mos-
cow’s calculation of its own interests in this
regard. In fact, it has threatened to turn Rus-
sia from a potential active partner with the
United States in dealing with China and
rogue states like Iraq and Iran to a potential
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leader of a coalition opposing U.S. hegem-
ony that includes both Iran and China. As a
result of NATO expansion, Moscow now has
much less of an incentive to heed U.S. con-
cerns in the development of its relations
with Iran or Iraq or with China and India.
Indeed, expanding its ties with these coun-
tries may be the key to balancing NATO’s
power in the future.

NATO expansion has also needlessly
undercut other important American for-
eign policy and world order interests in
Europe. The end of the Cold War afforded
the United States an opportunity to rebal-
ance its military responsibilities in Europe
with greater engagement on trade and in-
vestment questions, and to insure a more
open and economically dynamic European
Union. But by pushing NATO expansion, it
put off a much needed conversation with the
Europeans over their responsibilities for
European security and over NATO's mission
in the post—Cold War world. It thus de-
layed the day when the Europeans would be
prepared to assume more of the burden for
their own security. Furthermore, by giving
priority to NATO expansion over EU enlarge-
ment, it allowed the Europeans to drag their
feet on opening up their markets and taking
in the struggling new democracies of Cen-
tral and Eastern Europe. In so doing, it gave
up what lictle leverage it had to nudge
Europe to adopt policies that would have
produced a more open and rapidly expand-
ing European Union.

Many of the same errors of judgement
have been at work in the administration’s
aggressive campaign against rogue states,
As with NATO expansion, American policy
was originally a response to the concerns of
certain special interest groups—anti-Castro
groups in the case of Cuba, and the Israeli
lobby in the cases of Iran and Iraq. The pol-
icy that emerged-—one of politically isolat-
ing and economically strangulating Iran and
Cuba and of overthrowing Saddam Hussein
in Irag—soon hardened into an ideological
commitment. Only in the case of North Ko-
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rea did the White House fashion, with the
support of South Korea, China, and Japan, a
potentially effective policy, largely because
of the absence of such special interest groups
and ideological zeal.

Like its initiative on NATO expansion,
the administration’s rogue-state policy put
at risk other important world order goals, in-
cluding at times cooperation with our Euro-
pean partners. Ironically, the threats these
rogue regimes posed—ranging from at most
a nuisance (Cuba) to the more serious threat
of regional blackmail (Irag)—could have
been contained with a more modest policy
of blocking the acquisition of militarily sen-
sitive technology and by deterrence if neces-
sary. But Washington pursued maximalist
goals that had little or no chance of gaining
international support and in fact under-
mined the cooperation that the Bush ad-
ministration had established.

Punishing Others

With respect to Cuba, Iran, and Libya,
Washington adopted extraterritorial legis-
lation (the Helms-Burton Act and the Iran-
Libya Sanctions Act) that sought to punish
foreign companies for doing business with
or investing in these countries, a policy that
predictably alienated our European allies.
With respect to Iraq, its maximalist ap-
proach of trying to overthrow Saddam Hus-
sein eventually brought about the end of the
international inspections and sanctions re-
gime (UNSCOM) set up by the U.N. Security
Council to deal with Iraq after the Gulf
War. If it had been successful, UNscoM
would have established an important prece-
dent for dealing with potentially aggressive
outlaw states suspected of pursuing pro-
grams for the development of weapons of
mass destruction. UNSCOM was important
not only because it recognized that sanctions
and technology blockades have little chance
of succeeding unless they are universally ad-
hered to, but also because it set up an intru-
sive inspection system to certify that a coun-
try has complied with the Security Council’s
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directives. For these reasons, the United
States had an overriding interest in nurtur-
ing the international cooperation needed for
it to succeed. Yet Washington jeopardized
this new international machinery-——not only
by attempting to stretch the U.N. Security
Council mandate against Iraq well beyond
the international consensus that gave rise to
the inspection regime in the first place, but
ultimately by misusing it to pursue its goal
of overthrowing Saddam Hussein.

Neo-Liberal Recklessness

An even more damaging case of misplaced
strategic priorities was the administration’s
unqualified commitment to free trade and
the rapid deregulation of the international
financial system, which has formed the cen-
terpiece of both its foreign policy and inter-
national economic policy. As in the case of
its initiatives on NATO expansion and rogue
states, ideological zeal and special interests
led Washington blindly to push trade and fi-
nancial liberalization without regard to the
consequences for other key international eco-
nomic and world order concerns.

The administration’s push for financial
liberalization in emerging economies proved
to be particularly shortsighted. At the be-
hest of American banks and financial insti-
tutions, Washington pressed developing
countries as well as its more advanced trad-
ing partners to open up their financial sys-
tems and to liberalize their capital accounts.
And it succeeded with the countries least
able to resist—Mexico, Thailand, and South
Korea—countries that not so coincidentally
were the first to experience financial crises,
Mexico in 1995 and Thailand and South
Korea in 1997.

The administration was, of course, cor-
rect to believe that the mercantilist practices
of the Asian economies—particularly, the
more mature economies of Japan and South
Korea—were incompatible with a well-func-
tioning open global economy. But in push-
ing so hard and so singularly on free trade
and deregulation, it ignored all the other
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hardware and software necessary for the func-
tioning of a world market economy—let
alone an economy with a human face. For ex-
ample, it ignored the fact that many of the
countries that it was pressing to open their
financial systems had no experience in man-
aging large short-term capital flows and no
regulatory system to prevent the worst
abuses of the financial markets.

Likewise, it never bothered to ask wheth-
er the world’s economic institutional struc-
ture, virtually unchanged for half a century,
would be able to cope with the forces un-
leashed by capital account liberalization
and international financial integration. As it
turned out, the International Monetary Fund
proved ineffective in both preventing the cri-
sis and coping with it once it began. Indeed,
there is some evidence that IMF policies may
have contributed to the financial panic in a
number of countries.

Financial deregulation may have made
sense for American banks seeking to gain
access to world markets and for large inves-
tors seeking greater freedom to maximize re-
turns on capital. But it was at best prema-
ture and at worse misguided for the world
economy as a whole given the historical
experience with unregulated world capi-
tal markets. In any case, the most pressing
world economic problem was not restrictions
on capital (money was sloshing around the
globe pretty freely as it was), but the build-
up of overcapacity in many manufactured
goods and commodities. As early as 1996,
there was substantial evidence that gluts in
many goods were causing rerurns on invest-
ment in many Asian and Latin export econo-
mies to fall precipitously and causing cur-
rent account deficits to rise. There was also
evidence that these conditions were creating
significant disinflationary, if not deflation-
ary, conditions in the world economy as a
whole.

In light of this evidence, the more logi-
cal economic agenda would have been for
the administration to steer global macroe-
conomic policy in a more reflationary direc-
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tion and to back away from its espousal of
both export-led growth and financial dereg-
ulation. Washington, however, let its ideo-
logical zeal blind it to the true dangers in
the world economy and pushed ahead with
its agenda of financial liberalization. The
immediate costs of the crisis have been more
than $2 trillion in lost wealth, the impover-
ishment of millions of working men and
women, and a ballooning trade deficit in the
United States.

The potential longer term costs to world
order are of course less certain but no less
worrying. Whether the crisis is an opportu-
nity to push for more democracy and libet-
alization, as some analysts have asserted, or a
blow to America’s hope for an orderly evolu-
tion toward democracy is arguable. But it
cannot be helpful to the cause of world or-
der to have millions of aspiring middle-class
citizens, the backbone of any stable democ-
racy, thrown back into poverty, as has hap-
pened in many emerging economies, like
Indonesia. Or to have the delicate political
balance in favor of reform put in jeopardy in
places like Brazil.

The crisis has also resulted in new poten-
tially destabilizing imbalances in the world
economy that could complicate world eco-
nomic management in the coming months.
As a result of the crisis, America’s current
account deficit has soared to nearly $250
billion, while the surpluses of Japan and,
to a lesser extent, the EU economies have
increased. As a result, the world economy
has even greater imbalances than it did be-
fore the bursting of the Japanese bubble,
which led to the 1990-91 world recession.

Whether the world economy will be
able to work its way out of these trilateral
imbalances at a time when developing coun-
tries need to run trade surpluses as part of
the adjustment process is perhaps an open
question. But some economists are correct
to worry that the United States (and through
it the world economy) may wake up with a
nasty hangover, having consumed so many
of the world’s goods during the financial cri-
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sis and having taken on so much additional
international debt to do so.

A Desire for Dominance

If dominance led to strategic misjudgments
in the choice of American foreign policy pri-
orities, it also resulted in the tendency of
American elites to see dominance as a goal
in and of itself. In the post—Cold War world,
Washington has readily taken on all the
trappings of the world’s only superpower
—"“being visited by all, making glorious
speeches, strutting around the globe,” as
Fareed Zakaria, managing editor of Foreign
Affairs, recently put it. But it has shown lit-
tle or no desire to assume the burdens and
responsibilities of that position. American
leaders have repeatedly proclaimed ambi-
tious and indeed uplifting world order goals
—the enlargement of democracy, interven-
tion against crimes against humanity, the
integration of Russia into the world commu-
nity, and a world economy that works for or-
dinary people. But in each case, they have
fallen short in committing the resources or
providing the leadership needed to achieve
these goals.

That the American public would want
to shoulder less of the world’s burdens after
the Cold War is understandable given the
ones it bore during the Cold War and given
the domestic problems that had come to
plague American society. The problem has
not been so much that the United States
might want a more modest global engage-
ment in the post—Cold War world. Rather
it has been that its desire for dominance has
worked to block the emergence of other ar-
rangements for order keeping and world eco-
nomic management that would be less
dependent on American military and eco-
nomic power.

The unproductive nature of this con-
tradictory American position toward world
leadership has been evident in the areas of
both international security and the world
economy. Any system of world order de-
pends upon reliable peace enforcement and
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peacekeeping—at a minimum, a system to
deter international aggression and to pre-
vent conflicts from spilling over national
boundaries and, at a maximum, a system to
stop egregious human rights violations and
restore order to collapsing states. At a time
when the United States maintains a large
margin of military dominance and has held
itself out as the keeper of the democratic
peace, it is only natural for the world to
look for the United States to deal with prob-
lems like Bosnia and Rwanda as well as more
traditional deterrence and collective defense
problems, even if those problems have little
relation to America’s immediate national in-
terests. Indeed, the Clinton administration
has repeatedly raised the world’s expecta-
tions in this regard, by being the first to
denounce the atrocities that have occurred
both in the former Yugoslavia and Central
Africa and by warning the world about the
dangers of such tyranny and disorder should
they go unattended.

America Miscast

Yet the United States was miscast from the
very beginning as the principal order keeper
with regard to these conflicts. America’s mil-
itary doctrine, for one thing, was in many
cases incompatible with such responsibili-
ties, calling as it did for overwhelming and
decisive force with quick results and mini-
mal casualties. The Clinton administration
eventually modified what was known as the
Powell Doctrine in some potentially key
ways, with its more incremental use of force
in the former Yugoslavia and against Iraq,
and with its peacekeeping efforts in Bosnia
and Haiti. But it never challenged or altered
the most fundamental assumption of the
doctrine: namely, the need to avoid at all
costs the prospect of American soldiers re-
turning home in body bags. This extreme
sensitivity to casualties was painfully evi-
dent in the administration’s mishandling of
the Kosovo crisis, in which it engaged in

an extremely casualty-averse air campaign
even as Serbian gangs were forcefully evict-
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ing Albanian Kosovars from the province. It
has also been evident in the undistinguished
record of American troops in Bosnia, where
they have refused to challenge Serbian war
criminals, a task that has been largely left up
to the French and British contingents. This
almost phobic-like resistance to the risk of
casualties has rendered effective American
action, except in response to the most dire
threats, all but impossible.

In order to get around this constraint of
the public’s resistance to putting American
soldiers in harm’s way, the Pentagon has
come to rely more and more on sophisti-
cated high-tech weapons systems, such as
cruise missiles, as in its operations against
Iraq and Serbia. Indeed, a new military doc-
trine has emerged whereby U.S. military
planners increasingly emphasize the impor-
tance of defeating an enemy with intense
electronic warfare and precision-guided
weapons, and minimal ground combat.

In theory, this approach, along with the
new weapons programs developed pursuant
to it, would seem to resolve the dilemma the
American commander in chief now faces
when considering whether to commit U.S.
military power. In practice, however, these
weapons systems have limited practical util-
ity in many of the world’s conflicts. In the
situations where they have been used, such
as Iraq and in the the war with Serbia, they
have not been able to secure Washington'’s
strategic objectives. While they have been
able to punish and degrade, they have not
been able to compel changes in Iraqi or Ser-
bian behavior, let alone a change in their
governments.

In short, the United States has repeat-
edly created a major dilemma for itself and
the world order it has championed in that it
has struck the pose as the world’s principal
order keeper but has shied away from the
risks and costs that posture inevitably en-
tails. Washington has made this dilemma
more serious than it needs to be, in part be-
cause it has systematically opposed or dis-
credited any realistic alternative to American
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power. It has, for example, vigorously op-
posed the many suggestions, made by Can-
ada and other member states, for strengthen-
ing U.N. peacekeeping and peace enforce-
ment capabilities for certain kinds of con-
flicts—measures that would have put other
nations’ soldiers at risk. It has also discour-
aged European efforts to develop a greater
defense capacity. For years, Washington has
urged a reluctant Europe to share more of
the Atlantic Alliance’s security burden, but
has repeatedly thrown cold water on any
European effort that would do just that in a
way that was too independent from current
NATO military command, which it controls.
Indeed, America’s attitude toward Europe
has been much like an overly protective par-
ent: fearful that its grown-up child will
mess up if left on its own (which of course
the Europeans on occasion have done) yet
also worried that the child may succeed and
become too independent of its care. Only
now that Britain, America’s closest ally in
Europe, has taken the lead in pushing an in-
dependent European military capability, al-
beit one within NATO, has Washington’s
attitude begun to change.

Likewise, in Asia, Washington has seem-
ingly been more interested in preserving the
region’s dependence on the American mili-
tary guarantee than it has been in creating a
post—Cold War collective security system.
American officials have repeatedly dismissed
suggestions for a multilateral security forum
that would institutionalize discussions of
confidence-building measures and arms con-
trol. It has done so even though such a fo-
rum would in no way threaten America’s
military position in the region and might
make it easier for the United States to deal
with both China and Japan in the future.

One can, of course, question just how ef-
fective a U.N. peacekeeping system would
be in the near term, or how serious any of
the European proposals for a European de-
fense identity have been, or where propo-
sals of an Asian multilateral security forum
would lead. But it is clear that Washington
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has vigorously resisted all three ideas, and
that without American support, none of
these new collective security instruments
have a chance of succeeding. In sum, Wash-
ington has consistently opposed institutional
arrangements that would eventually make
the world less dependent on the United
States, but at the expense of delaying the
creation of a more durable security order
that can outlive American dominance.

Panic in the Financial Markets

A similar pattern of American behavior is
evident in the area of world economic man-
agement. Since the end of the Cold War, the
United States has become the most articu-
late champion of an integrated world econ-
omy and has consistently preached the won-
ders of globalization. But while it has done

a reasonably good job of adjusting the Amer-
ican economy to the new global economy
and keeping its markets open to developing
countries’ exports, it has not been willing to
commit itself to the international arrange-
ments that are needed to make a global econ-
omy work effectively.

Over the course of the past decade, not
only has Washington cut its direct foreign
assistance, but it has become ever more re-
luctant to support the world’s key interna-
tional financial institutions, the IMF and the
World Bank. During the height of the re-
cent financial crisis, the world’s financial
community waited with baited breath to
see whether Congress was going to approve
America’s share of increased IMF funding—
an uncertainty that contributed to the panic
in the world’s financial markets.

America’s wary attitude toward foreign
assistance and international institutions has
led to a fiscal crisis of internationalism that
has reduced the effectiveness of the global
institutions needed to ensure the smooth
functioning of a world market economy. The
scale of the problem is perhaps best illus-
trated by the increasing needs of the IMF. In
order simply to keep pace with the growch
of the world economy since its founding in
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1945, IMF resources would need to be in-
creased threefold from a current capitaliza-
tion of $275 billion to over $800 billion,
and ninefold to keep up with the growth of
world trade. Given its puny resources in rela-
tion to the magnitude of the problems it is
now called upon to solve, it is not surpris-
ing that the IMF has been so ineffective in
coping with the kinds of currency crises the
world economy has experienced in recent
years.

Cash-Strapped Agencies

Contrary to neo-liberal orthodoxy, private
capital flows are not a substitute for world
public funds. Indeed, as the recent financial
crisis more than amply illustrates, global
market liberalization and integration in-
creases rather than reduces the need for pub-
lic funds. For example, the more the world
financial system becomes integrated the
more it needs an international lender of last
resort—an institution that can provide li-
quidity to economies running out of reserves
or suffering from a currency collapse. Dur-
ing the recent crisis, the IMF committed
much of its limited capital just trying to
staunch the financial contagion, which

has left it even more cash-strapped for the
next crisis and less able to help other, even
poorer countries with their adjustment
problems.

As a defense against Washington’s poor
international assistance record, American of-
ficials claim that the United States beats a
disproportionate burden of the bill for inter-
national institutions and that more of the
burden should be shifted to other wealthy
nations like Germany and Japan. They also
point out that the United States does at least
as much if not more by keeping its markets
open and by providing military defense. All
this is true. But the irony of the U.S. po-
sition is that over the past decade or two
Washington has blocked various proposals
that would have reallocated the costs among
the major Western nations and put these
institutions on a sounder financial footing.
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It did so because the measures threatened
America’s preeminent position—and in the
case of the IMF and the World Bank, its de
facto veto, since increasing Japan’s and Ger-
many’s allocations would have increased
their weighted vote.

Washington has preferred cash-strapped
international agencies it could easily con-
trol to stronger ones in which the United
States was less dominant. This counterpro-
ductive American focus on dominance was
most evident at the beginning of the Asian
financial crisis, when Japan proposed setting
up a $100 billion Asian Monetary Fund to
bail out Asian economies hit hard by cur-
rency panics. Washington reflexively vetoed
the proposal, fearing that it would pose a
threat to America’s financial dominance and
to the centrality of the IMF, which it con-
trols. In short, it preferred to risk further
financial meltdown than to sanction a
potential rival to America’s dominant
position.

All this means that the world has in
recent years been investing less in develop-
ment assistance in real terms than it did
in previous decades, and a lot less than it
should have if it wanted to avoid the specter
of failing states that we are witnessing across
the globe. Short of funds, international lend-
ing agencies have had no choice but to resort
to ever tougher conditionality terms and
shorter repayment periods when extending
aid or adjustment assistance.

Without the funds needed to invest in
human capital and public infrastructure,
and to soften some of the pain of wrenching
economic changes, many recipient countries
have not had enough political and social co-
hesion to sustain the painful structural ad-
justments required to root out corruption,
increase savings and investment, and imple-
ment economically rational policies. And, as
Jessica Mathews, president of the Carnegie
Endowment, has pointed out, with fewer
success stories, public support for interna-
tional development assistance has collapsed,
creating something of a vicious circle: more
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collapsing states, bigger emergency bills,
and more need for troops.

A Global Governance Gap
Maintaining dominance has turned out to
be a shortsighted and even futile exercise of
American power. Washington has gotten its
way on most critical foreign policy issues—
with Russia on NATO expansion; with France
and the other members of the U.N. Security
Council on Iraq; with the Contact Group on
the Former Yugoslavia; with Japan on the
handling of the Asian financial crisis; with
the United Nations over the prerogatives
of NATO to use force; and with developing
countries over economic reforms needed in
their economies. But getting one’s way is
not always the same as serving one’s best in-
terests—let alone the same as building a vi-
able international order.

In face, by pursuing dominance as a
goal in itself, the United States has created a
much larger problem: a governance gap that
threatens the credibility of some of Amer-
ica’s most cherished world order goals. As
we have seen, there has been a fundamental
contradiction between America’s embrace of
globalizatrion and its willingness to supply
the public goods or to support the collective
arrangements needed to realize its potential.
Many of America’s most ambitious goals—
a world market economy that works for or-
dinary people and an effective system of col-
lective security that can prevent egregious
human rights violations—are simply not
possible without a semblance of global gov-
ernance. That governance can take different
forms—from adequately funded world pub-
lic institutions, to a concert of under-
standing among the world’s powers, to the
active participation of civil society groups,
or more appropriately a combination of the
three. But as we should know from our own
experience in fashioning a continental econ-
omy and society in an earlier age, the ques-
tion of governance cannot be wished away.

Yet, none of the main components of
global governance exists, at least not on the
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scale needed. The IMF and the World Bank
are ill-equipped to cope with many of the
new demands of the global economy. The
United Nations is in practice largely irrele-
vant to many of the world’s most pressing
international problems. And the World
Trade Organization, the one institutional in-
novation of the post—Cold War period that
Washington did not try to block, has a lim-
ited mandate of adjudicating trade disputes
with no mechanisms to deal with structural
obstacles to trade, including labor or envi-
ronmental concerns. At best, these institu-
tions constitute a primitive world public
sector and, at worst, a dysfunctional one—
as the IMF’s performance during the recent
world financial crisis demonstrated.

No Concert of Great Powers

As for a concert of great powers, many of
the understandings that existed between the
United States and its European allies and be-
tween the United States and Japan during
the Cold War have now broken down or are
subject to increasing dispute. Only in re-
cent months have Washington and Euro-
pean leaders begun seriously to address the
question of revamping NATO’s mission for
the post—Cold War world and American
and European responsibilities within it.

And then their efforts have so far only re-
sulted in a disastrous war with Serbia. As for
Japan, it remains as unsure about its proper
international role as it did at the end of the
Cold War, wanting at times to be the
world’s social worker and at other times re-
treating into its domestic shell.

Likewise, there is no clear understand-
ing among the world’s powers about Rus-
sia’s role in the world, or even about its role
within its own immediate region. In fact,
the expansive area stretching from the Bal-
tic states and Ukraine, through the Balkans,
the Caucasus, and Central Asia is increas-
ingly a contested space: it is a region with-
out clear rules or understandings among the
many competing players, including Russia,
the European Union, Turkey, the United
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States, Iran, China, and India. The same can
be said about China’s role in Asia, where
both the United States and China aspire to
supremacy and where both economic and
geopolitical conflicts are rising to the sur-
face. Even more worrying, there are no
clearly understood rules for governing an in-
creasing multilateral nuclear arms competi-
tion between India, Pakistan, China, and
the United States. And unlike Europe, Asia
has no mulcilateral institutions or organiza-
tions of any note that are capable of resolv-
ing conflicts and pooling resources around
commonly agreed objectives.

Equally serious, there are no clear
ground rules for the management of the
world economy, no rules about misaligned
currencies or how to handle capital account
crises now that the neoliberal model has
proved to be lacking in key respects. Nor is
there an understanding among the major
powers about their respective responsibili-
ties for providing open markets and devel-
opment assistance, or for fashioning an ap-
propriate global macroeconomic policy, or
about who provides liquidity during the
Next Crisis.

The advent of the euro, Europe’s single
currency, makes trilateral coordination of
the world economy more essential. But the
three gececonomic powers have yet to have a
serious conversation about their respective
responsibilities in this new trilateral world.
Indeed, there is a danger that both Japan
and the European Union will pull further
back from their global responsibilities even
as they become more assertive with regard
to their own interests, leaving the United
States to struggle with these responsibilities
under less favorable conditions than it has
enjoyed in the past decade.

These conditions may in the short run
help perpetuate a sense of American domi-
nance. But a strategy of dominance is not an
answer to the challenges and dilemmas the
United States now must confront as a result
of the legacy of its failed foreign policy in
the post—Cold War period. Many of these
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challenges will sound familiar—establishing
a workable system of collective security;
coming to an understanding with Russia
about its rightful role in the world; manag-
ing China’s fitful emergence as a regional
power in Asia and establishing constraints
on multilateral nuclear arms competition in
the larger region; collectively managing a
global market economy in the interests of an
expanding world middle class; and building
a world public sector capable of sustaining
globalization. These are all unfinished chal-
lenges of the post—Cold War world. But as
we will see from a closer look at these chal-
lenges the choices Washington has before it
are narrower now as a result of the strategic
developments of the post—Cold War period.

The Failures of Collective Security

The first unfinished challenge of the post—
Cold War world is to establish a workable
system of collective security. Given the wid-
ening fissures in the international commu-
nity, any system, it must be acknowledged
from the outset, will be highly imperfect.
But at a minimum, it must be able to re-
spond effectively to the most egregious cases
of both international aggression and crimes
against humanity. It must also have reliable
safeguards against the spread and use of
weapons of mass destruction, a threat that
once again is growing. The challenge of se-
curing a workable collective system has
proven to be a more vexing problem than it
appeared when, on the eve of the allied suc-
cess against Iraq, President George Bush
sent U.S. marines into Somalia on what was
to be a humanitarian mission.

What has followed since has been a long
line of peacekeeping failures if not tragedies:
Somalia, Rwanda, Congo, Bosnia (a failure
if judged by America’s original goals), Si-
erra Leone, Haiti, Angola, and now Kosovo.
There have been only a few modest suc-
cesses: the completion of U.N. missions in
El Salvador, Guatemala, and Mozambique;
the Italian-led European multilateral force
in Albania, which helped restore order in
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1997; and the preventive U.N. peacekeep-
ing effort in Macedonia, which has helped
quiet ethnic divisions in the former Yugo-
slav republic. But the last of these successes
may well be undone by the destabilizing ef-
fects of the catastrophe that has unfolded in
Kosovo.

Whether Washington can salvage what
remains of the concept of collective security
in light of the war with Serbia is at the time
of this writing unclear. What is clear is that
there has been a substantial retreat from the
idealistic expectations of the early post—
Cold War world, which envisioned the
U.N. collective security machinery working
as originally intended by the framers of the
U.N. Charter. In principle, at least, a U.N.-
based peacekeeping and peace enforcement
system represented the best option for the
United States, given that the great majority
of post—Cold War conflicts were peripheral
to U.S. interests and given the reluctance of
Washington to commit U.S. ground troops
to combat and its goals of integrating Rus-
sia and China into the international commu-
nity. If the United States had put its weight
behind strengthening the U.N. system by
activating its military staff functions and by
supporting the development of a standing
army, it would have been able to concen-
trate on the higher value-added military
missions for which its high-tech, low-risk
military strategy was well suited: policing
the international sea lanes; providing reas-
surance and residual deterrence in Europe
and East Asia; deterring larger rogue states
like Iraq and Iran; and providing air- and
sea-lift capabilities for U.N. operations.
These missions would have been more than
enough to ensure America’s position as the
world’s leading military power.

But America had no patience even for
the U.N.’s more minimalist goals in places
like Bosnia, and in any case rarely provided
the United Nations the resources it would
have needed for those it did support, like
the declaration of safe havens in Bosnia. Nor
could it live with the possibility of a Rus-
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sian or Chinese veto, even though it also had
as one of its principal goals bringing Russia
and China into the world community. Nor
could it tolerate the thought of a collective
military instrument that it did not directly
control—even though it would have contin-
ued to exercise substantial political control
over any such instrument through its role
on the U.N. Security Council.

What was at least a theoretical possibil-
ity in the early post—Cold War years was
soon discredited by Washington’s own ac-
tions and the U.N.’s own incompetence. In
typical Clintonian fashion, the administra-
tion blamed the death of the 18 American
rangers in Somalia on the United Nations,
even though they were under U.S. command
and the Unired Nations had not authorized
their particular mission.

Recoiling from this humiliating experi-
ence, Washington issued a new directive
thar said it would veto subsequent U.N.
peacekeeping missions for reasons of cost if
they did not serve U S. interests (a silly di-
rective since the one purpose of a U.N. capa-
bility is to handle just such conflicts that do
not involve U.S. interests except insofar as
they affect the overall climate of world or-
der). This shift in U.S. policy in turn pre-
cipitated a drawdown of U.N. peacekeeping
forces in Rwanda and Burundi and led the
United Nations to ignore the impassioned
pleas from its Canadian commander in
charge of U.N. forces in Rwanda about an
impending genocide.

President Clinton subsequently owned
up to Washington’s responsibility for the
Somalia debacle as well as for its role in
blocking U.N. action in Rwanda. But by
that time the fate of U.N. peacekeeping
was sealed, and any thought of a U.N.-based
collective system to deal with the conflicts
more peripheral to U.S. interests was beyond
the pale in American politics. Even UNSCOM,
as noted earlier, eventually collapsed under
the weight of American impatience with
Saddam Hussein’s cat-and-mouse games
with the U.N. inspectors and because of
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Washington’s dissatisfaction with the lim-
ited inspections and containment framework
of the Security Council mandate.

Turning to NATO

Given American frustrations with the clum-
sy multilateral machinery of the United Na-
tions, it was understandable that Washing-
ton would turn to NATO, an organization it
controlled and which had real political and
military clout. But NATO was a defensive al-
liance, and would have to be remade into a
collective security organization that could
export stability beyond its borders, combat
terrorism, curb weapons of mass destruc-
tion, and perform the other tasks Washing-
ton had in mind for it. Washington helped
NATO take a step in this direction with the
successful introduction of NATO peacekeep-
ers in Bosnia in 1995. Yet there remained
substantial resistance in Europe to Amer-
ica’s more ambitious goals for NATO, resis-
tance that finally crumbled with the elec-
tions of new governments in Britain and
then Germany. Washington, too, helped

to bring skeptical Europeans along. It even
lent a more sympathetic ear to European
plans for a European defense identity that
could operate within NATO but without di-
rect American involvement, a shift in pos-
ture that helped bring the French on board
as well.

By the time of the preparations for
NATO’s fiftieth anniversary in April 1999,
the question, therefore, was no longer
whether NATO would operate out of area,
but how far and pursuant to what missions
it would do so. There were, of course, many
other questions that Washington had not
worked out with the European members in
NATO. For example, under whose legal au-
thority would NATO act? And what exactly
would be the division of responsibility be-
tween Europe and the United States? But
these questions soon took a back seat to a
test under fire.

Kosovo has provided a premarture and
probably determinative test of Washington's
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vision of the new NATO, a test it is clear it
was not adequately prepared for. Indeed,
Washington’s and London’s strategic mis-
judgment in pushing take-it-or-leave-it ne-
gotiations in Rambouillet and threatening
an air war without the necessary prepara-
tions for a ground campaign to protect Ko-
sovars has put NATO’s future role in ques-
tion. What has plagued NATO’s debut as a
collective security organization has been
what has plagued other collective security ef-
forts in the post—Cold War world: strategic
political misjudgments about the nature of
the conflict and its major protagonists; fuzzi-
ness about the alliance’s ultimate goals; and
a huge gap between Washington’s stated
goals and the strategy it has chosen to
achieve those goals.

A Globalized NATO?

Whatever its final outcome, the war with
Serbia has determined a significant part of
NATO’s future mission. Win or lose, NATO
will have its hands full for years in dealing
with the aftermath of the Balkan war and its
destabilizing effects on the entire region. If
it “wins,” it will need to establish a protec-
torate for much of the Balkans, stationing
troops not just in Bosnia and Macedonia but
also in Kosovo, Albania, and even Serbia it-
self. If it “loses,” the geographical scope of
the protectorate it will need to provide may
shrink, but the task will be no less difficulc
given the destabilizing effects the large in-
flux of Kosovar Albanians has had on neigh-
boring countries.

Either way, the Serbian war has been a
setback for Washington’s more ambitious vi-
sion of a globalized NATO. A decisive defeat
of Slobodan Milosovic’s Serbia, it is hoped,
will provide a warning to other despots and
rogue leaders. But it will tie down substan-
tial NATO forces for decades with the very
difficult task of preserving what may be a
fragile and artificial political settlement, un-
dermining to some degree NATO’s ability to
project power beyond the European theater.
Even as it was, Africans and Asians worried
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that Washington’s new emphasis on NATO
was a prelude to a larger retreat from any
European and American involvement in
other troubled parts of the world—what
strategic analyst Gerald Segal has dubbed a
“flight to quality security.”

The war in Kosovo may also complicate
other critical aspects of NATO's hoped-for
collective security mission. We may have
seen the worse of the wars of Yugoslav suc-
cession, but we may be only at the begin-
ning of the wars of Soviet succession, given
the instabilities and ethnic problems that
exist around Russia’s southern rim and
throughout Eurasia. Having been initially
frozen out of NATO's handling of Serbia and
Iraq, Moscow may have little incentive to
heed Western advice about how it handles
these conflicts, let alone permit Western in-
volvement. If Russia, even in its weakened
condition, resorts to unilateral actions that
offend Western sensibilities and interests,
we should not be surprised if it seeks to jus-
tify them on the basis of what NATO itself
has claimed is its right to do.

Nor can we expect Russian, or for that
matter Chinese, cooperation with American
efforts at controlling nuclear weapons and
other weapons of mass destruction. As Jan
Cuthbertson notes in his accompanying arti-
cle, the spread of nuclear, chemical, and bio-
logical weapons to terrorist groups or rogue
states represents the single greatest threat to
world order in the period ahead. Yet NATO
seems to lack a plan of action for how to
work with Russia, China, India, and other
powers to keep this threat in check.

Finally, in the period ahead, we may see
a whole new set of conflicts in the Middle
East and the Persian Gulf. Succession crises
in Syria, Iraq, and Saudi Arabia are certainly
not out of the question. These crises, more
so than the wars of Yugoslav succession, will
touch on competing American, European,
and Russian interests. If the Assad regime in
Syria collapses with Hafez al-Assad’s death,
will Russia, even a weakened Russia, let the
United States, Turkey, and Israel determine
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the shape of a future Syria? And what role
will France try to play in such a crisis? A
similar set of questions can be asked with re-
gard to the fall of Saddam Hussein in Iraq—
only in that case one must factor Iran into
the equation. These conflicts, along with
those in the Caspian Sea, and along with the
challenges of preventing the spread of nu-
clear weapons to terrorist groups, will pro-
vide a stern test for any collective security
system.

In short, even if the new NATO emerges
out of the Kosovo crisis victorious, the task
the United States faces in fashioning, with
the support of other major powers, a work-
able collective system for managing future
conflicts is far from completed.

There are at least four dimensions to
this task. The first relates to the unfinished
agenda of NATO reform. In particular, Wash-
ington needs to formulate serious answers
to the following questions: What will be
NATO’s operative military doctrine? If NATO’s
doctrine merely replicates Washington’s
high-tech low-risk air strategy, what is to
prevent future Kosovos? What is the divi-
sion of responsibility it foresees between
European members of NATO and itself? And
what geographic limits should it accept on
NATO actions? Should NATO, for example,
attempt to intervene in potentially conten-
tious conflicts in the Middle East and the
Persian Gulf?

Restoring Credibility

The second task involves restoring credibil-
ity to the U.N. system. The Kosovo experi-
ence has demonstrated that NATO cannot be
a substitute for a more broadly based U.N.
collective security system. Some protago-
nists, it is clear from the Serbian experience,
may be willing to go to war rather than ac-
cept NATO's authority. Thus, there still is a
role and a need for U.N. peacekeeping even
in conflicts like those in the former Yugosla-
via. Restoring credibility to the U.N. sys-
tem means that Washington will need to
accept some constraints on NATO's future
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freedom of action as well as on its geographi-
cal reach.

NATO can be an effective force for Euro-
pean security (if it is used wisely) and can
help rationalize European and American
military power. But its actions beyond the
immediate European theater will in many
cases lack the legitimacy it needs in order to
act as a global “policeman.” In future out-of-
area conflicts, NATO would be well advised
to act pursuant to U.N. authority—if only
to avoid legitimating the unilateral interven-
tions of Russia, China, and other emerging
regional powers.

Given the nature of the conflicts looming
on the horizon, many of which fall close to
Russia, NATO has more to gain from such an
understanding about U.N. authorization
than it has to lose. Even in the Persian Gulf,
there are no national interests so vital—even
a threatened collapse of the Saudi regime—
that would justify a hasty unilateral military
intervention on the part of NATO, especially
one in an internal conflict.

A third and related task involves
strengthening the collective capabilities of
the U.N. system of peace enforcement and
peacekeeping. In the long term, there is no
alternative to a U.N. standing military force
for policing internal conflicts and restoring
order in collapsing states. As much as the
United States and other NATO powers pay
lip service to humanitarian concerns in Af-
rica, Central Asia, and Southeast Asia, they
have no incentive for committing high-
priced elite forces to conflicts like those in
Rwanda or East Timor or the Horn of Af-
rica. Given America’s reluctance to engage
its own forces in such conflicts, yet its lar-
ger concern with world order, its interests
would be better served by supporting the es-
tablishment of a U.N. standing military ca-
pability. As a result of the Kosovo conflict,
many Republicans previously suspicious of
the United Nations now seem more willing
to accept a U.N. role in conflicts that do not
directly affect U.S. national interests. Pro-
gress on enhancing the U.N.’s ordet-keep-
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ing capabilities will of course be slow, but
no American interest is served by opposing
their development.

Finally, Washington will need to work
out a new set of understandings with Russia
and China, concerning what kind of collec-
tive security relationships it foresees with
these two U.N. Security Council members
and potentially anti-American hegemonists.
This is particularly important given the po-
tential clash of interests with Russia in Eur-
asia and the Middle East and with China in
Asia. In the case of Russia, Washington may
need to reassure Moscow that the new NATO
is not aimed at it. As suggested below, this
may mean accepting certain limits to NATO’s
geographic reach and some constraints on its
Partnership for Peace missions with former
Soviet republics.

America and Russia

The United States has failed to find an an-
swer to the question of Russia’s rightful role
in the world—at least an answer that Wash-
ington has been willing to live with. It has
given lip service to the goal of integrating
Russia into the Western community but in
practice has repeatedly subordinated this
goal to other foreign policy considerations—
whether they be NATO expansion, American
concerns about Iran and Iraq, or American
geoeconomic and geostrategic interests with
regard to the Caspian sea. Its rhetoric sug-
gests that it has learned the lessons of Ver-
sailles, yet in many ways it treats Russia in
much the same way the Allies treated Ger-
many after cthe First World War, needlessly
humiliating it, saddling it with post-Soviet
era debts, and throwing up barriers to its
€Xports.

Adding insult to injury, Washington
has proved to be an unhelpful and fickle
partner in the Russian reform effort, push-
ing unwise policies and intervening in the
Russian intra-elite conflict in ways that
worked against real reform and democracy,
only to wash its hands of any responsibility
when things have gone sour. It pushed a
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hasty and ill-designed privatization process
that resulted in the wholesale giveaway of
many of Russia’s most important economic
resources, and then complained about Rus-
sian corruption and the oligarchy that was
enriched by this process. It trumpeted a se-
verely flawed constitution that placed far
too much power in the hands of the presi-
dent, and then winced when its favored man
exercised that power arbitrarily at the ex-
pense of real democracy.

The goal of integrating Russia into
the Western community, of course, faced
many difficult if not insurmountable obsta-
cles. From the very beginning, it has been
plagued by the fact that Russia does not fic
easily into any of the Western institutions
and organizations that really matter. Be-
cause of its size and geopolitical interests, it
was never regarded as a serious candidate for
NATO or EU membership. And given its eco-
nomijc weakness, its partial inclusion in the
G-7 was always contrived—a modest face-
saving gesture to an obedient Boris Yeltsin
but one that only highlighted Russia’s mar-
ginal importance.

Russian exclusion from these Western
clubs would not have been so serious, had
not Washington simultaneously downgraded
the multilateral organizations that do exist
—the Organization for Security and Co-
operation in Europe and the U.N. Security
Council—in which Russia plays a more
prominent role. Yer an American policy
that gave greater weight to these more in-
clusive clubs would have meant putting
America’s control at risk and, as we have
seen, that would have run counter to Wash-
ington’s concern for dominance.

In short, from Washington’s viewpoint,
the integration of Russia into the Western
community was never really a serious goal,
for it would have required changes in Ameri-
can foreign policy and existing Western in-
stitutions that Washington was not willing
to make. As a result, Washington’s rhetoric
toward Russia was never matched by a seri-
ous commitment.
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Even if integration was once a serious
goal, it is no longer a realistic one—given
the realities of NATO's war with Serbia and
developments within Russia. Movement to-
ward democracy and a market economy in
Russia may continue, but a broad spectrum
of the Russian elites now understand that
when Washington talks about Russian inte-
gration into the Western community it
means integration on Washington’s terms
and thus the unconditional abandonment of
Russian national interests. That is a bargain
that no future Russian president or parlia-
ment will be able to make again.

The Russian Question

With integration into the Western commu-
nity no longer a realistic goal, the question
is whether the United States and Russia can
negotiate a relationship that avoids a new
strategic competition in a region that is full
of troubled states and deep civilizational
fault lines. For the sake of world order, it is
important that Washington work out with
Russia a new set of understandings concern-
ing the course of NATO expansion, the pre-
vention of the spread of nuclear weapons,
order keeping in Eurasia, and the peaceful
development of the Caspian Sea oil and gas
resources. But to do so the United States
will need to rethink three policies that are
propelling it toward increased geopolitical
competition with Russia in an unstable re-
gion of the world.

The first, of course, is NATO expansion
—in particular, NATO's open door policy to-
ward further expansion. This policy has set
up a potentially unpleasant confrontation
over the future entry of the Baltic states,
which Moscow vigorously opposes. It also
threatens to divide Ukraine, between Kiev’s
nationalist right-of-center parties, which are
already blaming the socialists for keeping
Ukraine out of NATO, and the more Russian-
leaning left-of-center parties, which are ar-
guing for closer ties with Moscow and even
union with Russia. These dangers are at
least well known, if not easily handled. But
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what is not fully understood is that NATO
expansion, even if it falls short of admitting
the Baltic states, carries with it a deeper geo-
political logic that could become inimical to
a stable world order.

Seen from Moscow’s eyes, NATO expan-
sion is the product of a stronger NATO im-
posing its position on a weaker Russia. The
larger lesson that Moscow seems to have
drawn from this experience is that it too
must organize its own sphere of influence
to balance NATO, so that in the future any
agreement is an agreement between rough
equals: a Washington-led NATO alliance
and a Moscow-led Commonwealth of Inde-
pendent States (CIS), bolstered by a larger
counterhegemonic triad of itself, China,
and India. Even the Western-leaning Yelt-
sin government has moved in this direc-
tion, by stepping up efforts to strengthen
its ties with the former Soviet republics as
well as to expand relations with China, In-
dia, and Iran. Any future Russian govern-
ment, in light of NATO’s war with Setbia,
can be expected to move further in this
direction.

The end result of this logic will be not
just a less cooperative Russia, but one that is
increasingly willing to contest American ac-
tions in areas that it considers vital to its
own interests. In this vein, Russian national-
ists have begun to ask: Since Moscow has lit-
tle or no say over who joins NATO and what
NATO does in its own area of interest, why
should Moscow allow the United States to
have a say in areas bordering Russia and its
sphere of influence? As a result, Russia is
likely to be more protective of its interests
in, for example, the Caspian region in the fu-
ture. Some influential figures in Russian for-
eign policy circles are already talking about
a NATO-free zone stretching from Ukraine
and Belarus in the north, to the Caucasus
and Central Asia, and then eastward to west-
ern China.

One can, of course, question just how
effective Russian efforts in this regard will
be given Russian weakness, and one can
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take issue with the suggestion of moral
equivalence between an alliance of demo-
cratic nations and any new Slavic or CIS un-
ion. But it would be difficult to deny that
the Russian reaction to NATO expansion por-
tends serious conflict in an already unstable
region.

Two other American policies threaten
to exacerbate this conflict. The first is Wash-
ington’s increasing tendency to favor those
in the region intent on asserting their inde-
pendence from Moscow. From the outset,
the Clinton administration has been torn be-
tween a strategy of strengthening the center
(Russia) or increasing the independence of
the periphery (the Soviet republics). But
over the course of the last year or two, the
balance has shifted toward the latter, to the
point of carrying out joint military exercises
with a number of former Soviet republics,
including Georgia and Azerbaijan.

An American strategy of strengthening
the periphery against the center may make
sense from a geopolitical point of view, but
it makes less sense from an order-creating
perspective, since peace in the region de-
pends upon a strong and cooperative Russia.
It is also dubious from a human rights and
reform vantage point, since even in its im-
perfect state, Russia has made much greater
strides in democracy and building a market
economy than have the states that Washing-
ton is flirting with. Both Azerbaijan and
Kazakhstan have autocratic governments
with questionable human rights records,
and Ukraine, while more democratic than
these two, has made little progress toward
real market reforms. Only Georgia has made
progress comparable to that of Russia in
terms of democracy and economic reform.

Siding with Russia’s Rivals

From Moscow’s perspective, Washington
has begun to openly side with Russia’s po-
tential rivals in the region. Indeed, Ameri-
can actions increasingly look as if they are
aimed at creating an anti-Russian alliance of
Azerbaijan, Georgia, Moldova, and Turkey
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on Russia’s southern flank. Russian suspi-
cions in this regard have been strengthened
by Washington’s increasingly assertive ac-
tions in trying to dictate the terms of the de-
velopment and transport of the Caspian Sea
oil and gas riches.

Last year, Washington dropped its more
neutral posture of favoring multiple pipe-
line routes, and aggressively lobbied the Az-
erbaijan Independent Oil Consortium (A10C),
a group of oil companies developing Caspian
Basin oil reserves, for the adoption of the
pipeline route from Azerbaijan across Geor-
gia and Turkey to the Mediterranean (known
as the Baku-Ceyhan route). This route makes
no economic sense and is vulnerable to Kur-
dish attacks. But it would serve a number of
American geopolitical objectives, pulling
Azerbaijan and Georgia out of the Russian
sphere of influence and bolstering America’s
ally, Turkey, in the region. If buil, it
would also undercut the viability of existing
pipelines that cross Russia, reducing Rus-
sian transit fees as well as Russian control of
the transport of Caspian oil to Central and
Eastern Europe.

As a result of these and other actions,
Russian leaders are highly suspicious of
American ambitions, which they view as a
naked power grab in a region in which Rus-
sia ruled for more than 100 years. So far,
Russia’s reactions have been relatively re-
strained, reminding Georgia that its troops
are keeping the peace in Abkhazia, Geor-
gia’s northern province, and increasing its
support of Azerbaijan’s neighbor, Armenia.
Washington may be counting on a Russia
that is too weak to counter American ac-
tions, but while Russia is weak, it is more
than strong enough to destabilize America’s
new friends and to complicate the develop-
ment of Azeri oil for years to come.

As a global economic power with a be-
lief in the power of commerce and democ-
racy, Washington has an interest in trying
to subordinate geopolitical and cultural con-
siderations to common commercial and eco-
nomic development interests. But instead it
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is playing on anti-Russian sentiments and
civilizational differences to advance largely a
geopolitical agenda of control over the
world’s oil market. In a region of brittle
states riven with ethnic differences and ac-
cess to “loose nukes” and tons of chemical
agents, that is a prescription not just for
conflict and disorder but for catastrophe as
well.

By pursuing NATO expansion and by
pressing so hard its advantages with Russia
on Iraq, Serbia, and the Caspian Sea, Wash-
ingron has reintroduced a geopolitical dy-
namic into U.S.-Russian relations. It cannot
entirely undo that, but it can back off some
of the more provocative dimensions of its
policy—by observing a pause in NATO ex-
pansion; involving Moscow in any peace
settlement with Serbia; dropping its sup-
port for the Baku-Ceyhan pipeline, which
in any case is not commercially viable; and
initiating a moratorium on U.S. military
exercises with Russia’s most contentious
neighbors.

The goal of American policy should not
be to challenge Russia’s shrinking sphere of
influence in the Eurasia region, but to work
out some mutually accepted checks and bal-
ances on the exercise of both Russian and
NATO power in the region. Given that con-
flict and disorder hold a much greater risk
to world order than does Russian hegemony,
it would be a much wiser policy for the
United States to encourage a strong and co-
operative Russia that can assume at least
some responsibility for order keeping in the
region. We may not like it, but only Russia
can help solve the Abkhazia problem in
northern Georgia. Similarly, only Moscow
can help bring about an Armenia and Azer-
baijan settlement in Nagorno-Karabakh.

It would of course be better for the
United States to work out some interna-
tional checks and balances with respect to
how Russia undertakes that role, possibly
with NATO and OSCE involvement. But in
order to be credible Washington will need
to offer Moscow some oversight privileges
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vis-a-vis NATO operations if it expects to
have a say in Russian peacekeeping efforts.

Showing Good Faith

If Washington can initiate such a conversa-
tion with Moscow, and then show its good
faith by involving Russia in any peace settle-
ment in the Balkans, it may then be possi-
ble to advance several other ideas that would
rebuild Russian-American cooperation and
at the same time strengthen regional govern-
ance in Eurasia. One such idea would be a
proposal for the establishment of a new Part-
nership for Peace (PFP) initiative that would
be jointly sponsored by Russia, NATO, and
the NATO-Russia Council.

The Partnership for Peace II initiative
would be the designated vehicle for prepar-
ing both NATO members and non-NATO
countries for joint peacekeeping and peace
enforcement missions in the European and
Eurasian theaters—whether in Kosovo or
Georgia. If NATO would allow for a Russian
peacekeeping role in the Balkans, then it
might be possible for Moscow to welcome
some NATO participation in northern Geor-
gia or in Nagorno-Karabakh.

A joint PFP 11 initiative would help de-
fuse Russian suspicions that PEP has become
a trojan horse for future NATO intervention
in the former Soviet republics. It would
also create a cooperative framework for joint
peacekeeping operations and for enlisting
other countries in the region in a joint effort
to control loose nukes and other fissionable
material that could be used for weapons of
mass destruction.

A second initiative would be for a Eur-
asia Oil and Gas Association, as originally
proposed by Canadian political scientist
Robert Cutler. Modeled on the successful
European Coal and Steel Communiry cre-
ated after the Second World War to en-
courage European cooperation and joint
economic development, EOGA would pro-
vide a cooperative political and legal frame-
work for the development and transport of
Eurasian energy resources, and would in-

60

volve all of the major players in the region,
including the United States and Russia.

The United States does not need to con-
trol the development of Caspian oil reserves
in order to ensure its energy security or a vi-
able world oil market. It therefore can back
away from its more ambitious goals in the
Caspian region without harming U.S. na-
tional interests. Indeed, by supporting such
a cooperative venture, it would be advanc-
ing its interests by ensuring that these re-
sources can in fact be produced and
delivered to market.

Managing China’s Ambitions

Another world order challenge that requires
new answers is that of managing China’s
great power ambitions. As a rising power,
China poses both a geoeconomic and a geo-
political challenge. The geoeconomic chal-
lenge China presents is not so much to the
United States directly, although China’s
trade surplus with the United States does
create political problems for Washington in
managing its China policy. Rather, it is to
the export-led Asian trading order that de-
veloped in the 1980s and that has depended
on the American market as its principal out-
let. Indeed, the emergence of China as an ex-
port power—from 1993 to 1997 China’s
exports grew nearly fourfold—has already
created a supply shock to that order, a shock
that was a major contributing factor in the
Asian financial crisis of 1997-98.

China’s geopolitical aspirations present a
more direct set of problems for the prevail-
ing American-led order in Asia. China’s
long-term goal of regional leadership, if not
supremacy, poses a direct challenge to Amer-
ica’s dominant role in the region. It also
raises a serious question about Japan’s role
in Asia, for while Tokyo is quite comfort-
able playing number two in the region to
Washington, many experts doubt it would
be willing to let China assume the mantle
of regional leadership. Of more pressing
concern is Beijing’s determination to unite
all of China’s “provinces”—Hong Kong,
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Macao, and Tatwan—with the Chinese
mainland. Beijing’s view of Taiwan as an in-
tegral part of China, and its new sense of ur-
gency in pressing its case following the
absorption of Hong Kong, conflict with
Washington’s tacit support for Taiwan and
the growing mood of independence among
many Taiwanese.

In addition to these problems, China
has an expansive view of its territorial claims
in the South China Sea——an area that en-
compasses vital sea lanes of international
commerce and potential rich oil and gas de-
posits. These claims clash with those of
many other Asian countries, including the
Philippines, Malaysia, and Indonesia. Its on-
again, off-again efforts to press its claims in
recent years have alarmed its neighbors. So
has its military modernization program.
China has begun a buildup of its power pro-
jection capabilities, albeit from a very mod-
est level, which its neighbors worry will
increase China’s capacity for gunboat diplo-
macy in the region. China’s military capa-
bilities are by no means a threat to the far
superior American military or even to Tai-
wan'’s, and serious economic problems will
plague Beijing in the years ahead. Never-
theless, no one can mistake China’s ambi-
tions in the region, which must either be
contained or accommodated in some
fashion.

The Clinton administration has wisely
chosen to pursue a strategy of engagement
combined with residual deterrence, under-
standing that engagement is the best way to
encourage economic and political change in
China, yet also understanding that Ameri-
can firmness may be needed to check China’s
ambitions and reassure its neighbors. Such a
strategy requires Washington to engage in a
delicate balancing act that is made more dif-
ficult when one factors in human rights con-
cerns and China’s rising trade surplus. Yet
in spite of a generally sound policy, Ameri-
can efforts have yet to reconcile conflicting
American and Chinese goals in the region.
In fact, tensions between the United States
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and China have increased, especially in the
wake of the bombing of the Chinese em-
bassy in Belgrade and the accusation con-
cerning Chinese espionage.

One lesson to be drawn from this ex-
perience is that the question of managing
China’s great power ambitions cannot be
separated from the larger problem of Asia—
namely, the lack of an agreed-upon security
order. To date, Washington has chosen to
keep the two questions separate, preferring
to believe that a combination of growing
economic interdependence and the mainte-
nance of America’s bilateral security guaran-
tees constitute an adequate foundation for
future peace and security in Asia. But there
is reason to doubt whether this framework
will be able to withstand the pressures of a
rising China in the future—or, in the near
future, an economically troubled one.

The Political Equation

Economic interdependence without an ac-
cepted political framework and a recognized
balance of power can be highly unstable;

in fact, it can be a prelude to increased con-
flict. Economic interdependence has until
recently been a positive force for order in
Asia—in part because many of the potential
conflicts of the region have been exported to
the United States. The United States (and,
to some degree, Europe) has played a critical
role in managing the interdependence of the
region by absorbing Asia’s trade surpluses,
thereby reducing potential trade tensions
among East Asian competitors. But this
conflict-absorbing role of the West has been
of decreasing utility because the output of
Asia has been growing faster than has the
capacity of the United States—or even of
the United States and Europe together—to
absorb it.

If the U.S. market is not able to absorb
Asia’s surplus capacity, tensions will rise
within the region over the elaborate trade
barriers that exist among the Asian econo-
mies. In the post—Cold War period, intra-
Asian trade has increased, but much of this
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trade has been in parts sold from one Asian
country to another for assembly into final
goods destined for North America and Eu-
rope. In the wake of the 1997-98 financial
crisis, tensions have indeed already begun
to rise, and would have risen even more if
China had not acted responsibly in putting
off the devaluation of its own currency.

But as other Asian countries begin to re-
claim their share of the world export market
they lost from China in the past decade, and
as China’s struggles with excess capacity, ris-
ing unemployment, and unsustainable debt
levels, China’s leadership may feel it has no
choice but to become more aggressive in re-
ordering the Asian trading system to its fa-
vor. In their current form, neither Asia-
Pacific Economic Cooperation (APEC) nor
the Association of Southeast Asian Nations
(ASEAN) offers an adequate institutional
framework for addressing these growing
problems.

If there is no political framework for
handling trade and investment problems,
there is an even more striking absence of an
agreed-upon system for managing political
disputes and security problems. Asia, unlike
Europe, has no collective security institu-
tions—only a series of bilateral treaties be-
tween the United States and individual
Asian countries. The region has no history
of arms control or confidence-building meas-
ures—none of the tools of either collective
or cooperative security—in spite of the exist-
ence of deep-seated territorial conflicts and
the makings of a regional arms race. In fact,
during the post—Cold War period, Asia’s has
been the fastest growing arms market in the
world, although the current economic crisis
seems to have dampened some countries’ ap-
petite for more arms. Asia has also become
the site of the world’s most worrying nu-
clear arms competition between China, In-
dia, Pakistan, and the United States.

The American Balancing Act
That Asia has no collective security insti-

tutions is in part because Washington has
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wanted it that way. Washington’s prefer-
ence for bilateral security arrangements over
multilateral forums may reinforce America’s
sense of dominance in the region, but it also
works against the management of China’s re-
gional aspirations. It does so in several ways.
First, as far as U.S. relations with China are
concerned, America’s bilateral diplomacy
tends to create a zero-sum security environ-
ment in Asia—where one side’s gain is per-
ceived to be the other’s loss. Thus, when the
United States unveils a plan to share missile
defense technology with Japan—a measure
that is aimed more at countering the rogue
nuclear threat of North Korea than it is at
China—DBeijing nonetheless takes it to be a
threat, because it could affect the viability of
its nuclear deterrence posture. Indeed, with
the collapse of the Soviet threat, China sees
America’s bilateral defense arrangements as
the functional equivalent of an anti-China
alliance, and the strengthening of any one
hub in America’s defense network as a meas-
ure that is aimed against it.

Second, this zero-sum environment
puts enormous pressure on Washington to
calibrate carefully its management of China’s
regional ambitions—a difficult task given
the many conflicting domestic pressures
any administration faces over China policy,
from human rights to trade concerns to
false alarms about the China threat. If the
United States is too vigorous in opposing
China’s actions—for example, Beijing’s
veiled threats toward Taiwan—that may
reinforce China’s sense that Washington
is out to deny it a rightful place as a great
power in the region. On the other hand, if
the U.S. response is too lax, that will pro-
voke regional worry that China is an un-
checked security threat that must be either
appeased or militarily deterred. The latter
conclusion would accelerate the pace of re-
gional arms buildup and set the stage fora
shift in Japan’s military posture, which
would in turn reinforce China’s determina-
tion to gain military superiority over its re-
gional rivals.
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Finally, a lack of multilateral framework
actually reduces U.S. leverage vis-a-vis
China and Japan. If the United States gravi-
tates too closely to China, as was the case in
early 1998, then it finds that U.S.-Japanese
relations deteriorate and it must take steps
to reassure Japan. When those steps in turn
offend China, as they did when Washington
strengthened the U.S.-Japanese security
treaty, it must then seek to assuage Beijing’s
fear that Japan and the United States are
ganging up on it. South Korea, too, has con-
cerns about America’s bilateral dealings with
Japan and China, and Washington must be
attentive to Seoul’s interests as well. This
presents Washington with yet another bal-
ancing act.

The development of Asian multilateral
forums for both security and trade issues
will, of course, not solve all these problems,
but it will make them a bit easier to deal
with. In the field of security, America’s bi-
lateral approach is actually creating a dy-
namic that may lead to a future multi-
dimensional arms race between China, its
neighbors, and the United States. And in
trade, tensions are rising over the possibility
of a string of competitive currency devalu-
ations and intraregional trade barriers, ten-
sions that could spill over to the security
field.

As James Nolt argues in his accompany-
ing article on Asia, it is important for the
United States to defuse these problems be-
fore they begin to threaten the relative peace
and prosperity Asia has enjoyed in the post—
Cold War period. This can best be done, as
Nolt points out, by shifting American diplo-
macy to a multilateral track.

With regard to security, any number of
Asian experts have put forward proposals for
an Organization for Security and Coopera-
tion in Asia (0sCA) based on the relatively
successful experience of the Council on Se-
curity and Cooperation in Europe, the fore-
runner of the OSCE. These ideas need to be
dusted off and revisited as part of an effort
to find a common framework for managing
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Asian security questions. By the standards
of collective security organizations, such a
forum would have a rather modest agenda
at first. But it could over time provide the
framework necessary not just for discussing
but for taking action on confidence-build-
ing measures, arms control and nuclear pro-
liferation issues, and even conflicting terti-
torial claims. Various groups in Japan and
South Korea have already said they would
support such an idea, as have some influen-
tial Chinese scholars. And ASEAN nations
might be willing to lend their support to a
forum that would expand on their efforts at
creating a regional forum.

On nuclear-related questions, such a
forum must be wide enough to encompass
South Asia and the question of multilaceral
nuclear arms control. It will not be possi-
ble to work out nuclear arms constraints
between Pakistan and India unless China
and the United States are also brought into
the equation. After all, India’s nuclear pro-
gram is aimed as much at countering China
as it is at cowing Pakistan, and China has
contributed to Pakistan’s nuclear capability
in part because of its strategic competition
with India.

Moreover, China has expanded and
modernized its nuclear arsenal to dissuade
both India and the United States. Thus,
given the multidimensional nature of the
nuclear competition, the actions of any one
nuclear power can set off a chain reaction of
nuclear-related countermeasures, leading to
an accelerated nuclear arms competition.

As a parallel effort to an Asian multilat-
eral security forum, the United States needs
to think through how better to use APEC to
develop a common strategy for the tearing
down of intra-regional trade barriers and for
developing a common strategy for moving
away from export-led growth. Such an effort
is especially critical given the likelihood of
rising tensions among China and its export-
oriented neighbors in the years ahead. Amer-
ica’s goal, of course, ought to be to bring
China into the WTO as soon as possible, as
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part of a broader strategy of enmeshing
China in multilateral constraints that are
widely viewed as legitimate and not just of
Washington’s making.

But given the potential for rising intra-
Asian disputes on trade and investment is-
sues, the United States needs to supplement
a WTO strategy with an effort to strengthen
APEC. For one thing, the WTO does not have
a mandate to deal with many of the struc-
tural issues that are at the root of intra-
Asian trading problems. For another, given
the increasingly competitive environment in
Asia, Asian leaders are not only suspicious of
Washington’s bilateral market-opening ef-
forts but also reluctant to make concessions
that might give their competitors an advan-
tage. It might therefore be easier for some
Asian governments to make concessions for
opening up their markets and financial sys-
tems if they are made as part of a larger mul-
tilateral process.

A Global Expanding Middle Class

For both economic and foreign policy rea-
sons, the United States has an overriding
interest in a growing world economy that of-
fers developing countries a ladder to middle-
class prosperity. The fashioning of a world
economic strategy that both serves U.S. in-
terests and produces a sustainable middle
class in pivotal emerging economies is the
most fundamental world order challenge
Washington must grapple with. It is also
one of the most elusive.

In the post—Cold War period, American
officials believed they had finally found the
magic formula: a neoliberal model that com-
bined financial liberalization with export-
led growth. Essentially, as the political
economist Walter Russell Mead has pointed
out, it rested on three assumptions that have
turned out to be faulty. The first was that
rapid deregulation of the international finan-
cial system would free up the movement of
capital without creating the kinds of finan-
cial crises that had plagued previous periods
of unregulated global capital. The second

64

idea was that export-led development, pio-
neered by Japan, Taiwan, and South Korea,
could work forever, even as more and more
countries joined the export-led bandwagon.
And the third was that the United States
could continue to function as the world’s
consumer of first and last resort—at least un-
til it could cajole Europe and Japan into
sharing that role and burden. The emerging-
market financial crisis has revealed the fal-
lacy of all three assumptions, and as a result
U.S. officials are now struggling to patch to-
gether the tatters of a failed strategy.

They have begun by tinkering with the
world financial system—a little bit more su-
pervision here and a lot more transparency
there. But they have not begun to address
the other two dimensions of the problem—
let alone undertaken the more fundamental
rethinking today’s economic conditions re-
quire. The recent turmoil in the world mar-
kets was not just a reflection of a financial
matkets problem. It was also a reflection of a
much deeper trade and development prob-
lem as evidenced by excess capacity in many
industries and the decline in terms of trade
for many manufactured goods. Indeed, the
problem is so serious as to draw into ques-
tion the viability of the export-oriented de-
velopment strategies that lie behind the
“Asian Miracle.”

The Export Trap

Export-led development worked remark-
ably well when, in the early 1980s, there
was just a handful of mostly small coun-
tries—]Japan and the four Asian tigers,
Taiwan, Hong Kong, Singapore, and South
Korea—that followed the strategy. But by
the early 1990s a host of larger developing
countries—including China, Indonesia,
Malaysia, and Mexico—had jumped on
the export bandwagon. Not surprising,

by the mid-1990s the export output of
these countries had begun to outstrip
world demand, which was still mostly pro-
vided by consumers in the United States
and Europe.
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The result was the buildup of excess ca-
pacity in many basic manufacturing indus-
tries—from textiles to steel to semiconduc-
tors. And with so much excess capacity, the
terms of trade for those manufactured goods
declined, as did the return on investment,
setting the stage for growing current and
capital account problems, slower growth,
and eventually default and the export of de-
flation to the world economy.

Despite the partial unwinding of excess
capacity in some industries, the problem of
overcapacity threatens to persist. China, for
example, suffers from serious overcapacity in
65-70 percent of its manufacturing sector,
as do many of the other newly industrial-
ized economies in Asia. The fact is that the
market for finished manufactured goods is
growing too slowly to accommodate rap-

id recoveries in all export-led emerging
economies.

Moreover, it is now clear that, in the fu-
ture, demand from the advanced industrial-
ized countries will not be sufficient to ac-
commodate further rapid growth of manu-
facturing capacity in the developing world.
Export-led growth succeeded in large part
because of the unique role the United States
has played since the late 1970s as the world’s
consumer of last resore. But during the re-
cent crisis it has been able to sustain that
role only by accumulating substantial con-
sumer and international debt.

For the first time since the Great Depres-
sion, the U.S. savings rate has turned nega-
tive and has stayed in the red now for more
than nine months. At some point, American
consumers will again have to save more than
they spend. And so eventually will the na-
tion as a whole, which has run up nearly $2
trillion in red ink over the last decade and a
half. The United States has been able to run
persistently large current account deficits in
part because of the largely unchallenged po-
sition of the dollar in the world, which in-
vestors have seen as the safest of the world’s
currencies. But that could change as the
euro begins to establish itself as an alterna-
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tive to the dollar and as investors become
more wary about lending money to an over-
leveraged America. While the euro initially
has weakened against the dollar, reflecting
America’s stronger economic growth and
the uncertainty attendant on a new cur-
rency, over time it is likely to be a strong
currency, reflecting Europe’s healthy current
account position. At that point, the United
States will no longer be able to run such
large current account deficits, and the world
economy will lose its Keynesian motor.

Yet, Europe and Japan are both unpre-
pared and unsuited to assume this role. With
disproportionately large baby boom genera-
tions that need to save for retirement, both
Europe and Japan are likely to remain large
net savers, and thus structural surplus coun-
tries, for the next decade or two.

The diminishing prospects for export-
led growth do not just reflect overspent
consumers in the United States or the rela-
tively slow growth rates to be expected in
mature economies. They are also the result
of a change in the composition of Western
demand for goods and services, which in-
creasingly favors nontraded services like
health care over manufactured goods.

Over time, the problem will become
more acute. The aging of Western popula-
tions and near zero population growth in
much of the developed world mean that de-
mand for traded manufacturing goods will
trend lower in relation to overall GDP for
some time to come. Older people consume
relatively fewer traded manufactured goods
and relatively more nontraded services: fewer
sports cars, more nursing home attendants
and physical therapists. Stagnant or de-
clining populations need fewer new roads,
houses, and schools than growing ones. All
this adds up to less growth in demand for
the goods that export-led economies must
export to the advanced industrialized econo-
mies in order to grow.

In short, without a shift in policy away
from export-led growth, more and more de-
veloping countries will be chasing dimin-
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ished export opportunities in the developed
world. This is bad news for world economic
growth. Indeed, the world economy has en-
tered the first phase of a slow-growth crisis
that could be particularly prolonged given
excess capacity in many exporting countries.
It is also bad news for international rela-
tions, since export-led growth can no longer
offer the prospect of middle-class prosperity
for large industrializing economies. And
without the promise of an expanding mid-
dle class, emerging powers are less likely to
become stable democracies at peace with
their position in the world.

Unleashing Internal Demand

If the United States will not be able to sus-
tain the same levels of growth in consump-
tion, and if Europe and Japan are structurally
constrained from dramatically expanding de-
mand, then future world economic growth
depends on unleashing the internal demand
potential of emerging economies. At a mini-
mum, to sustain recent growth rates, devel-
oping countries will need to place more em-
phasis on the growth of domestic demand
—or, in the case of small countries without
the potential to develop large-scale domestic
markets, on their access to developing, as
well as developed, markets.

This shift in outlook for the developing
countries from export-led to domestic-led
development presents a daunting challenge
to world economic architects: they must fig-
ure out how to structure a world financial
and trading system that encourages the pro-
vision of long-term private capital to the de-
veloping world while allowing developing
economies to run sustained current account
deficits.

Such a system, if properly designed,
would serve both the interests of aging sav-
ers in the developed world, who need higher
rates of return to prepare for retirement and
at the same time maintain current consump-
tion levels, and the interests of businesses
and consumers in the developing countries,
who need access to cheaper capital to build
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more efficient factories to satisfy rising con-
sumer needs in these countries.

Expanding Washington’s Outlook

In order to orchestrate this change in the
world’s economic order, Washington will
need to expand its outlook, which is now al-
most exclusively focused on financial market
reform in developing countries. The IMF’s
effort to liberalize and strengthen the finan-
cial systems of emerging economies is impor-
tant, because it could help developing
countries use domestic capital and savings
more efficiently, thereby reducing the need
for foreign investment. But it is not likely
to be helpful unless it is accompanied by re-
forms or changes in at least three other areas.

The first involves microeconomic re-
forms within developing countries that
will encourage social consumption essen-
tial to the building of domestic markets
and a sustainable middle class. One place
for developing countries to begin would be
to look at the range of social insurance and
credit risk programs that the United States
and other advanced social democracies devel-
oped earlier in this century to see whether
they might be adapted for use in their
economies.

Take, for example, the complex of so-
cial policies that created the U.S. housing
market—among others, cheap and tax-ptiv-
ileged 30-year self-amortizing mortgages,
down payment programs so that veterans
and low-income families could purchase
homes, and the Fannie Mae system that bun-
dles conforming mortgages into securities
for large investors. In principle, these poli-
cies are exportable at ]east in part to many
developing countries. So are old pension and
social insurance programs; as are a variety of
credit risk programs, including government-
backed loan programs, that have given small
businesses and farmers access to reasonably
priced credit. Taken together these measures
could help redirect investment toward an ex-
panding domestic market that offers reason-
able rates of returns to investors.
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The second set of reforms relates to the
management of the currencies of emerging
economies. Finding ways to reduce currency
risk is critical to establishing the confidence
private foreign investors need to ensure long-
term capital flows to emerging economies.
As the recent crisis demonstrated, both fixed
and flexible exchange rates have shortcom-
ings. Many Asian and Latin American coun-
tries adopted fixed rates—which is in essence
a pledge to convert currencies into dollars at
a preset rate—in part to reassure investors
that their money was safe. But when the
dollar appreciated against the yen, their own
currencies appreciated as well. An overvalued
currency rendered their goods uncompetitive
in world markets, which in turn resulted in
the buildup of current account deficits.

Yet they were wary of devaluing, for
fear that it might spook investors and reig-
nite inflation. But by the time they did, it
was too late: a speculative attack on their
overvalued currencies had already begun. In
the process, they wasted their precious for-
eign exchange reserves in a futile effort to
stabilize their currencies.

Countries with flexible exchange rates
fared only slightly better. Indeed, many
economists consider floating exchange rates
unacceptably risky for developing econo-
mies. This is because foreign exchange mar-
kets can drive currency values up and down
in huge swings for seemingly no valid eco-
nomic reason. And that volatility can wreak
havoc with investor confidence.

In light of the shortcomings associated
with both fixed and floating exchange rates,
emerging economies will need to experi-
ment with a number of alternatives, includ-
ing pegging their currencies to a basket of
currencies and commodities in order to
avoid appreciations or depreciations that
compromise their competitiveness. They
may also need to consider the use of cur-
rency boards or even full-scale dollarization
and euro-ization (the adoption of the dollar
or euro as their national currency). Dollariza-
tion, for example, may prove an attractive
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option for smaller countries in Latin Amer-
ica. As would euro-ization for Central and
East European countries, who are or are
likely to be EU candidates.

This in turn might lead to the establish-
ment of more formal currency zones—a
dollar, a euro, and even a yen zone. Indeed,
establishing ever expanding currency zones
may be one of the best options for bringing
sound money to developing countries. But
it would require careful coordination be-
tween Europe, Japan, and the United States,
coordination that has been sadly lacking
in the 1990s. It would also require the
strengthening of international institutions
to supplement American, European, and Ja-
panese efforts to provide liquidity to those
countries that adopt the dollar, the euro, or
the yen as their own currency.

This brings us to a final set of reforms;
namely, changes in the world capital mar-
kets and the policies and programs of the in-
ternational financial institutions. Up to the
recent crisis, export-oriented developing
economies were able to manage their cur-
rent and capital accounts because projected
exports promised to provide enough foreign
exchange to cover any debt or capital defi-
cits in the long run. Bur falling prices and
weak demand for their manufactures ex-
ports mean that developing economies
will encounter greater difficulty in manag-
ing their capital accounts in the future.

The transition to domestic-led growth
may in the short term only exacerbate this
problem.

In order to smooth out the current and
capital account problems that are likely in
the coming years, the IMF’s resources will
need to be expanded so it can act more like
a lender of last resort. For until investors de-
velop confidence in the new rules of the
world economy, they may prematurely panic
at rising current account problems in many
previously export-led economies. A bigger
line of IMF credit, if accompanied by IMF cer-
tification of the underlying soundness of an
economy’s finances, may help reassure inves-
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tors without giving rise to moral hazard
problems that put at risk the international
financial system.

A Dysfunctional IMF

As it is now, the IMF acts more like a global
policeman for creditors than it does as an
agent for steady world economic growth. Be-
cause it has so few resources at its disposal,
the IMF has no other tool but austerity to
deal with an economy suffering from a li-
quidity crisis. Only by shrinking domestic
demand can it restore a country’s external
account to the black in order to generate a
needed current account surplus. As econo-
mists have pointed out, there are good rea-
sons why the IMF is so rarely, if ever, success-
ful in restoring confidence in a country hit
by a foreign exchange crisis. While the IMF
has on occasion put together sizeable credit
packages for crisis-stricken countries, it can-
not freely lend to them at the time of great-
est need. Rather, it disperses its funds only
after countries have met a series of extensive
conditions. And because these conditions are
onerous and complex, it is not possible for
private creditors to know whether the funds
will actually be available and thus whether a
country will have enough foreign exchange
reserves to defend itself against further spec-
ulative attacks.

But it is not just a question of increas-
ing IMF resources, for it is unrealistic in the
near term to expect the IMF to command the
capital it will need to act like a true lender
of last resort. Attention therefore must also
be paid to how better to leverage IMF and
World Bank resources to support develop-
ing countries in their transition away from
export-led growth. In fact, more could be
done with less, if the IMF together with the
World Bank were to focus more on pro-
viding guarantees to market instruments
(e.g., credit risk insurance) than by direct

assistance.

There is no reason, for example, why the
World Bank could not do more by way of
providing credit insurance for the packaging
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of emerging market debt for issuance in the
market. This would involve guarantees not
just for sovereign or corporate debt but guar-
antees for emerging market home mortgages
(the international equivalent of Fannie Mae)
or for small businesses. Given the breadth
and sophistication of today’s financial mar-
kets, there are many ways for the World
Bank, perhaps through new quasi-privatized
facilities, to do a better job of leveraging its
resources without losing its triple-A ratings.

Financing a World Public Sector

The overarching challenge of the post—

Cold War world is to close the gap between
America’s aspirational goals of a world mar-
ket economy based on the rule of law and
the effective governance needed to underpin
those goals. As a result of its foreign policy
failures in the post—Cold War world, the
United States may have no choice but to
downsize some of its more ambitious univer-
salist leanings. But even the achievement of
more modest goals will depend upon a more
thoughtful effort to strengthen global gov-
ernance and address the serious financial
crisis that renders many of the existing inter-
national institutions ineffective in support-
ing democracy and economic development.
The measures recommended above will help
strengthen global governance: a new NATO-
Russian understanding concerning order-
keeping in Eurasia; the development of
multilateral forums aimed at introducing
the seeds of regional governance in Asia; and
augmented international financial institu-
tions to insure long-term capital flows to de-
veloping countries.

Yet these measures will be of limited
benefit if America does not also address the
fiscal crisis question that has led to the un-
derfunding of many international public
goods and functions, from the global envi-
ronment to international development assis-
tance. If the United States is serious about a
workable world market economy, it will
need to find new ways to augment existing
public financing, not only to deal with
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world underinvestment but to create a glo-
bal safety net against the risks associared
with world market integration.

One obvious place to begin is to shore
up the existing system of national assess-
ments, by getting other rich countries to in-
crease their share of the burden in financing
the United Nations as well as the IMF and
World Bank. Striking a bargain with Japan
and the Euro-zone countries, whereby the
United States gives up some of its control of
these institutions in return for an increase in
their contributions is one way of doing this.
Sacrificing some formal control for the sake
of having a stronger IMF and World Bank is
a reasonable compromise, especially since it
should not be beyond Washington’s ability
to build an effective coalition within these
organizations on the issues that most di-
rectly affect American interests.

Beyond this, it is time to recognize that
we can no longer afford to rely exclusively
on a system of “voluntary” national contribu-
tions and assessments. Calls for wealthy
countries to increase international develop-
ment assistance have largely gone unheeded
over the years, except by the most interna-
tionalist-minded middle powers, such as the
Scandinavian countries, and even they have
reduced their support in recent years. If in-
ternational agencies are to have the resources
they need to address critical transnational
problems, we will need to move to some-
thing approximating a system of global taxa-
tion that does not rely exclusively on the
kindness of national governments but which
is still controlled by them.

A world market economy depends upon
the development of something akin to a glo-
bal society, and no society can function with-
out a reliable source of revenues for public
purposes, which is why all civilized societies
have a reliable tax system. This is undoubt-
edly a difficult proposition for a tax-averse
nation that jealously guards its sovereignty
to accept. But it is no longer tenable for the
American political class, including its new
economic elites who have enriched them-
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selves through the global market, to extol
the virtues of a new global, indeed border-
less, economy, and at the same time oppose
financing the political infrastructure needed
to make it work.

In fact, our goal should be to move to a
system of world public financing that rests
on three legs, not one. The first leg of such a
system—that of annual national assessments
to the United Nations and its specialized
agencies and paid-in capital to the interna-
tional financial institutions—can and, of
course, must be improved. But future efforts
to shore up world public finances must also
begin to develop two other legs—a second
leg of “sin” charges for the use of the world'’s
commons and a third leg involving the in-
troduction of world transaction taxes.

More specifically, the second leg of the
triad derives from the notion that both
governments and private actors should be
charged fair market value for the use of as-
sets that the world’s nations and peoples al-
ready righcfully own in common but for
whose use they are not in any way compen-
sated. These common assets include the
oceans, the seabeds underlying them, the at-
mosphere, and space. There are, for example,
any number of sensible proposals for the auc-
tioning off of global carbon emission permits
and for setting up a system for the trading
of these permits. The revenue from such auc-
tions and a tax on the trading of permits
could thereafter produce sizeable streams of
revenue for environmental protection and
development purposes. So could a new sys-
tem for auctioning off space for satellite use.
By charging fair market value for the use of
these common assets, the world community
could generate the revenues now lacking for
a number of unmet world public needs.

The third leg of the triad would involve
the introduction of transaction fees or taxes,
which are simple and easy to implement
since they can be collected automatically
when exchange across national borders takes
place. Such a global transaction fee on inter-
national air trave] already exists and goes to

69

Copyright © 1999. All rights reserved.



fund the International Civil Aviation Organ-
ization, which provides for air traffic safety.

A Global Flat Tax

Another type of transaction fee would be

an extremely modest tax on currency move-
ments, as originally proposed by the No-
bel Laureate economist James Tobin and
recently taken up by the French and Cana-
dian governments.” A modest tax of, say 0.1
percent, would be so small as to have vir-
tually no effect on capital flows but large
enough, given yearly currency exchanges of
more than $500 trillion, to yield substantial
resources—$ 500 billion—for international
development, security, and environmental
purposes. Indeed, even this modest tax
would yield more resources than all the in-
ternational agencies now command.

Think of it as a global flat tax, if you
like. Banks, foreign currency dealers, and
transnational corporations that engage in
large-scale currency hedging operations
will, of course, object. But such a global
flat tax is both fair and practical. It is fair
in two senses. First, all currencies and com-
panies, regardless of nationality, would be
treated the same. A fee on currency transac-
tions might increase the cost of doing busi-
ness somewhat, but it would not favor one
group or nationality over another. It would
also be fair in the sense that those who bene-
fit most from the world economy and world
trade and investment—Ilarge transnational
corporations and global investors—would
pay the greater share of the tax. (To insure
that the tax does not adversely affect indi-
viduals, transactions under $10,000 could
be exempted.)

A global flat tax would also be practical
in that it would be easy and relatively inex-
pensive to collect—much more so than the
corporate income tax or even normal tariffs
on internationally traded goods. The $1.5
trillion traded on the world’s currency ex-
changes each day is transacted on the world’s
most sophisticated data network. Techni-
cally, such a tax would therefore be rela-
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tively easy to collect through the computer
systems of regulated and licensed banks and
financial houses that make and record each
trade. Financial institutions engaged in for-
eign exchange trading would be required to
transmit proceeds to their respective govern-
ments for transfer to the United Nations
and other international agencies, much as
stores are required to account for sales-tax
revenues. Corporations that try to circum-
vent the tax by using unauthorized ex-
changes would do so only at their own peril
and financial risk.

With such a modest tax rate, the global
currency markets would hardly be affected.
If the tax worked to dampen some of the
more speculative trading of currencies, as
some of its advocates hope, that would also
be all to the good, in light of the interest in
putting in some speed bumps in the way of
hot capital flows.

No doubt, as suggested earlier, these
ideas will meet with a great deal of resis-
tance from special interest groups in the
United States. Yet as both the principal lag-
gard in the support of international institu-
tions and the country with perhaps the
greatest interest in world order, the United
States has, ironically, the most to gain from
such ideas. Plus the most to lose if they are
not pursued, for at some point the hypocrisy
of the current American position—of arro-
gating to itself a position of world leader-
ship but refusing to pay for it—will be
revealed for all to see, undermining Amer-
ica’s international credibility.

Towering Less, Accomplishing More

In some of the most memorable oratory of
the post—Cold War world, Secretary of State
Madeleine Albright said that “this nation
stands taller, and sees further” than other na-
tions. It was a wonderful image, but it may
have been better had the United States not
towered quite so much above others in this
period. For there has been a certain arro-
gance and recklessness in the way it has
sought to bluster into existence a borderless
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world economy and the global rule of law
that has not served either American interests
or the cause of world order.

People everywhere came to believe in
this image of America—Bosnian Muslims,
Albanian Kosovars, Russian liberal demo-
crats, Brazilian bankers, Korean factory
workers. Some were seduced by Washing-
ton’s promise of rescue, others by our magic
formula of prosperity, others still by our
fast-paced throwaway culture. Some died
for believing in that image; others merely
lost their homes and their livelihoods. Many
are now bitter and disillusioned about the
world that America promised but could not
deliver.

Indeed, the world order America has
wanted—a world that is brought into being
by American command without American
sacrifice and compromise—does not exist.
And the world order that lies ahead is full of
even greater compromises and sacrifices. The
United States can still have much of the
world order it wanted at the beginning of
the post—Cold War era. But it is going to re-
quire a different way of operating, a differ-
ent way of leading, and above all a much
better sense of what is truly important and
what is merely a product of our narcissism.
It will require leadership on our part that is
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steadily engaged, that can build and sustain
broad coalitions of states, that can put aside
immediate American advantage for the sake
of international consensus, and that is will-
ing to pool some of America’s sovereignty in
the institutions of global society even when
they do not work as effectively and effi-
ciently as we would like.

We are not prepared for such a world—
that is clear. But, then again, neither are we
prepared for the world as it is, a world we
have helped to bring upon ourselves as a re-
sult of our failed policies in the post—Cold
War world. @
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