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PREFACE

In its genesis and support, this is an old-fashioned book. It is essentially
the work of an individual scholar, unaided by a research team or large-
scale funding. Nevertheless, I have accumulated a number of institu-
tional debts of gratitude during the seven years of research and writing.
I benefited, during the early stages of reflection and reading, from
being a Fellow of the Center for Advanced Study in the Behavioral
Sciences during 1977-78, under a grant from the German Marshall
Fund of the United States. Most of the research was done while I was
teaching at Stanford University until the spring of 1981 and at Brandeis
University since then. Stanford helped me to finance research assistance
and a trip to the International Energy Agency in Paris in 1981. The
Mazur Fund for Faculty Research at Brandeis supplied funds for pho-
tocopying the manuscript and circulating it to colleagues. Thanks to
a sabbatical leave generously provided by Brandeis University for the
academic year 1983-84, I was able to devote myself wholeheartedly,
between June 1983 and January 1984, to preparing the final manu-
script. Wellesley College permitted me to use its convenient and well-
organized library and to take advantage of its computer system for
word-processing, which greatly expedited my work. Staff members of
both the library and the computer center were most helpful. For all
of this support I am most grateful.

The overall argument of this book has never appeared in print
before, although ''The demand for international regimes," published
in International Organization, Spring 1982, contains early versions of
some of the core ideas of chapters 5-6. The theme of Part III—the
complementarity of hegemony and cooperation in practice—is also
first presented here, but some of the case material has been published
before. Chapter 8 builds on "Hegemonic leadership and U.S. foreign
economic policy in the 'Long Decade' of the 1950s," published in
William P. Avery and David P. Rapkin, eds., America in a Changing
World Political Economy (New York: Longman, 1982). Chapter 9 is
in part based on "The theory of hegemonic stability and changes in
international economic regimes, 1967-1977." Sections of this chapter
that reproduce parts of the earlier article, in modified form, are re-
printed by permission of Westview Press from Ole R. Holsti, Randolph
M. Siverson, and Alexander L. George, eds., Change in the Interna-
tional System (copyright 1980 by Westview Press, Boulder, Colorado).
Some of chapter 10 also appeared in "International agencies and the

vi i



PREFACE

art of the possible: the case of the IEA," Journal of Policy Analysis
and Management, vol. 1, no. 4 (Summer 1982), copyright 1982 by
John Wiley & Sons.

This book on cooperation also benefited from the noninstitutional
cooperation of scores of friends, students, and colleagues—so many,
indeed, that I refrain from trying to list them all, lest some inadvertently
be excluded. Earlier versions of several chapters, in draft or as pre-
viously published articles, were circulated to quite a few political sci-
entists and economists, and I received many helpful observations, all
of which I seriously considered and many of which led to changes.
The willingness of scholars to devote time and intelligence to helping
each other improve the quality of their work is one of the most re-
warding features of contemporary academic life. Fortunately for me,
the field of international political economy contains a large number
of very talented and generous people.

I do want to mention by name a small number of people who have
made special contributions. Karen Bernstein and Shannon Salmon
served ably as research assistants, gathering material used in chapters
8-10. I shared many early, otherwise uncirculated drafts with Helen
Milner. I am grateful to her both for offering trenchant criticisms and
for not giving up on the project even when my preliminary arguments
may have seemed hopelessly contorted and confused. Joseph Nye, my
close friend and former co-author, has been a valuable source of both
intellectual perspective and moral support. Vinod Aggarwal, Robert
Axelrod, James Caporaso, Benjamin Cohen, Robert Gilpin, Peter
Gourevitch, Leah Haus, Harold Jacobson, Peter Katzenstein, Nannerl
Keohane, David Laitin, Helen Milner, Joseph Nye, Susan Moller Okin,
Robert Putnam, and Howard Silverman read all or large parts of the
penultimate draft and gave me valuable comments.

Equally important are the senior scholars whom I have sought to
emulate: creative people who respect and care about younger thinkers,
and who refuse to hide self-protectively behind reputations and titles.
These intellectuals are willing to propose new ideas and to submit
them to scrutiny. Knowing that social science advances not so much
by the cumulative grubbing of facts as by the dialectical confrontation
of ideas, they are not afraid to be criticized or even proven wrong.
Among these mentors I include particularly Alexander George, Ernst
Haas, Albert Hirschman, Stanley Hoffmann, Charles Kindleberger,
Robert North, Raymond Vernon, and Kenneth Waltz—a diverse set
of scholars united only by their fertile imaginations, intellectual hon-
esty, and vigor of mind and spirit.

Two men who were inspirations to me are no longer alive. One is
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Fred Hirsch, an imaginative political economist, author of Social Lim-
its to Growth, and a great person who died too young. The other is
Robert E. Keohane, my father. Although he had a powerful intellect,
he never produced major works of scholarship; but my memory of
the range and richness of his knowledge and his utter integrity still
serve to warn me against superficiality and opportunism.

The remaining members of my immediate family have made major
contributions to this enterprise. My mother, Mary P. Keohane, has
for over forty years provided me with a synergistic combination of
maternal love, moral precepts, and intellectual stimulation. She con-
tinues to be supporter, critic, and exemplar to me. Concern for my
children's futures reinforces my belief in the urgency of understanding
cooperation in world politics; but they themselves have more often
reminded me that sometimes scholarship should be subordinated to
fun. Nannerl Overholser Keohane, my wife, has played such an enor-
mously important and multifaceted role that it is difficul t for me to
convey its significance. Her own writings set a high standard for depth
of research, clarity of expression, and grace of style. Her accomplish-
ments as college president both fil l me with admiration and bolster
my determination to make the most of the happy lif e of scholarship
that dedicated people in such positions make possible. Her criticisms
of my works and her high expectations for them impel me to greater
levels of effort. In addition to everything else, she has been a source
of love, moral support, and domestic contentment.

Wellesley, Massachusetts
January 1984
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Questions and Concepts
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•  1 •
REALISM, INSTITUTIONALISM ,

AN D COOPERATION

Since the repeal of the "iron law of wages," economics has ceased to
be the "dismal science." Economists no longer believe that most people
must exist at the subsistence level, but argue, on the contrary, that
gradual improvement in the material conditions of human lif e is pos-
sible. Yet while economics has become more cheerful, politics has
become gloomier. The twentieth century has seen an enormous ex-
pansion of real and potential international violence. In the world po-
litical economy, opportunities for conflict among governments have
increased as the scope of state action has widened. The greatest dangers
for the world economy, as well as for world peace, have their sources
in political conflicts among nations.

In the study of politics, perhaps nothing seems so dismal as writing
about international cooperation. Indeed, when I told a friend and
former teacher of mine that I was writing a book on this subject, she
replied that it would have to be a short book. Was I planning extra-
large type and wide margins to justify hard covers?

I could have retorted that my book would also discuss discord, a
much more common feature of world politics. Yet the issue goes deeper
than that. International cooperation among the advanced industrial-
ized countries since the end of World War II has probably been more
extensive than international cooperation among major states during
any period of comparable length in history. Certainly the extent and
complexity of efforts to coordinate state economic policies have been
greater than they were between the two world wars, or in the century
before 1914. Yet cooperation remains scarce relative to discord be-
cause the rapid growth of international economic interdependence
since 1945, and the increasing involvement of governments in the
operation of modern capitalist economies, have created more points
of potential friction. Interdependence can transmit bad influences as
well as good ones: unemployment or inflation can be exported as well
as growth and prosperity. American steel workers may lose their jobs
because of subsidies to European steel producers by the European
Economic Community and European governments; high interest rates
in the United States may constrain economic activity abroad.

Interdependence leads democratic governments to expand state ac-
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QUESTIONS AND CONCEPTS

tivity in order to protect their citizens from fluctuations in the world
economy (Cameron, 1978). When this state activity takes the form of
seeking to force the costs of adjustment onto foreigners, international
discord results. Thus even a rising absolute level of cooperation may
be overwhelmed by discord, as increased interdependence and gov-
ernmental intervention create more opportunities for policy conflict.
As in Alice in Wonderland, it may be necessary to keep running faster
in order to stand still. Scholars should not wait for cooperation to
become the rule rather than the exception before studying it, for ig-
norance of how to promote cooperation can lead to discord, conflict,
and economic disaster before cooperation ever has a chance to prevail.

This book is about how cooperation has been, and can be, organized
in the world political economy when common interests exist. It does
not concentrate on the question of how fundamental common interests
can be created among states. Thus two topics that could legitimately
be treated in a book on international economic cooperation are not
systematically considered: I neither explore how economic conditions
affect patterns of interests, nor do I investigate the effects of ideas and
ideals on state behavior. The theory that I develop takes the existence
of mutual interests as given and examines the conditions under which
they wil l lead to cooperation. I begin with the premise that even where
common interests exist, cooperation often fails. My purpose is to
diagnose the reasons for such failure, and for the occasional successes,
in the hope of improving our ability to prescribe remedies.

Because I begin with acknowledged common interests, my study
focuses on relations among the advanced market-economy countries,
where such interests are manifold. These countries hold views about
the proper operation of their economies that are relatively similar—
at least in comparison with the differences that exist between them
and most less developed countries, or the nonmarket planned econ-
omies. They are engaged in extensive relationships of interdependence
with one another; in general, their governments' policies reflect the
belief that they benefit from these ties. Furthermore, they are on friendly
political terms; thus political-military conflicts between them compli-
cate the politics of economic transactions less than they do in East-
West relations.

The arguments of this book surely apply to some relationships be-
tween the advanced market-economy countries and less developed
countries. These states have interests in common, which can only be
realized through cooperation. To perhaps a more limited extent, my
analysis should also be relevant to those areas of East-West relations
where common interests exist. The focus of this book on cooperation
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REALISM AND INSTITUTIONALISM

among the advanced industrialized countries by no means implies that
cooperation is impossible, or unnecessary, between North and South
or East and West. To illustrate and test my ideas about cooperation
and discord, however, I focus first on the area where common interests
are greatest and where the benefits of international cooperation may
be easiest to realize. Careful extension of this argument into East-
West and North-South relations, including security as well as eco-
nomic issues, would be most welcome.

REALISM, INSTITUTIONALISM, AND COOPERATION

Impressed with the difficulties of cooperation, observers have often
compared world politics to a "state of war." In this conception, in-
ternational politics is "a competition of units in the kind of state of
nature that knows no restraints other than those which the changing
necessities of the game and the shallow conveniences of the players
impose" (Hoffmann, 1965, p. vii) . It is anarchic in the sense that it
lacks an authoritative government that can enact and enforce rules of
behavior. States must rely on "the means they can generate and the
arrangements they can make for themselves" (Waltz, 1979, p. 111).
Conflict and war result, since each state is judge in its own cause and
can use force to carry out its judgments (Waltz, 1959, p. 159). The
discord that prevails is accounted for by fundamental conflicts of
interest (Waltz, 1959; Tucker, 1977).

Were this portrayal of world politics correct, any cooperation that
occurs would be derivative from overall patterns of conflict. Alliance
cooperation would be easy to explain as a result of the operation of
a balance of power, but system-wide patterns of cooperation that
benefit many countries without being tied to an alliance system directed
against an adversary would not. If international politics were a state
of war, institutionalized patterns of cooperation on the basis of shared
purposes should not exist except as part of a larger struggle for power.
The extensive patterns of international agreement that we observe on
issues as diverse as trade, financial relations, health, telecommunica-
tions, and environmental protection would be absent.

At the other extreme from these "Realists" are writers who see co-
operation as essential in a world of economic interdependence, and
who argue that shared economic interests create a demand for inter-
national institutions and rules (Mitrany, 1975). Such an approach,
which I refer to as "Institutionalist" because of its adherents' emphasis
on the functions performed by international institutions, runs the risk
of being naive about power and conflict. Too often its proponents
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QUESTIONS AND CONCEPTS

incorporate in their theories excessively optimistic assumptions about
the role of ideals in world politics, or about the ability of statesmen
to learn what the theorist considers the "right lessons." But sophis-
ticated students of institutions and rules have a good deal to teach us.
They view institutions not simply as formal organizations with head-
quarters buildings and specialized staffs, but more broadly as "rec-
ognized patterns of practice around which expectations converge"
(Young, 1980, p. 337). They regard these patterns of practice as sig-
nificant because they affect state behavior. Sophisticated institution-
alists do not expect cooperation always to prevail, but they are aware
of the malleability of interests and they argue that interdependence
creates interests in cooperation.1

During the first twenty years or so after World War II, these views,
though very different in their intellectual origins and their broader
implications about human society, made similar predictions about the
world political economy, and particularly about the subject of this
book, the political economy of the advanced market-economy coun-
tries. Institutionalists expected successful cooperation in one field to
"spill over" into others (Haas, 1958). Realists anticipated a relatively
stable international economic order as a result of the dominance of
the United States. Neither set of observers was surprised by what
happened, although they interpreted events differently.

Institutionalists could interpret the liberal international arrange-
ments for trade and international finance as responses to the need for
policy coordination created by the fact of interdependence. These ar-
rangements, which we will call "international regimes," contained
rules, norms, principles, and decisionmaking procedures. Realists could
reply that these regimes were constructed on the basis of principles
espoused by the United States, and that American power was essential

1 In a preliminary draft I referred to "Functionalists" rather than "Institutionalists,"
since the scholars to whom I am alluding often adopted the former label or some variant
of it, for themselves. On the suggestion of a reader, however, I altered the terminology
in order to avoid confusion between "Functionalism" and the functional theory of
international regimes presented in chapter 6. It should be emphasized that, as noted in
the text, I employ a stylized contrast between Realism and Institutionalism to focus
sharply on the issues addressed by this book, not to identify any given author with a
simplistic variant of either position. For instance, although Stanley Hoffmann writes of
international relations as "a state of war," his highly nuanced view of world politics
would not normally be considered representative of Realism. Among the Institutionalists
as well, there is substantial variation. Ernst Haas, for instance, has taken state power
more seriously, and has been more cautious about the growth of international insti-
tutions, than David Mitrany.
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REALISM AND INSTITUTIONALISM

for their construction and maintenance. For Realists, in other words,
the early postwar regimes rested on the political hegemony of the
United States. Thus Realists and Institutionalists could both regard
early postwar developments as supporting their theories.

After the mid-1960s, however, U.S. dominance in the world political
economy was challenged by the economic recovery and increasing
unity of Europe and by the rapid economic growth of Japan. Yet
economic interdependence continued to grow, and the pace of in-
creased U.S. involvement in the world economy even accelerated after
1970. At this point, therefore, the Institutionalist and Realist predic-
tions began to diverge. From a strict Institutionalist standpoint, the
increasing need for coordination of policy, created by interdependence,
should have led to more cooperation. From a Realist perspective, by
contrast, the diffusion of power should have undermined the ability
of anyone to create order.

On the surface, the Realists would seem to have made the better
forecast. Since the late 1960s there have been signs of decline in the
extent and efficacy of efforts to cooperate in the world political econ-
omy. As American power eroded, so did international regimes. The
erosion of these regimes after World War II certainly refutes a naive
version of the Institutionalist faith in interdependence as a solvent of
conflict and a creator of cooperation. But it does not prove that only
the Realist emphasis on power as a creator of order is valid. It might
be possible, after the decline of hegemonic regimes, for more sym-
metrical patterns of cooperation to evolve after a transitional period
of discord. Indeed, the persistence of attempts at cooperation during
the 1970s suggests that the decline of hegemony does not necessarily
sound cooperation's death knell.

International cooperation and discord thus remain puzzling. Under
what conditions can independent countries cooperate in the world
political economy? In particular, can cooperation take place without
hegemony and, if so, how? This book is designed to help us find
answers to these questions. I begin with Realist insights about the role
of power and the effects of hegemony. But my central arguments draw
more on the Institutionalist tradition, arguing that cooperation can
under some conditions develop on the basis of complementary inter-
ests, and that institutions, broadly defined, affect the patterns of co-
operation that emerge.

Hegemonic leadership is unlikely to be revived in this century for
the United States or any other country. Hegemonic powers have his-
torically only emerged after world wars; during peacetime, weaker
countries have tended to gain on the hegemon rather than vice versa

9



QUESTIONS AND CONCEPTS

(Gilpin, 1981). It is difficul t to believe that world civilization, much
less a complex international economy, would survive such a war in
the nuclear age. Certainly no prosperous hegemonic power is likely
to emerge from such a cataclysm. As long as a world political economy
persists, therefore, its central political dilemma will be how to organize
cooperation without hegemony.

COOPERATION AND VALUES

Cooperation is elusive enough, and its sources are sufficiently multi-
faceted and intertwined, that it constitutes a difficul t subject to study.
It is particularly hard, perhaps impossible, to investigate with scientific
rigor. No sensible person would choose it as a topic of investigation
on the grounds that its puzzles could readily be "solved." I study it,
despite the lack of rich, multi-case data suitable for the testing of
hypotheses and despite the relative paucity of relevant theory, because
of its normative significance.

This choice poses problems both for the author and for the reader.
My values necessarily affect my argument; yet I am sufficiently pos-
itivistic to attempt to distinguish between my empirical and normative
assertions. Except for this chapter and chapter 11, After Hegemony
represents an attempt at theoretical, historical, and interpretive anal-
ysis rather than an exercise in applied ethics. I seek to increase our
understanding of cooperation, in the belief that increased understand-
ing can help to improve political amity and economic welfare, though
not with the naive supposition that knowledge necessarily increases
either amity or welfare. I try to provide an account of cooperation
that can be analyzed, if not tested in a strict sense, by others who do
not share my normative views, even as I recognize that, except for my
own values, I would never have decided to write this book. Yet since
I can surely not keep my analysis entirely distinct from my values, it
seems fair to the reader for me to indicate briefly my thoughts about
whether, or under what conditions, international cooperation is a
"good" that we should strive to increase.

Cooperation is viewed by policymakers less as an end in itself than
a means to a variety of other objectives. To inquire about the moral
value of cooperation is partly to ask about the ends for which it is
pursued. Along with many others, I would disapprove of cooperation
among the governments of wealthy, powerful states to exploit poorer,
weaker countries. Even if the goals sought through cooperation were
judged desirable in principle, particular attempts to achieve them could
have perverse effects. That is, the consequences of cooperation could

10



REALISM AND INSTITUTIONALISM

be adverse, either for certain countries not fully represented in decision-
making or for overall world welfare. When the conventional inter-
national economic wisdom is misguided, cooperation can be worse
than doing nothing. So the economic orthodoxy of 1933 appeared to
Franklin Delano Roosevelt when he wrecked the London Economic
Conference of that year (Feis, 1966); and so does the internationally
oriented Keynesianism of the Carter Administration now appear to
economic theorists of rational expectations who put their trust in
markets (Saxonhouse, 1982). Under conditions of interdependence,
some cooperation is a necessary condition for achieving optimal levels
of welfare; but it is not sufficient, and more cooperation may not
necessarily be better than less.

Although it would be naive to believe that increased cooperation,
among any group of states for whatever purposes, wil l necessarily
foster humane values in world politics, it seems clear that more ef-
fective coordination of policy among governments would often help.
Internationally minded Keynesians recommend extensive harmoni-
zation of macroeconomic policies (Whitman, 1979). Even proponents
of international laissez-faire, who reject these proposals, have to rec-
ognize that free markets depend on the prior establishment of property
rights (North and Thomas, 1973; Field, 1981; Conybeare, 1980; North,
1981). People may disagree on what forms of international cooper-
ation are desirable and what purposes they should serve, but we can
all agree that a world without any cooperation would be dismal indeed.

In the conclusion, I return explicitly to the problem of moral eval-
uation. Is it good that the international regimes discussed in this book
exist? In what ways are they deficient when evaluated by appropriate
moral standards? Would it have been better had they never come into
being? No comprehensive or definitive answers to these questions are
offered, but the importance of the problem of ethical evaluation de-
mands that they be raised.

THE PLAN OF THIS BOOK

I hope that After Hegemony wil l be read not only by students of world
politics but also by economists interested in the political underpinnings
of the international economy and by citizens concerned about inter-
national cooperation. To encourage readers outside of political science,
I have tried to eliminate professional jargon wherever possible and to
define my terms clearly using ordinary language. Yet since this book
is meant for people with different disciplinary backgrounds, and since
it draws on disparate traditions to do so, its key concepts may be
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easily misunderstood. I hope that readers will be careful not to seize
on words and phrases out of context as clues to pigeonholing my
argument. Is it "liberal" because I discuss cooperation, or "mercan-
tilist" because I emphasize the role of power and the impact of he-
gemony? Am I a "radical" because I take Marxian concepts seriously,
or a "conservative" because I talk about order? The simplemindedness
of such inferences should be obvious.

Since I use concepts from economics to develop a political theory
about cooperation and discord in the world economy, I need to be
particularly clear about my definitions of economics and politics and
my conception of theory. Chapter 2 discusses these questions, as a
necessary prologue to the development of my theory in Part II. Chapter
3 then prepares the ground for a serious analysis of cooperation, and
the effects of institutions on it, by examining the "theory of hegemonic
stability," which holds that order, in the Realist lexicon, depends on
the preponderance of a single state. Chapter 3 argues that although
hegemony can facilitate cooperation, it is neither a necessary nor a
sufficient condition for it. We wil l see later that hegemony is less
important for the continuation of cooperation, once begun, than for
its creation.

Part II, which constitutes the theoretical core of this book, begins
by defining two key terms, "cooperation" and "international regimes."
Since these terms are used in chapter 3 before their full elaboration
in chapter 4, it is important to note here that cooperation is defined
in a deliberately unconventional way. Cooperation is contrasted with
discord; but is also distinguished from harmony. Cooperation, as com-
pared to harmony, requires active attempts to adjust policies to meet
the demands of others. That is, not only does it depend on shared
interests, but it emerges from a pattern of discord or potential discord.
Without discord, there would be no cooperation, only harmony.

It is important to define cooperation as mutual adjustment rather
than to view it simply as reflecting a situation in which common
interests outweigh conflicting ones. In other words, we need to dis-
tinguish between cooperation and the mere fact of common interests.
We require this distinction because discord sometimes prevails even
when common interests exist. Since common interests are sometimes
associated with cooperation but sometimes with discord, cooperation
is evidently not a simple function of interests. Especially where un-
certainty is great and actors have different access to information, ob-
stacles to collective action and strategic calculations may prevent them
from realizing their mutual interests. The mere existence of common
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interests is not enough: institutions that reduce uncertainty and limit
asymmetries in information must also exist.

Using chapter 4's definitions of cooperation and international re-
gimes, chapters 5-7 present my functional theory of international re-
gimes. Chapter 5 employs game theory and collective goods theory to
argue that "the emergence of cooperation among egoists" (Axelrod,
1981, 1984) is possible, even in the absence of common government,
but that the extent of such cooperation wil l depend on the existence
of international institutions, or international regimes, with particular
characteristics. Rational-choice theory enables us to demonstrate that
the pessimistic conclusions about cooperation often associated with
Realism are not necessarily valid, even if we accept the assumption of
rational egoism. Chapter 6 then uses theories of market failure in
economics, as well as more conventional rational-choice theory, to
develop a functional theory of international regimes that shows why
governments may construct regimes and even abide by their rules.
According to this argument, regimes contribute to cooperation not by
implementing rules that states must follow, but by changing the con-
text within which states make decisions based on self-interests. Inter-
national regimes are valuable to governments not because they enforce
binding rules on others (they do not), but because they render it pos-
sible for governments to enter into mutually beneficial agreements with
one another. They empower governments rather than shackling them.

Chapter 7 relaxes our earlier assumptions of rationality and narrow
egoism. First it explores the implications of deviating from the premise
of classic rationality by assuming, more realistically, that decisions are
costly for governments to make. That is, governments operate under
the constraints of "bounded rationality" (Simon, 1955), rather than
as classically rational actors. On this assumption, regimes do not sub-
stitute for continuous calculations of self-interest (which are impos-
sible), but rather provide rules of thumb to which other governments
also adhere. These rules may provide opportunities for governments
to bind their successors, as well as to make other governments' policies
more predictable. Cooperation fostered by awareness of bounded ra-
tionality does not require that states accept common ideals or renounce
fundamental principles of sovereignty. Even egoistic actors may agree
to accept obligations that preclude making calculations about advan-
tage in particular situations, if they believe that doing so will have
better consequences in the long run than failure to accept any rules
or acceptance of any other politically feasible set of rules.

Chapters 5-6 and the first two sections of chapter 7 adopt the
premise of egoism. The last two sections of chapter 7 relax this as-
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sumption by distinguishing between egoistic self-interest and concep-
tions of self-interest in which empathy plays a role. Actors that inter-
pret their interests as empathetically interdependent, in our terminology,
may find it easier to form international regimes than those whose
definitions of self-interest are more constricted. I explore the strengths
and limitations of egoist and empathetic interpretations of state be-
havior by analyzing two features of the world political economy that
may appear puzzling from an egoistic standpoint: the facts that regime
rules and principles are sometimes treated as having morally obligatory
status and that unbalanced exchanges of resources often persist over
a considerable period of time.

The argument of Part II, taken as a whole, constitutes both a critique
and modification of Realism. Realist theories that seek to predict in-
ternational behavior on the basis of interests and power alone are
important but insufficient for an understanding of world politics. They
need to be supplemented, though not replaced, by theories stressing
the importance of international institutions. Even if we fully under-
stand patterns of power and interests, the behavior of states (and of
transnational actors as well) may not be fully explicable without un-
derstanding the institutional context of action.

This institutionalist modification of Realism provides some rather
abstract answers to the major puzzle addressed by this book: namely,
how can cooperation take place in world politics in the absence of
hegemony? We understand the creation of regimes as a result of a
combination of the distribution of power, shared interests, and pre-
vailing expectations and practices. Regimes arise against the back-
ground of earlier attempts, successful or not, at cooperation. Fur-
thermore, the theory of Part II explains the continuation of existing
regimes even after the conditions that facilitated their creation have
disappeared: regimes acquire value for states because they perform
important functions and because they are difficul t to create or recon-
struct. In order to realize full y the significance of this theoretical ar-
gument for understanding contemporary international regimes, we
need to combine it with a historical understanding of the creation of
contemporary international regimes and of their evolution since the
end of World War II. This is the task of Part III .

Part II I argues that the creation of contemporary international re-
gimes can largely be explained by postwar U.S. policy, implemented
through the exercise of American power. As American economic pre-
ponderance eroded between the 1950s and the 1970s, major inter-
national economic regimes came under pressure. Thus far Realist ex-
pectations are met. Yet the changes in these regimes did not always
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correspond to the shifts in power, and the decline of American he-
gemony did not lead uniformly to the collapse of regimes. Cooperation
persists and, on some issues, has increased. Current patterns of discord
and cooperation reflect interacting forces: the remaining elements of
American hegemony as well as the effects of its erosion, the current
mixture of shared and conflicting interests, and the international eco-
nomic regimes that represent an institutional legacy of hegemony.

The first step in the empirical analysis of Part III is to examine how
American hegemony actually operated. Chapter 8 therefore discusses
American hegemony during the two decades of U.S. dominance, span-
ning the years from the Truman Doctrine and Marshall Plan (1947)
to the late 1960s, when the United States began to show signs of
seeking to protect itself from the impact of economic interdependence.
The sources and practices of hegemonic cooperation are the focus of
attention here. The episodes studied in this chapter illustrate the in-
timate connection between discord and cooperation pointed out in
chapter 4, and they also reveal that inequalities of power can be quite
consistent with mutual adjustment, policy coordination, and the for-
mation of international regimes. Hegemony and international regimes
may be complementary, or even to some extent substitute for each
other: both serve to make agreements possible and to facilitate com-
pliance with rules.

This period of hegemonic cooperation was short: Henry Luce's
"American Century" was under severe pressure after less than twenty
years. No system-level theory accounts for this, since—as chapter 8
shows—one of the most important reasons for the brevity of U.S.
dominance was the pluralistic nature of American politics.2 Given a
decline in American power, however, believers in the theory of heg-
emonic stability would predict a decline in cooperation. Chapter 9
evaluates the applicability of this theory to the evolution of interna-
tional regimes for money, trade, and oil between the mid-1960s and
the early 1980s. Did international regimes embodying patterns of heg-
emonic cooperation become less effective because of the erosion of
American power? Chapter 9 shows that the pattern of regime change
varied a great deal from one issue-area to another, and that shifts in
American power were of different significance in international finance,
trade, and oil. The decline of American hegemony provides only part

2 The question of the causes of the decline of American hegemony, not addressed
systematically in this volume, is dealt with in an original and provocative way by Robert
Gilpin (1975, 1981).
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of the explanation for the decline of postwar international regimes.
Chapter 9 reaches this conclusion without itself attempting to provide
a complete explanation for this phenomenon, since to do so would
require close examination of the effects of changes in macroeconomic
conditions and international economic competitiveness, the role of
ideas and learning, and the impact of domestic politics on foreign
economic policies in the United States and elsewhere.

Chapter 9 also points out that although international regimes came
under pressure in the 1970s, the advanced industrialized countries
continue to coordinate their policies, albeit imperfectly, on interna-
tional economic issues. Contemporary attempts to cooperate reflect
not only the erosion of hegemony but the continued existence of in-
ternational regimes, most of which had their origins in American he-
gemony. Old patterns of cooperation work less well than they did,
partly because U.S. hegemony has declined; but the survival of patterns
of mutual policy adjustment, and even their extension, can be facili-
tated by international regimes that had their origins in the period of
hegemony. From chapter 9 we can see that both Realist concepts of
power and self-interest and the arguments developed here about the
significance of international regimes provide valuable insights into the
nature of the contemporary world political economy. We need to go
beyond Realism, not discard it. By documenting the erosion of Amer-
ican hegemony, furthermore, chapter 9 shows that our key puzzle—
how cooperation can take place in the absence of hegemony—is not
merely hypothetical but highly topical. It thus suggests the relevance
for our own era of the theories of international cooperation put for-
ward in Part II. Shared interests and existing institutions make it
possible to cooperate, but the erosion of American hegemony makes
it necessary to do so in new ways.

Chapter 10 further explores how regimes affect patterns of coop-
eration by investigating in detail the most significant international
economic regime established among the advanced industrialized coun-
tries since 1971: the energy arrangements, revolving around the In-
ternational Energy Agency (IEA), set up under U.S. leadership after
the oil crisis of 1973-74. This regime was not global, but was limited
to oil-consuming countries and competed with another partial regime
formed by oil producers. We will see in chapter 10 that regime-oriented
efforts at cooperation do not always succeed, as the fiasco of IEA
actions in 1979 illustrates, but that they can have a positive impact
under relatively favorable conditions, as the events of 1980 suggest.
Chapter 10 also lends some support to the general proposition that
successful attempts to use international regimes to facilitate cooper-
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ation depend on efforts to reduce the costs of transactions involved
in policy coordination and on measures to provide information to
governments, rather than on enforcement of rules.

The final chapter reviews the argument as a whole, assesses the
moral value of cooperation, and examines implications for policy. My
discussion of ethics concludes that, despite some defects in their
principles, contemporary international regimes are morally acceptable,
at least conditionally. They are easy to justify on the basis of criteria
that stress the importance of the autonomy of states, although eval-
uation is more difficul t when cosmopolitan and egalitarian standards
are employed. The policy implications of the book stem most directly
from my emphasis on the value of information produced and distrib-
uted by international regimes. Providers as well as recipients of in-
formation benefit from its availability. It can therefore make sense to
accept obligations that restrain one's own freedom of action in un-
known future situations if others also accept responsibilities, since the
effect of these reciprocal actions is to reduce uncertainty. Assumptions
about the value of "keeping one's options open" therefore need to be
rethought. The pursuit of flexibilit y can be self-defeating: like Ulysses,
it may be better, on occasion, to have oneself tied to the mast.

17



• 2•
POLITICS, ECONOMICS, AND

THE INTERNATIONAL
SYSTEM

Robert Gilpin has offered a helpful working definition of the phrase
"world political economy" (1975, p. 43):

In brief, political economy in this study means the reciprocal and
dynamic interaction in international relations of the pursuit of
wealth and the pursuit of power.

Causality is reciprocal rather than unidirectional: on the one hand,
the distribution of power creates patterns of property rights within
which wealth is produced and distributed; on the other hand, changes
in productive efficiency and access to resources affect relations of
power in the long term. The interaction between wealth and power is
dynamic because both wealth and power are continually altered, as
are the connections between them.

Wealth and power are linked in international relations through the
activities of independent actors, the most important of which are states,
not subordinated to a worldwide governmental hierarchy. There is no
authoritative allocator of resources: we cannot talk about a "world
society" making decisions about economic outcomes. No consistent
and enforceable set of comprehensive rules exists. If actors are to
improve their welfare through coordinating their policies, they must
do so through bargaining rather than by invoking central direction.
In world politics, uncertainty is rife, making agreements is difficult ,
and no secure barriers prevent military and security questions from
impinging on economic affairs. In addition, disagreements about how
benefits should be distributed permeate the relations among actors and
persist because bargains are never permanently valid. Actors are con-
tinually tempted to try imposing burdens on others rather than ab-
sorbing costs of adjustment themselves. Furthermore, this struggle to
make others adjust is played repeatedly. Apparent victory can be il-
lusory or defeat ephemeral, for political bargaining and maneuver
result not in definitive choices conferring power on some people rather
than others, but in agreements that may in the future be reversed or
in discord that signals a continuation of bargaining and maneuver.

Al l of this is understood by students of international relations. More
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difficul t to grasp are the meanings of the basic and misleadingly fa-
miliar terms "wealth" and "power." Gilpin (1975, p.23) defines wealth
as "anything (capital, land, or labor) that can generate future income;
it is composed of physical assets and human capital (including em-
bodied knowledge)." The problem with this definition is that it seems
to limit wealth to investment goods, excluding assets that merely pro-
vide value in consumption. Edible foodstuffs, ample quantities of gas-
oline for pleasure driving, and decorous jewelry are all, in ordinary
language, considered to be wealth; but they would be excluded by
Gilpin's definition. Adam Smith's definition of wealth as "the annual
produce of the land and labour of a society" (1776/1976, p. 4) avoids
this difficulty, but creates another one, since it refers to a flow of
income rather than a stock of assets. Our ordinary contemporary usage
of "wealth" refers to a stock rather than a flow concept. Taking this
into account, we could follow Karl Polanyi, regarding wealth as "the
means of material want satisfaction" (1957/1971, p. 243). Polanyi's
definition, however, is also subject to telling objections. Lionel Robbins
(1932, p. 9) pointed out a half-century ago that if economics refers
to the satisfaction of material wants alone, it includes the services of
the cook but not of the dancer. Yet although the cook produces a
material product, the ultimate end (the pleasure of eating tasty food)
may be quite as immaterial as the ultimate purpose of attending the
ballet or the opera.

Considering this objection, we could define wealth simply as the
"means of want satisfaction," or anything that yields utility, whether
in the form of investment or consumption. This definition has the
virtue of viewing wealth as a stock of resources, without arbitrarily
excluding either consumption goods or nonmaterial sources of satis-
faction. Yet it remains excessively broad in two ways. First, it omits
reference to scarcity. In neoclassical economic analysis, value is de-
rivative from market relationships: wealth can only be assessed after
markets have evaluated different products or services. What is not
scarce has no market value. Pure water, for instance, might be con-
sidered a "produce of the land," but in an ecologically pristine society,
it would not constitute wealth because it would be free. In neoclassical
value theory, "exchange value" rather than "use value" is decisive.
Second, even if we take scarcity into account, we still need to distin-
guish between valued experiences that cannot be exchanged for money
without altering their intrinsic nature (such as love, acts of pure friend-
ship, and the ability to make others feel that they are in a state of
grace) and those that can be so exchanged (such as sexual acts with
strangers, favors done for business associates, and the ability to pro-
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duce "that Pepsi feeling"). This is done by limiting "wealth" to means
of want satisfaction that are not only scarce but also marketable: they
can be bought and sold on a market. Thus "the pursuit of wealth" in
the world political economy refers to the pursuit of marketable means
of want satisfaction, whether these are to be used for investment or
consumed by their possessors.

Gilpin asserts that "the nature of power is even more elusive than
that of wealth." Rather than enter the "intradisciplinary squabble"
about it, however, he follows Hans J. Morgenthau's definition of
power as "man's control over the minds and actions of other men."
Power, for Gilpin, refers to a causal relationship and varies according
to the context in which it is exercised: "there is no single hierarchy
of power in international relations" (1975, p. 24).

To define power in terms of control is plausible enough, but it does
not address the question of the value of the concept in the study of
politics. To use the concept of power to explain behavior, one needs
to be able to measure power prior to the actions being explained and
to construct models in which different amounts or types of power lead
to different outcomes. What James G. March has called "basic force
models" are designed to achieve this purpose by using tangible meas-
ures of power resources—such as numbers of people, quality of weap-
ons, or wealth—to predict outcomes of political contention. Yet the
predictions of these models are inaccurate, partly because some actors
care more about particular outcomes than others and are therefore
willin g to use greater proportions of their resources to attain them
(March, 1966; Harsanyi, 1962/1971). Thus basic force models, such
as the "crude" theory of hegemonic stability discussed in chapter 3,
are only useful as first approximations. These models can be qualified
by adding auxiliary hypotheses that refer to the role of intangible
factors such as will , intensity of motivation, or—in the "refined" ver-
sion of the theory of hegemonic stability—leadership. Unfortunately,
however, these factors can only be measured after the event. Power is
no longer used to account for behavior; rather, it provides a language
for describing political action.

We saw above that, in the neoclassical economic theory of value,
wealth is not used as a primary category to explain demand or prices;
on the contrary, value (hence wealth) is inferred from demand and
supply, as reflected in price movements on markets. Thus the concepts
of power and wealth have a common deficiency as the basis for ex-
planations of behavior: to estimate the power of actors, or whether a
given product, service, or raw material constitutes wealth, one has to
observe behavior—in power relationships or in markets. To use the
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Figure 2.1. Politics and Economics: A Schematization
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concepts of power and wealth to account for the behavior that allows
us to identify their presence would be to engage in circular reasoning.
Thus the insight expressed by Gilpin, that the world political economy
revolves around power and wealth, does not enable us to construct
strong explanations of the behavior that we observe.

Nevertheless, defining international political economy as the recip-
rocal and dynamic interaction of the pursuit of wealth and the pursuit
of power is useful from a descriptive standpoint. We can view inter-
national political economy as the intersection of the substantive area
studied by economics—production and exchange of marketable means
of want satisfaction—with the process by which power is exercised
that is central to politics. Wherever, in the economy, actors exert power
over one another, the economy is political. This area of intersection
can be contrasted with "pure economics," in which no actor has any
control over others but faces an externally determined environment.
One can also imagine a situation, also an "ideal type," in which
noneconomic resources were used solely in pursuit of values that could
not be exchanged on a market, such as status, or power itself. Such
a situation would be one of "pure politics." Figure 2.1 makes these
points schematically.

As figure 2.1 illustrates, attempts to separate a sphere of real activity,
called "economics," from another sphere of real activity, called "pol-
itics," are doomed to frustration and failure. Very littl e of the polity
in modern societies is untouched by the economy, and vice versa; even
apart from questions of governmental intervention, much of the mod-
ern economy is political because firms, unions, and other organizations
seek to exert control over one another. Defined in purely economic or
political terms, the world economy and the international political sys-
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tern are both abstractions. In the real world of international relations,
most significant issues are simultaneously political and economic.

We have seen that thinking about international political economy
in terms of wealth and power does not enable us to construct strong
explanatory models of behavior. Yet focusing on the pursuit of wealth
and power does contribute to insightful interpretation, since it provides
us with working hypotheses about the motivations of actors that em-
phasize specific interests rather than ideology or rhetoric. To remind
ourselves about wealth and power is a useful antidote to a onesided
emphasis on interdependence and the problem of realizing common
interests. In reflecting on the later discussion in this volume of inter-
national regimes, the reader should keep in mind that these regimes
are rarely if ever instituted by disinterested idealists for the sake of
the common good. Instead, they are constructed principally by gov-
ernments whose officials seek to further the interests of their states (as
they interpret them) and of themselves. They seek wealth and power,
and perhaps other values as well, no matter how much they may
indulge in rhetoric about global welfare or a world "safe for inter-
dependence."

THE COMPLEMENTARITY OF WEALTH  AND POWER

Reflection on wealth and power as state objectives soon yields the
conclusion that they are complementary. For contemporary statesmen,
as for the mercantilists of the seventeenth and eighteenth centuries,
power is a necessary condition for plenty, and vice versa. Two ex-
amples, considered in more detail in later chapters, illustrate the point.
In the late 1940s American power was used to build international
economic arrangements consistent with the structure of American cap-
italism; conversely, U.S. military strength depended in the long run
on close economic as well as political ties between the United States
on the one hand and Western Europe and Japan on the other. To say
that American economic or political goals were primary, as historians
involved in controversies over the Cold War often do, is to miss the
point, which is that U.S. economic interests abroad depended on es-
tablishing a political environment in which capitalism could flourish,
and that American political and security interests depended on eco-
nomic recovery in Europe and Japan. The two sets of objectives were
inextricably linked, and similar policies were required to achieve them.
Likewise, when the United States proposed the establishment of an
international energy agency in 1974 to help cope with the shift of
power over oil to producing countries, it did so both to deal with the
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economic consequences of higher oil prices and to reinforce its own
political influence. Effective international action to alleviate economic
distress seemed impossible without American leadership; conversely,
U.S. influence and prestige were likely to be enhanced by leading a
successful collective effort to ensure energy security.

The complementarity of wealth and power provides a thread of
continuity between the world political economy of the seventeenth
century and that of today. Most governments still appear to adhere
to the propositions that Jacob Viner ascribes to seventeenth-century
mercantilists (1948, p. 10):

1) Wealth is an absolutely essential means to power, whether for
security or for aggression; 2) power is essential or valuable as a
means to the acquisition or retention of wealth; 3) wealth and
power are each proper ultimate ends of national policy; 4) there
is a long-run harmony between these ends, although in particular
circumstances it may be necessary for a time to make economic
sacrifices in the interest of military security and therefore also of
long-run prosperity.

The qualification Viner offers to his fourth point is important. In the
short run, tradeoffs exist between the pursuit of power and the pursuit
of wealth. One of the tasks of students of international political econ-
omy is to analyze these tradeoffs, without forgetting the long-run
complementarity underlying them.

The key tradeoffs for the United States in the 1980s, as for mer-
cantilist statesmen in the seventeenth century and American leaders
in the late 1940s, are not between power and wealth but between the
long-term power/wealth interests of the state and the partial interests
of individual merchants, workers, or manufacturers on the one hand
or short-term interests of the society on the other. The United States
is not the only country that has been unable to formulate long-term
goals without making concessions to partial economic interests. Viner
observes that in Holland during the seventeenth and eighteenth cen-
turies, "where the merchants to a large extent shared directly in gov-
ernment, major political considerations, including the very safety of
the country or its success in wars in which it was actually participating,
had repeatedly to give way to the cupidity of the merchants and their
reluctance to contribute adequately to military finance" (1948, p. 20).
In Britain also, "the autonomy of business connections and traditions,"
according to Viner, hindered the pursuit of state interests. During the
Marshall Plan years, American administrators had to deal with "the
special demands of the American business and agricultural community
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that expected direct and early profit from the program—and who were
well-represented in Congress. ... The general goals of multilateral
trade were certainly in the interests of all these constituencies; yet they,
unlike the State Department, were willin g to undermine the achieve-
ment of the general aim for even the smallest immediate gain" (Kolko
and Kolko, 1972, pp. 444-45).

The conflict between short-run and long-run objectives arises largely
in the form of choices between consumption on the one hand and
savings or investment on the other. When the economy underinvests,
it is favoring the present over the future. One can use similar concepts
in discussing power. A state invests in power resources when it binds
allies to itself or creates international regimes in which it plays a central
role. During the 1930s Germany followed a "power approach" to
trade questions, changing the structure of foreign trade so that its
partners would be vulnerable to its own actions (Hirschman, 1945/
1980). After World War II American policy had a broader geograph-
ical focus and was less coercive, but it also stressed power investment.
The United States absorbed short-run economic costs, such as those
imposed by discrimination in the early 1950s against American goods
in Europe, for the sake of political influence that could lead to longer-
term gains. It established international regimes that revolved around
Washington, and on which its allies were highly dependent.

Power disinvestment may also take place; power can be consumed
and not replaced. Governments may be able to maintain levels of
consumption in the present by running current account deficits, bor-
rowing abroad to compensate for low levels of saving at home, as the
United States did during the first few years of the 1980s. In the long
run, however, such policies are unsustainable and erode the bases of
influence, or creditworthiness, on which they depend.

Whether to invest in additional power resources or to consume some
of those that have been accumulated is a perennial issue of foreign
policy. Many of the most important choices governments face have
to do with the relative weight given to consumption (of wealth or
power) versus investment, and with devising strategies for action that
are both viable in the short run and capable of achieving wealth and
power objectives in the long run. Any analysis of the world political
economy must keep in mind the extent to which investments, in power
as well as production, are being made or dissipated. Some of these
investments wil l be reflected in international regimes and the leadership
strategies that help to construct and maintain them. Defining inter-
national political economy in terms of the pursuit of wealth and power
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leads us to analyze cooperation in the world political economy less as
an effort to implement high ideals than as a means of attaining self-
interested economic and political goals.

SYSTEMIC ANALYSIS OF INTERNATIONAL  POLITICS

Wealth and power are sought by a variety of actors in world politics,
including nonstate organizations such as multinational business cor-
porations (Keohane and Nye, 1972). But states are crucial actors, not
only seeking wealth and power directly but striving to construct frame-
works of rules and practices that wil l enable them to secure these
objectives, among others, in the future. Our analysis of international
cooperation and regimes therefore focuses principally on states.

State behavior can be studied from the "inside-out" or from the
"outside-in" (Waltz, 1979, p. 63). "Inside-out," or unit-level, expla-
nations locate the sources of behavior within the actor—for instance,
in a country's political or economic system, the attributes of its leaders,
or its domestic political culture. "Outside-in," or systemic, explana-
tions account for state behavior on the basis of attributes of the system
as a whole. Any theory will , of course, take into account the distinctive
characteristics of actors as well as of the system itself. But a systemic
theory regards these internal attributes as constants rather than as
variables. The variables of a systemic theory are situational: they refer
to the location of each actor relative to others (Waltz, 1979, pp. 67-
73; Keohane, 1983, p. 508). Systemic analysis of the international
political economy begins by locating actors along the dimension of
relative power on the one hand and wealth on the other.

Kenneth Waltz has convincingly shown the error of theorizing at
the unit level without first reflecting on the effects of the international
system as a whole. There are two principal reasons for this. First,
causal analysis is difficul t at the unit level because of the apparent
importance of idiosyncratic factors, ranging from the personality of a
leader to the peculiarities of a given country's institutions. Parsimo-
nious theory, even as a partial "first cut," becomes impossible if one
starts analysis here, amidst a confusing plethora of seemingly relevant
facts. Second, analyzing state behavior from "inside-out" alone leads
observers to ignore the context of action: the pressures exerted on all
states by the competition among them. Practices such as seeking to
balance the power of potential adversaries may be accounted for on
the basis of distinctive characteristics of the governments in question
when they could be explained more satisfactorily on the basis of en-
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during features of world politics. Without prior systemic theory, unit-
level analysis of world politics floats in an empirical and conceptual
vacuum (Waltz, 1979, chs. 4-5).

For these reasons, the analysis of this book begins at the systemic
level. I focus on the effects of system characteristics because I believe
that the behavior of states, as well as of other actors, is strongly affected
by the constraints and incentives provided by the international envi-
ronment. When the international system changes, so will incentives
and behavior. My "outside-in" perspective is therefore similar to that
of systemic forms of Realist theory, or "structural Realism" (Krasner,
1983). What distinguishes my argument from structural Realism is my
emphasis on the effects of international institutions and practices on
state behavior. The distribution of power, stressed by Realists, is surely
important. So is the distribution of wealth. But human activity at the
international level also exerts significant effects. International regimes
alter the information available to governments and the opportunities
open to them; commitments made to support such institutions can
only be broken at a cost to reputation. International regimes therefore
change the calculations of advantage that governments make. To try
to understand state behavior simply by combining the structural Real-
ist theory based on distribution of power and wealth with the foreign
policy analyst's stress on choice, without understanding international
regimes, would be like trying to account for competition and collusion
among oligopolistic business firms without bothering to ascertain
whether their leaders met together regularly, whether they belonged
to the same trade associations, or whether they had developed informal
means of coordinating behavior without direct communication. In-
ternational regimes not only deserve systematic study; they virtually
cry out for it.

Yet no systemic analysis can be complete. When we come to our
discussion of the postwar international political economy in Part III ,
we wil l have to look beyond the system toward accounts of state
behavior that emphasize the effects of domestic institutions and lead-
ership on patterns of state behavior. That is, we will have to introduce
some unit-level analysis as well. In doing so, we will pay special at-
tention to the most powerful actor in the world political economy,
the United States. Since the United States shaped the system as much
as the system shaped it, and since it retained greater leeway for au-
tonomous action than other countries throughout the thirty-five years
after World War II, we have to look at the United States from the
inside-out as well as from the outside-in.
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L IMITATIONS  OF SYSTEMIC ANALYSIS

My choice of systemic theory as a place to begin analysis does not
imply that I regard it as completely satisfactory even as a "first cut."
Before going on to the systemic analysis of Part II, therefore, it is
necessary to indicate some of its limitations.

The prevailing model for systemic analysis in politics comes from
economics—in particular, from microeconomic theory. Such theory
posits the existence of firms, with given utility functions (such as profit
maximization), and attempts to explain their behavior on the basis of
environmental factors such as the competitiveness of markets. It is
systemic rather than unit-level theory because its propositions depend
on variations in attributes of the system, not of the units (Waltz, 1979,
pp. 89-91, 93-95, 98). Firms are assumed to act as rational egoists.
Rationality means that they have consistent, ordered preferences, and
that they calculate costs and benefits of alternative courses of action
in order to maximize their utility in view of those preferences. Egoism
means that their utility functions are independent of one another: they
do not gain or lose utility simply because of the gains or losses of
others. Making these assumptions means that rationality and concep-
tions of self-interest are constants rather than variables in systemic
theory. Variations in firms' behavior are accounted for not by varia-
tions in their values, or in the efficiency of their internal organizational
arrangements, but by variations in characteristics of the economic
system—for instance, whether its market structure is competitive, oli-
gopolistic, or monopolistic. Without the assumptions of egoism and
rationality, variations in firms' behavior might have to be accounted
for by differences in values or in their calculating, choice-making abil-
ities. In that case, analysis would revert to the unit level, and the
parsimony of systemic theory—resting on only a small number of
variables—would be lost.1

Systemic theories based on rational-egoist assumptions work best
when there is one uniquely superior course of action. Arnold Wolfers
pointed out this feature of such theories long ago, in arguing that they
provide the best predictions when there is extreme "compulsion," as
in the case of a fire breaking out in a house that has only one exit.
For such a situation, "decision-making analysis would be useful only
in regard to individuals who decided to remain where they were rather
than join the general and expected rush" (1962, p. 14). Spiro J. Latsis
(1976) has more recently argued, in similar terms, that microeconomic

1 For a fully developed version of this argument, see Keohane, 1983.
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theory based on rational-choice assumptions performs best when ap-
plied to "single-exit" situations. Under these conditions, what Latsis
calls the research program of "situational determinism" works very
well. We do not need to understand the idiosyncracies of the actors
to explain their behavior, since the situation they face mandates that
they must act in a particular way. They will do so if they are rational;
if they fail to do so, they may (if the environmental conditions are
stringent) cease to exist.

This research program has had great success in situations of pure
competition or pure monopoly—and, by extension, in situations that
approximate these ideal types. Situational determinism works under
these circumstances because there is no power competition in pure
competition or pure monopoly. Either economic actors adjust their
behavior to signals from an impersonal market (in competition), or
they dominate the market (in monopoly). In neither case do they have
to react to the actions of others. As Latsis puts it (1976, pp. 25-26):

Under perfect competition entrepreneurs do not really compete
with each other. The situation may be compared to that of a
player in an n-person game where n is very large. Such games are
reducible to one-person games against nature where the opponent
has no objectives and no known strategy. The "nature" of perfect
competition is unusually strict in allowing a choice between fol-
lowing a single strategy or going under.

Pure monopoly, usually regarded as the exact opposite of per-
fect competition is in fact its heuristic twin. ... The monopolist
maximizes on the basis of his knowledge of the market conditions
and the application of the simple optimizing rule. As with perfect
competition, so with monopoly the "rational" decision-maker
wil l arrive at the uniquely determined optimal decision by a simple
calculation.

Difficulties arise for this research program under conditions of oli-
gopoly, or "monopolistic competition." Under these conditions, the
situation can be treated as a variable-sum game, played repeatedly
over an indefinite period of time, with a small number of players. This
type of game does not have a determinate solution for any actor,
independent of the behavior of others. It is a "multiple-exit" situation,
and arbitrary assumptions are required to reach unique solutions to
it (Latsis, 1976, pp. 26-39). As we wil l see in chapters 5 and 6, rational-
egoist calculations of whether to cooperate with one another under
these conditions wil l depend heavily on the expectations of actors
about others' behavior—and therefore on the nature of institutions.
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Microeconomic theory does not generate precise, accurate predictions
about behavior in situations of strategic interdependence (Simon,
1976). And as we have seen, strategic interdependence, which bedevils
only part of economics, afflicts the entire study of international politics.

CONCLUSIONS

Systemic analysis will not yield determinate predictions about states'
pursuit of wealth and power. Even if it did, these predictions would
be subject to inaccuracy insofar as great variations in state behavior
resulted from variations in their internal characteristics. Nevertheless,
systemic theory can help us understand how the constraints under
which governments act in the world political economy affect their
behavior. As in Cournot models of oligopoly, however, we also need
to be able to specify something about actors' "reaction functions"—
how they will respond to others' behavior (Fellner, 1949). To do this
on the basis of empirical information, rather than arbitrarily, we must
investigate the institutional context, including the "cues" provided to
actors by rules, practices, and informal patterns of action. That is, we
are led from strictly power-based, game-theoretic analysis toward the
study of international regimes.

Admittedly, accepting rational-egoist assumptions involves taking
seriously a purely hypothetical notion of rationality that does not
accurately model actual processes of human choice (McKeown, 1983b).
Yet beginning with assumptions of egoism and rationality has three
important virtues. First, it simplifies our premises, making deductions
clearer. Second, it directs our attention toward the constraints imposed
by a system on its actors, since it holds the internal determinants of
choice constant. This helps to retain our focus on systemic con-
straints—whether the result of unequal distributions of power or wealth
in the world or of international institutions and practices—rather than
on domestic politics. Finally, adopting the assumption of rational ego-
ism places the argument of this book on the same foundation as that
of Realist theories. The argument here for the importance of inter-
national regimes does not depend on smuggling in assumptions about
altruism or irrationality. Starting with similar premises about moti-
vations, I seek to show that Realism's pessimism about welfare-in-
creasing cooperation is exaggerated. Having done this, in chapter 7
I relax the assumption of classical rationality and the assumption of
egoistic, independent utility maximization, to see how the theory of
regime functions developed earlier on rational-egoist grounds is af-
fected by these changes in premises.
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My interest in both the structure of world power and the institutions
and practices devised by human beings reflects a concern with con-
straints and choices in world politics. The constraints imposed by
distributions of wealth and power are often severe. As Marx said, we
make our own history not just as we please, but "under circumstances
directly found, given, and transmitted from the past" (1852/1972, p.
437). Yet since we do make our own history, there is some room for
choice at any point in time, and over a period of time some of the
constraints can themselves be altered. The limitations of deterministic
theory along the lines of nineteenth-century physics may be disturbing
for social scientists who still carry obsolete images of natural science
in their heads ("weighing like a nightmare on the brains of the living,"
to use another Marxian phrase). But they offer hope for policy. They
suggest that human beings may be able to learn: to develop institutions
and practices that will enable them to cooperate more effectively with-
out renouncing the pursuit of self-interest. The weakness of theory,
but the hope for policy, lies in the fact that people adapt their strategies
to reality. This book seeks to show how adaptive strategies of insti-
tution-building can also change reality, thereby fostering mutually
beneficial cooperation.
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HEGEMONY IN THE WORLD

POLITICAL ECONOMY

It is common today for troubled supporters of liberal capitalism to
look back with nostalgia on British preponderance in the nineteenth
century and American dominance after World War II. Those eras are
imagined to be simpler ones in which a single power, possessing su-
periority of economic and military resources, implemented a plan for
international order based on its interests and its vision of the world.
As Robert Gilpin has expressed it, "the Pax Britannica and Pax Amer-
icana, like the Pax Romana, ensured an international system of relative
peace and security. Great Britain and the United States created and
enforced the rules of a liberal international economic order" (1981,
p. 144).

Underlying this statement is one of the two central propositions of
the theory of hegemonic stability (Keohane, 1980): that order in world
politics is typically created by a single dominant power. Since regimes
constitute elements of an international order, this implies that the
formation of international regimes normally depends on hegemony.
The other major tenet of the theory of hegemonic stability is that the
maintenance of order requires continued hegemony. As Charles P.
Kindleberger has said, "for the world economy to be stabilized, there
has to be a stabilizer, one stabilizer" (1973, p. 305). This implies that
cooperation, which we define in the next chapter as mutual adjustment
of state policies to one another, also depends on the perpetuation of
hegemony.

I discuss hegemony before elaborating my definitions of cooperation
and regimes because my emphasis on how international institutions
such as regimes facilitate cooperation only makes sense if cooperation
and discord are not determined simply by interests and power. In this
chapter I argue that a deterministic version of the theory of hegemonic
stability, relying only on the Realist concepts of interests and power,
is indeed incorrect. There is some validity in a modest version of the
first proposition of the theory of hegemonic stability—that hegemony
can facilitate a certain type of cooperation—but there is littl e reason
to believe that hegemony is either a necessary or a sufficient condition
for the emergence of cooperative relationships. Furthermore, and even
more important for the argument presented here, the second major
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proposition of the theory is erroneous: cooperation does not neces-
sarily require the existence of a hegemonic leader after international
regimes have been established. Post-hegemonic cooperation is also
possible.

A detailed analysis of how hegemony and cooperation have been
related to one another in the postwar international political economy
is deferred to chapters 8 and 9, after my theories about cooperation
and the functions of international regimes have been presented. The
task of the present chapter is to explore in a preliminary way the value
and limitations of the concept of hegemony for the study of cooper-
ation. The first section analyzes the claims of the theory of hegemonic
stability; the second section briefly addresses the relationship between
military power and hegemony in the world political economy; and the
final section seeks to enrich our understanding of the concept by con-
sidering Marxian insights. Many Marxian interpretations of hegemony
turn out to bear an uncanny resemblance to Realist ideas, using dif-
ferent language to make similar points. Antonio Gramsci's conception
of ideological hegemony, however, does provide an insightful supple-
ment to purely materialist arguments, whether Realist or Marxist.

EVALUATING  THE THEORY OF HEGEMONIC STABILITY

The theory of hegemonic stability, as applied to the world political
economy, defines hegemony as preponderance of material resources.
Four sets of resources are especially important. Hegemonic powers
must have control over raw materials, control over sources of capital,
control over markets, and competitive advantages in the production
of highly valued goods.

The importance of controlling sources of raw materials has provided
a traditional justification for territorial expansion and imperialism, as
well as for the extension of informal influence. We wil l see in chapter
9 how shifts in the locus of control over oil affected the power of
states and the evolution of international regimes. Guaranteed access
to capital, though less obvious as a source of power, may be equally
important. Countries with well-functioning capital markets can bor-
row cheaply and may be able to provide credit to friends or even deny
it to adversaries. Holland derived political and economic power from
the quality of its capital markets in the seventeenth century; Britain
did so in the eighteenth and nineteenth centuries; and the United States
has similarly benefited during the last fift y years (De Cecco, 1975;
Feis, 1930; Ford, 1962; Kindleberger, 1978c; Lindert, 1969; Wall-
erstein, 1980).
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Potential power may also be derived from the size of one's market
for imports. The threat to cut off a particular state's access to one's
own market, while allowing other countries continued access, is a
"potent and historically relevant weapon of economic 'power' "
(McKeown, 1983a, p. 78). Conversely, the offer to open up one's own
huge market to other exporters, in return for concessions or deference,
can be an effective means of influence. The bigger one's own market,
and the greater the government's discretion in opening it up or closing
it off, the greater one's potential economic power.1

The final dimension of economic preponderance is competitive su-
periority in the production of goods. Immanuel Wallerstein has defined
hegemony in economic terms as "a situation wherein the products of
a given core state are produced so efficiently that they are by and large
competitive even in other core states, and therefore the given core state
wil l be the primary beneficiary of a maximally free world market"
(1980, p. 38). As a definition of economic preponderance this is in-
teresting but poorly worked out, since under conditions of overall
balance of payments equilibrium each unit—even the poorest and least
developed—wil l have some comparative advantage. The fact that in
1960 the United States had a trade deficit in textiles and apparel and
in basic manufactured goods (established products not, on the whole,
involving the use of complex or new technology) did not indicate that
it had lost predominant economic status (Krasner, 1978b, pp. 68-69).
Indeed, one should expect the economically preponderant state to
import products that are labor-intensive or that are produced with
well-known production techniques. Competitive advantage does not
mean that the leading economy exports everything, but that it produces
and exports the most profitable products and those that wil l provide
the basis for producing even more advanced goods and services in the
future. In general, this ability wil l be based on the technological su-
periority of the leading country, although it may also rest on its po-
litical control over valuable resources yielding significant rents.

To be considered hegemonic in the world political economy, there-
fore, a country must have access to crucial raw materials, control
major sources of capital, maintain a large market for imports, and
hold comparative advantages in goods with high value added, yielding

1 The classic statement of this point is by Hirschman (1945/1980). For a recent
discussion of the same issue with reference to textiles, see Aggarwal, 1983, p. 622.
Aggarwal notes that a large importer of goods may exercise influence not merely over
sellers but also over other buyers, who fear diversion of imports into their markets if
a large market is closed.
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relatively high wages and profits. It must also be stronger, on these
dimensions taken as a whole, than any other country. The theory of
hegemonic stability predicts that the more one such power dominates
the world political economy, the more cooperative will interstate re-
lations be. This is a parsimonious theory that relies on what was
referred to in chapter 2 as a "basic force model," in which outcomes
reflect the tangible capabilities of actors.

Yet, like many such basic force models, this crude theory of heg-
emonic stability makes imperfect predictions. In the twentieth century
it correctly anticipates the relative cooperativeness of the twenty years
after World War II. It is at least partially mistaken, however, about
trends of cooperation when hegemony erodes. Between 1900 and 1913
a decline in British power coincided with a decrease rather than an
increase in conflict over commercial issues.2 As we will see in chapter
9, recent changes in international regimes can only partially be at-
tributed to a decline in American power. How to interpret the prev-
alence of discord in the interwar years is difficult , since it is not clear
whether any country was hegemonic in material terms during those
two decades. The United States, though considerably ahead in pro-
ductivity, did not replace Britain as the most important financial center
and lagged behind in volume of trade. Although American domestic
oil production was more than sufficient for domestic needs during
these years, Britain still controlled the bulk of major Middle Eastern
oil fields. Nevertheless, what prevented American leadership of a co-
operative world political economy in these years was less lack of
economic resources than an absence of political willingness to make
and enforce rules for the system. Britain, despite its efforts, was too
weak to do so effectively (Kindleberger, 1973). The crucial factor in
producing discord lay in American politics, not in the material factors
to which the theory points.

Unlike the crude basic force model, a refined version of hegemonic
stability theory does not assert an automatic link between power and
leadership. Hegemony is defined as a situation in which "one state is
powerful enough to maintain the essential rules governing interstate

2 See Krasner, 1976. Krasner's analysis focuses on liberalism, or openness, as the
dependent variable rather than on order or cooperation. Cooperation and liberalism
are conceptually distinct, and as we wil l see in chapter 9, in recent years they can also
be distinguished empirically. In Krasner's highly aggregated analysis of the last 150
years, however, the distinction does not make a significant difference, since open systems
have on the whole also been more predictable and less characterized by conflict—hence
more orderly—than the protectionist ones.
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relations, and willing to do so" (Keohane and Nye, 1977, p. 44). This
interpretive framework retains an emphasis on power but looks more
seriously than the crude power theory at the internal characteristics
of the strong state. It does not assume that strength automatically
creates incentives to project one's power abroad. Domestic attitudes,
political structures, and decision making processes are also important.

This argument's reliance on state decisions as well as power capa-
bilities puts it into the category of what March calls "force activation
models." Decisions to exercise leadership are necessary to "activate"
the posited relationship between power capabilities and outcomes.
Force activation models are essentially post hoc rather than a priori,
since one can always "save" such a theory after the fact by thinking
of reasons why an actor would not have wanted to use all of its
available potential power. In effect, this modification of the theory
declares that states with preponderant resources will be hegemonic
except when they decide not to commit the necessary effort to the
tasks of leadership, yet it does not tell us what wil l determine the latter
decision. As a causal theory this is not very helpful, since whether a
given configuration of power will lead the potential hegemon to main-
tain a set of rules remains indeterminate unless we know a great deal
about its domestic politics.3

Only the cruder theory generates predictions. When I refer without
qualification to the theory of hegemonic stability, therefore, I wil l be
referring to this basic force model. We have seen that the most striking
contention of this theory—that hegemony is both a necessary and a
sufficient condition for cooperation—is not strongly supported by the
experience of this century. Taking a longer period of about 150 years,
the record remains ambiguous.4 International economic relations were
relatively cooperative both in the era of British hegemony during the
mid-to-late nineteenth century and in the two decades of American
dominance after World War II. But only in the second of these periods
was there a trend toward the predicted disruption of established rules
and increased discord. And a closer examination of the British ex-
perience casts doubt on the causal role of British hegemony in pro-
ducing cooperation in the nineteenth century.

Both Britain in the nineteenth century and the United States in the

3 It should also be evident, in view of our discussion in chapter 2, that the refined
version of hegemonic stability theory is not systemic, since it depends for its explanatory
power on variations in the internal characteristics of actors.

4 See footnote 2 above.
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Table 3.1. Material Resources of Britain and the United States as
Hegemons: Proportions of World Trade and Relative Labor Productivity

Proportion Relative
of World Labor

Trade Productivity*

Britain, 1870                                   24.0                                     1.63

United States, 1950  
United States, 1960 
United States, 1970 
United States, 1977 

*  As compared with the average rate of productivity in the other members of the
world economy.

SOURCE: Lake, 1983, table 1 (p. 525) and table 3 (p. 541).

twentieth met the material prerequisites for hegemony better than any
other states since the Industrial Revolution. In 1880 Britain was the
financial center of the world, and it controlled extensive raw materials,
both in its formal empire and through investments in areas not part
of the Imperial domain. It had the highest per capita income in the
world and approximately double the share of world trade and in-
vestment of its nearest competitor, France. Only in the aggregate size
of its economy had it already fallen behind the United States (Krasner,
1976, p. 333). Britain's share of world trade gradually declined during
the next sixty years, but in 1938 it was still the world's largest trader,
with 14 percent of the world total. In the nineteenth century Britain's
relative labor productivity was the highest in the world, although it
declined rather precipitously thereafter. As table 3.1 shows, Britain in
the late nineteenth century and the United States after World War II
were roughly comparable in their proportions of world trade, although
until 1970 or so the United States had maintained much higher levels
of relative productivity than Britain had done three-quarters of a cen-
tury earlier.

Yet, despite Britain's material strength, it did not always enforce its
preferred rules. Britain certainly did maintain freedom of the seas. But
it did not induce major continental powers, after the 1870s, to retain
liberal trade policies. A recent investigation of the subject has con-
cluded that British efforts to make and enforce rules were less extensive
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Britain, 1890                                    18.5                                       1.45
Britain, 1913                                 14.1                                     1.15   
Brirtain,1938  14.0 .92

18.4 2.77
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and less successful than hegemonic stability theory would lead us to
believe they were (McKeown, 1983a, especially p. 88).5

Attempts by the United States after World War II to make and
enforce rules for the world political economy were much more effective
than Britain's had ever been. America after 1945 did not merely rep-
licate earlier British experience; on the contrary, the differences be-
tween Britain's "hegemony" in the nineteenth century and America's
after World War II were profound. As we have seen, Britain had never
been as superior in productivity to the rest of the world as the United
States was after 1945. Nor was the United States ever as dependent
on foreign trade and investment as Britain. Equally important, Amer-
ica's economic partners—over whom its hegemony was exercised, since
America's ability to make the rules hardly extended to the socialist
camp—were also its military allies; but Britain's chief trading partners
had been its major military and political rivals. In addition, one reason
for Britain's relative ineffectiveness in maintaining a free trade regime
is that it had never made extensive use of the principle of reciprocity
in trade (McKeown, 1983a). It thus had sacrificed potential leverage
over other countries that preferred to retain their own restrictions
while Britain practiced free trade. The policies of these states might
well have been altered had they been confronted with a choice between
a closed British market for their exports on the one hand and mutual
lowering of barriers on the other. Finally, Britain had an empire to
which it could retreat, by selling less advanced goods to its colonies
rather than competing in more open markets (De Cecco, 1975; Hobs-
bawm, 1968; Kindleberger, 1978b; Lewis, 1978). American hegem-
ony, rather than being one more instance of a general phenomenon,
was essentially unique in the scope and efficacy of the instruments at
the disposal of a hegemonic state and in the degree of success attained.

That the theory of hegemonic stability is supported by only one or
at most two cases casts doubt on its general validity. Even major
proponents of the theory refrain from making such claims. In an article
published in 1981, Kindleberger seemed to entertain the possibility
that two or more countries might "take on the task of providing
leadership together, thus adding to legitimacy, sharing the burdens,

5 The question of whether Britain was always consistent in its espousal of liberalism
is analytically a separate issue from that of its ability to make and enforce rules, since
liberalism should not be equated with cooperation. For the nineteenth century, however,
as footnote 2 indicates, the order that Britain sought was a liberal one. For discussions
of cases outside of Europe in which the rise of British hegemony may have led to
restrictions on trade, see Laitin, 1982, and Lawson, 1983.
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and reducing the danger that leadership is regarded cynically as a
cloak for domination and exploitation" (p. 252). In War and Change
in World Politics (1981), Gilpin promulgated what appeared to be a
highly deterministic conception of hegemonic cycles: "the conclusion
of one hegemonic war is the beginning of another cycle of growth,
expansion, and eventual decline" (p. 210). Yet he denied that his view
was deterministic, and he asserted that "states can learn to be more
enlightened in their definitions of their interests and can learn to be
more cooperative in their behavior" (p. 227). Despite the erosion of
hegemony, "there are reasons for believing that the present disequi-
librium in the international system can be resolved without resort to
hegemonic war" (p. 234).

The empirical evidence for the general validity of hegemonic stability
theory is weak, and even its chief adherents have doubts about it. In
addition, the logical underpinnings of the theory are suspect. Kindle-
berger's strong claim for the necessity of a single leader rested on the
theory of collective goods. He argued that "the danger we face is not
too much power in the international economy, but too little, not an
excess of domination, but a superfluity of would-be free riders, un-
willin g to mind the store, and waiting for a storekeeper to appear"
(1981, p. 253). As we wil l see in more detail in later chapters, some
of the "goods" produced by hegemonic leadership are not genuinely
collective in character, although the implications of this fact are not
necessarily as damaging to the theory as might be imagined at first.
More critical is the fact that in international economic systems a few
actors typically control a preponderance of resources. This point is
especially telling, since the theory of collective goods does not properly
imply that cooperation among a few countries should be impossible.
Indeed, one of the original purposes of Olson's use of the theory was
to show that in systems with only a few participants these actors "can
provide themselves with collective goods without relying on any pos-
itive inducements apart from the good itself" (Olson, 1965, p. 33;
quoted in McKeown, 1983a, p. 79). Logically, hegemony should not
be a necessary condition for the emergence of cooperation in an oli-
gopolistic system.

The theory of hegemonic stability is thus suggestive but by no means
definitive. Concentrated power alone is not sufficient to create a stable
international economic order in which cooperation flourishes, and the
argument that hegemony is necessary for cooperation is both theo-
retically and empirically weak. If hegemony is redefined as the ability
and willingness of a single state to make and enforce rules, further-
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more, the claim that hegemony is sufficient for cooperation becomes
virtually tautological.

The crude theory of hegemonic stability establishes a useful, if some-
what simplistic, starting-point for an analysis of changes in interna-
tional cooperation and discord. Its refined version raises a looser but
suggestive set of interpretive questions for the analysis of some eras
in the history of the international political economy. Such an interpre-
tive framework does not constitute an explanatory systemic theory,
but it can help us think of hegemony in another way—less as a concept
that helps to explain outcomes in terms of power than as a way of
describing an international system in which leadership is exercised by
a single state. Rather than being a component of a scientific gener-
alization—that power is a necessary or sufficient condition for co-
operation—the concept of hegemony, defined in terms of willingness
as well as ability to lead, helps us think about the incentives facing
the potential hegemon. Under what conditions, domestic and inter-
national, wil l such a country decide to invest in the construction of
rules and institutions?

Concern for the incentives facing the hegemon should also alert us
to the frequently neglected incentives facing other countries in the
system. What calculus do they confront in considering whether to
challenge or defer to a would-be leader? Thinking about the calcu-
lations of secondary powers raises the question of deference. Theories
of hegemony should seek not only to analyze dominant powers' de-
cisions to engage in rule-making and rule-enforcement, but also to
explore why secondary states defer to the leadership of the hegemon.
That is, they need to account for the legitimacy of hegemonic regimes
and for the coexistence of cooperation, as defined in the next chapter,
with hegemony. We will see later in this chapter that Gramsci's notion
of "ideological hegemony" provides some valuable clues helping us
understand how cooperation and hegemony fi t together.

MILITAR Y POWER AND HEGEMONY
IN THE WORLD POLITICAL ECONOMY

Before taking up these themes, we need to clarify the relationship
between this analysis of Hegemony in the world political economy and
the question of military power. A hegemonic state must possess enough
military power to be able to protect the international political economy
that it dominates from incursions by hostile adversaries. This is es-
sential because economic issues, if they are crucial enough to basic
national values, may become military-security issues as well. For in-
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stance, Japan attacked the United States in 1941 partly in response to
the freezing of Japanese assets in the United States, which denied Japan
"access to all the vitally needed supplies outside her own control, in
particular her most crucial need, oil" (Schroeder, 1958, p. 53). During
and after World War II the United States used its military power to
assure itself access to the petroleum of the Middle East; and at the
end of 1974 Secretary of State Henry A. Kissinger warned that the
United States might resort to military action if oil-exporting countries
threatened "some actual strangulation of the industrialized world"
(Brown, 1983, p. 428).

Yet the hegemonic power need not be militarily dominant world-
wide. Neither British nor American power ever extended so far. Britain
was challenged militarily during the nineteenth century by France,
Germany, and especially Russia; even at the height of its power after
World War II the United States confronted a recalcitrant Soviet ad-
versary and fought a war against China. The military conditions for
economic hegemony are met if the economically preponderant country
has sufficient military capabilities to prevent incursions by others that
would deny it access to major areas of its economic activity.

The sources of hegemony therefore include sufficient military power
to deter or rebuff attempts to capture and close off important areas
of the world political economy. But in the contemporary world, at
any rate, it is difficul t for a hegemon to use military power directly
to attain its economic policy objectives with its military partners and
allies. Allies cannot be threatened with force without beginning to
question the alliance; nor are threats to cease defending them unless
they conform to the hegemon's economic rules very credible except
in extraordinary circumstances. Many of the relationships within the
hegemonic international political economy dominated by the United
States after World War II approximated more closely the ideal type
of "complex interdependence"—with multiple issues, multiple chan-
nels of contact among societies, and inefficacy of military force for
most policy objectives—than the converse ideal type of Realist theory
(Keohane and Nye, 1977, ch. 2).

This does not mean that military force has become useless. It has
certainly played an indirect role even in U.S. relations with its closest
allies, since Germany and Japan could hardly ignore the fact that
American military power shielded them from Soviet pressure. It has
played a more overt role in the Middle East, where American military
power has occasionally been directly employed and has always cast a
shadow and where U.S. military aid has been conspicuous. Yet changes
in relations of military power have not been the major factors affecting
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patterns of cooperation and discord among the advanced industrialized
countries since the end of World War II. Only in the case of Middle
Eastern oil have they been highly significant as forces contributing to
changes in international economic regimes, and even in that case (I
argue in chapter 9) shifts in economic interdependence, and therefore
in economic power, were more important. Throughout the period
between 1945 and 1983 the United States remained a far stronger
military power than any of its allies and the only country capable of
defending them from the Soviet Union or of intervening effectively
against serious opposition in areas such as the Middle East. In ex-
ploring the relationship between hegemony and order in this chapter,
as in examining hegemonic cooperation in chapter 8 and the decline
of hegemonic regimes in chapter 9, I concentrate principally on eco-
nomic sources of power, and on shifts in economic power as expla-
nations for change. By abstracting from military issues, we can focus
more clearly on the economic origins of change.

Some readers may wish to criticize this account by arguing that
military power has been more important than claimed here. By con-
sidering military power only as a background condition for postwar
American hegemony rather than as a variable, I invite such a debate.
Any such critique, however, should keep in mind what I am trying to
explain in this chapter and in Part III : not the sources of hegemony
(in domestic institutions, basic resources, and technological advances
any more than in military power), but rather the effects of changes in
hegemony on cooperation among the advanced industrialized coun-
tries. I seek to account for the impact of American dominance on the
creation of international economic regimes and the effects of an erosion
of that preponderant position on those regimes. Only if these prob-
lems—not other questions that might be interesting—could be under-
stood better by exploring more deeply the impact of changes in re-
lations of military power would this hypothetical critique be damaging
to my argument.

MARXIA N NOTIONS OF HEGEMONY

For Marxists, the fundamental forces affecting the world political
economy are those of class struggle and uneven development. Inter-
national history is dynamic and dialectical rather than cyclical. The
maneuvers of states reflect the stages of capitalist development and
the contradictions of that development. For a Marxist, it is futile to
discuss hegemony, or the operation of international institutions, with-
out understanding that they operate, in the contemporary world sys-
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tem, within a capitalist context shaped by the evolutionary patterns
and functional requirements of capitalism. Determinists may call these
requirements laws. Historicists may see the patterns as providing some
clues into a rather open-ended process that is nevertheless affected
profoundly by what has gone before: people making their own history,
but not just as they please.

Any genuinely Marxian theory of world politics begins with an
analysis of capitalism. According to Marxist doctrine, no smooth and
progressive development of productive forces within the confines of
capitalist relations of production can persist for long. Contradictions
are bound to appear. It is likely that they will take the form of tend-
encies toward stagnation and decline in the rate of profit (Cohen,
1978; Fine and Harris, 1979; Mandel, 1974), but they may also be
reflected in crises of legitimacy for the capitalist state, even in the
absence of economic crisis (Habermas, 1973/1976). Any "crisis of
hegemony" will necessarily be at the same time—and more funda-
mentally—a crisis of capitalism (Arrighi, 1982; Campen and Mac-
Ewan, 1982; Sweezy and Magdoff, 1972).

For Marxists, theories of hegemony are necessarily partial, since
they do not explain changes in the contradictions facing capitalism.
Nevertheless, Marxists have often used the concept of hegemony, im-
plicitly defined simply as dominance, as a way of analyzing the surface
manifestations of world politics under capitalism. For Marxists as well
as mercantilists, wealth and power are complementary: each depends
on the other. As David Sylvan (1981) has pointed out, the analyses
of the Marxist Fred Block and the Realist Robert Gilpin are quite
similar: both emphasize the role of U.S. hegemony in creating order
after the Second World War and the disturbing effects of the erosion
of American power.

Immanuel Wallerstein's work also illustrates this point. He is at
pains to stress that modern world history should be seen as the history
of capitalism as a world system. Apart from "relatively minor acci-
dents" resulting from geography, peculiarities of history, or luck, "it
is the operations of the world-market forces which accentuate the
differences, institutionalize them, and make them impossible to sur-
mount over the long run" (1979, p. 21). Nevertheless, when consid-
ering particular epochs, Wallerstein emphasizes hegemony and the role
of military force. Dutch economic hegemony in the seventeenth century
was destroyed not by the operation of the world-market system or
contradictions of capitalism, but by the force of British and French
arms (Wallerstein, 1980, pp. 38-39).

The Marxian adoption of mercantilist categories raises analytical
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ambiguities having to do with the relationship between capitalism and
the state. Marxists who adopt this approach have difficulty maintain-
ing a class focus, since their unit of analysis shifts to the country,
rather than the class, for purposes of explaining international events.
This is a problem for both Block and Wallerstein, as it often appears
that their embrace of state-centered analysis has relegated the concept
of class to the shadowy background of political economy (Brenner,
1977; Skocpol, 1977; Sylvan, 1981). The puzzle of the relationship
between the state and capitalism is also reflected in the old debate
between Lenin and Kautsky about "ultra-imperialism" (Lenin, 1917/
1939, pp. 93-94). Lenin claimed that contradictions among the cap-
italist powers were fundamental and could not be resolved, against
Kautsky's view that capitalism could go through a phase in which
capitalist states could maintain unity for a considerable period of time.

The successful operation of American hegemony for over a quarter-
century after the end of World War II supports Kautsky's forecast that
ultra-imperialism could be stable and contradicts Lenin's thesis that
capitalism made inter-imperialist war inevitable.6 It does not, however,
resolve the issue of whether ultra-imperialism could be maintained in
the absence of hegemony. An analysis of the contemporary situation
in Marxian terminology would hold that one form of ultra-imperi-
alism—American hegemony—is now breaking down, leading to in-
creased disorder, and that the issue at present is "whether all this will
ultimately result in a new capitalist world order, in a revolutionary
reconstitution of world society, or in the common ruin of the con-
tending classes and nations" (Arrighi, 1982, p. 108). The issue from
a Marxian standpoint is whether ultra-imperialism could be revived
by new efforts at inter-capitalist collaboration or, on the contrary,
whether fundamental contradictions in capitalism or in the coexistence
of capitalism with the state system prevent any such recovery.

The key question of this book—how international cooperation can
be maintained among the advanced capitalist states in the absence of
American hegemony—poses essentially the same problem. The view
taken here is similar to that of Kautsky and his followers, although
the terminology is different. My contention is that the common in-
terests of the leading capitalist states, bolstered by the effects of existing
international regimes (mostly created during a period of American
hegemony), are strong enough to make sustained cooperation possible,
though not inevitable. One need not go so far as Murray (1971) and

6 For a different interpretation of this debate, see Mandel (1974), pp. 332-42.
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Hymer (1972) in projecting the "internationalization of capital" to
understand the strong interests that capitalists have in maintaining
some cooperation in the midst of rivalry. Uneven development in the
context of a state system maintains rivalry and ensures that cooper-
ation wil l be incomplete and fragile (Chase-Dunn, 1981), but it does
not imply that the struggle must become violent or that compromises
that benefit all sides are impossible.

Despite the similarities between my concerns and those of many
Marxists, I do not adopt their categories in this study. Marxian ex-
plications of the "laws of capitalism" are not sufficiently well estab-
lished that they can be relied upon for inferences about relations among
states in the world political economy or for the analysis of future
international cooperation. Insofar as there are fundamental contra-
dictions in capitalism, they will surely have great impact on future
international cooperation; but the existence and nature of these con-
tradictions seem too murky to justify incorporating them into my
analytical framework.7

As this discussion indicates, Marxian insights into international he-
gemony derive in part from combining Realist conceptions of hegem-
ony as dominance with arguments about the contradictions of capi-
talism. But this is not the only Marxian contribution to the debate.
In the thought of Antonio Gramsci and his followers, hegemony is
distinguished from sheer dominance. As Robert W. Cox has expressed
it:

Antonio Gramsci used the concept of hegemony to express a
unity between objective material forces and ethico-political ideas—
in Marxian terms, a unity of structure and superstructure—in
which power based on dominance over production is rationalized
through an ideology incorporating compromise or consensus be-
tween dominant and subordinate groups (1977, p. 387). A heg-
emonial structure of world order is one in which power takes a
primarily consensual form, as distinguished from a non-heg-
emonic order in which there are manifestly rival powers and no

7 An example of the boldness of much of this Marxist literature, but also of its
ambiguities and lack of empirical support, is provided by the theory of "long waves,"
or "Kondratieff waves," which has been adopted by Mandel (1974) and has also been
taken up by non-Marxists such as Walt W. Rostow (1975). An excellent review essay
on this literature, which comes to the conclusion that attempts to identify or explain
long waves have "come to a dead end,'' can be found in Eklund (1980).
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power has been able to establish the legitimacy of its dominance
(1981, p. 153, n. 27).

The value of this conception of hegemony is that it helps us un-
derstand the willingness of the partners of a hegemon to defer to
hegemonial leadership. Hegemons require deference to enable them
to construct a structure of world capitalist order. It is too expensive,
and perhaps self-defeating, to achieve this by force; after all, the key
distinction between hegemony and imperialism is that a hegemon,
unlike an empire, does not dominate societies through a cumbersome
political superstructure, but rather supervises the relationships be-
tween politically independent societies through a combination of hier-
archies of control and the operation of markets (Wallerstein, 1974,
pp. 15-17). Hegemony rests on the subjective awareness by elites in
secondary states that they are benefiting, as well as on the willingness
of the hegemon itself to sacrifice tangible short-term benefits for in-
tangible long-term gains.

Valuable as the conception of ideological hegemony is in helping
us understand deference, it should be used with some caution. First,
we should not assume that leaders of secondary states are necessarily
the victims of "false consciousness" when they accept the hegemonic
ideology, or that they constitute a small, parasitical elite that betrays
the interests of the nation to its own selfish ends. It is useful to remind
ourselves, as Robert Gilpin has, that during both the Pax Britannica
and the Pax Americana countries other than the hegemon prospered,
and that indeed many of them grew faster than the hegemon itself
(1975, p. 85; 1981, pp. 175-85). Under some conditions—not nec-
essarily all—it may be not only in the self-interest of peripheral elites,
but conducive to the economic growth of their countries, for them to
defer to the hegemon.8

We may also be permitted to doubt that ideological hegemony is as
enduring internationally as it is domestically. The powerful ideology
of nationalism is not available for the hegemon, outside of its own

8 This is not to say that hegemony in general benefits small or weak countries. There
certainly is no assurance that this wil l be the case. Hegemons may prevent middle-sized
states from exploiting small ones and may construct a structure of order conducive to
world economic growth; but they may also exploit smaller states economically or distort
their patterns of autonomous development through economic, political, or military
intervention. The issue of whether hegemony helps poor countries cannot be answered
unconditionally, because too many other factors intervene. Until a more complex and
sophisticated theory of the relationships among hegemony, other factors, and welfare
is developed, it remains an empirically open question.
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country, but rather for its enemies. Opponents of hegemony can often
make nationalism the weapon of the weak and may also seek to invent
cosmopolitan ideologies that delegitimize hegemony, such as the cur-
rent ideology of a New International Economic Order, instead of going
along with legitimating ones. Thus the potential for challenges to
hegemonic ideology always exists.

CONCLUSIONS

Claims for the general validity of the theory of hegemonic stability
are often exaggerated. The dominance of a single great power may
contribute to order in world politics, in particular circumstances, but
it is not a sufficient condition and there is littl e reason to believe that
it is necessary. But Realist and Marxian arguments about hegemony
both generate some important insights, which will be incorporated
into the interpretation in Part III of the operation and decline of
hegemonic cooperation.

Hegemony is related in complex ways to cooperation and to insti-
tutions such as international regimes. Successful hegemonic leadership
itself depends on a certain form of asymmetrical cooperation. The
hegemon plays a distinctive role, providing its partners with leadership
in return for deference; but, unlike an imperial power, it cannot make
and enforce rules without a certain degree of consent from other
sovereign states. As the interwar experience illustrates, material pre-
dominance alone does not guarantee either stability or effective lead-
ership. Indeed, the hegemon may have to invest resources in institu-
tions in order to ensure that its preferred rules wil l guide the behavior
of other countries.

Cooperation may be fostered by hegemony, and hegemons require
cooperation to make and enforce rules. Hegemony and cooperation
are not alternatives; on the contrary, they are often found in symbiotic
relationships with one another. To analyze the relationships between
hegemony and cooperation, we need a conception of cooperation that
is somewhat tart rather than syrupy-sweet. It must take into account
the facts that coercion is always possible in world politics and that
conflicts of interest never vanish even when there are important shared
interests. As we wil l see in more detail in the next chapter, cooperation
should be defined not as the absence of conflict—which is always at
least a potentially important element of international relations—but
as a process that involves the use of discord to stimulate mutual ad-
justment.
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COOPERATION AND

INTERNATIONAL REGIMES

Hegemonic leadership can help to create a pattern of order. Coop-
eration is not antithetical to hegemony; on the contrary, hegemony
depends on a certain kind of asymmetrical cooperation, which suc-
cessful hegemons support and maintain. As we wil l see in more detail
in chapter 8, contemporary international economic regimes were con-
structed under the aegis of the United States after World War II. In
accounting for the creation of international regimes, hegemony often
plays an important role, even a crucial one.

Yet the relevance of hegemonic cooperation for the future is ques-
tionable. Chapter 9 shows that the United States is less preponderant
in material resources now than it was in the 1950s and early 1960s.
Equally important, the United States is less willin g than formerly to
define its interests in terms complementary to those of Europe and
Japan. The Europeans, in particular, are less inclined to defer to Amer-
ican initiatives, nor do they believe so strongly that they must do so
in order to obtain essential military protection against the Soviet Union.
Thus the subjective elements of American hegemony have been eroded
as much as the tangible power resources upon which hegemonic sys-
tems rest. But neither the Europeans nor the Japanese are likely to
have the capacity to become hegemonic powers themselves in the
foreseeable future.1

This prospect raises the issue of cooperation "after hegemony,"
which is the central theme of this book and especially of the theories
developed in Part II. It also leads back to a crucial tension between
economics and politics: international coordination of policy seems
highly beneficial in an interdependent world economy, but cooperation
in world politics is particularly difficult . One way to relax this tension
would be to deny the premise that international economic policy co-

1 Historically, as noted in chapter 1, hegemonies have usually arisen only after major
wars. The two principal modern powers that could be considered hegemonic leaders—
Britain after 1815 and the United States after 1945—both emerged victorious from
world conflicts. I am assuming, in regarding hegemony as unlikely in the foreseeable
future, that any world war would have such disastrous consequences that no country
would emerge as hegemonic over a world economy resembling that of the present. For
a discussion of the cycle of hegemony, see Gilpin (1981) and Modelski (1978 and 1982),
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ordination is valuable by assuming that international markets will
automatically yield optimal results (Corden, 1981). The decisive ob-
jection to this argument is that, in the absence of cooperation, gov-
ernments will interfere in markets unilaterally in pursuit of what they
regard as their own interests, whatever liberal economists may say.
They will intervene in foreign exchange markets, impose various re-
strictions on imports, subsidize favored domestic industries, and set
prices for commodities such as petroleum (Strange, 1979). Even if one
accepted cooperation to maintain free markets, but no other form of
policy coordination, the further objection could be raised that eco-
nomic market failure would be likely to occur (Cooper, 1983, pp. 45-
46). Suboptimal outcomes of transactions could result, for a variety
of reasons including problems of collective action. It would take an
ideological leap of faith to believe that free markets lead necessarily
to optimal results.

Rejecting the illusion that cooperation is never valuable in the world
political economy, we have to cope with the fact that it is very difficul t
to organize. One recourse would be to lapse into fatalism—acceptance
of destructive economic conflict as a result of political fragmentation.
Although this is a logically tenable position for those who believe in
the theory of hegemonic stability, even its most powerful theoretical
advocate shies away from its bleak normative implications (Gilpin,
1981). A fatalistic view is not taken here. Without ignoring the dif-
ficulties that beset attempts to coordinate policy in the absence of
hegemony, this book contends that nonhegemonic cooperation is pos-
sible, and that it can be facilitated by international regimes.

In making this argument, I wil l draw a distinction between the
creation of international regimes and their maintenance. Chapter 5
seeks to show that when shared interests are sufficiently important
and other key conditions are met, cooperation can emerge and regimes
can be created without hegemony. Yet this does not imply that regimes
can be created easily, much less that contemporary international eco-
nomic regimes actually came about in this way. In chapter 6 I argue
that international regimes are easier to maintain than to create, and
that recognition of this fact is crucial to understanding why they are
valued by governments. Regimes may be maintained, and may con-
tinue to foster cooperation, even under conditions that would not be
sufficiently benign to bring about their creation. Cooperation is pos-
sible after hegemony not only because shared interests can lead to the
creation of regimes, but also because the conditions for maintaining
existing international regimes are less demanding than those required
for creating them. Although hegemony helps to explain the creation
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of contemporary international regimes, the decline of hegemony does
not necessarily lead symmetrically to their decay.

This chapter analyzes the meaning of two key terms: "cooperation"
and "international regimes." It distinguishes cooperation from har-
mony as well as from discord, and it argues for the value of the concept
of international regimes as a way of understanding both cooperation
and discord. Together the concepts of cooperation and international
regimes help us clarify what we want to explain: how do patterns of
rule-guided policy coordination emerge, maintain themselves, and de-
cay in world politics?

HARMONY, COOPERATION, AND DISCORD

Cooperation must be distinguished from harmony. Harmony refers to
a situation in which actors' policies (pursued in their own self-interest
without regard for others) automatically facilitate the attainment of
others' goals. The classic example of harmony is the hypothetical
competitive-market world of the classical economists, in which the
Invisible Hand ensures that the pursuit of self-interest by each con-
tributes to the interest of all. In this idealized, unreal world, no one's
actions damage anyone else; there are no "negative externalities," in
the economists' jargon. Where harmony reigns, cooperation is unnec-
essary. It may even be injurious, if it means that certain individuals
conspire to exploit others. Adam Smith, for one, was very critical of
guilds and other conspiracies against freedom of trade (1776/1976).
Cooperation and harmony are by no means identical and ought not
to be confused with one another.

Cooperation requires that the actions of separate individuals or
organizations—which are not in pre-existent harmony—be brought
into conformity with one another through a process of negotiation,
which is often referred to as "policy coordination." Charles E. Lind-
blom has defined policy coordination as follows (1965, p. 227):

A set of decisions is coordinated if adjustments have been made
in them, such that the adverse consequences of any one decision
for other decisions are to a degree and in some frequency avoided,
reduced, or counterbalanced or overweighed.

Cooperation occurs when actors adjust their behavior to the actual
or anticipated preferences of others, through a process of policy co-
ordination. To summarize more formally, intergovernmental coop-
eration takes place when the policies actually followed by one gov-
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ernment are regarded by its partners as facilitating realization of their
own objectives, as the result of a process of policy coordination.

With this definition in mind, we can differentiate among coopera-
tion, harmony, and discord, as illustrated by figure 4.1. First, we ask
whether actors' policies automatically facilitate the attainment of others'
goals. If so, there is harmony: no adjustments need to take place. Yet
harmony is rare in world politics. Rousseau sought to account for this
rarity when he declared that even two countries guided by the General
Wil l in their internal affairs would come into conflict if they had
extensive contact with one another, since the General Will of each
would not be general for both. Each would have a partial, self-inter-
ested perspective on their mutual interactions. Even for Adam Smith,
efforts to ensure state security took precedence over measures to in-
crease national prosperity. In defending the Navigation Acts, Smith
declared: "As defence is of much more importance than opulence, the
act of navigation is, perhaps, the wisest of all the commercial regu-
lations of England" (1776/1976, p. 487). Waltz summarizes the point
by saying that "in anarchy there is no automatic harmony" (1959, p.
182).

Yet this insight tells us nothing definitive about the prospects for
cooperation. For this we need to ask a further question about situations
in which harmony does not exist. Are attempts made by actors (gov-
ernmental or nongovernmental) to adjust their policies to each others'
objectives? If no such attempts are made, the result is discord: a sit-
uation in which governments regard each others' policies as hindering
the attainment of their goals, and hold each other responsible for these
constraints.

Discord often leads to efforts to induce others to change their pol-
icies; when these attempts meet resistance, policy conflict results. In-
sofar as these attempts at policy adjustment succeed in making policies
more compatible, however, cooperation ensues. The policy coordi-
nation that leads to cooperation need not involve bargaining or ne-
gotiation at all. What Lindblom calls "adaptive" as opposed to "ma-
nipulative" adjustment can take place: one country may shift its policy
in the direction of another's preferences without regard for the effect
of its action on the other state, defer to the other country, or partially
shift its policy in order to avoid adverse consequences for its partner.
Or nonbargained manipulation—such as one actor confronting an-
other with a fait accompli—may occur (Lindblom, 1965, pp. 33-34
and ch. 4). Frequently, of course, negotiation and bargaining indeed
take place, often accompanied by other actions that are designed to
induce others to adjust their policies to one's own. Each government
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Figure 4.1. Harmony, Cooperation, and Discord

(before adjustments Each actor's policies Each actor's
of policy are made) (pursued without policies (pursued

regard for the without regard for
interests of others) the interests of
are regarded others) are
by others as regarded by others
facilitating the as hindering the
attainment of their attainment of
goals. their goals.

(after adjustments
have been made)

pursues what it perceives as its self-interest, but looks for bargains
that can benefit all parties to the deal, though not necessarily equally.

Harmony and cooperation are not usually distinguished from one
another so clearly. Yet, in the study of world politics, they should be.
Harmony is apolitical. No communication is necessary, and no influ-
ence need be exercised. Cooperation, by contrast, is highly political:
somehow, patterns of behavior must be altered. This change may be
accomplished through negative as well as positive inducements. In-
deed, studies of international crises, as well as game-theoretic exper-
iments and simulations, have shown that under a variety of conditions
strategies that involve threats and punishments as well as promises
and rewards are more effective in attaining cooperative outcomes than
those that rely entirely on persuasion and the force of good example
(Axelrod, 1981, 1984; Lebow, 1981; Snyder and Diesing, 1977).

Cooperation therefore does not imply an absence of conflict. On
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the contrary, it is typically mixed with conflict and reflects partially
successful efforts to overcome conflict, real or potential. Cooperation
takes place only in situations in which actors perceive that their policies
are actually or potentially in conflict, not where there is harmony.
Cooperation should not be viewed as the absence of conflict, but rather
as a reaction to conflict or potential conflict. Without the specter of
conflict, there is no need to cooperate.

The example of trade relations among friendly countries in a liberal
international political economy may help to illustrate this crucial point.
A naive observer, trained only to appreciate the overall welfare benefits
of trade, might assume that trade relations would be harmonious:
consumers in importing countries benefit from cheap foreign goods
and increased competition, and producers can increasingly take ad-
vantage of the division of labor as their export markets expand. But
harmony does not normally ensue. Discord on trade issues may prevail
because governments do not even seek to reduce the adverse conse-
quences of their own policies for others, but rather strive in certain
respects to increase the severity of those effects. Mercantilist govern-
ments have sought in the twentieth century as well as the seventeenth
to manipulate foreign trade, in conjunction with warfare, to damage
each other economically and to gain productive resources themselves
(Wilson, 1957; Hirschman, 1945/1980). Governments may desire
"positional goods," such as high status (Hirsch, 1976), and may there-
fore resist even mutually beneficial cooperation if it helps others more
than themselves. Yet even when neither power nor positional moti-
vations are present, and when all participants would benefit in the
aggregate from liberal trade, discord tends to predominate over har-
mony as the initial result of independent governmental action.

This occurs even under otherwise benign conditions because some
groups or industries are forced to incur adjustment costs as changes
in comparative advantage take place. Governments often respond to
the ensuing demands for protection by attempting, more or less ef-
fectively, to cushion the burdens of adjustment for groups and indus-
tries that are politically influential at home. Yet unilateral measures
to this effect almost always impose adjustment costs abroad, and
discord continually threatens. Governments enter into international
negotiations in order to reduce the conflict that would otherwise result.
Even substantial potential common benefits do not create harmony
when state power can be exercised on behalf of certain interests and
against others. In world politics, harmony tends to vanish: attainment
of the gains from pursuing complementary policies depends on co-
operation.

54



COOPERATION AND REGIMES

Observers of world politics who take power and conflict seriously
should be attracted to this way of defining cooperation, since my
definition does not relegate cooperation to the mythological world of
relations among equals in power. Hegemonic cooperation is not a
contradiction in terms. Defining cooperation in contrast to harmony
should, I hope, lead readers with a Realist orientation to take coop-
eration in world politics seriously rather than to dismiss it out of hand.
To Marxists who also believe in hegemonic power theories, however,
even this definition of cooperation may not seem to make it relevant
to the contemporary world political economy. From this perspective,
mutual policy adjustments cannot possibly resolve the contradictions
besetting the system because they are attributable to capitalism rather
than to problems of coordination among egoistic actors lacking com-
mon government. Attempts to resolve these contradictions through
international cooperation will merely transfer issues to a deeper and
even more intractable level. Thus it is not surprising that Marxian
analyses of the international political economy have, with few excep-
tions, avoided sustained examinations of the conditions under which
cooperation among major capitalist countries can take place. Marxists
see it as more important to expose relationships of exploitation and
conflict between major capitalist powers on the one hand and the
masses of people in the periphery of world capitalism on the other.
And, from a Leninist standpoint, to examine the conditions for inter-
national cooperation without first analyzing the contradictions of cap-
italism, and recognizing the irreconcilability of conflicts among cap-
italist countries, is a bourgeois error.

This is less an argument than a statement of faith. Since sustained
international coordination of macroeconomic policies has never been
tried, the statement that it would merely worsen the contradictions
facing the system is speculative. In view of the lack of evidence for it,
such a claim could even be considered rash. Indeed, one of the most
perceptive Marxian writers of recent years, Stephen Hymer (1972),
recognized explicitly that capitalists face problems of collective action
and argued that they were seeking, with at least temporary prospects
of success, to overcome them. As he recognized, any success in inter-
nationalizing capital could pose grave threats to socialist aspirations
and, at the very least, would shift contradictions to new points of
tension. Thus even were we to agree that the fundamental issue is
posed by the contradictions of capitalism rather than the tensions
inherent in a state system, it would be worthwhile to study the con-
ditions under which cooperation is likely to occur.
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INTERNATIONAL REGIMES AND COOPERATION

One way to study cooperation and discord would be to focus on
particular actions as the units of analysis. This would require the
systematic compilation of a data set composed of acts that could be
regarded as comparable and coded according to the degree of coop-
eration that they reflect. Such a strategy has some attractive features.
The problem with it, however, is that instances of cooperation and
discord could all too easily be isolated from the context of beliefs and
behavior within which they are embedded. This book does not view
cooperation atomistically as a set of discrete, isolated acts, but rather
seeks to understand patterns of cooperation in the world political
economy. Accordingly, we need to examine actors' expectations about
future patterns of interaction, their assumptions about the proper
nature of economic arrangements, and the kinds of political activities
they regard as legitimate. That is, we need to analyze cooperation
within the context of international institutions, broadly defined, as in
chapter 1, in terms of practices and expectations. Each act of coop-
eration or discord affects the beliefs, rules, and practices that form
the context for future actions. Each act must therefore be interpreted
as embedded within a chain of such acts and their successive cognitive
and institutional residues.

This argument parallels Clifford Geertz's discussion of how an-
thropologists should use the concept of culture to interpret the societies
they investigate. Geertz sees culture as the "webs of significance" that
people have created for themselves. On their surface, they are enig-
matical; the observer has to interpret them so that they make sense.
Culture, for Geertz, "is a context, something within which [social
events] can be intelligibly described" (1973, p. 14). It makes littl e sense
to describe naturalistically what goes on at a Balinese cock-fight unless
one understands the meaning of the event for Balinese culture. There
is not a world culture in the fullest sense, but even in world politics,
human beings spin webs of significance. They develop implicit stand-
ards for behavior, some of which emphasize the principle of sover-
eignty and legitimize the pursuit of self-interest, while others rely on
quite different principles. Any act of cooperation or apparent coop-
eration needs to be interpreted within the context of related actions,
and of prevailing expectations and shared beliefs, before its meaning
can be properly understood. Fragments of political behavior become
comprehensible when viewed as part of a larger mosaic.

The concept of international regime not only enables us to describe
patterns of cooperation; it also helps to account for both cooperation
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and discord. Although regimes themselves depend on conditions that
are conducive to interstate agreements, they may also facilitate further
efforts to coordinate policies. The next two chapters develop an ar-
gument about the functions of international regimes that shows how
they can affect the propensity even of egoistic governments to coop-
erate. To understand international cooperation, it is necessary to com-
prehend how institutions and rules not only reflect, but also affect,
the facts of world politics.

Defining and Identifying Regimes

When John Ruggie introduced the concept of international regimes
into the international politics literature in 1975, he defined a regime
as "a set of mutual expectations, rules and regulations, plans, organ-
izational energies and financial commitments, which have been ac-
cepted by a group of states" (p. 570). More recently, a collective
definition, worked out at a conference on the subject, defined inter-
national regimes as "sets of implicit or explicit principles, norms, rules
and decision-making procedures around which actors' expectations
converge in a given area of international relations. Principles are beliefs
of fact, causation, and rectitude. Norms are standards of behavior
defined in terms of rights and obligations. Rules are specific prescrip-
tions or proscriptions for action. Decision-making procedures are pre-
vailing practices for making and implementing collective choice"
(Krasner, 1983, p. 2).

This definition provides a useful starting-point for analysis, since it
begins with the general conception of regimes as social institutions
and explicates it further. The concept of norms, however, is ambig-
uous. It is important that we understand norms in this definition simply
as standards of behavior defined in terms of rights and obligations.
Another usage would distinguish norms from rules and principles by
stipulating that participants in a social system regard norms, but not
rules and principles, as morally binding regardless of considerations
of narrowly defined self-interest. But to include norms, thus defined,
in a definition of necessary regime characteristics would be to make
the conception of regimes based strictly on self-interest a contradiction
in terms. Since this book regards regimes as largely based on self-
interest, I wil l maintain a definition of norms simply as standards of
behavior, whether adopted on grounds of self-interest or otherwise.
Only in chapter 7 wil l the possibility again be taken seriously that
some regimes may contain norms and principles justified on the basis
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of values extending beyond self-interest, and regarded as obligatory
on moral grounds by governments.

The principles of regimes define, in general, the purposes that their
members are expected to pursue. For instance, the principles of the
postwar trade and monetary regimes have emphasized the value of
open, nondiscriminatory patterns of international economic transac-
tions; the fundamental principle of the nonproliferation regime is that
the spread of nuclear weapons is dangerous. Norms contain somewhat
clearer injunctions to members about legitimate and illegitimate be-
havior, still defining responsibilities and obligations in relatively gen-
eral terms. For instance, the norms of the General Agreement on Tariffs
and Trade (GATT) do not require that members resort to free trade
immediately, but incorporate injunctions to members to practice non-
discrimination and reciprocity and to move toward increased liber-
alization. Fundamental to the nonproliferation regime is the norm that
members of the regime should not act in ways that facilitate nuclear
proliferation.

The rules of a regime are difficul t to distinguish from its norms; at
the margin, they merge into one another. Rules are, however, more
specific: they indicate in more detail the specific rights and obligations
of members. Rules can be altered more easily than principles or norms,
since there may be more than one set of rules that can attain a given
set of purposes. Finally, at the same level of specificity as rules, but
referring to procedures rather than substances, the decisionmaking
procedures of regimes provide ways of implementing their principles
and altering their rules.

An example from the field of international monetary relations may
be helpful. The most important principle of the international balance-
of-payments regime since the end of World War II has been that of
liberalization of trade and payments. A key norm of the regime has
been the injunction to states not to manipulate their exchange rates
unilaterally for national advantage. Between 1958 and 1971 this norm
was realized through pegged exchange rates and procedures for con-
sultation in the event of change, supplemented with a variety of devices
to help governments avoid exchange-rate changes through a combi-
nation of borrowing and internal adjustment. After 1973 governments
have subscribed to the same norm, although it has been implemented
more informally and probably less effectively under a system of floating
exchange rates. Ruggie (1983b) has argued that the abstract principle
of liberalization, subject to constraints imposed by the acceptance of
the welfare state, has been maintained throughout the postwar period:
"embedded liberalism" continues, reflecting a fundamental element of
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continuity in the international balance-of-payments regime. The norm
of nonmanipulation has also been maintained, even though the specific
rules of the 1958-71 system having to do with adjustment have been
swept away.

The concept of international regime is complex because it is defined
in terms of four distinct components: principles, norms, rules, and
decisionmaking procedures. It is tempting to select one of these levels
of specificity—particularly, principles and norms or rules and proce-
dures—as the defining characteristic of regimes (Krasner, 1983; Rug-
gie, 1983b). Such an approach, however, creates a false dichotomy
between principles on the one hand and rules and procedures on the
other. As we have noted, at the margin norms and rules cannot be
sharply distinguished from each other. It is difficul t if not impossible
to tell the difference between an "implicit rule" of broad significance
and a well-understood, relatively specific operating principle. Both
rules and principles may affect expectations and even values. In a
strong international regime, the linkages between principles and rules
are likely to be tight. Indeed, it is precisely the linkages among prin-
ciples, norms, and rules that give regimes their legitimacy. Since rules,
norms, and principles are so closely intertwined, judgments about
whether changes in rules constitute changes of regime or merely changes
within regimes necessarily contain arbitrary elements.

Principles, norms, rules, and procedures all contain injunctions about
behavior: they prescribe certain actions and proscribe others. They
imply obligations, even though these obligations are not enforceable
through a hierarchical legal system. It clarifies the definition of regime,
therefore, to think of it in terms of injunctions of greater or lesser
specificity. Some are far-reaching and extremely important. They may
change only rarely. At the other extreme, injunctions may be merely
technical, matters of convenience that can be altered without great
political or economic impact. In-between are injunctions that are both
specific enough that violations of them are in principle identifiable and
that changes in them can be observed, and sufficiently significant that
changes in them make a difference for the behavior of actors and the
nature of the international political economy. It is these intermediate
injunctions—politically consequential but specific enough that viola-
tions and changes can be identified—that I take as the essence of
international regimes.2

2 Some authors have defined "regime" as equivalent to the conventional concept of
international system. For instance, Puchala and Hopkins (1983) claim that "a regime
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A brief examination of international oil regimes, and their injunc-
tions, may help us clarify this point. The pre-1939 international oil
regime was dominated by a small number of international firms and
contained explicit injunctions about where and under what conditions
companies could produce oil, and where and how they should market
it. The rules of the Red Line and Achnacarry or "As-Is" agreements
of 1928 reflected an "anti-competitive ethos": that is, the basic prin-
ciple that competition was destructive to the system and the norm that
firms should not engage in it (Turner, 1978, p. 30). This principle and
this norm both persisted after World War II, although an intergov-
ernmental regime with explicit rules was not established, owing to the
failure of the Anglo-American Petroleum Agreement (discussed in chapter
8). Injunctions against price-cutting were reflected more in the practices
of companies than in formal rules. Yet expectations and practices of
major actors were strongly affected by these injunctions, and in this
sense the criteria for a regime—albeit a weak one—were met. As
governments of producing countries became more assertive, however,
and as formerly domestic independent companies entered international
markets, these arrangements collapsed; after the mid-to-late 1960s,
there was no regime for the issue-area as a whole, since no injunctions
could be said to be accepted as obligatory by all influential actors.
Rather, there was a "tug of war" (Hirschman, 1981) in which all sides
resorted to self-help. The Organization of Petroleum Exporting Coun-
tries (OPEC) sought to create a producers' regime based on rules for
prorationing oil production, and consumers established an emergency
oil-sharing system in the new International Energy Agency to coun-
teract the threat of selective embargoes.

If we were to have paid attention only to the principle of avoiding
competition, we would have seen continuity: whatever the dominant
actors, they have always sought to cartelize the industry one way or
another. But to do so would be to miss the main point, which is that
momentous changes have occurred. At the other extreme, we could
have fixed our attention on very specific particular arrangements, such

exists in every substantive issue-area in international relations where there is discernibly
patterned behavior" (p. 63). To adopt this definition would be to make either "system"
or "regime'' a redundant term. At the opposite extreme, the concept of regime could
be limited to situations with genuine normative content, in which governments followed
regime rules instead of pursuing their own self-interests when the two conflicted. If this
course were chosen, the concept of regime would be just another way of expressing
ancient "idealist" sentiments in international relations. The category of regime would
become virtually empty. This dichotomy poses a false choice between using "regime"
as a new label for old patterns and defining regimes as Utopias. Either strategy would
make the term irrelevant.
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as the various joint ventures of the 1950s and 1960s or the specific
provisions for controlling output tried by OPEC after 1973, in which
case we would have observed a pattern of continual flux. The signif-
icance of the most important events—the demise of old cartel arrange-
ments, the undermining of the international majors' positions in the
1960s, and the rise of producing governments to a position of influence
in the 1970s—could have been missed. Only by focusing on the in-
termediate level of relatively specific but politically consequential in-
junctions, whether we call them rules, norms, or principles, does the
concept of regime help us identify major changes that require expla-
nation.

As our examples of money and oil suggest, we regard the scope of
international regimes as corresponding, in general, to the boundaries
of issue-areas, since governments establish regimes to deal with prob-
lems that they regard as so closely linked that they should be dealt
with together. Issue-areas are best defined as sets of issues that are in
fact dealt with in common negotiations and by the same, or closely
coordinated, bureaucracies, as opposed to issues that are dealt with
separately and in uncoordinated fashion. Since issue-areas depend on
actors' perceptions and behavior rather than on inherent qualities of
the subject-matters, their boundaries change gradually over time. Fifty
years ago, for instance, there was no oceans issue-area, since particular
questions now grouped under that heading were dealt with separately;
but there was an international monetary issue-area even then (Keohane
and Nye, 1977, ch. 4). Twenty years ago trade in cotton textiles had
an international regime of its own—the Long-Term Agreement on
Cotton Textiles—and was treated separately from trade in synthetic
fibers (Aggarwal, 1981). Issue-areas are defined and redefined by
changing patterns of human intervention; so are international regimes.

Self-Help and International Regimes

The injunctions of international regimes rarely affect economic
transactions directly: state institutions, rather than international or-
ganizations, impose tariffs and quotas, intervene in foreign exchange
markets, and manipulate oil prices through taxes and subsidies. If we
think about the impact of the principles, norms, rules, and decision-
making procedures of regimes, it becomes clear that insofar as they
have any effect at all, it must be exerted on national controls, and
especially on the specific interstate agreements that affect the exercise
of national controls (Aggarwal, 1981). International regimes must be
distinguished from these specific agreements; as we wil l see in chapter
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6, a major function of regimes is to facilitate the making of specific
cooperative agreements among governments.

Superficially, it could seem that since international regimes affect
national controls, the regimes are of superior importance—just as
federal laws in the United States frequently override state and local
legislation. Yet this would be a fundamentally misleading conclusion.
In a well-ordered society, the units of action—individuals in classic
liberal thought—live together within a framework of constitutional
principles that define property rights, establish who may control the
state, and specify the conditions under which subjects must obey gov-
ernmental regulations. In the United States, these principles establish
the supremacy of the federal government in a number of policy areas,
though not in all. But world politics is decentralized rather than hier-
archic: the prevailing principle of sovereignty means that states are
subject to no superior government (Ruggie, 1983a). The resulting
system is sometimes referred to as one of "self-help" (Waltz, 1979).

Sovereignty and self-help mean that the principles and rules of in-
ternational regimes will  necessarily be weaker than in domestic society.
In a civil society, these rules "specify terms of exchange" within the
framework of constitutional principles (North, 1981, p. 203). In world
politics, the principles, norms, and rules of regimes are necessarily
fragile because they risk coming into conflict with the principle of
sovereignty and the associated norm of self-help. They may promote
cooperation, but the fundamental basis of order on which they would
rest in a well-ordered society does not exist. They drift around without
being tied to the solid anchor of the state.

Yet even if the principles of sovereignty and self-help limit the degree
of confidence to be placed in international agreements, they do not
render cooperation impossible. Orthodox theory itself relies on mutual
interests to explain forms of cooperation that are used by states as
instruments of competition. According to balance-of-power theory,
cooperative endeavors such as political-military alliances necessarily
form in self-help systems (Waltz, 1979). Acts of cooperation are ac-
counted for on the grounds that mutual interests are sufficient to enable
states to overcome their suspicions of one another. But since even
orthodox theory relies on mutual interests, its advocates are on weak
ground in objecting to interpretations of system-wide cooperation along
these lines. There is no logical or empirical reason why mutual interests
in world politics should be limited to interests in combining forces
against adversaries. As economists emphasize, there can also be mutual
interests in securing efficiency gains from voluntary exchange or oli-
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gopolistic rewards from the creation and division of rents resulting
from the control and manipulation of markets.

International regimes should not be interpreted as elements of a new
international order "beyond the nation-state." They should be com-
prehended chiefly as arrangements motivated by self-interest: as com-
ponents of systems in which sovereignty remains a constitutive prin-
ciple. This means that, as Realists emphasize, they wil l be shaped
largely by their most powerful members, pursuing their own interests.
But regimes can also affect state interests, for the notion of self-interest
is itself elastic and largely subjective. Perceptions of self-interest depend
both on actors' expectations of the likely consequences that wil l follow
from particular actions and on their fundamental values. Regimes can
certainly affect expectations and may affect values as well. Far from
being contradicted by the view that international behavior is shaped
largely by power and interests, the concept of international regime is
consistent both with the importance of differential power and with a
sophisticated view of self-interest. Theories of regimes can incorporate
Realist insights about the role of power and interest, while also in-
dicating the inadequacy of theories that define interests so narrowly
that they fail to take the role of institutions into account.

Regimes not only are consistent with self-interest but may under
some conditions even be necessary to its effective pursuit. They facil-
itate the smooth operation of decentralized international political sys-
tems and therefore perform an important function for states. In a
world political economy characterized by growing interdependence,
they may become increasingly useful for governments that wish to
solve common problems and pursue complementary purposes without
subordinating themselves to hierarchical systems of control.

CONCLUSIONS

In this chapter international cooperation has been defined as a process
through which policies actually followed by governments come to be
regarded by their partners as facilitating realization of their own ob-
jectives, as the result of policy coordination. Cooperation involves
mutual adjustment and can only arise from conflict or potential con-
flict . It must therefore be distinguished from harmony. Discord, which
is the opposite of harmony, stimulates demands for policy adjustments,
which can either lead to cooperation or to continued, perhaps inten-
sified, discord.

Since international regimes reflect patterns of cooperation and dis-
cord over time, focusing on them leads us to examine long-term pat-
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terns of behavior, rather than treating acts of cooperation as isolated
events. Regimes consist of injunctions at various levels of generality,
ranging from principles to norms to highly specific rules and deci-
sionmaking procedures. By investigating the evolution of the norms
and rules of a regime over time, we can use the concept of international
regime both to explore continuity and to investigate change in the
world political economy.

From a theoretical standpoint, regimes can be viewed as intermediate
factors, or "intervening variables," between fundamental character-
istics of world politics such as the international distribution of power
on the one hand and the behavior of states and nonstate actors such
as multinational corporations on the other. The concept of interna-
tional regime helps us account for cooperation and discord. To un-
derstand the impact of regimes, it is not necessary to posit idealism
on the part of actors in world politics. On the contrary, the norms
and rules of regimes can exert an effect on behavior even if they do
not embody common ideals but are used by self-interested states and
corporations engaging in a process of mutual adjustment.
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RATIONAL-CHOICE AND

FUNCTIONAL EXPLANATIONS

A simple explanation for the failure of a given attempt at cooperation
in world politics is always available: that the interests of the states
involved were incompatible with one another. This would imply that
discord was a natural, if not inevitable, result of the characteristics of
the actors and their positions relative to one another. Indeed, on this
account, low levels of cooperation might still be Pareto-optimal; that
is, given the interests of the actors, there might be no more cooperative
solution that would make all of them better off.

This is one possible account of discord. But it reminds one uncom-
fortably of Voltaire's Candide, whose hero keeps proclaiming, in the
wake of terrible disasters, that all is for the best in this, the "best of
all possible worlds." It is difficult to prove that the frequent disasters
of international politics are not inherent in the interests of the actors;
but if we believed they were, we would be forced into the fatalistic
and ultimately absurd position that such events as World War I were
in the interests of the Austrian, German, and Russian empires, all of
which disappeared as a result of the conflict. More generally, this view
would have us believe, implausibly, that objective interests determine
world events regardless of the information available to governments
and transnational actors, their perceptions of likely consequences of
action, or the sequence of interactions in which they engage.

The implausibility of this view is reinforced by recent deductive
theories based on assumptions of rationality. Game theory and dis-
cussions of collective action emphasize that rational individuals who
would all benefit from cooperating may nevertheless be unable to do
so. For one reason or another, they may fail to coordinate their actions
to reach the desired position. Even if they are rational as individuals,
the group of which they are part wil l not necessarily behave as a
rational actor. To infer conflicting interests from discord, without
obtaining direct evidence on those alleged conflicts of interest, is there-
fore to run the risk of serious error (Hardin, 1982, p. 1). Actors may
fail to cooperate even when their interests are entirely identical. In
Shakespeare's Romeo and Juliet, for instance, Romeo and Juliet have
the same interest—to marry one another—but the inability of Friar
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John to deliver a message from Friar Laurence to Romeo leads to the
failure of Friar Laurence's plan and the death of both lovers.

The fact that attempts at cooperation may fail despite mutual in-
terests recalls our discussion of Institutionalist thought in chapter 1.
Institutionalist writers have always stressed that cooperation can be
fostered by institutions. This implies that actual cooperation, in the
absence of institutions, is often less than potential cooperation. It does
not, however, mean that cooperation is inevitable, or that it must
continue to increase.

Institutionalists have sometimes been inclined to proclaim the growth
of cooperation or even supranational authority, only to find their
theory apparently falsified as their hopes are dashed. Even when they
avoid excessive optimism, they have been bedeviled by ambiguity about
actors' motivations. Realists are at least clear about their assumptions:
states, the principal actors in world politics, are rational egoists. As
we saw in chapter 2, the assumption of egoism implies that the pref-
erences of actors in world politics are based on their assessments of
their own welfare, not that of others. The rationality assumption states
that they "seek to maximize value across a set of consistently ordered
objectives" (Snyder and Diesing, 1977, p. 81). These assumptions
permit Realist analysts to generate predictions about state behavior
on the basis of relatively sparse information about their environments.
Knowledge of the structure of the situation facing decisionmakers
provides the analyst with clues to state action, since leaders, being
rational egoists, will respond to the incentives and constraints provided
by the environment in ways calculated to increase the wealth, security,
and power of their states. Instead of having to do research on what
leaders are actually thinking, we can obtain the necessary information
merely by conducting thought-experiments in our own offices. As Hans
J. Morgenthau expressed it some years ago (1948/1966, p. 5):

[To understand foreign policy] we put ourselves in the position
of a statesman who must meet a certain problem of foreign policy
under certain circumstances, and we ask ourselves what the ra-
tional alternatives are from which a statesman may choose ...
and which of these rational alternatives this particular statesman,
acting under these circumstances, is likely to choose. It is the
testing of this rational hypothesis against the actual facts and their
consequences that gives meaning to the facts of international pol-
itics and makes a theory of politics possible.

Institutionalists are less explicit about their models of actor behav-
ior, since they have more complex ideas about "self-interest" and how
it can change. This ambiguity has led, unfortunately, to the common
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belief that because they believe in the possibility of cooperation, they
must "smuggle in" idealistic assumptions about motivations. Critics
can point to idealistic premises or to ambiguity in the works of some
writers who emphasize the role of institutions in promoting cooper-
ation, and dismiss their theory as based on illusions about people and
states.

My argument anticipates this objection by adopting the Realist model
of rational egoism. In this chapter and the next one I assume, with
the Realists, that actors are rational egoists. I propose to show, on the
basis of their own assumptions, that the characteristic pessimism of
Realism does not necessarily follow. I seek to demonstrate that Realist
assumptions about world politics are consistent with the formation of
institutionalized arrangements, containing rules and principles, which
promote cooperation. Once the argument has been established in this
way, it can be modified (as in chapter 7) by relaxing the key assump-
tions of rationality and egoism to allow for the impacts of bounded
rationality, changes in preferences, and empathy on state behavior.

SINGLE-PLAY PRISONERS' DILEMM A AND
THE PROBLEM OF COLLECTIVE ACTION

The difficulties of cooperating are illustrated best not by either purely
conflictual games (in which discord appears to be determined by the
structure of interests) or fundamentally cooperative ones (in which
only melodramatic bad luck or its equivalent can prevent cooperation),
but by what Thomas Schelling has called "mixed-motive games":
games characterized by a combination of "mutual dependence and
conflict, of partnership and competition" (1960/1980, p. 89). In these
games, both players can benefit from mutual cooperation, but each
can gain more from double-crossing the other one—that is, from "de-
fection."1

Several mixed-motive games have been identified as relevant to world
politics (Snyder and Diesing, 1977; Snidal, 1981; Oye, 1983b; Stein,

1 For purposes of exposition, this discussion uses game-theoretic terminology and
matrices to discuss the problem of collective action. It is important, however, to rec-
ognize that what Oran Young calls "manipulative" models of bargaining are equally
important for an exploration of this issue from the actors' standpoint. Manipulative
models emphasize "the presence of both strategic interaction and imperfect informa-
tion." As we wil l see later in this chapter, both of these conditions are highly relevant
to the problem of the functions performed by international regimes. On manipulative
models of bargaining, see Young, 1975, especially pp. 303-18, and Schelling, 1960/
1980 and 1978.
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1983). Of particular interest is the well-known game of "Prisoners'
Dilemma," since it demonstrates that under certain conditions rational
actors find themselves unable to reach a Pareto-optimal solution, de-
spite a certain degree of convergence of interests between them. Not
all situations in world politics or the international political economy
take the form of Prisoners' Dilemma, but many do, and the issues
posed by Prisoners' Dilemma are central to the problems of discord
and cooperation discussed in this book (Taylor, 1976).

Prisoners' Dilemma is based on the fable of two guilty partners in
crime who are being questioned separately by the District Attorney.
Each prisoner knows that if neither confesses, the DA will only have
sufficient evidence to convict them for misdemeanors, leading to thirty-
day prison terms for each. If both confess, however, they wil l each be
sentenced to a year in the penitentiary. This prospect might seem to
give both an incentive not to confess, except that the clever DA has
promised that if either confesses while the other refuses, the confessor
wil l not be prosecuted at all, while his recalcitrant partner is punished
severely with a five-year sentence.

Under these conditions, each prisoner recognizes that on grounds
of narrow self-interest he should confess whatever his partner does.
If his partner also confesses, his own confession at least saves him
from the punitive five-year sentence, and if his partner refuses to con-
fess, his own confession lets him go free (at his partner's expense)
rather than being convicted of a misdemeanor. As a result of these
calculations, we are urged to conclude that two rational, self-interested
individuals in such a situation wil l both confess and wil l receive prison
sentences that they could have avoided by cooperating with each other
and "stonewalling" the District Attorney. That is, to "defect" from
cooperating with one's partner (to confess to the DA) seems to be the
dominant strategy for both players.

A familiar game-theory matrix for Prisoners' Dilemma, with a nu-
merical example included, is provided below. If both players cooperate
with each other (not confessing to the DA), they receive the reward,
R. If they defect (both confess), they are punished, P. If one defects
while the other cooperates, the defector receives the benefit, T, of
succumbing to temptation and tricking his partner, while the coop-
erator receives the sucker payoff, S. To insure that an even chance of
exploiting or being exploited is worse than mutual cooperation, the
standard definition of Prisoners' Dilemma includes the provision that
the reward for cooperation is greater than twice the sum of the payoffs
for tricking the other actor and being the sucker.

The logic of collective action, as explained by Mancur Olson, Jr.
(1965), is similar in its essentials to this logic of Prisoners' Dilemma
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Prisoners ' Dilemm a

Column's Choice
COOPERATE DEFECT

Row's choice: COOPERATE   R, R (3, 3) S, T  (1, 4)

DEFECT                               T, S (4, 1 )               P, P (2, 2)

Payoff ordering:            T > R > P > S  Condition: R >(S + T)/2

(Hardin, 1982, ch. 2). In situations calling for collective action, co-
operation is necessary to obtain a good that (insofar as it is produced
at all) wil l be enjoyed by all members of a set of actors, whether they
have contributed to its provision or not. When each member's con-
tribution to the cost of the good is small as a proportion of its total
cost, self-interested individuals are likely to calculate that they are
better off by not contributing, since their contribution is costly to them
but has an imperceptible effect on whether the good is produced. Thus,
as in Prisoners' Dilemma, the dominant strategy for an egoistic indi-
vidualist is to defect, by not contributing to the production of the
good. Generalizing this calculation yields the conclusion that the col-
lective good wil l not be produced, or wil l be underproduced, despite
the fact that its value to the group is greater than its cost.

Both Prisoners' Dilemma and the problem of collective action have
great heuristic value. They warn us against the fallacy of composition,
which in world politics would lead us to believe that the sources of
discord must lie in the nature of the actors rather than in their patterns
of interaction. Prisoners' Dilemma and the logic of collective action
both suggest, on the contrary, the power of "third image" explana-
tions, which attribute causality to the nature of the international sys-
tem rather than the nature of states (Waltz, 1959). Both Prisoners'
Dilemma and collective action arguments focus attention on issues of
enforcement, commitment, and strategic interaction, all of which are
significant for world politics. Perhaps even more important, these models,
especially Prisoners' Dilemma, draw our attention to ways in which
barriers to information and communication in world politics can impede
cooperation and create discord even when common interests exist.

L IMITATION S OF RATIONAL -CHOICE MODELS:
CHOICE, ANOMIE, AND ETHICS

Single-play Prisoners' Dilemma is often taken as a paradigm for in-
ternational politics, showing why discord is prevalent and cooperation
rare. It is sometimes used also to support arguments that international
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institutions are doomed to futility . Such is not my argument. I seek
to show, in this chapter and the next, that if we use rational-choice
theory properly, we should expect a substantial amount of cooperation
in the international relations of the advanced market-economy coun-
tries, and that rational-choice theory and the theory of collective goods
help to show why institutions are significant in world politics, and
even crucial to successful cooperation. Before developing this argu-
ment, however, it is important to examine some objections to the use
of rational-choice theory in the first place.

The assumption of rational egoism creates an abstract, unreal world
for analysis. It can mislead us if we take premises for reality and seek
to apply our conclusion in a simple-minded way to the world that we
observe. Yet it is valuable as a simplifying assumption with which to
build theory, since it provides a baseline premised on a relatively
uncomplicated situation characterized by purely self-interested and
rational behavior. That is, rational-choice theory provides us with a
set of hypothetical expectations that we can then test against expe-
rience. Max Weber (1905/1949, pp. 166, 185-86) discussed such an
approach to "the logical analysis of history" when he argued that, "in
order to penetrate to the real causal interrelationships, we construct
unreal ones." We build what he called "ideal types." The construction
of unreal expectations based on assumptions of rational egoism con-
tributes to a causal analysis without committing us to the view that
the assumptions of the theory are necessarily true.

Thus rational-choice models have great value, but they cannot be
applied mechanically to world politics. Their assumptions can easily
be distorted in such a way as to do violence to reality. Insofar as this
is the case, their conclusions wil l not be compelling and may even be
profoundly misleading. Three important potential distortions of these
models are worth mentioning. First, we may assume too easily that
actors' decisions are in some meaningful sense voluntary, thus running
the risk of ignoring inequalities of power among actors. A second
pitfall is to equate the premise of egoism with an atomistic assumption
about the role of the individual in society. Finally, rationality may be
confused with egoism. All three of these potential distortions suggest
the need to be very careful in applying rational-choice theory to world
politics.

Choice and Constraint

Using rational-choice theory for the study of international coop-
eration implies that the relevant decisions of governments, and other
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actors, about whether to cooperate can be treated as if they were
voluntary. But the notion of "voluntary" action in a world in which
both military and economic instruments of coercion are available seems
problematical at best. Anyone who has thought about Hobbes's ten-
dentious discussion of "voluntary" agreements in Leviathan realizes
the dangers of casuistry entailed in applying voluntaristic analysis to
politics. Hobbes holds that, in the state of nature, covenants entered
into out of fear are obligatory; indeed, "even in commonwealths, if I
be forced to redeem myself from a thief by promising him money, I
am bound to pay it til l the civil law discharge me" (1651/1958, ch.
14, p. 117). Thus in a state of nature (which Hobbes asserts is the
condition of sovereigns relative to one another) I am bound by prom-
ises made under duress—with a gun at my head—since I have rationally
chosen to make these pledges rather than to be shot.

This odd notion that such severely constrained choices create moral
and political obligations is not inherent in rational-choice theory used
for positive analysis. But the focus of this theory on choice rather than
on prior constraints can be highly misleading if we are not careful;
we could assume that since our mode of analysis is voluntaristic, the
process is genuinely voluntaristic as well. My response to this problem
in analyzing international cooperation is to distinguish two aspects of
the process by which international regimes come into being: imposition
of constraints, and decisionmaking. Constraints are dictated both by
environmental factors such as geography and by powerful actors. Re-
gimes can be more or less "imposed"; that is, decisions to join them
can be more or less constrained by powerful actors (Young, 1983).

In formal terms, we could regard any regime as having been created
or maintained voluntarily in the Hobbesian sense: independent actors
with the ability to refuse consented to join it. But if these actors were
weak, acting under fear of invasion or economic collapse, most people
would not regard their accession as purely voluntary. In such a situ-
ation, we should focus first on the constraints unequally imposed on
actors before examining their choices. More generally, we need to be
aware that any agreement resulting from bargaining will be affected
by the different opportunity costs of alternatives faced by the various
actors—that is, by which party has the greater need for agreement
with the other (Harsanyi, 1962/1971; Hirschman, 1945/1980). Re-
lationships of power and dependence in world politics will therefore
be important determinants of the characteristics of international re-
gimes. Actors' choices wil l be constrained in such a way that the
preferences of the most powerful actors will be accorded the greatest
weight. Thus, in applying rational-choice theory to the formation and
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maintenance of international regimes, we have to be continually sen-
sitive to the structural context within which agreements are made.
Voluntary choice does not imply equality of situation; in explaining
outcomes, prior constraints may be more important than the process
of choice itself.

If we keep these prior restrictions on choice in mind, we can employ
rational-choice analysis in a sophisticated way without implying either
that actors are equal in power or that their actions are necessarily
voluntary in the sense of being unconstrained. We can use rational-
choice analysis to understand decisions to construct international re-
gimes while keeping in mind that a crucial part of the whole process—
the establishment of a context of power relations involving different
opportunity costs for different actors—has to be considered separately.
Indeed, used in a sophisticated way, rational-choice analysis should
draw our attention to constraints, since choices must be made within
a context of power as well as values. A constraint-choice approach
draws attention to the question of why disadvantaged actors join
international regimes even though they may receive fewer benefits than
other members—an issue ignored by arguments that regard certain
regimes as simply imposed. Weak actors as well as powerful actors
make choices that we need to understand, even if they make them
within more severe constraints.

In a voluntaristic rational-choice analysis, each actor is assumed to
have calculated that it wil l be at least as well off as a member of an
international regime as outside of it—given the prior structure of con-
straints. Otherwise, it would not have joined. Yet the importance of
prior constraints, and of the inequalities of power that lie behind them,
reminds us that the results of voluntary bargaining will not necessarily
be entirely benign. There is no guarantee that the formation of inter-
national regimes wil l yield overall welfare benefits. To strengthen their
bargaining positions, powerful actors may impose constraints on weaker
ones prior to formation of a new regime, or may threaten adverse
results if the weaker countries refuse to go along with a hegemonic
scheme. For instance, we wil l see in chapter 8 that during World War
II and in the immediate postwar years the United States controlled the
level of British financial reserves and tightened its grip on Middle
Eastern oil. Both of these measures made Britain more dependent on
American good wil l than otherwise, thus increasing the opportunity
costs of British resistance to American plans. From a liberal economic
standpoint, construction of a stable international monetary regime,
centered on the dollar, and of a nondiscriminatory trade regime pro-
vided welfare benefits for everyone; but elements of British society
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that sought maintenance of the Imperial Preference system (whether
for reasons of Empire or a desire to construct socialism) did not share
that view. Even some of those who agreed to the American terms
regarded adherence to these regimes as a lamentable and costly ne-
cessity rather than a beneficial opportunity (Block, 1977; Gardner,
1956/1980).

Even if the members of an international regime are content with its
arrangements, outsiders may suffer from its creation. Indeed, some
regimes (such as alliances or cartel-type regimes) are specifically de-
signed to impose costs on nonmembers. Although it would be difficul t
or perhaps impossible to compare these costs with the benefits to
members, there is no reason necessarily to assume that the benefits
would be greater than the costs. Since the point is often missed, it
should be underlined: although international regimes may be valuable
to their creators, they do not necessarily improve world welfare. They
are not ipso facto "good."

Egoism and Anomie

The second major pitfall in using rational-choice analysis to study
cooperation and discord in the contemporary world economy lies in
the danger that the assumption of rational egoism wil l be equated
with the assumption that actors are anomic individuals, outside of
human society. This premise, which as we wil l see is not intrinsically
necessary for rational-choice theory, is also Hobbesian. The players
exist in a state of nature with respect to one another. An obvious
aspect of this situation is that they are unable to enforce commitments.
But in a larger sense they are profoundly separate from one another,
not linked by shared experiences, ethical precepts, or expectations of
future interactions with identifiable individuals.

The apparently compelling conclusion of single-play Prisoners' Di-
lemma—that defecting is a dominant strategy—depends on this atom-
istic assumption. Players are assumed to be "possessive individualists"
(Macpherson, 1962; Ruggie, 1983a, p. 277). They are rational in the
calculating sense: they seek to maximize their expected utility, unin-
fluenced by ethical principles or standards of fairness. Yet egoistic
players linked by a common society, with expectations of interaction,
may act as if they shared ethical standards. Suppose, for instance, that
the two prisoners in our example were members of a society of crim-
inals such as the Mafia. Under these conditions, we would expect them
not to confess. This behavior would not necessarily reflect any irra-
tionality on their part, or any ethical principles, but rather result from
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the effects of their common membership in an ongoing organization
on their payoff matrices. To confess would be equivalent to signing
one's own death warrant: a confessor could expect to be murdered
on leaving prison, if not before. Thus the subjective game matrix for
these prisoners would be as follows:

Column
COOPERATE DEFECT

COOPERATE                   R, R (4, 4) S, T (3, 2)
Row

     DEFECT                               T,   S  (2,  3)                                P,   P  (1,  1)

This game is, of course, not Prisoners' Dilemma, despite the District
Attorney's attempt to make it such. Mutual cooperation—not con-
fessing—is the dominant strategy for both players, and the equilibrium
is therefore found in the upper-left cell at R, R.

Rationality and Ethics

Even when social ties are less cohesive and coercive than those of
the Mafia, apparent Prisoners' Dilemma games may have quite dif-
ferent payoff matrices if at least one player holds ethical views that
value cooperation and censure actions harmful to others. If Row is a
strongly ethical person who would be tormented by guilt for defecting
in response to an experimenter's temptation, while Column is the
anomic self-interested individual of game theory, the subjective matrix
of a supposedly Prisoners' Dilemma game would look like this:

Column

COOPERATE DEFECT

COOPERATE R, R (4, 3) S, T (3, 4)
Row

    DEFECT        T,  S  (2, 1 )                                P,  P (1,  2)

In this game, Row's dominant strategy is to cooperate, Column's
is to defect, and the outcome S, T is a stable equilibrium that neither
player has an incentive to alter. Row prefers being the "sucker" to
doing wrong.

By itself, this difference between players' ethics does not pose a
difficult y for rational-choice theory. We can understand Row's be-
havior as rational, since she tries to maximize her expected utility,
although she is not egotistical, since she incorporates others' prefer-
ences into her own utility function. Altruists and saints can be as
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rational as the crassest materialist or most resolute bully. It is the
assumption of egoism, not that of rationality, that their behavior vi-
olates. Theorists of rational choice sometimes fail to recognize this
fact, assuming on the contrary that such behavior must be the result
of irrationality rather than of a nonegoistic preference function. Hardin
(1982, pp. 117-24), for instance, labels as "extrarational" such activ-
ities as contributing, on Kantian moral grounds, to organizations pro-
moting one's view of the common good.

Rational-choice analysis does not necessarily imply that people are
egoists. But to use rational-choice logic one needs to make some as-
sumptions about the values and interests of the actors, precisely be-
cause the logic alone is empirically empty. Any rational-choice analysis
has to assume a prior context of power, expectations, values, and
conventions, which affect how interests are determined as well as what
calculations, given interests, are made (Field, 1981). We can just as
well assume that the actors are imbued with values transmitted by
society, or that they follow principles of fairness, as that they are pure
possessive individualists.

ITERATED PRISONERS' DILEMM A AND
COLLECTIVE ACTION IN SMAL L GROUPS

With these limitations of rational-choice theory in mind, we can con-
sider once again the game of Prisoners' Dilemma. The apparently
compelling conclusion referred to above—that defecting is a dominant
strategy—depends on the assumption that the game is only played
once, or at most a small number of times. If the game is played
repeatedly by the same players—that is, in "iterated" Prisoners' Di-
lemma—"it is generally agreed that players may rationally cooperate"
(Hardin, 1982, p. 145; see also Taylor, 1976, ch. 5).2 The essential
reason for this difference is that, in multiple-play Prisoners' Dilemma,
defection is in the long run unrewarding, since the short-run gains
thereby obtained wil l normally be outweighed by the mutual punish-
ment that wil l ensue over the long run. For cooperation to take place,
of course, future rewards must be valued; if , on the contrary, the

2 It is often held that any Prisoners' Dilemma game with a very large but finite number
of plays, known in advance, wil l lead to the same noncooperative solution as the single-
play game. But Russell Hardin (1982, pp. 145-50) has given strong reasons to believe
that rational players would not go through the contorted calculations necessary for this
perverse and self-defeating result to obtain; and it is certainly difficul t to believe that
ordinary players, outside of the theorist's office, would do so.

75



COOPERATION IN THEORY

players emphasize with Keynes that "in the long run we're all dead,"
they may prefer to defect to obtain better results in the present. In-
centives to cooperate also depend on the willingness of one's opponent
to retaliate against defection. When playing against a saint or a patsy,
it may pay to be a bully. Robert Axelrod (1981, 1984) has shown
that when future rewards are sufficiently valued, a strategy of "tit for
tat" does well in a variety of situations—in technical terms, it is robust
and collectively stable. A player following this strategy begins by co-
operating, then does whatever her opponent did on the last move,
retaliating for defection and reciprocating for acts of cooperation.
When both players use this strategy, complete mutual cooperation
results. Axelrod shows that, even among pure egoists, cooperation can
"emerge" if a large enough initial cluster of potential cooperators
exists.

As we noted in chapter 4, such cooperation need not involve any
negotiation at all, since mutual adjustment can take place without
direct communication between the participants. In this book, however,
we focus on coordination achieved through bargaining. Such bar-
gaining typically occurs not only in one bargaining episode but in
several, over a period of time. Negotiations on international monetary
arrangements, trade, and energy take place continuously and are ex-
pected to continue indefinitely into the future. Furthermore, the fact
that many closely related negotiations take place simultaneously in-
creases the "multiple-play" rather than "single-play" character of the
game. Usually, unlike the actors in Prisoners' Dilemma, governments
can reverse decisions to cooperate if they discover that their partners
are reneging on their own agreements. This possibility has an effect
similar to that of iteration of the game, since it reduces the incentives
to defect. Thus even insofar as international negotiations can be mod-
eled in the simple form of Prisoners' Dilemma—and we wil l see later
that to do so requires a number of questionable simplifying assump-
tions—the pessimistic standard conclusion of single-play Prisoners'
Dilemma does not follow (Wagner, 1983).

The theory of collective action can also help to account for coop-
eration. Olson concluded from his analysis that large groups seeking
to provide collective (public) goods should be extremely difficul t to
form, since each member would have an incentive not to contribute
to provision of the good. He argued, however, that small groups might
be "privileged"; that is, they might be able to provide such goods,
either because it was in the interests of a single actor to do so unilat-
erally or because a small number of individuals, who were able to
monitor each other's behavior and react strategically to one another,
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could do so. The latter situation is similar to that of iterated Prisoners'
Dilemma: when decisions to contribute are not made only once, but
are taken frequently over time, it may pay to cooperate because other-
wise one's partners may defect, leaving oneself worse off. Strategic
interaction, in a situation involving collective goods as well as in
Prisoners' Dilemma, can foster cooperation.

Contemporary international relations are beset by dilemmas of col-
lective action, but these dilemmas are rendered less intractable by the
small number of states involved. Even in global negotiations, the num-
ber of states does not exceed about one hundred and fifty , many of
which do not play significant roles. Among the advanced industrialized
countries, negotiations rarely depend on more than a few crucial par-
ticipants. For example, the institutionalized economic summits involve
only seven leaders, and the entire Organization of Economic Coop-
eration and Development (the umbrella organization for the advanced
industrialized countries) has only twenty-four members, of very un-
equal size and influence. Rather than having so many actors that the
contributions of each exert no effects on the propensity of others to
contribute, international political-economic bargaining among the ad-
vanced industrialized countries involves a small number of govern-
ments intensely interacting with one another and carefully monitoring
each other's behavior. Even if no hegemon exists, a small number of
strong actors may be able to accomplish this task together. As we saw
in chapter 3, there is nothing in Olson's theory that precludes effective
oligopolistic collaboration among a few actors, each of which monitors
and reacts to the behavior of each of the others.

Olson also argued that the success of certain large groups relying
on a diffuse membership to provide public goods was explained by
their provision of private goods as a by-product of membership. Farm-
ers joining the Farm Bureau, for instance, might not only contribute
to the collective good of lobbying for governmental benefits, but they
might also thereby gain access to cheap insurance or a farmers' co-
operative. Thus the logic of collective action would lead organizations
to seek to privatize some of what they provide.

International regimes frequently do the same thing (Oye, 1983b).
Duncan Snidal (1979) has pointed out that the benefits provided by
international regimes rarely meet the classic criteria for a public good:
impossibility of excluding noncontributors and jointness of supply
(additional consumption of the good by new consumers does not affect
others' consumption of it). For instance, only members of the Inter-
national Energy Agency are entitled to receive oil under the emergency
sharing arrangements, although other consumers may benefit if the
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IEA succeeds in deterring another producer embargo coupled with a
rapid rise in world petroleum prices. Only members of the Interna-
tional Monetary Fund (IMF) can borrow from the Fund, although
nonmembers may also be the beneficiaries of IMF action to stabilize
exchange rates or avoid a debt collapse. And the trade regime centered
on the General Agreement on Tariffs and Trade (GATT) is set up in
such a way that countries that refuse to accept the rules can be excluded
from benefits, in this case the benefits of most-favored-nation treat-
ment. Thus the theory of collective goods is as valuable in explaining
the forms that cooperation must take, to avoid problems of collective
action, as it is in accounting for discord.

Rational-choice analysis is used in this book not to reinforce the
conventional wisdom that cooperation must be rare in world politics,
but to show that it can be pursued even by purely rational, narrowly
self-interested governments, unmoved by idealistic concern for the
common good or by ideological commitment to a certain pattern of
international relations. That is, rational egoists can have incentives to
form international regimes. Prisoners' Dilemma and models of collec-
tive action help to demonstrate this point. So do less familiar but quite
suggestive approaches based on theories of market failure in econom-
ics, which will be discussed below. Together these theories based on
assumptions of rationality emphasize the significance of actors' rep-
utations and the importance of international institutions within which
repeated interactions among the same actors take place over a sub-
stantial period of time.

EGOISTIC COOPERATION AND THE CREATION
OF INTERNATIONAL REGIMES

We saw in chapter 3 that hegemonic powers may help to create in-
ternational regimes, although some reasons were given there to doubt
that hegemony was necessary for regime formation. The finding in
this chapter that cooperation can develop among egoists without a
hegemon reinforces those doubts by providing a stronger theoretical
basis for them. Whether a hegemon exists or not, international regimes
depend on the existence of patterns of common or complementary
interests that are perceived or capable of being perceived by political
actors. This makes common action to produce joint gains rational. A
hegemon may help to create shared interests by providing rewards for
cooperation and punishments for defection, but where no hegemon
exists, similar rewards and punishments can be provided if conditions
are favorable. Outcomes must be determined by a relatively small
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number of actors that can monitor each other's compliance with rules
and practices and that follow strategies making other governments'
welfare dependent on their continued compliance with agreements and
understandings.

Thus intensive interaction among a few players helps to substitute
for, or to supplement, the actions of a hegemon. As a hegemon's power
erodes, a gradual shift may take place from hegemonic to post-heg-
emonic cooperation. Increasingly, incentives to cooperate wil l depend
not only on the hegemon's responses but on those of other sizable
states. Such a transition may be difficul t in practice, since expectations
may lag behind reality; but nothing in rational-choice analysis renders
it impossible.

The ability to create cooperation when it is desired by governments
wil l also depend on existing patterns of regimes. The creation of new
international regimes may be facilitated by the mutual confidence cre-
ated by old ones. Regimes rarely emerge from chaos; on the contrary,
they are built on one another. We should therefore think as much
about the evolution of regimes as about their creation ex nihilo. This
intricate connection between the operation of old regimes and the
creation of new ones means that a functional analysis of regimes, such
as is developed in the rest of this chapter and in chapter 6, is crucial
for understanding not only why regimes are created and maintained,
but also how they evolve over time.

As we have seen, incentives to form international regimes depend
most fundamentally on the existence of shared interests. These interests
may reflect the gains to be obtained from exploiting others more
effectively—creating and sharing "rents"—as in raw material cartels.
But they may also be based on a mutual desire to increase the efficiency
of the exchanges in which they engage. In the latter case, it will matter
how dense is the "policy space": that is, how closely linked different
issues are to one another. The incentives to form international regimes
wil l be greater in dense policy spaces than in areas with lower issue
density, owing to the fact that ad hoc agreements in a dense policy
space will tend to interfere with one another, unless they are based
on a common set of principles and rules. Where issue density is low,
ad hoc agreements may well be sufficient; but where it is high, regimes
wil l reduce the costs of continually taking into account the effect of
one set of agreements on others. Each new agreement can be compared
more efficiently with a given set of rules and procedures than with
each other agreement; the existence of the regime establishes standards
for consistency. For this reason there is likely to be increasing demand
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for international regimes as interdependence grows and policy spaces
become more dense.

FUNCTIONAL EXPLANATIONS AND THEORIES
OF MARKET FAILURE

Taking a rational-choice approach to studying behavior directs our
attention in the first instance to the incentives facing actors. If we
assume rationality, asking why an actor behaved in a certain way is
equivalent to asking what its incentives were: that is, what were the
opportunity costs of its various alternative courses of action?3

Opportunity costs are determined by the nature of the environment
as well as by the characteristics of the actor. Institutions, interpreted
within a rational-choice framework, affect the context of choice and
therefore the opportunity costs of alternatives. In using rational-choice
analysis to study institutions, therefore, we are immediately led toward
a functional argument. According to this line of analysis, "institutions
are functional if reasonable men might create and maintain them in
order to meet social needs or achieve social goals" (Simon, 1978, p.
3). Economic reasoning, as Simon argues, can readily be "translated"
into the language of functional analysis and vice versa.

In general, functional explanations account for causes in terms of
their effects. That is, "the character of what is explained is determined
by its effect on what explains it" (Cohen, 1978, p. 278). So, for
example, investment is explained by profit, as in the statement "The
increased profitability of oil drilling has increased investment in the
oil industry." Of course, in a temporal sense investment is the cause
of profit, since profits follow successful investment. But in this func-
tional formulation the causal path is reversed: effect explains cause.
In our example, this inverse link between effect and cause is provided
by the rationality assumption; anticipated profits lead to investment.

Functional explanations in social theory, like the functional expla-
nations of international regimes developed in this chapter, are generally
post hoc in nature. We observe such institutions and then rationalize
their existence. Rational-choice theory, as applied to social institutions,
assumes that institutions can be accounted for by examining the in-
centives facing the actors who created and maintain them. Institutions
exist because they could have reasonably been expected to increase
the welfare of their creators.

3 I follow the definition of opportunity costs provided in the International Encyclo-
pedia of the Social Sciences (1968) by Alchian: the value of "the highest-valued op-
portunity necessarily forsaken" (p. 404).
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Nevertheless, functional arguments such as these must be used with
caution. Even if the institutions in question perform the functions
ascribed to them, they may have emerged for different reasons. For
instance, the fact that private property rights help individuals coor-
dinate their behavior under capitalism does not refute the arguments
of Marx or Rousseau that they were invented by people who sought
to exploit others rather than to cooperate with them (Heymann, 1973,
p. 872). Furthermore, functional arguments do not demonstrate either
that existing institutions had to emerge or that institutions that failed
to emerge would have been inferior. The crucial reason for inconclu-
siveness on this point is that these arguments do not consider whether
hypothetical alternative institutions could have performed just as well
or better. We have seen from the theory of collective action that
valuable institutions that would benefit a set of individuals wil l not
necessarily be created. Thus it is logically possible that institutions
superior to those that exist might have evolved under different con-
ditions. Functional arguments do not, therefore, establish that existing
institutions are uniquely well adapted to the interests of the actors
who maintain them. As Simon indicates, "this kind of argument may
demonstrate the sufficiency of a particular pattern for performing an
essential function, but cannot demonstrate its necessity—cannot show
that there may not be alternative, functionally equivalent, behavior
patterns that would satisfy the same need" (1978, p. 4).

Fortunately, functional analysis does not have to show that a given
set of institutions was uniquely well adapted to the environment in
order to make a causal argument. To demonstrate, for example, that
the limited liability corporation was invented to facilitate large-scale
economic projects would not require showing that it was the only
institution that could have done so. But a sound functional argument
does have to provide good reasons to believe in a causal connection
between the functions that an institution performs on the one hand
and its existence on the other. From this standpoint, the most impor-
tant danger lurking behind functional explanations is the post hoc
ergo propter hoc fallacy: institutions may be interpreted as having
arisen because of the functions they must have served, when they in
fact appeared for purely adventitious reasons.

One way of avoiding this fallacy is to show that the actors being
investigated are rational, and that the institutions and the social prac-
tices to be explained were designed to fulfil l anticipated functions. In
this way, effects can explain causes. For instance, we could say that
the formation of the International Energy Agency is explained by its
anticipated effects on the security of consumer governments' oil sup-
plies and the solidity of U.S.-centered alliances. The only other plau-
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sible way of guarding against the post hoc ergo propter hoc fallacy is
to demonstrate that those institutions and practices that fail to fulfil l
specified functional requirements will disappear as a result. Darwinian
theories of natural selection, and economic theories of marginal-cost
pricing in a competitive economy, rest on the latter logic. Dysfunc-
tional mutations, and firms that fail to follow marginal-cost pricing,
wil l vanish. In world politics, however, states rarely disappear. Thus
the functional argument as applied to our subject-matter must rest on
the premise of rational anticipation. Unless actors can be assumed to
anticipate the effects of their behavior, effects cannot possibly explain
causes, and understanding the functions of international regimes will
not help to explain their occurrence.4

In developing a functional theory of international regimes, I will
rely in part on the logic of Prisoners' Dilemma and theories of collective
action, as discussed above. But I wil l also make use of theories of
"market failure" as developed by contemporary economists. As we
wil l see, the concept of market failure will be helpful in building our
theory. Yet since this literature is unfamiliar to most students of world
politics, it is necessary at this point to explicate a few of its basic ideas.

Market failure refers to situations in which the outcomes of market-
mediated interactions are suboptimal, given the utility functions of
actors and the resources at their disposal. That is, agreements that
would be beneficial to all parties are not made. George Akerlof (1970)
has provided a telling example of this phenomenon in discussing the
"market for lemons." As Akerlof explains it, owners of defective used
cars ("lemons") have a greater incentive to sell their vehicles than do
owners of "creampuffs." Since prospective buyers know that they are
unable reliably to determine when a used car is a "lemon," they will
insist on paying less than the real value of a good-quality used car, in
order to adjust for the risk they run of being stuck with a sour one.
As a result, owners of good used cars will be unable to sell them for
their real value and may therefore be unwilling to sell them at the
discounted price that the market wil l bear. Some mutually profitable

4 G. A. Cohen makes it clear that the validity of functional explanations does not
depend on the validity of the doctrine of functionalism, as developed in anthropology
particularly by Malinowski and Radcliffe-Brown (1978, pp. 283-85). Cohen makes the
point that purposive (rational-choice) and Darwinian theory constitute the two major
forms of functional explanation, although he also argues, unconvincingly to me, that
"Lamarckian" and "self-deception" variants of functional theory can be identified (pp.
287-89). For a useful set of distinctions on functionalism, see Nagel, 1961, especially
"Functionalism and social science," pp. 520-35; for an argument justifying rules in
society in terms of their functions for coordinating human actions, see Heymann, 1973.
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trades wil l thus not take place: buyers who would purchase a good
used car at a given price, and sellers who would sell it at that price,
wil l be unable to consummate the deal because of what Akerlof calls
"quality uncertainty."

In situations of market failure, the difficulties are attributed not to
inadequacies of the actors themselves (who are presumed to be rational
utility-maximizers), but rather to the structure of the system and the
institutions, or lack thereof, that characterize it (Arrow, 1974)5. Spe-
cifi c attributes of the system impose transaction costs (including in-
formation costs) that create barriers to effective cooperation among
the actors. Thus institutional defects are responsible for failures of
coordination. To correct these defects, conscious institutional inno-
vation may be necessary. For instance, a useful innovation in the used-
car market is the institution of automobile dealers who have reputa-
tions in the community. Dealers with good reputations wil l be able to
sell cars at prices higher than those obtained by individuals who put
advertisements in the newspaper. The effect of dealers' reputations on
buyers' confidence may enable exchanges to take place between buyers
and sellers, intermediated by the dealers, that could not otherwise have
occurred.

The literatures on collective action, Prisoners' Dilemma, and market
failure all suggest the plausibility of a functional explanation for the
development of institutions. Institutions, according to this argument,
are formed as ways to overcome the deficiencies that make it impossible
to consummate even mutually beneficial agreements. Their anticipated
effects—whether these are welfare gains resulting from the sale of used
cars by a reliable dealer or benefits accruing to governments from
being able to concert their actions in the world political economy—
explain their causes.

CONCLUSIONS

In this chapter we have shown that rational-egoist models do not
necessarily predict that discord wil l prevail in relations among inde-
pendent actors in a situation of anarchy. On the contrary, it matters
a great deal not only whether anyone may be excluded from collectively

5 Collective goods theory, as discussed earlier in this chapter, identifies one class of
market-failure problems, which arise in part because the nature of the goods being
produced and the number of actors involved give rise to problems of transaction costs
and information such as those discussed below. As in the "market for lemons" example,
however, market failures can also occur without the goods involved being collective at
all.
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provided benefits, but whether interactions among the same players
can be expected to continue over time. If the egoists monitor each
other's behavior and if enough of them are willin g to cooperate on
condition that others cooperate as well, they may be able to adjust
their behavior to reduce discord. They may even create and maintain
principles, norms, rules, and procedures—institutions referred to in
this book as regimes. These regimes facilitate nonnegotiated adjust-
ment by providing guidelines for actors' behavior: in particular, as we
wil l see in chapter 7, regimes may provide "rules of thumb" for actors
laboring under the constraints of bounded rationality. But even for
classically rational actors engaged in bargaining, regimes can be useful
in helping them to achieve mutually beneficial agreements, as chapter
6 shows. Properly designed institutions can help egoists to cooperate
even in the absence of a hegemonic power.

Rational-choice analysis therefore helps us criticize, in its own terms,
Realism's bleak picture of the inevitability of either hegemony or con-
flict . By reexamining Realism in the light of rational-choice theory and
with sensitivity to the significance of international institutions, we can
become aware of its weaknesses as well as its strengths. We can strip
away some of the aura of verisimilitude that surrounds Realism and
reconsider the logical and empirical foundations of its claims to our
intellectual allegiance.
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A FUNCTIONAL THEORY OF
INTERNATIONAL REGIMES

Chapter 5 discussed how international regimes could be created and
emphasized their value for overcoming what could be called "political
market failure." Now we turn to a more detailed examination of this
argument by exploring why political market failure occurs and how
international regimes can help to overcome it. This investigation wil l
help us understand both why states often comply with regime rules
and why international regimes can be maintained even after the con-
ditions that facilitated their creation have disappeared. The functional
theory developed in this chapter wil l therefore suggest some reasons
to believe that even if U.S. hegemonic leadership may have been a
crucial factor in the creation of some contemporary international eco-
nomic regimes, the continuation of hegemony is not necessarily es-
sential for their continued viability.

POLITICAL MARKET FAILUR E
AND THE COASE THEOREM

Like imperfect markets, world politics is characterized by institutional
deficiencies that inhibit mutually advantageous cooperation. We have
noted the prevalence, in this self-help system, of conflicts of interest
between actors. In economic terms, these conflicts can be regarded as
arising in part from the existence of externalities: actors do not bear
the full costs, or receive the full benefits, of their own actions.1 Yet in
a famous article Ronald Coase (1960) argued that the presence of
externalities alone does not necessarily prevent effective coordination
among independent actors. Under certain conditions, declared Coase,
bargaining among these actors could lead to solutions that are Pareto-
optimal regardless of the rules of legal liability.

To illustrate the Coase theorem and its counter-intuitive result, sup-
pose that soot emitted by a paint factory is deposited by the wind
onto clothing hanging outdoors in the yard of an old-fashioned laun-
dry. Assume that the damage to the laundry is greater than the $20,000
it would cost the laundry to enclose its yard and install indoor drying

1 For an elaborated version of this definition, see Davis and North, 1971, p. 16.
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equipment; so if no other alternative were available, it would be worth-
while for the laundry to take these actions. Assume also, however,
that it would cost the paint factory only $10,000 to eliminate its
emissions of air pollutants. Social welfare would clearly be enhanced
by eliminating the pollution rather than by installing indoor drying
equipment, but in the absence of either governmental enforcement or
bargaining, the egoistic owner of the paint factory would have no
incentive to spend anything to achieve this result.

It has frequently been argued that this sort of situation requires
centralized governmental authority to provide the public good of clean
air. Thus if the laundry had an enforceable legal right to demand
compensation, the factory owner would have an incentive to invest
$10,000 in pollution control devices to avoid a $20,000 court judg-
ment. Coase argued, however, that the pollution would be cleaned up
equally efficiently even if the laundry had no such recourse. If the law,
or the existence of a decentralized self-help system, gave the factory
a right to pollute, the laundry owner could simply pay the factory
owner a sum greater than $10,000, but less than $20,000, to install
anti-soot equipment. Both parties would agree to some such bargain,
since both would benefit.

In either case, the externality of pollution would be eliminated. The
key difference would not be one of economic efficiency, but of dis-
tribution of benefits between the factory and the laundry. In a self-
help system, the laundry would have to pay between $10,000 and
$20,000 and the factory would reap a profit from its capacity to
pollute. But if legal liability rules were based on "the polluter pays
principle," the laundry would pay nothing and the factory would have
to invest $10,000 without reaping a financial return. Coase did not
dispute that rules of liability could be evaluated on grounds of fairness,
but insisted that, given his assumptions, efficient arrangements could
be consummated even where the rules of liability favored producers
of externalities rather than their victims.

The Coase theorem has frequently been used to show the efficacy
of bargaining without central authority, and it has occasionally been
applied specifically to international relations (Conybeare, 1980). The
principle of sovereignty in effect establishes rules of liability that put
the burden of externalities on those who suffer from them. The Coase
theorem could be interpreted, therefore, as predicting that problems
of collective action could easily be overcome in international politics
through bargaining and mutual adjustment—that is, through coop-
eration as we have defined it. The further inference could be drawn
that the discord observed must be the result of fundamental conflicts
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of interest rather than problems of coordination. The Coase theorem,
in other words, could be taken as minimizing the importance of Olson's
perverse logic of collective action or of the problems of coordination
emphasized by game theory. However, such a conclusion would be
incorrect for two compelling sets of reasons.

In the first place, Coase specified three crucial conditions for his
conclusion to hold. These were: a legal framework establishing liability
for actions, presumably supported by governmental authority; perfect
information; and zero transaction costs (including organization costs
and the costs of making side-payments). It is absolutely clear that none
of these conditions is met in world politics. World government does
not exist, making property rights and rules of legal liability fragile;
information is extremely costly and often held unequally by different
actors; transaction costs, including costs of organization and side-
payments, are often very high. Thus an inversion of the Coase theorem
would seem more appropriate to our subject. In the absence of the
conditions that Coase specified, coordination will often be thwarted
by dilemmas of collective action.

Second, recent critiques of Coase's argument reinforce the conclu-
sion that it cannot simply be applied to world politics, and suggest
further interesting implications about the functions of international
regimes. It has been shown on the basis of game theory that, with
more than two participants, the Coase theorem cannot necessarily be
demonstrated. Under certain conditions, there wil l be no stable so-
lution: any coalition that forms will be inferior, for at least one of its
members, to another possible coalition. The result is an infinite regress.
In game-theoretic terminology, the "core" of the game is empty. When
the core is empty, the assumption of zero transaction costs means that
agreement is hindered rather than facilitated: "in a world of zero
transaction costs, the inherent instability of all coalitions could result
in endless recontracting among the firms" (Aivazian and Callen, 1981,
p. 179; Veljanovski, 1982).

What do Coase and his critics together suggest about the conditions
for international cooperation through bargaining? First, it appears that
approximating Coase's first two conditions—that is, having a clear
legal framework establishing property rights and low-cost information
available in a roughly equal way to all parties—will tend to facilitate
cooperative solutions. But the implications of reducing transaction
costs are more complex. If transaction costs are too high, no bargains
wil l take place; but if they are too low, under certain conditions an
infinite series of unstable coalitions may form.

Inverting the Coase theorem allows us to analyze international in-
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stitutions largely as responses to problems of property rights, uncer-
tainty, and transaction costs. Without consciously designed institu-
tions, these problems will thwart attempts to cooperate in world politics
even when actors' interests are complementary. From the deficiency
of the "self-help system" (even from the perspective of purely self-
interested national actors) we derive a need for international regimes.
Insofar as they fil l this need, international regimes perform the func-
tions of establishing patterns of legal liability, providing relatively
symmetrical information, and arranging the costs of bargaining so that
specific agreements can more easily be made. Regimes are developed
in part because actors in world politics believe that with such arrange-
ments they will be able to make mutually beneficial agreements that
would otherwise be difficul t or impossible to attain.

This is to say that the architects of regimes anticipate that the regimes
wil l facilitate cooperation. Within the functional argument being con-
structed here, these expectations explain the formation of the regimes:
the anticipated effects of the regimes account for the actions of gov-
ernments that establish them. Governments believe that ad hoc at-
tempts to construct particular agreements, without a regime frame-
work, wil l yield inferior results compared to negotiations within the
framework of regimes. Following our inversion of the Coase theorem,
we can classify the reasons for this belief under the categories of legal
liabilit y (property rights), transaction costs, and problems of uncer-
tainty. We wil l consider these issues in turn.

Legal Liability

Since governments put a high value on the maintenance of their
own autonomy, it is usually impossible to establish international in-
stitutions that exercise authority over states. This fact is widely rec-
ognized by officials of international organizations and their advocates
in national governments as well as by scholars. It would therefore be
mistaken to regard international regimes, or the organizations that
constitute elements of them, as characteristically unsuccessful attempts
to institutionalize centralized authority in world politics. They cannot
establish patterns of legal liability that are as solid as those developed
within well-ordered societies, and their architects are well aware of
this limitation.

Of course, the lack of a hierarchical structure of world politics does
not prevent regimes from developing bits and pieces of law (Henkin,
1979, pp. 13-22). But the principal significance of international re-
gimes does not lie in their formal legal status, since any patterns of
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legal liability and property rights established in world politics are
subject to being overturned by the actions of sovereign states. Inter-
national regimes are more like the "quasi-agreements" that William
Fellner (1949) discusses when analyzing the behavior of oligopolistic
firms than they are like governments. These quasi-agreements are le-
gally unenforceable but, like contracts, help to organize relationships
in mutually beneficial ways (Lowry, 1979, p. 276). Regimes also re-
semble conventions: practices, regarded as common knowledge in a
community, that actors conform to not because they are uniquely best,
but because others conform to them as well (Hardin, 1982; Lewis,
1969; Young, 1983). What these arrangements have in common is
that they are designed not to implement centralized enforcement of
agreements, but rather to establish stable mutual expectations about
others' patterns of behavior and to develop working relationships that
wil l allow the parties to adapt their practices to new situations. Con-
tracts, conventions, and quasi-agreements provide information and
generate patterns of transaction costs: costs of reneging on commit-
ments are increased, and the costs of operating within these frame-
works are reduced.

Both these arrangements and international regimes are often weak
and fragile. Like contracts and quasi-agreements, international regimes
are frequently altered: their rules are changed, bent, or broken to meet
the exigencies of the moment. They are rarely enforced automatically,
and they are not self-executing. Indeed, they are often matters for
negotiation and renegotiation. As Puchala has argued, "attempts to
enforce EEC regulations open political cleavages up and down the
supranational-to-local continuum and spark intense politicking along
the cleavage lines" (1975, p. 509).

Transaction Costs

Like oligopolistic quasi-agreements, international regimes alter the
relative costs of transactions. Certain agreements are forbidden. Under
the provisions of the General Agreement on Tariffs and Trade (GATT),
for instance, it is not permitted to make discriminatory trade arrange-
ments except under specific conditions. Since there is no centralized
government, states can nevertheless implement such actions, but their
lack of legitimacy means that such measures are likely to be costly.
Under GATT rules, for instance, retaliation against such behavior is
justified. By elevating injunctions to the level of principles and rules,
furthermore, regimes construct linkages between issues. No longer
does a specific discriminatory agreement constitute merely a particular
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act without general significance; on the contrary, it becomes a "vio-
lation of GATT" with serious implications for a large number of other
issues. In the terms of Prisoners' Dilemma, the situation has been
transformed from a single-play to an iterated game. In market-failure
terms, the transaction costs of certain possible bargains have been
increased, while the costs of others have been reduced. In either case,
the result is the same: incentives to violate regime principles are re-
duced. International regimes reduce transaction costs of legitimate
bargains and increase them for illegitimate ones.

International regimes also affect transaction costs in the more mun-
dane sense of making it cheaper for governments to get together to
negotiate agreements. It is more convenient to make agreements within
a regime than outside of one. International economic regimes usually
incorporate international organizations that provide forums for meet-
ings and secretariats that can act as catalysts for agreement. Insofar
as their principles and rules can be applied to a wide variety of par-
ticular issues, they are efficient: establishing the rules and principles
at the outset makes it unnecessary to renegotiate them each time a
specific question arises.

International regimes thus allow governments to take advantage of
potential economies of scale. Once a regime has been established, the
marginal cost of dealing with each additional issue will be lower than
it would be without a regime. As we saw in chapter 5, if a policy area
is sufficiently dense, establishing a regime will be worthwhile. Up to
a point there may even be what economists call "increasing returns
to scale." In such a situation, each additional issue could be included
under the regime at lower cost than the previous one. As Samuelson
notes, in modern economies, "increasing returns is the prime case of
deviations from perfect competition" (1967, p. 117). In world politics,
we should expect increasing returns to scale to lead to more extensive
international regimes.

In view of the benefits of economies of scale, it is not surprising
that specific agreements tend to be "nested" within regimes. For in-
stance, an agreement by the United States, Japan, and the European
Community in the Multilateral Trade Negotiations to reduce a par-
ticular tariff will be affected by the rules and principles of GATT—
that is, by the trade regime. The trade regime, in turn, is nested within
a set of other arrangements, including those for monetary relations,
energy, foreign investment, aid to developing countries, and other
issues, which together constitute a complex and interlinked pattern of
relations among the advance market-economy countries. These, in
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turn, are related to military-security relations among the major states.2

The nesting patterns of international regimes affect transaction costs
by making it easier or more difficul t to link particular issues and to
arrange side-payments, giving someone something on one issue in
return for her help on another.3 Clustering of issues under a regime
facilitates side-payments among these issues: more potential quids are
available for the quo. Without international regimes linking clusters
of issues to one another, side-payments and linkages would be difficul t
to arrange in world politics; in the absence of a price system for the
exchange of favors, institutional barriers would hinder the construc-
tion of mutually beneficial bargains.

Suppose, for instance, that each issue were handled separately from
all others, by a different governmental bureau in each country. Since
a side-payment or linkage always means that a government must give
up something on one dimension to get something on another, there
would always be a bureaucratic loser within each government. Bureaus
that would lose from proposed side-payments, on issues that matter
to them, would be unlikely to bear the costs of these linkages willingl y
on the basis of other agencies' claims that the national interest required
it.

Of course, each issue is not considered separately by a different
governmental department or bureau. On the contrary, issues are grouped
together, in functionally organized departments such as Treasury,
Commerce, and Energy (in the United States). Furthermore, how gov-
ernments organize themselves to deal with foreign policy is affected
by how issues are organized internationally; issues considered by dif-
ferent regimes are often dealt with by different bureaucracies at home.
Linkages and side-payments among issues grouped in the same regime
thus become easier, since the necessary internal tradeoffs wil l tend to
take place within rather than across bureaus; but linkages among issues
falling into different regimes wil l remain difficult , or even become more
so (since the natural linkages on those issues wil l be with issues within
the same regime).

Insofar as issues are dealt with separately from one another on the
international level, it is often hard, in simply bureaucratic terms, to
arrange for them to be considered together. There are bound to be

2 For the idea of "nesting," I am indebted to Aggarwal (1981). Snidal (1981) also
relies on this concept, which was used in a similar context some years ago by Barkun
(1968), p. 17.

3 On linkage, see especially the work of Kenneth A. Oye (1979, 1983b). See also
Stein, 1980, and Tollison and Willett, 1979.
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difficulties in coordinating policies of different international organi-
zations—GATT, the IMF, and the IEA all have different memberships
and different operating styles—in addition to the resistance that wil l
appear to such a move within member governments. Within regimes,
by contrast, side-payments are facilitated by the fact that regimes bring
together negotiators to consider sets of issues that may well lie within
the negotiators' bureaucratic bailiwicks at home. GATT negotiations,
as well as deliberations on the international monetary system, have
been characterized by extensive bargaining over side-payments and
the politics of issue-linkage (Hutton, 1975). The well-known literature
on "spillover" in bargaining, relating to the European Community
and other integration schemes, can also be interpreted as concerned
with side-payments. According to these writings, expectations that an
integration arrangement can be expanded to new issue-areas permit
the broadening of potential side-payments, thus facilitating agreement
(Haas, 1958).

We conclude that international regimes affect the costs of trans-
actions. The value of a potential agreement to its prospective partic-
ipants wil l depend, in part, on how consistent it is with principles of
legitimacy embodied in international regimes. Transactions that vio-
late these principles wil l be costly. Regimes also affect bureaucratic
costs of transactions: successful regimes organize issue-areas so that
productive linkages (those that facilitate agreements consistent with
the principles of the regime) are facilitated, while destructive linkages
and bargains that are inconsistent with regime principles are discour-
aged.

Uncertainty and Information

From the perspective of market-failure theories, the informational
functions of regimes are the most important of all. Recall that what
Akerlof called "quality uncertainty" was the crucial problem in the
"market for lemons" example. Even in games of pure coordination
with stable equilibria, this may be a problem. Conventions—com-
muters meeting under the clock at Grand Central Station, suburban
families on a shopping trip "meeting at the car"—become important.
But in simple games of coordination, severe information problems are
not embedded in the structure of relationships, since actors have in-
centives to reveal information and their own preferences fully to one
another. In these games the problem is to reach some point of agree-
ment; but it may not matter much which of several possible points is
chosen (Schelling, 1960/1978). Conventions are important and inge-
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nuity may be required, but serious systemic impediments to the ac-
quisition and exchange of information are lacking (Lewis, 1969; Young,
1983).

Yet as we have seen in our discussions of collective action and
Prisoners' Dilemma, many situations—both in game theory and in
world politics—are characterized by conflicts of interest as well as
common interests. In such situations, actors have to worry about being
deceived and double-crossed, just as the buyer of a used car has to
guard against purchasing a "lemon." The literature on market failure
elaborates on its most fundamental contention—that, in the absence
of appropriate institutions, some mutually advantageous bargains will
not be made because of uncertainty—by pointing to three particularly
important sources of difficulty: asymmetrical information; moral haz-
ard; and irresponsibility.

ASYMMETRICAL INFORMATION

Some actors may know more about a situation than others. Expecting
that the resulting bargains would be unfair, "outsiders" wil l be re-
luctant to make agreements with "insiders" (Williamson, 1975, pp.
31-33). This is essentially the problem of "quality uncertainty" as
discussed by Akerlof. Recall that this is a problem not merely of
insufficient information, but rather of systematically biased patterns
of information, which are recognized in advance of any agreement
both by the holder of more information (the seller of the used car)
and by its less well-informed prospective partner (the potential buyer
of the "lemon" or "creampuff," as the case may be). Awareness that
others have greater knowledge than oneself, and are therefore capable
of manipulating a relationship or even engaging successful deception
and double-cross, is a barrier to making agreements. When this sus-
picion is unfounded—that is, the agreement would be mutually ben-
efical—it is an obstacle to improving welfare through cooperation.

This problem of asymmetrical information only appears when dis-
honest behavior is possible. In a society of saints, communication
would be open and no one would take advantage of superior infor-
mation. In our imperfect world, however, asymmetries of information
are not rectified simply by communication. Not all communication
reduces uncertainty, since communication may lead to asymmetrical
or unfair bargaining outcomes as a result of deception. Effective com-
munication is not measured well by the amount of talking that used-
car salespersons do to customers or that governmental officials do to
one another in negotiating international regimes! The information that
is required in entering into an international regime is not merely in-
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formation about other governments' resources and formal negotiating
positions, but also accurate knowledge of their future positions. In
part, this is a matter of estimating whether they wil l keep their com-
mitments. As the "market for lemons" example suggests, and as we
wil l see in more detail below, a government's reputation therefore
becomes an important asset in persuading others to enter into agree-
ments with it. International regimes help governments to assess others'
reputations by providing standards of behavior against which per-
formance can be measured, by linking these standards to specific issues,
and by providing forums, often through international organizations,
in which these evaluations can be made.4 Regimes may also include
international organizations whose secretariats act not only as media-
tors but as providers of unbiased information that is made available,
more or less equally to all members. By reducing asymmetries of in-
formation through a process of upgrading the general level of available
information, international regimes reduce uncertainty. Agreements based
on misapprehension and deception may be avoided; mutually bene-
ficial agreements are more likely to be made.

Regimes provide information to members, thereby reducing risks of
making agreements. But the information provided by a regime may
be insufficiently detailed. A government may require precise infor-
mation about its prospective partners' internal evaluations of a par-
ticular situation, their intentions, the intensity of their preferences, and
their willingness to adhere to an agreement even in adverse future
circumstances. Governments also need to know whether other partic-
ipants wil l follow the spirit as well as the letter of agreements, whether
they wil l share the burden of adjustment to unexpected adverse change,
and whether they are likely to seek to strengthen the regime in the
future.

The significance of asymmetrical information and quality uncer-
tainty in theories of market failure therefore calls attention to the
importance not only of international regimes but also of variations in
the degree of closure of different states' decisionmaking processes.
Some governments maintain secrecy much more zealously than others.
American officials, for example, often lament that the U.S. government

4 This point was suggested to me by reading Elizabeth Colson's account of how
stateless societies reach consensus on the character of individuals: through discussions
and gossip that allow people to "apply the standards of performance in particular roles
in making an overall judgement about the total person; this in turn allows them to
predict future behavior" (1974, p. 53).
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leaks information "like a sieve" and claim that this openness puts the
United States at a disadvantage vis-à-vis its rivals.

Surely there are disadvantages in openness. The real or apparent
incoherence in policy that often accompanies it may lead the open
government's partners to view it as unreliable because its top leaders,
whatever their intentions, are incapable of carrying out their agree-
ments. A cacophony of messages may render all of them uninterpret-
able. But some reflection on the problem of making agreements in
world politics suggests that there are advantages for the open govern-
ment that cannot be duplicated by countries with more tightly closed
bureaucracies. Governments that cannot provide detailed and reliable
information about their intentions—for instance, because their deci-
sionmaking processes are closed to the outside world and their officials
are prevented from developing frank informal relationships with their
foreign counterparts—may be unable convincingly to persuade their
potential partners of their commitment to the contemplated arrange-
ments. Observers from other countries wil l be uncertain about the
genuineness of officials' enthusiasm or the depth of their support for
the cooperative scheme under consideration. These potential partners
wil l therefore insist on discounting the value of prospective agreements
to take account of their uncertainty. As in the "market for lemons,"
some potential agreements, which would be beneficial to all parties,
wil l not be made because of "quality uncertainty"—about the quality
of the closed government's commitment to the accord.5

MORAL HAZARD

Agreements may alter incentives in such a way as to encourage less
cooperative behavior. Insurance companies face this problem of "moral
hazard." Property insurance, for instance, may make people less care-
ful with their property and therefore increase the risk of loss (Arrow,
1974). The problem of moral hazard arises quite sharply in interna-
tional banking. The solvency of a major country's largest banks may
be essential to its financial system, or even to the stability of the entire
international banking network. As a result, the country's central bank

5 In 1960 Thomas Schelling made a similar argument about the problem of surprise
attack. Asking how we would prove that we were not planning a surprise attack if the
Russians suspected we were, he observed that "evidently it is not going to be enough
just to tell the truth. ... There has to be some way of authenticating certain facts, the
facts presumably involving the disposition of forces" (p. 247). To authenticate facts
requires becoming more open to external monitoring as a way of alleviating what
Akerlof later called "quality uncertainty."
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may have to intervene if one of these banks is threatened. The U.S.
Federal Reserve, for instance, could hardly stand idly by while the
Bank of America or Citibank became unable to meet its liabilities. Yet
this responsibility creates a problem of moral hazard, since the largest
banks, in effect, have automatic insurance against disastrous conse-
quences of risky but (in the short-run at least) profitable loans. They
have incentives to follow risk-seeking rather than risk-averse behavior
at the expense of the central bank (Hirsch, 1977).

IRRESPONSIBILITY

Some actors may be irresponsible, making commitments that they may
not be able to carry out. Governments or firms may enter into agree-
ments that they intend to keep, assuming that the environment wil l
continue to be benign; if adversity sets in, they may be unable to keep
their commitments. Banks regularly face this problem, leading them
to devise standards of creditworthiness. Large governments trying to
gain adherents to international agreements may face similar difficul -
ties: countries that are enthusiastic about cooperation are likely to be
those that expect to gain more, proportionately, than they contribute.
This is a problem of self-selection, as discussed in the market-failure
literature. For instance, if rates are not properly adjusted, people with
high risks of heart attack wil l seek lif e insurance more avidly that
those with longer lif e expectancies; people who purchased "lemons"
wil l tend to sell them earlier on the used-car market than people with
"creampuffs" (Akerlof, 1970; Arrow, 1974). In international politics,
self-selection means that for certain types of activities—such as sharing
research and development information—weak states (with much to
gain but littl e to give) may have more incentive to participate than
strong ones, but less incentive actually to spend funds on research and
development.6 Without the strong states, the enterprise as a whole will
fail.

From the perspective of the outside observer, irresponsibility is an
aspect of the problem of public goods and free-riding; but from the
standpoint of the actor trying to determine whether to rely on a po-
tentially irresponsible partner, it is a problem of uncertainty. Either
way, informational costs and asymmetries may prevent mutually ben-
eficial agreement.

6 Bobrow and Kudrle found evidence of severe problems of collective goods in the
lEA's energy research and development program, suggesting that "commercial interests
and other national rivalries appear to have blocked extensive international cooperation"
(1979, p. 170).
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Regimes and Market Failure

International regimes help states to deal with all of these problems.
As the principles and rules of a regime reduce the range of expected
behavior, uncertainty declines, and as information becomes more widely
available, the asymmetry of its distribution is likely to lessen. Ar-
rangements within regimes to monitor actors' behavior—discussed
more fully below under the heading of "compliance"—mitigate prob-
lems of moral hazard. Linkages among particular issues within the
context of regimes raise the costs of deception and irresponsibility,
since the consequences of such behavior are likely to extend beyond
the issue on which they are manifested. Close ties among officials
involved in managing international regimes increase the ability of gov-
ernments to make mutually beneficial agreements, because intergov-
ernmental relationships characterized by ongoing communication among
working-level officials, informal as well as formal, are inherently more
conducive to exchange of information than are traditional relation-
ships between closed bureaucracies. In general, regimes make it more
sensible to cooperate by lowering the likelihood of being double-crossed.
Whether we view this problem through the lens of game theory or
that of market failure, the central conclusion is the same: international
regimes can facilitate cooperation by reducing uncertainty. Like in-
ternational law, broadly defined, their function is "to make human
actions conform to predictable patterns so that contemplated actions
can go forward with some hope of achieving a rational relationship
between means and ends" (Barkun, 1968, p. 154).

Thus international regimes are useful to governments. Far from
being threats to governments (in which case it would be hard to un-
derstand why they exist at all), they permit governments to attain
objectives that would otherwise be unattainable. They do so in part
by facilitating intergovernmental agreements. Regimes facilitate agree-
ments by raising the anticipated costs of violating others' property
rights, by altering transaction costs through the clustering of issues,
and by providing reliable information to members. Regimes are rel-
atively efficient institutions, compared with the alternative of having
a myriad of unrelated agreements, since their principles, rules, and
institutions create linkages among issues that give actors incentives to
reach mutually beneficial agreements. They thrive in situations where
states have common as well as conflicting interests on multiple, over-
lapping issues and where externalities are difficul t but not impossible
to deal with through bargaining. Where these conditions exist, inter-
national regimes can be of value to states.
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We have seen that it does not follow from this argument that regimes
necessarily increase global welfare. They can be used to pursue par-
ticularistic and parochial interests as well as more widely shared ob-
jectives. Nor should we conclude that all potentially valuable regimes
wil l necessarily be instituted. As we have seen, even regimes that prom-
ise substantial overall benefits may be difficul t to invent.

COMPLIANCE WITH INTERNATIONAL REGIMES

International regimes are decentralized institutions. Decentralization
does not imply an absence of mechanisms for compliance, but it does
mean that any sanctions for violation of regime principles or rules
have to be enacted by the individual members (Young, 1979, p. 35).
The regime provides procedures and rules through which such sanc-
tions can be coordinated. Decentralized enforcement of regime rules
and principles is neither swift nor certain. Yet, in many instances, rules
are obeyed. Indeed, Louis Henkin goes so far as to say that "almost
all nations observe almost all principles of international law and almost
all of their obligations almost all of the time" (1979, p. 47). In the
world political economy, we observe a good deal of compliance even
when governments have incentives, on the basis of myopic self-interest,
to violate the rules. Although the United States eventually broke the
Bretton Woods arrangements unilaterally on August 15, 1971, for
some years before that the U. S. government followed rules that con-
stricted American freedom of action. Japanese fishermen have appar-
ently complied, in general, with prescriptions of the International North
Pacific Fisheries Convention (Young, 1979, pp. 79-88). Examples of
regime compliance could also be drawn from such issue-areas as com-
modity trade and air transport (Cahn, 1980; Jonsson, 1981).

The extent of international compliance should not be overstated.
As we will see, the trade and monetary regimes both became weaker
during the 1970s. American and European policies became more pro-
tectionist in textiles, steel, and other threatened sectors (Aggarwal,
1983; Verreydt and Waelbroeck, 1982; Woolcock, 1982). Neverthe-
less, despite the economic disruptions of the 1970s and 1980s, there
has been no headlong rush to reduce trade drastically. Indeed, only
in the severe recessions of 1975 and 1982-83 did the volume of in-
dustrialized countries' exports fall; in every other year they rose by
more than the real gross national product of those countries (IMF,
1983, tables B-l and B-8, pp. 170,176). The form that protectionism
takes, furthermore, is, like hypocrisy, "the tribute that vice pays to
virtue": much contemporary protectionism is designed to avoid run-
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ning directly afoul of international agreements. For instance, American
protectionism in manufactured goods consists largely of "voluntary
export restraints" rather than unilaterally imposed import quotas,
despite the fact that import quotas do not require laborious interna-
tional negotiations and capture more rents for the government or
private firms in the importing country (Bergsten, 1975b). Voluntary
export restraints are often chosen because they bypass GATT restric-
tions without directly violating explicit GATT prohibitions; yet this
advantage is gained at the expense of frequently building in loopholes
permitting imports to continue to increase rapidly (Yoffie, 1983). Cer-
tainly liberalism in world trade has been under pressure, but the pattern
as a whole does not suggest disregard on the part of governments for
compliance with international agreements. Although governments
sometimes break international rules, they often comply with them.

The puzzle of compliance is why governments, seeking to promote
their own interests, ever comply with the rules of international regimes
when they view these rules as in conflict with what I wil l call their
"myopic self-interest." Myopic self-interest refers to governments' per-
ception of the relative costs and benefits to'them of alternative courses
of action with regard to a particular issue, when that issue is considered
in isolation from others. An action is in a government's myopic self-
interest if it has the highest expected value of any alternative, apart
from the indirect effects that actions on the specific issue in question
would have on other issues. That governments often comply with rules
that conflict with their myopic self-interest poses a potential anomaly
for theories, such as Realism or the functional theory developed in
this chapter, that assume rational, egoistic action in world politics.
Why should an egoistic actor behave, on a given issue, in a way that
is inconsistent with its self-interest on that issue? If we observe com-
pliance with the rules of international regimes, is this not inconsistent
with the assumption of egoism?

The murky language of national interests allows some Realists, such
as Hans J. Morgenthau, to avoid this issue. Morgenthau notes the
existence of functional organizations such as the specialized agencies
of the United Nations system, but contents himself with the obser-
vation that when there is a conflict between the national interest and
the operation of such agencies, "the national interest wins out over
the international objective" (1948/1966, p. 509). This begs the ques-
tion of whether the national interest is defined myopically, without
regard to the effects of one's actions on other issues or other values,
or in a more farsighted way, taking into account the impact of violating
international rules and norms on other state objectives. Yet the crucial
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issues are precisely those of how interests are defined, and how insti-
tutions affect states' definitions of their own interests. An understand-
ing of the puzzle of compliance requires an examination of how in-
ternational regimes affect the calculations of self-interest in which
rational, egoistic governments engage.

Such an exploration is pursued below through two distinct but
related lines of argument. The first looks at a given regime in isolation,
examining its value to governments as opposed to the feasible alter-
natives. This explanation of the puzzle of compliance emphasizes the
difficult y of establishing international regimes in the first place. Because
regimes are difficul t to construct, it may be rational to obey their rules
if the alternative is their breakdown, since even an imperfect regime
may be superior to any politically feasible replacement. The second
line of argument sets regimes in the context of other regimes in world
politics. We view each issue and each regime as part of a larger network
of issues and regimes. Much as iterated Prisoners' Dilemma leads to
very different results from the single-play version of the game, so does
an analysis of a given regime in the context of others produce a dif-
ferent structure of incentives than considering each regime in isolation.

The Value of Existing Regimes

We have seen that it is difficul t even for perfectly rational individuals
to make agreements with one another in the absence of provisions for
central enforcement of contracts. In world politics, international re-
gimes help to facilitate the making of agreements by reducing barriers
created by high transaction costs and uncertainty. But these very dif-
ficulties make it hard to create the regimes themselves in the first place.

The importance of transaction costs and uncertainty means that
regimes are easier to maintain than they are to create. Complementary
interests are necessary but not sufficient conditions for their emergence.
The construction of international regimes may require active efforts
by a hegemonic state, as the IMF and GATT did after World War II ;
or regime-creation in the absence of hegemony may be spurred on by
the pressures of a sudden and severe crisis, such that which led to the
IEA. Even with complementary interests, it is difficul t to overcome
problems of transaction costs and uncertainty.

Once an international regime has been established, however, it be-
gins to benefit from the relatively high and symmetrical level of in-
formation that it generates, and from the ways in which it makes
regime-supporting bargains easier to consummate. We wil l see in chap-
ter 9 that the international organizations at the center of the inter-

100



A FUNCTIONAL THEORY OF REGIMES

national monetary and trade regimes have outlived the period of U.S.
hegemony that brought them into being. Viewing international regimes
as information-providing and transaction cost-reducing entities rather
than as quasi-governmental rule-makers helps us to understand such
persistence. Effective international regimes facilitate informal contact
and communication among officials. Indeed, they may lead to "trans-
governmental'' networks of acquaintance and friendship: supposedly
confidential documents of one government may be seen by officials of
another; informal coalitions of like-minded officials develop to achieve
common purposes; and critical discussions by professionals probe the
assumptions and assertions of state policies (Neustadt, 1970; Keohane
and Nye, 1974; Keohane, 1978). These transgovernmental relation-
ships may increase opportunities for cooperation in world politics by
providing policymakers with high-quality information about what their
counterparts are likely to do.7

Appreciating the significance of these information-producing pat-
terns of action that become embedded in international regimes helps
us to understand further why the erosion of American hegemony dur-
ing the 1970s was not accompanied by an immediate collapse of
cooperation, as the crude theory of hegemonic stability would have
predicted. Since the level of institutionalization of postwar regimes
was extremely high by historical standards, with intricate and extensive
networks of communication among working-level officials, we should
expect the lag between the decline of American hegemony and the
disruption of international regimes to be quite long and the "inertia"
of the existing regimes relatively great.

This argument about the role of information in maintaining regimes
can be reinforced by examining some work on oligopolistic cooper-
ation and competition that has similar analytic concerns. Oliver Wil-
liamson (1965, p. 584) argues on the basis of organization theory that
communication among members of a group tends to increase coop-
eration, or what he calls "adherence to group goals." Cooperation
among oligopolists wil l also be fostered by a record of past cooper-
ation. Using these assumptions, Williamson constructs a model that
has two points of equilibrium, one at high levels and one at low levels
of cooperation. Once a given equilibrium has been reached, substantial
changes in the environment are necessary to alter it:

7 At the very highest levels of government, however, these transgovernmental inter-
actions are often quite limited (Russell, 1973; Putnam and Bayne, 1984)
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If the system is operating at a low level of adherence and com-
munication (i.e., the competitive solution), a substantial improve-
ment in the environment wil l be necessary before the system will
shift to a high level of adherence and communication. Indeed, the
condition of the environment required to drive the system to the
collusive solution is much higher than the level required to main-
tain it once it has achieved this position. Similarly, a much more
unfavorable condition of the environment is required to move the
system from a high to a low level equilibrium than is required to
maintain it there (p. 592).8

Like Williamson's oligopolies, international regimes are easier to
maintain than to construct. The principles, rules, institutions, and
procedures of international regimes, and the informal patterns of in-
teraction that develop in conjunction with them, become useful to
governments as arrangements permitting communication and there-
fore reducing transaction costs and facilitating the exchange of infor-
mation. As they prove themselves in this way, the value of the functions
they perform increases. Thus even if power becomes more diffused
among members, making problems of collective action more severe,
this disadvantage may be outweighed by the agreement-facilitating
effects of the information provided by the regime.

Arthur Stinchcombe (1968) has made a similar point in discussing
"sunk costs."9 He writes that "when an action in the past has given
rise to a permanently useful resource, we speak of this resource as a
'sunk cost.' " Sunk costs, such as those invested in reputation and
good wil l (or, we might add, in institutions such as international
regimes), cannot be recovered and therefore "ought not enter into
current calculations of rational policy." But "if these sunk costs make
a traditional pattern of action cheaper, and if new patterns are not
enough more profitable to justify throwing away the resource, the
sunk costs tend to preserve a pattern of action from one year to the
next" (pp. 120-21). In these terms, international regimes embody sunk
costs, and we can understand why they persist even when all members
would prefer somewhat different mixtures of principles, rules, and
institutions.

Ironically, if regimes were costless to build, there would be littl e
point in constructing them. In this case, agreements would also be

8 I am indebted to Timothy McKeown for introducing me to Williamson's argument
and its implications for the study of international relations.

9 I am indebted to Stephen D. Krasner for this reference.
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costless. Under these circumstances, governments could wait until spe-
cific problems arose, then make agreements to deal with them; they
would have no need to construct international regimes to facilitate
agreements. It is precisely the costliness of agreements, and of regimes
themselves, that make them important. The high costs of regime-
building help existing regimes to persist.

Networks of Issues and Regimes

In thinking about compliance, we should recall the previous dis-
cussion of how regimes facilitate the making of agreements. To some
extent, it is governments' anticipation that international regimes wil l
increase compliance that accounts for their willingness to enter into
these arrangements in the first place. Insofar as regimes create incen-
tives for compliance, they also make it more attractive for conscien-
tious potential members to join them. We saw that, by linking issues
to one another, regimes create situations that are more like iterated,
open-ended Prisoners' Dilemma, in which cooperation may be ra-
tional, than like single-play Prisoners' Dilemma, in which it is not.
Violation of one's commitments on a given issue, in pursuit of myopic
self-interest, wil l affect others' actions on other questions. Pursuit of
its farsighted self-interest may therefore lead a government to eschew
its myopic self-interest.

As the Prisoners' Dilemma example suggests, social pressure, ex-
ercised through linkages among issues, provides the most compelling
set of reasons for governments to comply with their commitments.
That is, egoistic governments may comply with rules because if they
fail to do so, other governments wil l observe their behavior, evaluate
it negatively, and perhaps take retaliatory action. Sometimes retalia-
tion wil l be specific and authorized under the rules of a regime; some-
times it wil l be more general and diffuse.

Suppose, for example, that a member of GATT is under pressure
from domestic manufacturers of nuts and bolts to enact import quotas
on these products. Even if the government perceives that it has a
myopic self-interest in doing so, it knows that such an action in vio-
lation of the rules would have negative implications for it on other
trade questions—let us say, in opening markets for its semiconductors
abroad. The principles and rules of the regime, since they facilitate
linkage among issues, wil l in such circumstances render pursuit of
myopic self-interest less attractive. Indeed, the prospect of discord as
a result of its rule-violation may lead the government to continue to
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engage in cooperation, whereas if it could have gotten away with the
violation without risking discord, it would have gone ahead.

This hypothetical example helps us understand why governments,
having entered into regimes that they find beneficial, comply with the
rules even in particular cases where the costs of so doing outweigh
the benefits. Yet sometimes governments may find that the regimes to
which they belong are no longer beneficial to them. What happens to
incentives for compliance when the regime as a whole seems malign?

If there were only one regime in world politics, or each regime existed
in isolation, the egoistic government would rationally cease to comply
with its rules. Regimes would be abandoned when governments cal-
culated that the opportunity costs of belonging to a regime were higher
than those of some feasible alternative course of action. In the con-
temporary world political economy, however, there are multiple issues
and multiple contacts among governments; thus governments belong
to many regimes.10 Disturbing one regime does not merely affect be-
havior in the issue-area regulated by it, but is likely to affect other
regimes in the network as well. For a government rationally to break
the rules of a regime, the net benefits of doing so must outweigh the
net costs of the effects of this action on other international regimes.
Insofar as its partners retaliate in those domains for its actions against
the first regime, it may find that it is inhibited from pursuing its myopic
self-interest.

Al l of these incentives for compliance rest on the prospects of re-
taliatory linkage: as in Axelrod's (1981) simulation of Prisoners' Di-
lemma, "tit for tat" is a more effective strategy to induce cooperation
than submissiveness. We have seen that GAIT contains provisions for
retaliation; and the Bretton Woods Agreement of 1944 furnishes an-
other relevant example. Under Article VII (the "scarce currency clause"),
a surplus country that declined to replenish the IMF's depleted hold-
ings of its currency could find its exports discriminated against with
the sanction of the IMF itself (Hirsch, 1967, p. 433). Yet retaliation
for specific violations is not a reliable way to maintain international
regimes; indeed, the GATT provisions for retaliation have been in-

10 Multiple issues and multiple contacts among societies are two aspects of "complex
interdependence" (Keohane and Nye, 1977). Both facilitate agreements by multiplying
points of interaction among governments and therefore increasing incentives to comply
with commitments in a situation characterized by practices of "tit for tat" reciprocity.
The third characteristic of complex interdependence—lack of efficacy of resorts to
force—has similar effects, since it helps to guarantee that the game wil l not be truncated
by sudden violent acts.
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voked only once, and then ineffectively (Jackson, 1983). Individual
governments find it costly to retaliate. Familiar problems of collective
action arise: if a given state's violation of a particular rule does not
have a large effect on any one country, retaliation is unlikely to be
severe, even if the aggregate effect of the violation is large. If inter-
national regimes depended entirely for compliance on specific retal-
iations against transgressors, they would be weak indeed.

In the absence of specific retaliation, governments may still have
incentives to comply with regime rules and principles if they are con-
cerned about precedent or believe that their reputations are at stake.
Governments worry about establishing bad precedents because they
fear that their own rule-violations wil l promote rule-violations by
others, even if no specific penalty is imposed on themselves. That is,
breaking rules may create an individual benefit, but it produces a
"collective bad." The effect of the collective bad on the utility of the
individual government may under certain circumstances outweigh the
benefit.

Putting the point this way makes it evident that precedent is a weak
reed to lean on. No matter how much international lawyers may preach
about the adverse consequences of rule-violation, even the most dim-
witted egoist can see that, from her standpoint, the proper comparison
is not between the benefits from her rule-breaking and its total costs
to everyone, but between its benefits and its costs to her. The problem
of collective action raises its ugly head again.

The dilemmas of collective action are partially solved through the
device of reputation. Unlike the costs of establishing bad precedents,
the costs of acquiring a bad reputation as a result of rule-violations
are imposed specifically on the transgressor. As long as a continuing
series of issues is expected to arise in the future, and as long as actors
monitor each other's behavior and discount the value of agreements
on the basis of past compliance, having a good reputation is valuable
even to the egoist whose role in collective activity is so small that she
would bear few of the costs of her own malefactions.

Our analysis of uncertainty earlier in this chapter suggests how
important reputation can be even to governments not concerned with
personal honor and self-respect. Under conditions of uncertainty and
decentralization, governments wil l decide whom to make agreements
with, and on what terms, largely on the basis of their expectations
about their partners' willingness and ability to keep their commit-
ments. A good reputation makes it easier for a government to enter
into advantageous international agreements; tarnishing that reputation
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imposes costs by making agreements more difficult to reach.11

The importance of reputation as an incentive to conform to stand-
ards of behavior in world politics has an interesting parallel in the
practices of stateless societies. "Primitive" societies without centralized
patterns of authority develop what one anthropologist has called "rule(s)
and standards which define appropriate action" (Colson, 1974, p. 52).
Like international regimes, these rules help to limit conflicts of interest
by reducing ambiguity—in this case, by providing information about
which types of behavior are legitimate. A principal sanction for vio-
lating social norms and rules in these societies is the cost to the of-
fending individual's reputation: "The one public crime in such societies
was often that of being a bad character" (Colson, 1974, p. 53). As in
world politics, the focus of public concern is less on what an actor
has done in the past (as in a formal legal system) than on what she is
likely to do in the future. That is, systems of social control in primitive
societies, as in international relations, are "forward-looking." They
depend on intense, continuing interaction among a small number of
actors, who deal frequently with each other without formal laws en-
forced by a common government.

For reasons of reputation, as well as fear of retaliation and concern
about the effects of precedents, egoistic governments may follow the
rules and principles of international regimes even when myopic self-
interest counsels them not to. As we have seen in this section, they
could do so strictly on the basis of calculations of costs and benefits.
Each time that they seem to have incentives to violate the provisions
of regimes, they could calculate whether the benefits of doing so out-
weigh the costs, taking into account the effects on their reputations
as well as the probability of retaliation and the effects of rule-violation
on the system as a whole. They might often decide, in light of this
cost-benefit calculation, to conform to the rules. Rational egoism can
lead governments not only to make agreements, but to keep them even
when they turn out poorly.

11 Heymann makes this point succinctly for the general case: "Since coordinated
actions to obtain outcomes of benefit to all parties often depend upon trust, each actor
who wants to be a participant in, and thus beneficiary of, such cooperative schemes in
the long run and on a number of separable occasions has an important stake in creating
and preserving a reputation as a trustworthy party" (1973, p. 822). He also points out
that the incentive to obey agreed-upon rules for the sake of one's reputation only operates
when one's actions are not secret and others retain the capability to retaliate effectively
against one's infractions.
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CONCLUSIONS

This chapter has used theories of rational choice and of the functions
performed by institutions to help us understand the creation, main-
tenance, and evolution of international regimes. My analysis has as-
sumed that governments calculate their interests minutely on every
issue facing them. It has not relied at all on assumptions about the
"public interest" or the General Will ; no idealism whatsoever is pos-
ited. I have tried to show that, even on the restrictive assumptions of
Realism and game theory, gloomy conclusions about the inevitability
of discord and the impossibility of cooperation do not logically follow.
Egoistic governments can rationally seek to form international regimes
on the basis of shared interests. Governments may comply with regime
rules even if it is not in their myopic self-interest to do so. In a world
of many issues, such apparent self-abnegation may actually reflect
rational egoism.

In view of the difficulties of constructing international regimes, it
is also rational to seek to modify existing ones, where possible, rather
than to abandon unsatisfactory ones and attempt to start over. Thus
regimes tend to evolve rather than to die. Governments that are in
general sympathy with the principles and rules of regimes have incen-
tives to try to maintain them, even when doing so requires sacrifices
of myopic self-interest.

International regimes perform the valuable functions of reducing
the costs of legitimate transactions, while increasing the costs of il-
legitimate ones, and of reducing uncertainty. International regimes by
no means substitute for bargaining; on the contrary, they authorize
certain types of bargaining for certain purposes. Their most important
function is to facilitate negotiations leading to mutually beneficial
agreements among governments. Regimes also affect incentives for
compliance by linking issues together and by being linked together
themselves. Behavior on one set of questions necessarily affects others'
actions with regard to other matters.

Decisions by governments to join international regimes are made
partially behind a "veil of ignorance," to use an analogy from John
Rawls's discussion of the social contract (Rawls, 1971; Sandel, 1982).
Of course, governments know better than Rawls's shadowy individuals
which provisions are likely to benefit them; but they nevertheless can-
not predict the future with perfect accuracy. Regimes can be affected
in the future by many factors, including alterations in world power
relations, changes in interests, perhaps as a result of new patterns of
interdependence, and changes in membership, as newly independent
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countries join the regimes. Governments adopting the rules and prin-
ciples of international regimes take on future obligations whose costs
they cannot accurately calculate.

These commitments reduce the flexibilit y of governments and in
particular limit their ability to act on the basis of myopic self-interest.
To do so is likely to be costly not only to the regime itself but to the
state's reputation. Governments of wealthy countries that join inter-
national lending networks recognize that once they become active
participants in these regimes, they cannot predict how much they may
be called upon to lend to their partners. Countries belonging to the
IEA agree to provide oil in an emergency to members suffering the
most serious shortfalls, according to a pre-arranged formula. Although
it may be possible to predict which countries are likely to be creditors
and which debtors, or which members of the IEA are likely to have
oil to share, the magnitudes involved are unclear in advance. Govern-
ments recognize that it wil l be difficul t to renege on their commitments
without suffering costly damage to their reputations. Regimes rely not
only on decentralized enforcement through retaliation but on govern-
ments' desires to maintain their reputations.

A decent respect for the realities of human lif e and the findings of
social science requires us to acknowledge that the assumption of pure
maximizing rationality is not fully realistic. Although, as we have seen,
the assumption of rationality can be very useful for the construction
of theory at the level of the international system, no serious recent
study of decisionmaking concludes that modern governments actually
behave according to the canons of pure rationality (Snyder and Dies-
ing, 1977). Governments do not act as classical maximizers any more
than other large organizations (March and Simon, 1958). In the next
chapter, therefore, we wil l modify the assumption of rationality by
introducing concepts such as "bounded rationality" and "satisficing,"
which have been widely used in the last quarter-century to describe
how individuals, and particularly organizations, behave. These con-
cepts do not deny or disparage the intelligence of human beings, nor
do they challenge the assumption of egoism. But they do lead to some
different ways of thinking about how governments make decisions
and about international cooperation.

Up to this point we have assumed, with Realists, that governments
are egoistic. This assumption, like that of perfect rationality, is a
theoretically useful simplification of reality rather than a true reflection
of it. Governments are composed of individuals, some of whom have
values that extend beyond their own narrowly conceived self-interest.
In view of the hypocrisy that typically characterizes governments'
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pronouncements on international relations—proclaiming dedication
to principle while pursuing self-interested ends—we wil l be cautious
about relaxing the assumption of egoism. But in chapter 7 we wil l
explore the possibility that empathy could have profound effects on
the prospects for international cooperation. Having shown that co-
operation is explicable even on narrowly self-interested, egoistic as-
sumptions about the actors in world politics, we can entertain the
notion that more generous values may make a difference in the world
political economy.
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BOUNDED RATIONALIT Y AND
REDEFINITIONS OF SELF-INTEREST

Chapters 5 and 6 developed an abstract argument about the functions
of international regimes, on the assumption that governments behave
as rational egoists. This chapter wil l relax both components of this
assumption. In the first two sections I will view governments as
incapable of meeting the stringent requirements of the classical theory
of rationality and wil l inquire about the implications of this argument
for a functional theory of international regimes. I wil l then broaden
my conception of self-interest toward a less egoistical formulation, in
order to see how cooperation in world politics may be affected if
actors take into account others' welfare as part of their own sense of
well-being. In the final section I wil l compare the value of such
explanations, based on the assumption of empathy, with egoistic ones
such as those used in chapters 5 and 6.

I first focus on problems of "bounded rationality." As mentioned
at the close of chapter 6, classical rationality is an idealization. It
makes more sense to view individuals—and especially governments—
as constrained in their abilities to make calculations. It is costly for
them to gather information and to make decisions. Under such con-
ditions, the rules and principles of international regimes become even
more useful than they would be to a decisionmaker who could make
calculations costlessly; decisionmaking costs can be saved by auto-
matically obeying regime rules rather than calculating the costs and
benefits of complying in each individual case.

Up to this point I wil l have assumed that the preferences of a
given decisionmaker remain constant: each actor worries about changes
in others' preferences but not about changes in its own. But rules and
institutions can be used to control one's future behavior as well as
that of others. This fact is particularly relevant for collective actors
such as governments whose leadership changes from time to time. In
the second section, therefore, I relax the assumption that each actor
has stable preferences and assess how leaders and bureaucrats could
seek to use international regimes to guard against changes in their
own governments' future preferences.

The third part of this chapter goes one step further by reassessing
what I mean by egoism. I do not switch to an assumption of pure
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altruism, but I do entertain the possibility that governments will
define their self-interest in such a way as to make their own well-being
dependent on the welfare of others. Under these conditions, interna-
tional regimes will be easier to construct.1 To explore the strengths
and limitations of empathy as an explanatory factor in world politics,
I then consider whether two phenomena that appear relatively self-
less—moralistic pronouncements and apparently unbalanced ex-
changes—can be better explained on egoistic or empathetic premises.

BOUNDED RATIONALIT Y AND REGIMES

The perfectly rational decisionmaker of chapters 5 and 6 may face
uncertainty as a result of the behavior of others, or the forces of nature,
but she is assumed to make her own calculations costlessly. Yet this
individual, familiar in textbooks, is not made of human flesh and
blood. Even the shrewdest speculator or the most brilliant scientist
faces limitations on her capacity for calculation. To imagine that all
available information wil l be used by a decisionmaker is to exaggerate
the intelligence of the human species.

Decisionmakers are in practice subject to limitations on their own
cognitive abilities, quite apart from the uncertainties inherent in their
environments. Herbert Simon has made this point with his usual lu-
cidity (1982, p. 162):

Particularly important is the distinction between those theories
that locate all the conditions and constraints in the environment,
outside the skin of the rational actor, and those theories that
postulate important constraints arising from the limitations of the
actor himself as an information processor. Theories that incor-
porate constraints on the information-processing capacities of the
actor may be called theories of bounded rationality.

Actors subject to bounded rationality cannot maximize in the clas-
sical sense, because they are not capable of using all the information

1 This chapter does not discuss the implications of relaxing the assumption that the
major entities in world politics are governments (Keohane and Nye, 1972), but there
is no apparent reason to believe that such a shift in premises would make the creation
or maintenance of international regimes less likely. Transnational organizations can
cooperate in pursuit of shared interests and must take international institutions into
account; if anything, their inability to rely either on nationalism to inspire loyalty or
on force to attain their objectives may make them more likely to be responsive to regime
injunctions.
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that is potentially available. They cannot compile exhaustive lists of
alternative courses of action, ascertaining the value of each alternative
and accurately judging the probability of each possible outcome (Si-
mon, 1955/1979a, p. 10). It is crucial to emphasize that the source of
their difficulties in calculation lies not merely in the complexity of the
external world, but in their own cognitive limitations. In this respect,
behavioral theories of bounded rationality are quite different from
recent neoclassical theories, such as the theories of market failure
discussed in chapters 5 and 6, which retain the assumption of perfect
maximization:

[In new neoclassical theories] limits and costs of information are
introduced, not as psychological characteristics of the decision
maker, but as part of his technological environment. Hence, the
new theories do nothing to alleviate the computational complex-
ities facing the decision maker—do not see him coping with them
by heroic approximation, simplifying and satisficing, but simply
magnify and multiply them. Now he needs to compute not merely
the shapes of his supply and demand curves, but in addition, the
costs and benefits of computing those shapes to greater accuracy
as well. Hence, to some extent, the impression that these new
theories deal with the hitherto ignored phenomena of uncertainty
and information transmission is illusory (Simon, 1979b, p. 504).

In Simon's own theory, people "satisfice" rather than maximize.
That is, they economize on information by searching only until they
find a course of action that falls above a satisfactory level—their "as-
piration level." Aspiration levels are adjusted from time to time in
response to new information about the environment (Simon, 1972, p.
168). In view of people's knowledge of their own cognitive limitations,
this is often a sensible strategy; it is by no means irrational and may
well be the best way to make most decisions.

In ordinary life, we satisfice all the time. We economize on infor-
mation by developing habits, by devising operating rules to simplify
calculation in situations that repeat themselves, and by adopting gen-
eral principles that we expect, in the long run, to yield satisfactory
results. I do not normally calculate whether to brush my teeth in the
morning, whether to hit a tennis ball directed at me with my backhand
or my forehand, or whether to tell the truth when asked on the tele-
phone whether Robert Keohane is home. On the contrary, even apart
from any moral scruples I might have (for instance, about lying), I
assume that my interests wil l be furthered better by habitually brushing
my teeth, applying the rule "when in doubt, hit it with your forehand
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because you have a lousy backhand," and adopting the general prin-
ciple of telling the truth than by calculating the costs and benefits of
every alternative in each case. I do not mean to deny that I might
occasionally be advantaged by pursuing a new idea at my desk rather
than brushing my teeth, hitting a particular shot with my backhand,
or lying to an obnoxious salesman on the telephone. If I could costlessly
compute the value of each alternative, it might indeed be preferable
to make the necessary calculations each time I faced a choice. But
since this is not feasible, given the costs of processing information, it
is in my long-run interest to eschew calculation in these situations.

Simon's analysis of bounded rationality bears some resemblance to
the argument made for rule-utilitarianism in philosophy, which em-
phasizes the value of rules in contributing to the general happiness.2

Rule-utilitarianism was defined by John Austin in a dictum: "Our
rules would be fashioned on utility; our conduct, on our rules" (Mackie,
1977, p. 136). The rule-utilitarian adopts these rules, or "secondary
principles," in John Stuart Mill' s terms, in the belief that they wil l
lead, in general, to better results than a series of ad hoc decisions based
each time on first principles.3 A major reason for formulating and
following such rules is the limited calculating ability of human beings.
In explicating his doctrine of utilitarianism, Mil l therefore anticipated
much of Simon's argument about bounded rationality (1861/1951, p.
30):

Nobody argues that the art of navigation is not founded on as-
tronomy, because sailors cannot wait to calculate the Nautical
Almanack. Being rational creatures, they go to sea with it ready

2 In philosophy, utilitarianism refers to an ethical theory that purports to provide
generalizable principles for moral human action. Since my argument here is a positive
one, seeking to explain the behavior of egoistic actors rather than to develop or criticize
an ethical theory, its relationship to rule-utilitarianism in philosophy, as my colleague
Susan Okin has pointed out to me, is only tangential.

3 John Mackie argues that even act-utilitarians "regularly admit the use of rules of
thumb," and that whether one follows rules therefore does not distinguish act- from
rule-utilitarianism (1977, p. 137). Conversely, Joseph Nye has pointed out to me that
even rule-utilitarians must depart at some point from their rules for consequentialist
reasons. The point here is not to draw a hard-and-fast dichotomy between the two
forms of utilitarianism, but rather to point out the similarities between Mill' s notion
of relying on rules and Simon's conception of bounded rationality. If all utilitarians
have to resort to rules of thumb to some extent, this only strengthens the point I am
making about the importance of rules in affecting, but not determining, the behavior
of governments. For a succinct discussion of utilitarianism in philosophy, see Urmson
(1968).
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calculated; and all rational creatures go out upon the sea of lif e
with their minds made up on the common questions of right and
wrong, as well as on many of the far more difficul t questions of
wise and foolish. And this, as long as foresight is a human quality,
it is to be presumed they wil l continue to do.

If individuals typically satisfice rather than maximize, all the more
so do governments and other large organizations (Allison, 1971; Stein-
bruner, 1974; Snyder and Diesing, 1977). Organizational decision-
making processes hardly meet the requirements of classical rationality.
Organizations have multiple goals, defined in terms of aspiration lev-
els; they search until satisfactory courses of action are found; they
resort to feedback rather than systematically forecasting future con-
ditions; and they use "standard operating procedures and rules of
thumb" to make and implement decisions (Cyert and March, 1963,
p. 113; March and Simon, 1958).

The behavioral theory of the firm has made it clear that satisficing
does not constitute aberrant behavior that should be rectified where
possible; on the contrary, it is intelligent. The leader of a large or-
ganization who demanded that the organization meet the criteria of
classical rationality would herself be foolish, perhaps irrationally so.
An organization whose leaders behaved in this way would become
paralyzed unless their subordinates found ways to fool them into
believing that impossible standards were being met. This assertion
holds even more for governments than for business firms, since gov-
ernments' constituencies are more varied, their goals more diverse (and
frequently contradictory), and success or failure more difficul t to meas-
ure. Assumptions of unbounded rationality, however dear they may
be to the hearts of classical Realist theorists (Morgenthau, 1948/
1966) and writers on foreign policy, are idealizations. A large, complex
government would tie itself in knots by "keeping its options open,"
since middle-level bureaucrats would not know how to behave and
the top policymakers would be overwhelmed by minor problems. The
search for complete flexibilit y is as quixotic as looking for the Holy
Grail or the fountain of youth.

If governments are viewed as constrained by bounded rationality,
what are the implications for the functional argument, presented in
chapter 6, about the value of international regimes? Recall that, under
rational-choice assumptions, international regimes are valuable to gov-
ernments because they reduce transaction costs and particularly be-
cause they reduce uncertainty in the external environment. Each gov-
ernment is better able, with regimes in place, to predict that its
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counterparts wil l follow predictably cooperative policies. According
to this theory, governments sacrifice the ability to maximize their
myopic self-interest by making calculations on each issue as it arises,
in return for acquiring greater certainty about others' behavior.

Under bounded rationality, the inclination of governments to join
or support international regimes wil l be reinforced by the fact that
the alternatives to regimes are less attractive than they would be if the
assumptions of classical rationality were valid. Actors laboring under
bounded rationality cannot calculate the costs and benefits of each
alternative course of action on each issue. On the contrary, they need
to simplify their own decisionmaking processes in order to function
effectively at all. The rules of thumb they devise wil l not yield better,
and wil l generally yield worse, results (apart from decisionmaking
costs) than classically rational action—whether these rules of thumb
are adopted unilaterally or as part of an international regime. Thus a
comparison between the value of a unilateral rule of thumb and that
of a regime rule wil l normally be more favorable to the regime rule
than a comparison between the value of costless, perfectly rational
calculation and the regime rule.

When we abandon the assumption of classical rationality, we see
that it is not international regimes that deny governments the ability
to make classically rational calculations. The obstacle is rather the
nature of governments as large, complex organizations composed of
human beings with limited problem-solving capabilities. The choice
that governments actually face with respect to international regimes
is not whether to adhere to regimes at the expense of maximizing
utilit y through continuous calculation, but rather on what rules of
thumb to rely. Normally, unilateral rules wil l fi t the individual coun-
try's situation better than rules devised multilaterally. Regime rules,
however, have the advantage of constraining the actions of others.
The question is whether the value of the constraints imposed on others
justifies the costs of accepting regime rules in place of the rules of
thumb that the country would have adopted on its own.

Thus if we accept that governments must adopt rules of thumb, the
costs of adhering to international regimes appear less severe than they
would be if classical rationality were a realistic possibility. Regimes
merely substitute multilateral rules (presumably somewhat less con-
genial per se) for unilateral ones, with the advantage that other actors'
behavior thereby becomes more predictably cooperative. International
regimes neither enforce hierarchical rules on governments nor substi-
tute their own rules for autonomous calculation; instead, they provide
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rules of thumb in place of those that governments would otherwise
adopt.

Combining this argument with that of chapter 6, we can see how
different our conception of international regimes is from the self-help
system that is often taken as revealing the essence of international
politics. In a pure self-help system, each actor calculates its interests
on each particular issue, preserving its options until that decision has
been made. The rational response to another actor's distress in such
a system is to take advantage of it by driving a hard bargain, de-
manding as much as "the traffic wil l bear" in return for one's money,
one's oil, or one's military support. Many such bargains are in fact
struck in world politics, especially among adversaries; but one of the
key features of international regimes is that they limit the ability of
countries in a particularly strong bargaining position (however tran-
sitory) to take advantage of that situation. This limitation, as we have
stressed, is not the result of altruism but of the fact that joining a
regime changes calculations of long-run self-interest. To a government
that values its ability to make future agreements, reputation is a crucial
resource; and the most important aspect of an actor's reputation in
world politics is the belief of others that it wil l keep its future com-
mitments even when a particular situation, myopically viewed, makes
it appear disadvantageous to do so. Thus even classically rational
governments wil l sometimes join regimes and comply with their rules.
To a government seeking to economize on decisionmaking costs, the
regime is also valuable for providing rules of thumb; discarding it
would require establishing a new set of rules to guide one's bureau-
cracy. The convenience of rules of thumb combines with the superiority
of long-run calculations of self-interest over myopic ones to reinforce
adherence to rules by egoistic governments, particularly when they
labor under the constraints of bounded rationality.

PROTECTING AGAINST CHANGES IN PREFERENCES

In economics, preferences or "tastes" are usually taken as given: de
gustibus non est disputandum (Stigler and Becker, 1977). Yet as James
March (1978) has pointed out, rational choice involves making guesses
about one's own future preferences as well as about future conse-
quences of present actions. Individuals seek to affect their own future
preferences—whether by Freudian repression, by sublimation, or
otherwise.

Thinking about individuals seeking to affect their own future pref-
erences leads the reflective observer to the philosophical problem of
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"weakness of will " and to some difficul t paradoxes for a theory based
on human volition. But for collective entities such as governments,
which change leadership more or less frequently, it is not at all par-
adoxical that present decisions would deliberately be made, in part,
to limit future choices. The autonomy of a future administration,
particularly one of a different persuasion, is not necessarily part of a
present government's utility function. Indeed, constitutions are diffi -
cult to amend partly because the founders of republics fear that vir-
tuous leaders wil l not always be in power and therefore believe that
safeguards against the misguided actions of their successors are nec-
essary.4 Asked by a younger American what sort of government the
ex-colonies had established, Benjamin Franklin reportedly replied, "A
republic—if you can keep it."

In the ordinary course of government, people in power are not
concerned with writing a constitution. But in pluralistic, competitive
systems, any party or group in office can expect to be out of office
fairly soon. A major strategic problem that any programmatically
committed democratic government faces, therefore, is how to ensure
that its policies are perpetuated even after it has left office. A common
technique for doing this in domestic politics is to begin large-scale
spending programs extending for years into the future. By expanding
social programs, a social democratic government may create public
expectations and patterns of savings that cannot be reversed by its
more conservative successors; by beginning long-term programs of
weapons acquisition, a government intent on building up national
military power can make it difficul t for its less bellicose or more
complacent successors to reduce the defense budget.

Since these examples all involve domestic policies not requiring any
international agreements, they can be legally reversed by a later gov-
ernment with different preferences, although it may be difficul t or
impossible in practice to do so. But policies that are incorporated in
international agreements are much more difficul t for future govern-
ments to alter. Governments are obliged to continue to abide by the
terms of international agreements concluded by their predecessors
unless they choose to run the risk of international retaliation.

This problem arises in its most acute form for revolutionary gov-
ernments, such as the Sandinista government in Nicaragua, which
found itself obliged to accept responsibility for the large debts incurred

4 This point depends on a long-remembered remark made by Harvey Mansfield, Jr.,
in a course on American political thought at Harvard University in 1962 or 1963.
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by the Somoza regime in order to keep its lines of credit open. But it
is relevant for our subject—international regimes involving advanced
market-economy countries—as well. During the early postwar years
in the United States, for instance, isolationist sentiment remained strong,
and the internationalists in power had reason to fear that they might
be succeeded in office by an administration seeking to reduce U.S.
involvements abroad. The international regimes created by American
internationalists were in part a way of tying the hands of such a future
isolationist government—of forcing it to be involved in America's new
entanglements overseas. The proposed "Bricker Amendment" to the
Constitution, which would have required the Senate's consent to a
wide range of international agreements in addition to treaties, con-
stituted an effort by conservatives in the 1950s to prevent the United
States from becoming so entangled in international regimes that even
a conservative leader would not be able to avoid supporting them.5

Examples of attempts to bind future governments wil l also be found
in our account of postwar international economic regimes in Part III .
The efforts by State Department officials to ensure the importation of
foreign oil after the war through an Anglo-American Petroleum Agree-
ment (discussed in chapter 8) also constituted an endeavor—in this
instance, unsuccessful—to limit the ability of a future government to
impose import quotas on petroleum. GATT provides another case in
point. One effect of reaching multilateral trade agreements is to bind
mutual concessions, thus making these tariff-cutting exercises difficul t
for future governments to reverse. GATT was not merely a device by
which governments could influence each other's behavior, but one
permitting them to restrict their successors' freedom of action. Like-
wise, the par-value system of the Bretton Woods monetary regime,
before 1971, restricted the inflationary propensities of future govern-
ments, at least insofar as they would have to borrow internationally
to finance the resulting current account deficits.6

5 The Bricker Amendment failed to be adopted, and some of the results feared by its
sponsors eventually came to pass, as President Reagan's strong support for the Inter-
national Monetary Fund, if not for the United Nations, indicates.

6 The validity of this point is apparently not limited to issues of political economy.
Jeremy Stone has recently argued that "history shows that arms control agreements are
needed, in cases like [the MX missile], to put weapons systems to rest permanently.
From a dove's perspective, it is only because the campaign against ABM was closed
out in favor of an ABM agreement with the Russians that we do not have ABM today.
By contrast, the B-l bomber, beaten down unilaterally, has risen from the ashes like a
Phoenix precisely because we had not nailed down its oblivion with an arms control
agreement precluding new manned bombers" (1983, p. 3).
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More generally, decisions taken during one period of time to main-
tain an open economy have profoundly restraining effects on the ability
of future governments to control economic transactions with the out-
side world. The OECD secretariat has pointed out that, in the typical
member country, imports constitute about 20 percent of gross national
product. As a result, a country that changes its monetary and fiscal
policies to stimulate demand, seeking Keynesian growth, wil l quickly
develop a current account deficit as imports are drawn into the country
(OECD, 1983, p. 19). If fiscal policy is loose and monetary policy
tight, and if international holders of capital have confidence in the
country and its government (for ideological reasons or otherwise),
such a policy may lead to a capital inflow, causing an appreciation of
the exchange rate, as happened to the United States between 1981
and 1983. But at some point the growing current account deficit is
likely to drive down the exchange rate, inducing the government even-
tually to tighten policy to avoid a currency crisis.

The restraints imposed by an open world economy are likely to be
particularly severe for socialist governments seeking to pursue stim-
ulative policies, although they may also affect conservative govern-
ments whose restrictive policies lead to unwanted capital inflows and
appreciation of the exchange rate. When expansionary policies are
pursued by a new socialist government, succeeding a conservative one
that was formerly in office for some time, the adverse effects on the
value of its currency are likely to be accentuated by capital flight and
low levels of private investment.7 The French socialist government of
Francois Mitterand experienced such difficulties during 1981-82. In-
ternational openness therefore makes it difficul t to undertake changes
in policy that are at odds with the policies of the major states in the
world political economy. As the OECD puts it, "international linkages,
real and financial, work powerfully to limit the degree of divergence
that is possible for individual countries" (1983, p. 19).

Marxists argue that these international constraints of liberalism are
profoundly biased in favor of capital and against labor. One of the
strengths of Marxian literature on the international political economy
is its emphasis on the political bias of international economic liber-
alism. Marxists have seen that policies of openness pursued by inter-
nationalist governments help to tie the hands of their socialist or

7 This sentence is carefully qualified so as not to say that any government calling
itself socialist faces these difficulties. Austria and Sweden have both combined social
democracy with high rates of investment and relatively high rates of growth during
substantial parts of the postwar era.
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nationalist successors, by creating international economic and political
patterns of interdependence whose disruption would entail high costs.8

When international liberalism prevails, citizens may be reluctant to
vote socialist governments into office, even if they regard socialism as
superior to capitalism as a system, for fear of these economic disrup-
tions. Furthermore, socialist governments in power and socialist or
communist movements seeking power may be constrained by fear of
capital flight, as the experiences of the British Labour Party (Panitch,
1976), the Italian communists (Putnam, 1978), and most recently the
French socialists illustrate. The road to socialism may be blocked by
liberal international regimes, constructed by conservative predecessors
in conjunction with their capitalist allies.

The problem socialist governments face underlines the main point
of this section: international regimes can be used to affect preferences
of future governments by creating constraints on their freedom of
action. Obviously, there is no assurance that this is "good," since that
depends on one's own preferences about the future. But it is, from the
standpoint of any existing administration, one of the functions served
by international regimes. Current governments seek to tie the state,
as it were, to the mast: to lash the tiller so that it cannot be untied,
and the boat taken onto the rocks, by a different skipper.

EMPATHY AND INTERNATIONAL REGIMES

Idealists writing on international affairs have called for international
cooperation in the interests of humanity as a whole, that is, on the
basis of "cosmopolitan" values as discussed by Charles Beitz (1979a,
1979b). Idealism has a long history in Anglo-American thinking on
foreign affairs and has been particularly prominent in American for-
eign policy (Osgood, 1953; Wolfers and Martin, 1956), although since
World War II it has clearly been subordinate to the Realist emphasis

8 The consequences of such biases for coalitional politics within advanced industrial-
ized countries are, in my view, less clear than Marxists often admit. Fred Block, for
instance, declares that "the openness of an economy provides a means to combat the
demands of the working class for higher wages and for economic and social reforms"
(1977, p. 3). One difficulty with this argument is that "the working class" and "capital"
are theoretical constructs that do not necessarily have clear empirical counterparts in
contemporary political economies. The antithesis between the two is harder to find in
complex modern societies than in Marxian theory. People constitute themselves polit-
ically in a variety of ways, on the basis of diverse interests: economic position is
important, but so are sectoral, cultural, religious, and other bases for the formation of
interests.
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on self-interest. This book has deliberately adopted Realist assump-
tions of egoism, as well as rationality, in order to demonstrate the
possibilities for cooperation on Realist premises. Our critique has
argued from the premises of Realist theory that cooperation is possible
even under conditions often deemed to preclude it.

Yet even writers who by and large accept the Realist tradition some-
times admit that not all international behavior can be explained ego-
istically. Hans J. Morgenthau, for instance, declares that the ultimate
goals of foreign policy may derive from legal and ethical principles.
His distinctive argument is not that ideals are unimportant in deter-
mining goals, but that foreign policy analysis can ignore ideals because
power is a necessary means: "the immediate aim is power" (1948/
1966, p. 25; see also pp. 84-85). The flaw in this contention, which
has often been pointed out, is that power is by no means homogeneous,
so that the "search for power" takes many different forms, whose
characteristics depend in part on the ultimate goals of the actor (Wol-
fers, 1962, pp. 81-102), as well as on the particular contexts within
which attempts at exerting influence take place (Baldwin, 1979). In
discussing these goals, Arnold Wolfers argued that states sometimes
pursue policies of "self-abnegation." For Wolfers, self-abnegation "is
the goal of those who place a higher value on such ends as international
solidarity, lawfulness, rectitude, or peace than they place even on
national security and self-preservation" (1962, p. 93). Wolfers regards
pursuit of self-abnegation as rare but not impossible (p. 94):

Cases in which self-abnegation goals have precedence over na-
tional self-preservation may be rare in an era in which nationalism
and the ethics of patriotism continue unabated. This does not
preclude the possibility, however, that where influential groups
of participants in the decision-making process place high value
on a universal cause such as peace, pressures exerted by these
groups may affect the cause of foreign policy. It may lead to a
more modest interpretation of the national interest, to more con-
cern for the interests of other nations, to more concessions for
the sake of peace, or to more restraint in the use of power and
violence. Whether the nation will profit or suffer in the end from
the success of such "internationalist," "humanitarian," or "pac-
ifist" pressures depends on the circumstances of the case; which-
ever it does, the abnegation goals wil l have proved themselves a
reality.

Wolfers is particularly concerned with military and security issues,
in which the price of self-abnegation may be national independence.
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It is not surprising that policies of self-abnegation are rarely followed
when threats to independence are severe. But if tendencies toward self-
abnegation occasionally appear even when the costs of failure are so
high, such policies may be more plausible when the stakes are lower,
as in the world political economy. Wolfers's argument suggests, at a
minimum, that we should not assume the universal validity of egoistic
models. To reveal the inadequacy of the logic that derives the necessity
of discord from fragmentation of power, it was useful to adopt the
egoistic assumption of rationality. Having done this, however, we can
now afford to relax it.

To relax the assumption of egoism by drawing a sharp distinction
between egoism and altruism, however, would confuse the issue. Ego-
ism can be farsighted as well as myopic. Altruism is difficul t to identify
clearly, since apparently altruistic behavior can always be reinterpreted
as egoistic: the "altruist" may be seen as preferring to sacrifice herself
rather than to violate a principle or see someone else suffer. Thus it
is often impossible to determine whether to classify a given action as
one of farsighted egoism or altruism. This difficulty is instructive, for
it reflects the fact that the very idea of self-interest is so elastic. Rather
than argue about egoism versus altruism, we need to ask how people
and organizations define self-interest. What beliefs and values do they
take into account?

The crucial issue here is how actors see their own interests relative
to those of others. To what extent are their interests independent of
those of others, and to what extent are they interdependent with others'
welfare? Four different situations can be imagined:

1) Actors may be indifferent to the welfare of others. This would
be the situation in a purely Hobbesian world in which exchanges took
place between entities that would never have anything to do with each
other again. But for the same reasons that single-play Prisoners' Di-
lemma is not a good representation of world politics, this is a deficient
image of reality. Relationships among states are ongoing and persist-
ent.

2) Actors may be interested in the welfare of others only insofar as
the others can take action that affects them. In such a situation, we
wil l refer to interests as being instrumentally interdependent. Egoists
in iterated Prisoners' Dilemma have instrumentally interdependent in-
terests: each takes into account the effect of her actions on those of
the other players, not because she cares about their welfare per se but
because they may retaliate against her own defection.

122



BOUNDED RATIONALIT Y AND SELF-INTEREST

3) Actors may be interested in the welfare of others not only for
instrumental reasons, but because improvements in others' welfare
improve their own, and vice versa, whatever the other actor does. In
this case, interests are situationally interdependent. As the world econ-
omy has become more tightly knit together since the end of World
War II, situational interdependence has increased. It is bad for the
U.S. economy for Europe or Japan to undergo a severe recession,
reducing demand for American goods. Brazil's prosperity is important
to the United States, even apart from what might happen politically
as a result of economic collapse, because a bankrupt Brazil could not
pay its debts to American banks. Close-knit trade and financial net-
works in the contemporary world, reflecting the growth of economic
interdependence, can directly transmit welfare effects, good or bad,
from one society to another. They therefore make the interests of even
egoistically inclined actors situationally interdependent, regardless of
any actions that any of them may take.

4) Finally, actors may be interested in the welfare of others for their
own sake, even if this has no effect on their own material well-being
or security. Public and private agencies in wealthy countries send relief
to victims of disaster and provide considerable amounts of foreign
aid. Much governmental aid can be explained on narrowly self-inter-
ested grounds, but this explanation may not be convincing in ac-
counting for programs of small countries such as Holland or Sweden,
and it seems largely irrelevant to activities of voluntary agencies such
as Oxfam or CARE. We wil l label this empathetic interdependence.9

The distinction in chapter 5 between myopic and farsighted self-
interest presupposed instrumental or situational interdependence. The
farsightedness of an egoistic actor depends on the number and range

9 In considering empathetic interdependence, I only take account of situations in which
actors positively value benefits received by others. Under conditions of severe compe-
tition, which is characteristic of power conflicts and particularly of arms races, the
reverse may be true: gains for one side are seen as losses for the other. Crowding effects
and other negative externalities can lead people to value gains by others negatively,
both within domestic society (Hirsch, 1976) and in the world political economy. By
the argument I make here, negative evaluations of others' welfare gains should make
international regimes harder to institute. It should also be noted that in discussing
empathetic interdependence I assume that the parties involved have similar values:
"benefits" in the eyes of one are also regarded as beneficial by the others. Otherwise,
supposed empathy could become a rationale for domination, as in the ideology of "the
white man's burden,'" which justified much nineteenth-century imperialism.
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of issues that she treats as potentially related to her behavior on a
given question. The myopic actor takes into account only the imme-
diate issue, whereas the farsighted one also assesses the effects of the
decision facing her on other interests she may have. Both, however,
only consider their own welfare in making these calculations.10 Raising
the question of empathy takes us beyond this distinction to a deeper
question of values.

To speak of empathy in world politics may seem to put one beyond
the Realist pale. Yet, in a world of high mobility, instantaneous com-
munication, and extensive transnational relations of various kinds
(Keohane and Nye, 1972), it is not obvious that solidaristic relation-
ships coincide with national boundaries. Paul Taylor has pointed out
that feelings of community in Europe may on occasion prevail over
utilitarian considerations: "the calculation of advantage from coop-
eration in relation to particular interests may be secondary to a pref-
erence for cooperation with a particular partner or partners" (1980,
p. 373). Furthermore, public opinion research in Europe has shown
that, when asked about intra-European relations, a large proportion
of people display policy preferences that deviate from what one would
expect on the basis of narrow self-interest. In response to a poll taken
in 1977, for instance, over 70 percent of respondents in each of the
nine European Community countries declared that if another member
of the Community were in serious economic trouble, its partners should
help it; and a plurality of respondents even said that their own rep-
resentatives to the European Parliament should put European interests
ahead of national ones (Inglehart and Rubier, 1978, pp. 78, 82-84).
These responses may reflect a mixture of instrumental, situational, and
empathetic interdependence. But, along with recent work questioning
the moral significance of boundaries in world politics (Beitz, 1979a,
1979b), they suggest the possibility that, in limited ways, interests
could be interpreted empathetically. In such situations, self-interests
would by no means have disappeared. Rather, they would have been
redefined so as to depend on the welfare of others being realized as
well.

What we have called "egoism" so far in this book refers to con-
ceptions of interests as independent or only instrumentally or situa-
tionally interdependent. Relaxing the assumption of egoism means

10 Bounded rationality may help to account for myopic rather than farsighted deci-
sionmaking, since the costliness of calculation is likely to reduce the range of relevant
issues and interests considered.
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entertaining the possibility that governments and other actors in world
politics may redefine their interests so that they are empathetically
dependent on those of others. The consequences for cooperation could
be far-reaching. Governments that regard themselves as empathetically
interdependent wil l be more inclined than egoists to reach for greater
joint gains—solutions to international problems that lead to
larger overall value—even at the expense of direct gains to themselves.
They wil l be so inclined because they wil l also benefit vicariously from
the gains achieved by others. Shared interests wil l therefore be greater.
The set of possible agreements regarded as mutually beneficial wil l be
at least as large as it is for egoists, and probably larger.

EGOISM AND EMPATHY AS
COMPETING EXPLANATIONS

Empathetic explanations of behavior in world politics are limited to
relatively small spheres of activity: situations in which actions do not
have obvious explanations in terms of more narrowly defined self-
interest. The presumption in a self-help system is that empathy wil l
play a subordinate role. Even when behavior appears to be motivated
by empathy, it may be possible to construct an alternative, and plau-
sible, explanation for it on the premise of egoism. Examining these
competing accounts may suggest some of the strengths and limitations
of egoistic and empathetic interpretations of behavior associated with
international regimes.

In this section we consider two patterns of behavior that seem dif-
ficult to explain on egoistic grounds: the moralistic overlay of rules
in world politics, and the existence of exchange relationships that, at
least for a substantial period of time, are unbalanced. I seek first to
account for these phenomena through the use of rational-egoist models.
In both cases, a line of argument can be constructed using such models
to account for the behavior in question. This suggests the power of
the premise of egoism, since even where action seems at first glance
to be motivated by empathy, it can be reinterpreted as egoistic. Yet
in neither case is the egoistic account entirely satisfactory. It should
be clear that I have no intention of debunking explanations resting on
the assumption of self-interest; rather, I wish to see how far they can
legitimately run, and whether there are some phenomena, even at the
margins of political economy, that are accounted for more adequately
on the basis of empathetic interdependence.
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Treating Rules as Moral Obligations

From a Realist perspective, it is remarkable how moralistic govern-
ments often are in discussing their obligations and those of others.
The rules of international regimes are often discussed not merely as
convenient devices for altering transaction costs and reducing uncer-
tainty, as we have regarded them in this book, but as principles and
rules that create obligations. Leaders of governments proclaim their
adherence to these principles and rules; furthermore, they argue that
other governments are morally obligated to keep their agreements as
well. We have seen that international regimes can be valuable for
purely egoistic states. But why do normative connotations, involving
an intertwining of moral codes with international law, develop? As
H.L.A. Hart (1961, p. 226) emphasizes, law need not be based on a
system of morality, but can be maintained by calculations of long-
term self-interest or for other reasons. If rational egoism were a suf-
ficient explanation for international regimes, how could one explain
the moralistic overlay of world politics?

A fairly straightforward argument on egoist grounds can be con-
structed in response. As we saw in chapter 6, even rules regarded as
having no moral validity may be obeyed by egoists, since to violate
them would damage not only a mutually beneficial set of arrangements
but also the violator's reputation, and thus her ability to make future
agreements. Now notice how much more effective these rules and
principles can be if they do have moral content! Members of the group
wil l suffer from less uncertainty about others' behavior, because de-
fecting from agreements wil l be morally proscribed and therefore more
damaging to a rule-violator's reputation than if the regime were re-
garded merely as a convenient device to facilitate the coordination of
behavior. Since there will be less uncertainty, members of the group
wil l be better able to make mutually beneficial agreements than they
would have been if no moral code existed. In a discussion of coop-
eration that begins, as mine has, with the example of Prisoners' Di-
lemma, a philosopher has concluded that "prudence is not enough,
that the rational calculation of long-term self-interest is not sufficient
in itself (necessarily) to lead men to make mutually beneficial agree-
ments or, once made, to keep them" (Mackie, 1977, pp. 119-20). He
concludes that "the main moral is the practical value of the notion of
obligation, or an invisible and indeed fictitious tie or bond, whether
this takes the form of a general requirement to keep whatever agree-
ments one makes or of various specific duties like those of military
honour or of loyalty to comrades or to an organization" (p. 119).
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Morality may therefore "pay" for the group as a whole. It may also
pay for the individual government. Adhering to a moral code may
identify an actor as a political cooperator, part of a cluster of players
with whom mutually beneficial agreements can be made, as in Robert
Axelrod's model (1981, 1984). That is, publicly accepting a set of
principles as morally binding may perform a labelling function. If the
code were too passive—turn the other cheek—the moralist could be
exploited by the egoist, but if the code prescribes reciprocity in a "tit-
for-tat" manner, it may be a valuable label for its adherents. Each
egoistic government could privately dismiss moral scruples, but if a
moral code based on reciprocity were widely professed, it would be
advantageous for even those governments to behave as if they believed
it. Vice would pay homage to virtue.

Thus we could account for the existence of professed moral prin-
ciples in world politics on purely self-interested grounds. Perhaps rules
would not really be regarded as moral obligations, but they would be
treated publicly as if they were. However neat this explanation, though,
it is probably too cynical. For representative governments such as those
that rule the major market-economy countries, it is difficul t to separate
"real" from "public" motivations. Moralists such as Woodrow Wilson
and Jimmy Carter sometimes gain high office; indeed, their moralism
may appeal to the electorate. Furthermore, even officials without strong
moral principles have to defend their policies, and it is often convenient
to do so in moral terms. This requirement may lead them, in order to
avoid cognitive dissonance, to take on some of the beliefs that they
profess. The act of piety may engender piety itself, as in Pascal's famous
wager.11

Unbalanced Exchange

International regimes sometimes seem to facilitate unbalanced ma-
terial exchanges in which, at a given time, one side provides much
more in the way of tangible resources than the other. These apparently

11 Not being able to prove the existence of God in rational terms, Pascal argued that
it is nevertheless rational to believe in God, since if there were no such being, we would
have lost relatively littl e by being pious in life, compared to the eternity lost if we
disbelieved, only to discover after death that a God of heaven and hell existed. This
argument can, of course, be put in game-theoretic terms, with piety as the minimax
solution. But Pascal's further twist on the argument was that if one behaved in a pious
way, with all the necessary outward shows of faith, genuine faith might well follow.
See Nannerl O. Keohane, 1980, p. 278.
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onesided exchanges may involve resources provided in the present—
such as aid or access to markets—as did the Marshall Plan, many of
the trade arrangements characteristic of the 1950s, and some contem-
porary foreign aid. They may also involve promises to provide such
resources in the future.

Unbalanced exchanges seem prima facie to contradict rational-egoist
premises. Yet the theorist of egoism has a powerful response, which
is to reinterpret them as, by definition, balanced exchanges. Each
observable material flow is assumed to have an intangible counterpart.
Often such an interpretation is justified, as in our discussion in chapter
8 of European and Japanese deference after World War II in exchange
for American aid, reflecting the "influence effect" of the latter (Hirsch-
man, 1945/1980). The United States sent material goods to Europe
that were of greater value than those received. In return, the U.S.
gained influence—the basis for what Klaus Knorr (1975, p. 25) calls
"patronal leadership," which we have referred to as hegemonic lead-
ership. The reverse flow of influence, resulting from deference by the
client, suggests that a patron-client relationship can often be recon-
ceptualized as an exchange relationship in which intangible as well as
tangible flows of benefits take place.

This response rests on the assumption that reciprocity is the un-
derlying principle of a self-help system: when we observe a flow of
resources in one direction, there must be a reciprocal flow in the other.
Before accepting this premise, however, it may be worthwhile to probe
more deeply into the concept of reciprocity and its implications for
international relations.

Norms of reciprocity seem to be virtually universal as elements of
culture, making "two interrelated minimal demands: 1) people should
help those who have helped them, and 2) people should not injure
those who have helped them" (Gouldner, 1960, p. 171). But rec-
iprocity takes different forms in different societies, or for the same
relationships in the same society. In his discussion of "stone-age eco-
nomics," Marshall Sahlins makes a useful distinction among what he
calls "negative," "balanced," and "generalized" reciprocity (1972, ch.
5, especially pp. 185-220).

Negative reciprocity refers to attempts to maximize utility at the
expense of others, through fraud and violence if necessary. At the
limit , it corresponds to aggressive war in world politics. Negative
reciprocity reflects a strategy that is not well adapted to situations in
which each actor's welfare depends, at least in part, on securing the
voluntary cooperation of others over a protracted period of time.
Indeed, Sahlins finds (consistent with our argument about international
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regimes) that elaborate institutional arrangements develop among
primitive peoples with the function of achieving "a social suppression
of negative reciprocity" (p. 201).

Balanced reciprocity is characterized by simultaneous direct ex-
change of equally valued goods (pp. 194-95). Balanced reciprocity is
closer than negative reciprocity to exchange relationships in the world
political economy, since it is based on realization of mutual gains from
trade. But the characterization of balanced reciprocity as simultaneous
distinguishes it rather sharply from patterns of exchange facilitated
by international regimes. Indeed, this distinction helps us clarify further
the role played by regimes. International regimes can be thought of
in part as arrangements that facilitate nonsimultaneous exchange. In
purely simultaneous exchange, neither party has to accept obligations,
rules, or principles, since the exchange is balanced at every moment.
There is never a "debt" or a "credit." An extreme example is provided
by the settlement between Iran and the United States in 1981, in which
American diplomats held hostage by Iran were liberated in return for
the release of Iranian financial assets in the United States. Elaborate
arrangements were made, involving Algeria and Britain, to ensure that
neither side could double-cross the other by withholding its part of
the bargain after receiving what it wanted. In the complete absence
of an international regime linking the United States with the revolu-
tionary government of Iran, laborious negotiations were necessary to
set up an ad hoc arrangement to permit balanced reciprocity that
benefited both sides.

This sort of perfectly balanced reciprocity provides an unsatisfactory
basis for long-term relationships. Sahlins comments that among prim-
itive tribes "a measure of imbalance sustains the trade partnership,
compelling as it does another meeting" (p. 201). In the world political
economy, international regimes make temporary imbalances feasible,
since they create incentives (in the form partly of obligations) to repay
debts. Thus regimes perform functions similar to those of credit mar-
kets, and it is not surprising that much of their activity is devoted to
providing information that facilitates agreement. This is true of con-
temporary investigations of "country risk" undertaken by banks that
want to know their borrowers; and it was true of the medieval Eu-
ropean Bourses, which provided information in the form of merchants'
newsletters and exchanges of information at fairs.12 Like international

12 Helen Milner made this observation to me, suggesting that the history of the
development of credit markets could be informative. The analogy!seems to hold. Richard
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regimes, furthermore, credit markets depend on institutional reputa-
tion, which cannot be created in a short period of time, or through
promises or argument alone, but is based on past performance. As
Walter Bagehot said, "every banker knows that if he has to prove that
he is worthy of credit, however good may be his arguments, in fact
his credit is gone.... Credit is a power which may grow, but cannot
be constructed" (1873/1962, p. 33). The reputations of international
organizations and governments grow over a substantial period of time;
they can be quickly destroyed, but not so rapidly rebuilt.

Credit arrangements, like insurance contracts, provide for exchanges
that are expected to benefit both parties in the long run, but not to
be balanced at any given time. The principle of ultimate symmetry of
benefits, however, is maintained. In Sahlins's third type of reciprocity,
"generalized reciprocity," this constraint is lifted. Generalized rec-
iprocity characterizes certain sustained one-way flows of transactions,
which Sahlins terms "putatively altruistic." No obligations are spec-
ified in return for the transfer of resources; the expectation of rec-
iprocity is indefinite. Receipt of a gift only creates "a diffuse obligation
to reciprocate when necessary to the donor and/or possible for the
recipient.... Failure to reciprocate does not cause the giver of stuff
to stop giving: the goods move one way, in favor of the have-not, for
a very long period" (pp. 193-94).

Within primitive societies, generalized or near-generalized rec-
iprocity is limited to relatively close kinship and residential groups.
We should therefore be cautious about assuming that whenever we
see an apparently onesided flow of benefits in world politics, it should
be considered a true example of generalized reciprocity, especially since
the egoistic explanation for this phenomenon is so powerful. What
Sahlins's categories do, however, is to broaden our conception of
reciprocity and therefore call attention to the fact that apparently
unbalanced exchanges can be interpreted in a variety of different ways.
They may be regarded as balanced by the exchange of intangible for
tangible benefits; they may involve credit or insurance, in which cur-
rent benefits are exchanged for future ones; or they may be cases of
"generalized reciprocity," without specified reciprocal obligations.

Insofar as apparently unbalanced exchanges can be reinterpreted as

Ehrenberg reports that the development of credit arrangements in the Bourses reduced
transaction costs (since money did not need to be transported in the form of specie)
and that "during the Middle Ages the best information as to the course of events in
the world was regularly to be obtained in the fairs and the Bourses" (1928, p. 317).
The Bourses also supplied credit ratings, which provided information but also served
as a crude substitute for effective systems of legal liability.
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balanced, they can be accounted for by instrumental self-interest. Re-
gimes play an important role, as we have seen, in exchanges such as
these: institutionalizing deference, as in America's period of hegemony,
or providing information that facilitates credit or insurance agree-
ments. Generalized reciprocity, by contrast, reflects either situational
or empathetic interdependence of interests. One gives unrequited gifts
either because doing so wil l help oneself, regardless of reciprocity, or
because one cares about the recipient's welfare.

The notion of generalized reciprocity does not substitute for an
egoistic interpretation of unbalanced exchanges, but it may supplement
such an interpretation by helping us to broaden our notions both of
self-interest and of reciprocity. For instance, an interpretation of the
Marshall Plan and other U.S. measures toward Europe after 1947 as
generalized reciprocity would clearly not be adequate alone, since in
times of crisis, such as Suez, the United States did require deference.
Nevertheless, ascribing some weight to situational or empathetic in-
terdependence is plausible in view of the widespread perception in
America that U.S. welfare depended on a prosperous and democratic
Europe, and in view of the close personal ties that many American
statesmen had with Europeans. Furthermore, a difficulty with the pure
egoistic-exchange view is that it would be hard now, much less in
1947 or 1956, to determine whether the United States extracted
"enough" deference to compensate for its aid. It seems best to view
the Marshall Plan as a combination of an exchange relationship—
material benefits in return for present and future deference—and gen-
eralized reciprocity based on situational and empathetic interdepend-
ence.

CONCLUSIONS: SELF-INTERESTS AND LEARNING

This chapter has experimented with relaxing the assumption of ra-
tional egoism on which the arguments of chapters 5 and 6 relied. I
have attempted to show that the value of international regimes is likely
to be higher for organizations with bounded rationality, leaders who
wish to bind their successors, or governments that have empathy for
one another than for classically rational egoists. Actors laboring under
bounded rationality will value rules of thumb provided by regimes. If
governments fear changes in preferences by their successors, they may
seek to join regimes to bind those future administrations. And finally,
if governments' definitions of self-interest incorporate empathy, they
wil l be more able than otherwise to construct international regimes,
since shared interests will be greater. Empathy, however, is more fragile
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and elusive than bounded rationality: actions that may lend themselves
to explanations based on empathy can also be interpreted in ways
consistent with egoistic theories.

This chapter has questioned the solidity of the assumption of self-
interest on which rational-egoist models rely. Since the notion of self-
interest is so elastic, we have to examine what this premise means,
rather than simply taking it for granted. A complete analysis of regimes
would have to show how international regimes could change as a
result not of shifts in the allegedly objective interests of states, or in
the power distributions and institutional conditions facing govern-
ments, but of changes in how people think about their interests—that
is, as a result of actors' learning. Learning, as Ernst Haas has empha-
sized, involves increasing appreciation of complexity and recognition
of more elaborate cause-and-effect linkages among events that should
be taken into account by policy (Haas, Williams, and Babai, 1977, p.
324). It is crucial for Haas precisely because self-interests are largely
subjective: "Changing perceptions of values and interests among actors
are associated with changed behavior, though not in obedience to any
pattern of rationality imputed or imposed by the observer. There is
no fixed 'national interest' and no 'optimal regime' " (1983, p. 57).

Although I agree with Haas about the importance of learning, I
believe that a structural analysis of constraints and a functional un-
derstanding of international regimes are both necessary to put the
phenomenon of actor cognition into its proper political context. Thus
it has seemed necessary to focus in this book on arguments about
power and institutions. A comprehensive treatment of international
regimes would indeed go beyond the acknowledgment that self-inter-
ests can be redefined; but this book does not undertake such a task.
My defense, or excuse, is simply that to do so would require another
research effort comparable in magnitude to the one reflected in this
volume. Nevertheless, it should be emphasized that insofar as the
argument of this book is taken seriously, it points to the importance
of pursuing further the line of research that Haas has pioneered. Taking
into account the constraints of power distribution, the potential ben-
efits of cooperation, and the value of regimes for facilitating cooper-
ation, we should ask: under what conditions do actors learn, and what
are the effects of learning?
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HEGEMONIC COOPERATION
IN THE POSTWAR ERA

Chapter 1 observed that Realist and Institutionalist theories were both
able to account for the order that characterized the world political
economy during the twenty years after World War II, but that they
did so in very different ways. Institutionalism emphasized the role of
shared interests created by economic interdependence and the effects
of institutions; Realism stressed the impact of American hegemony.
Both perspectives are valuable but incomplete. A synthesis of Realism
and Institutionalism is necessary.

Part II sought such a synthesis at the theoretical level. Chapters 5
and 6 constructed a functional theory of international regimes on
rational-choice foundations. This theory reaches some of the same
conclusions as the Institutionalist position discussed in chapter 1; but
it does so on a different basis—indeed, on the premises of Realism
itself. Rational, self-interested actors, in a situation of interdependence,
wil l value international regimes as a way of increasing their ability to
make mutually beneficial agreements with one another. In chapter 7
I tried to show that this account gained further plausibility by relaxing
the assumption of rationality, and that additional insights could be
achieved by questioning the premise of egoism as well.

Part III , beginning with this chapter, also seeks to synthesize Realist
and Institutionalist perspectives. In this Part, however, I do so not
abstractly but by using the concepts of power, interest, hegemony,
cooperation, and international regime to understand the international
political economy of our own era. Chapter 8 shows the complemen-
tarity of hegemony and cooperation in the postwar period: American
power helped to create cooperation, partly through constructing in-
ternational regimes that could organize interstate relations along lines
preferred by the United States. Chapter 9, which discusses the decline
of hegemonic international economic regimes after the mid-1960s,
demonstrates that the theory of hegemonic stability yields some val-
uable insights about this process; but the argument of this chapter
also suggests the inadequacy of this or any other explanation that
relies exclusively on changes in power to account for changes in pat-
terns of cooperation. As the theory developed in Part II would have
anticipated, international regimes have tended to persist longer than
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they would have if the theory of hegemonic stability were correct.
Chapter 10 shows that the newest major international economic re-
gime linking the advanced industrialized countries—the International
Energy Agency (IEA)—performs in a way that is consistent with the
argument of Part II, although within a framework established by the
structure of world power.

THE ARGUMENT OF THIS CHAPTER

Powerful states seek to construct international political economies that
suit their interests and their ideologies. But as we have noted, con-
verting resources into outcomes is far from automatic in world politics.
Even the highly qualified neo-Realist position adopted in chapter 3,
that hegemony can facilitate cooperation, therefore requires an answer
to the question of how hegemons translate their resources, both ma-
terial and ideological, into rules for the system. How does the hegemon
construct international regimes that facilitate the "right kind" of co-
operation from the standpoint of the hegemon itself? That is, how
does hegemonic leadership operate?1

This question is posed by Realism's emphasis on power, so I begin
my analysis there. But in explaining changes in the world political
economy, I emphasize the economic sources of power discussed in
chapter 3 rather than military force. Sufficient military power to pro-
tect an international political economy from incursions by hostile pow-
ers is indeed a necessary condition for successful hegemony. Since
World War II the United States has maintained such power, pursuing
a strategy of "containment" of the Soviet Union. In the shelter of its
military strength, the United States constructed a liberal-capitalist world

1 Fred Hirsch and Michael Doyle characterize hegemonic leadership as involving "a
mix of cooperation and control" (1977, p. 27). Klaus Knorr has described a similar
process with the term "patronal leadership," referring to a pattern characterized by a
"reciprocal flow of benefits and the absence of coercion in the hold that the patronal
leader has over his client states" (1975, p. 25). In his terminology, the U.S. establishment
of the Marshall Plan "was the act of a patron state" (pp. 25-26). Although I agree with
the substance of Knorr's argument, I prefer Hirsch and Doyle's phrase "hegemonic
leadership" because it implies that coercion is still an element of control, even though
it remains in the background. "Patronal leadership" seems to understate the extent to
which a leading power, such as the United States after World War II, needs to dominate
others and to expropriate resources. "Hegemonic leadership," when distinguished from
imperial rule, conveys the combination of paternalistic redistribution and authoritative
control that is the distinctive mark of a system of independent states dominated and
led by a single power.
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political economy based on multilateral principles and embodying
rules that the United States approved. American leadership in the world
political economy did not exist in isolation from NATO, and in these
years each was reinforced by the other. European anxiety that the
United States might withdraw its protection provided an incentive,
especially for the German government, to conform to American wishes.
Nevertheless, at least for the twenty or so years following World War
II , what Richard N. Cooper (1972-73) has called a "two-track" system
prevailed: economic issues were rarely explicitly linked to military
ones in relations between the United States and its allies. American
military power served as a shield protecting the international political
economy that it dominated, and it remained an important factor in
the background of bargaining on economic issues; but it did not fre-
quently impinge directly on such bargaining. Thus, as argued in chap-
ter 3, it is justifiable to focus principally on the political economy of
the advanced industrialized countries without continually taking into
account the politics of international security. Of course, it would be
highly desirable, in another study, to analyze the linkages between
economic and security affairs in more detail.

We explore in detail the characteristics of economic power resources
in the postwar world, and how their distribution and use changed
over time. But to answer our questions about the operation of heg-
emonic cooperation, we must also think about interests and institu-
tions. Hegemonic leadership does not begin with a tabula rasa, but
rather builds on the interests of states. The hegemon seeks to persuade
others to conform to its vision of world order and to defer to its
leadership. American hegemonic leadership in the postwar period pre-
supposed a rough consensus in the North Atlantic area, and later with
Japan, on the maintenance of international capitalism, as opposed to
socialism or a pattern of semi-autarchic national capitalisms (Block,
1977). This consensus can be viewed, in Gramscian terms, as the
acceptance by its partners of the ideological hegemony of the United
States. Such acceptance rested, in turn, on the belief of leaders of
secondary states that they were benefiting from the structure of order
that was being created. There was thus a high degree of perceived
complementarity between the United States and its partners. The United
States sought to reinforce this sense of complementarity by creating
international regimes that would provide specific benefits to its part-
ners as well as reduce uncertainty and otherwise encourage cooper-
ation.

Hegemonic power and the international regimes established under
conditions of hegemony combine to facilitate cooperation. Hegemony
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itself reduces transaction costs and mitigates uncertainty, since each
ally can deal with the hegemon and expect it to ensure consistency
for the system as a whole. The formation of international regimes can
ensure legitimacy for the standards of behavior that the hegemon plays
a key role in maintaining. In the areas of money and trade, where
their allies' cooperation was necessary, American leaders therefore
invested resources in building stable international arrangements with
known rules. It made sense for the United States to bind itself, as well
as others, in order to induce weaker states to agree to follow the
American lead.

American leaders did not construct hegemonic regimes simply by
commanding their weaker partners to behave in prescribed ways. On
the contrary, they had to search for mutual interests with their part-
ners, and they had to make some adjustments themselves in addition
to demanding that others conform to their design. They had to invest
some of their power resources in the building of institutions. In so
doing, they encountered numerous frustrations. As William Diebold
has reminded us, "we have no memoirs called 'my days as a happy
hegemon' " (1983, p. 3). It is important not to exaggerate the ease
with which the United States could make and enforce the rules. Yet
the United States ultimately succeeded in attaining its crucial objec-
tives, if not by one expedient, then by another. Frustrations on par-
ticular issues melded into a rewarding overall pattern of hegemonic
cooperation. Simplistic notions of hegemony as either complete dom-
inance or selfless, dedicated leadership hinder rather than promote
historical understanding.

Although Henry Luce foresaw an American Century, the period of
hegemonic cooperation premised on a common commitment to open-
ness and nondiscrimination lasted only about twenty years. This era
began in 1947, the year of the Truman Doctrine and the Marshall
Plan. It was already fading on some issues by 1963, the year of the
Interest Equalization Tax, the first attempt by the United States to
protect the status of the dollar against the consequences of the open
world economy that it had struggled to create. In oil and trade, the
first signs of new selective protectionist initiatives had already ap-
peared. Mandatory oil import quotas were imposed in 1959, and in
1961 the United States secured a Short-Term Agreement on Cotton
Textiles, which led eventually to a series of restrictive agreements on
textile fibers. On some issues, such as tariff reductions, the 1960s
witnessed further liberalization. But by 1971, when the United States
broke the link between the dollar and gold, it was clear that something
fundamental had changed. Exact dating is arbitrary. In this chapter
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we focus on the twenty years or so after 1947, and especially on the
1950s, to discover how hegemonic cooperation operated. Whichever
date between 1963 and 1971 were chosen, it would still be clear that
one of the most important features of American hegemony was its
brevity.

At the end of World War II the United States was clearly the leading
power in the world political economy, with respect to each of the
resources discussed in chapter 3 as essential to hegemony: productivity
in manufacturing and control over capital, markets, and raw materials.
The United States used many of these resources after the war to gain
what Albert Hirschman (1945/1980) has referred to as an "influence
effect" of supplying something valuable to another country. Specifi-
cally, American influence rested on three major sets of benefits that
its partners received from joining American-centered regimes and de-
ferring to U.S. leadership:

1) A stable international monetary system, designed to facilitate
liberal international trade and payments. This implied that the United
States would manage the monetary system in a responsible way, pro-
viding sufficient but not excessive international liquidity.

2) Provision of open markets for goods. The United States actively
worked to reduce tariffs and took the lead in pressing for the removal
of discriminatory restrictions, although it tolerated regional discrim-
ination by European countries and permitted the Europeans to main-
tain temporary postwar barriers during the period of dollar shortage.

3) Access to oil at stable prices. The United States, and American
companies, provided oil to Europe and Japan from the Middle East,
where U.S. oil corporations held sway, and in emergencies such as
1956-57 from the United States itself.

It is conventional to bracket trade and money together as the two
crucial areas of the world political economy. American policymakers
believed that they needed to build a consistent pattern of rules in
international trade and finance. In particular, they thought that their
efforts to construct a satisfactory international political economy based
on nondiscrimination in trade depended on successful establishment
of currency convertibility at stable exchange rates in international
finance (Gardner, 1983). Trade and finance are traditionally regarded
as the foundations of the Americanocentric world system, in part
because in those areas the United States sought to establish interna-
tional regimes characterized by formal agreements and institutional
structures, and in part, I suspect, because until 1973 Americans took
stable, cheap energy for granted.
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It is less common to expand the trade-money pair to a trilogy in-
cluding oil. Yet oil has been for decades by far the most important
raw material involved in international trade, and it was particularly
significant for economic recovery and growth in Western Europe and
Japan after World War II. The open, nondiscriminatory monetary and
trade system that the United States sought depended on growth and
prosperity in other capitalist countries, which in turn depended on
readily available, reasonably priced imports of petroleum, principally
from the Middle East. In a material sense, oil was at the center of the
redistributive system of American hegemony. In Saudi Arabia, and to
a lesser extent in other areas of the Persian Gulf, major U.S. oil com-
panies benefited from special relationships between the United States
and the producing countries and from the protection and support of
the American government. Most Middle Eastern oil did not flow to
the United States, but went to Europe and Japan at prices well below
the opportunity costs of substitutes, and even below the protected
American domestic price. Even though the United States never estab-
lished a formal international regime for petroleum, oil was of central
importance to the world political economy.

During and after World War II the United States sought to construct
formal international regimes not only in money and trade but also in
oil. Al l three initial efforts to do so failed, at least in the short run.
The United States reacted to the initial weakness of the International
Monetary Fund (IMF) and the failure of the British Loan of 1946 by
instituting the Marshall Plan, supporting the European Payments Union
(EPU), then eventually reconstituting an international monetary regime
with the IMF at its center. The United States compensated for the
defeat of the International Trade Organization (ITO) by supporting
the General Agreement on Tariffs and Trade (GATT). But, in oil,
initial defeat at the hands of the Senate led not to a new multilateral
accord but to increasing reliance by the U.S. government on the in-
ternational oil companies and the international regime that they dom-
inated. As we wil l see, domestic politics constituted a crucial factor
affecting this outcome.

Since no international regime with broad membership was estab-
lished in oil, this issue-area constitutes a challenge to the theories
presented in Part II, which imply that a hegemonic power should seek
to institute international regimes on an intergovernmental basis as a
way of helping to control the actions of other states. Oil is the apparent
exception that tests this rule. The fact that American leaders sought
such a regime, and were only thwarted from establishing one by the
domestic oil industry, suggests that the U.S. government—or at least
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the executive branch—did indeed have the incentives that the theory
predicts. Domestic politics, however, got in the way.

The historical discussion in this chapter begins with money and
trade. Then we wil l consider, in detail, five episodes within the
international political economy of petroleum. Four of these involved
the international exercise of political influence: American efforts to
control Arab oil between 1943 and 1948, which included plans for
an Anglo-American Petroleum Agreement in 1943-45; the sterling-
dollar oil problem of 1949-50; British and American intervention in
Iran between 1951 and 1954, including the formation of the Iranian
Consortium in the latter year; and the Emergency Oil Lif t Program
implemented by the United States in the wake of the abortive Anglo-
French invasion of Egypt in 1956. Taken together, these cases dem-
onstrate that the American dominance of international oil was neither
an accident nor a product of absent-mindedness, but rather the result
of careful strategic planning by both governmental and corporate of-
ficials, with the government often taking the lead. Furthermore, the
control of oil was a major political resource for the United States in
its dealings with Europe, as the aftermath of the Suez crisis showed.

American hegemony in petroleum politics rested on multiple sources
of influence, including close political ties with the Saudi monarchy,
the capacity to intervene in the domestic politics of Middle Eastern
countries, military and technical aid provided to Iran, Saudi Arabia,
and other oil-producing countries, the preponderant military strength
of the United States in the Mediterranean, and—not least—the con-
tinued availability of excess petroleum production capacity at home.
There was, however, a ghost at the feast: the shadow cast by the
political influence in the United States of its own domestic oil industry.
Members of the industry defeated the scheme for an Anglo-American
Petroleum Agreement and provided the major stumbling-block to ef-
fective use of hegemonic power during the Suez crisis. The most de-
bilitating effects of industry influence were felt through the Mandatory
Oil Import Program instituted by the United States in 1959 and main-
tained until 1973: under the guise of protecting American security,
this program "drained America first." We need to understand the
origins of this program to understand how, even at the height of
American power, the seeds of decay had been planted. The oil import
program therefore constitutes our fift h case.

HEGEMONIC COOPERATION IN FINANCE AND TRADE

At a United Nations conference held at Bretton Woods, New Hamp-
shire, in 1944, the United States, Great Britain, and their allies agreed

141



COOPERATION IN PRACTICE

to form an International Monetary Fund (IMF) and an International
Bank for Reconstruction and Development (IBRD), later known as
the World Bank. The IMF was the institutional center of a new in-
ternational monetary regime, designed principally by British and
American planners led by John Maynard Keynes and Harry Dexter
White, that was to facilitate liberal trade and payments in the postwar
world. U.S. leaders hoped that establishment of multilateral rules for
the world economy—plans were also under way for an International
Trade Organization—would make it unnecessary for the United States
to provide large and continuing aid, or to intervene frequently to
maintain financial equilibrium. Like Newton's deity—which set the
celestial machinery in motion but which refrained from interfering in
its operation—the United States, having established multilateralism,
would return to the background and let the financial system operate
smoothly through a combination of markets and international agree-
ment.

Yet by 1947 it had become clear that the European economies were
too weak for this vision of easy multilateralism to be realized. Indeed,
the harsh winter of 1946-47 raised the specter of European economic
collapse. Problems of internal reconstruction were compounded by an
acute global shortage of dollars, which threatened to cripple world
trade and certainly hampered the ability of U.S. firms to export their
goods to countries desperately in need of them. U.S. officials worried
about the possibility that economic distress in Europe could lead to
attempts at autarchic national capitalism or even communism, both
of which would be antithetical to American plans.

Responding to what it saw as a crisis, the Truman Administration
changed its policy during the course of 1947 from one of demanding
quick sterling convertibility (unsuccessfully attempted in the summer
of 1947) on the basis of loans from the United States to provision of
billions of dollars' worth of grant aid to Europe, under what became
known as the Marshall Plan. This aid was administered by the Eco-
nomic Cooperation Agency (ECA), which was much more sympathetic
to European interests and policies than the Treasury, which had man-
aged the relatively tough provisions of the British Loan of 1946. These
new, bold measures overshadowed the young IMF, which "engaged
in virtually no exchange operations during the early years of the Mar-
shall Plan" (Gardner, 1956/1980, p. 303).

The United States thus turned from its intention of being a passive,
rather tightfisted hegemon—able without much continuing effort to
make and enforce rules for a liberal and nondiscriminatory world
economy—to becoming an active and relatively openhanded one. He-
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gemony "on the cheap" no longer seeming realistic, the United States
adjusted to European weakness by providing huge resources through
the Marshall Plan. By doing so, it provided itself with the political
leverage to achieve hegemonic cooperation in an operational sense.
That is, the United States could use the influence provided by European
reliance on its aid to take the lead in creating and maintaining a new
set of post-Bretton Woods rules for the world financial system. Yet
these rules had to take account of political and economic realities. As
we have seen, they could not simply be imposed by the United States,
nor could they simply be established and allowed to implement them-
selves. On the contrary, maintaining control of the rule-making process
required a delicate and continuous combination of intervention and
negotiation.

Not only did the American government have to negotiate with the
Europeans, it also had to persuade Congress to appropriate the funds
that would provide it with the means of influence. In this task it was
greatly aided by the clumsiness of Soviet policy under Stalin, since the
increasing perception of a Soviet military as well as political threat
helped to rally support for President Harry Truman's program in
Congress. Historians of various schools have emphasized the impor-
tance of the Cold War for the Marshall Plan. Truman is reported to
have said that the Marshall Plan and the Truman Doctrine, which
began the formal policy of containment, were "two halves of the same
walnut" (LaFeber, 1972, p. 53). Later this symbiotic relationship con-
tinued as the post-Marshall Plan flow of dollars to Europe was main-
tained through rearmament programs after the beginning of the Ko-
rean War (Block, 1977, p. 107 and pp. 242-43, n. 91).

Along with their plans for a liberal international monetary regime,
U.S. officials during World War II had also developed schemes for an
International Trade Organization (ITO), which would institutionalize
nondiscriminatory trade on a global basis. The first proposals for an
ITO were developed by American and British negotiators in 1943
(Gardner, 1956/1980, pp. 103-109) and were nursed, largely by Amer-
icans, through a series of protracted and difficul t negotiations, cul-
minating in the Havana Conference held in early 1948. At Havana
differences appeared on discrimination, on provisions for private cap-
ital movement, and on how broad a scope developing countries should
have to impose quantitative restrictions on trade (Gardner, 1956/1980,
pp. 361-68). Nevertheless, final agreement on the Charter was reached
in March of 1948. The proposed ITO was carefully designed not to
infringe on delicate issues of state sovereignty, but to be more flexible
and ambiguous than a traditional legal system. "The coercive force of
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the ITO legal system rested almost entirely in an escalated series of
normative pressures—at root, the obloquy of having done something
wrong," rather than on sanctions as such (Hudec, 1975, p. 30). But
the ITO was given a "second-rate funeral," rejected by the U.S. Senate
without even a vote (Hudec, 1975, pp. 53-54). American business
objected to the lack of a complete ban on new preferences and quan-
titative restrictions, and to provisions that made allowance for eco-
nomic planning and state trading (Brown, 1950, pp. 362-75). The U.S.
Chamber of Commerce, in April of 1948, had demanded "positive
declarations in behalf of the maintenance of private initiative and
enterprise in world commerce" (Brown, 1950, p. 370). When such
provisions were not adopted, organized American business interests
opposed the ITO. As William Diebold says, the ITO was defeated
because of "an investment code unwisely asked for by American busi-
ness and then opposed by the same people" (1983, p. 6). Even at the
height of American economic preponderance, resistance to U.S. lib-
eralism by other countries and ideological cross-pressures at home
destroyed prospects for what one of its chief architects called a "charter
for world trade" (Wilcox, 1949).

Thus, by the end of the 1940s, the monetary and trade regimes
designed during World War II were either ignored or in ruins. The
IMF was inactive and the ITO was dead. Yet although the institutions
envisaged by the wartime planners did not live up to the hopes of their
inventors, the United States was able to achieve its essential purposes
in other ways. As we have seen, the Marshall Plan provided Europe
with dollars and the goods that only dollars could buy. At the same
time, other institutional innovations appeared, designed to provide the
nondiscriminatory liberalization that had been the goal of the IMF
and the ITO.

On the financial side, the United States, led by the ECA, pushed for
a European Payments Union (EPU), which was agreed upon in the
late summer of 1950. The EPU was an institutional response to the
shortage of dollars that was restricting trade and hampering economic
recovery: it complemented the Marshall Plan by reducing the need for
dollars and increasing the efficiency with which scarce resources were
used. The first reaction of governments to the dollar shortage had been
some two hundred bilateral agreements negotiated by European coun-
tries in the first two years after the war. Although these arrangements
were preferable in terms of efficiency to straight barter deals, they
distorted trade by virtually requiring bilateral balancing of accounts.
A multilateral payments union could improve efficiency by summing
up each country's surpluses and deficits vis-à-vis other members of the
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group and arriving at a single figure. Thus if Germany had a surplus
with France but a deficit of equal size with Italy, while France had a
similar surplus with Italy, these accounts could be balanced on a
multilateral basis, whereas strict bilateral balancing would require
distortion of trade patterns (Patterson, 1966, pp. 75-83). In the lan-
guage of chapter 6, the EPU drastically reduced the transaction costs
associated with financing intra-European trade.

The United States proposed the EPU and succeeded in getting it
established over British opposition, going so far as to indicate at one
point that it was willin g to support the EPU with dollars even if several
countries opted not to join (Triffin , 1957, p. 166). American enthu-
siasm for the EPU was accounted for partly by its superior economic
efficiency compared to bilateral arrangements, but it was also seen as
a way of promoting intra-European trade as a step toward eventual
European participation in a liberal world economy. "The EPU was
the key element in what was seen as a gradual evolutionary process
that would take Europe from bilateralism to full multilateralism" (Block,
1977, p. 100). Although it was a financial arrangement, the importance
of trade was underlined by the fact that the EPU was coupled with a
Code of the Liberalization of Trade, sponsored by the Organization
for European Economic Cooperation (OEEC), which provided for
almost immediate elimination of most quantitative import restrictions
covering intra-European trade (Mikesell, 1954, p. 130). The United
States and its European partners both recognized that trade and pay-
ments had to be liberalized together, if this were to be done successfully
at all.

In the short term, however, the EPU did not promote liberalization.
On the contrary, it legitimated discrimination against American ex-
ports, which was encouraged both by the shortage of dollars and the
availability of the EPU's multilateral clearing arrangements within
Europe. And the EPU provided no guarantees that the European system
would dissolve into the global multilateralism that the United States
desired. The Treasury Department grumbled about this on the grounds
that the EPU would lead to new vested interests that would support
a continuation of its controls: "Europe would become a high inflation
area, largely insulated from trade with the United States" (Block, 1977,
p. 101). Opposition to the EPU was also strong in the IMF (Patterson,
1966, pp. 113-19). But, in the absence of a positive program of their
own, the pessimists could not prevail.

Subsequent events justified the confidence of the optimists. The EPU
did not foster inflation, and when European economies became strong
enough to move toward currency convertibility in the middle of the

145



COOPERATION IN PRACTICE

decade, it was dissolved. On the whole, one authority holds, the EPU
and associated trade arrangements "probably did facilitate the move-
ment toward convertibility and nondiscrimination in trade" (Patter-
son, 1966, p. 111).

The most remarkable aspect of the Marshall Plan and the EPU is
that the United States gave up its usual demands for reciprocity. Mar-
shall Plan aid consisted of grants, not loans: the European countries
had to get together to ask for the money on the basis of an agreed
plan, but they did not have to reciprocate American benefactions.
Similarly, the EPU was an agreement made on the basis of faith in the
future, rather than in return for a direct quid pro quo by the Europeans.
In 1950 Europe had littl e to give except promises of good faith; in-
sistence on a fair exchange in the short term would have meant no
agreement at all. So the United States farsightedly made short-term
sacrifices—in giving financial aid and in permitting discrimination against
American exports—in order to accomplish the longer-term objective
of creating a stable and prosperous international economic order in
which liberal capitalism would prevail and American influence would
be predominant. Perhaps American leaders, like Marshall Sahlins's
"stone-age economists" whom we encountered in chapter 7, expected
that receipt of unrequited gifts would create "a diffuse obligation to
reciprocate" on the part of the recipients. Surely some of them also
felt empathy for Europe's plight. Whatever their motivations, Amer-
ican leaders saw that risks had to be run to make progress, but the
extent of these risks was limited by the enormous resources at the
disposal of the U.S. government. For the foreseeable future, the com-
bination of European need for American military protection and the
dollar shortage would give the United States a great deal of continuing
leverage over the evolution of European policies. The United States
could take the long view precisely because it had the power to shape
the future. Awareness of its hegemony was therefore the foundation
on which American generosity rested.

It is important to recognize that the U.S. policies put into effect
most dramatically with the Marshall Plan in 1947-48, and followed
later by the EPU, represented an attempt to achieve long-standing
American aims in new ways, rather than an abandonment of earlier
policy objectives. As Fred Hirsch and Michael Doyle have pointed out
(1977, pp. 31-32):

The United States—by providing massive additional financing and
accepting trade and payments liberalization by stages—saved rather
than abandoned its earlier objective of ultimate multilaterialism
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in 1947-48. Such a policy was then possible because of the fun-
damental characteristic of the international political economy of
the time: United States leadership on the basis of only qualified
hegemony. The strategy, as is well known, was a major success:
the moves toward progressive regional liberalization, undertaken
by European economies that were strengthened by the aid injec-
tions, paved the way for a painless adoption of multilateralism
at the end of the 1950s, with the moves to currency convertibility
and the ending of trade discrimination against dollar imports.

If there was change in the 1947-48 period, particularly in U.S.
willingness to finance European recovery and to tolerate European
discrimination against American exports, there was also continuity.
After the failure of the U.S. Senate to ratify the ITO, the American
government sought to achieve the same nondiscriminatory and lib-
eralizing objectives through the General Agreement on Tariffs and
Trade (GATT), which had been envisaged as merely a provisional
arrangement until the ITO could be established. GATT had been ne-
gotiated and signed in 1947 as a temporary agreement that incorpo-
rated the draft Commercial Policy Chapter of the ITO as it then stood,
with some differences reflecting the predominant role of the major
powers at the GATT conference and the lessened need, as compared
with the ITO conference, to make concessions to less developed coun-
tries. Owing to its presumed temporary nature, governments only
accepted GATT provisions "provisionally," and GATT was not made
into a formal international organization. The General Agreement refers
neither to GATT as an organization nor to the concept of membership
(Dam, 1970, p. 335).

Despite its inauspicious beginnings, GATT was remarkably suc-
cessful during the 1950s, being transformed from a mere multilateral
agreement providing for "joint action" by its Contracting Parties into
the centerpiece of a new international trade regime. It remained highly
informal, in a successful effort to avoid running afoul of the U.S.
Congress's sensitivity to international organizations designed to lib-
eralize trade. Indeed, the spelling of Contracting Parties in capital
letters "was to be the sole indication of a collective identity. Every
other hint of organizational existence was ruthlessly hunted down and
exterminated" (Hudec, 1975, p. 46). GATT proceeded to operate not
on the basis of centralized decisionmaking and enforcement, but with
the aid of workable informal procedures based on the "sense of au-
thoritative certainty" possessed by key participants. They knew what
they had meant when the rules were written, even if the rules them-
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selves were ambiguous! This sense of certainty "gave GATT admin-
istrators both the confidence and the community support needed to
interpret GATT law in a manner that would bring out the basic policies
and objectives underlying the written text" (Hudec, 1975, p. 103). A
small but highly competent and imaginative secretariat was created
under the leadership of Eric Wyndham White. Except when domestic
politics interfered—as, most markedly, in agricultural trade policy—
the United States was highly supportive of GATT's efforts to facilitate
liberalization.

If the failure of the ITO reflected the difficulties of securing a formal
international agreement that could command support in the United
States, the success of GATT was indicative of the conditions facilitating
successful hegemonic cooperation. GATT had an appropriate insti-
tutional design, which stressed reduction of uncertainty and decen-
tralized coordination rather than centralized rule-enforcement. This
helped the organization to avoid damaging symbolic struggles about
its authority relative to that of member governments. In addition,
GATT benefited from the resourcefulness of U.S. officials, the extent
of American power, and the value of the ideological consensus that
existed among the liberally oriented governments solidly established
in Europe after 1947. GATT's effectiveness in the 1950s suggests how
hegemonic cooperation can work.

The United States was willin g not only to support European efforts
at trade liberalization, but to pressure reluctant European governments
to go farther, faster. One of the most striking examples of hegemonic
leadership for this purpose is provided by American efforts, dating
from 1949, to persuade its reluctant European partners to give most-
favored-nation treatment to Japan. From the autumn of 1951 onward
Japan sought, with American support, to be allowed to join GATT.
The struggle was long and difficult : Britain in 1951 even opposed
allowing Japan to send an official observer to GATT; in 1953 it was
finally agreed that Japan could participate in GATT without a vote;
and in 1955 Japan became a Contracting Party. Even then other mem-
bers that accounted for 40 percent of Japan's exports immediately
invoked Article 35, making GATT's nondiscrimination provisions in-
applicable to their relations with Japan. For a decade the United States
helped Japan persuade other GATT members to disinvoke Article 35;
this was accomplished for all major trading partners by the mid-1960s.

American policy was based on a combination of political and eco-
nomic calculations. If Japan were to prosper, it would need to trade
with other industrialized countries; hence American markets must be
open to Japanese exports. Given this politically determined necessity,
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discriminatory restrictions imposed on Japan by other nations would
result in a heavier burden placed on the United States: goods not
imported by others would have to be absorbed by the American mar-
ket. Since the United States, as leader, was resolved to keep Japan in
the American-led system, it had strong incentives to persuade or pres-
sure its allies into helping out. "Free world interest" combined with
U.S. interests to mandate a strategy of liberalization and incorporation
of Japan into the European-American political economy (Patterson,
1966, pp. 271-305).

The American campaign against discrimination was rendered am-
biguous by the fact that the United States supported the creation of
the European Economic Community (EEC) in 1958. The existence of
the EEC, of course, entailed discrimination by the Community against
exports from outsiders, including the United States. Nevertheless, both
for political reasons and because of a belief that European integration
would contribute to economic growth and therefore to world trade,
the United States endorsed this process. Indeed, at least until the end
of the 1950s it was widely believed that the EEC would, on balance,
contribute to lower trade barriers, although during the 1960s increas-
ing concern was expressed about the possibility that the European
Community would lead as much to protectionism and discrimination
as to liberalization (Patterson, 1966, pp. 181-88). Eventually EEC
policy, particularly its association agreements with other countries,
led to a number of new disputes about discrimination that became
increasingly acrimonious in the early 1970s and 1980s under the pres-
sure of economic stagnation and structural changes in world produc-
tion and trade. But until at least the mid-1960s the American policy
of allowing a great deal of scope for European integration, even at
the expense of immediate liberalization, seemed to be a clear success.

On the monetary side, the late 1950s and the early 1960s were
also years of apparent triumph and high expectations for the
future. After 1958 the international monetary regime established at
Bretton Woods finally began to operate as it had been meant to by
its founders. European currencies became formally convertible into
dollars, and the IMF became the central international organization in
a par-value international monetary regime. The dollar was linked to
gold at a fixed price of $35 per ounce, and the currencies of other
countries belonging to the regime were pegged to the dollar at fixed
rates of exchange. Exchange rates could be altered, supposedly after
consultations in the IMF, but they rarely were (although the require-
ment of consultation was more avoided than honored). The certainty
provided by the par-value system seemed to contribute, along with
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the GATT-centered trade regime, to the growth of world trade, which
was remarkably rapid during this period. Both in money and in trade,
the twin American goals of liberalization and nondiscrimination had
been achieved, not through simple implementation of the Bretton Woods
blueprint, but through an incremental and nonlinear process involving
"two steps forward, one step back." In the years after 1958 inter-
national economic cooperation flourished within the framework of
hegemonic regimes.

HEGEMONIC COOPERATION IN OIL

The major theme of our first four oil cases is the efficacy of American
action. The United States had so many resources—economic, political,
and military—that it was able to attain its essential objectives even
without establishing a formal multilateral regime. In oil, the United
States was so predominant that it could implement cooperation on
essentially its own terms. Thus a Realist analysis of the search for
wealth and power and the role of hegemony in creating rules is fun-
damental to an understanding of these cases.

A contrast to this emphasis on the American government's power
is provided by the importance of domestic politics, which constrained
the U.S. government and eventually helped to undercut the material
basis for American leadership. This discordant note was first sounded
with the failure of the attempt to establish control over Middle Eastern
oil supplies through an international regime, under provisions of the
Anglo-American Petroleum Agreement. It swelled to a crescendo with
the unilateral enactment of Mandatory Oil Import Quotas in 1959,
which in the long run eroded rather than bolstered U.S. power. The
fragility of hegemonic cooperation—reflected in the fact that it lasted
for a score of years rather than for a century—can be accounted for
in good measure by the refusal of domestic interests to adjust, or to
sacrifice, for the sake of the long-term power position of the United
States.

Neither of these themes would come as a surprise to Realist analysts.
Despite the degree to which the oil cases conform to Realist expec-
tations, however, the themes of Part II, though muted, are not irrel-
evant even here. Cooperation as I have defined it took place: it was
compatible with hegemony and arose from real or potential discord,
which itself stemmed from international economic interdependence.
The lack of reliance of the United States on international institutions
in the oil area until 1974 indeed shows that hegemony can substitute
for international regimes. But the evidence indicates that the U.S.
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government had some incentives earlier to form international regimes,
although pressures to do so may have been lower than in money and
trade. The United States sought in 1944-45 to create what would have
amounted to an intergovernmental petroleum cartel with the United
States as senior member and Britain as its junior partner. This was
only thwarted by domestic opposition. As we wil l see in chapters 9
and 10, the United States moved to construct a consumers' oil regime
after the crisis of 1973-74, which revealed the decline of U.S. power
in oil. By then, however, this could no longer be done on its own
terms.

Controlling Arab Oil, 1943-1948

Before World War II the United States had sought to secure access
by American companies to concessions in areas dominated politically
by Britain and France. Under the Red Line Agreement of July 31,
1928, American firms (linked together in the Near East Development
Corporation) received a 23.75 percent share in the Turkish Petroleum
Company, with concessions in areas now controlled by Turkey, Syria,
and Iraq. Within the "Red Line Area," which included the Arabian
peninsula, members of the Turkish Petroleum Company (later the Iraq
Petroleum Company) were required by the agreement "to refrain from
obtaining concessions or purchasing oil independently in any part of
what was construed to have been the old Ottoman Empire" (Anderson,
1981, p. 18). This was part of a network of agreements made in the
1920s to restrict supply of petroleum and ensure that the major com-
panies, working together, could control oil prices on world markets.

During the 1930s a number of significant oil discoveries were made.
The most important of these for oil markets in that decade took place
in East Texas in 1930, but from a long-term international standpoint
the most significant find occurred in 1938, when oil in commercial
quantities was discovered in Saudi Arabia by the California Arabian
Standard Oil Company, or Casoc (later to become the Arabian Amer-
ican Oil Company, or Aramco), a jointly owned subsidiary of Standard
Oil of California (Socal) and the Texas Company (Texaco). In 1940
these fields produced only 5 million barrels of oil, but by 1941 both
the companies involved and the Saudi monarchy recognized that the
area's petroleum reserves might be enormous.

After the United States had become a belligerent in World War II,
the question of how to exploit Saudi oil for the war effort became a
matter of immediate concern for American military planners. Yet by
1943 concern about future domestic oil shortages, and information
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about the vastness of Saudi reserves, led civilian officials to pay at-
tention to the problem of how to ensure continued postwar American
control of the Saudi concession. At first, American suspicion centered
on its close ally, Britain. Casoc executives "became convinced that the
British were devising all sorts of schemes to deprive them of their
concession" (Stoff, 1980, p. 57). The company "employed the British
bogey time and again" in its dealings with the Department of State
(Miller , 1980, p. 50). King 'Abd al-'Aziz of Saudi Arabia "subtly
fanned those fears to increase his chances for financial support," al-
though "nowhere in the accessible British archives is there any evidence
of a British plan in the 1940s to actually displace the American con-
cessionaire" (Anderson, 1981, p. 40).

On the initiative of the State Department, supported by Socal and
Texaco, President Franklin D. Roosevelt declared Saudi Arabia eligible
for American Lend-Lease assistance in February 1943. Socal and Tex-
aco had proposed, in return for Lend-Lease, that their joint venture,
Casoc, would create an oil reserve in Saudi Arabia whose contents
would be made available to the U.S. government at prices below those
on the world market. Following approval of Lend-Lease, the State
Department's Committee on International Petroleum Policy, chaired
by Economic Advisor Herbert Feis, proposed the formation of a Pe-
troleum Reserves Corporation. The PRC was to acquire option con-
tracts on Arabian oil. After the State Department made this suggestion,
however, Interior Secretary Harold Ickes and representatives of the
military services (particularly the Navy) proposed that the PRC directly
acquire reserves by purchasing all of Casoc's stock. This plan was
approved by Roosevelt in late June 1943.

The Secretary of the Interior and representatives of the military,
with the reluctant acquiescence of the State Department, had per-
suaded the President to create a Petroleum Reserves Corporation that
would own huge quantities of Saudi oil. Such a plan was sure to be
opposed by major corporations, yet littl e regard was paid to their
interests. The PRC's board of directors was to consist of the secretaries
of state, interior, war, and navy, without private-sector participation;
the right to manage the reserves was to be allocated not necessarily
to Socal and Texaco (although they were to be given preference), but
to those companies submitting the best bids. As Anderson comments,
"the audacity of the overall plan was possibly reflective of the mood
of wartime Washington" (1981, p. 55).

Negotiations between Ickes and the presidents of Socal and Texaco
had apparently reached tentative agreement on sale of a one-third
interest in Casoc to the government, when pressure was brought to
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bear by Standard Oil of New Jersey (now Exxon) and Socony-Vacuum
(now Mobil). John Brown of Socony indicated that "his company and
others in the foreign field didn't like the idea of government compe-
tition" (Anderson, 1981, p. 64). Fearing that he would lose a struggle
on this issue, and that it would undermine his political position, Ickes
broke off his talks with Socal and Texaco, covering his tracks by
claiming that these companies had refused to negotiate in good faith
with the government.2 The PRC later attempted to make arrangements
for a government-owned pipeline from the Persian Gulf to the Med-
iterranean, a scheme that was also blocked by competitors of Socal
and Texaco (Anderson, 1981, pp. 78-83, 96-102).

Failure of the PRC brought to the fore another idea, which had
been discussed in the State Department during 1943 and which Ickes
had embraced as well: the negotiation of a petroleum agreement with
Great Britain. The heart of the original agreement, worked out in the
summer of 1944, was a provision for an International Petroleum Com-
mission, which would have recommended " 'production and expor-
tation rates for the various concessions in the Middle East . . . [to
prevent] . . . the disorganization of world markets which might result
from uncontrolled competitive expansion.' "3 In other words, it would
have established what amounted to an Anglo-American cartel, fifteen
years before the founding of OPEC. The major international firms
supported this conception, provided that they would be furnished with
immunity from antitrust prosecution; if it granted this exemption, the
government would be achieving for them what they had long sought
in world markets through informal collusion and more or less secret
agreements. The proposed petroleum agreement was a bold plan for
a formal international oil regime dominated by the United States. The
fact that it could have been used as a device to exploit poorer and
weaker states—consumers as well as producers of oil—reminds us that
cooperation is not necessarily benign.

The proposal for an Anglo-American Agreement had to be submitted

2 Ickes managed to confound a generation of historians about the reasons for the
collapse of his negotiations with Casoc, by not only lying to Congressional committees
but by altering the minutes of relevant government-industry meetings and even including
an incorrect account in his "secret diary," later published. Anderson (1981, pp. 56-67)
shows on the basis of Ickes's personal confidential diary (not designed for publication)
that it was Ickes who broke off the negotiations under pressure from Socony and other
oil companies. For a brief discussion, see Keohane, 1982c.

3 Anderson, 1981, p. 95, quoting a memorandum by John A. Loftus of the Petroleum
Division, Department of State, November 9, 1944.
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to the Senate as a treaty, owing to insistence on that point from the
outset by members of the Foreign Relations Committee. There it came
up both against a formidable coalition of interests and against main-
stream American ideology. The plan for an intergovernmental cartel
"ran counter to the vested interests of the American independents, the
antitrust philosophy of the Department of Justice, the laissez-faire
ideology of a remnant of New Deal opponents, and State's own long-
standing practice of not supporting one domestic interest group over
another" (Anderson, 1981, p. 96). Furthermore, the scheme ran afoul
of a fierce bureaucratic battle for the control of oil policy between
Harold Ickes and the dominant forces in the State Department, and
suffered from the aftermath of the intense controversy engendered by
the Petroleum Reserves Corporation scheme.

The interests of independent domestic oilmen were particularly
threatened. They feared that "the pact might open the American mar-
ket to cheap foreign petroleum" (Krasner, 1978a, p. 204). Despite the
frequent denials of this intent by government officials, the apprehen-
sions of the oilmen were justified: an essential purpose of the agreement
was to reduce the drain on Western Hemisphere oil reserves by de-
veloping Middle Eastern resources for marketing in Europe, and per-
haps even in the United States. As Acting Petroleum Advisor James
Sappington wrote on December 1, 1943, for security reasons "It was
advisable that Middle Eastern oil be developed to the maximum and
that supplies in this hemisphere be ... conserved." He even remarked
that "if Middle Eastern oil should enter the United States to meet the
postwar need for oil imports, the result should be a further conser-
vation of the reserves" of the Western Hemisphere.4

Opposition to the 1944 draft took institutional expression with a
demand for radical revisions formulated in December by the Petroleum
Industry War Council, representing the industry. In conjunction with
the opposition of Senator Tom Connally of Texas, Chairman of the
Foreign Relations Committee, this demand led the State Department
to withdraw the agreement for reconsideration. It was eventually re-
negotiated with the industry, and then with the British, to meet in-
dustry objections. The resulting agreement, renegotiated under Ickes's

4 "Memorandum on the Department's position," folder "Petroleum Reserves Cor-
poration Activities, 7/3/43-1/1/44," box 1, records of the Petroleum Division, Record
Group 59, National Archives (cited by Anderson, 1981, p. 78, n. 27). The head of the
Petroleum Division in 1945, John A. Loftus, expressed similar views to those of Sap-
pington. See Loftus memo, May 31, 1945, National Archives, decimal fil e 1945-49,
Box no. 5849, fil e no. 841.6363/5-3145.
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leadership, would have restricted the role of the International Petro-
leum Commission to the preparation of reports and estimates, ex-
cluded the U.S. industry from regulation, and relied entirely on vol-
untary compliance. As a result, the State Department became lukewarm
toward the agreement. State was strong enough to delete the antitrust
immunity clause, over Ickes's resistance; but this change meant that
the major international companies now lost interest in it. Thus the
agreement was rendered virtually meaningless by renegotiation. By
late 1944 or early 1945 the precarious pro-agreement coalition of
Ickes, the State Department, and the international oil majors had
collapsed under pressure from the domestic industry. Only the shadow
of a public international agreement remained. This "orphan," as one
State Department official characterized it in 1946 after Ickes's depar-
ture from the government, was never ratified by the Senate.5

The United States had failed to secure Saudi oil through direct
government ownership or to achieve broader control over Middle
Eastern petroleum through an Anglo-American agreement. Initiative
thus passed to the companies, supported by the Department of State.
In 1946 Socal and Texaco found themselves with prolific oil fields in
Saudi Arabia and a joint venture, now named Aramco, operating there
with a skilled production team; but they also faced large demands for
capital and uncertain markets for the huge quantities of oil that could
be produced. Standard Oil of New Jersey, by contrast, was chronically
short of crude and concerned about being excluded from the richest,
lowest-cost concession in the world. Moved by the business conser-
vatism of their leaders, and over the strenuous objections of other
company officials (at least in Socal), Socal and Texaco decided, in
early 1946, to invite Jersey to purchase a share in Aramco. Eventually,
Socony was also asked to participate, and arrangements were made
for a 30 percent purchase in Aramco by Jersey and a 10 percent
participation for Socony.6

5 This account follows Anderson (1981) rather than Miller (1980) or Stoff (1980),
for reasons given in Keohane, 1982c. The "orphan" phrase, which appears in a memo
of February 1946 from Clair Wilcox to Will Clayton, is cited by Stoff, p. 193, and
Anderson, p. 130.

6 The issue of which corporation took the initiative was obscure in the literature until
the publication of Anderson's book. It has long been known that high executives of
Socal opposed the deal, on the grounds that Saudi oil would allow the company to
expand rapidly at the expense of competitors if the latter were not allowed into Saudi
Arabia. The staff of the Federal Trade Commission (U.S. Senate, 1952) and a Senate
subcommittee on multinational corporations (U.S. Senate, 1975) both claimed that
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Yet to consummate this deal it was necessary somehow to nullify
the restrictions of the Red Line Agreement of 1928, which required
that the partners in the Iraq Petroleum Company (IPC) only produce
or purchase oil within the Red Line area through the IPC. By 1946
the IPC companies were Anglo-Iranian (23.75 percent), Shell (23.75
percent), Companie Françaises des Petroles (23.75 percent), Socony
(11.875 percent), Jersey (11.875 percent) and the Gulbenkian interests
(5 percent). Socal and Texaco, not being members of the IPC, were
not restrained from producing in Saudi Arabia, but Socony and Jersey
were. For these companies to join Aramco would constitute a violation
of the Red Line Agreement.

The story of how Jersey and Socony maneuvered to dissolve the
Red Line Agreement is a fascinating tale of international legal intrigue.
In early negotiations, Shell assured the American companies that it
would participate in drafting new arrangements for IPC, and Jersey
placated Anglo-Iranian with an agreement to purchase large amounts
of Iranian and Kuwaiti oil from it, over a twenty-year period, and to
construct a new pipline (never built) from Abadan to the Mediterra-
nean. Companie Françaises des Petroles (CFP) and Gulbenkian posed
more serious problems. Fortunately for the American companies, how-
ever, during World War II CFP and Gulbenkian had operated within
Nazi-controlled territory and had in 1940 been construed by a distin-
guished British barrister as having become "enemy aliens," thus ren-
dering the Red Line Agreement null and void. This served as a sufficient
pretext in 1946 for Jersey and Socony to argue that the agreement
was legally dissolved and to open negotiations for a new agreement
free of the restrictive clauses of the earlier one.7

Not surprisingly, CFP objected strenuously. Not only were its lead-
ers presumably insulted by being labeled "enemy aliens" as a result
of the defeat of France; they feared that the effect of the Aramco deal

negotiations were initiated by Jersey and Socony. John Blair (1976, p. 39) even went
so far as to suggest that Socal sold its share because the Rockefeller family, which also
controlled Jersey and Socony, put its interests above those of the corporation itself.
Anderson's evidence (1981, pp. 144-45) that it was Socal and Texaco that took the
initiative, moved by the risk-avoidance preferences of their top executives, refutes these
speculations.

7 The essentials of this story are in Anderson, 1981, ch. 5. See also U.S. Senate, 1952;
U.S. Senate, 1974b, appendix 2; U.S. Senate, 1975, ch. 2; and Blair, 1976. For the draft
contract between Jersey and the Anglo-Iranian Oil Company, see National Archives
(Record Group 59, Box 4231, fil e no. 800.6363/1-2847), material dated December 20,
1946, with a covering letter from a Jersey official to the head of the Petroleum Division
of the Department of State, indicating that this contract was the basic document in the
transaction.
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would be to reduce production from Iraq, where CFP shared an in-
terest. CFP therefore sought participation in Aramco itself, along with
Jersey and Socony. In addition, the French government protested strongly,
holding the U. S. government responsible and threatening to take direct
action in France against Jersey in retaliation for its actions.8

CFP's demand for participation in Aramco was blocked by King
`Abd al-'Aziz of Saudi Arabia, who declared that he would not agree
to the sale of any part of Aramco to a non-American firm (Anderson,
1981, p. 155). Nevertheless, the State Department, which had been
following the intercompany negotiations closely, recognized the seri-
ousness of French protests. In February 1947 Paul Nitze, Deputy Di-
rector of the Office of International Trade Policy, suggested that the
issue could be resolved without dissolving the Red Line Agreement
and antagonizing the French, if Jersey sold its interest in IPC to Socony
and entered Aramco alone.9 Jersey and Socony, however, rejected this
proposition.

The terms worked out among the IPC members dissolved the Red
Line Agreement but gave the French the right to draw larger shares
of oil from IPC production than their proportionate holdings in IPC
would have allowed and involved a commitment by Jersey and Socony
to support increased IPC production. Protracted negotiations took
place with Gulbenkian, who reportedly told John C. Case of Socony
that he simply would not respect himself unless he "drove as good a
bargain as possible." Gulbenkian's ace in the hole was the fact that
he had filed suit in London, threatening to open the complex affairs
of IPC to the public; the day before arguments were to begin, the suit
was settled out of court.10

8 See dispatches of January 14 and 20, 1947, from the Embassy in London to the
State Department (Record Group 59, Box 4231, fil e no. 800.6363/1-1447 and 800.6363/
1-2047).

9 Memo from Paul Nitze to Will Clayton, February 21, 1947 (National Archives,
Record Group 59, Box 4231, fil e no. 800.6363/2-2147).

10 Anderson, 1981, p. 159. The Church subcommittee alleged in 1975 that "although
Exxon and Mobil eventually reached an IPC settlement the French never forgave the
Americans for keeping them out of Saudi Arabia" (U.S. Senate, 1975, p. 55). No
evidence, however, is adduced for this assertion, and no trace of it appears in Anderson's
account. Indeed, certain pieces of evidence suggest the contrary. The Embassy in London
reported on March 14, 1947, that the French seemed to like the idea that they could
purchase more than their regular quota of oil from the IPC (Record Group 59, Box
4231, fil e no. 841.6363/3-1447). On May 29, 1947, the Embassy reported satisfaction
in London and said that "the only cloud on the I.P.C. horizon at the moment is the
difficult y the major partners are having with Gulbenkian" (Record Group 59, Box
4231, fil e no. 800.6363/5-2947).
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This episode illustrates several important points about hegemonic
cooperation. First, although cooperation in the sense of mutual policy
adjustment was eventually achieved, the process of achieving it was
certainly not a harmonious one. Cooperation arose from the reality
and prospect of discord. Second, the difficulties of cooperation in this
case reflect in part the absence of agreed-upon institutions to establish
a framework for bargaining. Indeed, the desire of the United States
and of U.S. companies to destroy the old regime of the IPC led to the
struggle in the first place.

The eventual success of U.S. attempts to control Arab oil also il-
lustrates the fact that hegemony was a real phenomenon, even if Amer-
ican officials, continually seeking to solve more and more difficul t
problems, often had trouble achieving their objectives. The negoti-
ations with Britain for an Anglo-American Petroleum Agreement were
not as difficul t as the internal bargaining within the United States. In
the Red Line negotiations, the British, French, and Gulbenkian could
all be brought to agreement through a combination of threats to break
the old arrangements and promises to pay off partners who would
cooperate in the desired restructuring of Middle Eastern holdings.
Hegemonic cooperation as we have defined it occurred, although no
formal international regime was brought into being.

The compatibility of hegemony and cooperation indicates once again
that international cooperation does not depend on substantive equality
among states. To emphasize the "inequality of nations" (Tucker, 1977)
is not to foreclose prospects for mutual adjustment of policy, although
it does imply that different, and unequal, adjustments will be made
by the powerful and by the weak. Indeed, it could be argued that
cooperation in the postwar period depended on the prior establishment
of U.S. dominance. This was true in oil. After the brusque actions of
American companies and the American government to abrogate the
Red Line Agreement had ensured American supremacy in Saudi Ara-
bia, the United States deigned to assure Europe that it would receive
ample oil supplies, at least as long as European governments continued
to defer to U.S. leadership. Likewise, in financial and commercial
policy, the United States had ensured its predominance over Britain
before it switched to providing positive incentives for cooperation
through the aid programs of the Marshall Plan. Britain's reserves were
kept within a range sufficient to allow it to finance its wartime pur-
chases, but too small to give Britain financial independence after hos-
tilities had ceased, and strong efforts were made to persuade Britain
to agree to dismantle the discriminatory trade barriers that had been
erected during the 1930s (Kolko, 1968, pp. 280-94). American pres-
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sure continued after the war, most notably in connection with nego-
tiations for the British Loan of 1946 (Gardner, 1956/1980, pp. 188-
207). As in petroleum policy, establishment of dominance preceded
the distribution of economic benefits.

The frustrations that faced American policymakers in the oil issue-
area resulted less from the efforts of other countries than from the
nature of American politics and society. This did not mean that the
ultimate objective of securing Arab oil supplies had to be abandoned—
on the contrary, it was achieved—but rather that the vehicles for U.S.
policy had to be adapted to the realities of American society. Plans
for government ownership, or for intergovernmental control of pro-
duction and prices, were abandoned in favor of support for the ex-
pansion of private corporations abroad and for their transnational
political strategies. The nature of hegemonic cooperation in oil—ad
hoc rather than highly institutionalized—was shaped both by the op-
portunities abroad for extension of national power and expropriation
of wealth and by the constraints engendered by capitalism and pluralist
politics at home.

The Sterling-Dollar Oil Problem

Even during the war the British government anticipated a shortage
of foreign exchange in the postwar years and insisted, in negotiations
on a petroleum agreement, on "the right of each country to draw its
consumption requirements, to the extent that may be considered nec-
essary, from the production in its territories or in which rights are
held by its nationals."11 In 1949 Great Britain decided to take such
measures to save on dollar costs by discriminating against American-
owned oil companies, contrary to agreements reached between the
British government and U.S. companies in the 1920s and 1930s. British
measures not only affected imports into the United Kingdom but also
reduced sales of American firms in countries such as Argentina and
Egypt, with which Britain made barter agreements, providing oil in
return for other goods. The British government in addition, in the
spring of 1949, ordered British bankers

to refuse to transfer funds in payment for American-supplied oil
from sterling balances in London of countries outside the sterling

11 Memorandum, "The Petroleum Division," October 1944, p. 35 (Box 48, Harley
Notter files, National Archives, Record Group 59. Cited in Anderson, 1981, ch. 3, n.
73.
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area. Consequently, such countries as Finland, Sweden, Norway
and Denmark, which were so short of dollars as to require that
all or part of their oil needs be purchased with sterling, were
unable to draw on their sterling balances in the United Kingdom
to pay for imports supplied by American companies. Conse-
quently, they had to buy sterling oil (Larson et al., 1971, p. 706).

The U.S. companies protested, claiming that Britain's actions were
meant less to save dollars than to strengthen the position of British
companies in the world oil industry at the expense of their American
competitors (Brown and Opie, 1953, p. 226; Larson et al., 1971, p.
707; Anderson, 1981, ch. 6). The glut of oil that had emerged, at
current prices, made it impossible for the companies to sell all the
pertroleum they could produce; so the Americans' loss was the British
firms' gain. Furthermore, a cutback in markets for American-owned
Eastern Hemisphere oil was seen in the State Department as having
ominous implications for America's security interests.

The situation raises serious security, political and economic prob-
lems in view of the fact that the foreign oil concessions, refining
and marketing facilities and organizations of American oil com-
panies depend upon the maintenance of foreign market outlets.
If the American oil companies producing abroad are faced with
the shrinkage in the market for their output they must necessarily
curtail production. If the American companies are forced to cut
back production at the same time the British companies are ex-
panding their output, the former are placed in a difficul t political
and financial position which may in turn prejudice U.S. national
security interests.12

An internal State Department memo in December focused directly
on the implications of British policy for the U.S. position in Saudi
Arabia:

Loss of one-quarter annual revenue might stalemate Saudi Arabia
progress while neighboring states advance, jeopardizing the unique
cooperation and friendship now existing between U.S. and Saudi

12 Memorandum of Conversation of a meeting called by Paul Nitze of the Bureau of
Economic Affairs, Department of State, on April 9, 1949, "to discuss the major aspects
of the dollar-sterling oil problem and the views thereon of the interested offices of the
Department" (Record Group 59, Box 4232, fil e no. 800.6363/4-949).
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Arabia. Western orientation of Saudi Arabia, which counters Arab
reaction to Western support of Israel, would suffer.13

Not everyone in the American government saw the national interest
and the interests of the Aramco partners as so closely linked. Oil was
selling at several times its cost of production, yet neither the American
nor the British companies were seriously considering reducing prices
further as a response to stagnation in demand. The British financial
situation was much more serious than the plight of already wealthy
American oil companies.

The important interests of the United States would not be served
if the dollar and other economic drain on the British is maintained
at anywhere near the present or projected levels. $710 million in
fiscal 1950 and well over $600 million in 1953 seems [sic] an
impossible drain for anyone to contemplate. The absolute max-
imum savings of dollars and economic resources on the sterling
area's oil accounts are [sic] desperately needed in view of Britain's
present balance of payments and budgetary positions and the
uncertain outlook for future ECA [Economic Cooperation
Administration] appropriations. . . . It would sound very badly
to have it publicized that the Government imposed serious bur-
dens on the British economy, thereby nullifying part of the U.S.
foreign aid program, in order to win for the five big American
oil companies in the Persian Gulf the unique privilege denied to
all American farmers and other American businesses of selling for
sterling in third countries, on the ground of threat to the U.S.
national interest, when the companies are selling Persian Gulf oil
at a price between three and five times the costs of its production.14

The problem was essentially one of adjustment costs. Who should
have to pay the costs of adjusting to a slacker oil market? Different

13 "Working Paper, Near East Conference," December 20, 1949, p. 4 (box 2, records
of the Petroleum Division, Record Group 59). Anderson also refers to this working
paper, considering it as expressing "the basic State Department position for the duration
of the 'dollar oil' crisis" (1981, ch. 6, p. 186, n. 94).

14 Personal memo of George Eddy of the Office of International Finance, Treasury
Department, mentioned in a memo from Eddy to Henry Labouisse in the State De-
partment on December 16, 1949 (Record Group 59, Box 4232, fil e no. 800.6363/12-
1649), Eddy's personal memo had somehow fallen into the hands of the British, who
were using it in their arguments with the American government. Raymond Mikesell,
in the Department of State, also criticized high oil price policies: "I hope that some
consideration wil l be given to the consumer, who thus far has been the forgotten man
in this picture! " (Record Group 59, Box 4232, fil e no. 841.6363/7-649 CS/RA).
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possible outcomes were associated with different patterns of adjust-
ment:

1) Intense price cutting could have taken place, sharply reducing
the cost of imported oil in Europe and elsewhere. This would have
continued a trend encouraged by the ECA, which exerted significant
downward pressure on prices, leading to a fall in the per barrel "com-
pany take" in the Middle East from $1.52 in 1948 to $1.14 in 1949
(Brown and Opie, 1953, pp. 227-30; Maull, 1980, p. 211).

2) The United States could have accepted greater oil imports, thus
reducing excess supply on world markets, at the expense of U.S. do-
mestic production. American independent firms would have borne
much of the cost of adjustment.

3) Great Britain could have withdrawn its restrictions on American
companies' operations. In this case, the burden of adjustment would
have fallen chiefly on the British economy, since the dollar drain would
not have been reduced.

4) The United States and Britain could have jointly forced adjust-
ment costs onto others by requiring purchasers of  oil outside the United
States and Britain "to pay at least the dollar cost in dollars of the oil
supplied." This was the essence of a plan presented in November 1949
by W. L. Faust of Socony. His was a proposal for a duopolistic regime,
which would extract resources from countries other than the United
States and Britain for the benefit of U.S. and British oil companies.
As the U.S. Counselor for Economic Affairs in London noted, "of
course, many consumers would object, but if all American and British
oil were marketed in this pattern they would have no alternative but
to accept it." Nitze argued similarly that "it may be desirable for the
Governments of U.S. and U.K. to attempt to regulate, on a formal or
informal basis, the production and flow of oil products. Competition
in the usual sense is unlikely, and probably undesirable."15

5) Great Britain could have permitted U.S. companies to sell oil for
sterling outside the sterling area, only converting into dollars the dollar

15 The quotes all come from documents in the National Archives of the United States
(Record Group 59, Box 4232): 1) Memorandum of Conversation of meeting between
B. Brewster Jennings, President, Socony-Vacuum Oil Company, Inc., and various mem-
bers of the Department of State staff, December 21, 1949 (fil e no. 841.6363/12-2149);
2) letter of December 2, 1949, from Don C. Bliss, Counselor for Economic Affairs of
the U.S. Embassy in London, to Henry R. Labouisse, Jr., Office of British and Northern
European Affairs, Department of State (fil e no. 800.6363/12-249); and 3) Memorandum
of Conversation of a meeting called by Paul Nitze of the Bureau of Economic Affairs,
Department of State, April 9, 1949, cited above in note 12.
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cost of that oil: "unconverted pounds would be used by United States
oil companies to purchase goods and services from the sterling area."
This arrangement would have removed the discrimination against
American firms vis-à-vis British firms while, according to Caltex (a
Socal-Texaco joint venture) and American officials who supported its
scheme, not increasing the dollar drain on Britain beyond what would
be incurred by British companies increasing their production abroad.16

This was an attempt to divide the adjustment costs between American
and British firms, since the latter would lose the competitive advantages
conferred on them by discriminatory British measures. Costs of ad-
justment would also be shared by American exporters of nonoil prod-
ucts, which would be discriminated against by the restrictions on the
American oil companies' ability to purchase goods for dollars. As a
tactic, it was clever because it took the avowed British purpose of
protecting its currency reserves literally while devising measures to
achieve this goal that would not also give British oil companies gov-
ernment-created advantages over their American counterparts.

The first three solutions were vetoed by the powerful actors on
whom adjustment costs would have fallen. Neither the companies nor
the governments wanted to solve the problem of an oil glut by adopting
the first course of reducing prices. The firms' reasons for rejecting this
solution are obvious. On the government side, Britain did not use
sterling devaluation, in 1949, to encourage British companies to un-
dersell U.S. firms or to prevent British companies from increasing their
profits from oil for which costs were incurred in sterling. British of-
ficials were presumably worried about the effects of lower prices on
oil company profits (which were shared by the government through
its partial ownership of British Petroleum), as well as the impact of
lower profits on Britain's balance of payments. Those American of-
ficials concerned with Saudi Arabia and other producing countries
would not have been happy with the prospective effects of lower oil
prices on relations with these states. The second solution, acceptance
of more imports by the United States, ran into the same problem as
the Anglo-American Petroleum Agreement: resistance by U.S. domestic
producers. "A solution on this basis would be strongly opposed by
U.S. independent producers, and it would probably not permit nearly

16 For the quotation and the argument, see a memo to Ambassador Childs from
R. Funkhouser, "Background on Current U.S.-U.K. Oil Talks" (National Archives,
Record Group 59, Box 4232, no fil e number, no date). It appears to have been written
in September 1949.
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as large an expansion of U.S. output in the Middle East as U.S. com-
panies have been planning."17 The third possibility, withdrawal of all
restrictions, was staunchly resisted by Britain.

The other two schemes would have shifted adjustment costs away
from immediately involved powerful actors. In its proposal for the
U.S.-British condominium, the Faust Plan resembled the Anglo-Amer-
ican Petroleum Agreement of 1944. According to a recent account,
this proposal was unattractive to the British government because Brit-
ain "retained a political interest in maintaining a viable sterling area"
(Kapstein, 1983, p. 16). The United States had similar reservations,
since many of these peripheral countries had become U.S. clients.
Transferring part of the dollar crisis to other oil-consuming countries
meant increasing the burden on U.S. foreign aid to these states. Fur-
thermore,

The "third" indicative countries, faced with paying a portion of
the cost of petroleum in dollars, might demand similar treatment
for their own exports of other commodities. . . . If this pricing
policy became common we would be introducing an additional
complicating element in international trade that seems clearly
undesirable. Our general policy is in the opposite direction; for
example, in our work on European integration our objective is
to avoid the need for dollar settlements.18

Although the great sympathy within the U.S. executive branch, and
in the Congress, for the oil companies seems to have prevented the
government from rejecting the Faust Plan out of hand, the Caltex
proposal (solution 5) was more congenial because it did not involve
third-party complications and resulting threats to broader American
interests. Thus by December 1949 the Caltex proposal had essentially
become the basis of the U.S. position.

After extended interagency discussion, the U.S. Government has
proposed to the British that American companies be allowed to
sell part of their production to third countries against sterling
payment. U.S. companies would be allowed to convert into dollars

17 Memo from Paul Nitze of the Bureau of Economic Affairs to the Secretary of State,
April 27, 1949 (Record Group 59, Box 4232, fil e no. 800.6363/4-2749).

18 Memo from Mr. Rosenson of the State Department Monetary Affairs Staff to Henry
R. Labouisse, Jr., Office of British and Northern European Affairs (Record Group 59,
Box 4232, fil e no. 800.6363/12-1349), December 13, 1949.
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an amount equal to dollar outlays British companies would have
to make to replace equivalent existing U.S. production capacity.

Acceptance of this proposal by the British would have ended the
discriminatory advantages that British companies were then, according
to the United States, gaining as a result of British government policy
and would have protected American firms from unfair British com-
petition.

British companies are expanding at rates double normal estimates
of increased demand and using surplus oil to displace United
States oil through currency and trade restriction rather than through
competitive actions such as price reductions, superior products,
efficiency, etc.19

Yet the British government not only failed to accept this proposal but,
in December 1949, imposed new restrictions requiring affiliates of
American companies to buy oil for import into the sterling area from
British and British-Dutch companies rather than from American-owned
firms (even members of their own group). "An American owned af-
filiate thereafter could import oil from sources owned by American
companies only insofar as the volume of oil required to meet its needs
was beyond what the companies having sterling status could supply.
Jersey oil thus became marginal in its most important Eastern Hem-
isphere markets" (Larson et al., 1971, pp. 706-707).

The American companies responded to this attack on their interests
both by pressing the U.S. government to intervene more vigorously
on their behalf and by entering into direct negotiations with the British
government. In January 1950 Tom Connally, then Chairman of the
Senate Foreign Relations Committee and a leading spokesman for
Texas petroleum interests, advocated a cutoff of all Economic Co-
operation Administration assistance to Britain. This was not done, but
the ECA did suspend assistance to projects for expanding the British
oil industry.20 In April the State Department "presented a note to the

19 This quotation and the previous one both come from Working Paper, Near East
Conference, December 20, 1949 (Record Group 59, Box 4232, no fil e number), pp. 1
and 3.

20 Brown and Opie, 1953, p. 226. Within ECA, Walter Levy, ranking petroleum
officer, had pointed out as early as February 1949 the difficulties posed for American
companies by ECA plans to finance refinery construction in European countries by
European firms. See National Archives, Record Group 59, Box 4232, fil e no. 800.6363/
2-1048, for memo by E. L. McGinnes, Jr., on meeting of International Petroleum Policy
Committee, February 10, 1949.
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British Government insisting on the right of United States companies
to trade anywhere in the sterling area."21 Having secured the support
of the U.S. government, some of the companies negotiated successfully
with Britain.

Jersey's Howard Page finally negotiated a complicated but sat-
isfactory settlement directly with the British treasury in May 1950.
The British agreed to end gasoline rationing, and Jersey undertook
to supply all of the additional gasoline required by its British
affiliates with payment in sterling. Instead of remitting profits to
the United States in dollars, Jersey would use the sterling proceeds
to purchase needed goods and equipment manufactured in Britain.
Along with a series of similar agreements worked out by Page in
1950 and 1951, this arrangement essentially solved the dollar oil
problem (Anderson, 1981, pp. 186-87).

A key condition in the background facilitating this solution was
provided by the economic boom that took place after the Korean War
broke out in June of 1950. Increased economic activity quickly elim-
inated the oil surplus and improved Britain's balance-of-payments
position. The outbreak of the Korean War, by stimulating rearmament
and preventing a recurrence of serious recession, removed the eco-
nomic difficulty of oversupply that had created the issue in the first
place.

The sterling-dollar oil problem illustrates how discord can arise from
interdependence, and in particular from efforts of governments to shift
the costs of adjustment onto others. It also illuminates once again the
process by which discord, with its political pressures, may lead even-
tually to cooperation on terms that are affected by the intensity of
actors' preferences as well as by their power. The fact that British
preferences were so intense imposed constraints on the exercise of U.S.
power, and therefore made the outcomes of hegemonic cooperation
in this case less asymmetrical than they were in the Red Line Agreement
episode. As the theoretical arguments of Harsanyi and March discussed
in chapters 2 and 3 would have anticipated, it is impossible to predict
accurately outcomes of bargaining merely on the basis of the tangible
power resources at the disposal of each side. Although the United

21 Kolko and Kolko, 1972, p. 461. In a meeting held in December 1949 a Socony
representative had "emphasized that the oil companies were convinced that they would
be unable to get anywhere with the British unless and until the State Department took
a firm position with the British and insisted that a settlement of the matter be reached."
Memorandum of Conversation, Department of State, Record Group 59, Box 4232, fil e
no. 841.6363/12-949, December 9, 1949, p. 2.
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States could change the rules governing oil concessions in Arabia, it
could not exert such easy dominance on issues where British interests
were intimately involved and which Britain could in the first instance
control through authoritative government action.

The incident also indicates the combination of pursuit of narrowly
defined self-interest and concern for alliance management that char-
acterized U.S. hegemonic leadership. The State Department came to
the aid of powerful American firms that were being discriminated
against; but the desire of the U.S. government to rebuild a liberal-
capitalist world political economy inhibited the government from pushing
the oil companies' case too hard, or from accepting schemes to force
adjustment costs onto countries other than Britain or the United States
itself. The sterling-dollar oil controversy illustrates once again the
proposition that many of the constraints on a hegemon derive not
from lack of power but from the ambition to construct a world order
that power makes possible. Seeking to build its own world system,
the United States had to be concerned not only about the effects of
its own actions on its partners, but also about the effects on third
parties of any bilateral deals that it might make. The nets of inter-
dependence cast by a hegemon also entangle itself.

Iran, 1951-54: Intervention and the Consortium

Before and during World War II Britain dominated the oil-producing
areas of Iran. The Anglo-Iranian Oil Company (AIOC), which was
entirely owned and controlled by British interests, profited immensely
from its monopoly of Iranian oil production. By 1950 its net profits
were over 33 million pounds sterling, about double its payments for
that year to the Iranian government (Shwadran, 1955, table 1, pp.
162-63). In 1950 the Iranian government sought to renegotiate the
concession with AIOC, and the United States sought to persuade com-
pany officials to accept the 50/50 profit-sharing arrangements that
were becoming standard between American companies and host coun-
tries. But AIOC refused, and the agreement that was finally reached
between the company and the government of General All Razmara
was so strongly opposed by the Iranian parliament (the Majlis) that
it was withdrawn without a vote in December 1950. By early the
following May the nationalist Mohammed Mossadegh was premier
and Iran had decreed the nationalization of AIOC (Rubin, 1980, pp.
42-53).

AIOC remained intransigent, supported by the British government.
The United States first attempted to mediate the dispute. Later, as
turmoil in Iran increased and the Soviet-oriented Tudeh Party gained
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strength, the U.S. Central Intelligence Agency put into action a plan
designed to overthrow Mossadegh and put the Shah, who had been
deprived of all effective influence on the government, back into power.
Aided by thugs whose services were secured with CIA funds, the Ira-
nian army deposed Mossadegh and restored the Shah, who had fled
briefly to Italy during the disturbances, to his throne. As a result of
this American-sponsored revolution, the old political institutions of
Iran were either destroyed or reduced to only symbolic importance,
as the Shah became an absolute monarch (Rubin, 1980, pp. 54-94).

This intervention still left the problem of how of restore oil pro-
duction on terms acceptable to the Shah's government. Iran demanded
that U.S. companies be involved in any new arrangement, since Iranian
nationalism made it politically impossible to return to a wholly British
concession. The State Department therefore arranged a consortium,
in which American firms received a 40 percent share of the Iranian
operation, with AIOC retaining 40 percent, Shell receiving 14 percent,
and CFP, the French company, 6 percent.

As in other cases of American hegemonic leadership, negotiating
with the oil companies was in many respects as difficul t as dealing
with foreign governments. First, the five major U.S. international com-
panies invited to join the consortium professed reluctance to do so,
whether genuinely (owing to fear of disrupting delicate oligopolistic
arrangements, threatened by oversupply, for keeping oil prices high)
or as a way of wheedling additional concessions from the American
government.22 To facilitate agreement by the companies, the State
Department successfully urged President Truman in January 1953 to
downgrade a pending criminal antitrust suit against the majors to a
civil proceeding, and the Department of Justice ruled a year later that
American firms' participation in the consortium would not constitute
an illegal restraint of trade (U.S. Senate, 1974a; Krasner, 1978a, pp.
125-26).

Original plans for the involvement of only five major U.S. companies

22 George W. Stocking expresses skepticism about the companies' show of reluctance:
"i t is not clear why they should have been [reluctant]. Iranian oil could not re-enter
world markets without causing readjustments in oil commerce, and it would seem more
compatible with the interests of existing marketers that they share in control of the
process. Moreover, they were not a group that had hitherto evidenced an unwillingness
to share in virtually riskless but highly profitable oil ventures'*  (1970, p. 157). This
ambiguity illustrates a more general point: in any bargaining situation, strategically
oriented actors wil l be willin g to conceal their true preferences if doing so provides
them with an advantage. Thus it is difficul t to be confident about which parties made
more concessions, without access to confidential internal documents of participants
detailing their true positions prior to negotiations.
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had to be altered at the insistence of a group of eight independent
American companies, which wound up with a total of 5 percent of
the Iranian concession. These firms, at least, were not reluctant to
admit their desire for access to cheap Iranian crude.

For the additional members of the Iranian Consortium, their mi-
nor share proved an exceedingly profitable investment and the
prospectus which had been drawn up by a large firm of chartered
accountants showed clearly for all concerned to see that even after
the compensation payable to Anglo-Iranian any stake in that ven-
ture was like getting a "license to print money" (Stocking, 1970,
p. 158, quoting Frankel, 1966, pp. 95-96).

The Iranian episode illustrates the variety of instruments at the
disposal of the U.S. government. The State Department became in-
volved late in a dispute between Britain and Iran whose origins it could
not control, but the United States was nevertheless able, through po-
litical intervention and its links with the Iranian military, to bring
about a revolution in Iranian politics. It then secured the establishment
of a new oil consortium that provided American companies with 40
percent of Iranian production for a relatively small outlay of funds.
Political, military, and economic resources were used in combination
with one another. The hegemonic combination of expropriation and
control on the one hand and cooperation (with allies, whether long-
standing or created for the occasion) on the other was never clearer.
The remarkable part of the trick was that the American government,
and American firms, profited immensely while appearing to be reluc-
tant to become involved and only to be doing so to aid in reconciliation,
economic development, and the provision of public order. Hegemonic
leadership was never more rewarding than this!

The limits on American freedom of action were largely set by its
own oil companies. To pursue its strategic goals, the U.S. government
had to make concessions on antitrust enforcement: firms would act
as instruments of government policy, but they would not do so "for
free." The State Department also had to include independents in the
consortium. External strength was once again combined with relative
weakness at home.

The Emergency Oil Lift Program, 1956-57

In July 1956 a series of disputes erupted between Egypt on the one
hand and the United States, Britain, and France on the other. On July
19 the United States withdrew its offer to contribute $56 million
toward financing the Aswan Dam; one week later Egypt nationalized
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the Suez Canal. This action led to an international crisis, the climax
of which involved the invasion of Egypt by Israeli, British, and French
forces in late October and the collapse of that invasion under pressure
from the United States as well as the resistance of Egypt and threats
from the Soviet Union. As a result of the military actions, the Suez
Canal, which at that time was the main route for oil shipments between
the Persian Gulf and Europe, was suddenly blocked, leading to a
potentially severe oil shortage in Europe (Engler, 1961, pp. 260-63;
Johnson, 1957; Klebanoff, 1974, especially p. 119). The reaction of
the U.S. government to this crisis provides a clear illustration of heg-
emonic cooperation. The United States used its great economic and
political resources, and its links with major oil companies, to cope
successfully with the oil shortfall and achieve its own political purposes
in the process.

Immediately following nationalization of the Suez Canal, the United
States established a Middle East Emergency Committee (MEEC), un-
der the provisions of the Defense Production Act of 1950. The MEEC
was composed of fifteen major U.S.-based oil companies. These com-
panies declared that they could not devise detailed alternative tanker
schedules for a crisis whose characteristics were still unknown; but
they established the organizational structure of the MEEC and ac-
quired the requisite antitrust waivers from the government to allow
them to coordinate among themselves. Planning was left to the com-
panies; the role of the government, according to the director of the
Office of Defense Mobilization, was to encourage voluntary agree-
ments among the companies and to exempt them from antitrust leg-
islation.23 In September the British, Dutch, and French governments
sponsored the establishment of a parallel committee composed of the
major European-based oil companies—Shell, British Petroleum, and
CFP (OEEC, 1957, p. 21).

In response to the British-French-Israeli invasion of Egypt, the United
States suspended the operations of the MEEC, which did not meet
again until December 3, 1956 (Engler, 1961, pp. 261, 307; U.S. Senate,
1957, pp. 2543-48). The U.S. government sought to use the threat of
an oil shortage as one of a number of measures designed to induce
Britain and France, during November, to withdraw their troops from
Suez. By the end of November U.S. actions were clearly having the
desired effects, and it seemed to American leaders that further pressure

23 Testimony of Arthur Flemming, Director, Office of Defense Mobilization, in U.S.
Senate, 1957, p. 12.
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on the Europeans was unnecessary and would weaken the Atlantic
alliance. President Eisenhower ordered reactivation of the MEEC to
permit it not only to arrange tanker schedules but to enter into ar-
rangements on a collective basis with the Organization for European
Economic Cooperation (OEEC), in order to plan properly for oil al-
locations. The Oil Committee of the OEEC established a Petroleum
Industry Emergency Group from the industry (involving U.S. as well
as European companies), which advised the Oil Committee on pro-
cedures for allocation of scarce oil supplies among the European coun-
tries.24 The United States insisted that the OEEC rather than the United
States itself or the companies take the responsibility for allocating oil
by country. One reason for this demand was to deflect Arab criticism
of the United States, which, it was feared, would be more intense if
America took a more direct role in petroleum allocation.25

Yet the United States played far from a passive role. It urged the
OEEC to take immediate action to allocate supplies on a pro rata
basis; and the MEEC reinforced the pressure to do so by deciding on
December 28 not to cooperate on allocation arrangements in Europe
without an OEEC decision, which was eventually forthcoming on
January 7. Meanwhile, the MEEC approved tanker schedules allowing
more efficient shipments of crude oil and refined products from Ven-
ezuela and the United States to Europe, replacing in good measure the
long haul around the Cape of Good Hope for oil from the Persian
Gulf (U.S. Senate, 1957, p. 1983).

During the early phase of the crisis—between the closure of the
canal and early January—the problem was essentially one of trans-
portation: "not one of a shortage of oil but a shortage of the means
of bringing it to Europe" (OEEC, 1958, p. 33). If normal tanker
patterns had been maintained, Europe would have received only about
60 percent of its estimated needs. Yet reallocation of tanker patterns
was remarkably easy; indeed, even before the MEEC was reactivated,
international oil companies had increased their shipments from the
United States to Western Europe from an average of 50,000 barrels
per day to 370,000 barrels per day and had increased the flow of oil
to Europe by a further 224,000 barrels per day by increasing shipments

24 U.S. House of Representatives, 1957, pp. 111-13; U.S. Senate, 1957, p. 595. Ei-
senhower declared on November 30, 1956, that "the contemplated coordination of
industry efforts wil l insure the most efficient use of tankers and the maximum availability
of petroleum product." Public Papers of the President, 1956, p. 902.

25 For discussions of relations between the MEEC and the OEEC, see U.S. Senate,
1957, pp. 1884-1931, 2451-52, 2538-49, and 2583-89.
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from the Caribbean and diverting Middle Eastern crude from the
United States to Europe (OEEC, 1958, pp. 29-34).

The more serious problem after the beginning of January was not
tanker availability but the supply of crude oil. Increases in shipments
from the United States were accomplished largely by drawing down
stocks, which could not continue indefinitely. But the Texas Railroad
Commission, which controlled production in Texas, refused to in-
crease allowable production in January, and only increased it slightly
in February, despite the European crisis. The Commission sought higher
oil prices—an increase of 12 percent did take place in early January—
and feared a later oil glut if supply were increased too rapidly. In-
dependent Texas producers far from the coast opposed the supply
increase because their output was effectively limited by transportation
problems and because they would benefit from higher prices. Fur-
thermore, Europe needed heavy crude oil for heating, but U.S. pro-
ducers feared that as a consequence of increasing shipments of heavy
crude to Europe they would be stuck with large supplies of gasoline,
which would depress the U.S. market. Thus there was what the Oil
and Gas Journal called a "transatlantic feud" between the United
Kingdom and the Texas Railroad Commission. The Commission wanted
the United Kingdom to end gas rationing and purchase gasoline from
the United States in return for increased Texas production. European
foreign offices were pressuring the State Department for increased
production, and the Assistant Secretary of the Interior was calling for
increased U.S. production; but the state regulatory agencies dragged
their feet.26

Finally, President Eisenhower took a direct hand in the matter. In
his presidential news conference of February 6. 1957, the following
colloquy took place:

William McGaffin, Chicago Daily News: The United States has
been lagging on oil deliveries to Western Europe, one reason being
that the Texas Control Board has not okayed a step-up in pro-
duction in Texas. According to latest reports, Great Britain is
down to about two weeks' oil supply. What do you intend to do?

President Eisenhower: Well, of course, there are certain powers
given to the President where he could move into the whole field
of state proration. I think the federal government should not
disturb the economy of our country except when it has to. On

26 Oil and Gas Journal, January 21, 1957, p. 74; February 4, 1957, p. 80. See also
the Economist (London), January 12, 1957, pp. 113, 133.
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the other hand, I believe that the business concerns of our country,
the people that operate the tanker lines, the people that produce
the oil, and all the other agencies, including those of the proration
boards, should consider where do our long-term interests lie.
Certainly they demand a Europe that is not flat on its back eco-
nomically. . . . Now all of this oil must flow in such a quantity
as to fil l up every tanker we have operating at maximum capacity.
And if that doesn't occur, then we must do something in the way,
first, I should say, of conference and argument and, if necessary,
we would have to move in some other region or some direction,
either with our facilities or with others. But it must be done (Public
Papers of the President, 1957, p. 124).

Faced with this barely veiled threat of federal action, the Texas
Railroad Commission shortly thereafter increased the allowable pro-
duction for March by 237,000 barrels per day over the February figure,
to a point that was 380,000 barrels per day over pre-Suez levels. The
big international firms favored the increase, and independents were
now willin g to go along because stocks had been reduced and prices
had been raised during the first two months of the year (Oil and Gas
Journal, February 25, 1957, p. 78).

Once the increase had been put into effect, the crisis evaporated
quickly. With a mild winter, and more Gulf of Mexico oil available,
drains on stocks were arrested from February onwards; tanker sched-
ules were cancelled on April 18, 1957, and the activities of the MEEC
and its European partner organizations were effectively ended by May
(OEEC, 1958, p. 38).

The Emergency Oil Lif t Program illustrates hegemonic cooperation
at its apogee. The United States was able not only to stop the British-
French—Israeli invasion of Egypt but, in the wake of the episode, to
induce European governments to decide on oil allocations. The U.S.
government used its own oil companies, with their tanker fleets, and
its unused petroleum capacity at home, to supply Europe adequately
with oil during the winter. After the beginning of December 1956
policy coordination between the U.S. government and the multina-
tional companies, between U.S. and European companies, and between
the U.S. and European governments took place relatively smoothly.
The United States controlled immense resources that it could redis-
tribute at littl e cost to itself and was therefore able to extract deference
from the Europeans. In return, the United States made adjustments in
its own oil production arrangements.

These adjustments, however, encountered resistance from domestic
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petroleum producers and their political allies. As with the Anglo-
American Petroleum Agreement, it was neither foreign governments
nor the major international companies but the domestic independents
that constituted the major stumbling-blocks to federal government
plans. Federal-state policy coordination was so difficul t that it required
a threat of drastic action to achieve the desired results; U.S.—European
coordination was easy by comparison. Successful cooperation abroad
to cope with interdependence required decisive political action at home.

Mandatory Oil Import Quotas, 1959-73

Imports of crude oil into the United States almost tripled between
1948 and 1957, leading to demands for protection from the domestic
oil industry and from coal producers and mining unions. In 1957 the
Eisenhower Administration instituted a voluntary oil import control
program, but this quickly proved unworkable. In March of 1959 a
presidential proclamation, issued under the authority of the Trade
Agreements Extension Act of 1954, established a mandatory quota
program, which was administered through a set of increasingly com-
plex regulations by the Oil Import Administration of the Department
of the Interior. This program, which remained in effect until 1973,
raised domestic oil prices above the world market price and therefore
encouraged U.S. domestic production while discouraging imports, which
rose much more slowly between 1959 and 1970 than they had in the
previous eleven years. Imports accounted for 2.4 percent of total do-
mestic demand in 1948, 16.5 percent in 1959, and 21.9 percent in
1970 (Bohi and Russell, 1978, table 2.1, pp. 22-23).

After 1970, however, American domestic production fell, while de-
mand continued to increase. Although the quota program had always
been riddled with exceptions, after 1970 these increased dramatically
as its administrators loosened regulations to prevent supply shortages,
or dramatic price increases in an inflationary period, at home. By 1973
as much as 35.5 percent of domestic demand was supplied by imported
oil. In April of that year the Mandatory Oil Import Program was
replaced by a system of license fees, which were sufficiently low that
"by early 1973, the importation of petroleum had returned to its pre-
1957 regulatory status" (Kalt, 1981, p. 8).

Although the mandatory quota program was justified publicly on
the grounds of protecting U.S. national security, it seems clear that
the principal motivation of its chief proponents was to protect the
domestic oil industry and the coal industry, whose prices had to be
consistent with the price of residual fuel oil. Advocates of the quota
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in Congress were led by independent Southwestern oil producers and
Eastern coal interests; the major companies were divided (Bauer, Pool,
and Dexter, 1963/1968, pp. 30-39). President Eisenhower and many
of his top officials had doubts about the security implications of the
proposals. Clarence Randall, Chairman of the Council on Foreign
Economic Policy, declared that restricting oil imports could not be
justified "on grounds of security or those of economic policy":

Ostensibly, the program is based upon national security, but if
domestic petroleum reserves are required for our defense in war,
or our recovery after war, I do not see how we advance toward
the objective by using up our existing reserves (memo of December
26, 1958, quoted by Barber, 1981, p. 247).

Attorney General William P. Rogers severely criticized the report
on which the final proposal for import quotas was based. Eisenhower
himself expressed concern about the effect of quotas on depletion of
American domestic reserves and lamented the "tendencies of special
interests in the United States to press almost irresistibly for special
programs like this" that were in conflict with liberal trade (Barber,
1981, pp. 237, 251). Yet the Administration feared that inaction would
lead to Congressional restraints that would provide less leeway for
administrative flexibilit y than a presidential directive.

The Mandatory Oil Import Program was a special interest action,
supported by the independent producers—not the international ma-
jors—and their allies. Indeed, in the design and administration of the
program, "virtually every controversy was resolved against the best
interest of the original major company importers" (Bohi and Russell,
1978, p. 17). As predicted by Eisenhower and Randall, the program
did deplete domestic petroleum supplies. But evaluating its impact on
U.S. national security is more complicated than merely concluding that
the program "drained America first."

Throughout the 1960s the quota system kept imports from rising
as fast as they otherwise would have. Bohi and Russell (1978) estimate
that, under free trade, imports would have constituted 61 percent of
consumption in 1970, compared with actual figures of 14.6 percent
in 1970 and 35.5 percent in 1973. Thus, as compared to free trade,
the quota program meant that the effects of a disruption in the flow
of foreign oil would have been less with the quota than without it;
perhaps it could be argued that this improved the American position
in 1967, when a brief and ineffectual embargo was attempted by some
Arab producers after the June War. When the 1973 Arab embargo
occurred, the quota meant that extent of adjustment required for the
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United States, and the magnitude of the increases in oil prices required,
were less than they would have been under free trade. In short, the
United States was less sensitive to a disruption as a result of the quota.

From a political standpoint, however, the key issue is not merely
the economic sensitivity of the United States to a disruption, but its
vulnerability: that is, how effectively could altered American policies,
in the wake of a crisis, make available sufficient quantities of petroleum
for the United States and its allies (Keohane and Nye, 1977, p. 15)?
An analysis of this question for the years after 1973 is less favorable
to the quota policy. The depletion of U.S. reserves meant that even
over a seven-year period, during which world oil prices increased
tenfold, U.S. production of crude oil fell. Imports rose by over 10
percent in terms of volume (IEA, 1982a, p. 376).

The costs of the quota program are even clearer when compared
with those of other programs that could have been adopted to achieve
energy security. It has been estimated that replacing the quota system
by a tax on consumption set to make the average price of oil during
the 1960s the same as it actually was would have reduced domestic
oil production by about 40 percent by 1969. Imports would have risen
sharply, but the increased sensitivity produced by this shift could have
been counteracted by emergency storage and standby production ca-
pacity, paid for with the proceeds of the tax. The total resource cost
would have been about the same as that of the import quota program,
and more reserves would have remained in the ground for use when
the "seven lean years" came. A combination of a tariff plus storage
and standby capacity could have been even more cost-effective (Bohi
and Russell, 1978, pp. 324-28). Such measures would have depleted
U.S. reserves more slowly, while retaining the capacity to respond to
an embargo.

The Mandatory Oil Import Program was not necessarily worse from
a security point of view than free trade in oil. Under free trade, there
would have been more oil in the ground, but not all of it would have
been available, both for physical and economic reasons. Furthermore,
if the consumerist critics of "big oil" in the 1950s and 1960s had
succeeded in securing cheaper petroleum, consumption would have
risen and overall dependence might have been even higher. Yet a better
American oil security policy than the Mandatory Oil Import program
could surely have been devised, as President Eisenhower was well
aware.

The Mandatory Oil Import Program does not constitute an effort
at cooperation. On the contrary, it was a unilateral substitute for
international agreements that would have required greater adjustment
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by the United States. As such, it reflects the domestic political con-
straints that inhibited even hegemonic cooperation at the height of
American preponderance. Compared to hypothetical superior policies,
the Mandatory Oil Import Program helped to undermine the power
of the United States, as domestic oil supplies were depleted. Thus the
effects of this program, as we wil l see in the next chapter, made it
more difficul t to maintain patterns of hegemonic cooperation in the
1970s than it could have been, since the United States possessed a
smaller margin of surplus resources to be exchanged for deference and
new, post-hegemonic modes of cooperating had not yet had time to
emerge.

CONCLUSIONS

The United States did indeed follow a strategy of hegemonic leadership
during the 1950s. America was not able simply to dictate terms to the
world, but it had multiple ways of providing incentives to others to
conform to its preferences. In trade and money the United States
supported formal international regimes, while in oil it backed the more
narrowly based, company-run regime and engaged in independent
action when that seemed necessary. In the short to intermediate term,
this strategy worked: the cooperation that it fostered aided the eco-
nomic and political recovery of Europe and Japan, and maintained
the alliance solidarity that the American government sought during
the Cold War. In the longer run, however, its success was thwarted,
since it neither institutionalized an international regime that might
have coped with rising threats to the security of European, Japanese,
and, increasingly, American oil imports, nor did it maintain a strong
resource base for the exercise of American power.

The story of hegemonic cooperation stimulates reflections on three
more general problems in the analysis of international political econ-
omy: the relationship between power and interdependence; the prob-
lem of maintaining hegemony; and the nature of connections between
hegemony on the one hand and international regimes and cooperation
on the other.

At one level, these twenty years could be described in terms of the
growth of "complex interdependence," involving growing transna-
tional, intergovernmental, and transgovernmental relationships among
the advanced capitalist countries (Keohane and Nye, 1977, ch. 2).
Force was banished as a direct, explicit means of influence among
their governments, and the connections between domestic political
economy and international political economy were close, as illustrated
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by the Emergency Oil Lif t Program of 1956-57. Yet it would be mis-
taken to infer from these patterns of interdependence that power had
been eliminated from international political economy. On the contrary,
complex interdependence, and the relatively benign attention that the
United States gave to the political economy of Western capitalism,
rested on American industrial and financial dominance, as well as on
American political and military power. The Cold War legitimated U.S.
leadership, but the ability of the United States to carry out its strategy
of redistribution depended on its own previous measures to control
and exploit oil supplies abroad as well as to ensure the central position
of the United States in multilateral trade and monetary regimes. As
we have seen, the United States was less accommodating when it was
seeking to establish its position of dominance than it later became
after that position was secure. In each issue-area, the redistributive
phase of U.S. hegemonic leadership—aid, acceptance of trade dis-
crimination, and oil shipments to Europe—followed the establishment
of American control over the essential power resources and rules in-
volved.

During the war American planners had overestimated British ca-
pabilities and had followed a tough line toward the United Kingdom
to ensure that the United States could secure the rules that it wanted
in the postwar system. The restrictions imposed by the United States,
through Lend-Lease, on British wartime reserves, and the stringent
terms of the loan granted to Britain in 1946, reflected this aim. Only
when British weakness had been revealed in 1947 was there a decisive
change toward a redistributive policy in which the United States ex-
changed tangible benefits for political influence. Once the dominance
of the United States had become clear, it became appropriate to shift
from a vigorous policy of breaking down trade barriers and asserting
control over oil resources to one of providing support for rebuilding
European economies, temporarily accepting discrimination against
American exports, and assuring America's allies secure and reasonably
priced access to oil from the Middle East and, when necessary, the
Western Hemisphere as well.

The second issue raised above is the problem of maintaining he-
gemony. To be successful in the long term, a hegemonic strategy must
recreate the conditions for its own existence. Pursuit of a strategy must
generate strength, or hegemony wil l eventually collapse. Any strategy
of hegemonic leadership must therefore seek to maintain the national
base of resources upon which governmental influence and leadership
rest. From this perspective, the failure of U.S. foreign policy lay not
in American leaders' attitudes toward international cooperation, but

178



HEGEMONIC COOPERATION

in their inability to implement their preferred policies in the face of
domestic political constraints. Special interests prevented both the for-
mation of an international regime for oil and the closely related im-
plementation of farsighted strategic policies of conservation, which
officials of the State Department during the war were perceptive and
public-spirited enough to envisage and support. The later imposition
of mandatory import quotas further accelerated the exhaustion of
American petroleum resources and therefore U.S. power resources in
the world political economy. The decline of American hegemony was
foreshadowed in 1945, with the defeat of the Petroleum Agreement,
even before the policy of hegemonic leadership had been implemented.

Thus the United States contracted a disease of the strong: refusal
to adjust to change. Small states do not have the luxury of deciding
whether or how fast to adjust to external change. They do not seek
adjustment; it is thrust upon them. Powerful countries can postpone
adjustment. The stronger they are, and the less responsive they have
to be to other countries, the longer it can be postponed. For Spain in
the sixteenth century, discoveries of bullion in America had disastrous
effects; for Britain in the nineteenth century, the existence of the Em-
pire, into which it could retreat, fatally delayed an effective national
reaction to industrial decline. The overwhelming economic superiority
of the United States during the 1950s, reinforced by the deference that
it received as the head of a Cold War alliance and its failure to join
an international regime that might have exerted some pressure on it,
allowed it to permit domestic interests to accumulate privileges. Since
hegemons do not face the external constraints that prevent smaller
countries from succumbing to demands of internal special interest
groups, they seem to be particularly subject to the sclerotic tendencies
that Mancur Olson, Jr., has recently emphasized as a source of eco-
nomic decline (Olson, 1982; Kindleberger, 1983).

America's strategy of hegemonic leadership, finally, shows that he-
gemony and cooperation are often complementary rather than incom-
patible. Amercian hegemony coexisted easily with extensive cooper-
ation: mutual adjustment of policies took place, perhaps to an
unprecedented extent among independent countries in peacetime, dur-
ing the years after World War II. The monetary and trade regimes
built in the 1940s and 1950s rested on mutual interests as well as on
American power; so did the U.S.-controlled redistributive arrange-
ments for oil. The fact that the United States was so superior to its
trading partners in competitive terms meant that it could afford to
help rebuild Europe without continually worrying about the conse-
quences for American business, although the restrictions placed on aid
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to the European oil industry during the sterling-dollar oil controversy
indicate that where competitors were strong, the U.S. government was
concerned about the fortunes of its own companies. Presumably the
willingness of the United States to provide certain collective goods
such as monetary stability was enhanced by its size, which increased
the absolute value of the benefits that it received from their provision
even without compensation from "free riders" (Olson and Zeckhauser,
1966)

Yet one of the striking things about the postwar period is that many
of the most important goods that the United States provided were not
collective at all. Loans and oil supplies could be distributed to selected
recipients; countries that did not behave in ways regarded by the
United States as acceptable could be excluded. The principle of rec-
iprocity in trade policy meant that countries refusing to abide by GATT
rules and to liberalize their practices could be prevented from enjoying
access to the huge American market on favorable terms. Much of what
the United States did—providing tangible benefits and receiving influ-
ence over the pattern of rules in return—was arranged in ways designed
to avoid rewarding free riders. To take another example, the Emer-
gency Oil Lif t Program of 1956-57 was clearly conditioned on com-
pliance by potential recipients with U.S. policy in the Middle East.

Perhaps the most important collective good provided by the United
States during its period of hegemony was the increased certainty about
future patterns of behavior that hegemony brought. As argued in Part
II , uncertainty reduces willingness to make agreements in world pol-
itics. Often simultaneous exchanges cannot be made: one party has
to accept political or economic "credit" in return for benefits that it
confers. Since no legal system exists that can enforce eventual repay-
ment against strong independent states, there is always uncertainty
about whether these "debts" wil l be repaid, and their value is therefore
discounted. Hegemony tends to reduce such uncertainty in two ways.
The hegemon is likely to be more willin g to enter into agreements in
which it makes initial sacrifices for future gains, precisely because it
expects to have considerable control over the behavior of its partners
in the future: it can make lif e difficul t for them if they fail to live up
to their obligations. The smaller states, at the same time, know that
the hegemon is likely to enforce a general pattern of rules. They may
therefore be more willin g to deal both with the hegemon—because,
to the rule-maintainer, precedents and reputation are so important
that cheating and double-crossing strategies are costly—and with other
countries, since these states may be kept in line by the dominant power.
Hegemony therefore provides what otherwise has to be constructed
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more laboriously through multilateral international regimes: standards
for conduct, information about others' likely patterns of behavior, and
ways of providing incentives to states to comply with rules. These
effects of hegemony may be reinforced by international regimes, but
when hegemony is sufficiently onesided, as in petroleum, formal in-
tergovernmental regimes do not appear essential. As Realists empha-
size, the operation of international institutions is conditioned by the
distribution and exercise of power. Yet if hegemony can substitute for
the operation of international regimes, it follows that a decline in
hegemony may increase the demand for international regimes. Al-
though this by no means guarantees that international regimes will
appear in response to governments' need for them, it does suggest
that, after hegemony, regimes may become potentially more important
as means of limiting uncertainty and promoting mutually beneficial
agreements.
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THE INCOMPLETE DECLINE OF

HEGEMONIC REGIMES

As we saw in the last chapter, U.S. hegemonic leadership fostered a
pattern of asymmetrical cooperation, in which the United States made
some adjustments to the needs of its allies and partners while imposing
other adjustments on them. By the early 1950s these patterns of co-
operation were institutionalized in formal international regimes to help
regulate international monetary relations and trade in manufactured
goods; in oil, informal arrangements were constructed by the United
States and major international oil companies to ensure Western and
Japanese access to Middle Eastern oil at prices that were highly re-
munerative to the companies. In part, cooperation among the advanced
industrialized countries reflected the complementary interests of the
United States and its partners. Given the desire of European and Jap-
anese governments to achieve rapid economic growth with democratic
political institutions and capitalist economies, they had good reasons
to join the Americanocentric system.

These complementarities of interest were not entirely natural. On
the contrary, American leaders worked energetically to ensure that the
ruling coalitions in power in Europe and Japan sympathized with the
principles that the United States espoused for the world political econ-
omy. The United States provided many positive incentives to Europe
and Japan. The American government could give aid to Europe and
Japan without worrying that this would lead either to a weak dollar
or to severe foreign competition for American industries. European
and Japanese governments, committed to both democratic politics and
membership in the capitalist world economic system, relied on the
United States for military protection; and on economic issues they
realized that they had to reach accommodations with the United States
if they were to recover from wartime destruction.

As the U.S. share of the advanced industrialized countries' material
resources fell, American policies changed and the regimes set up in
the 1940s and 1950s began to decay. This is, of course, what would
have been predicted by the theory of hegemonic stability, discussed in
chapter 3. In analyzing this process, the present chapter provides evi-
dence for two propositions discussed in chapter 3: that hegemony
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facilitates cooperation, and that the decline of hegemony is likely to
put hegemonic regimes under stress.

Nevertheless, it would be mistaken to infer from this evidence that
cooperation is impossible without hegemony. We have seen in Part II
that there are strong theoretical reasons for believing that hegemonic
cooperation, which relies on a dominant power making rules and
providing incentives for others to conform with those rules, does not
constitute the only possible form of international cooperation. The
argument that nonhegemonic cooperation can occur is supported by
the evidence in this chapter that the decline of cooperation was not
complete. Some cooperation persisted in money and trade, within the
framework of altered international regimes. In petroleum, a bifurcated
pattern emerged, with the Organization of Petroleum Exporting Coun-
tries on one side and the oil-importing countries of the OECD, centered
on the International Energy Agency, on the other. Although the char-
acter of international regimes changed in all three areas over the twenty-
year period, in some cases dramatically, the persistence of attempts at
cooperation is as marked as the decay of the old regimes.

Taken as a whole, the argument of this chapter emphasizes the
importance of the key puzzle of this book. How cooperation can take
place without hegemony is an important and vexing question pre-
cisely because there is evidence that the decline of hegemony makes
cooperation more difficult . Multilateral institutions must furnish some
of the sense of certainty and confidence that a hegemon formerly
provided. Yet evidence that important elements of the monetary and
trade regimes persisted as hegemony waned suggests that international
regimes may be adaptable to a post-hegemonic era rather than be
doomed to complete collapse.

This general theme is supported by the detailed analysis of this
chapter, which shows that the theory of hegemonic stability provides
some insights into changes that have taken place in postwar inter-
national economic regimes, but that it is not entirely adequate to
explain these changes. If the theory of hegemonic stability were wholly
wrong, there would be no reason to expect that the demise of hegem-
ony would make any real difference in prospects for cooperation. If
the theory were entirely correct, there would be no hope for post-
hegemonic international regimes. Either way it would be pointless to
focus on how cooperation could take place "after hegemony." The
contention of this chapter that the theory is partially valid means that
the puzzle of post-hegemonic cooperation is significant for an under-
standing of the contemporary world political economy and for policy,
as well as for theory.
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This chapter critically assesses how well the theory of hegemonic
stability accounts for changes in international economic regimes be-
tween the mid-1960s and early 1980s. My emphasis will be more
specific than in chapter 3, focusing on particular changes that took
place in the international regimes for money, trade, and oil. In these
areas, some forms of cooperation declined, but others have persisted
and a few cooperative innovations have occurred. My conclusion is
that, as a "first cut" at the problem, the crude theory of hegemonic
stability makes a contribution by pointing to the importance of ma-
terial power, yet it does not provide a general causal explanation of
the changes that we observe. Cooperation seems also to depend on
expectations, on transaction costs, and on uncertainty, all of which
can be affected by international regimes. Despite the erosion of Amer-
ican hegemony, discord has not triumphed over cooperation; instead,
they coexist. This phenomenon, which could not be explained by
hegemonic stability theory alone, is comprehensible when we combine
this theory's emphasis on power with the functional theory of inter-
national regimes discussed in Part II. The functional theory, it wil l be
recalled, stresses how international institutions change rational cal-
culations of interest and facilitate mutually advantageous bargains
among independent states; it also emphasizes the greater ease of main-
taining existing regimes than of creating new ones. From this per-
spective, the international regimes constructed in the era of American
hegemony are invaluable for post-hegemonic cooperation. We need
to understand their evolution in order to adapt them to contemporary
power realities.

CHANGES IN INTERNATIONAL ECONOMIC REGIMES

In the mid-1960s the international monetary regime—that is, the ar-
rangements governing balance-of-payments financing and adjust-
ment—was explicit, formally institutionalized, and apparently stable.
Governments belonging to the IMF were required to maintain official
par values for their currencies, which could be changed only to correct
a "fundamental disequilibrium" and only in consultation with the
IMF. Between the resumption of de jure convertibility for major Eu-
ropean currencies at the end of 1958 and the British, French, and
Canadian devaluations of the late 1960s, these rules were followed
rather closely; parity changes for major currencies were few and minor.
By the mid-1960s, however, signs of stress were appearing: American
leaders had expressed repeated concern about gold outflows and had
devised a variety of ingenious, if somewhat ephemeral, expedients to
improve official U.S. balance-of-payments statements and to provide
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for cooperative actions by central banks or treasuries to counteract
the effects of destabilizing capital flows. The Interest Equalization Tax,
introduced by the United States in 1963, was supposed to protect the
dollar by reducing incentives for American investors to purchase for-
eign securities (Bergsten, 1975; Cohen, 1977; Eckes, 1975; Hirsch,
1967).

The trade regime of the mid-1960s, centered on GATT, was based
on the principles of reciprocity, liberalization, and nondiscrimination.
Partly reflecting its success, world trade had increased since 1950 at
a much more rapid rate than world production. Furthermore, tariff
liberalization was continuing: following passage of U.S. authorizing
legislation in 1962, preparations were going forward for what would
become known as the "Kennedy Round," which resulted by mid-1967
in substantial tariff reductions on a wide range of industrial products.
Yet, despite its obvious accomplishments, the GATT trade regime in
the mid-1960s was already showing signs of disarray. Tolerance for
illegal trade restrictions had grown, and few formal complaints were
being processed. What one observer called the "general breakdown
in GATT legal affairs" (Hudec, 1975, p. 256) was already under way.

These international regimes for trade and monetary relations were
highly institutionalized, with explicit rules and widespread member-
ship. In oil, arrangements were less explicit and less comprehensive,
since the rules and practices had not been agreed upon at international
conferences but had been constructed largely by the major oil com-
panies, supported by the U.S. and Britain and acquiesced in, increas-
ingly grudgingly, by the still weak producing countries. There was no
global international organization monitoring state behavior. Thus, on
a strict construction of what qualifies as a regime, it would be ques-
tionable that an international oil regime still existed by the mid-1960s.
Nevertheless, informal principles, norms, rules and procedures re-
mained, around which actors' expectations converged. It is therefore
not stretching the word too far—although perhaps it is reaching its
limit—to call the oil arrangements a regime.1

1 As noted in chapter 8, the oil regime of the 1950s was not a formal intergovernmental
regime. But its principles and norms created practices and expectations, so it was a
genuine regime nonetheless. These principles and norms were created and implemented
by a few international companies and the U.S. and British governments. By the early
1970s the regime had clearly broken down. The injunctions applying to oil during the
period of transition in the mid-1960s were quite informal and loose, as compared to
those in the monetary and trade regimes; yet, in contrast with the situation in oil after
1973, it is their relative clarity and coherence that stand out. It is useful to describe the
arrangements of the mid-1960s as a regime, albeit a weak one, to highlight contrasts
with what would come later and to facilitate comparisons with money and trade.
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Power relations in this regime were highly asymmetrical. The major
companies possessed superior information about oil markets and tech-
nology; in addition, they retained financial resources and capabilities
in production, transportation, and marketing that the producing coun-
tries could not match. When they were threatened with nationalization
and revolution, the companies could turn to the American and British
governments for aid. From the perspective of the 1980s, some of the
vulnerabilities of the regime seem evident. Formerly domestic firms
were entering the international arena in the 1960s, reducing the dom-
inance of the "seven sisters," as the largest companies were called;
and the governments of producing countries were becoming more
sophisticated as their elites became more assertive and demanding.
Yet, for the time being, the companies still appeared powerful. As
Louis Turner comments: "Whatever the weakness of company de-
fences which is apparent in retrospect, the host governments did not
realize it at the time. Their knowledge of the complexities of the
industry was scanty, their experience of serious bargaining with the
companies was limited and their awe of the companies was great"
(1978, pp. 94-95).

By 1983 great changes had taken place in all three of these inter-
national economic regimes. Let us look at these changes in some detail.

The International Monetary Regime

The rules of the international monetary regime established at Bretton
Woods had been first bent, then broken, and finally abandoned. The
pegged-rate regime devised at Bretton Woods, with the dollar linked
to gold at a fixed price, had been renounced by the United States in
1971, and its jerry-built successor cobbled together at the Smithsonian
Institution in December of that year had collapsed by early 1973. After
1973 major currencies or currency blocs floated against one another,
their values affected both by market forces and by frequently extensive
governmental intervention. In 1976 agreement was reached on amend-
ments to the IMF Articles of Agreement; yet this did not return the
world to stable international exchange rates or multilateral rule-mak-
ing, but merely provided for vaguely defined "multilateral surveil-
lance" of floating exchange rates. Exchange rates have fluctuated sharply.
Even the dollar has displayed large fluctuations, while other currencies
have varied even more. As compared to its parity before June 1970,
the effective exchange rate of the dollar had declined by almost 20
percent in early 1975. By the end of 1976 it had strengthened by about
10 percent, only to fall back by early October 1979 to a level about
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20 percent below the pre-June 1970 rate. By 1983 it had risen to a
point above that of 1970.2

Yet despite the fact that explicit, well-defined rules and procedures
governing international monetary relations have practically vanished,
there has been continuity in regime principles. First, what John Ruggie
has called "embedded liberalism" persists: that is, arrangements fa-
cilitating international transactions are "embedded" in acceptance of
the domestic welfare state. In the event of conflict between the two,
the international system must accommodate demands by powerful
states to manage their own economies consistently with their social-
welfare goals (Ruggie, 1983b; Hirsch, 1978). Second, as Benjamin
Cohen argues, "there has been a strong element of continuity" in the
principles underlying the regime governing balance-of-payments fi -
nancing: "In its maintenance of a balance of recognized rights and
obligations for deficit countries, the financing regime remains very
much the same as before" (1983, p. 333). Finally, respect for the
principle that national policies may properly be subjected to inter-
national scrutiny continues, even if effective measures to bring inter-
national influence to bear on national policies are not implemented.
The procedures for multilateral macroeconomic surveillance in con-
junction with the IMF, agreed upon at Versailles in 1982 and reaf-
firmed at Williamsburg in 1983, attest to the legitimacy of this principle
(De Menil, 1983, p. 37; New York Times, May 31, 1983). Such
declarations are, of course, largely symbolic; but even vague principles
provide some basis by which states can judge, as well as monitor,
others' behavior. International monetary cooperation in the early 1980s
is certainly less institutionalized than it once was, and the rules are
less clear; but the degree of discord is probably no greater than it was
in the years between 1968 and 1971, though more acute than in the
years before the British devaluation of 1967.

The Trade Regime

Tariff levels were lower in 1983 than in the mid-1960s, as a result
of two major tariff-cutting negotiations: the Kennedy Round, con-
cluded in 1967, and the Multilateral Trade Negotiations, or "Tokyo
Round," which was completed in Geneva in 1979. Trade issues, how-
ever, are no longer reducible to tariff issues. As Raymond Vernon has
put it (1982, p. 503):

2 World Financial Markets, February 19, 1975; January 1977; October 1979; May
1983.
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With tariffs reduced to tolerable levels, the ascendant problems
in the 1970s included the proliferation of public subsidies in all
their obvious and subtle forms: governments' demands on selected
enterprises (usually foreign owned) in their territories that the
enterprises should limit their imports and increase their exports,
the procurement practices of state entities, and the unilateral ap-
plication of quotas by importing countries.

Between the mid-1960s and early 1980s the regime became less
effective. National controls on trade, often under the guise of industrial
policy, proliferated for a wide variety of other manufactured goods
(Bressand, 1983). The proportion of trade covered by governmental
controls rose sharply in the 1970s. Admittedly, ways were often found
around these controls by ingenious producers in the newly industrial-
izing countries (Odell, 1980; Yoffie, 1983) or by multinational enter-
prises (Vernon, 1982, p. 482). In the United States, liberalism remains
strong and the executive branch has sought, sometimes effectively, to
resist protectionist pressures (Goldstein, 1983). Nevertheless, most
observers would have agreed with the Managing Director of the IMF
when he declared at a GATT ministerial meeting in November 1982
that "pressures for the adoption of protectionist measures have inten-
sified" and that "these pressures threaten to fragment the world econ-
omy" (IMF Survey, November 29, 1982, p. 369).

The extent of these pressures was evident at the ministerial meeting
itself. Severe disagreements led the gathering to be extended for two
days so that a consensual statement could be laboriously worked out.
This statement recognized that "the multilateral trading system is se-
riously endangered" and that "protectionist pressures on governments
have multiplied, disregard of GATT disciplines has increased, and
certain shortcomings in the functioning of the GATT system have been
accentuated" (GATT Focus, December 1982, p. 2). Yet despite their
recognition of the severity of the problems, the ministers only managed
to respond to them with general statements in support of the regime
and with authorization of further studies and negotiations.

To a considerable extent, members of GATT still subscribed in the
early 1980s, at least nominally, to the principles of nondiscrimination,
liberalization, and reciprocity, though all of these principles had been
modified for the less developed countries by the acceptance in 1970
of a Generalized System of Preferences (GSP). Quite apart from ar-
rangements made with regard to the less developed countries, the
principle of nondiscrimination was under especially strong pressure.
Some of the codes adopted at the Tokyo Round permit discrimination
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against nonadherents. So-called voluntary export restraints have pro-
liferated, in effect leading to discrimination against exporters subject
to them. For instance, the United States forced Japan to agree to such
restraints on its auto exports to the U.S. in 1981, without imposing
similar restrictions on European producers. By 1983 well over 40
percent of Japan's exports to the European Community were restricted
by measures that violated the letter or the spirit of GATT rules (Econ-
omist, November 26, 1983, p. 52). According to some observers, the
EEC has been less inclined than the United States to make sure that
its protectionist measures conform to the formal provisions of GATT
(Vernon, 1982, p. 496).

Despite the pressures facing the trade regime, dire warnings uttered
in the early 1970s that it might collapse—warnings uttered chiefly by
liberals who hoped thereby to ward off this outcome—have not come
true, although such predictions have seemed increasingly credible. Two
close observers of the regime could, in 1983, emphasize its continuous
evolution over three and a half decades (Finlayson and Zacher, 1983),
and another student of trade concluded that the evolution of the trade
regime was, "for the most part, consistent with its longstanding norms."
Changes were more evident in "its rules and shared expectations, in
major states' conformity to the rules, and in the sectorally differen-
tiated treatment of traded goods" (Lipson, 1983, p. 268). Thus the
pattern in trade was a mixed one of incremental protectionism com-
bined with the maintenance of a basic liberalism. The situation still
resembled Prisoners' Dilemma, as discussed in chapter 5, in which
common interests are recognized by all but are difficul t to promote
through collective action, although some major political interests were
beginning to question liberalism itself, as they had in the 1930s. If
those questions about liberalism should turn into opposition to co-
operation, the situation would be transformed from Prisoners' Di-
lemma into one with less potential for cooperation (Oye, 1983b).

It is all too easy, in assessing cooperation in trade, to confuse it
with liberalization or nondiscrimination. But this would be to conflate
two very different phenomena. Liberals see them as conjoined—and,
in fact, it seems true that they often go together—but they are not
indistinguishable. What most liberals really seek is harmony, which
they believe would be justified on the basis of the principle of com-
parative advantage. But harmony has never characterized trade poli-
tics. There have always been conflicts of interest and real or potential
discord. Throughout the postwar period governments have bargained
for particular advantages. Until the late 1950s this bargaining was
muted by the fact that the United States did not seek to hold its major
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trading partners to GATT principles, as the example of the European
Payments Union (discussed in chapter 8) illustrates. Tariff negotiations
during the 1960s were characterized by a great deal of disagreement,
but ultimately by impressive cooperation: mutual adjustment of tariff
levels did take place. In the 1970s conflict intensified, but the Tokyo
Round led to cuts in tariffs to historically very low and economically
almost insignificant levels. Trade therefore provides an example of the
point made in chapter 4 that cooperation emerges not from harmony,
but from real and potential discord.

In certain perhaps perverse ways, cooperation has increased in world
trade as protectionism has risen. Consider, for instance, the interna-
tional textile and apparel regime, which Vinod Aggarwal has carefully
studied (1981, 1983). This is the most important single set of sector-
specific rules in world trade. In 1974 over 10 percent of U.S. and
European manufacturing sector jobs depended on these industries; and
these products accounted for over 20 percent of the manufactured
exports of Brazil and Greece and about 40 percent of those of South
Korea, Portugal, and India (Aggarwal, 1981, p. 8). During the 1970s
this regime became more protectionist, largely under pressure from
European governments. It was a weak regime in the 1970s, but the
trend in the 1980s seems, according to Aggarwal (1983), to be toward
a stronger, tighter regime, whose rules would be more precise as well
as more restrictive. This prospect suggests that, in textiles, it would
be incorrect to equate the rise in protectionism with a decline in co-
operation. On the contrary, mutual adjustment of policies among the
major textile and apparel importers continues, and may even become
more effective as protectionism against Third World exporters in-
creases. The purposes of cooperation have changed more than the fact
of cooperation itself. Nothing could better illustrate the point made
repeatedly in this book that cooperation is not necessarily benign.
Cooperation among importers is as obnoxious to Third World textile
producers or cosmopolitan liberals as cooperation among oligopolistic
corporations is to their small competitors or to dedicated trust-busters.

The Oil Regime

Although all three regimes changed between the mid-1960s and
1983, the alterations were most pronounced for oil. In oil, an old
company-centered regime was destroyed through the exercise of pro-
ducers' state power in a tightening oil market. Concession arrange-
ments were swept away, operating companies in the oil-producing
countries were nationalized, and the companies lost control of their
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relationships with these countries (Turner, 1978, p. 70). Governments
of oil-producing countries, organized since 1960 in the Organization
of Petroleum Exporting Countries (OPEC), secured a substantial price
rise in negotiations at Teheran in 1971, then virtually quadrupled
prices without negotiation after the Yom Kippur War of October 1973.
Prices fell in real terms until the beginning of 1979, when the revolution
in Iran provided the catalyst for another doubling of prices, to over
$30 per barrel in early 1980. By the mid-1980s not only the rules of
the old regime had been discarded; different political actors seemed
to be dominant. Power relationships had been profoundly trans-
formed.

It would nevertheless be an exaggeration to conclude that the OPEC
states had become hegemonic for the oil system—that is, able to make
and enforce the rules. The limitations on their power became clear in
the wake of the price rises of 1979-80, which could not be maintained
in the face of large shifts in world oil demand and supply resulting
from the increases in price. The oil consumption of the advanced
industrial countries fell by 7 million barrels per day (about 17 percent)
between 1979 and 1982. Combined with stock changes and increases
in non-OPEC supplies, this decline led to a fall in OPEC production
of over 12 million barrels per day (almost 40 percent) and to significant
declines in prices. By 1983 international oil relations were more char-
acterized by a market-and-company-mediated international tug-of-war
between producers and consumers than by the hegemony of either
side. The politics of the issue-area had been transformed, but the
outcome of the struggle was not yet clear.

As the regime changed, so did patterns of cooperation and discord
within the two major groups of actors—the oil producers and the
advanced industrialized countries. In early 1983 OPEC reacted to the
decline in prices and production by instituting a new agreement on
production quotas, designating Saudi Arabia as the swing producer
and accommodating OPEC production as low as 14.5 million barrels
per day—about 20 percent lower than 1982 production and as low
as the lowest point reached in the winter of 1983 (World Financial
Markets, April 1983, p. 2). It is important to note that at least until
this time OPEC had not functioned as a genuine cartel, since it had
not controlled the quantity of production. Indeed, at the beginning of
both oil shocks—in 1973 and 1979—the official OPEC price had risen
more slowly than prices on the spot market. Rather than OPEC leading
prices up, it had followed them up (BIS, 1982, p. 40). Typically, after
prices were raised, demand fell and spot prices dropped below the
OPEC price. In these relatively slack periods, OPEC may have helped
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to keep prices high, although in the absence of effective production
controls this result would have had to come about through a com-
bination of informal group pressure on individual producers and the
beliefs of consumers that OPEC would somehow manage to keep oil
prices high in the future.

At the time of writing it was too soon to tell whether OPEC's 1983
production controls would be more effective than its previous efforts
at creating a genuine cartel. What was clear, however, was that efforts
by members of OPEC to cooperate with each other were continuing,
and that mutual adjustments had indeed taken place. Cooperation
among producers was certainly greater than it had been in the period
of American hegemony.

The first reaction of the advanced industrialized countries to the oil
embargo and price rises of 1973 was discordant rather than cooper-
ative. In response to Arab sanctions against Holland in 1973, other
EEC governments sought to distance themselves as quickly as possible
from their stricken partner and its pro-Israeli policies, Britain and
France sought in addition to secure preferential oil supplies for them-
selves by putting pressure on their own oil companies; Germany relied
on its ability to pay high free-market prices to protect itself against
shortages. Meanwhile, Japan adopted a pro-Arab declaratory policy,
which led the Arabs to put it on their priority list; Japanese officials
and firms lobbied the major oil companies for equitable treatment
(Stobaugh, 1975, pp. 188-92).

In early 1974 the United States called a conference of the major oil-
consuming capitalist countries, and later in the year sixteen of these
states (with the significant absence of France) joined together in a new
International Energy Agency (IEA) under American leadership. This
organization oversaw the development of an emergency sharing system
for oil in a future crisis and sought to help governments to limit their
dependence on imported petroleum through long-term measures to
restrict demand and increase domestic energy supply.

The IEA rested on a set of bargains among its members. The United
States regained the diplomatic initiative and the position of leadership
that it had lost in the oil crisis. The emergency sharing system, which
constituted a major focus of the organization's early work, would
benefit the United States if it were the target of a concerted and effective
embargo by a producers' cartel. But in the more likely event of a
general oil shortage, or an ineffectively targeted embargo leading to
a shortage and price rises (as in 1973-74), effective implementation
of the sharing system would most directly benefit countries entirely
dependent on foreign oil, especially those without sufficient financial
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resources to bid up the price to secure supplies. In such a contingency,
oil-producing IEA members such as the United States, United King-
dom, and Canada could be called upon to share sacrifices, to some
extent, with other members of the organization. In return for this
insurance policy against catastrophic loss of imports, the oil-poor
members of the organization not only accepted U.S. leadership but
also agreed in 1976 to a "minimum selling price" of $7 per barrel for
oil. In the event of a price collapse, this floor would be established for
the benefit of those members of the organization with energy resources
that had made investments in the production of domestic petroleum
or close substitutes for it (Keohane, 1978).

The IEA performed some useful functions for its members, which
wil l be discussed in more detail in chapter 10. But it did not exercise
decisive influence on the pattern of petroleum trade. American notions
of using it as a weapon for confronting OPEC soon dissipated in the
face of resistance from the other members. The lEA's efforts at energy
research and development remained limited in scope (Bobrow and
Kudrle, 1979). When a second oil shock occurred in 1979, the IEA
was unable to prevent a doubling in prices, even though the overall
shortfall of world oil supplies following the Iranian revolution never
exceeded 4 percent, and OPEC production for the year reached a
record high (OECD Observer, July 1980, pp. 10-11). Although the
IEA did take some informal measures to facilitate the shipment of oil
to countries suffering shortages, it never invoked the emergency shar-
ing system. Yet as we will see in chapter 10, after the outbreak of war
between Iran and Iraq in September 1980, informal measures of policy
coordination were taken that may have had some dampening effects
on speculation and on prices. International cooperation on energy in
1979-80, managed through an international energy organization, did
take place, but it was much less effective than hegemonic cooperation
had been in 1956-57.

The IEA regime was essentially an insurance regime. That is, rather
than being designed to control the oil market, the IEA established
internal procedures to share the costs of an oil supply disruption and
thereby reduce the risks faced by individual consuming countries. Con-
structing an insurance regime not only may reduce the vulnerability
of its members in the event of a catastrophe, but may also improve
the group's strategic position by making it more difficul t for their
adversaries to divide them through specifically targeted threats. Under
conditions of eroding hegemony, one should expect insurance regimes,
such as the IEA with its emergency sharing system, to emerge.

Third World oil consumers were left out of both the consumers'
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and producers' regimes. To be sure, both coalitions sought symbolic
support from Third World consumers, and certain limited schemes
were developed—for Moslem countries by certain Middle Eastern pro-
ducers, and in Central America by Venezuela and Mexico—to cushion
the effects of price rises. Nevertheless, lacking power to influence
events, Third World consumers did not receive significant general price
concessions from producers, nor did the IEA wish to reduce its own
internal cohesion (already strained on a number of issues) by including
less developed countries within its ranks.

Comparing Descriptions of Regime Change

The evidence that we have surveyed indicates that changes in re-
gimes, and the new patterns of cooperation that emerged, were quite
different from one issue-area to another. In oil, established rules and
principles have been swept away by a new group of countries aspiring
to dominant status. Since these countries have not achieved prepon-
derance, no system-wide regime has been reconstituted. Yet the col-
lapse of a hegemonic regime has led to new forms of cooperation, on
a bifurcated basis, within OPEC and the IEA. The system as a whole
is more discordant, but within it limited areas of institutionalized
cooperation have emerged. In the exchange-rate regime, well-defined
rules have disappeared, leading to less well-coordinated mutual ad-
justments of policies. Yet the basic principle of embedded liberalism
remains, and the same countries are dominant. Furthermore, there has
been a spillover of old patterns of monetary cooperation to cooper-
ation in managing the Third World debt crisis. In trade, even many
of the rules persist, although violations have become more frequent
and some new discriminatory rules have been instituted. New forms
of mutual adjustment, as in the proliferation of voluntary export re-
straints and the strengthening of the textile regime, have appeared.
These qualify as cooperation according to our definition, although
they have not contributed to liberalization but rather to the reverse.
They represent international cooperation constrained by domestic po-
litical and economic pressures; they constitute "second-best" (or third-
or fourth-best) policies designed to adapt to protectionist pressures
without leading to a total collapse of the GATT system.

In view of the differences that exist among issue-areas, a theory
purporting to explain international economic regime change between
the 1960s and the 1980s must account for the fact that the oil regime
experienced the most serious changes, followed by money and trade.
But it must also account for a rather complex general pattern, which
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seems evident across issue-areas. On the one hand, the old hegemonic
international regimes in these areas became weaker, since their rules
became in many respects less clear and, where clear, were more often
broken. On the other hand, a spiral of collapse was avoided: attempts
at policy coordination continued, often on a less-than-global basis and
with illiberal intentions. In some cases, these led to new organizations,
such as the IEA, or at least nominally stronger regime rules, as ex-
emplified by OPEC's 1983 production controls and by the textile/
apparel regime after the mid-1970s. Cooperation persisted, even though
its purposes were less likely than before to be applauded by American
liberals, and it did not always lead to great success, even in its own
terms.

ASSESSING THE THEORY OF HEGEMONIC STABILIT Y

This section uses historical analysis and comparisons among issue-
areas to assess the causal connections between the decline of American
hegemony and the deterioration of international cooperation in the
world political economy since the mid-1960s. My conclusion is that
some causal linkages seem to exist, although they are not as direct
and uncomplicated as the theory of hegemonic stability would suggest.
Furthermore, the regime-eroding effects of hegemonic decline are to
some extent counterbalanced by the value to governments of rules
that limit players' legitimate strategies and therefore reduce uncertainty
in the world political economy. As hegemony erodes, regimes become
more difficul t to supply; yet the demand for them, based on their
contributions to facilitating mutually beneficial agreements among states,
persists. The theory of hegemonic stability draws our attention to an
important piece of the puzzle, but it does not provide us with a com-
plete theory. The insights of this power theory must be combined with
those of theories that stress the value of cooperation and the functions
performed by regimes.

As we saw in chapter 3, only the crude version of the theory of
hegemonic stability offers nontautological explanations of changes in
international regimes on the basis of changes in the distribution of
world power. The refined version of the theory does not make such
predictions and should be considered not a theory but merely a frame-
work of ideas that is useful for description and interpretation but not
for explanation. As in chapter 3, when I refer simply to the theory of
hegemonic stability, I am referring to the crude basic force model,
which in its most highly aggregated form attributes recent changes in
international regimes to the decline of American power. What U.S.
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power created, according to this interpretation, its erosion under-
mined. This theory is parsimonious. If it were correct and complete,
it would be a powerful explanation, since it relies on only one vari-
able—distribution of power among actors—which operates at the level
of the system as a whole.

To attribute the decay of the postwar international regimes to the
decline of American power requires, first, that one show a correspond-
ence between patterns of regime change and changes in tangible power
resources. Second, it must be possible to provide at least a plausible
account of how those resource changes could have caused the regime
changes that we observe. That is, the investigator must check to see
whether the correlation between declining power and regime change
is not really accounted for by other forces than those specified in the
theory. We will see, for instance, that changes in U.S. domestic politics
had important impacts on international monetary regimes in the late
1960s and early 1970s. Trade regimes, meanwhile, changed under the
pressure of changing patterns of comparative advantage and inter-
national competition (Strange, 1979; Branson, 1980; Cowhey and
Long, 1983).

As applied to the period between the mid-1960s and the early 1980s,
the crude theory of hegemonic stability begins with the correct asser-
tion that American economic capabilities, relative to those of other
major countries, declined. We saw in chapter 3 that a measure of U.S.
relative labor productivity fell from almost three times the world av-
erage in 1950 to only about one and a half times the world average
in 1977 (table 3.1, p. 36). By one reckoning, U.S. national income
in 1976 was 31 percent of that of market-economy countries as com-
pared to 45 percent in 1960 (Krasner, 1982, p. 38); by another, it fell
between 1960 and 1980 from 25.9 to 21.5 percent of the world total
(Oye, 1983a, p. 8).3 Table 9.1 shows that U.S. gross domestic product
(GDP) fell from about 60 to about 40 percent of that of the United
States, the EEC, and Japan, combined, between 1960 and 1980. Yet
it is also clear that the United States has not become a second-rate
power: "In a wide range of activities it continues to be the world's
most prominent actor," although "the enormous slack accorded the
United States through the 1950s by the absence of any serious threat

3 The discrepancy seems to be accounted for largely by the fact that the first set of
figures excludes nonmarket-economy countries. Other discrepancies between series such
as these are often attributable to the use of different exchange rates and to different
ways of valuing output in nonmarket-economy countries.

196



THE DECLINE OF HEGEMONIC REGIMES

Table 9.1. U.S. Gross Domestic Product as a Percentage of the Gross
Domestic Products of the United States, the EEC, and Japan Combined

SOURCE: Percentages in each series were calculated from the following sources: 1)
U.S. Council on International Economic Policy series, 1971, cited in Oye et al., 1983,
table 1-1, p. 8; 2) United Nations Yearbook of National Accounts Statistics, 1980 (New
York: United Nations, 1982), table 1A, pp. 5-7; 3) World Bank, World Development
Report, 1982, table 3, p. 115.

to minimalist political goals or specific economic interests was gone
in many issue areas by the 1970s" (Krasner, 1982, p. 39).

We must be careful not to leap from these data about the decline
in American capabilities between 1950 and 1980 to an inference about
future decline, which does not seem inevitable. Nor should we see the
correlation between declining capabilities and changes in international
regimes as necessarily implying a causal relationship between these
two facts. We also need to provide an argument that plausibly links
these two sets of events. This, however, is difficul t to do on the basis
of an overall decline in American capabilities, because the patterns of
regime change have been so different across our three issue-areas. An
aggregate version of the theory of hegemonic stability does not dif-
ferentiate sufficiently between issue-areas to be very credible as an
explanation of events. We therefore need to apply the power-as-re-
sources theory on a differentiated basis by issue-area. If the theory of
hegemonic stability is correct, there should be a discernible relationship
between the extent to which American capabilities declined in an issue-
area and the degree to which the relevant international regime changed.

It is easy enough to get estimates of shifts in capabilities by issue-
area: U.S. international financial reserves fell from 49 percent of the
world total in 1950 to 21 percent in 1960 and 7 percent in 1976;
exports fell from 18 to 16 to 11 percent of the world total for the
same years; and the U.S. share of world petroleum production fell
from 53 percent in 1950 to 33 percent in 1960 and 14 percent in 1976
(Krasner, 1982, p. 38). But it is more difficul t to know what they
mean. John Odell has pointed out that using international monetary
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reserves as indicators of power in the international financial issue-area
can be misleading (1982, p. 219):

By 1972 both Germany and Japan had greater monetary power
than the U.S., according to [measures of international reserves].
. . . Yet Japan and Germany did not make more active use of their
apparently increased monetary power. . . . This is not surprising,
because their monetary power had increased less than their share
of world reserves had. Their net influence over monetary policies
was diluted by their continuing general dependence on a relatively
closed U.S. economy. . . . International monetary policies are in-
herently macropolicies. Exchange rates cut across all sectors of
international transactions in goods, services, and capital. . . .
[Therefore,] monetary power should coincide with general power
more than is the case in other "issues."4

In trade, measures of capability (such as share of world exports or
imports) must be augmented by consideration of the relative difficulty
to the two partners in a relationship of stopping transactions or altering
their terms. Other things being equal, one might expect that the coun-
try with the larger market would have more leverage; but whether
this is actually so will depend on the opportunity costs to both sides,
which wil l not necessarily be inversely proportionate to their sizes. It
may be easier, under certain circumstances, to find other sources of
supply for textiles or food than for oil; and it is certainly more con-
venient to go without peanuts or bananas than to forego supplies of
energy or spare parts necessary to make one's economy operate
(Hirschman, 1945/1980; Keohane and Nye, 1977, ch. 1).

These caveats should make us cautious about any findings that are
claimed to "confirm" the hegemonic stability theory. Yet it may still
be worthwhile to ask whether there seems to be any connection, how-
ever tenuous, between the rapidity of regime decline in the issues of
money, trade, and energy on the one hand and measures of American
capabilities in those areas on the other. In each case, I compare U.S.
capabilities with those of its major industrialized partners: the Eu-
ropean Economic Community (including, for all years, figures for the
nine members that belonged during the 1970s) and Japan. For the
monetary area, taking into account Odell's criticism, I rely on the
figures on gross domestic product in table 9.1, but I also use measures

4 Odell's criticism, which is well taken, was directed at an argument in Keohane and
Nye, 1977.

198



THE DECLINE OF HEGEMONIC REGIMES

Table 9.2. U.S. Trade as Percentage of Total Trade of U.S., the
EEC, and Japan Combined (Imports Plus Exports)

SOURCE: Figures  calculated from UN Yearbook of   International Trade Statistics (New
York: United Nations, 1981), vol. 1, special table B. pp. 1080-87.

Table 9.3. Petroleum Resources in Four Crisis Years

*  Exact figure not available; but close to zero.
SOURCE: For 1967 and 1973, Darmstadter and Landsberg, 1975, pp. 30-31; for

1979, IEA, 1981, p. 309; for 1980, IEA, 1982a, p. 376.

SOURCE: For 1967 and 1973, Waltz, 1979, appendix X, p. 221; for 1979, calculated
from IEA, 1981, pp. 66, 190, 309; for 1980, calculated from IEA, 1982a, pp. 93, 227,
376. Calculations were made by dividing net imports by total primary energy demand
(TPE).
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of the role of the dollar in world capital markets, consistently with
the point made in chapter 3 about the importance of capital markets
for hegemony. For trade, I use exports plus imports in table 9.2 and,
in table 9.4, the relative importance of each of the largest trading areas
as markets for the exports of other major trading areas. These figures
are relevant to bargaining because the ability to close off one's markets
to imports is a major asset in trade negotiations and exports reflect
the competitiveness of the economy on the world level. In oil, we need
a measure of American power-resources relative to those of the pro-
ducers, as well as in comparison to its industrialized-country partners.
For the former, I use the relationship between U.S. imports and excess
U.S. production capacity at home. For the latter, I focus on oil imports
as a percentage of energy demand, since this indicates relative U.S.,
European, and Japanese dependence on imports.

What these figures show is that, like changes in regimes, the patterns
of relative U.S. decline in material resources are highly differentiated
by issue-area and vary according to the measure used. As table 9.1
indicated, U.S. GDP as a proportion of that of the EEC, Japan, and
the United States together fell from about two-thirds of the total in
1950 to under half in 1980. Yet the dollar remained the principal
international currency for lending and settlement of transactions, and
the United States has been able relatively easily to finance very large
current account deficits, as it did in 1983. The percentage of Euro-
currency liabilities denominated in dollars remained relatively stable
during the decade of the 1970s. In 1970, of Eurocurrency liabilities,
81 percent were denominated in dollars. This fell to a low point of
74 percent in 1973, rose again to 80 percent by 1976, fell to 72 percent
in 1979, and rose to about 80 percent in 1982. By a different financial
measure, the same conclusion of continued dollar preponderance is
reached: in the eight years between 1976 and 1983 inclusive, 55 per-
cent of new international bond issues were denominated in dollars,
with the high for that period being reached at a level of 64 percent in
1982.5

In trade, the United States never had a dominant position, as table
9.2 indicates. The decline of about a third in its share of trade was
similar proportionately to its decline in GDP, but took place from a
far lower base.6 In oil, the United States began from a far stronger

5 World Financial Markets, February 1978; July 1983; January 1984.
6 It would be desirable to have used figures for EEC trade in table 9.2 that netted

out intra-EEC trade, since EEC bargaining power vis-à-vis the United States and Japan
cannot be expected to be enhanced by increased trade among the EEC members. I was
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position, but its relative position fell far more sharply after 1967 than
it did in either money or trade. The ratio of U.S. to European or
Japanese dependence on oil imports roughly doubled between 1967
and 1980. The decreased U.S. ability to control the oil market, and
to use this control as a source of influence over Europe and Japan,
reflected this shift in underlying power resources.

In some ways these figures underestimate the changes in trade, since
they do not reflect the growing unity of trade policy among the coun-
tries of the EEC. Aggarwal (1981) has shown that this made a major
difference in the 1977 renegotiation of the Multi-Fiber Agreement,
since once the EEC was unified, it controlled more of the relevant
power resources (market share) in the textile issue-area than did the
United States. The point is relevant not only to textiles but more
generally. One way of illustrating it is to compare the exports to each
other of the United States, EEC, and Japan, as a proportion of their
total trade, net of intra-EEC trade. If we consider this measure for
1981, some interesting findings emerge, as table 9.4 indicates.

Japan's well-known dependence on U.S. markets is reflected in table
9.4; what is more surprising is the degree of relative U.S. dependence
on European markets. The EEC is larger than the United States in
terms of total product, and its exports in 1981 were almost 30 percent
greater, but in aggregate terms it is less dependent on the U.S. market
than vice versa. Europe is much less dependent on Japan than Japan
is on Europe. The asymmetries of interdependence in trade among the
three major advanced industrial trading units now run in Europe's
favor, as long as it maintains a unified trade policy, although this
political advantage may be a result of economic weakness, as reflected
in the declining competitiveness of European exports in the markets
of other advanced industrialized countries. Indeed, this combination
of political strength and economic weakness may help to account for
European protectionism, along with the familiar characteristics of Eu-
ropean society usually invoked in explanation of this fact.

On the whole, these data lend plausibility to a differentiated heg-
emonic stability theory. Power shifts have been most evident in the
oil area, particularly with respect to U.S. relations with the producers
but also with respect to the relationship between the United States
and Europe. As the theory would predict, regime change has also been
most rapid in oil. In money, the mixed pattern of shifts in power—

unable, however, to find such data in time series, although table 9.4 reports them for
1981. In considering relations between the EEC and the rest of the world on trade
issues for which the EEC acts as a bloc, intra-EEC trade should, where possible, be
excluded to provide an accurate picture of the EEC's external relations.
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Table 9.4. Trade Relations Among the United States, the
EEC and Japan, 1981

SOURCE: Figures calculated from French Institute for International Relations, 1982,
pp. 309, 316-17. Only figures for 1981 are available from this publication.

fairly sharp on GDP measures but muted with respect to the role of
the dollar in capital markets—parallels the ambiguous changes in in-
ternational monetary regimes. The theory of hegemonic stability would
have led us to expect a rather steady but moderately paced decline in
the postwar trade regime, reflecting the shifts in shares of world trade
by the major blocs; and this is indeed what we find.

Yet the evidence does not establish the validity of the issue-differ-
entiated theory of hegemonic stability. Before deciding whether the
theory accounts for the observed changes, it is necessary to determine
whether plausible causal sequences could be constructed, linking shifts
in the international distribution of power to changes in international
regimes, and to consider alternative explanations, especially those fo-
cusing on variations in policies rather than simply on power. We
therefore need to ask whether the causal arguments of hegemonic
stability theory help us understand the reasons for the changes that
actually took place in oil, money, and trade. The ensuing discussion
begins with oil, since it fits the theory so well, and then addresses the
more difficul t cases.

Explaining the Collapse
of the Old Petroleum Regime

The transformation of oil politics between the mid-1960s and mid-
1980s reflected a decline in the ability of the United States, acting in
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conjunction with Britain and the major oil companies, to make the
rules and support the regime. OPEC countries, particularly Saudi Ara-
bia, challenged the Western powers and the companies. OPEC mem-
bers had previously lacked the ability to capture monopolistic profits
by forming a producers' cartel. In part this inability reflected the rel-
ative cohesiveness of the oil companies during the 1960s, when seven
major companies controlled over 90 percent of international oil trade
(Neff, 1981, p. 24). This was changing rapidly by the 1970s: indeed,
a crucial strength of the Libyan bargaining position in the early 1970s
was its "ability to pick off the smaller companies," inducing them to
sign favorable agreements and thus putting pressure on the recalcitrant
majors (Turner, 1978, p. 157). Weak self-confidence, poor commu-
nications, and a low level of information about one another also played
a role, although these deficiencies were already being corrected by
greater elite sophistication and more intensive contacts among OPEC
members.

Yet OPEC's earlier impotence was also a result of overwhelming
U.S. power. Until the huge asymmetry between American power and
that of OPEC had been reduced or reversed, massive changes in the
regime could not have been expected to occur. Without these changes,
neither foolish U.S. tactics nor an Arab-Israeli war could have led to
the price rises that began in February 1971 and escalated dramatically
in the last quarter of 1973.7 Support for this assertion may be found
in the fact that Saudi Arabia's attempt to organize an oil embargo in
1967, after the Six-Day War in June of that year, was not taken
seriously by the OECD countries.

Conceivably, one could try to account for changes in international
oil politics by reference to the erosion of American military power vis-
à-vis Middle Eastern members of OPEC. This kind of analysis, at any
rate, would seem more plausible as applied to oil than to either money
or trade. Certainly it had become more difficul t by the late 1960s and
early 1970s for the United States to intervene in the Middle East than
it had been during the 1950s. Arab nationalism, the increasing so-
phistication of indigenous Middle Eastern armies, and the rise of Soviet
political influence and ability to project military power in the area all
made a difference. So did British withdrawal from positions east of
Suez and diversion of U.S. military forces and attention to Vietnam
after 1965. Joseph Nye regards 1971 as a crucial turning point, because

7 For discussions of U.S. tactics at Teheran in 1971, see Schuler, 1976; Blair, 1976;
and Penrose, 1975.
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the departure of the British from the Persian Gulf left a power vacuum
that the United States, being unwilling to introduce its own force into
the region, relied on the Shah of Iran to fill ; "the fall of the Shah
eventually revealed the true costs to America's energy security policy"
(Nye, 1981, p. 8).

Whether reliance on British or American military forces in the Per-
sian Gulf would have altered the course of the Iranian Revolution is
difficul t to determine, even in hindsight. Indeed, the impact of military
power on oil politics is unclear in general, since it is difficul t to employ
military force effectively to prevent oil embargoes and price increases.
During the 1970s the United States government declined to use force,
having decided that the "cure would be worse than the disease." Of
course, it is possible that the threat to use force would have deterred
embargoes, or even rapid price increases; but it would be rash to put
much confidence in this proposition. Threats whose implementation
would have disastrous results for the threatener look like bluffs. The
fact that the Shah's Iran was a strong U.S. military ally in the Persian
Gulf did not prevent Iran from being the leader in increasing oil prices.
Nor was the Saudi regime—an American military and political client—
deterred from spearheading the embargo against the United States and
Holland. Thus the causal links between American military power and
world oil politics remain somewhat elusive and obscure.

The issue-specific hegemonic stability model posits a more direct
and traceable linkage between power resources and outcomes in oil.
As we saw in table 9.3A, fundamental shifts in U.S. petroleum re-
sources relative to demand took place between 1967 and 1973: the
United States went from the position of having greater oil production
capacity than demand to one of needing to meet a quarter of normal
demand from abroad. In 1967 the United States was "part of the
solution," from the European and Japanese point of view, as it had
been in 1956-57. In 1973 it was "part of the problem." Its fundamental
petroleum resource base had been greatly weakened. As the issue-
specific theory of hegemonic stability would predict, this change was
followed by a dramatic shift in power relations within the oil area. In
contrast to 1956-57 or even 1967, the United States was unable to
compensate its allies from its own stocks for an oil shortfall resulting
from a disruption in the Middle East. Shifts in the distribution of
petroleum resources decisively changed the distribution of power rel-
evant to outcomes (prices and access to supplies) in oil.

According to this interpretation, the Yom Kippur War was more a
catalyst for action than a fundamental cause. It made Arab members
of OPEC willin g to take greater risks. When their actions succeeded
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in quadrupling the price of oil almost overnight, members of the cartel
gained confidence that they could cut back production without being
double-crossed by other producers and would benefit from the high
prices created by their own actions in conjunction with the similar
behavior of others. It appeared that, by cooperating with each other,
OPEC members could all gain, without having to take large risks. A
self-reinforcing cycle was launched, as increased underlying strength
led to increased incentives to take advantage of that strength. Yet as
events since 1980 have shown, the erosion of indigenous American
oil resources did not give producers limitless power.

The theory of hegemonic stability could not explain why no formal
oil regime was established before 1974, since U.S. power in the 1940s
and 1950s certainly would have been sufficient to organize a regime
had American domestic politics permitted. Yet the theory could help
to account for the rise of a new form of consumer cooperation under
American leadership in the IEA, after the 1973 debacle. The effect of
OPEC's rise was to limit the scope of American dominance to Europe
and Japan, whereas it had formerly been worldwide. But, within that
circumscribed set of countries, the United States was still preponderant,
since its dependence on foreign oil remained much less than that of
Europe or Japan. Thus it had the capacity to exert leadership.

A functional theory of international regimes based on common in-
terests would make relatively littl e contribution to our understanding
of changes in the oil regime between 1967 and 1973, although, as we
wil l see in the next chapter, it does help to account for how the IEA
was organized and operated after 1973. The old oil regime was based
on highly asymmetrical power relations: only in the context of these
inequalities was it in the interests of oil producers to accept the U.S.-
dominated regime. Shifts in power, giving producer governments vi-
able alternatives to this regime, increased their opportunity costs of
failing to challenge it. In view of the relatively low level of benefits
that it provided for them, they had littl e incentive to refrain from
destroying it. The old regime was not sufficiently valued to be able to
persist.

This example illustrates a point made earlier. A functional theory
of cooperation requires, as the condition for its operation, that actors
have common interests; otherwise, there wil l be no mutually advan-
tageous agreements for them to make. If power relations change fun-
damentally, bargains that were formerly advantageous to both sides
(given opportunity costs) may no longer remain so. Agreements that
reflect the new distribution of power wil l have to be very different
from the old ones. It is conceivable that both the side whose power
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was rising and the side whose power was falling would recognize
immediately the characteristics of new agreements that would satisfy
both, and that they would negotiate such agreements without a rupture
of relations. Yet in practice this is very difficul t to imagine. New power
relationships are not fully appreciated until they are tested. Before
1973 almost everyone underestimated the bargaining power of oil
producers; in 1979-80 this power was widely exaggerated. Only after
the oil price rise of 1979-80, and the subsequent decline, were both
the strengths and weaknesses of producers and consumers clearly in
view.

The case of oil therefore indicates why I have no intention of seeking
to replace a power theory with a functional one. In world politics,
power is always important. Any functional explanation, which deals
with the value of a given process or pattern of interaction, must be
embedded in an understanding of political structure, especially the
distribution of power among actors (Waltz, 1979; Keohane, 1983;
Ruggie, 1983a). When structure changes radically, the processes and
institutions embedded in it wil l also be transformed.

Interpreting Changes in
the International Monetary Regime

The breakdown of the Bretton Woods pegged-rate monetary regime
is often attributed to the combination of the inherent instability of a
gold-exchange standard and the policies of the United States, partic-
ularly its monetary policies. With respect to the first point, Benjamin
J. Cohen has summarized the issues as follows (1977, p. 99):

A gold-exchange standard is built on the illusion of convertibility
of its fiduciary element into gold at a fixed price. The Bretton
Woods system, though, was relying on deficits in the U.S. balance
of payments to avert a world liquidity shortage. Already, Amer-
ica's "overhang" of overseas liabilities to private and official for-
eigners was growing larger than its gold stock at home. The
progressive deterioriation of the U.S. net reserve position, there-
fore, was bound in time to undermine global confidence in the
dollar's continued convertibility. In effect, governments were caught
on the horns of a dilemma. To forestall speculation against the
dollar, U.S. deficits would have to cease. But this could confront
governments with the liquidity problem. To forestall the liquidity
problem, U.S. deficits would have to continue. But this would
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confront governments with the confidence problem. Governments
could not have their cake and eat it too.

This situation would have made the international monetary regime
of the 1960s quite delicate under the best of circumstances. As a
response to the regime's fragility during the 1960s, negotiations took
place to create Special Drawing Rights, designed to provide a source
of international liquidity to serve in lieu of dollars when the U.S. deficit
came to an end. Whether this reform would have been effective, how-
ever, is unclear because the conditions that it was meant to deal with
never came into being. Rather than eliminating its deficit, the United
States let its balance of payments on current account deteriorate sharply
in the last half of the 1960s, as a result of a large budgetary deficit,
excess demand in the United States, and the consequent inflationary
momentum, all of which were linked to the Vietnam War. When U.S.
monetary policy eased in 1970 in reaction to a recession, huge capital
outflows took place. The U.S. decision of August 1971 to suspend the
convertibility of the dollar into gold and thus to force a change in the
Bretton Woods regime followed. As we have seen, the Smithsonian
Agreement of December 1971 to restore fixed exchange rates at dif-
ferent valuations of currencies and gold collapsed within fifteen months.
One reason for this collapse was continued monetary expansion in
the United States and abroad.

The theory of hegemonic stability is an unsatisfactory explanation
of regime change in international monetary relations. In part its defects
would be shared by any systemic theory, since changes in American
policies, affected decisively by the nature of U.S. domestic politics,
played a major role in the events leading to the collapse of the Bretton
Woods par-value system. Combining an institutional theory with the
theory of hegemonic stability would not help to correct this fault,
which simply reflects the limitations on purely systemic theory in world
politics.

Yet the theory of hegemonic stability is deficient in three other
respects even as compared with other systemic theories. In the first
place, it focuses on changes in tangible resources as the predictor of
change. But the resources that were most important to the ability of
the United States to maintain the regime were not tangible resources
but the symbolic resources that go under the rubric of "confidence"
in discussions of international financial affairs. Variations in U.S. gross
domestic product were less important than shifts in foreign confidence
about U.S. policy: as a reserve-currency country, the United States
could generate more international money (dollars) as long as holders
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of dollars believed that the dollar would retain value compared to
alternative assets, such as other currencies or gold. By 1970-71, how-
ever, confidence in U.S. economic policy, and hence in the dollar, had
become severely undermined. Perceptions of U.S. policy as inflationary
translated directly into losses of the most important intangible resource
that the United States had commanded: confidence that the dollar
would remain a strong currency.

The second crucial problem with the explanation offered by the
theory of hegemonic stability is that it fails to capture the dual nature
of the U.S. power position in 1971, On the one hand, as we have seen,
the U.S. position was eroding. Yet to a considerable extent U.S. weak-
ness was an artifact of the rules of the old regime. These rules, written
largely by the United States in 1944 to protect interests of creditor
countries, now made it impossible for the United States to force Ger-
many and Japan to revalue their currencies within the framework of
the existing regime. If the United States wanted to maintain all aspects
of the old regime, therefore, it had to defend the dollar through a
variety of short-term expedients. Only by breaking the rules explic-
itly—by suspending convertibility of the dollar into gold—could the
United States transform its bargaining position and make its creditors
offer concessions of their own. As Henry Aubrey had pointed out in
1969, "surely a creditor's influence over the United States rests on
American willingness to play the game according to the old concepts
and rules. If the United States ever seriously decided to challenge them,
the game would take a very different course" (p. 9). The United States
thus had a strong political incentive to smash the specific rules of the
old regime, even if it had an equally poweful desire to maintain the
essential principles of liberalism. Once the old rules had been de-
stroyed, other governments had to pay more attention to U.S. wishes,
insofar as they also wished to retain these principles. For the United
States, increased discord was a precondition for cooperation on Amer-
ican terms.

The third deficiency of the hegemonic stability theory in accounting
for change in the international monetary system is that insofar as it
relies on GDP figures as indices of power resources, it overpredicts
regime collapse. Although the rules of the Bretton Woods regime were
altered in 1971-73, the principles of multilateralism and relatively
unfettered capital flows were maintained. After the advent of flexible
exchange rates, major capital markets continued to become increas-
ingly open, and elaborate cooperative networks, including private and
central banks as well as finance ministries, flourished. By 1983 the
Executive Director of the IMF estimated that the daily value of foreign
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exchange transactions in New York was about $30 billion (De La-
rosière, 1983). Liberalism, though embedded in the welfare state and
limited by state action, persisted.

This persistence is not explained by the theory of hegemonic sta-
bility , which leads us to expect discord and even closure. It is partially
accounted for by the continued strength of the United States, which
had an interest in liberalism. But the persistence of cooperative regimes
is also partially explained by the continuation of shared interests in
the efficiency and welfare benefits of international economic exchange.
Obtaining these benefits, however, requires a continual series of agree-
ments—for instance, to monitor exchange-rate interventions, expand
resources at the disposal of the IMF, or lend money to countries in
difficult y in conjunction with austerity programs. To facilitate such
agreements, an established monetary regime, with the IMF at its center,
is of great value to all governments concerned, even if its rules are less
explicit than they once were. Thus the institutions of the old par-value
regime have been adapted to make them useful in the post-1973 world
of flexible exchange rates. The maintenance of international monetary
institutions in the tumultuous years since the Nixon Shock of 1971
suggests that governments indeed value international regimes. To focus
only on how hegemons supply regimes is onesided; we must also
examine the sources of demand for these institutions.

A comparison between U.S. policies in money and oil helps us un-
derstand further the value of international regimes. In money, the
United States continued to favor a liberal regime, but would neither
support pegged exchange rates nor significantly adjust its domestic
fiscal and monetary policies to the demands of its partners. Yet mutual
interests continued to give all participants incentives to support lib-
eralism. Thus although the post-1971 regime was weaker, with less
explicit rules, than the one that prevailed before the Nixon Shock, it
remained liberal. In oil, on the other hand, the collapse of the old
regime made it necessary for the United States to take decisive action
if it were to retain leadership of a relatively coherent group of advanced
industrialized countries. It offered to sacrifice some of its control over
domestic oil supplies, in a crisis, in exchange for receiving the deference
essential to create a regime in which it could exercise leadership. That
is, the United States was willin g to accept more of the costs of ad-
justment in oil than it was in the monetary area.

This comparison illustrates, in a subtle way, the value of continuing
international regimes to the United States and reinforces a point made
in chapter 6 about the greater difficulty of instituting new regimes
than maintaining old ones. The interests of the Europeans and Japanese
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in a liberal international monetary regime, coupled with their belief
that maintenance of such a regime was feasible, made them willing to
continue to cooperate with the United States despite its demand for a
restructuring of the old Bretton Woods arrangements. The United
States did not have to persuade its partners not to follow beggar-thy-
neighbor policies in response to dilemmas of collective action: in a
situation characterized by a relatively small number of actors, a con-
tinuing pattern of interaction, and substantial common interests, the
persistence of a regime provided reassurance about others' intentions
and practices. In oil, by contrast, the old regime had collapsed by
1973. Governments began to resort to competitive self-help strategies.
The United States consequently had to make a substantial commitment
of its own to create a new consumers' regime. In the absence of ongoing
institutions, the American government had to take on new contingent
obligations (to share oil in future crises with its partners) in order to
reassure its allies about the future and give them incentives to cooperate
rather than to defect, as in single-play Prisoners' Dilemma.

There is, however, a darker side to this happy story. This episode
suggests that cooperation may be self-limiting in world politics as well
as self-reinforcing. As noted above, the existence of a prior interna-
tional monetary regime made it easier than it would otherwise have
been for cooperation to continue. But, by the same token, the regime
helped to make it unnecessary for the United States to adjust its own
policies to avoid a collapse. Its very stability limited further advances
in cooperation. Cooperation often builds on itself, but this process is
by no means inevitable. Since cooperation arises from actual or po-
tential discord, serious discord, such as resulted from the oil crisis of
1973-74, may sometimes be necessary to produce a "great leap for-
ward" in international cooperation. International regimes tend to
maintain patterns of cooperation, but they do not necessarily facilitate
innovative expansions of cooperation in response to crisis and change.

Interpreting Changes in
the International Trade Regime

As we have seen, changes in the trade regime between the mid-1960s
and the early 1980s were broadly consistent with changes in potential
power resources in the issue-area. American power resources (as meas-
ured by shares of world trade among the industrialized countries)
declined relative to those of U.S. trading partners. But U.S. trade fell
less sharply in relative terms than America's share of industrialized
countries' gross domestic products. On the basis simply of country
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data, the theory of hegemonic stability would predict that the regime
would deteriorate, but less rapidly than those in money and oil. Fur-
thermore, it would anticipate that the United States, as it became less
dominant, would also become less and less willin g to bear a dispro-
portionate part of the costs of trade liberalization. Since both of these
phenomena are observed (Krasner, 1979; Ruggie, 1983c, pp. 484-85),
the evidence for trade may seem at first to support the theory.

The issue, however, is more complicated. As table 9.4 indicates, the
emergence of the EEC as a coherent trading bloc has made a much
greater difference in relative control over resources than would appear
from the country data alone. The distribution of world trade power
is no longer hegemonic in any sense: unlike the situation in money
and oil, Europe has at least as much potential bargaining power in
trade as the United States does. Some of the changes that have taken
place—as in the growing restrictiveness of the textile regime—are di-
rectly attributable to increased EEC bargaining power (Aggarwal, 1981).
Using the EEC rather than individual European countries as the unit
of analysis, the theory of hegemonic stability would predict more
changes in trade than in money, since (despite the European Monetary
System) there is no common European monetary policy or currency
and the predominance of the dollar relative to individual European
currencies has been maintained.

These sources of complexity and confusion are compounded when
we look closely at the politics of trade. Pressures for protectionism
seem to emanate largely from within the major industrialized countries,
created by industries and groups of organized workers that are hurt
by import competition. In a number of industrial sectors, including
textiles, footwear, consumer electronics, steel, shipbuilding, and re-
cently autos, economic distress in the form of surplus production
capacity has provided a catalyst for protectionist measures (Strange,
1979; Cowhey and Long, 1983).

Classical and neoclassical economists have seen protectionism as a
pathology of group politics, driven by demands of individuals and
groups for higher and more stable incomes than they would command
in a free market (Olson, 1982). Adam Smith excoriated guilds for
protecting the wages of their members at the expense of society, though
to the advantage, he thought, of the towns (1776/1976, pp. 132ff.).
GATT officials now criticize labor unions and inefficient industries for
seeking similar protection and attempt to refute their arguments that
such actions would increase national as well as group income. Ac-
cording to this view, low-productivity industries, faced by dynamic,
low-cost competitors from abroad, can only remain economically vi-
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able either by paying lower wages than higher-productivity industries
or by reducing employment. Yet the affected workers and their po-
litical leaders may resist either measure. This resistance to change leads
to pressures for protection: "To maintain both the wage differential
and the absolute size of employment in the industry, protection is
necessary" (Blackhurst et al., 1977). Thus although most governments
of advanced capitalist states have heretofore shown littl e enthusiasm
for protectionist policies, they have been increasingly goaded into them
by domestic interests.

Arrayed against these traditional liberals in the policy debate are
proponents of active governmental intervention in the form of "in-
dustrial policy," although this slogan seems to have almost as many
meanings as it has advocates. For our purposes, the important point
is not the policy disagreement but the analytical agreement behind it:
both liberals and interventionists see the sources of protectionism, and
industrial policies, in increased competitiveness and more rapid struc-
tural change in the world economy. Policy change results not so much
from the decline of American power, as from increased competition
among the industrialized countries and between them and newly in-
dustrializing countries. Protection is a way of forcing the costs of
adjustment onto others (inside one's own country or outside), at least
temporarily, and is sought as a shelter from the impact of rapid change
with which it is difficul t for people to cope.

Most explanations of increased protectionism also emphasize the
effects on competition and surplus capacity of the recession of the
post-1973 decade and the rise of manufactured exports from less
developed countries. Between the end of 1973 and the beginning of
1983 real gross national product in the industrialized market-economy
countries grew by barely 2 percent per year, and in Europe the record
was significantly worse. Unemployment rates for the seven largest
industrialized capitalist countries more than doubled during the same
period (IMF, 1983, table 1, p. 170, and table 5, p. 174). Despite the
slow aggregate growth of industrial country markets, exports from
non-OPEC developing countries increased threefold between 1973 and
1983. Since these exports were highly concentrated in sectors such as
clothing, footwear, and consumer electronics, they created alarm among
import-competing industries and their work-forces, even though im-
ports by these countries outweighed their exports in the aggregate
(Belassa, 1980, table 1; Stein, 1981; OECD, 1979, table 5, p. 24).
Some of the restrictive measures of the 1970s, particularly the pro-
gressive tightening of export restraints on textiles, reflect these pres-
sures from dynamic developing-country exporters.
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Despite the superficial consistency between changes in measures of
economic power resources and trade politics, examination of the policy
process suggests that pressures of international competition and struc-
tural adjustment provide a better explanation of the decline of the
trade regime than the theory of hegemonic stability.8 Certainly the
hegemonic stability theory does not explain recent changes in inter-
national trade regimes as well as it explains changes in oil. As with
the monetary regime, the theory is not disconfirmed by the evidence,
but it is also not very helpful in accounting at the level of political
process for the changes that we do observe. Many major forces af-
fecting the trade regime have littl e to do with the decline of U.S. power.
For an adequate explanation of changes in patterns of cooperation
and discord in trade, other factors—rapid structural changes, domestic
political and economic patterns, and the strategies of domestic political
actors—would also have to be taken into account.

Even without deviating from our systemic perspective, however, we
can improve our understanding of changes in trade regimes by thinking
about cooperation in ways suggested by Part II of this book. The
theory of hegemonic stability predicts substantial erosion of the trade
regime. This has occurred, but as we saw above, what is equally
striking is the persistence of cooperation, even if not always addressed
to liberal ends. Trade wars have not taken place, despite economic
distress. On the contrary, what we see are intensive efforts at coop-
eration, in response to discord in textiles, steel, electronics, and other
areas. The outcomes have not been models of pure liberalism, but
even the facts adduced to demonstrate the growth of protection—such
as the one mentioned earlier in this chapter that 40 percent of Japanese
exports to Europe are covered by restrictive measures—suggest the
complexity of what has been happening. If these measures had entailed
export prohibitions, the proportion of trade covered by them would
be the same as under pure liberalism: namely, zero! That much trade
takes place under voluntary export restraints and other such arrange-
ments reveals the loopholes in many of these schemes (Yoffie, 1983)
as well as the pattern of "managed trade" that is evolving. Managed
trade relies on a mixture of discord and cooperation, whereas truly

8 See Bressand, 1983, and Cowhey and Long, 1983. In their very interesting article,
Cowhey and Long refer to the theory of hegemonic stability as "Keohane's theory,"
although they briefly note my reservations about it. A review of Keohane, 1980, would
make it clear that I was trying to evaluate the theory rather than to propose it as a
valid explanation: "We should be cautious," I said, "about putting the hegemonic
stability theory forward as a powerful explanation of events'*  (p. 155).
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liberal trade depends on harmony. In the contemporary world, bar-
gaining over trade illustrates the dialectical relationship between co-
operation and discord that was discussed in chapter 4.

Contemporary trade regimes do not create harmony, but they do
facilitate cooperation by reducing transaction costs, limiting the le-
gitimate strategies available to actors, and providing information in a
relatively symmetrical fashion, They reduce uncertainty and risk. Pre-
cisely because they lessen discord, however, they may create incentives
for actors to be exorbitantly demanding in their bargaining strategies,
as De Gaulle was in the European community and as others have been
since. Such actors may assume that a regime is sufficiently valued that
their partners will make concessions to retain it. This puts the latter
in a difficul t position. As we saw in chapter 5, reciprocity, or "tit for
tat," seems to be the most effective strategy for maintaining cooper-
ation among egoists. This strategy threatens increased discord in re-
sponse to defection from the injunctions of an international regime.
Against a myopic partner or a bully, those governments seeking
cooperation in the future must be willing to retaliate in the present.
Cooperation depends on the prospect of discord in the event of ex-
ploitation, as well as on the feasibility of mutually beneficial agreement
if the parties involved seek cooperation. The fact that bullying strat-
egies are sometimes followed, however, reminds us that our functional
theory of international regimes is no more deterministic than a prop-
erly qualified version of the theory of hegemonic stability. Although
regimes can facilitate cooperation among governments that seek to
make agreements, they do not automatically produce it among those
whose interests are in conflict or those that pursue overly demanding
bargaining strategies.

CONCLUSIONS

The theory of hegemonic stability, differentiated by issue-area, makes
some contribution to understanding recent changes in the international
politics of oil, money, and trade. It calls attention to underlying power
factors that may be overlooked by apolitical analyses or by those that
ignore international political structure. Like Realist theory, to which
it is closely related, the theory of hegemonic stability provides a useful,
parsimonious basis on which to begin analysis. Yet it hardly constitutes
an adequate explanation of the evolution of postwar international
economic regimes.

Only in oil is the theory of hegemonic stability consistent not only
with overall trends but with the process by which changes took place.
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The erosion of American hegemony accounts quite well for the sharp
changes in international petroleum regimes over the past twenty years.
As American oil production capacity declined, so did its ability to
implement the strategy of hegemonic cooperation—supplying its allies
with oil when necessary—that it followed so successfully during the
1950s. The oil-sharing provisions of the IEA can be seen as an in-
novative, more institutionalized way of pursuing that same strategy
(since in an emergency American oil would almost certainly be shared
with most European countries and Japan rather than vice versa); but
in the 1970s this was a defensive, damage-limiting insurance strategy
rather than one that could, as in the 1950s, effectively control the
situation by deterring deliberate producer embargoes as well as pro-
viding effective relief in the event of oil shortages.

The theory of hegemonic stability is less useful in accounting for
the disintegration of the specific rules of the Bretton Woods balance-
of-payments regime or for the continuing decay of the GATT-based
trade regime. One reason for this deficiency is that as a systemic theory
it cannot take account of domestic political pressures, some of which
arose from changes in the world political economy but which were
affected by the nature of domestic belief systems and coalitions (cf.
Gourevitch, 1978). Yet even on systemic grounds the theory is inad-
equate because of its failure to take into account the role of interna-
tional institutions, such as international economic regimes, in fostering
and shaping patterns of cooperation. More cooperation has persisted
than the theory of hegemonic stability would have predicted. Inter-
national regimes perform functions demanded by states having shared
interests; when the regimes already exist, they can be maintained even
after the original conditions for their creation have disappeared. This
argument was made on theoretical grounds in chapter 6, and is rein-
forced by the evidence about the persistence of international regimes,
despite declines in American hegemony, offered in this chapter.

Thus the conceptions of cooperation and discord and the functional
theory of international regimes put forth in this book help us under-
stand the persistence of cooperation in the contemporary world po-
litical economy. The prospect of discord creates incentives for coop-
eration; and at least in money and trade, international regimes have
been sufficiently well developed to facilitate a good deal of coopera-
tion—certainly more than would have been predicted by the theory
of hegemonic stability alone. That cooperation is not always directed
to liberal purposes should not surprise us, since cooperation does not
imply harmony but rather a highly contentious process of bargaining
and mutual policy adjustment. In a period of economic difficulty,
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governments seek to protect their constituents from the costs of ad-
justment to change. A feature of the modern world economy is that
they have done so as much through illiberal measures of international
cooperation, such as the Multi-Fiber Agreement and voluntary export
restraints, as through unilateral action leading to escalating discord.
They value the rules and principles of international regimes not because
they point to a new world "beyond the nation-state," but because
they provide a framework that facilitates limited cooperation to serve
state purposes, whether liberal or not.

This account of recent developments in the world political economy
also illustrates the significance of the legacy of international institutions
left to a post-hegemonic world by the era of American dominance.
We can only understand the often puzzling mixture of cooperation
and discord that we observe today if we recognize the continuing
impact of international regimes on the ability of countries with shared
interests to cooperate. Whether these regimes wil l be adapted suc-
cessfully to a world political economy lacking a hegemon is not fore-
ordained, but depends in substantial part on human choices. Our
awareness of the value, as well as the fragility, of these international
regimes should lead us to make these choices in a farsighted rather
than myopic way.
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THE CONSUMERS' OIL REGIME,

1974-81

In chapter 9 we observed that substantial cooperation in monetary
and trade relations continued to take place in the 1970s and 1980s,
even though established international regimes were under pressure.
Old cooperative arrangements have been undermined in many ways,
and the cooperation that remains is not always oriented toward liberal
ends; nevertheless, attempts at cooperation persist. Typically, these
efforts to cooperate arise, as we would expect, out of discord. For
instance, economic summits among the seven largest advanced indus-
trialized countries were instituted in 1975 in reaction to the breakdown
of hegemonic cooperation epitomized by the oil crisis and the break-
down of the Bretton Woods monetary regime. The elaborate debt
rescheduling arrangements devised by the IMF, central banks, and
private banks in 1982-83 constituted responses to the potential dis-
cord, and the ruinous financial consequences, that would have arisen
had major countries such as Mexico and Brazil defaulted on their
outstanding debts.

Neither of these major new international cooperative endeavors
began de novo at the time of distress or crisis. The practice of summitry
grew out of informal meetings of finance ministers that had developed
in conjunction with the IMF in the early 1970s—and in which two
men who had become leaders of their governments by 1975 (Valery
Giscard d'Estaing of France and Helmut Schmidt of Germany) had
participated (de Menil, 1983, p. 17; Putnam and Bayne, 1984). The
elaborate networks of interbank cooperation that were used to forestall
a debt crisis in 1982-83 built on what Charles Lipson (1981) called
"the international organization of Third World debt," which had been
developed during less severe debt reschedulings in the 1970s. Coop-
eration, as I have stressed, depends both on real or potential discord
and on institutional arrangements that facilitate agreements by re-
ducing transaction costs and providing high-quality information in a
relatively symmetrical fashion.

These examples do not, of course, prove the validity of my point
about cooperation emerging from discord or my theory about the
functions of international regimes. As we saw in chapter 9, it is still
difficul t to disentangle the residual effects of hegemony and of con-
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tinued U.S. leadership from the impact of governments' judgments
that they need regimes to attain their own objectives multilaterally.
Recent efforts to cooperate on issues of Third World debt or on oil
have centered on the United States as the leading state, so they could
be interpreted as reflecting the persistence of American power.

No decisive test of the independent value of the conceptions of
cooperation and regimes put forward in chapters 4-7 is possible at
this time, since we are only just entering the post-hegemonic era in
the world political economy. The United States remains the most im-
portant state in the world political economy, although it is less pre-
dominant than before. Hegemony by the standards of the 1950s has
disappeared, but the United States is not yet an "ordinary country"
(Rosecrance, 1976). To test my theory, one would have to select a
range of issue-areas significant in world politics during a period in
which no hegemonic power exercises decisive influence over the nature
of international regimes; then we would have to explore patterns of
international cooperation in each. If my thesis about the decline of
American hegemony is correct, the 1980s should provide an appro-
priate period for such an analysis, but at least when the research for
this book was being done, between 1977 and 1983, it was somewhat
early to make such an assessment. If we date the close of the period
of American hegemony from the late 1960s, the postwar international
political economy had only experienced ten to fifteen years of tran-
sition toward an anticipated future "after hegemony." As we have
seen, this has been a disturbed period, with the old patterns of heg-
emonic cooperation eroding and with the United States continuing to
be the most important actor, yet lacking the ability and sometimes
the inclination to make and sustain strong, multilateral liberal rules.
We saw in chapter 9 that this period of transition could best be ana-
lyzed with a combination of the theory of hegemonic stability and the
theories put forward here about cooperation and international re-
gimes.

The implications of my functional theory of international regimes
are therefore not tested in this volume. This state of affairs makes my
analysis incomplete, but it also has the advantage that my predictions
about conditions for nonhegemonic regime formation are made before
the evidence for the correctness or falsity of such predictions is avail-
able. Thus it is possible to indicate in advance the conditions under
which my forecasts about hegemony, or my theory of cooperation,
would be falsified.

My forecast about the distribution of power in the world political
economy wil l be falsified if hegemony is restored in the 1980s. The
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return of hegemony would not contradict my conception of the dia-
lectical relationship between cooperation and discord, nor would it
disconfirm a functional theory of international regimes. It would, how-
ever, make these contentions less relevant, since the impact of hegem-
ony would, as in the 1950s, outweigh them. We might understand
hegemonic leadership better from the account of the 1950s in chapter
8, and our comprehension of the role of international regimes might
be improved by the arguments in Part II; but these additions to our
knowledge would constitute qualifications to, rather than substitutes
for, the basic hegemonic stability model drawn from Realism.

My theory can only be falsified if my estimate of future power
realities turns out to be correct—that is, if hegemony is not restored.
Thus would the conditions for operation of the theory come into being.
The theory would then be disconfirmed if cooperation were not to
emerge at all after hegemony. A continual downward spiral into trade
and monetary wars and "beggar thy neighbor" policies would con-
stitute support for the Realist position, not for my own. My theory
would also be falsified if cooperation were consistently to appear in
the "wrong places." For instance, I do not expect much cooperation
by large numbers of small countries without the leadership of a few
great powers; thus the emergence of a strong United Nations led by
small states, or of "collective self-reliance" strategies among Third
World countries, would count as strong evidence against my theory.
So would a situation in which cooperation did not emerge on issues
involving repeated interactions over time, but did appear on single-
play issues with Prisoners' Dilemma payoff matrices. Finally, it would
count against my theory if most agreements made among governments
were constructed not within the framework of international regimes,
but on an ad hoc basis, either apart from established regimes or in
issue-areas that had not experienced prior development of interna-
tional networks or institutions.

Scholars may later be able to conduct a full evaluation of the theories
of cooperation and international regimes put forward in this book. In
1994 they may be able to look back on the post-hegemonic era, as I
have looked back on the eras of hegemony and hegemonic decline,
and to undertake an analysis, by issue-area, of outcomes relative to
the expectations established by theory. But this is not possible now.
What is possible, however, is to examine more closely the operation
of the international regime centered on the one major new interna-
tional organization helping the advanced industrialized countries to
coordinate policy in any of the issue-areas of money, trade, and oil.
This organization is the International Energy Agency (IEA). In money
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and trade, the old regimes, constructed in the 1940s and 1950s, have
experienced continuous existence throughout the last thirty-five years,
although they have evolved substantially during that period of time.
In oil, by contrast, there was a real break in the early 1970s. The
consumers' oil regime built around the IEA therefore constitutes the
closest example available of cooperation "after hegemony." Chapter
8 analyzed hegemonic cooperation, and chapter 9 assessed the con-
sequences of the decline of American hegemony for cooperation. This
chapter is designed to improve our understanding of the post-heg-
emonic era, though on a less comprehensive basis, by investigating the
IEA-centered regime. We will examine the activities of the IEA as they
affected the politics and economics of international oil relations, in
order to gain some insights into how contemporary post-hegemonic
regimes actually operate. This is a more modest objective than the
comprehensive testing of theory, which must be postponed; but it may
prove enlightening nonetheless.

THE IEA AND THE OIL REGIME

The International Energy Agency does not limit itself to activities
having to do with petroleum, but also undertakes programs in nuclear
energy, coal, and unconventional sources of energy. Our focus here,
however, is more narrowly on its activities in oil. As we have seen,
before 1974 there were no explicit intergovernmental rules governing
the behavior of states and multinational oil companies operating in
this area, but the advent of the IEA changed that situation. Within
the framework of the lEA's founding document, the Agreement on an
International Energy Program, extensive rules have been developed by
and for the advanced market-economy countries. Some of these rules,
especially those governing the operation of the agency's emergency
oil-sharing system, are elaborate and detailed. Thus the injunctions of
the regime are a great deal clearer than they were during the crises of
1956-57 or 1973-74.

The argument of this book suggests that the IEA regime should turn
out to function principally as a facilitator of agreement among states.
The IEA itself occupies a critical point in communications networks
linking energy ministries with each other, and with oil companies, and
could therefore play a significant role in forming coalitions of the like-
minded. We expect it to reduce the costs of transactions among these
actors and to reduce uncertainty by providing information to govern-
ments. It may do so by providing rules that are used as guidelines by
governments and complied with because of decentralized incentives;

220



THE CONSUMERS' OIL REGIME

or it may do so more informally, through coordination on the basis
of principles, but without such explicit rules. We do not expect it to
be an enforcer of rules.

At the same time that we analyze how the IEA functions, we can
explore in a limited way the effectiveness or ineffectiveness of inter-
national organizations in the contemporary world political economy.
The theory of international regimes presented above does not predict
that an international regime such as the one centered on the IEA will
be effective. My argument is that cooperation among independent
governments in the absence of hegemony, to achieve joint gains, is
possible, and that regimes can facilitate such cooperation by reducing
transaction costs, providing information, and constructing rules of
thumb to guide bureaucracies in making routine decisions. But nothing
has been said here to imply that this wil l necessarily happen, much
less that it wil l take place automatically. If the argument here is correct,
cooperation in energy should not be precluded merely by the principle
of sovereignty; and insofar as it takes place, it should occur not as a
result of successfully enforcing hierarchical rules, but through facili-
tating agreements among governments, whether by the use of rules as
guidelines or through informal coordination.

The IEA provides a particularly convenient focus for a study of
regime effectiveness, since its founding after the oil crisis of 1973 and
its activities during the crises of 1979 and 1980 provide us fortuitously
with a "before and after" research design. It is difficul t to make precise
comparisons among these three crises, for differences abound; but
they are similar enough—all originated with real and prospective cut-
backs in Middle Eastern oil production amounting to between 4 and
7 percent of world production during their most severe months—that
some tentative inferences about the impact of the IEA-centered energy
regime between 1974 and 1981 can be made.1

I wil l begin by briefly reviewing the 1973-74 oil crisis as a way of
establishing a comparative baseline for an analysis of the effectiveness
of the IEA-centered regime. Then I wil l consider the 1979 and 1980
crises in turn. For each of the two episodes involving the IEA-centered
regime, I wil l try to determine whether the IEA sought to achieve its
purposes principally through enforcement of rules, through manage-

1 My own research at the IEA was undertaken in 1977 and again in 1981. Since the
activities of the agency have been less salient since 1981, in part due to the oil "glut"
beginning in that year, and my post-1981 information would be based only on public
documents and secondary sources, this account does not go beyond the events of that
year.
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ment of a decentralized system of rules, or through informal coordi-
nation legitimized by regime principles. I wil l also ask how effective
the organization was in dealing with the situations that faced it in
1979 and 1980, as compared with the nonregime conditions of 1973-
74. I am interested in regime effectiveness for the light it throws on
nonhegemonic cooperation. My conclusions about the functions served
by the regime, and how they were performed, wil l be compared with
what we should expect on the basis of the abstract arguments of
chapters 5-7.2

THE OIL CRISIS OF 1973-74

The essential facts of the 1973-74 oil crisis have been discussed in
chapter 9. An Arab-Israeli war, which began in early October, led to
a series of decisions by Arab countries to reduce oil production and
to impose embargoes on the United States, which was supplying arms
to Israel, and the Netherlands, which had adopted a pro-Israeli po-
sition in foreign policy and had in various ways supported the Israeli
war effort. As a result, available supplies of oil fell about 7 percent
on a global scale between October and December 1973 and, by March
1974, were still 5 percent below the October level. The availability of
petroleum supplies in Europe in March was also about 5 percent below
that in October (Vernon, 1975, pp. 64-65, 101, 181).

The major oil-consuming countries reacted to the crisis in an un-
coordinated and competitive way. Britain and France, joined by most
other European countries, sought to appease the Arabs even if doing
so meant distancing themselves from the Dutch. In early November
the European Community adopted a pro-Arab resolution on the Mid-
dle East, which led to a loosening of Arab restrictions on oil shipments
to Europe. Japan also made pro-Arab pronouncements in the wake
of the production cutbacks. Although the OECD secretariat tried to
provide information to governments and even to propose an oil-shar-

2 My model here is Alexander George's conception of "structured, focused compar-
ison," in which a number of cases are addressed with a common set of questions. In
this book, however, these questions are embedded within a general theory—a functional
theory of regimes—that was worked out principally in a deductive manner. For a concise
discussion of structured, focused comparison, see George, 1979, and for a study in-
corporating the method, see George and Smoke, 1974. It should be noted that for the
analysis of how regimes operate the IEA constitutes only one case, whereas for the
analysis of effectiveness there are three cases as the units of analysis—1973-74, 1979,
and 1980.
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ing scheme, no effective coordination took place. On the contrary, the
major importing countries each adopted a narrowly self-interested
approach. France and Britain sought to pressure their oil companies
into giving them preferential treatment; Italy, Spain, and Belgium im-
posed restrictions on exports of petroleum; American, Japanese, and
German companies bid up oil prices on the spot market. For each
country in its own way, it was sauve qui peut. As the new head of
the IEA wrote in 1975, the OECD states relied on "uncoordinated
national emergency measures that followed different patterns, involv-
ing the use of quite different measures and resulting in additional
distortions" (Lantzke, 1975, p. 220). The consuming countries were
unable to solve the dilemma of collective action: in trying individually
to save themselves, they contributed to the quadrupling of official
prices (from about $3 per barrel to almost $12) between the beginning
of October 1973 and January 1, 1974. During the height of the crisis,
spot prices were even higher, reaching $16 to $17 per barrel (Vernon,
1975, pp. 50-51, 68).

Ironically enough, it was the much-maligned international oil com-
panies that saved the OECD countries from the full consequences of
their own myopic pursuit of self-interest. The companies generally
ignored demands by governments to award preferential treatment, but
followed a rule of trying to reduce shipments roughly equally to all
of their customers. This practice neither maximized short-term profits
nor responded to political pressure, but it provided a rule of thumb
that could be justified as equitable in rule-utilitarian terms. A Federal
Energy Administration report concluded: "It is difficul t to imagine
that any allocation plan would have achieved a more equitable allo-
cation of reduced supplies" (Stobaugh, 1975, p. 199). The transna-
tional networks of the companies succeeded where intergovernmental
politics had failed.

The 1973-74 crisis illustrates the severity of the dilemma of collective
action when uncertainty is high and no institutions for reducing it
exist. Each country followed the "defecting" strategy of Prisoners'
Dilemma, fearing that if it failed to try to get preferential treatment
for itself, it would wind up with the "sucker's payoff" of oil shortages.
The Netherlands, which suffered most from the embargo and had to
pay premium prices for its oil (Vernon, 1975, p. 99), was the "sucker"
this time.

The OECD countries in this crisis had not followed the practice of
John Stuart Mill' s rule-utilitarian mariner, whom we encountered in
chapter 7. Mill' s mariner calculated the Nautical Almanack before
going out to sea, thus permitting himself to decide on rules of thumb
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for sailing in the event that a storm should appear. Having no rules
established, and with their own severely bounded rationality compli-
cated by the necessity of negotiating collective decisions, the OECD
countries foundered in the storm created by the Yom Kippur War.
Nothing could better reveal the potential importance of international
regimes for cooperation than this indication of the significance of their
absence for discord.

THE OIL CRISIS OF 1979

In view of the disastrous events of 1973-74, it is not surprising that
the United States called an international energy conference in Wash-
ington in early 1974, or that agreement was reached on an Interna-
tional Energy Program, establishing the International Energy Agency,
by November of that year. Clearly, some international regime was
required to overcome the dilemmas of collective action that had been
so starkly revealed during the preceding months. As the leader of
several interlocking alliance systems involving most of the advanced
market-economy countries, the United States had particular reasons
to be concerned about the discord over petroleum, since conflicts over
oil had serious implications not only for the world economy but also
for America's political influence and the continuation of its most basic
security relationships.

By the end of 1978 the International Energy Agency was an oper-
ational international organization with a clear orientation toward fa-
cilitating cooperation among the advanced consuming countries. All
major OECD countries had joined, except for France; and the French
maintained close contact with the organization, which was housed at
OECD headquarters in Paris. The European members and Japan had
successfully resisted turning it into an anti-OPEC organization. In-
stead, its activities revolved around four working groups, which con-
centrated on developing an emergency system for sharing oil, estab-
lishing an information system to monitor the oil market, facilitating
long-term measures to reduce net demand for oil on world markets,
and setting up joint energy research and development activities.3

The first major task of the IEA was an exercise in rule-making: to
construct the emergency sharing system. Complex technical negotia-

3 This account of the IEA as of 1977-78 is based on research done in the IEA files
and interviews held with members of the secretariat in Paris during November 1977
and on Keohane, 1978, which reports on that work. Some phrases and sentences in
the following paragraphs are drawn directly from that article.
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tions led to the drafting of an Emergency Management Manual, which
was approved by the Governing Board of the IEA in May 1976. This
manual specified the procedures for handling an emergency and, in
particular, the relationships among the major international companies
involved in the system, the IEA, and governments. It implemented the
formal provisions of the International Energy Program, which em-
power the secretariat of the IEA to make a "finding" that reduction
of oil supplies to the group or to a particular member country "has
occurred or can reasonably be expected to occur," and "to establish
the amount of the reduction for each Participating Country and for
the group" (Agreement on an International Energy Program, 1974,
Article 19). Such a decision can be reversed by the Governing Board,
but only by a special majority constituted on the basis of weighted
voting. Unless the secretariat were politically obtuse, it would be al-
most impossible in practice for its finding to be reversed. Finally, once
the emergency provisions of the International Energy Program have
been invoked, governments are under obligation to take a variety of
mandatory actions.

The formal terms of the International Energy Program thus represent
a remarkable delegation of authority to an international organization.
Between 1974 and 1976 the IEA used this authority to elaborate a set
of rules that were repeatedly tested and modified. A number of sim-
ulations of the emergency oil-sharing system, which involves elaborate
provisions for reporting by international companies and governments,
were conducted beginning in 1976. By 1978 the IEA regime had all
the trappings of rules, coupled with the dash of supranationalism
provided by the formal authority of the secretariat to declare an oil
supply emergency.

The other aspects of the IEA's work that turned out later to be
important in the 1979 crisis had to do with monitoring oil markets
and conducting long-term planning. By 1978 the Standing Group on
the Oil Market had developed an information system to report on the
extraordinarily delicate subject of oil pricing, which constituted the
focus of some of the IEA's bitterest political struggles in its early years.
The Standing Committee on Long-Term Cooperation had spent most
of its energy negotiating a "minimum safeguard price," or floor price,
for oil, which soon became irrelevant since it was set at $7 per barrel.
But in October 1977 the IEA did agree to set an overall group target
for oil imports of 26 million barrels per day, up from the 22 to 23
million barrels per day of 1977, yet much less than the 30 million
barrels per day projected at the time on the basis of then current
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policies.4 This was only a group target, since the organization was
unable to secure agreement on specific national targets; thus it had
less the character of a set of rules than of a symbolic commitment.
Like the other accomplishments of the agency up to this time, the
agreement on group targets was largely the result of American lead-
ership, working in conjunction with the IEA secretariat and other
influential countries such as Germany and Britain.

The oil crisis of early 1979 was not anticipated by international
companies, governments, or the IEA. Companies reduced their stocks
of oil during 1978, and when cutbacks in Iranian production occurred
in the fall of that year, in response to strikes and revolutionary activity,
IEA members were not inclined to take strong formal action. The IEA
Executive Director did activate the reporting system on supply and
stock positions, so that the emergency sharing system could be put
into effect later. The general mood of optimism was reinforced by the
fact that, in the last quarter of 1978, noncommunist oil production
was 1.4 million barrels per day higher than in the previous quarter,
despite a reduction of 2.2 million barrels a day in Iranian output.5

Events in the first half of 1979 came as a rude shock. Iranian exports
virtually ceased in January and February, leading to a doubling of
spot oil prices. For the first quarter as a whole, total production in
noncommunist areas fell by about 2 million barrels a day (or 4 percent).
Despite the IEA, the response to this shortfall was much the same as
it had been in 1973: oil users scrambled to ensure supplies for them-
selves at whatever price had to be paid. In some respects, indeed, the
situation was worse, since the international oil companies controlled
only about half of the oil in international trade, rather than the 90
percent or so that they had distributed prior to the 1973-74 crisis, and
long-term contracts had become less important (Neff, 1981). Thus it
was more difficul t for the international companies to allocate supplies
as they had in 1973-74; the market was characterized by greater
fragmentation, uncertainty, and rigidity. Even a relatively small short-

4 In the wake of the oil price rises of 1979 and the world recession of 1980-82, these
forecasts appear extremely high. In 1981 OPEC production had fallen about 30 percent
to 22.5 million barrels per day from the peak of 31.4 million barrels in 1977 (IFRI,
1982, p. 31). This was a result of weak demand for oil, not shortages in supply.

5 Badger and Belgrave, 1982, p. 104. I rely heavily on this work as a reliable published
account of the 1979 and 1980 crises. One of the authors is an IEA official, the other
closely linked to oil companies and the British government; and its account corresponds
well with the information I gained on a visit to the IEA in May of 1981. For other
accounts, with much the same message, see Deese and Nye, 1981, and Foreign Policy
Research Institute, 1980.
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fall of production created a massive problem of collective action, or
what Badger and Belgrave call a "chain reaction" (1982, p. 107):

Some of the majors were deprived at a stroke of an important
part of their supplies. . . . Independent refiners feared that they
might have to shut down. State refineries, with Iran as their source
of supply under government-to-government contracts, did not
know where their next cargo of crude was coming from, nor did
those independents which had chosen to operate at low marginal
prices without contracts. Retailers of oil products, fearing a short-
age, placed maximum orders on their suppliers. Final customers,
large and small, hurried to fil l their tanks.

Governments and the IEA were slow to react to this situation. Dif-
ferent governments adopted divergent stockpiling policies. The United
States continued to stockpile large quantities of oil in December and
January, ending this practice only at the end of March. Belgium and
Sweden permitted companies to draw stocks down below the 90-day
compulsory level, but Germany did not. The United States could not
have used its stocks in any event because the Department of Energy
had not installed pumps to get stockpiled oil out of the ground (Mancke,
1980, p. 39; Badger and Belgrave, 1982, p. 107)! On the whole, both
private and official entities were adding to their stocks at this time;
governments and the IEA secretariat were slow to recognize the im-
portance for oil prices of these uncoordinated actions.6

The competitive scramble worsened in the second quarter of 1979.
Faced with a choice between paying higher prices or suffering short-
ages, companies and governments drove oil prices higher by buying
petroleum in the spot market. As in 1973-74, governments put pressure
on companies to give them preference: Britain restricted North Sea
exports, Japan coordinated a program of oil purchasing by its com-
panies, and the United States in effect subsidized increased purchases
of heating oil. The most innovative and potentially useful suggestion
for dealing with the price problem through coordinated action came,
ironically enough, from France, the one major importing country that
was not a member of the IEA. This proposal, which called for a
maximum frontier price for imports, "foundered on a general skep-
ticism that such a system could be enforced and German (and by the
summer) U.S. belief that they could afford to buy their way out of

6 This sentence and much of the rest of this chapter draw heavily, sometimes verbatim,
on Keohane, 1982d.
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trouble (otherwise known as 'letting the market work')" (Badger and
Belgrave, 1982, p. 114).

This combination of speculation and panic drove oil prices much
higher even in the absence of a shortfall of supply as compared to
demand. Production in the second quarter was equal to the level of
the fourth quarter of 1978, and production for the entire year increased
by more than 2 million barrels per day (4 percent) over 1978 while
consumption barely increased at all. Remarkably, production actually
exceeded consumption during 1979 as a whole (IEA, 1980, p. 12).
Yet prices doubled. It is no wonder that sober observers conclude that
in 1979 "the industrialized countries of the OECD inflicted on them-
selves one of the most disastrous events in their economic history"
(Badger and Belgrave, 1982, p. 95).

During the crisis the IEA attempted to supply governments with
information on the oil markets, especially the spot market. These
efforts, however, were relatively ineffective, partly because unantici-
pated changes in the markets took place with bewildering speed, and
partly because companies and governments continued to compete for
available supplies. In March of 1979 the IEA attempted to deal with
one aspect of the crucial problem of collective action by implementing
a policy of demand restraint, seeking to reduce the import demand of
its members by 2 million barrels per day. But, like earlier group targets,
this resolution created only an overall goal rather than specific objec-
tives for individual countries; it therefore imposed on governments
what one representative referred to as a "political not a legal obli-
gation." Since it entailed no real commitments, it provided no assur-
ance to any given member that its partners would reduce their demand
for oil, and no incentives to reduce one's own demand in order to
preserve a reputation for keeping commitments. It therefore did not
alter the structure of the problem of collective action or the dominance
of a "defecting" solution for governments whose publics resisted sac-
rifices. By the end of the year it was clear that the resolution had not
been particularly effective. The overall level of IEA imports was about
1 percent higher for 1979 than for 1978, reflecting increases in imports
by most members. Consumption did drop in the fourth quarter, but
this decline was the result more of a doubling in prices than of effective
governmental measures to restrain demand.7

7 For the final 1979 figures, see IEA, 1982a, table 6, p. 21. I have compared these
with 1978 figures, which are not compiled in a single table but appear in the country
tables in IEA, 1980. For a brief discussion of declines in consumption during the last
quarter of 1979, see OECD Observer, no. 105 (July 1980).
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The most remarkable aspect of the IEA's behavior during the 1979
crisis was not what it did, but what it did not do. Despite the effort
that had been devoted to establishing an emergency oil-sharing system
over the previous years, this arrangement was never activated. No
findings were made by the secretariat, and no votes were taken. Despite
the nominal importance of the elaborate rules for crisis management,
the agency resorted to attempts at informal coordination rather than
either enforcing its rules or using them to guide governments' and
companies' actions. The relevance of this episode to our theme justifies
a rather detailed discussion.

The International Energy Program provides that if any member of
the IEA suffers an oil supply shortfall of more than 7 percent, it can
request the secretariat to put into effect the emergency sharing system.
This provision was included to enable the organization to counteract
selective embargoes by oil producers, such as the one that Arab OPEC
countries mounted against the United States and the Netherlands in
1973-74. Yet because the meaning of a deficiency is unclear, this
selective triggering provision does not necessarily serve the purpose of
equalizing burdens among IEA members. Countries with tight price
controls, for example, could create the appearance of a deficiency,
because such controls would stimulate consumption while turning
away sellers. The shortages experienced by any such country, therefore,
would be a self-inflicted consequence of national policy. From the
market-oriented perspective of dominant members of the IEA and of
the secretariat, it did not seem appropriate to use the IEA's emergency
procedures to deal with such supply deficiencies; but no caveats re-
garding price controls are to be found in the language of the Inter-
national Energy Program.

The issue became relevant in the winter of 1979. In February of
that year Sweden, which maintained a system of oil price controls,
complained that it was suffering a 17 percent shortfall of supplies for
the first quarter. The secretariat's reaction was to argue that a nominal
shortfall was normal for Sweden during the winter, owing to seasonal
variations. Because ports in northern Europe become blocked by ice,
these countries normally build up stocks in the summer and draw them
down during the winter. From February to May 1979 the secretariat
negotiated with the Swedish government to adjust its calculations of
supply patterns, in an attempt to avoid a formal request that the
emergency system be triggered.

Finally, in May 1979, Sweden did call for activation of the emer-
gency system, noting a reduction in first-quarter supply of 9.8 percent,
after adjusting for seasonal factors. Four days later the governing
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board declined to accept this request, but called on the secretariat "to
examine the case of Sweden further and to consult with oil companies
as provided in Article 19.6 of the International Energy Program Agree-
ment in order to obtain their views regarding the situation and the
appropriateness of the measures to be taken."8 The secretariat took
the view that there had indeed been a 7.7 percent shortfall in Swedish
first-quarter supplies, after a 12 percent seasonal adjustment, and that
in strictly statistical terms this should trigger the system. But its "qual-
itative judgment" was that the situation was improving and that the
trigger was therefore not necessary. Informal discussions were taking
place with the companies. Clearly, the secretariat engaged in a delicate
process of bargaining, with the intention of persuading Sweden to
relax its price controls somewhat and the companies to make some
compromises on price. During the summer the issue disappeared.

The secretariat subsequently concluded that the governing board of
the agency had the legal authority to activate the allocation system.
But, from the secretariat's perspective, such action would have been
a huge gamble. Hoarding and panic could have been the initial re-
action, worsening the situation. In the absence of sufficiently clear
rules on prices and costs, it might have been difficul t to reach price
agreements that would restrain spot markets; some countries might
not have had legal authorization to participate in a reallocation system
that was activated by an overall shortfall of less than 7 percent, and
producers could have been goaded to counteraction. If the system did
not work, confidence in the IEA's emergency system as a response to
larger-scale disruptions could have been lost, and the IEA itself might
have been in danger. Clearly, the less risky course was not to implement
the formal rules.

The most powerful members of the agency agreed with the secre-
tariat's conclusion. For the rest of the year the IEA relied on informal
consultations with oil companies and governments, persuading holders
of oil to make ad hoc adjustments, rather than seriously considering

8 This quotation and others that appear in this chapter without citation come from
internal IEA documents. I was given access to IEA documents on condition that I would
not cite particular documents and that I would submit my notes to the agency for factual
review before using them as the basis for published works. No agreement was made
giving IEA officials any right to review or challenge any interpretations or arguments
that I might make. Access on similar terms has been granted to Professor Peter Cowhey
of the University of California, San Diego, and perhaps to other scholars as well. For
a more complete statement of the terms under which I operated both in 1977 and 1981,
see Keohane, 1978, p. 933.
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formal implementation of either the selective or the general sharing
arrangements. In light of this experience, there appeared to be littl e
prospect that the sharing system would be formally activated in a crisis
involving an overall shortfall of less than 7 percent. Ad hoc approaches
were seen as more prudent.

Thus the IEA did not hold itself or its members to the letter of its
rules, when to do so could have threatened the organization's existence
as well as its already limited ability to inspire confidence in the efficacy
of its actions and the perspicacity of its judgment. IEA rules served as
symbols, used by the custodians of the regime to legitimize their be-
hind-the-scenes attempts to facilitate agreements. As we have seen, in
1979 this informal action led to results that were only marginally, if
at all, better than in 1973-74. Spot prices skyrocketed in response to
a chain reaction, begun by relatively small and very short-lived supply
shortages. OPEC did not act as a strong cartel; on the contrary, its
prices simply followed the spot prices upward, with some delay. The
inability of the consuming countries to overcome the dilemma of col-
lective action by coordinating their own policies was a decisive cause
of the doubling of oil prices during 1979.

THE MINI -CRISIS OF 1980

In the wake of the 1979 disaster the IEA set about "planning for the
next war." At the Tokyo summit the United States proposed that
demand for oil be restrained through the device of oil import targets
agreed upon country by country. The targets for 1980 were formally
approved by the IEA in December 1979. Stockpiling issues were also
a concern at Tokyo. Not only did stockpiling in a time of shortage
raise spot market prices, but it could also lead to increases in the prices
contained in longer-term contracts. By the end of the year members
of the IEA had apparently reached a consensus that uncoordinated
stockpiling actions by the private sector presented a problem with
which the agency should deal.

As we have seen, the problems of excessive final demand for oil,
and of stockpiling, were both problems of collective action. Individual
actors, seeking rationally but in an uncoordinated way to protect
themselves, worsened matters for everyone. But the measures adopted
by the IEA to deal with these issues diverged. To deal with excess
demand, a rule-oriented solution was chosen. Each country was to
commit itself publicly to a particular oil import target. Its reputation
would therefore be at stake, presumably giving it incentives to comply.
The model was not one of centralized but of decentralized enforce-
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ment, in which the IEA itself would help negotiate the original targets
and monitor compliance with them. For stockpiling, on the other hand,
purely informal arrangements were to be relied upon: no formal rules
were laid down for secretariat action, which was to take the form of
ad hoc and informal diplomacy.

A great deal of effort was devoted to the rule-oriented targeting
exercise by the IEA secretariat and governing board. Yet even as they
were taking final form in December 1979, the targets were recognized
by officials as being too high to constitute effective constraints on
imports. Most governments were careful to negotiate targets that pro-
vided them with a "margin of safety." Two close observers have com-
mented that the targets endorsed by the IEA limited national imports
"to levels which even then seemed unlikely to be reached in any case
at the new prices and which in the event were never approached"
(Badger and Belgrave, 1982, p. 114). This seems to be true for the
United States, whose actual 1980 imports were 23 percent below
target, and for the eight EEC states that also belong to the IEA, whose
imports were 11 percent lower than targeted. It may not, however,
be true for Japan, which the secretariat expected as late as early 1981
to exceed its target, and whose final imports were less than 4 percent
below it.9 Demand for oil was restrained not so much by the high
targets as by the unwanted 1979 rise in prices.

The governing board of the IEA, prodded by the United States,
continued to discuss the targeting issue. In December 1979 the gov-
erning board had agreed to monitor national import policies quarterly.
During the spring of 1980 the secretariat sought agreement on a set
of objective criteria for the determination of country targets, rather
than letting them be established through a political process. This pro-
posal was resisted by all important members of the organization except
for the United States. It was eventually agreed that the secretariat on
its own authority would prepare estimates of the expected oil require-
ments of each IEA country, but that these would not be regarded as
ceilings unless or until ratified by ministerial action. No individual
country targets were adopted for 1981 or 1982, despite American
pressure. By the end of 1980 the emphasis of the IEA's long-term
strategy had shifted away from country targeting to a more general

9 The target figures by country appear in IEA, 1979, table 2, p. 14. Actual 1980
imports are given in IEA, 1981, table 6, p. 21. Putnam and Bayne (1984) discuss the
negotiations at Tokyo (June 28-29, 1979) and point out that Japan's target was lower
relative to the levels of imports that could be expected in the absence of constraints
than were those of the United States or the EEC.
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encouragement of structural change through annual reviews of country
programs. When the Reagan Administration indicated that it did not
care about individual country targets, some members of the IEA sec-
retariat as well as officials of several countries breathed sighs of relief.

The fate of the targeting exercise helps to emphasize the difficulty
of constructing and applying meaningful rules in world politics, in the
absence of an effective hegemonic power. The United States attempted
to exercise leadership, but found itself without followers on the issue.
The only significance of the targets that were adopted was symbolic,
since they were so high as to be operationally inconsequential.

This does not mean that the targeting exercise was worthless, if we
examine it from a more political and less rule-bound perspective.
Targets were politically useful because they raised the salience of en-
ergy questions in the U.S. government and provided political ammu-
nition for officials who were serious about promoting energy conser-
vation and other measures of import demand restraint. They also
helped promote coalitions for oil conservation between U.S. officials
and those in other IEA governments. Furthermore, targets provided a
highly visible set of international commitments to energy conservation.
This helped the Saudis, who had long pressed publicly for importing
countries to exercise some demand restraint. Targets indeed consti-
tuted symbolic politics; but, in this context, symbolism was important
as a way of facilitating cooperation.10

This defense of the targeting exercise is quite persuasive. What is
most interesting about it for our purposes, however, is that the asserted
gains from it have nothing to do with using an international organi-
zation to limit governmental autonomy through the imposition and
enforcement of rules. The principal political justification for the tar-
geting exercise was not that it established binding controls on national
oil imports, but that it provided a rhetorical environment in which
transgovernmental and international cooperation could take place.
The IEA was used as a facilitator of agreements within and between
states rather than as a quasi-government.

At the same meeting at which 1980 import targets were approved,
the secretariat secured members' agreement to a proposal that it "seek
to develop a system of consultation on stock policies among govern-
ments within the IEA and between governments and oil companies,
evaluate the 90-day emergency reserve level, and develop other pro-

10 I am indebted to former Undersecretary of State Richard N. Cooper for many of
the points in this paragraph.
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posals for an effective and flexible stock policy" (lEA/Press, 1979, no.
28, p. 5). This decision led to rather intensive discussions over the
next nine months. During the winter of 1980 members of the secre-
tariat developed a wide range of proposals that entailed institution-
building and rule-making. Some working papers even suggested that
an international buffer stock of oil be managed directly by the IEA,
rather than leaving stockpiling solely to national governments.

Reactions by member governments, and apparently by high secre-
tariat officials, to these ambitious proposals were negative. Member
governments feared excessive bureaucratic interference with markets
and an inordinate increase in power for the IEA secretariat. Instead
of endorsing these schemes, the governing board agreed in May 1980
to an informal arrangement, presented in an options paper as the
"minimum option." This involved the development of an information
system and the scheduling of regular discussions of stocking problems
in the Standing Group on the Oil Market, but it did not provide for
clear criteria governing the use of national stocks, much less for stocks
controlled by the IEA itself. The core of the policy was a complex,
informal system in which governments, the secretariat, and the com-
panies would consult one another in order to harmonize IEA and
government policies with those of the oil industry. The secretariat tried
to encourage companies to maintain their high stock levels in spite of
a growing softness in the demand for oil; the idea was to encourage
an anticyclical stocks policy—building during slack periods and draw-
ing down during tight markets—rather than the opposite behavior
that had been so evident in 1978-79. The governing board was unable
to agree on a forthright statement supporting high stock levels, but it
did endorse the secretariat's consultative efforts.

Thus the IEA's activities in all three areas of major emphasis—the
emergency sharing system, demand restraint, and stockpiling poli-
cies—displayed great similarities in outcomes despite different patterns
of political activity. In each case, rule-oriented solutions were pro-
posed. As we have seen, such rules were developed in advance for the
emergency system and cobbled together hastily in 1979 to achieve
demand restraint through targeting. Only on issues of stockpiling were
rule-bound proposals consistently rejected. Yet the results in all three
areas were, in the end, similar: the rules were never implemented
strictly. Where rules had been adopted, they either were not activated
or were not very constraining on governments. The principal energies
of the secretariat were devoted to informal coordination employing
rules symbolically, rather than to rule-enforcement.

In September 1980 hostilities broke out between Iran and Iraq, and
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by the end of October a full-scale war was clearly under way. By early
November oil exports from the belligerents, which had amounted to
4 million barrels per day prior to the fighting, had ceased, contributing
to a reduction in noncommunist oil production worldwide of 2.4
million barrels a day for the fourth quarter. This was slightly larger
than the production cut sustained in the first quarter of 1979, which
sent prices skyrocketing. Yet although spot oil prices rose sharply
during the fall of 1980—from $31 per barrel before the war to $40
in early December—they had fallen back to $35.50 by the end of the
year, after which they continued to decline gradually. Prices in July
1981 were only 5 percent above the levels prior to the war, which
was still continuing (Badger and Belgrave, 1982, pp. 118-25).

What accounts for the dramatic difference between the events of
1979 and those of 1980? In part, the relative calm of 1980 was a
result of market conditions. High levels of stocks, general weakness
in demand, and the willingness of Saudi Arabia to increase production
were of great importance. But this is not the whole story. In 1980 the
IEA energy regime seems to have mattered; in several ways, it helped
to prevent another disaster of uncoordinated responses to a problem
of collective action.

One way in which the IEA contributed to crisis management wil l
be anticipated by readers of this book: it facilitated coordination be-
tween governments and companies and reduced uncertainty by pro-
viding reliable information to them. In 1978 and the first part of 1979
uncertainty was rife because the IEA's reporting system was not yet
working. This uncertainty spread through the industry, leading to
panic buying and higher prices. By 1980, however, "a considerable
learning process had been completed. Officials were in place who
understood the problem; the mechanisms of the IEA or the EEC had
been tested and improved; the oil industry had got used to an uncertain
supply pattern" (Badger and Belgrave, 1982, p. 130). Furthermore,
political leaders had learned that they could not ignore price questions,
even if their countries were relatively rich: "Even the apostles of the
free market in the German Government feared the effect of further
price increases, coming on top of the economic disaster of 1979, and
were prepared to take some political risks to prevent such increases"
(Badger and Belgrave, 1982, p. 136).

Of the planning that the IEA had done before the Iran-Iraq War,
its consultations about stockpiling were most valuable. Although the
governing board's decisions on stock policy had been rather vague,
the prior discussions of the issue made it easier for the organization
to react promptly to the new crisis. Perhaps the fact that no firm rules
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had been adopted was even an advantage for the secretariat in seeking
to negotiate flexibly on this issue. At any rate, in October 1980, IEA
member countries agreed on a number of courses of action. They
would urge public and private market participants to refrain from
"abnormal purchases" on the spot market; they would consult with
oil companies to encourage the drawing down of stocks; and they
would consult among themselves to ensure that these measures were
implemented in a fair and consistent way. In particular, they agreed
to "the use of political influence" to convince market participants that
they should follow the IEA's advice. No explicit rules were laid down;
stress was once again placed on the informal exercise of persuasion
by the secretariat and by member governments.

During the next three months the IEA monitored the situation and
took action along two sets of distinct but complementary lines. Con-
sultations took place with companies and reassuring public statements
were made. At the same time, extensive efforts were undertaken to
deal with the supply problems of particular countries and companies,
which often revolved around questions of price. The secretariat sought
to avoid the enactment of rigid rules about price, strongly emphasizing
informal negotiation and voluntary arbitration. In the secretariat's
view, rigid price rules would have discouraged companies from co-
operating voluntarily with the IEA.11

Although it is impossible to specify how much difference the IEA
made in the 1980 crisis, it seems clear that it "leaned in the right
direction." Stocks were drawn down at double the normal rate in the
fourth quarter of 1980. Rather than attempting to control the oil
markets, or to persuade companies and governments to act against
their own self-interests, the IEA sought to persuade them that it was
in their interests to sell oil rather than to stockpile it. This required
that market participants believe that oil prices were not going to rise
sharply, and that they might even fall. The IEA had to help construct
a set of self-fulfillin g prophecies that would produce lower rather than
higher prices. In the end, "the studied calm displayed by the IEA, the

11 Quiet discussions of stronger measures for dealing with stocks and the spot market
did take place during the fall of 1980. It is possible that, had the situation worsened,
such measures might have been put into place; but in view of the informal operating
style of the IEA, this seems unlikely except as a last resort. For instance, despite the
failure of the secretariat effectively to help Turkey (which was very short of oil at the
end of the year), the emergency sharing system of the organization was, once again,
not invoked. For details, see Badger and Belgrave, 1982, p. 121, and Keohane, 1982d,
pp. 477-78.
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governments and the industry alike may have done as much to avoid
a price rise as any other single measure" (Badger and Belgrave, 1982,
p. 136).

CONCLUSIONS

In a post-hegemonic world, the rules of international regimes cannot
be reliably enforced through centralized organizations. If we view
international regimes, and their international organizations, as at-
tempts to construct hierarchies, or quasi-governments, they will appear
weak to the point of ineffectiveness. What international regimes can
accomplish depends not merely on their legal authority, but on the
patterns of informal negotiation that develop within them. Rules can
be important as symbols that legitimize cooperation or as guidelines
for it. But cooperation, which involves mutual adjustment of the pol-
icies of independent actors, is not enforced by hierarchical authority.

The International Energy Agency illustrates these points in an ex-
emplary way. Although it has relatively strong formal powers, as
international organizations go, and has developed elaborate rules, it
rarely implements these rules in ways that limit the autonomy either
of governments or of those powerful transnational actors, the inter-
national oil companies. When the agency is pressed to do so, the
exercise of rule-making and compliance tends to become symbolic, as
in the case of targeting. The IEA's principal value, limited though it
may be, is as a facilitator of agreement, both among governments and
between governments and companies. It reduces the costs of coordi-
nation by providing information and by mobilizing workable coali-
tions behind political feasible policies. But there is almost no prospect
that it will ever make or enforce rules that would require governments
to toe the line.

This perspective on international institutions is in sharp contrast to
the conception of them that many people seem to carry around in
their heads. According to this common view, international organiza-
tions are regarded as hierarchies—quasi-governments that seek to per-
form governmental functions, albeit in a limited manner. It is imagined
that international organizations serve as devices for limiting govern-
mental autonomy. Even Realists often adopt this view of international
organizations, asserting that there are "hierarchic elements within in-
ternational structures," which "limi t and restrain the exercise of sov-
ereignty" (Waltz, 1979, pp. 115-16). Some writers in the Institution-
alist tradition have sought to glorify international institutions, similarly
conceived as hierarchies, as the leading edges of a better organized
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new world; and postwar internationalists dreamt of supranational
organizations that would subordinate governments to the collective
will .

Even the most highly institutionalized international regimes do not
rely on centralized rule-enforcement against their most important
members. The IMF under the Bretton Woods regime and GATT both
elaborated rules for national conduct, to which sanctions could be
attached. Yet even during the early years of GATT such enforcement
of its rules as took place was highly decentralized, relying principally
on informal sanctions involving reputation, and only secondarily on
retaliation by members against offenders. The IMF could enforce rules
on small countries, but not on the United States. In the end it relied
for enforcement of its rules on the incentives for compliance provided
by its members, particularly by the United States. Centralized rule-
enforcement by international organizations is a pipe-dream as long as
the nation-state remains more "obstinate" than "obsolete" (Hoff-
mann, 1966).

Realists, seizing on the deficiencies that international organizations
and regimes appear to display when conceived as rule-enforcing in-
stitutions, emphasize that these supposed hierarchies only operate "in
ways strongly conditioned by the anarchy of the larger system" (Waltz,
1979, pp. 115-16). Many Realists can hardly conceal their pleasure
at demonstrating the ineffectiveness of international organizations as
centralized rule-enforcers. The ease with which international regimes
can be shown to have only weak centralized enforcement powers is
taken by Realists as demonstrating the irrelevance of these institutions
to crucial issues of world politics. Yet what regimes' lack of  enforce-
ment powers suggests, on the contrary, is the shallowness of this
conception of international institutions. Indeed, the dichotomy be-
tween "anarchy" and "hierarchy" upon which the conception rests is
itself fundamentally misleading. Adherents of this view overlook non-
hierarchic coordination in world politics and misinterpret interna-
tional organizations and regimes as feeble hierarchies. As this book
stresses, regimes are less important as centralized enforcers of rules
than as facilitators of agreement among governments.

Yet rules can still play a role even if the principle of sovereignty
ensures the futilit y of trying to establish hierarchies above the state.
As we saw in chapters 5-6, rational actors may have incentives to obey
rules, particularly if cooperation by others in future situations depends
on their own compliance in the present. The incentives may come from
patterns of behavior within the issue-area that lead actors to react to
rule-violations, as in the retaliatory provisions of GATT; or they may
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arise from fear that violations would lead to greater discord in other
issue-areas or damage to one's reputation. Even if rules of international
regimes are not enforceable by centralized institutions, they may serve
as "standards" or "guidelines" for governments. In such regimes the
actions of international organizations may be significant. If an inter-
national organization can activate a system of rules, it may provide
incentives for governments, aware of the importance of reputation if
not fearful of retaliation, to behave differently than they otherwise
would have done.

The GATT trade regime and the Bretton Woods monetary regime
both functioned in this way for some time. In chapter 7 we emphasized
the value of rules, as in such a regime, for governments laboring under
constraints of bounded rationality. In general, this remains the model
for international organizations: strong regimes are those with clear
rules and effective incentives to comply with them. But our exami-
nation of the IEA leads us to qualify this conclusion somewhat, since
its rules remained in the background, unused, while more informal
means of policy coordination were pursued. In the IEA regime, rules
are littl e more than symbolic. The consumers' energy regime contains
injunctions—rules and principles—for state behavior; but its more
specific injunctions (the "rules") are rarely implemented. What actually
happens is that the less specific injunctions of the regime (the "prin-
ciples") are used to guide and to legitimate informal attempts at mutual
adjustment of policies, in which the secretariats of international or-
ganizations are intimately involved.

In conclusion, let us look again at the question of the effectiveness
of post-hegemonic international regimes as compared to hegemony in
the oil issue-area. An enlightening contrast can be drawn by recalling
briefly the discussion in chapter 8 of the petroleum supply crisis of
1956-57. Reaction to this crisis constituted virtually the epitome of
hegemonic cooperation. The United States orchestrated the consumers'
response to the closure of the Suez Canal, through reallocation of
tanker routes and increases in oil production at home. Although it
gave littl e more than a passing nod to the OEEC and acted without
a formal regime, the United States adopted measures that were highly
effective. America supplied Europe with oil, thus averting feared eco-
nomic and political collapse, but only after Britain and France had
been forced to withdraw from Egypt and fall into line behind U.S.
policy in the Middle East.

If the 1956-57 case reflects the significance of hegemony for co-
operation, the 1980 episode suggests the potential value of interna-
tional regimes and the international organizations associated with them.
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The IEA played an important role in that crisis, although policy co-
ordination through its efforts was less elaborate and effective than the
hegemonic cooperation of 1956-57. Furthermore, the IEA was aided
by an unusually favorable conjunction of other conditions. As the
events of 1980 indicate, cooperation is most likely to occur not only
when there are shared interests but when international institutions
exist that facilitate cooperation on behalf of those interests. But, to
be successful, these institutions require not just a pattern of underlying
common interests but a sufficiently favorable environment that the
marginal contributions of international institutions—to minimizing
transaction costs, reducing uncertainty, and providing rules of thumb
for government action—can make a crucial difference. International
regimes cannot create order as well as a strong hegemon can, but
regimes sometimes tip the balance toward self-fulfillin g expectations
of success and away from panic and failure.

Hegemony and international regimes can both contribute to co-
operation. Neither is necessary: cooperation took place without a
regime in 1956-57 and without hegemony in 1980. Neither is suffi-
cient: U.S. dominance in the interwar period did not lead automatically
to cooperation, and the IEA regime, despite its extensive rules and
nominal authority, did not avoid discord in 1979. But as the oil crisis
of 1973-74 suggests, if there is neither a hegemonic leader nor an
international regime, prospects for cooperation are bleak indeed, and
dilemmas of collective action are likely to be severe. It is not surprising
that, after hegemony, governments persist in trying to build viable
international regimes.
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• 1 1 •
THE VALU E OF INSTITUTIONS

AND THE COSTS OF FLEXIBILIT Y

Three tasks remain for this concluding chapter. The first is to restate
my principal themes, linking my argument about international regimes
to the question about cooperation after hegemony and the dialogue
between Institutionalist and Realist writers discussed in chapter 1.
What are the implications of this book for understanding the prospects
for international cooperation during the coming decades and for the-
ories of world politics? Second, I will return to the question of ethics
and cooperation, introduced in chapter 1 but not subjected to sustained
analysis there. Finally, I wil l show how my analysis of international
regimes, despite its highly theoretical and systemic orientation, has
implications for how we think about foreign policy. Indeed, it suggests
caution about accepting the conventional view that foreign policy-
makers should seek, except when known and specific interests mandate
otherwise, to maintain flexibilit y in policy, maximizing the scope for
choice. Foreign policies that seek to "keep options open" may carry
substantial hidden costs.

INTERDEPENDENCE, INSTITUTIONS, AND REGIMES

Interdependence in the world political economy generates conflict.
People who are hurt by unexpected changes emanating from abroad,
such as increases in the prices that producers charge for oil or that
banks charge for the use of money, turn to their governments for aid.
So do workers, unemployed because of competition from more efficient
or lower-wage foreign production. Governments, in turn, seek to shift
the costs of these adjustments onto others, or at least to avoid having
them shifted onto themselves. This strategy leads them to pursue in-
compatible policies and creates discord.

If discord is to be limited, and severe conflict avoided, governments'
policies must be adjusted to one another. That is, cooperation is nec-
essary. One way of achieving such mutual policy adjustment is through
the activities of a hegemonic power, either through ad hoc measures
or by establishing and maintaining international regimes that serve its
own interests while managing to be sufficiently compatible with the
interests of others to be widely accepted. As we saw in chapter 8, the
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United States played this role during the first fifteen or twenty years
after World War II; hegemonic cooperation was a reality. Chapters 9
and 10 indicated that the United States is still the most important
country in the world political economy and that it remains an essential
participant in international regimes. Indeed, U.S. involvement is usu-
ally necessary if cooperation is to be fostered successfully.

Nevertheless, chapter 9 also demonstrated that the ability and will -
ingness of the United States to devote substantial resources to main-
taining international economic regimes have both declined since the
mid-1960s. As noted earlier, it seems unlikely that the United States
wil l reassume the dominant position that it had during the 1950s, or
that any other country will come to occupy such a position, in the
absence of a wrenching upheaval such as occurred in the past as a
result of major wars. Since war in the nuclear age would have alto-
gether different and more catastrophic effects than the world wars of
the past, it is probably safe to assume that hegemony wil l not be
restored during our lifetimes. If we are to have cooperation, therefore,
it wil l be cooperation without hegemony.

Nonhegemonic cooperation is difficult, since it must take place among
independent states that are motivated more by their own conceptions
of self-interest than by a devotion to the common good. Nothing in
this book denies this difficulty, nor do I forecast a marvelous new era
of smooth mutual policy adjustment, much less one of harmony. But,
despite the persistence of discord, world politics is not a state of war.
States do have complementary interests, which make certain forms of
cooperation potentially beneficial. As hegemony erodes, the demand
for international regimes may even increase, as the lack of a formal
intergovernmental oil regime in the 1950s, and the institution of one
in 1974, suggest. Furthermore, the legacy of American hegemony per-
sists, in the form of a number of international regimes. These regimes
create a more favorable institutional environment for cooperation than
would otherwise exist; it is easier to maintain them than it would be
to create new ones. Such regimes are important not because they
constitute centralized quasi-governments, but because they can facil-
itate agreements, and decentralized enforcement of agreements, among
governments. They enhance the likelihood of cooperation by reducing
the costs of making transactions that are consistent with the principles
of the regime. They create the conditions for orderly multilateral ne-
gotiations, legitimate and delegitimate different types of state action,
and facilitate linkages among issues within regimes and between re-
gimes. They increase the symmetry and improve the quality of the
information that governments receive. By clustering issues together in
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the same forums over a long period of time, they help to bring gov-
ernments into continuing interaction with one another, reducing in-
centives to cheat and enhancing the value of reputation. By establishing
legitimate standards of behavior for states to follow and by providing
ways to monitor compliance, they create the basis for decentralized
enforcement founded on the principle of reciprocity. The network of
international regimes bequeathed to the contemporary international
political economy by American hegemony provides a valuable foun-
dation for constructing post-hegemonic patterns of cooperation, which
can be used by policymakers interested in achieving their objectives
through multilateral action.

The importance of regimes for cooperation supports the Institu-
tionalist claim, discussed in chapter 1, that international institutions
help to realize common interests in world politics. An argument for
this view has been made here not by smuggling in cosmopolitan pref-
erences under the rubric of "world welfare" or "global interests," but
by relying on Realist assumptions that states are egoistic, rational
actors operating on the basis of their own conceptions of self-interest.
Institutions are necessary, even on these restrictive premises, in order
to achieve state purposes.

Realism provides a good starting-point for the analysis of cooper-
ation and discord, since its taut logical structure and its pessimistic
assumptions about individual and state behavior serve as barriers against
wishful thinking. Furthermore, it suggests valuable insights that help
us interpret the evolution of the world political economy since the end
of World War II. Yet it is in need of revision, because it fails to take
into account that states' conceptions of their interests, and of how
their objectives should be pursued, depend not merely on national
interests and the distribution of world power, but on the quantity,
quality, and distribution of information. Agreements that are impos-
sible to make under conditions of high uncertainty may become fea-
sible when uncertainty has been reduced. Human beings, and govern-
ments, behave differently in information-rich environments than in
information-poor ones. Information, as well as power, is a significant
systemic variable in world politics. International systems containing
institutions that generate a great deal of high-quality information and
make it available on a reasonably even basis to the major actors are
likely to experience more cooperation than systems that do not contain
such institutions, even if fundamental state interests and the distri-
bution of power are the same in each system. Realism should not be
discarded, since its insights are fundamental to an understanding of
world politics (Keohane, 1983), but it does need to be reformulated
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to reflect the impact of information-providing institutions on state
behavior, even when rational egoism persists.

Thus when we think about cooperation after hegemony, we need
to think about institutions. Theories that dismiss international insti-
tutions as insignificant fail to help us understand the conditions under
which states' attempts at cooperation, in their own interests, wil l be
successful. This is especially true in the contemporary world political
economy, since it is endowed with a number of important international
regimes, created under conditions of American hegemony but facili-
tating cooperation even after the erosion of U.S. dominance. We
seem now to be in a period of potential transition between the heg-
emonic cooperation of the two decades after World War II and a new
state of affairs, either one of prevailing discord or of post-hegemonic
cooperation. Whether discord or cooperation prevails wil l depend in
considerable measure on how well governments take advantage of
established international regimes to make new agreements and ensure
compliance with old ones.

Yet an awareness of the importance of institutions—defined broadly
as sets of practices and expectations rather than in terms of formal
organizations with imposing headquarters buildings—must not lead
us to lapse into old habits of thought. It is not particularly helpful to
think about institutions in terms of "peace through law" or world
government. Institutions that facilitate cooperation do not mandate
what governments must do; rather, they help governments pursue their
own interests through cooperation. Regimes provide information and
reduce the costs of transactions that are consistent with their injunc-
tions, thus facilitating interstate agreements and their decentralized
enforcement. It is misleading, therefore, to evaluate regimes on the
basis of whether they effectively centralize authority. Nor do insti-
tutions that promote cooperation need to be universal. Indeed, since
regimes depend on shared interests, and on conditions that permit
problems of collective action to be overcome, they are often most
useful when relatively few like-minded countries are responsible for
both making the essential rules and maintaining them. Finally, inter-
national institutions do not need to be integrated into one coherent
network. Cooperation is almost always fragmentary in world politics:
not all the pieces of the puzzle wil l fi t together.

Building institutions in world politics is a frustrating and difficul t
business. Common interests are often hard to discover or to maintain.
Furthermore, collective action invites myopic behavior: as in Rous-
seau's well-known tale, the hunters may chase individually after rabbits
rather than cooperate to capture the deer (1755/1950, p. 238). Yet
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institutions are often worth constructing, because their presence or
absence may determine whether governments can cooperate effectively
for common ends. It is even more important to seek to maintain the
valuable international institutions that continue to exist, since the
effort required to maintain them is less than would be needed to
construct new ones, and if they did not exist, many of them would
have to be invented. Information-rich institutions that reduce uncer-
tainty may make agreement possible in a future crisis. Since they may
facilitate cooperation on issues that were not thought about at the
time of their creation, international regimes have potential value be-
yond their concrete purposes. Such institutions cannot, therefore, be
evaluated merely on the basis of how well they serve the perceived
national interest at a given time; on the contrary, an adequate judgment
of their worth depends on an estimate of the contribution they are
likely to make, in the future, to the solution of problems that cannot
yet be precisely defined. Such estimates should reflect an awareness
that, in world politics, unexpected events—whether assassinations,
coups, or defaults on debts—are likely, and that we need to insure
against them.

The significance of information and institutions is not limited to
political-economic relations among the advanced industrialized coun-
tries, although that is the substantive focus of this book. The theory
presented here is relevant to any situation in world politics in which
states have common or complementary interests that can only be re-
alized through mutual agreement. As we have seen, there are almost
always conflictual elements in these relationships as well. Like Pris-
oners' Dilemma, most of these situations will be "mixed-motive games,"
characterized by a combination of conflicting and complementary in-
terests (Schelling, 1960/1980). Building information-rich institutions
is as important in relations among the superpowers, where confidence
is a key variable, and in arms control negotiations, in which monitoring
and verification are of great importance, as in managing political-
economic relations among the advanced industrialized countries. In-
stitution-building may be more difficul t where security issues are con-
cerned, but is equally essential if cooperation is to be achieved.

THE ETHICAL VALUE OF COOPERATION

The introduction to this book raised the question of ethical evaluation.
What is the moral value of the patterns of cooperation discussed here?
Can they be justified on the grounds of a defensible moral theory?
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Attempting to answer this question requires careful evaluation of cri-
teria for ethical judgment.

Either of two competing doctrines could form the basis for our
evaluation. We could rely on the "morality of states" or on a "cos-
mopolitan" view. The doctrine of the morality of states holds that
"states, not persons, are the subjects of international morality." Major
features of this view are its emphasis on state autonomy and the
absence of any principle of distributive justice: "there are no moral
rules regarding the structure and conduct of economic relations be-
tween states" (Beitz, 1979b, pp. 65-66; Walzer, 1977, Nye, 1983). A
cosmopolitan perspective, by contrast, denies that state boundaries
have deep moral significance, holding that "there are no reasons of
basic principle for exempting the internal affairs of states from external
moral scrutiny, and it is possible that members of some states might
have obligations of justice with respect to persons elsewhere" (Beitz,
1979b, p. 182; see also Beitz, 1979a).

On the basis of the morality of states, genuinely voluntary coop-
eration among states is easy to justify. The primary value from the
standpoint of this doctrine is state autonomy. Since international re-
gimes help states to pursue their interests through cooperation, but
without centralized enforcement of rules, an adherent of the doctrine
of the morality of states would hold a strong presumption in their
favor. The only serious issue would be to establish that a given regime
was indeed formed on the basis of voluntary agreement and maintained
through voluntary compliance. Yet as we saw in our discussion of
Hobbes's arguments for the Leviathan in chapter 5, it is difficul t to
distinguish clearly voluntary from involuntary political action. Is my
decision to give a robber my money, or a government my allegiance,
"voluntary" if I make this choice at the point of a gun? To apply the
morality of states doctrine, we would have to establish a threshold of
constraint above which we would not consider actions to be voluntary,
or autonomous. Once having found that the level of constraint in a
given cooperative relationship fell below that threshold, we would be
able to justify cooperation as promoting state purposes without vio-
lating state autonomy.

I believe that the international regimes discussed in this book would
be regarded by an adherent of the doctrine of the morality of states
as, on the whole, morally justifiable. It is true that different states face
different constraints, or opportunity costs, in deciding whether to join
or remain in regimes, so effective equality is not achieved. But equality
is not a requirement of the morality-of-states doctrine, which is based
on a keen awareness of the prevalence of inequality in world politics.
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In any case, most international regimes seem to be less constraining
of the autonomy of weak states than politically feasible alternatives,
which would presumably involve bilateral bargaining on the basis of
power rather than of general rules. The International Monetary Fund
may be an exception to this judgment, since IMF practices for dealing
with debtor countries involve considerable constraint on the autonomy
of these countries' governments. But a hard-nosed proponent of the
morality of states doctrine would reject even this criticism, since she
would deny that rich lenders have any obligation to provide resources
to poor borrowers in the first place. Such an observer could regard
loans as properly conditional on the voluntary acceptance by borrow-
ers of obligations to repay them, implying that the constraints imposed
by the IMF on a borrower's autonomy would not constitute moral
wrongs but simply consequences of the latter's earlier voluntary acts.

Critics of the morality of states doctrine, such as Charles Beitz, have
pointed out that since ethical theory normally takes the individual
person as the moral subject, special justification must be offered for
abandoning this principle where international relations is involved.
Beitz argues for a cosmopolitan conception, which "is concerned with
the moral relations of members of a universal community in which
state boundaries have a merely derivative significance" (1979b, p.
182). As Beitz suggests, the burden of argument should be on those
who would ascribe rights to what E. H. Carr, in attempting to provide
such a justification, referred to as "the fiction of the group-person"
(1946/1962, p. 149). Even those who argue that there is justification
for the morality of states doctrine must admit that "there is a relation
between the rights of individuals and the rights of states. The latter
are not unlimited and unconditional. States are artificial constructs"
(Hoffmann, 1981, p. 39). That is, states cannot be considered inde-
pendent subjects of moral theory; a justification of the morality of
states doctrine must ultimately be made in terms of the rights or
interests of individual human beings.

No effort wil l be made here to resolve the argument between ad-
vocates of the morality of states and cosmopolitanism, although I have
a great deal of sympathy for the cosmopolitan view. It is important
to note, however, that the closer we come to this view the more
demanding must our criteria be for the evaluation of cooperation. If
individuals in different societies have moral obligations toward one
another, even a voluntary agreement that was beneficial for all citizens
of the states entering into it could be considered immoral if it damaged
people elsewhere in the world. To the extent that we accept a cos-
mopolitan morality, we have to examine the system-wide consequences
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of action, rather than narrowly focusing on the autonomy of the states
involved in cooperative activity.

Such a cosmopolitan morality could rest either on utilitarianism or
on a conception of rights. Cosmopolitan utilitarianism is attractive in
many ways, since the criterion of attaining the greatest happiness of
the greatest number worldwide seems consistent with the individualist
orientation of cosmopolitanism. But utilitarianism encounters serious
philosophical problems. In one respect, it seems too demanding, since
it appears to imply an almost unlimited moral obligation to help
anyone, anywhere, who is less well-off than oneself (Singer, 1972).
This requires a high level of altruism. It also encounters difficulty in
dealing with cross-cultural disparities in standards of living and social
customs. A citizen of the United States who retained only enough
income to live at the subsistence level of an Indian peasant would
actually be more deprived than that peasant, since the American would
be virtually cut off from her own culture and society, whereas the
peasant would not. Yet if cultural standards were introduced into the
utilitarian comparison, huge economic inequalities would again be
sanctioned. In other respects, however, utilitarianism seems insuffi-
ciently strict, since it can be used to justify the view that innocent
people can legitimately be sacrificed in the interests of the "greatest
happiness of the greatest number." This may well seem intuitively
unjust, and is so subject to abuse or manipulation that many reflective
people find it repugnant (Rawls, 1971; Taurek, 1977; Sandel, 1983).

The principal alternative to utilitarianism is a theory of rights. Ac-
cording to John Rawls's influential formulation of this view, one begins
such an analysis by asking how certain features of society would be
evaluated "behind the veil of ignorance." That is, how would we
regard particular institutions or rules if we had to evaluate them with-
out knowing our place in society and therefore how they would affect
us? Rawls's principles of justice emphasize liberty and equity. Of par-
ticular importance for a moral evaluation of international economic
regimes is his "difference principle," which requires that "social and
economic inequalities are to be arranged so that they are . . . to the
greatest benefit of the least advantaged" (Rawls, 1971; Beitz, 1979b,
p. 151).

Although Rawls has resisted doing so, Charles Beitz (1979b) has
extended this reasoning to international relations. A follower of Beitz's
argument would ask whether she would approve of international re-
gimes and the cooperation they entail even without knowing her na-
tionality or her position within the structure of her society. "Behind
the veil of ignorance," with only one chance in six or seven of being
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a citizen of an industrialized market-economy country, would she
approve of these institutions and the policy coordination that they
facilitate?

Notice that this rights-based argument depends in practice on es-
timates of the consequences of action. Like utilitarianism, it focuses
on the act rather than the intentions—whether pure or not—of the
actor. This emphasis makes sense for both practical and conceptual
reasons. It is often impossible to know the motivation of political
leaders; and even if they could be reliably discovered, it would be odd
to use our judgments about the moral worth of individuals as a basis
for evaluating their actions as statesmen (Hoffmann, 1981, pp. 10-27).
Cooperation that has benign effects should be praised even if we do
not extend our blessings to its architects; and cooperation that leads
to bad outcomes is subject to criticism even if the intentions of those
who engage in it are pure. Students of international relations do not
praise the appeasement in which the British government engaged at
Munich in 1938 because Neville Chamberlain genuinely desired peace;
nor do they condemn Richard Nixon's rapprochement with China on
the grounds that Nixon took this step largely for selfish reasons.

Since both a consequentialist rights-based evaluation relying on the
difference principle and a utilitarian standard focusing on aggregate
welfare depend on an analysis of consequences, the distinction between
intentions and consequences does not differentiate them from one
another. The major difference between these two views is found in
the willingness of utilitarians, and the refusal of rights-oriented think-
ers, to justify losses of small increments of welfare by disadvantaged
people in exchange for larger gains for more favored individuals. In
practice, however, this distinction may be blurred, since utilitarians
can use the principle of diminishing marginal utility to argue that a
small gain in monetary terms for a poor person is really worth much
more, in utility, than a much larger gain for someone who is already
rich. The distinction between rights-oriented and utilitarian theories
has fewer implications, therefore, for our evaluation of international
regimes than the distinction between the doctrine of the morality of
states and cosmopolitanism.

How would the international regimes discussed in this book fare
when evaluated on cosmopolitan grounds, whether according to prin-
ciples of utilitarianism or Rawls's difference principle? In sketching
out possible answers to this question, I will focus first on the impact
of these regimes on residents of the advanced industrialized countries,
before evaluating their effects on a worldwide basis.
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Evaluating Effects of Regimes on
People in Rich Countries

It is not clear that any of the international regimes discussed in this
book would be regarded as good on the basis of either utilitarianism
or Rawls's difference principle, even if only effects on people in ad-
vanced industrialized countries were considered. Utilitarians could ar-
gue that aggregate human welfare gains would be made by using these
regimes to transfer resources from advantaged to disadvantaged people
within these societies. Likewise, adherents of the difference principle
would demand to know whether these regimes really help the least
well-off people in the advanced industrialized countries as much as
they could. Would it not be possible for the IMF to demand greater
contribution from banks and less from taxpayers of the advanced
countries? Could greater efforts not be devoted under GATT to al-
leviating the human costs to workers of adjustment to new interna-
tional economic conditions? Why should the IEA not press for national
policies to subsidize the fuel bills of the poor?

These moral deficiencies are, of course, not specific to international
regimes, but reflect the inequalities inherent in the political and social
systems of the advanced industrialized countries. They by no means
suggest that matters would be improved for citizens of these countries
by discarding these regimes and trying to start over. On the contrary,
it seems more likely that a collapse of contemporary international
economic regimes, imperfect as they are, would reduce overall welfare
without benefiting the worst-off members of these societies. This judg-
ment is reinforced by remembering the point made earlier in this
chapter that international institutions such as international regimes
may have favorable unintended consequences. Crises arise more sud-
denly than cooperative international regimes can be created. Inter-
national institutions constructed for one purpose may be very helpful
for another, as the example of the IMF—created principally to deal
with exchange rates but relied on heavily in 1982-83 to prevent a
world banking crisis—illustrates. The value of an international regime
is not limited by the purposes of its founders.

A cosmopolitan evaluation of the effects of international regimes
on people in the advanced industrialized countries would have to be
mixed. The principles of the regimes are deficient on either the basis
of Rawls's difference principle or the utilitarian premise of the equal
value of individuals. But, given these defects, the institutions them-
selves nevertheless perform the valuable function of promoting co-
operation. Furthermore, this cooperation, however imperfect, appears
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likely to have positive overall effects on the stability of the world
political economy and the welfare of individuals within the advanced
industrialized countries. It is hard to believe that these people would
be better-off if the regimes were to disappear but the inegalitarian
principles on which they are based remained.

Nevertheless, some caveats are in order. Writers of a variety of
political persuasions have pointed out that liberal international regimes
improve the bargaining power of private investors vis-a-vis govern-
ments and other groups in society. In an open world economy, the
mobility of capital creates a double bias in favor of pro-capitalist
governments. Economically, capital flows tend to move toward areas
perceived by investors as "islands of stability," benefiting economies
run by conservatives as opposed to those governed by leftists. Politi-
cally, capital mobility also helps the forces of the right, since the "exit"
possibilities open to capitalists are likely to increase the efficacy of
their attempts at "voice"—that is, their ability to influence policy
through the political process at home (Hirschman, 1970).1 Once an
open capitalist world system has been established, as we saw in chapter
7, it is therefore likely to favor pro-capitalist governments and dis-
advantage socialist ones. When Thatcher or Reagan induces a recession
through tight monetary policies, the pound or dollar appreciates and
funds flow into Britain or the United States. This result may be in-
convenient for a country seeking to control its money supply or expand
exports; but it does not lead to a loss of confidence in the government,
and it expands rather than contracts the resources at its disposal. When
Mitterand tries to stimulate demand and to nationalize industries, by
contrast, the franc declines, France's foreign reserves are jeopardized,
and assistance may be needed from the IMF or selected governments
of wealthy countries. Both the prestige of the government and the
material resources at its disposal fall.

Fred Block argues that "the openness of an economy provides a
means to combat the demands of the working class for higher wages
and for economic and social reforms" (1977, p. 3). Thus it is not
surprising that Block and other socialists cheerfully regard conflict
within capitalism as a sign of decay, perhaps even of collapse, and
gloomily view effective cooperation as indicating capitalism's unwel-
come adaptability (Block, 1977; Mandel, 1974; Wallerstein, 1979).

1 Hirschman points out, however, that the availability of exit may also reduce the
incentives to use voice—that is, to act politically. This can be a counterbalancing factor
to the one discussed in the text.
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Conservatives use different language, regarding the constraints of the
world economy as salutary antidotes to misguided policies based on
political pressure or ideology; but they also view left-wing governments
of advanced industrialized countries as constrained by the world cap-
italist system. "Countries pursuing equality strenuously with an in-
adequate growth rate" may, according to the McCracken Report, face
"capital flight and a brain drain" (OECD, 1977a, pp. 136-37).

To portray socialist governments as paralyzed by world capitalism
would be highly oversimplified, since this contention fails to take into
account strategies that can be followed by clever leaders, backed by
strong domestic institutions, popular support, and coherent policies.
Austria is often pointed to as an example of such success (Katzenstein,
1984). Nevertheless, this argument suggests a possible basis for de-
nying that the international regimes discussed in this book are mor-
ally justified on cosmopolitan grounds. One could argue that demo-
cratic socialism is preferable to capitalism but that its realization is
thwarted by the existence of liberal international economic regimes.
In this case, one might want to reject these regimes, on the grounds
that their demise would lead to a new and benign socialism.

Such a rejection, however, not only assumes the beneficial conse-
quences of socialism but also depends on the proposition that inter-
national regimes constitute a crucial barrier to the creation of better
societies. It would be hard to accept this. Were liberal, cooperative
international regimes to be destroyed without fundamental changes
in the domestic politics of modern capitalism, it seems likely that the
result would be worse rather than better: political xenophobia and
economic inefficiency appear more probable than a dramatic advance
toward more egalitarian societies in relationships of concord with one
another. The collapse of international regimes as frameworks for co-
operation is not likely to be the thunderclap ushering in a better world.

It would also be possible to mount a protectionist critique of liberal
international regimes. To avoid the objection that protectionism leads
to discord and conflict, a proponent of this view could draw on the
finding of chapter 9 that cooperation can serve illiberal purposes. Thus
a cooperative protectionist policy would not be a contradiction in
terms. Indeed, some of the mutual policy adjustment that has taken
place among the advanced countries in the 1970s and early 1980s,
such as the promotion and acceptance of voluntary export restraints,
has been designed to accommodate political demands to protect people
against the costs of adjustment. Promoting cooperation without lib-
eralism could serve the interests of many people who are disadvantaged
by an open world economy. Citizens of advanced industrialized coun-
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tries employed in industries facing strong foreign competition could
therefore benefit. Since many of these people hold relatively low-wage
jobs, as in the shoe and textile industries, one could attempt to make
a moral argument for protectionist patterns of cooperation on the
basis of concern for their welfare.

Despite the ingenuity of such an argument, it would be difficul t to
defend even if we only considered the effects of such a policy in the
advanced countries. Whether cooperative or not, protectionism would
lead to economic inefficiency and therefore to aggregate economic
losses. Furthermore, the distribution of the benefits of protectionism
would tend to favor well-organized and politically powerful groups
within the advanced industrialized countries. Thus many of these ben-
efits would flow to industries, such as automobiles and steel in the
United States, whose workers receive relatively high wages. It would
be even harder to endorse this position if we took worldwide effects
into account, since the counterpart of jobs gained as a result of pro-
tection in Detroit and Düsseldorf would be jobs lost—by much more
disadvantaged people—in Mexico City and Seoul.

Evaluating Effects of Regimes on a Global Basis

Mention of less developed countries brings us to the final aspect of
our evaluative task: how to judge international regimes on cosmo-
politan grounds if we consider their effects on the world as a whole,
not just the advanced industrialized countries. When poor countries
are taken into account, it seems even more clear that the principles of
contemporary international economic regimes would be found morally
deficient by the standards of cosmopolitan moral theory. These prin-
ciples would fail an egalitarian utilitarian test because the benefits in
terms of human welfare of redistributing resources to poorer countries
would be greater than the costs of doing so (Russett, 1978). They
would fail the test implied by the difference principle because any of
them could be changed to benefit poor and weak individuals more. It
is debatable whether the liberal principles of GATT and the IMF help
the advanced industrialized countries more than the less developed
ones; but it certainly is clear that changes in both regimes to reallocate
more resources to poorer countries, and to direct those resources to-
ward some of the world's least advantaged people, would be morally
desirable either on utilitarian grounds or on the basis of Rawls's dif-
ference principle. The moral status of these regimes would be improved
if the IMF were to devote more attention to helping poor people in
debtor countries, if GATT were to give more generous preferences to
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the export of developing countries' manufactured goods insofar as
doing so would have positive effects on employment and income re-
distribution, and if the IEA were to enact and implement provisions
for subsidizing use of oil by people at the margin of subsistence in the
Third World.

Thus it is compelling to argue that the principles on which present
patterns of cooperation are based show insufficient sensitivity to the
interests of disadvantaged people in the Third World. This suggests,
however, not that there is too much cooperation, but that its orien-
tation towards the interests of the rich is morally questionable. Con-
temporary monetary, trade, and oil regimes help the advanced indus-
trialized countries to cooperate with each other, serving their interests.
They create some benefits for poor countries, but these are small
compared to what would be needed to correct gross violations of basic
human rights that take place when people die of hunger or are con-
tinually miserable because of lack of clean water, adequate health care,
or decent shelter. Greater empathy between rich and poor people—
across national borders as well as within them—would not only be
desirable; sharing more generously with poor people abroad is ar-
guably the moral duty of affluent citizens of Europe, Japan, and North
America, as well as of other countries.

Like the argument made above about the advanced industrialized
countries, this argument suggests the moral inadequacy of the prin-
ciples on which international regimes rely. Yet it does not imply that
contemporary international regimes themselves should be abandoned
or overturned. The principles underlying the rules and practices of the
IMF, GATT, or the IEA reflect the interests and ideologies of the most
powerful states in the international system. The cooperation that the
institutions themselves foster, however, probably works to mitigate
some of the harsher inequities inherent in the principles. Exchange of
information and personal contacts between northern and southern
elites, and the creation of organizations such as the World Bank and
some of the United Nations specialized agencies, which are charged
with promoting development, may marginally divert resources from
North to South and slightly limit the tendency of advanced industrial-
ized countries toward selfishness and exploitation. On consequentialist
grounds, therefore, contemporary international economic regimes may
be superior to politically feasible alternatives, although the principles
on which they are based are morally deficient. This conditional ac-
ceptability of international economic regimes, however, does not re-
lieve citizens of the advanced industrialized countries of the obligation
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to seek to modify the principles on which these institutions are based.2

Improvements (as judged by cosmopolitan moral standards) are
more likely to be incremental than sudden, building on the knowledge
of one another created by successful cooperation. The trick is not to
ignore self-interest but to redefine it, to make it less myopic and more
empathetic. Empathy by the advantaged may be more likely to develop
in the context of well-functioning international institutions than in an
international state of nature that approximates Hobbes's "war of all
against all." Closer approximation to the ideals of cosmopolitan mo-
rality is therefore more likely to be promoted by modifying current
international regimes than by abandoning them and attempting to
start all over. Abstract plans for morally worthy international regimes,
which do not take into account the reality of self-interest, are like
castles constructed in the air, or—if implemented in a fi t of absent-
mindedness by governments—on sand.

FOREIGN POLICY AND THE COSTS OF FLEXIBILIT Y

It is often assumed that makers of foreign policy should maintain
flexibilit y of action as much as possible. They are urged to "keep their
options open." At first glance, this appears to be good advice, since
the unpredictability of events in world politics makes it prudent to be
able to change policy in response to new information. Yet governments
are continually making commitments of one sort or another. For some
reason they seem unable to follow the prescriptions of those who
emphasize the value of retaining maximum room for maneuver.

The argument of this book helps to account for this discrepancy
between the conventional wisdom of foreign policy analysis and the
practices of states. Uncertainty pervades world politics. International
regimes reduce this uncertainty by providing information, but they
can only do this insofar as governments commit themselves to known
rules and procedures and maintain these commitments even under
pressure to renege. As we have seen, the fact that governments antic-
ipate a future need for agreements with the same countries to which

2 My formulation of the conditional acceptability of international economic institu-
tions, despite the deficiency of the principles on which they are based, has been influenced
by a paper by my colleague, Susan Moller Okin (1984), on the American Catholic
bishops' pastoral letter on nuclear war. The bishops hold deterrence, though evil, to
be conditionally acceptable because it is better than politically feasible alternatives; but
they impose the condition that people relying on it must seek to find a better way to
manage their relations.
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they currently have commitments gives them incentives to fulfil l those
commitments even when it is painful to do so. Furthermore, theories
of bounded rationality make us aware that, even apart from their
adherence to international regimes, governments do not have the ca-
pability to maintain as high a degree of flexibilit y as would purely
rational actors. They need rules of thumb to guide their actions.

If there were an infinitely large number of equally small actors in
world politics, the general desirability of reducing uncertainty through
the formation of international regimes would not lead to the creation
of such institutions. International conditions would more closely ap-
proximate the Hobbesian model in which lif e is "nasty, brutish, and
short." But as we have seen, the fact that the number of key actors
in the international political economy of the advanced industrialized
countries is typically small gives each state incentives to make and
keep commitments so that others may be persuaded to do so.

Committing oneself to an international regime implies a decision to
restrict one's own pursuit of advantage on specific issues in the future.
Certain alternatives that might otherwise appear desirable—imposing
quotas, manipulating exchange rates, hoarding one's own oil in a
crisis—become unacceptable by the standards of the regime. Members
of a regime that violate these norms and rules will find that their
reputations suffer more than if they had never joined at all. A repu-
tation as an unreliable partner may prevent a government from being
able to make beneficial agreements in the future.

Reputation is important, but may not provide a sufficient basis for
others to estimate the value of one's commitments. As we saw in
chapters 5 and 6, diplomats have to deal with "quality uncertainty,"
much like buyers of used cars. That is, they need information about
the real intentions and capabilities of their prospective partners: they
may be prepared to enter into agreements only if they can gather
convincing evidence that intentions are benign and capabilities suffi-
cient to carry them out, and that the information at their disposal is
not significantly worse than that possessed by their partners. Admit-
tedly, governments such as that of the United States—whose bureau-
cratic struggles take place in public, and whose legislatures often fail
to do the bidding of their executives—may earn reputations for un-
reliability, and their leaders may be viewed abroad as not having the
capability to implement their agreements. Yet, as pointed out in chap-
ter 6, there is another side to this question. Governments that close
off their decisionmaking processes to outsiders, restricting the flow of
information about their true preferences or their likely future actions,
wil l have more difficulty providing high-quality evidence about their
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intentions than their less tightly organized counterparts, and wil l there-
fore find it harder to make mutually beneficial agreements.

These arguments suggest that governments should seek to combine
reliability of action with the provision of high-quality information to
their partners. International regimes facilitate both of these objectives,
by providing rules that constitute standards for evaluating state be-
havior and by facilitating the establishment of contacts among gov-
ernments that help to provide information not merely about policies
but about intentions and values. Both the value of a reputation for
reliability and the gains to be made from providing high-quality in-
formation to others challenge the traditional Realpolitik ideal of the
autonomous, hierarchical state that keeps its options open and its
decisionmaking processes closed. Maintaining unrestrained flexibilit y
can be costly, if insistence on it makes a government an undesirable
partner for others. Admittedly, there are tactical gains to be made
from concealing preferences and "keeping others guessing." But such
a policy can undermine one's ability to make beneficial agreements in
the future. Being unpredictable not only disconcerts one's partners but
reduces one's own ability to make credible promises. Where there are
substantial common interests to be realized through agreement, the
value of a reputation for faithfully carrying out agreements may out-
weigh the costs of consistently accepting the constraints of interna-
tional rules. To pursue self-interest does not require maximizing free-
dom of action. On the contrary, intelligent and farsighted leaders
understand that attainment of their objectives may depend on their
commitment to the institutions that make cooperation possible.
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