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The CIAR is committed to providing an international, interdisciplinary and intergenerational
approach to world affairs. We believe that bringing together perspectives of students from different
countries and majors, with the wisdom of professors, and the vision of policy makers, contributes in
an original way to the debate on foreign policy and offers tools to analyze the world in its complexities
and nuances. The variety of authors published in this issue and the guests of the forums we host
reflects this approach.

The financial crisis has been at the center of international concerns. This crisis of historic
proportion ends an era of excess and neoliberal ideology. Solving this global mess will require
restoring values and responsibility. This crisis also shows that a global world needs global rules.
Cooperation between nations to avoid arecession and to prepare the post-crisis requlatory framework
is necessary. The success of the G20 meeting the 2nd of April has been a step in the right direction.
This CIAR issue focuses on the challenges for a new regulatory framework. It is important to curtail
excessive risk-taking and irresponsible behavior by re-engineering convergent regulation at both
the national and international levels. We need ‘smart regulation’ with a balance between allowing
innovation in financial products and providing reasonable investor protection. Michel Prada, as
Chairman of the French securities regulator and head of the IOSCO Technical Committee, was at the
front seat in dealing with the crisis. He brings here his unique perspective on the topic and outlines
his vision for tomorrow’s global regulatory framework. Professor Sanders writes on the changes we
can expect in US financial regulations, given the role of Congress, of the executive branch and of
popular pressures.

This CIAR issue also addresses other challenges the world is facing today. Ambassador
Einaudi, a high ranking US diplomat, proposes his vision for the US relations with a changing Latin
America. The reemergence of Russia as an important player and the war in Georgia require an
analysis of its foreign policy. Professor Shlapentokh and the Georgian activist Anna Dolidze examine
this. Finally, other world issues are explored by Cornell students.

In addition to our publication, the CIAR organizes many events on campus. A series of
working breakfasts or lunches with faculty and visiting policymakers, our gala dinners, and our
forums and panel discussions, are occasions to promote interest in world affairs. This semester we
hosted among others Princeton Professor Frank von Hippel, who spoke on nuclear proliferation
issues. These events illustrate our objective of mobilizing resources across colleges and disciplines
to help us understand the multiple dimensions of a topic. We also animate weekly discussion groups
among undergraduates to further explore world affairs.

It is my hope that the work we have done in founding and perfecting this think tank and
publication has raised the intellectual vibrancy of our campus and proven that students are capable
of addressing complex foreign policy issues. It shows that students remain engaged with the world
and that we are eager to debate and interact with professors. As | prepare to graduate, | leave CIAR
confident that it will continue to be a center of reflection on campus and grateful to all those who
have participated in this adventure.

The world we live in is fluid and challenging. It is our responsibility as students and as citizens
to engage in the foreign affairs debate and to attempt to provide fresh perspectives to make the 21st
century a sustainable century for peace.

Luis de Lencquesaing

Cornell University, Arts and Sciences, 2009
President, Cornell International Affairs Review
Ird24@cornell.edu
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The volume Il, issue 2 of the Cornell International Affairs Review journal brings forth articles
on several topics concerning the events shaping our globe currently. The far-reaching consequences
of the financial crisis has raised concerns worldwide. This issue examines the different perspectives
on the global financial crisis with articles from Michel Prada and Cornell government professor
Elizabeth Sanders. We extend our sincere appreciation to both professionals on sharing with us
their expertise on the challenges of government regulation of the free market economy as well as
the implications of reforming the existing economic systems to re-stimulate growth. Professional
Anna Dolidze questions whether Kosovo declaring its independence as a free nation could be an
appropriate guide or model for South Ossetia seceding from Georgia, the region most directly affected
by the Russian-Georgian war in the summer of 2008. We equally appreciate her contribution as well.
Professor Shlapentokh writes on Russian foreign policy and the internal legitimization process of an
instable political regime which leads to an aggressive foreign policy.

Additionally, we had both the honor and the pleasure of meeting Ambassador Luigi R.
Einuadi, the former Secretary General of the Organization of American States. Speaking at the
conference”Europa in America: A 20th Anniversary Celebration of the Luigi Einaudi Chairin European
and International Studies at Cornell” hosted by the Institute for European Studies, Einaudi spoke in
commemoration of his grandfather, a President of the Italian Republic, as well as his experience
working with the Organization of American States. He shared with the board of CIAR his perspective
for the United States foreign policy towards Latin America, which are published here.

Student contributors equally tackled current international affairs topics with clear academic
insight and passion. Dennis Shiraev visits the image of the American superpower in light of the
end of the Bush administration and the beginning of the Obama administration, reflecting not only
on military and economic hard power but also soft power in culturally influencing the rest of the
world despite the rise of Brazil, Russia, India and China (BRIC countries). Anna Collins examines
regional economic integration for Africa, arguing that the European Union does not provide an
adequate model but rather African nations must use their own macroeconomic policies and free
trading agreements to replicate a similar type of common market among its neighboring countries.
Stanford contributor Antonia Sohns elucidates the discrepancies in international law versus domestic
Indonesian law in a human rights case of Freeport McMoran, highlighting the often incompatible
correlation between the two bodies of legislation. Sarah Eversman analyzes the humanitarian crisis
in the Gaza as the truce between Hamas and the Israeli government degenerated again into violent
and repressive warfare and the policies of foreign nations in mitigating and potentially resolving the
fight.

As we are both graduating this year, this will be our last issue of the Cornell International
Affairs Review. We want to extend our sincere and utter gratitude to the members of the organization,
especially the editors and writers, for their contributions to the journal. We hope that we may
continue to receive as many excellent submissions varying in a wide range of international topics,
from politics and the economy to culture, from Southeast Asia to Latin America. May we be able to
carry our mission ever farther into the future. Thank you all for your time, hard work, patience and
energy.

Sarah Eversman Ryan Spagnolo
Cornell University Cornell University
Arts and Sciences, 2009 Arts and Sciences, 2009
Vice President Literary Director

Cornell International Affairs Review Cornell International Affairs Review
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Former Chairman of the French Securities
Commission, the Autorité des Marchés Financiers
(2003-08) and of I0SCO Technical Committee .

Financial Crisis and
Regulatorx Challenges

Michel Prada . . . .
HE

A number of reports have established a diagnosis of the financial crisis. The first was
produced by the Financial Stability Forum, in April 2008 and was the basis for the preparation of
the first G 20 meetings in 2008. The International Monetary Fund (IMF) and the G 30 produced
updated analysis in 2008 and 2009. More recently, the Larosiére Group, although mainly focused
on E.U. issues, also addressed global concerns , as well as the Adair Turner report which presented
the new regulatory strategy of the UK Financial Services Authority (FSA). The main features of this
unprecedented financial crisis are linked to immense and growing global imbalances between
the Asian and US economies which provided the world with abundant liquidity, low interest rates
together with low inflation (due to low wages in emerging countries) and a geographic mismatch
between savings and investment needs and opportunities.

Investors’ search for yield coexisted
with low risk aversion and gave way to an
unprecedented development of credit,
fostered by securitisation and financial
innovation. Credit discipline was lost from
sight and a credit bubble developed between
2002-2007, mainly in the real estate sector
but also in the credit card and leveraged
buyout (LBO) activities. The so-called originate
to distribute model (OTD) flourished in a
grey area (don't need quotation marks) of
unregulated or under regulated activities and
markets (the OTC market, where professionals
operate on a contractual basis). Externalisation
of risk allowed banks to appear resilient: their
equity ratios seemed adequate and even
comfortable, since the risks were transferred to
investors such as hedge funds, pension funds
and clients of the asset management industry,
through deconsolidated devices (the conduits
and sivs) which operated as shadow banks
and funded structured products by issuing
commercial paper. Derivatives and structured
products (RMBS, ABS, CDOs, to name a few)
developed rapidly, the assumption being that
risk dissemination and insurance, based on
complex products (Credit Default Swaps, for
example) and specific protection schemes
(the monolines), was the new paradigm of the
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financing of economic growth in a globalised
world. Global leverage lost control, as well
as liquidity, operational and counterparty
risks. A monetary policy that aimed to
control inflation caused interest rates to go
up, leading over-indebted households to
start defaulting in summer 2007. The price of
structured products went down and credit
rating agencies suddenly downgraded them.
Holders, including hedge funds, started selling
massively due to covenants and redemptions.
The crisis started in the asset management
field and might have triggered a panic in the
public had banks not repatriated the risks in
their books, either to comply with liquidity
commitments to their“sivs”and“conduits”or to
protect their commercial reputation, as many
of them where involved in the production and
distribution of structured products and also in
the management of their asset management
subsidiaries. It consequently appeared that
their capital was not sufficient to face the
required provisioning, that there was no active
market for these structured products and that
their valuation was uncertain. Confidence
in the banking system was affected, while
banks started hoarding liquidity to face their
obligations.

These factors produced a liquidity

Cornell International Affairs Review



crisis in the banking system and the freezing
of interbank markets, leading governments
and central bankers to intervene from summer
2007 to summer 2008). The demise of Lehman
Brothers in September 2008 gave way to a
second phase of the crisis, which developed
into a solvency crisis affecting a number of
banks and forcing governments to play the
role of lender of last resort, bailing the banks
out through capital injection, guarantees
and even nationalisation. Thus started the
third stage of the crisis, the transmission to
the “real” economy through the credit crunch
which triggered the re-launch programs in the
US, EU and elsewhere.

In parallel with governments’ efforts
to consolidate the banking system in order
to fight recession and to restore confidence,
this global crisis raises three sets of regulatory
issues which are being considered by the G
20. The first set of issues concerns the need
to improve macroeconomic and macro-
prudential management at the global and,
possibly, regional level, in order to better
identify global imbalances and take the
necessary measuresinamore coordinated way.
This is both a political and technical question.
The G 7 approach is no longer relevant in a
world where major emerging economies
play a significant role and have to be part of
the global architecture of macroeconomic
monitoring. Similarly, the role and capacity
of the IMF has to be reconsidered: the IMF
should recover a capacity to bring together
all the relevant information in order to foresee
possible imbalances and to trigger collective
and coordinated reactions; it should have
the necessary authority to monitor national
policies and implementation of international
standards and orientations; it should have
enhanced financial capacity to provide support
to emerging countries affected by imbalances
or recession.

A second set of issues is related to
the necessary enlargement of the scope and
content of regulation. The word “regulation”
is here understood in a broad sense which
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Michel Prada, former Chairman of the AMR

and I0SCO Techinical Commitee
encompasses all means aiming to monitor a
complex system, including not only ruling but
also supervision, reporting, self regulation,
best practices, and so forth. One of the
specificities of this crisis is due to the fact
that the triggering events took place outside
the classical regulation of intermediaries and
markets: unregulated, or poorly regulated,
entities, products and markets played a major
role.

There is a need to improve banking
supervision in order to master leverage, which
is key to sound intermediation. Among the
manyquestionsunderconsideration,threenew
topics have been identified: liquidity risk and
maturity mismatch should be more thoroughly
taken into consideration in the determination
of capital requirements; deconsolidation has
to be rigorously determined in order to put an
end to the practice of flawed and ambiguous
securitisation;  procyclicality of capital
adequacy requirements has to be addressed
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through the possibility of “through the cycle
dynamic management of reserves.

There is a need to enlarge market
supervision  which  should encompass
unregulated entities, and Over the Counter
(OTC) markets, and to strengthen market
infrastructures(namelyclearingandsettlement
of derivatives). In that domain, transparency is
a central concern. The OTD model has to be
repaired, starting with origination of credit,
transparency of arrangement, rating and
distribution. Along the chain of securitisation,
transparency together with risk management
and prevention of conflict of interests have to
be restored.

Accounting standards are also
essential in this new model. While accounting
should not be instrumentalised in order to
solve managerial or prudential concerns, the
standards should be relevant to firms’ business
models: hence the need to differentiate more
clearly the trading book which should be
accounted for at market value, the “available
for sale” items, which should be at fair value,

and the banking book, which should remain
at cost, since the items are held to maturity.
Finally, a third set of issues concerns
the global architecture of regulation. In
that domain, much has been achieved since
a decade or so. A number of international
institutions have improved their visibility,
enlarged their standards, and enhanced the
cooperation between their members. The
Basle Committee is the leading organisation
for prudential standards applicable to
banks. Significant progress has been made
through the adoption of Basle 2, although
new improvements are under consideration.
The International Association of Insurance
Supervisors (lAIS) is the organisation for
insurance and plays a major role in the field
of prudential standards (Solvency 2) and
conduct of business rules. The International
Organisation of Securities Commissions
(I0SCO) is the global organisation for securities
regulation and serves as a good example of
the progress made since over a decade. In
1998, itunanimously adopted a common set of

The three market bubbles of the past decade that were in part responsible for the
Great Depression-like crash that the economy experienced in 2008

Cornell International Affairs Review



objectives and principles. In 2000, it endorsed
the39Inter-AgencyStandingCommittee (IASC)
core standards for accounting, which paved
the way to the creation of the International
Financial Reporting Standards (IFRS) and their
adoption throughout the world, beginning
in Europe. In the aftermath of the Internet
bubble and early millennium scandals, it took
a series of initiatives to combat financial fraud
(the signing of a multilateral memorandum
of understanding to improve international
cooperation in enforcement, new standards
for audit and financial analysis, a first code of
conductforrating agencies, completedin 2008
to address the issue of structured products).

These three major organisations have
learnt to work together within the Joint Forum
on issues of a cross sectoral nature, such as
conduct of business rules, securitisation or risk
management.

In the aftermath of the 1997 Asian
crisis, the G7 established the Financial
Stability Forum (FSF), which gathers together
international standard setters, ministries of
Finance, Central Banks, International Financial
Institutions (the IFls, such as the IMF, the World
Bank, the Bank for International Settlements,
the Organisation for Economic Co-operation
and Development (OECD), and representatives
of a few major financial centers. The FSF plays
a useful role as a high level secretariat for the
G7 and as a global coordinator of all the major
institutions involved in standard setting,
monitoring and enforcement in the macro
prudential and micro financial fields.

One could legitimately question the
efficiency of all these efforts, which have been
unable to prevent the crisis.

Firstly, although globalisation has
thrived for 20 years and regulators have made
significant progress in the field of cooperation
and standardisation, nationalistic behaviors
are still predominant. Competition between
marketplaces sometimes leads to diverging
regulation and regulatory arbitrage. Ideology
also plays an important role and diverging
views prevent from addressing relevant
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The New York Stock Exchange

issues- that was obviously the case with
regards to securitisation and risk transfer
which was considered by major regulators as
the new paradigm of 21%-century finance. It
was also the case with regard to the so-called
“light touch regulation” which considered
that market players were smart enough to
self regulate and manage risk, while over-
regulation would have perverse effects
and would increase costs. Trillions of losses
later, it appears that there is no common
measure between the cost of regulation
(tens of millions...) and the consequences
of deregulation. Another flaw in the system
is due to the existence of unregulated or
uncooperative jurisdictions which originate
loopholes in cooperative arrangements, ruin
the efficiency of enforcement and encourage
misbehaviour of market participants and anti-
competitive maneuvers. This is not acceptable
inaglobalised economy.Whilelegalinnovation
and even tax competition may be acceptable
under certain circumstances, the organisation
of opacity is fundamentally detrimental to
the normal functioning of a sound market.
Uncooperative jurisdictions have to join the
regulatory community and to behave along
the principles of international cooperation.
If they do not, they should be banned from
doing business with the rest of the world and
market participants which use them should be
severely penalised.

It is now time to foster international
cooperation and to strengthen the global
architecture of regulation. There is no need
to start from scratch and reinvent the wheel

II=EIII



because the components of a sound system
already exist. Political will is of the essence.

A crisis, however serious it may be,
is always an opportunity to rebound and
progress. This financial crisis should lead to
addressing a number of technical issues in
order to make the financial system more
robust, more efficient and better adapted
to the challenges of globalisation. Beyond
technicalities, this financial crisis is also an
opportunity to remind market participants
that ethical principles and behaviour should
be at the center of a sound financial system.
Never in the past has greed been observed
to such a level of provocation, with a serious
risk of popular reactions. Never in the past
have conflicts of interests been used in such

Photo s Courtesy of:

a cynical way. Never in the past have such
huge scams been observed which ruin the
confidence of the public and destabilise the
credibility of supervisors.

There is an urgent need to repair the
system.Thisneitherimpliesover-regulationnor
over reaction which might have unexpected
consequences. This deserves determined
action by governments, regulators and market
participant organisations, in a coordinated
way and on a global basis. This is the only way
to restore confidence, which is a fundamental
precondition for an efficient market economy,
having in mind the fact that market economy,
like democracy, is the best of all systems or, at
least, the better system.

“Michel Prada!” Hedge Funds Watch. 4 April 2009.< http://hedgefundswatch.blogspot.com/2007/04/focus-sur-michel-prada-patron-du.html>
U.S. Department of Interior. “New York Stock Exchange! . 2 April 2009. < http://en.wikipedia.org/wiki/File:NY_stock_exchange_traders_floor_LC-U9-

10548-6.jpg>

“Economic Graphs” Hofstra University. 4 April 2009.< people.hofstra.edu/Jean-paul_Rodrigue/blogs.html>
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In Praise of Populism

The Coming Reconstruction of Financial Regulation

BB W W Fosor tizabeth sanders

. . Professor of Government, Cornell University

Newspaper and Television commentaries in the United States and Europe abound with
references to “outbursts of populism” in United States as a stereotypically American response to
economic crisis.” Their story lines trivialize historic Populism in the U.S., both its substance and its
contribution to financial regulation. American Agrarian movements arose in response to grievances
rooted in pathologies of mature, weakly regulated capitalism. The agrarians had real grievances
linked to rigidities of the gold standard and bank control of note issue, monopoly control of long-
distance transportation and crop storage, the use of the growing power of large firms to repress
labor, and a rising cost of living due to growing monopolization and high tariffs. Most of the policy
solutions demanded by late 19" century populism and its progressive era legatees were enacted in
some form in the two spurts of regulation during the early 20" century (the progressive era and New
Deal). There are indeed some commonalities between public criticism of capitalist greed in those
periods and the present; but scorn for “populist outbursts” against the risks taken by greedy financiers
who made billions while bringing financial ruin to the global economy distracts our attention from
the destructive folly of those financial actors, and presumes that public outrage is unjustified and
counter-productive.

In fact, it is neither. That such a small number of actors could wreck such havoc on the world
is surely a cause for outrage among reasonable people around the globe. Recognition of error is
essential for human learning and the evolution of institutions. It would be quite peculiar, and
disturbing, if there were no wave of criticism in the face of such unethical and damaging conduct.
No American reform surge has occurred in absence of such public outrage. It was public offense over
corporate malfeasance that gave us the 1887 Interstate Commerce Act, the 1890 Sherman Antitrust
Act, the 1894 income tax law (and the 1913 Constitutional amendment needed to overcome
Supreme Court objections), the 1913 Federal Reserve Act, the Child Labor Acts, the 1933-34 laws
taking the dollar off gold, the 1934 Reciprocal Trade Agreements Act (which moved the nation away
from the protectionist disaster of the Hawley-Smoot Tariff and toward trade expansion), the 1933
and 1934 Securities Acts, the 1933 Glass-Steagall Banking Act, the creation of the Federal Deposit
Insurance Corporation in 1933, the 1938 Fair Labor Standards Act, and many other laws that served
this country, and the world economic system quite well for many decades.

The troubles the United States and the
rest of the world are now experiencing are the
consequence of the repeal or lax enforcement
of much of that “populist” legislation, or (in the
case of the more exotic financial instruments
now gone toxic) the deliberate policy choice
NOT to regulate those new products, while
United States policy makers were firmly in the
grip of the neoliberal ideology that triumphed
in American politics in 1980.2 At the opposite
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pole from “populist outrage, " Americans were
lulled into quiescence in the Clinton years by
the public officials and expert economists who
assured them that these esoteric instruments,
and continuing deregulation of finance and
securitization, would lead to indefinitely
expanding prosperity.

Now that the United States has once
again learned the painful lessons that the
1930s generation learned, and on the basis of
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which, with expressions of outrage from the
president on down, the U.S. then constructed
a well regulated financial system that was a
wonder of the democratic world, a resurgence
of the “populist outrage” that led to that
legislation is both normal and useful to the
current reform effort. And so long as Congress
and the president appear to be seriously
working on the construction of a new edifice
of regulation to prevent future crises of this
magnitude, American outrage will likely be
more restrained than that of the French and
British protests.

One of the misconceptions of
journalists engaged in commentary about
“populist outrage” is that historical American
Populism of the late 19*" century was intolerant
and focused on scapegoats. Nothing could be
farther from the truth. The Farmers’ Alliance
was, for its time, remarkably inclusive in
forging an alliance of white and black farmers,
supporting black suffrage (and women’s
suffrage, as well), endorsing the demands
of the labor movement, and promoting
political and economic equality within a
capitalist democracy. They were confident
that antitrust laws, regulation of large firms,
more rights for labor, and a publicly controlled
national currency not tied to gold alone and
expanding to keep pace with commerce and
population growth would expand the nation’s
prosperity. And they were right, though
regulatory learning and adaptation took place
in the rough and non-linear fashion that is

Franklin Delano Roosevelt’s progressive cabinet, which was
responsible in part for the financial regulations of the early 1930s.
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characteristic of all human experimentation
with institutional rules.

As the G-20 countries press the United
States to reform the (de-)regulatory system
that permitted the financial practices that
brought down the global economy, it is well to
give the Populists (and Progressives, and New
Dealers) their due, and to cast a curious eye on
earlier institutional learning.

The Past as Prelude

If there is to be a new surge of
regulation, a “new New Deal” as it were, what
might be the contours of the new system, and
the pattern of politics that produces it? On the
basis of past episodes of severe recession and
regulatory creativity, and with governmental
separation of powers and the two-party system
held constant, the following predictions can be
made: (1) The United States will construct its
new financial regulatory system as a national
effort, despite the president’s endorsement
of the need for international coordination of
financial rules at the G-20 meetings; (2) even
though Treasury Secretary Timothy Geithner
has struck first with a rough template for a new
system of national financial rules,® Congress will
have as much, or more, to say about its shape;
(3) the legislative recommendations will be
embodied in more specific and punitive bills
(the House version more restrictive than the
Senate bill) than proposals by the executive
branch; and (4) party and region (which
overlap significantly) will channel “populist
rage”in very different ways.

But such an intensely national
regulatory process, and the American
president’s refusal to promise any real

enforcement power to the new international
Financial Stability Board conceived at the G-20
meeting* need not distress the European and
other officials so unhappy at what lax U.S.
regulation has done to the world economy.
If there is indeed a new surge of American
financial populism, it might provide the tough
rules the international community demands
for American firms, and even a model to which
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others might subscribe.

Regulatory Nationalism

In the early summer of 1933, Britain
and Europe waited anxiously for the president’s
emissary, Raymond Moley, to arrive by ship
for an international conference to coordinate
western responses to the depression,
especially monetary strategies. They were
severely disappointed. Franklin Roosevelt
had been battered by domestic populists
into taking the U.S. off the gold standard and
allowing the dollar to fall precipitously in its
relation to the pound, a boon to commodity
prices and U.S. exports. The president would
not agree to stabilize the dollar in a narrow
range around $4/pound sterling, as the British
demanded. Roosevelt’s sole concern was
the domestic economy and congressional
pressure to take far more drastic action than
his own Tory temperament could allow.® As the
World Monetary and Economic Conference in
London began, the dollar had slid to $4.43/
pound, despite the desperate protestations
of Roosevelt’s international financial advisor,
Paul Warburg, and his Budget Director Lewis
Douglas, who famously described going off
gold as “the end of western civilization."

For Roosevelt, it was necessary to
reflate the domestic economy and subdue the
congressional agrarians. While the Europeans
pressed for monetary stabilization, the goal of
the conference in the president’s mind was to
preserve “his freedom to act on the domestic
scene” and “to raise the [commodity] price
level” The international conference should
thus “go along and work in our New Deal
direction ‘of debtor relief, price raising, and the
increase of purchasing power if there was to
be anything’to cooperate about.”

The G-20 meeting of April 1-2,
2009, ended much more amicably and
optimistically, with verbal agreement on
cooperation for extensive reconstruction of
financial regulation, as well as an expansion of
credit through the IMF, aid to poor countries,
and a pledge to resist trade protection.

Volume 2| Issue 2

President Obama is much more attuned
to global responsibilities than the pre-war
Franklin Roosevelt (or G.W. Bush throughout
his administration). However, it is success in
domestic policy that assures reelection, and
diplomacy thrives mostly in the last two years
of an eight-year presidency. International
coordination thus cedes priority in the early
years of an administration to immediate
political needs. And the United States is not
alone in putting national interests above
international demands, in the 1930s or 2000s .8
Of course, there is greater interest in
Europe than in the U.S. for establishing some
degree of international control of financial
practices, as the only way to reign in an
American system gone mad. The U.S. failure
to regulate its financial products infected the
rest of the world, and if the U.S. is not willing to
regulate itself, others will attempt to establish
supranational regulatory authority. °

Institutional Competition over
Economic Regulation

But inaction on the part of the United
States is extremely unlikely. Though Secretary
Geithner has made very general recent
proposals for restoring and modernizing
national financial regulation, the president
has observed that he expects Congress to be
deeply involved. Indeed, that has always been
the case. At the beginning of national business
regulation in the late 1880s, Congress took the
lead and the president was almost invisible. In
the next two regulatory surges, the president
was much more involved, but Congress,
always mindful of its Constitutional duty to
regulate interstate commerce, and far closer
than the president to the economic distress
of less advantaged constituents, was a strong
contender in the shaping of regulatory law.
In many cases of Progressive Era and New
Deal regulation—for example, in railroad,
antitrust, labor, commodity futures, trade
practices, deposit insurance, the separation
of investment from commercial banking, and
the establishment of federal regulation over
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securities trading, Congress took the lead
and the president struggled to influence the
legislative process.?

By the time President Wilson took
office in 1913, Congress was already at work
on creation of a federal banking system (the
Federal Reserve); by Roosevelt’s inauguration
in 1933, congressional Democrats were
enmeshed in drafting bills for federal
deposit insurance (despite the President’s
opposition),’! and made the United States the
first country to enact such a system, decades
ahead of other democracies. Congress—acting
through the typical Progressive and New Deal
era reform coalitions of agrarian Democrats
and Midwestern progressive Republicans--
had attempted to regulate securities trading
in 1914, but President Wilson's opposition
delayed such government supervision until
1933;'2 the House had, by that point, been
investigating securities trading and the need
for federal control of the stock exchanges
for almost a year under the guidance of
committee counsel, Ferdinand Pecora.

In 2006, as in 1930, Democratic
victories in congressional elections preceded
the election of a Democratic president and
that, along with its active institutional tradition
in interstate commerce regulation, gave the
legislature a head start on new legislation.
There is no reason to think this institutional
activism has faded. The fact that Congress
has taken its time with investigations of “what
went wrong” and given priority to stimulus
packages and alleviation of immediate
distress through attention to the housing
mortgage crisis, small business credit ,and
credit card debt alleviation'* should not be
interpreted as an indication of legislative
disinterest in permanent legal remedies to
prevent recurrence of the exposed financial
wrongdoing.

The House of Representatives usually
takes the lead on regulatory law, by virtue
of being closer to its (generally) smaller
constituencies, and standing for more
frequent election, as well as the Constitutional

requirement that tax legislation begin in the
House. Further, House members serve on
fewer major committees, and thus specialize
to a greater extent than Senators. A broad
generalization, aided by the fact that Senators
were only popularly elected after 1913, over-
represent small and conservative states west
of the Mississippi, and usually have much
more expensive campaigns to fund than
Representatives, is thatregulatorylegislationin
the House will be stricter than in the Senate.

It is thus Representative Barney Frank
of Massachusetts, Chair of the House Financial
Services Committee, who will play the lead
role in producing new financial regulation,
in a committee with a history of populist
regulatory tendencies.’* And Frank himself
might be described as a modern day Populist,
never enthusiastic about deregulation, close
to organized labor, sympathetic to debtors,
and less dependent on the finance industry for
campaign contributions than the President,
his Chief of Staff, or the finance industry’s
favorite beneficiary, Senator Chris Dodd of
Connecticut, chair of the Senate Banking
Committee.’®

Frank is intent on rebuilding and
modernizing financial regulation, particularly
extending federal control over “Hedge funds,
private equity funds, investment banks —
anything that’s not a bank” under existing
regulations. His committee will also seek federal
supervision over the securitization of financial
products, and executive pay practices, the
latter in order to remove perverse management
incentives to take undue risk.’® These concerns
line up closely with the regulatory goals of
the G-20, particularly those of the strongest
regulation advocates, Angela Merkel of
Germany and Nicolas Sarkozy of France.?
The House committee’s bill will no doubt get
watered down in the more conservative Senate
but the final congressional bill to regulate the
finance industry may be expected to exceed
in toughness and specificity the proposals of
the executive branch, if history is a reliable
guide.®® House populists, then, should be the
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natural allies of Europeans seeking stronger
U.S. financial regulation.

Party, Region, and
Triangulating Presidents

Populism,  historically, = emerged
from the agricultural and mining regions of
the South, Midwest, and Mountain states
in the 1890s. A century later, in the midst of
recession, an outburst of financial populism
put a scare into bankers and the conservative
Federal Reserve Board.” In the difficult
economy of the late 1970s and early 1980s, as
well as the recession of the early 1990s, (the
last episode of full-fledged populist challenge
before the present era), some residue of the
old populist era geopolitics was still present
in the willingness of farm districts and states
to challenge bankers (both private and
central). But in congressional efforts to wring
lower interest rates, more transparency, and
democratic responsiveness from the Federal
Reserve Board, agrarian regions were joined
in the 1980s and early 1990s by Democratic
Congress members from urban constituencies
(mostly northern) that were experiencing
relatively high unemploymentand low median
income.

Though little came of the hundreds
of Fed-curbing bills introduced in the House
and Senate, the populist agitation was serious
enough that President Clinton used it (in
classic“good cop, bad cop”fashion) to pressure
the Fed to loosen up on monetary policy.
One might argue, then, that congressional
populism was instrumental in persuading Fed
Chair Alan Greenspan to ease off the brakes on
money and credit creation—a development
that was a major cause of the unprecedented
economic growth of the Clinton years.?°

But in Clinton’s second term, with
a rambunctious Republican majority in the
House and Senate, and the president in full
“triangulation” mode, populism gave way to
a neoliberal juggernaut led by the president
himself. The 1933 Glass-Steagall Act separating
investment and deposit banking was
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repealed, with strong presidential support,
by the Gramm-Leach-Bliley Act in 1999, and
administration economic advisors Larry
Summers and Robert Rubin (along with Fed
chair Alan Greenspan) formed a bi-partisan
alliance  with congressional Republican
deregulators led by Texas Senator Phil Gramm
to loosen the last restraints on financial
creativity. When those fateful regulatory
actions of 1999-2000 and the Bush era’s broad-
based deregulation program are undone with
a new surge of financial regulation this year,
we may well see the old financial populism
reborn in Congress, with a mostly Democratic
coalition (perhaps joined by a few farm region

The U.S. Capitol Building, in Washington D.C.

Republicans). It will probably resemble the
Democratic-led populist coalitions of the early
1980s and 1990s.

The Republican Party has currently
retreated to its southern/plains/mountain
bastions (regions that were, in fact, the
1892 populist/Democratic base, but now
constitute the electoral map’s solid red
regions); but red/blue polarization appears
more prominently on taxation and budget
matters. In this economically remarkable
period, the commitment to rebuilding a strong
regulatory system may enjoy some bipartisan
support.?’ One of the interesting debates will
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be on whether to make the Federal Reserve
Board the national “systemic regulator”
with extensive discretion to supervise and
intervene in the practices of financial and
insurance firms deemed too large to fail. As
discussed above, there are deep reservations
in both parties about investing the Fed with
this unprecedented and highly discretionary
regulatory power. This is particularly true in
the House, which has less influence over the
Fed (given the Senate’s sole participation
in confirming executive appointments),
and which has historically had a very rocky
relationship with the central bankers. Agencies
of proven competence (and more respect for
Congress) like the Federal Deposit Insurance
Corporation, and even the Securities Exchange
Commission and Commodity  Futures
Regulatory Commission as they existed
before 2000 have historically enjoyed more
popularity in the legislature. But regulatory
fragmentation is now recognized as a large
part of the problem, so those reservations may
have to be overcome, with soothing promises
from Fed Chair Bernanke.

President Obama probably saw
himself, before the summer of 2008 when the
financial crash became so visible, as another
“triangulating” president in the Clinton mold.
He relied on Clinton’s Treasury Secretary Robert
Rubin, and his Economic Council chair, Larry
Summers, for advice, though their “insider”
status and Rubin’s role in the deregulation
juggernaut and the downfall of Citicorp were
evident. He even brought into his advisory
circle Paul Volcker, Jimmy Carter’s Fed nemesis,
despised by congressional populistsintheearly
1980s. Since taking office, he has continued
the Bush administration’s bailout policies,
with few restrictions on the rescued firms. Like
all presidents, he endorses new regulation
only if it leaves considerable discretion to his
conservative economic policy appointees. He
has even used a version of Clinton’s “good cop,
bad cop” game in trying to convince financial
elites to support a modicum of regulation. As
he told a recent gathering of major bankers,

“My administration is the only thing between
you and the pitchforks.??

What sort of new regulatory system
emerges from this president-Congress-Wall
Street tug of war will depend on how much
societal pressureisfelt by members of Congress
to punish the capitalists who brought down
the world economy, and keep them from doing
it again. In severe crises, as Frances Fox Piven
and Richard Cloward have argued, economic
elites are discredited and an opening to the
left appears, which, in combination with
social unrest and mobilization of the have-
nots, can produce rare episodes of reform.?
But as IMF economist Simon Johnson argues,
the elite American financiers who caused the
crisis, with their “ever larger gambles with
the implicit backing of the government, until
the inevitable collapse,...are now using their
influence to prevent precisely the sorts of
reforms that are needed, and fast, to pull the
economy out of a nosedive."*

The New Deal did dethrone some of
the era’s financial oligarchs, but Johnson is
pessimistic that today’s financial elite, more
powerful than ever, can be persuaded, or
threatened, to allow re-regulation. What is
really needed, he argues, is to break up the
elephantine structure ofeconomicand political
power that is today’s financial sector.®

The New Deal was able to do this to
the worst surviving offenders—the public
utility behemoths that had defrauded so many
investors. The 1935 Public Utility Holding
Company Act that broke them up into less
powerful pieces was a populist triumph
that seems impossible today. Indeed, the
Obama administration (like its predecessor)
is going the other way. It is encouraging
banks and investment firms to merge, and
helping the giants to stay afloat with public
subsidies. The administration is even working
to help the large bailed-out firms escape
congressionally-mandated restrictions, with
Treasury-discovered loopholes and Enron-
style special entities.”® Given the huge sums
candidates in the U.S. electoral system have
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to raise, and the increasingly “plebiscitary”?’
nature of presidents who are self-recruited
and self-financed (rather than chosen and
supported by their party activists and officials,
or public funding), the power of those with
large reserves of cash for electoral campaigns
may have passed a tipping point that leaves

It is, however, too early to rule out that
the politically-astute president will join the
gang with the pitchforks. Certainly, the fact
that the ranks of the pitchfork wielders have
now swelled to include French and German
leaders will increase the pressure on Obama
to raise a trident of his own.

regulatory populism impotent.
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Is America really in decline as a global superpower? We examine current arguments for
America’s economic decline and argue that a purely economic analysis is insufficient for evaluating
acountry’s status as a global superpower. Our comprehensive definition of superpower incorporates
military strength, internal stability, and the global attractiveness of a state’s culture and ideology that
it presents to the rest of the world. America is the only state fitting of this comprehensive definition of
a superpower in the 21st century, while all other states frequently cited as emerging global powers

fail to meet the criteria we lay out in this paper.

The Rationale Behind American Decline

Obama’s presidency comes against
a growing consensus that America is in the
beginning phases of decline as the definitive
global superpower. In 2009, GDP estimates
and growth figures point to an increasingly
diminished role of the United States in the
global economy.' As America faces what many
consider to be the worst economic crisis since
the Great Depression, many have also begun
to question the credibility of the United States
as the financial center of the modern world. Is
there a case to be made for America’s economic
decline, and will America’s reduced economic
status in the 21st century compromise its role
as the world’s sole superpower?

To be sure, theories about the decline
of America’s power are as old as American
power itself. During the 1960’s, the Soviet
Union’s charge into space, economic growth,
nuclear strengthening, and the increasing
spread of communism around the world
served as the bases for many theories on
America’s demise from security and economic
perspectives. In light of American failures in
Vietnam and the continued U.S.-Soviet arms
race, the next decade saw more predictions of
decline centered around national security. In
the 1980's the focus shifted to economics as
the world witnessed Japan’s rapid economic
development and the U.S. began showing
signs of over-stretching. With the end of the
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Cold War, there was talk of America’s moral
demise in a post bi-polar world that no longer
had single superpower domination.? None
of these theories came to fruition, but that is
no reason to dismiss more recent concerns
without thorough examination.

The economic decline of the
United States has been articulated in many
arguments, the most prominent of which is
that the United States has become a debtor
nation, borrowing large sums of money from
China as credit for continued economic and
budgetary expansion. Chinese possession of
large numbers of American T-bills has been
cited as a major threat to economic security.
Another oft-cited sign of decline has been
America’s industrial decline, as other nations
begin to supplant America’s productive role
in the world industrial market. Needless to
say, the economic concerns confronting the
United States are considerable.?

There are also more normative
arguments. In his Foreign Affairs article, even
though he makes clear that the United States
is not suffering from internal economic
deterioration and will probably maintain
its dominant share of the global economic
pie, Fareed Zakaria makes the case that the
United States will have to eventually accept
a diminished global role as a result of the
economic rise of the rest. “The rest that are
rising are embracing markets, democratic



government (of some form or another) and
greater openness and transparency. It might
be a world in which the United States takes up
less space, butitisone in which Americanideas
and ideals are overwhelmingly dominant.
Zakaria also points out that the United States’
role in global finance is shrinking, with the
rising states of Asia and even the established
states of the Eurozone playing increasingly
important roles in global finance and
witnessing a faster overall growth of financial
stock.

The recent financial crisis has only
strengthened arguments about America’s
financial decline, adding the questionable
future of free-market capitalism into the
mix. Resulting from tangible financial losses
as well as the loss of financial credibility and
confidence, some believe that the global roles
of the United States and the European states
will shrink in tandem with those countries’
economies and financial sectors.®

The 21st Century is Different

We do not wish to, by any means,
dismiss the importance of economics in
international relations or global politics,
but rather to reconsider the significance
of economics as a measuring stick for how
we conceive superpowers. As the world
progresses into the 21st century, a purely one-
dimensional economic evaluation of a state’s
superpower status has become increasingly
insufficient.

One can easily see that, on the most
basic level, that a country’s economic size and
importance as a center of global finance does
not necessarily correlate with its importance
in international affairs. Economic size is usually
measured in GDP, or Gross Domestic Product,
which is equal to the total value of domestic
consumption, investment,  government
expenditure, and net exports. Japan, which
ranks second in total nominal GDP, holds
very little sway in international politics, while
countries with increasing regional influence
like Iran and Venezuela have economies more

than ten times smaller than Japan, by most
estimates.®

Recent surveys of the world’s top
financial centers also blur the connection
between the importance of a state’s financial
sector and its influence in global affairs. In a
2008 survey of the world's top financial centers,
one will find the Swiss cities of Geneva and
Zurich ranked seventh and fifth, respectively.’
Two things appear clear: having top financial
centers within a state’s borders does not qualify
it as a superpower (Switzerland), nor does the
absence of a top financial center disqualify a
country from having prominence as a regional
or global power (ex. Russia, India, Venezuela,
Brazil, France, Saudi Arabia, Iran).

The increasing pace of globalization
has also complicated the importance of a
country's GDP figures as a determinant of
its influence in international affairs. The rise
of the United States as a global superpower
came about mainly as a result of the long
standing American traditions of openness and
innovation. The United States owes much of
its historical ascent to its ability to attract the
ingenuity of vastly diverse groupsof peopleand
to channel that human capital into industrial
innovation and economic dynamism.? World
War One gave America an opportunity to
showcase its might as a regional power, and
after the Second World War left most of Europe
in complete ruin, the balance of power shifted
westward and America established itself as a
premiere global superpower. But, historical
circumstance aside, what made America
into the economic giant that it is today? We
maintain that it was a distinctly American
commitment to innovation, industrialization,
open trade and liberalized economics that
shot America onto the global scene and
kept it there for the remainder of the 20th
century. This is where America derived much
of its original advantage over other countries,
but as more and more countries embrace
democratic governments, open trade policies
and market-oriented economies, it is no
wonder that America’s share of the global
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GDP pie will diminish to some extent. Zakaria
provides an elaboration of this concept: “Over
the last 20 years, globalization has been
gaining breadth and depth. More countries are
making goods, communications technology
has been leveling the playing field, capital has
been free to move across the world—and the
United States has benefited massively from
these trends.” In many respects, the world has
become more of a leveled playing field where
economic imbalances are likely to have less
pronouncement. Pure GDP comparisons are
no longer sufficient.

Towards a More Comprehensive
Definition

A more comprehensive definition of
superpower is needed for the increasingly
globalized world of the 21st century. We
stress at least three factors: the importance
of military capabilities (along with the
concomitant influences of these capabilities),
internal stability, and the global attractiveness
of a state’s culture and ideology. The intention
here is not to overlook economics—we
have already shown why a purely economic
evaluation is insufficient, and all of these three
criteria are dependent on the existence of a
functional economy. Of all of today’s powers,
the United States is the only one that possesses
significant strength in all three categories.

In the 21st century, a state’s military
strength will remain relevant for its sway in
international affairs. But many would argue

Local villagers in Afganistan receive aid from US military forces
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that, because of the decreasing fear of direct
attack between established nation states,
military force is no longer as relevant in the
21st century. Moreover, many economic and
ecological goals of growing importance are
not achievable through military means.’ To a
certain extent, we agree that pure military force
and second-strike capabilities are perhaps
less important than they were before, but the
military aspect of state’s superpower status
cannot be overlooked. The ability to project
power around the world is of paramount
importance to any superpower, and, as recent
operationsinPanama,Haiti,Somalia,thePersian
Gulf, and Afghanistan show, coercion remains
a strong force in international diplomacy. The
first element of military strength is a simple
relative advantage over other states. The ability
to easily deter and defeat potential threats
and enemies will always be a top military
objective for any superpower. Additionally,
defense and security obligations are a way for
a potential superpower to expand its power.
By guaranteeing the security of other states,
the superpower forces protected countries to
buy into the international system that serves
the best interest of their protector. Training
missions are another way of extending
geopolitical power through military means.
Military training enhances the military
capabilities of allies while building important
cross-military ties that serve to strengthen
future relations. Finally, military arms sales are
invaluable for international influence. Besides
strengthening the diplomatic relationship
between a superpower and an ally or potential
ally, arms sales symbolize a commitment and
high level of trust between the buyer and the
seller. Buyer states trust that these weapons
will not be used against its interests while
the seller state trusts the buyer to both help
supply the spare parts and the training for the
weapons.

The U.S. is the global military leader
on both of these fronts. The size of the United
States’ economy also allows it to outspend the
rest of the world in military expenditures while
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utilizing less than 5% of its GDP on military
spending.’”® The United States has utilized
these expenditures to create a force at least
twenty years ahead of its closest competitors.
The money invested in the late eighties and
early nineties gave birth to a generation of
military hardware that has yet to be matched
by any country. The American ability to
project power is also unrivaled. During the
first Persian Gulf War, American generals
were frustrated by their inability to build up
substantial forces in Kuwait quickly. Since
then, the United States has greatly expanded
its ability to quickly deploy forces anywhere
in the world on short notice. Aircraft carriers,
amphibious assault ships, ballistic submarines,
and long-range bombers give the United
States the unprecedented ability to rapidly
project force anywhere in the world. American
military power is an especially potent tool
because it is one of the most fungible forms of
power. Fungibility is the ability of one form of
power to influence other realms of influence.”
Military power is highly fungible because it
influences diplomatic relations and political
decisions. American military power not only
allows dominance in battle but also holds
much influence over other areas of influence.
The second criterion for a superpower,
one greatly overlooked by those who argue
for the decline of America and the rise of other
regional powers, is a state’s internal stability.
As far as it concerns a superpower’s leverage
and maneuverability in international relations,
internal stability is crucial because a state must
beabletomakeforeignpolicydecisionswithout
the looming threat of its citizens revolting
againstand taking over the government.This is
by no means an endorsement of governments
not being held accountable to the people
who elect them. Quite the opposite: the state
must be accountable, but only through well-
defined and respected means of electing,
changing, and transferring power. Internal
stability also concerns societal stability, ethnic
harmony, and the absence of destabilizing
separatist movements. It is not our intention
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here to overlook deficiencies and inequalities
in American society, but we do argue that
American society and the American institution
of democracy are and will remain stable. We
need not look further than the last fifteen years
of American history to see just how stable our
institutions really are. In this period, Americans
witnessed presidentialimpeachmenthearings,
an historic 2000 election that challenged the
very roots of our legal processes, a domestic
terrorist attack that cost the lives of more than
2,000 citizens, and two foreign wars. And yet,
the fabric of American society held together,
andthe system continued to work.The election
of Barack Obama as the forty forth President of
the United States is just another indication of
the societal progress that America has made
and will continue to make in the future.
Although our first two superpower
criteria are more fitting of a realist perspective,
we cannot avoid taking a neoliberal
perspective in advocating the importance of a
state’s culture and ideology that it presents to
the rest of the world. Joseph Nye's concept of
soft power comes into play here. A nation, by
pure virtue of its identity, can attract nations
to its influence and expand its relative power
in the world. This identity is composed of a
nation’s values and culture. A sellable culture
andideology is necessary for a superpower not
just for material purposes such as attracting
immigrantsbutalsofortheimmaterial objective
of creating a positive global perception. If we
integrate a constructivist standpoint—which
maintains that the structures of international
relations among states are determined by
shared ideas instead of material forces—into
our comprehensive definition of superpower,
then the global perception of a superpower’s
culture and ideology is just as important as
the superpower’s military might and internal
stability.”? We cannot speak for the peoples of
the world, nor can we make a claim about how
citizens of different states perceive the United
States. But we believe we can make a case for
the culture and ideological image of America
thatmost Americanswouldliketoprojecttothe
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rest of the world: one characterized by limitless
individual possibility and a commitment to
democracy and capitalism. The New York
Yankees, Coca-Cola, and McDonald’s arches
are perhaps the greatest symbols of the global
appeal of American culture and America’s
superpower status. Critics of this constructivist
view would question the value of soft power.
As an answer to this, we would point to Nazi
Germany as a nation that possessed the more
traditional means of power, but didn't have a
culture that attracted other nations to its side.
Only through force was German hegemony
maintained in Central Europe. Had Germany
held cultural and ideological sway over its
Central European allies, then its allies would
not have defected over to the Allied side at
the first opportunity. America, on the other
hand, has very strong allies because it holds
a tremendous amount of cultural influence.
This is the mechanism through which an
attractive culture and ideology translates into
international influence.

The Case Against The Rest

The United States is not simply
fitting of this comprehensive definition of
superpower—it is the only state that is and will
be fitting of a unipolar superpower status in
the foreseeable future. No other state or region
of the world is fitting of this denotation.

The Russian Federation has been
mentioned by Zakaria as a country on the rise,
ascending to its old status as a world leader
and power. However, the Russian Federation
does not come close to meeting the definition
of a superpower that has been set forth in this
paper. Militarily, Russia remains a shadow of
its former self. Neglect has left large stocks
of weapons useless and a counterproductive,
nepotistic and cruel culture has emerged
within the military community. Additionally,
the Russian military never fully designed and
produced a set of weaponry comparable in
quality to weaponry produced by the U.S in
the eighties.

As for internal stability, the Russian
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Federation is in a bad situation. The Caucus
republics have grown more and more unstable
since the fall of the Soviet Union. Only the
presence of the military and heavily armed
internalsecuritytroopsmaintainsorderinthese
regions. Separatist rebels have found common
cause with Al-Qaeda and have become part of
an international terrorist network with vast
resources. These networks have already struck
within Russia with great effect. Partly as a
consequence of the increasingly authoritarian
government—which is moving further and
further away from even the most imaginative
conceptions of a democratic state—there is
little respect for property rights. Organized
crime and corruption have corroded the
average individual’s ability to hold and invest
in property.'

Russia ultimately lacks something that
it possessed with great strength throughout
the Cold War: an ideology with universal
appeal. Communism was at times very
popularin countries crucial to Russian national
security interests, but Russian nationalism is
no substitute for communism and does not
give the Russian Federation the amount of
international leverage possessed by the Soviet
Union. Russia will only be relegated to the role
of a second-rate power for the foreseeable
future.

India, with its rapid growth rate and
possession of nuclear weapons might also
be described as a rising power capable of
assuming a certain level of global leadership.In
terms of economic growth, which is necessary
for bringing millions of Indian citizens out of
poverty, India’s long term economic expansion
will be hampered by several long-term
economic maladies. The socialist legacy of a
large bureaucracy hurts growth while a lack of
infrastructure will severely limit Indian growth
until rectified.

Militarily, India will be limited by the
need to defend itself from a hostile Pakistan
and an increasingly powerful China. These
defensive considerations will forever limit
India’s ability to project military force beyond

II=EIII



India’s sprawling slums are one of the challenges
facing India’s rise as a superpower

its own borders. Internally, rising Hindu
nationalism has added an element of instability
to an already volatile domestic scene. Ethnic
and religious strife threatens to destabilize
regions withinIndia as well as upset the already
delicate political balance. If marginalization
continues, ethnic and religious minorities may
feel compelled to resort to violence to achieve
their goals. Finally, although a democracy,
India has never really attempted to embrace
or export an ideology with broad appeal.
The rising Hindu nationalism will only further
corrode India’s ability to utilize its own soft
power. These limitations will undoubtedly
hamper India's power for the foreseeable
future.

Brazil has in recent years been cited
as a power rising in South America that
will challenge American hegemony in the
Americas. However, Brazil must overcome a
myriad of obstacles before it can even begin
to be considered a world power, let alone a
superpower. Its current growth rate is about
five percent but it has yet to develop any
solid infrastructure.’ Brazil has little ability to
project military power beyond its own borders
because Brazilian military operations will be
confined for the next several decades to South
America and to peacekeeping operations. As
for internal stability, Brazil is suffering from a
crime wave that shows no sign of abetting.
Gangs control large swathes of Brasilia and are

spreading throughout the country. The drug
trade remains rampant, with more groups
operating in Brazil’s jungle regions, and Brazil’s
population consuming the second-highest
level of cocaine in the Americas. Organized
crime and violence associated with the drug
trade continues to be a destabilizing threat.
As for ideology, Brazil has yet to establish
a strong democratic tradition, having only
recently emerged from a military dictatorship
in 1985. Currently, Brazil is suffering from
a great financial crunch that threatens to
economically destabilize the country for years
to come. Brazil has a long way to go before it
can be considered a major power.

The European Union has been
described by Mark Leonard as possessing the
traits befitting a rising power. Without a doubt,
the European Union has a huge share of the
world’s economic might. However, economic
might and influence is the only area in which
the EU has substantial clout. Attempts to
create a united military command have barely
gotten off of the ground, with states reluctant
to cede any authority over military affairs.
The much-touted rapid reaction force is in
actuality only a listing of units that could be
made readily available in the event of a crisis.
After joining the European Union, Eastern
European states were encouraged to actually
reduce their military in order to fund services
and promote stability. Hardly any Western
European countries maintain their defense
spending above 2% of their GDP."”® As a result,
many European militaries are completely
unprepared to mount large independent
operations. The European internal political
situation is not conducive to quick decision
making or even consensus building. This
is evidenced by the repeated failure of the
passage of the European Constitution. Quick
decision making is a luxury not enjoyed by
the European Union. The lack of a united
national identity makes internal stability a
huge problem for the European Union. Risky
overseas ventures will never meet the required
unanimous consensus required for collective
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action.

Itis hard to make a case that the EU has
a common culture that is recognizable on the
world stage. Additionally, the recent economic
crisis has exacerbated tensions within the
European Union, with the Eastern European
states clamoring for aid that the Western states
wish not to give. The frictions exposed by this
financial crisis betray the fact that the European
Union is incapable of assuming great authority
in the international stage. Although the EU
may have the potential to act as a world power
on the geopolitical stage, it is certainly unable
to summon the high threshold of support it
needs to do so. It is also worth noting that the
EU and the U.S have many goals and interests
in common, which curbs European motivation
to participate in politics on a greater level with
more responsibilities.

China is the state most cited as the
risingsuperpowerontheinternationalstage.lts
double digit growth rate has impressed many
economic analysts while diplomatic success
has convinced the world of Chinese foreign-
policy prowess. However, China possesses
several glaring weaknesses overlooked
in most analyses. First and foremost, the
Chinese economy has yet to fully tap into its
potentially lucrative but unevenly developed
domestic market. Additionally, there are a
myriad of state run enterprises that were never
privatized, reducing the long-term efficiency
of the economy. A weak banking system leaves
little protection in times of economic peril.
Economic success has also led to the rise of a
middle class. This class has unique economic
and political needs such as social mobility and
certain levels of individual freedom. We can
only speculate, but the Chinese government
may face problems when giving into the
demands of this growing class.

The Chinese have yet to develop
a military force capable of projecting
overwhelming force on a regional basis.
Granted, construction has begun on their new
navy, but it will be many years before they
even begin to develop a blue-water capacity.'®
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While in possession of some high-quality
equipment in certain units, the majority of the
People’s Liberation Army is still equipped with
weapons of inferior quality.

Throughout recent history China
has only intervened in its immediate region,
casting doubtastowhetherornot Chinawould
even desire to shoulder the responsibilities
of a great power. More importantly, the area
where the China's power suffers the most is
internal instability. The abandonment of pure,
messianic Communism thirty years ago has
forced the Chinese to sell a new ideology
to their people. This ideology is essentially
Han Chinese nationalism with the promise
of rapid economic growth. This strategy
has so far proven useful, but may prove to
be detrimental to long-term security. Han
nationalism is a potential powder keg. Failure
to meet the expectations of an increasingly
nationalistic population could lead to
internal destabilization and riots. The uneven
distribution of wealth has already led to
simmeringriotsinthe country’sinterior.Further
harming stability is the fact that minority
populations within China have also become
increasingly marginalized, leading some of
them to turn to violent resistance against the
government. Finally, the promise of economic
growth makes support for the government
contingent on economic success. This
potential for internal instability prevents the
Chinese government from taking substantial
foreign policy risks. If the Chinese government
experienced a major foreign policy failure, it
might see a devastating backlash of public
opinion. In terms of having an exportable
ideology, the abandonment of communism
has also left nationalistic China ideologically
weakened, limiting its soft influence outside
of its own borders.

Conclusion

For the time being the world will remain
unipolar with the United States as the sole
global superpower, but will it always remain
so? It is highly unlikely that the United States’
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military superiority or internal stability will
diminish in the foreseeable future, but the
global perception of the United States is much
more subject to change. If the United States is
to remain the sole global superpower, it must
continue to reify the cultural and political
principles that made it a global superpower. It
must,in asense,continuetobeperceivedasthe
global standard of progress and opportunity,
as well as might and influence. The election
of Barack Obama, the first African-American
president, is a step in the right direction. But
the way in which the United States reacts to the
financial crisis may be the most important test
for Americans. We believe that America must
take leadership in leading the world out of
the current financial crisis— the United States
must act in such a way to save the free market
institutions that have driven so much global
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growth in the past centuries. If the United
States fails to take leadership in the global
economic recovery process and responds with
increased levels of protectionism, it would
harm the global attractiveness of its values and
ideology and experience a real contraction of
its influence in global politics. If America seizes
the opportunity to lead the global economy
out of the current crisis, this would be the
newest reaffirmation of its status as the sole
global superpower.
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United States Policy and Latin America
an Interview with former Secretary General of the Organization

of American States

. . . . Ambassador Luigi R. Einaudi
H

former Secretary General of the Organization of American States
Distinguished Visiting Fellow at the Institute for National
Strategic Studies, National Defense University

Ambassador Einaudi spoke at Cornell at the invitation of the Mario Einaudi Center for
International Studies to commemorate the 20th anniversary of the Luigi Einaudi Chair in European
and International Studies named after his grand-father. The Board of the Cornell International Affairs
Review had the privilege of conducting an interview with him during his visit. The following article,
produced here with his permission, is an edited transcript of this interview. The Board of the Cornell
International Affairs Review thanks Ambassador Einaudi for his support.

The United States under the new
administration has a chance to develop the
good foreign policy towards Latin America
it needs. But it first needs a good global
foreign policy. The United States, after all,
has a global reach and global involvements.
Latin American countries do too, even if to a
lesser extent. | recommend no special policy
for Latin America. The United States needs a
global policy, before defining regional policies.
US global policy has been a failure in the last
years. It has not supported international rule of
law. It has not fostered cooperation on global
issues beyond its immediate interests, and
consequently, left itself unable to obtain the
spontaneous cooperation of other countries.
Tohaveagood overallforeign policy the United
States must begin by supporting international
law through the existing institutions and body
of laws such as the International Criminal
Court, law of the sea treaty, active participation
in environment and human rights. The
unilateral intervention in Iraqg, for instance,
was chilling for Latin America, given the
importance of international law in the region
and the complete ill-regard of the United
States in by-passing several conditions agreed
to in international treaties. The single most
important necessity for the United States is to
restore a sense of US respect for international
law, and accepting existing treaties. The United
States needs to put an end to Guantanamo.
Rule-based engagement would strengthen
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the ability of the United States to get support
for all its objectives.

What countries matter for United
States foreign policy? They all matter. The

problem with the Bush administration is
that it did not listen. Other countries felt

Ambassador Luigi R. Einaudi
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ignored and humiliated. To correct this, the
next Administration will need to listen and to
strengthen US representation in international
organizations. This would increase its ability
to participate in international dialogue. The
United States needs a diplomatic surge.
For that, it needs to improve the training of
its people to be involved in foreign affairs.
The United States should require its senior
foreign service and civil servants to serve in
an international organization at some pointin
their career. In the 21 century, we can't solve
problems alone. We need the cooperation
of other countries to make our power more
effective. The United States needs to learn to
cooperate.

All countries are not the same. Some
countries punch above their weight. Brazil,
Mexico, Canada, have influence because they
have good policies as well as size. But smaller
countries also need to be paid attention to
as well. We have to look at the sub-regional
settings.

The United States needs a better
policy to address trade issues as well. Most
Latin Americans believe in free trade, but do
not support how it has been approached,

because its social and political costs have
not been addressed. Even inside the United
States, voices have risen against free trade.
Free trade has huge impacts everywhere,
and it is necessary to do a better job of taking
social dislocations into account. The United
States also needs to change its approach
in sectors where its protectionism has
traditionally belied its rhetoric, such as steel
and agriculture. Conversely, the flow of small
weapons through the United States towards
Latin America - particularly Mexico — has been
far too free. That is one illegal activity that
must be stopped.

Another problem is the migration
policy and the deportations that are carried
out, sometimes without even informing our
neighbors. We have every right to deport
aliens who have committed crimes, but when
we deport them, we must account for the
impact on the receiving country, or we will
simply be strengthening international gangs
and transnational crime.

A “European Union” of the Americas
is out of the question. Cooperation in the
Western Hemisphere is defined politically, not
economically. In the EU, there is an obligation
of richer states toward poorer states. The
United States is not prepared to subsidize its
neighbors’ weaker economies as happens in
the European Union. Moreover, from a Latin
American perspective, the United States is an
unreliable partner and has too much power
already. Smaller countries see their sovereignty
threatened by the United States. And in
fact, the United States is also not interested
in sacrificing sovereignty, even to attain
common objectives. At this point, it would be
important for more Americans to understand
that sovereignty can be strengthened through
cooperation.

A functioning EU of Latin America
without the United States is also unlikely.
Most of the region’s countries have a greater
tradition of uniting against the United
States than in cooperating with each other.
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Latin America is not a cooperative region.
The tragedy of Venezuela, for example, is
petroleum. The revenues have never been
properly distributed. Chavezis a product of the
people who preceded him. In the mid-1970s
Venezuelaasserted control over the operations
of petroleum companies and created PDVSA.
Venezuela has yet to find a working formula.
In the words of Mariategui, “the independent
history of each of Latin America’s countries is
an anti-history of each of its neighbors.”

The disparity of power between the
United States and its neighbors creates many
special problems. But if the United States
had better relations with other major world
countries, it would also improve relations with
Latin America. It is a mistake to think that Latin
America can be carved out from the world.
The times of the Monroe Doctrine are over.
For example, relations between Latin America
and China are growing, are good for the
economy, and therefore in the interest of the
United States, as it wants to have stable and
prosperous neighbors. Moreover, in today’s
world, unless these countries can deal with
others, they won't be stable.

The United States has an imperial

outlook in Latin America, but it does not have
a colonialist outlook. Animperial outlook lacks
the element of responsibility which comes
with colonialism. Latin Americans often think
that the United States wants to influence them
more thanitreally does. The American imperial
outlook is not regionally defined, but globally
defined. US political leaders tend to think that
US power is essential to the stability all regions
of the world, not just to Latin America. And
US businessmen also have a global outlook.
When NAFTA was signed, for example, some
American business men were not happy, as
they saw their interests as global, and thought
they might be limited to this hemisphere.

The Organization of American States,
OAS is not the Monroe doctrine. The survival of
afunctioning western hemisphererelationship
is of as much interest for Latin America as for
the United States. The problem with the OAS
is that the United States lacks the interest to
work seriously on regional problems such
as drugs and the environment that require
a multilateral framework to be dealt with
successfully. Regionalism can be very helpful
butit must be founded on the basis of universal
principles, participation and support.

Signing of the NAFTA Treaty, December 17, 1992 by U.S. President Bush, Canadian
Prime Minister Mulroney, and Mexican President Salinas.
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This ongoing dispute clearly concerns the United States, the long-term third party in peace
negotiations, and a close ally of Israel. However, now more than ever European and Middle Eastern
states are invested in the resolution of this conflict. The stability of Israel and the humanitarian
status of the Palestinians depend upon the resolution of this conflict. So, what should President
Barack Obama hope to accomplish in the coming months, in light of the overwhelming array of
issues already on his agenda? And what should the rest of the world expect from U.S. foreign policy
regarding the Israeli-Palestinian conflict under Mr. Obama’s administration?

Political maneuvering is already underway and the recent elections in Israel have shifted the
power structure of Israeli politics significantly to the right with Benjamin Netanyahu, leader of the
right-wing Likud Party, elected as Prime Minister and sworn in at the end of March 2009. Furthermore,
Egyptian negotiators are attempting to bridge the deep divide between Fatah and Hamas in order
to strengthen the unity of Palestinian politics, but the outcome of this endeavor remains to be seen.
As the global economic crisis continues to worsen, the attention of the world shifted from the Israeli-
Palestinian conflict to the G-20 Summit and NATO meetings. Therefore, it is the role of world leaders,
particularly the United States, to maintain focus on rebuilding Gaza and acting as intermediaries
in any Israeli and Palestinian negotiations. Secretary of State Hillary Clinton must ensure the State
Department keeps its finger firmly on the pulse of political and social activities in the region in order
to prevent renewed fighting.

The United States and Europe should have anticipated more aware of this impending crisis
and in the aftermath of the conflict, neither can afford to watch from the sidelines. Dialogue and
diplomacy are the way out of this mess, and it is in the interests of both Europe and the U.S. to engage
both sides in this dispute if further violence is to be prevented. If Mr. Obama wants to have peace
in the Middle East in our time, he will have to persuade all of the actors to sit around a table and
to talk about the conflict. The Bush administration’s strategy of strengthening Fatah and isolating
Hamas has not worked. Secret negotiations are just as ineffectual as the exclusion of certain actors.
Only a common platform for dialogue will enable the U.S. and the European Union to fulfill their
peacemaking mission.

Timeline of the Crisis
The Israeli operation began with

time Israel began its ground invasion into the
Gaza Strip on January 3, 2009, 3 Israeli civilians

an intense bombardment of the Gaza Strip
targeting Hamas bases, police headquarters
and offices, but also more controversially
civilian infrastructure including mosques,
houses, schools, and medical facilities. Israel
claimed many of these buildings were being
used by combatants, and as storage spaces for
weaponry. Hamas retaliated with attacks on
southernlsrael, reaching previouslyuntargeted
cities such as Beersheba and Ashdod. By the

were killed by Palestinian rocket attacks
and hundreds of Gazans had been reported
killed by Israeli air strikes and rocket fire.
These numbers continued to escalate while
the humanitarian situation in Gaza rapidly
deteriorated.

Many called for an immediate
ceasefire and raised valid concerns about the
humanitarian repercussions in the Gaza Strip.
United Nations Secretary General Ban Ki-Moon
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literally pleaded for an end to the violence
saying, “My message is simple, direct and to
the point: the fighting must stop. In Gaza, the
very foundation of society is being destroyed:
people’s homes, civic infrastructure, public
health facilities and schools”* The United
Nations issued Security Council Resolution
1860 that called for “an immediate ceasefire
in Gaza leading to a full Israeli withdrawal,
unimpeded provision through Gaza of food,
fuel and medical treatment, and intensified
international arrangements to prevent arms
and ammunition smuggling.? All members
stressed the importance of an “immediate
and durable ceasefire” Unfortunately, the
resolution was ineffective, unsuccessful
and ignored by Israel and Hamas, who both
continued fighting.

As of January 12 the United Nations
reported 900 Palestinians killed in the Israeli
offensive,andalmost half of the 3,860 wounded,
were women and children.? Furthermore,
multiple news sources reported that more
than 400,000 Gazans were left without
running water and around 4,000 homes had
been ruined, leaving tens of thousands of
people homeless.* The conflict came to an end
on January 18, 2009 after first Israel and then
Hamas announced unilateral ceasefires. On
January 21, Israel completed its withdrawal
from the Gaza Strip. This was exactly a day after
President Obama’s inauguration, highlighting
the fact that the conflict took place in the
remaining days of President George W. Bush’s
presidency and immediately before President
Barack Obama’s inauguration. Many analysts
surmised that Israel was emboldened in
its attack with the knowledge that neither
Mr. Bush nor Mr. Obama could legitimately
influence the Palestinian or Israeli leadership,
with the former a lame duck president and the
latter not officially sworn into office.

The Aftermath: Political and Civilian
Casualties

On March 2, 2009 it was reported that
international donors pledged $4.5 million in
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aid for the Palestinians, mainly for rebuilding
Gaza after Israel’s offensive.’ Financial support
for Gaza's reconstruction is essential, but
rebuilding Gazais only thefirststepinthe peace
process. Improving the political situation will
require much more complex and determined
diplomatic efforts. If the U.S. had been more
aware of the situation on the ground in Israel
and Gaza prior to the conflict, it would have
been more prepared for the violence to come;
it cannot risk being this unprepared yet
again. In the build up to the recent crisis both
Israel and Hamas violated conditions of the
delicate truce agreement. The six-month truce
between Hamas and Israel was continually
compromised by lIsrael’s blockade on the
Gaza Strip and the ongoing barrage of rocket
attacks launched into southern Israeli cities by
Palestinian militants in the Gaza Strip.

Since Hamas gained power in the Gaza
Strip during the summer of 2007, tensions
within Palestinian politics have remained high.
The intense divide between the two dominant
Palestinian political parties, Fatah and Hamas,
has further weakened Palestinian unity and the
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ability of Fatah’s moderate leader, Mahmoud
Abbas, to advocate for Palestinian statehood in
any negotiations with Israeland the U.S. On the
center-left, Fatah, a faction of the Palestinian
Liberation Organization, tentatively maintains
its power in the West Bank, although the party
is internally divided and tainted by charges of
corruption. However, the Islamic paramilitary
force of Hamas is unsupported by the U.S.
and many European countries that consider
the party to be a terrorist organization and an
unwilling partner for peace negotiations with
Israel.

Yet, the question of Hamas and its
status as a terrorist organization are no longer
the main focus of the debate. As Richard N.
Haass, President of the Council on Foreign
Relations wrote in an article in Foreign Affairs,
“The way out of this dilemma is to make it
clear that Hamas, and not the United States, is
responsible for the Gazans' fate. The cease-fire
agreement that Egypt negotiated is holding
for the moment precisely because the Hamas
leadership has effectively policed it, choosing
to place the needs of Gazans ahead of Hamas'
interest in ‘resistance.”® The United States
should encourage these diplomatic efforts
and allow Egypt, Israel, and the Palestinian
Authority to address their relationships with
Hamas.

The Obama administration must be
prepared to put pressure on its ally to prevent

Israeli Prime Minister Ehud Omert, left, President George
W. Bush, and Palestinian President Mahmoud Abbas shake
hands at the Annapolis Conference, November 2008
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further territorial expansion and to moderate
its newfar-rightgovernment; regionally,it must
focus on Israel, more than Hamas or Hezbollah.
Some promising steps have already been
taken by the U.S. to improve Israel’s relations
with Syria. Mr. Obama’s “outstretched” hand
has already dispatched two senior officials to
Syria for the first time in four years. Improved
relations between Syria and Israel are critical
because of the power Syria holds over
Hamas and Hezbollah. In addition, a renewed
strategic relationship could also affect Syria's
connections with Iran. As Haass notes, “A
U.S.-brokered peace between Israel and Syria
would remove Damascus as an enemy and,
in the process, likely cause the breakup of the
Iranian-Syrian alliance.”

The strategic importance of Iran is
critical to the peace process and a reality
President Obama clearly acknowledges. He
recently attempted to engage the Iranian
people via a video message in order to signal
a new US. approach, albeit coupled with
warnings that Tehran's suspected quest for
nuclear weapons and support for terrorist
groups are unacceptable. Iran is highly
important, as former CIA Case Officer and
Middle East Specialist Robert Baer explains:
“Hezbollah, Hamas, and the Shiite parties
in Iraq look to Tehran for financial aid and
support. As long as the U.S. does not solve
the Israeli-Palestinian conflict Iran’s influence
will grow.”® Mr. Obama must reengage in the
Arab-Israeli peace initiative and strategically
engage surrounding states with an integrated
approach that considers the regional
dynamics. Progress on peacemaking would
certainly get Iran’s attention and likely cause
concern in Tehran that it's bid for regional
primacy was failing.

Therefore, while the framework from
the Annapolis process remains in place,
the Obama administration must resume
negotiations and help bridge differences
between the players. The inclusion of regional
players, particularly Syria, Lebanon, and
Jordan, would work to the U.S. advantage,
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in part because these states understand the
region much better than does the United
States. Furthermore, given how much time the
Israelis and the Palestinians have already spent
negotiating, U.S.-sponsored solutions should
be proposed sooner rather than later. As long
as this inaction continues, Iran, Hezbollah, and
Hamas continue to benefit from the anger in
the Arab street and Muslim world generated
from this conflict.

Unfortunately, when it comes to final-
status negotiations, the Obama administration
will have a tough time with this new Israeli
government. Some believe that present
conditions are not propitious for solving the
Palestinian question, and the results of the
recent Israeli elections make them even less
so.” For example, Avigdor Lieberman, Israel’s
new foreign minister in Mr. Netanyahu'’s Likud-
led government, caused upset and surprise in
his first days in office due to a blunt speech in
which he declared thatIsrael was not obligated
to continue an American-backed peace effort
with the Palestinians, started at a conference
in Annapolis, Maryland in late 2007. 1°

In light of this enflamed rhetoric it
appears to many that the prospects for peace
are fairly bleak. A report published by the
Center for Strategic and International Studies
this March states that, “This may be the Middle
East that Israel and its Arab neighbors have to
live with. In fact, there is little hope of a sudden
return to a viable peace process.... Israel has
to understand that the choice between war
and peace will not always be open, and that
the Arab peace initiative that is on the table
today will not stay on the table.”*!

If the Obama administration seriously
seeks to foster peace it should emphasize
the importance of negotiating for a final-
status agreement. The United States must
encourage the Palestinians to crack down
on terrorist activities in the territories while
concurrently pressing Israel to reengage in the
peace process. Before the Gaza conflict both
sides took partial steps toward fulfilling their
commitments made in the road map for a two-
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state solution proposed by the Quartet (the
European Union, the UN, the United States,
and Russia). However, clearly the process is
stalled, and because it will take time to come
to any final status agreement, the Obama
administration should lay the groundwork for
deploying international forces and to partner
with the Palestinian forces until they can police
their own territory. Many analysts, including
Martin Indyk, Director of the Saban Center for
Middle East Policy at the Brookings Institution,
have advocated for the introduction of a
peacekeeping force in the region. Indyk
argues that, “The key issue is to get a force on
the border between Egypt and Gaza that will
prevent the smuggling of offensive weapons
into Gaza that are then used by Hamas in the
future to attack Israeli civilians.”

Finally, Mr. Obama should seek the
active involvement of Arab states in the peace
process. Arab states were ready to commit
to the peace process prior to the violence in
Gaza. Recently, following in Saudi Arabia’s
footsteps, the 21 other members of the Arab
League offered to sign peace agreements and
normalize relations with Israel. Mr. Obama
must act upon this moment, and gaining the
renewed involvement of the Arab states will
be easier if they see that negotiations are
progressing and that the reconstruction of
Gaza is underway. However, the Arab states
need to be more committed to their financial
pledges to the Palestinian Authority and to
engage more visibly with Israel throughout
the process, not just at the end.!? Perhaps
Mr. Obama'’s new Middle East Envoy, George
Mitchell, can succeed where many others
have not. Mr. Obama appointed him to this
post after Mitchell played a pivotal role in the
Northern Ireland peace process, for which
he was awarded the Presidential Medal of
Freedom by President Clinton in 1999.

With the Obama administration’s
renewed emphasis on diplomacy and dialogue
itis possible that prospects for peace between
Palestinians and Israelis remain. There are
many new challenges to confront including
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the hawkish Israeli leadership and the fraught
divide between Hamas and Fatah. However,
inaction is not an option. By combining new
strategies with the Annapolis framework, Mr.
Obama could improve Israeli-Syrian relations,
engage the Arab states, and indirectly
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weaken Iran’s influence on the region. With an
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the peace process in the Middle East or be
doomed to fail where so many have in the
past.
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Aggressive Foreign Policy an Instrument for the
Legitimization of Putin’s Regime

Georgia’s Case

. . . . Professor Vladimir Shlapentokh

. . Professor of Sociology, Michigan State University

The responsibility of Georgian President Michael Saakashvili for the war with Russia
continued to be hotly debated in Georgia, Russia and the world several months after its end.” Indeed,
there are various views about Saakashvili’s decision to attack South Ossetia. By the end of the war,
the international community was inclined to recognize the adventurous actions of the Georgian
president, but put most of the blame on Moscow for its disproportionate reaction, its bombardment
of Georgian cities, its permission to South Ossetian forces to plunder Georgians villages and kill
Georgians, as well as its long occupation of Georgian territory.?

An Unprecedented Confrontation with
the World

In fact, the Russian leaders, by
crossing the Georgian borders and leaving
their troops on the Georgian territory after
the military hostility, showed that they are not
afraid of antagonizing the world or becoming
isolated internationally. As a pro-Kremlin
Russian author stated in the aftermath of the
war, “Moscow does not have allies today.”
As a matter of fact, no one ruler in Russian
history dared to confront the world in such
an uncompromising way as Putin did. Never
during such a critical juncture was Russia
supported by so few countries as is the case in
this war.* As noted by some Moscow analysts,
the Soviet Union did not experience such a
high level of global hostility after the invasion
of Czechoslovakia in 1968 or the invasion of
Afghanistanin 1979.°

It is remarkable that Russian official
media, which did its best to present Moscow’s
behavior in the conflict in the most flattering
way, could cite only Cuba, Venezuela,
Mongolia and Syria as countries that
endorsed the invasion of Georgia. However,
none of these countries recognized the
independence of South Ossetia and Abkhazia.
By the end of January 2009, only Nicaragua,
underscoring Russian isolation, recognized
the independence of both entities, which was
highlighted in Russian media. However, so far
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even the countries that supposedly maintain
friendly relations with Russia are not in a hurry
to show their support.

Various Types of Reactions to
International Isolation

Only a few official journalists tried
to simply deny or reduce the negative
international reaction to “some aggressive
forces” in the West.® The leading reaction to
the world’s hostility was formulated directly
by the Kremlin. First, it tried to downgrade the
scale of the international opprobrium toward
Moscow’s actions. As Putin said in an interview
with German TV, “Europe and the USA are
not the whole world” Second, the Kremlin,
particularly in the first weeks after the war,
scoffed at the international condemnation,
describing it as not at all dangerous to Russia.
Even if the West was hostile, as Medvedev
suggested, nothing dangerous could happen.
He added, “We are not afraid of anything,
including the prospect of a new Cold War."
In August and September, the official media
was full of articles that mocked the possible
sanctions against Russia, suggesting that it
would damage the West more than Russia.’
With special gusto, politicians and journalists
emphasized that the West, even Europe, is not
united around a policy toward Russia—a fact,
which, however, does not belie the evidence
that even without direct sanctions Russia is
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poised to suffer a lot from the international
opprobrium toward its actions, particularly in
the modernization of its economy.'®

The Permanent Necessity of
Legitimizing the Regime

In fact, the real cause of the war and
the developments that followed was neither
Russia’s concerns about security, the desire to
protect Ossetians from “genocide” nor Russian
citizens in the Caucasus. The maintenance
of its authoritative regime was the Kremlin’s
prime purpose when it reacted to the Georgian
attack and confronted the world.

The existing regime, like any
authoritarian regime in the contemporary
world, despite the high rating of Putin, is in
permanent fear of its shaky legitimization (the
last presidential election was not seriously
defended by anybody in Russia including the
loyalists). One of the main reasons for Putin’s
hatred of Ukraine and Georgiaisthat presidents
Yushchenko and Saakashvili went back to
the “Orange Revolutions” in their countries
in 2003-2004. In the aftermath of these
revolutions, the Kremlin was in a state of panic,
with a new fear, if mostly unfounded, that the
“orange disease” would spread to Russia. For
almost three years, the media lambasted Kiev
and Thilisi, declaring that the developments
there were organized by the West."" The idea
of “sovereign democracy,” which was invented
to justify the authoritarian regime, was born at
this time.What is more, with its concerns about
a Russian Orange Revolution, the Kremlin

Thousands of demonstrators protest in Kiev's Independence
Square during the Orange Revolution November 2004.

created several big youth organizations, such
as “Ours,” which were officially ready to enter
street battles against the opposition.

The Kremlin's fear of an Orange
Revolution subsided by 2007. However, Putin
and his friends, with the country still under
their total control, are deeply concerned
about the emergence of a real opposition. The
Kremlin panics at the first sign of even a weak
opposition. The top elite are afraid that a mild
opposition may threaten its rule and property.
Even an anti-governmental demonstration,
with a few hundred participants in Moscow or
Petersburg, is treated as a great emergency,
which prompts the leadership to mobilize
special riot units, as if the crowd is planning to
march on the Kremlin. The black list of people
who are banned from making appearances
on TV has been increasing because even the
most humble critics of the regime became
“enemies of the people.”Former Prime Minister
Mikhail Kasianov, himself a member of the
establishment, was immediately ostracized
and removed from the presidential election
campaign in the beginning of 2008 as soon as
he declared his opposition to the regime. Even
Mikhail Khodorkovsky is perceived by the
Kremlin as a danger to the regime. In August
2008, the Kremlin refused to parole him after
five years in prison, despite the pressures from
public opinion inside and outside the country
and against the expectation of even loyal
journalists. Putin sees him as a potentially
successful opposition leader.’?

Putin’s regime, like any authoritarian
regime, needs to legitimize its existence in
the eyes of the people. The Soviet regimes,
which were much stronger politically than
that of Putin, needed a permanent ideological
underpinning to sustain its legitimacy in the
country. The regular ideological campaigns
were a fixture of Soviet society at each stage
of its history.

The legitimization of the regime is
accomplished with “positive” and “negative”
propaganda. The role of negative propaganda,
with its focus on foreign and domestic
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enemies, was extremely high in Stalin’s time,
but positive propaganda (the achievements
of the country in economy, education, science
and the arts) still played an important role. In
Stalin’s last report to the party congress (1939),
negative propaganda (diatribes against
foreign and domestic enemies) took up less
than 10 percent of the text.'

The role of enemies in the post-
Stalin period declined significantly and the
Soviet leaders and media focused on the
great achievements of the country in various
spheres of life. Only 15 percent of Andropov’s
biggest speech as the leader of the country
(he was known as the most belligerent leader
after Stalin) was about foreign enemies.’
The Soviet leaders could indeed boast about
the great successes in the building of new
factories and railroads, about the pioneering
achievements in science and space research,
and about the successes in culture and
education. In order to persuade the people
about the legitimacy of the Communist Party
and its leaders, they could indeed rely mostly
on “positive” propaganda.

During Putin’s first term, the Kremlin
had enough positive arguments to legitimize
the regime. The contrast with the 1990s
provided them with the possibility of focusing
on the stability of society, on the regular
payment of salaries and pensions, and on the
rise in the standard of living. In Putin’s second
term, these arguments no longer worked. He
could not use elements of life that were taken
for granted in any society as propaganda. Putin
needed achievements in the economy, science
and culture, which theregime could notsupply.
His regime could not boast about even one big
economicor technological achievement.There
were no new large factories, no successes in
science and space, and no successes in health
services or demography. Even the production
of gas, the backbone of the economy, has not
grown since 1999."

For this reason, the Kremlin did not
want to miss any opportunity, even ridiculous
ones, to boast of its success and prompt
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patriotism. The victory of the Russian football
team over the Dutch team in a European
competition in June 2008 was turned into
a great national festivity, with millions of
Muscovites celebrating the victory as ifitwas a
Kremlin achievement (the Russian team ended
up in third place).'®*The national jubilation over
arocksinger’sfirst prize in an amateurish music
festival (Eurovideo) in May 2008 (the singer was
congratulated by both Russian leaders') was
another example of the Kremlin's desperate
quest for arousing a patriotic frenzy.'® Given
the lack of opportunities to bolster the
regime with its successes, the Kremlin only
had one choice: increase the role of negative
propaganda and focus on enemies.

Indeed, the relative roles of negative
and positive propaganda in Brezhnev’s and
Putin’s times were different. Compare, for
instance, an issue of [zvestiia published on
September 8, 2008 to the September 8, 1980
issue. In the 2008 issue, which contained 40
articles, not even one was on economic or
scholarly success. Six articles talked about
various problems in the economy; 14 articles
talked about various enemies. The rest were
about cultural and sporting events. In the 1980
issue, which included 49 articles, 19 talked
about economic achievements, 6 articles were
about foreign enemies, 11 articles discussed
friends abroad (such materials were totally
absent 28 years later), and the remaining
articles were about cultural and sporting
events.

A Shift in Mindset: Oil Revenues and a
Revolution in the Kremlin

The important question is not why
this shift in foreign policy happened, but why
it did not occur several years earlier, when
Putin came to power with his slogan about
restoring the country’s geopolitical role in the
world and reestablishing its control over the
former Soviet republics. In fact, until 2006,
Putin restrained, to some extent, the impact of
the imperial ideology and anti-Americanism
on real politics. He even made several moves
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in favor of the United States, including his
offer of cooperation with America in the fight
against terrorism.

We can almost identify the exact time
when therise in the price of oil and oil revenues
reached a level that suddenly changed Putin’s
mind and gave him the confidence to raise
Russia “from its knees” (a phrase that has
become a fixture in the country’s political
lexicon). The price of oil had been increasing
throughout Putin’s presidency, but in 2005
he seemingly concluded that the torrent of
petrodollars had reached a level that could
radically change foreign policy and give a new
boost to the imperial mood in the country.
On December 22, 2005, at a meeting of the
Russian Security Council, Putin proclaimed
that Russia was back on top and playing a
key role on the world stage. At this moment,
Putin’s oil pride spread to the ruling class. The
idea that the country could now dictate its will
to the world, or at least to European countries,
without speaking of former Soviet republics,
such as Ukraine, Georgia and Belorussia,
became a major slogan in the Kremlin’s
propaganda, just as victory in war and Sputnik
had been the centerpieces of Stalin’s and
Khrushchev’s propaganda, respectively. The
magic power of oil became a major source
of inspiration for imperial and nationalistic
feelings. Dmitry Medvedeyv, the first deputy
prime minister and the future heir to Putin, in
a rare political interview in July, devoted two-
thirds of his talk to describing how oil and gas
had strengthened the country.”

The Further Development of the Dutch
Disease: Contempt for America

With the growing influx of money to
Russia, the Kremlin began to release itself from
a deeply entrenched acceptance of the United
States as a country with a much stronger
economy and military. In the past (whatever
the Russians’ views of America) the United
States was recognized as a powerful country
with the biggestand most efficient economy in
the world and a well-organized state machine.

There were periods (if to consider history
after 1917) when Moscow held very positive
attitudes toward the United States: adoration
in the 1920s, high respect during the war, and
friendliness in the second half of the 1980s
and the first half of the 1990s. We can also see
periods of deep hostility toward the United
States: hatred in the late 1940s and early 1950s,
moderate enmity in the 1960s and 1970s,
high hostility in the early 1980s, and mistrust
between the mid 1990s and 2007. Even if the
intensity of the anti-American propaganda
varied in the postwar period, one feature
was typical for all Soviet regimes: the Soviet
Union was economically and technologically
behind the United States. This thesis was
essential not only in the closed, or internal,
party ideology, which was addressed to the
nomenklatura through mostly secret channels
of communication, but also, to some degree,
in the open ideology. Praising the numerous
advantages of the Soviet system over the
Western one, the Soviet textbooks recognized
that technologically the USSR was still behind
the West. In fact, Gorbachev’s ascension to
power was a direct result of the belief in the
Politburo that Reagan’s Star Wars project
would make the technological superiority of
the United States over the USSR incompatible
with the survival of the USSR as a superpower.
In each of these periods, the United States was
recognized as powerful.

However, by 2008, a new type of
attitude crystallized that was practically
unknown in Russia. The jump in oil revenues,
along with a new ability to blackmail Europe
with its supply of fuel, gave Putin a new self-
confidence and arrogance. The oil intoxication
changed the minds of the Kremlin on many
issues. The Kremlin leader and the whole
elite suddenly began to feel superior over the
world, the United States and Europe in the first
place. The various economic difficulties that
the United States experienced in 2006-2008
helped convince the Kremlin that America is
no longer a superpower. Putin and the elite
were not confused at all by the fact that,
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besides oil revenues and the ability to turn off
the gas pipelines, nothing happened in Russia
that made it economically, technologically or
militarily stronger than it was before 2005. The
new image of America held by the Russian
leader and his circle was conveyed to the elite
and the general public. It was accepted with
joy by everybody who was in line with the
Kremlin, felt nostalgia for the empire and saw
the United States as the major culprit of the
country’s humiliation in the 1990s.

The elite’s frontal attack against
America as a society (media have been doing
it for a long time, particularly since 2000) was

Russia derives much of its international influence
from oil and natural gas supplies to Europe,
prompting its recent boisterousness.

started, of course, by Putin himself. In his
Munich speech in February 2007, which was
deeply anti-American, he talked for the first
time, with weakly veiled contempt, about
those “who teach us democracy but do not
want to learn it themselves” (he clearly had the
United States in mind). He mocked the United
States, which has gone from one conflict
to another without achieving a full-fledged
solution to any of them.?®

In the last two years, Russian media
denigrated America as a weak country, with
a failing economy, stupid people and cynical
leaders, which is doomed to collapse. A few
days before the Georgian war, the Kremlin
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considered it necessary, via a high-level
Russian diplomat, to explain to the world what
it thinks about the United States. He told a
leading Russian newspaper that “the collapse
of America is unavoidable.” Developing his
view, this high official of the Ministry of
Foreign Affairs suggested that now Russia
can “afford to not have any relations with the
USA?'" In an unprecedented way, President
Medvedev rebuked America as a country
that “lives beyond its means,” and suggested
that the American president should “find out
what is going on with the American economy”
instead of meddling in foreign affairs.??

Notonlythose who served the Kremlin,
but even many liberals who were critical of
Putin joined the chorus of those who taunted
and ridiculed America. Yulia Kalinina, a brave
critic of Putin’s regime, is convinced about “the
degradation of the management system in
the United States.” Another famous liberal,
economist Alexander Lifshitz, suggested that
any respect for the American experience in the
economy is gone.? Downgrading the might of
America, Moscow is unique even among the
greatest haters of the United States. Chavez
continues to describe America as a dangerous
monster and an “empire” that is able to take
control over Latin America.®

Russia’s Greedy Elite: A Chance to Stop
the Deterioration

In using the imperial ideology and
aggressive foreign policy, the Kremlin is
concerned not only about public support. The
loyalty of the elite is of special importance to
the Kremlin.The absolute majority of the eliteis
politically passive and do not participate in the
decision making processin the Kremlin. At best
they can play the role of advisers. However, the
Kremlin is deeply concerned about the loyalty
of “the passive elite,’ because its members
help to maintain the regime, control the army
and the FSB, and run public propaganda. The
elite includes most of the state apparatchiks at
high levels, the FSB and military commanders,
the members of the parliament, and leading



media figures—a group thatincludes no more
than 1,000 to 1,500 people.

Most members of the elite clearly
enjoy the patriotic ecstasy along with ordinary
people. They are happy with the Kremlin’s
antidemocratic actions, since only the
authoritarian regime is able to guarantee their
privileges and preserve their illegal fortunes.
At the same time, many members of the elite
are rather critical of the rude confrontation
with the West. We can speculate, following
the view of the famous Moscow journalists
Yulia Kalinina and Andrei Riabov, that the
elite, given their close material ties to the
West (a Russian journalist referred to them
contemptuously as the “offshore elite"?) are
sizzling with repressed anger against the
Kremlin's policy. These people, as Kalinina
writes, not without irony, are afraid to be
cut off from their “honestly acquired villas in
Spain, mountain ski resorts in France, yachts in
the Mediterranean, and London boutiques."?’
These people already, in various ways, feel
the consequences of the West's animosity
toward Moscow’s policy. A pro-governmental
journalist described in Izvestiia how unfriendly
London became toward Russian travelers after
the war.?®

The ability of the critical members of
the elite, who hide their views from the public
and perhaps even from friends, to encourage
the Kremlin to change its harsh anti-Western
position without endangering their positions
is very limited. Only under propitious
circumstances can they persuade the Kremlin,
using the personal interests of Putin and his
circle as an argument, to move politics in a
different direction.

We can only guess what was going
on behind the Kremlin walls in the last weeks
of September and what persuaded Putin and
his partner in power to relent, somewhat, in
their aggressive tone against Europe. They
continued, however, as Medvedev’s speech
in Evian (October 8) showed, to lambast the
United States as the major villain, accountable
for all evils in the world, economic and

political.?® Both leaders started inviting foreign
media experts for various meetings, during
which they tried to soften their position and
presented Russia as a pure victim of the crazy
Georgian president*® The Kremlin showed
its delight as it hosted foreign dignitaries,
including the Spanish and German prime
ministers. With special fervor, the Kremlin
tried to foment, as Brezhnev did in the 1970s,
the discord between the United States and
Europe, and demonstrated good relations
with Sarkozy.

The Kremlin does not miss an
opportunity to declare that a new Cold War
is impossible, which contrasts with what they
said a few weeks before. Downgrading the
shrill anti-Western tone in their propaganda,
the Kremlin has not, however, retreated from
its position of confrontation with the world,
which is important for perpetuating its deeply
antidemocratic regime. The big injection of
anti-Americanism during the war will affect
the minds of Russians for a long time.

The Drop in Oil prices and Changes in
Moscow

In view of the crucial role of high oil
prices in Putin’s domestic and international
policy, as discussed above, the sudden fall in
prices, along with the economic and financial
crisis, had an enormous impact on the Kremlin.
The shift from complacency in the aftermath
of the war with Georgia to apprehension
occurred in October. The Kremlin felt the
tremors of danger only when it discovered the
negative impact of the war on its economy.
The catastrophic decline in the value of its
stock market and the flight of capital started
before Russia began to feel the influence
of the growing world financial crisis, which
multiplied the troubles in the financial markets.
By mid October, the value of Russian stocks fell
by 70 percent in comparison with early May.*'
However, it was the fall of oil prices and other
raw materials that delivered the most painful
blow to the regime. Indeed, oil prices fell from
$145 to $34 per barrel at the end of December.
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Meanwhile, raw materials made up 80 percent
of the export revenues and one third of the
budget.®2 The fall in the value of the ruble
against the dollar was also very painful for
millions of Russians who kept their savings in
national currency. The Kremlin toned down
somewhat its aggressive propaganda against
the West and even against Georgia. For
instance, Moscow resumed its issuing of entry
visasto Georgian citizens.** Even during the gas
war with Ukraine, during which Russia tried to
show its strength, Moscow behaved relatively
calmly. However, only a few observers believe
that the fall of oil prices could radically change
Putin’s aggressive foreign policy so important
for him for ideological reasons.
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The issue of whether the recognition of Kosovo as an independent state might serve as a
precedent for former autonomous republics of Georgia, South Ossetia and Abkhazia has been
often debated. This paper aims at comparing the processes of recognition of these three entities. It
illustrates that the international community has been gradually recognizing Kosovo as a State while
South Ossetia/Abkhazia have been subjected to the policy of non-recognition. It argues that because
the dynamics of recognition of Kosovo and South Ossetia/Abkhazia have been very different, it is less
likely that the establishment of Kosovo as a viable state will serve as a precedent for South Ossetia/
Abkhazia.

Although the secession of Kosovo from FRY and of South Ossetia/Abkhazia from Georgia has
been studied in many respects, the character of the recognition process of the three entities has hardly
been compared. But the question arises - is it at all worthwhile to compare who have recognized

Kosovo and South Ossetia/Abkhazia and if so, what could we learn from such comparison?

Answers to these questions lie, first of
all, in the importance of principles involved in
the recognition of states under international
law.

Recognition has served international
society as a device by which to respond
to changes in world public order and the
emergences of new states.> Hence, as we have
witnessed the disintegration of two multi-
ethnic states in the last two decades, the USSR
and FRY, recognition has acquired renewed
importance.

One of the most prominent debates
in the international law of recognition, i.e. the
branch of international law that determines
the existence of the state, is a debate between
constitutive and declaratory schools of
recognition. Scholars aligning themselves with
the constitutive theory claim that an entity
requires recognition by other States to be
endowed with international legal personality.
While the declaratory school maintains that a
political community meeting the requirements
of statehood provided in the Montevideo
Convention* automatically qualifies as a“State”
and that recognition by other States simply
acknowledges (declares) “as a fact something

which has hitherto been uncertain.”®

It is established, however, that the
declaratory doctrine has exercised greater
attraction than Constitutivism over the last
thirty years.® Yet, even to those that share
prevalence of declaratory doctrine, recognition
by other states remains important.” For
example although the Supreme Court of
Canada, discussing the legality of possible
secession by Quebec in Canada?® adopted
the declaratory theory of recognition, it
emphasized “the viability of a would-be state
in the international community depends, as
a practical matter, upon recognition by other
states”

Collective recognition in the form of
acceptancetotheUnitedNations,andtoalesser
extent to other international organizations,
and recognition by other international
organizations, as in the case of recognition by
EC of Croatia and Bosnia in 1992, may impact
upon the whole question of statehood.'” Some
scholars have argued that there is a shift under
way from individual recognition by states to
collective recognition through international
organizations.”" However, the dynamics of
recognizing Kosovo, the most recent exercise
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in recognition of a new State, attests to the
contrary.

Recognition of Kosovo was a highly
individualized affair among states. Kosovo
declared its independence on February 17
2008." The United States of America was the
first country to formally recognize Kosovo as a
sovereign and independent state on February
18 2008."” The European Union deferred the
question to its individual members."* While
France, Germany, Italy and the other 20
members of EU individually recognized Kosovo
as an independent state,’ Spain refused to
recognize Kosovo's independence as “it does
not respect international law.'® Similarly,
Cyprus, Greece, Romania, Bulgariaand Slovakia
have rejected Kosovo's independence."”

As Maldives became the 55" country
to recognize the independence of Kosovo,
the opinion of Russian Federation that
Kosovo stays an indivisible part of Serbia
remains unchanged. In line with position of
other former USSR countries troubled with
secessionist conflicts Moldova, Azerbaijan,
Ukraine, Georgia also refrained from
recognizing Kosovo.

The United Nations has not had a
chance to pronounce on Kosovo's statehood
because Kosovo has not applied for UN
membership as Russia is threatening to use
its seat in the UN Security Council to block
Kosovo’'s membership application.” Having
being asked to admit Kosovo as a member on
July 10 2008, the World Bank and IMF are still
silent on the issue although the typical time
limit for considering such applications is soon
to expire.?®

The above-stated chronology of
Kosovo's recognition by individual states and
inability or unwillingness of international
organizations to be at the forefront of this
process signifies that the process of Kosovo's
recognition was decentralized among
individual countries and, contrary to what
some scholars suggest, collective recognition
did not play a role.

The situation with recognition of
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South Ossetia is different. Coordination
among international organizations on the
non-recognition of South Ossetia/Abkhazia
resembles the process of non-recognition thus
reducing minimally the possibility of these
entities to be established as independent and
viable states.

The first clear-cut case of non-
recognition took place in the 1930s with
respect to a state of “Manchukuo” -- the former
Manchuria-- which Japan took over from China
in 1931 and where a formal “head of state”
was installed by Japan after the takeover.
Although some individual states, notably El
Salvador, Poland, Hungary, Spain and Italy, did
recognize Manchukuo,? the League of Nations
refused to do so, specifically declaring that “it is
incumbent upon the Members of the League
of Nations not to recognize any situation,
treaty or agreement which may be brought
about by means contrary to the Covenant of

"

the League of Nations and to the Pact of Paris!
22

There are a number of precedents
where the League of Nations and the United
Nations openly urged for non-recognition of
aspirant states, including secession of Katanga
from the Republic of Congo in 1960, the case of
Southern Rhodesia from 1965-1980, secession
attempts of South Africa’s states of Transkei,
Bophutgatswana, Venda and Ciskei, etc. The
non-recognition of the Turkish Republic of
Northern Cyprus by the United Nations is a
more recent example.

Following a military coup by Greek
officers which called into question the
internationally guaranteed constitutional
framework of Cyprus, Turkey sent in troops
on 20 July 1974 and occupied the northern
part of the island. Although the intervention
was clearly aimed at supporting the Turkish
minority, it was only on 15 November 1983
that the “Turkish Republic of Northern Cyprus”
was proclaimed. Both the invasion and the
declarationofindependencewereimmediately
denounced by the UN Security Council as a
violation of the sovereignty of the Republic of



Cyprus and as an invalid attempt to create a
new state.® Security Council Resolution 541
expressly deplored “[...] the declaration of the
Turkish Cypriot authorities of the purported
secession of part of the Republic of Cyprus”
and called“[...] upon all States not to recognize
any Cypriot State other than the republic of
Cyprus. TRNC has been recognized only by
Turkey.

Former Autonomous Republics of

Georgia, Abkhazia® and South Ossetia®
declared independence after secessionist
conflicts with Georgian forces?’ where

secessionist troops were largely aided and
backed by Russia.?® Russian troops invaded the
territory of Georgia in August 2008, justifying
the action by defense of South Ossetia’s
population from Georgian aggression,
and have announced plans to establish
permanent military bases on the territory
of South Ossetia.”® South Ossetia (together
with a secessionist republic of Abkhazia)
was recognized by the Russian Federation
on August 26 2008.2° Although Belarus and
Venezuela were supporters of Russia’s recent
intervention in Georgia, only Nicaragua®' so
far has joined Russia in recognizing the two
secessionist entities.

International  organizations have
been engaged in the collective policy of non-
recognition of statehood of South Ossetia and
Abkhazia. According to Hersh Lauterpacht
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A Solution for Africa

The Coexistence of Regionalism

Anna Collins Cornell University, 2012

Arts and Sciences: Government Major . .

Regionalism—the efforts of a group of nations to enhance their economic, political, social,
and cultural interaction—can assume various forms, including regional integration/cooperation,
market integration, development integration, with the intent of accommodating the changing
national, international, and regional environment. Despite the fact that to this day, attempts at
integration (in particular, market integration based on the EU model) and regionalist impulses as
they currently occur have been entirely unproductive throughout the African continent, regionalism
continues to be regarded by African leaders as a reasonable strategy for increasing intra-regional
trade and for reversing Africa’s rising marginalization in the world economy. They continue to be
assured by the success of the North American Free Trade Agreement (NAFTA) and the viability of the
European Union’s (EU) model for integration, which begins with a free trade area or preferential trade
area and ends with complete economic integration. The EU model features a specific mode of decision
making (qualified majority voting), conflict resolution mechanism (role of the European Court of
Justice), budgetary arrangements (revenue collection and distribution), and citizen involvement
(direct elections to the European Parliament) and takes on increasingly state-like functions. While
extremely successful in integrating its constituent member states in Europe, as a model it is limited,
given the unique circumstances under which it was established and promoted. As noted by Emil
Kirchner:

Consideration of the EU as a model for other regional integration settings might be limited, given the
unique circumstances in which it was established and promoted. Born out of conflict, the EU benefited
from special circumstances in its development, e.g. the Cold War, the United States guarantee and
nurturing role, and the industrialised nature of the European economies, which are not found elsewhere.
(4)

Because of the achievements of NAFTA  for African self-sufficiency and the creation

and the mass movement toward EU monetary
integration, the Abuja Treaty was signed in
1991 by the member states of the Organization
of African Unity (OAU) thereby creating
the African Economic Community (AEC), a
regionalist initiative that lays the groundwork
for mutual economic development among the
African states, the creation of free trade zones,
and the establishment of economic and
monetary union by the year 2025. Given past
examples of the ineffectiveness of present-
day practices of regionalism in Africa, it is not
shocking that the AEC was formed after the
failure of the 1980 Lagos Plan of Action for
the Economic Development of Africa, a plan
drafted by the OAU that was to be the basis

of an African economic community by the
year 2000. With respect to Africa and in light
of the futile pursuits of regional integration
policies there, | argue that if regionalism in
the region is ever to succeed to and to lead
to integration with the world economy, a
new model of regionalism must be formed.
Instead of attempting to integrate their
economies on the regional level using the
EU model, African leaders should endeavor
to modify their concept of regionalism and
then to integrate their economies into the
world economy, a process that will facilitate
the growth and development necessary to
prevent Africa’s further marginalization by the
superpowers because, in the words of tralac
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Associate Professor Colin McCarthy, “even if
regional integration could in the end succeed
as a formal exercise, sustainable growth will
require competitiveness in world markets"
This is not to say that practices of regionalism
should be abandoned altogether but should
be made to coexist with globalization after
the theory behind them is amended. For
one, regionalism (as it has been recently
applied) alone cannot defend Africa from the
evermore prevalent global economy, which is
to suggest that “Africa will only begin to grow
again if it opens itself up to the financial and
trade flows of the world economy” (Herbst);
two, it would be “best for sub-Saharan
Africa to integrate with the EC [European
Community or European Union] and reap all
the possible benefits” since “the temptation
to use regionalism as a vehicle for import-
substituting industrialization will only divert
attention from efforts to integrate sub-Saharan
Africa with the world economy” (de Melo and
Panagyria 20); and third, “there are areas,
including Africa, where there are proposals
[for regional integration], but where the
political and social conditions seem no easier
to meet than those for global integration. In
these, itis difficult to see any argument (except
perhaps that of limited bargaining ability) for
regions as an alternative or supplement to
global integration” (5). However, if revised

The African Union, established 2002, is the successor
organization to the Organizattion of African Unity.
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to suit African realities and combined with
an embrace of the world economy, regional
formations on the continent could finally
produce the constructive outcomes they were
intended to.

The Enduring Effects of the Colonial
Experience: Neocolonialism
and Globalization

Once interconnected through
the experience of colonialism, the various
African nations have more recently been
interconnected by neocolonialism (defined
as contemporary economic imperialism)
and now through the stateless forces of
globalization, all of which have restricted
their development into individual and self-
sustaining entities. Despite the insistence of
imperialist historiographies that 19" century
European colonialism should be extolled as
“a source of light for ‘Darkest Africa” (Duignan
and Gann 3), the encounter between Africa
and Europe was essentially antagonistic. The
ethnocentric bias and narrow self-interests
that dictated the actions of colonial rulers of
the time continue to have a negative impact,
first in the form of neocolonialism and then
in that of globalization. Indeed, the close
economic ties between former colonies and
former colonial powers favor the argument
that the latter established mechanisms by
which to continue their control over newly
emergent African countries, even after
their independence- the very definition of
neocolonialism. For instance, though it gained
independence from Britain (its one time
colonial administrator) in 1960, one of Nigeria’s
major partners in external trade today is the
United Kingdom (Ekpoh and Umo). Even
in 1989, the Federal Military Government
of Nigeria was citing “the enhancement of
Nigeria's relations with member countries of
the European economic community (EEC)”
(Matthews 168) as one of the priority issues of
the country’s foreign policy. As we can see, “the
roots of Nigeria's post-independence politics
are deeply entrenched in its colonial history”
(Osaghae 1) and it is therefore highly likely
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that many of the country’s modern economic
malformations “are a direct consequence of
the state-building and economic integration
processes begun under colonial rule” (1).

Now the era of neocolonialismis giving
way to a more subtle method of colonialist
management: globalization, a process of
transformation that has activated for Africa the
veritable “race to the bottom” and has created
for the continent an environment in which
multinational corporations, in alliance with
some of Africa’s most corrupt leaders, exploit
the land for its natural resources, leaving the
population to underdevelopment, poverty,
and destitution. Once regionalist theories are
reevaluated, however, such downsides may
effectively be eliminated. While | understand
that the interests of some of the world’s most
powerful industrial nations as well as the
legacy of the region may stand in the way of
such a reevaluation, this is separate problem
and onel encourage other scholars to address.
Rather, this paper proposes a solution to the
region’s misguided appreciation for the EU
model of economic integration, assuming
in its course that such a solution is indeed
possible.

Of the three interconnecting
experiences | have mentioned and briefly
described- colonialism, neocolonialism, and
globalization- our focus will be the last of
these—specifically, the regional integration
processes that are attractive to Africans as a
resultofglobalization’swidespread prevalence.
It is the purpose of this paper to argue that
by resorting to regional integration alone in
the face of globalization, turning a blind eye
to its pervasiveness, Africa is conducting its
own demise, expediting the dismantlement of
their own failing postcolonial developmental
states. While it may seem logical of Africa
to respond to the devastating effects of
globalization by fostering economic unity
using a model that has been previously
met with obvious success, it would be more
intelligent to abandon this ideal and take into
account the region’s unique realities so that
it too may one day profit by globalization, a

force that will undoubtedly continue to grow
in strength. After all, because of the elite and
hegemonic United States’ ability to “set the
[global] agenda, define [crises], and mobilize
support for policies among both countries and
nongovernmental forces” (Zakaria 247), the
ideology of neoliberal economic integration
will only become increasingly more dominant
on the world stage.

The Dangers of a Strict
Pursuit of Regionalism

Critics of my argument would contend
that because the forces of globalization
have visibly enhanced the prosperity and
prominence of many nations (such as the
United States, China, and India), they are now
widely and erroneously viewed as a fail-safe
route to increased peace and wealth. They
would also assert that | in my position have
failed to remember that the transformative
changes associated with globalization are
typically reserved for the already advanced
democracies (with the exception of China, a
nation characterized by a rare combination
of illiberal domestic policy and capitalistic
economic systems), and that desperately poor
and institutionally weak nations such as Africa
are unable to confidently meet the national
security threats (such as terroristorganizations)
to which globalization contributes as they
lack the attributes of the US (such as its size,
power, and wealth) that allow it to moderate
the effects of globalization/provide insulation
for itself against disruptive forces. While the
United States, my critics would continue, with
its democratic domestic political processes,
can maintain autonomy by eschewing the
global market or, by embracing the market,
gain new capacities, Africa- characterized by
low living standards, absence of foreign and
domestic investment, shortages, privation,
foreign exchange scarcities, moderate
capacities for governance, etc.- falls prey to a
diffusion of control that reinforces institutional
malformation (Avant 106) and that encourages
attempts at EU-inspired regionalization.
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Today, they persist, the consensus on the
imperative of global economic integration has
led to a perversion of priorities such that the
implementation of standardized integration
strategies has become a substitute for the
design of country-specific development
alternatives. In the words of economist Dani
Rodrik:
Advocates of global economic integration
hold out utopian visions of the prosperity
that developing countries will reap if they
open their borders to commerce and
capital. This hollow promise diverts poor
nations’ attention and resources from the
key domestic innovations needed to spur
economic growth.

To summarize the case of my
opponents: widespread confidence in global
integration policies among the elite, advanced
nations of the world encourages poor nations
such as Africa to divert administrative
capabilities, human resources, and political
capital away from development priorities
and to devote these assets to attempts at
integration that will ultimately undermine
their nascent democratic institutions.

These critics are the same who argue
in favor of strict regional integration processes,
simultaneously ignoring the inevitably of
globalization and forgetting that while
EU-based schemes for successful regional
integration have been worthwhile in the more
advanced Western nations, they have yet to
evolveinthedevelopingAfricannations.Forone,
background conditions favorable to EU-based
regional integration do not exist, a concern of
the neofunctional theorists who observe the
limited capacities and malformation of Africa’s
institutions. However, if Africa were forced to
face the challenges of increasingly invasive
globalization, it will simultaneously be forced
to undergo extensive and ultimately beneficial
institutional reform. Secondly, and in the same
vein, the corruption and limited authority of
African leaders (in other words, their merely
moderate capacities for governance) produces
weak institutional structures that render
regional integration-which would serve only
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to group these feeble institutions and abusive
leaders together- a nonsensical choice. Again,
if compelled to integrate with the world
economy, Africa would be obliged to undergo
positive reforms so as to be more compatible
with western ideals of political and social
liberalism. Thirdly, integrative movements in
Africa result in observably unequal economic
distribution between the African nations
because of a lack of clarity in the formulation
of distributional strategies. While it is true that
global (as opposed to regional) integration
may also result in an unequal distribution of
gains between rich and poor countries (as well
as obvious disparities in affluence and serious
asymmetries in social, economic, and political
opportunities), it is more probable that said
gains (economic or otherwise) will be balanced
out with the US acting as principal moderator
over questions of apportionment. The words
of game theorist John Nash are of note in“The
Bargaining Problem’, at the center of which
he argued that the question is not whether a
particular arrangement is better for everyone
than no cooperation whatsoever, but whether
there is a fair division of benefits (that is, a
fair distributional arrangement results from
cooperation). Due to its dynamic, open, multi-
cultural society, incomparably sized military,
high standards of education, and newfound
position to restore its worldwide legitimacy
under President Obama, it is likely that the US,
despite a relative diminishment in power, will
remain a hegemon, creating conditions under
which the “fair division of benefits”and higher
levels of sustainable wealth in Africa are more
likely to occur.

Fourthly, African nationalism, which
arose in response to the colonial state and
traditional dynastic identities as a mode of
resistance, poses a challenge to regionalism.
Though written twenty-three years ago,
it is still true today that the “net effect” of
regionalism has been “the creation of regional
entities whose institutions exhibit limited
or non-supranational characteristics which
allow the leaders of member-states to protect



the interests of their national entrepreneurs
while discriminating against non-nationals.
Competition and antagonism often result in
the breakdown of integrative systems” (Okolo
122). Such regionalist behavior is combated by
Africans who would prefer nationalism to be
the official state ideology and whose focus is
the African nation in its entirety. By engaging
in global economic integration, the various
African nations could be addressed on an
individual level based on what they personally
have to offer to exchange whereas by engaging
solely in regional integration, the nations are
thrust into a single and barrier-less collection.
And fifthly, not only do the doctrines of
regionalism and nationalism compete, there is
alsoideological competition between regional
partners whose orientations differ on issues
such as foreign private enterprise, policies
toward opposition parties, the allocation of
industries on a regional basis, the set up of
foreign trade, the role of the state, domestic
socioeconomic policies, etc.

The Dangers of a Strict
Pursuit of Globalization

Having now examined the basic flaws
in the strict pursuit of regionalist policies,
we will now examine those of the strict
pursuit of globalization/neoliberal policies
with the intent of gradually illustrating why
such policies are most effective if combined.
Neoliberalism- the redefinition of classical
liberalism as an orthodoxy of limited
government intervention, privatization, the
demise of the welfare state, and the so-called
Washington Consensus- has been at the center
of African economic policy in the form of IMF/
World Bank Structural Adjustment Programs
(SAPs), which have failed to reduce the African
countries’ marginalization within the world
economy. While the demand for the removal
of trade barriers and for more outwardly-
oriented trade policies has done more to open
the economies of Africa than has any regional
economic organization, such liberalization has
not produced increased intra-regional trade

among the African countries, but instead
with the core states of the capitalist world
economy. This trade, furthermore, is primarily
one-way with the core capitalist countries
flooding the African periphery with more
efficiently produced and/or cheaper products
that render the African industrial sector
unable to compete and thus lead to massive
de-industrialization. Globalism is, according to
Robert Keohane and Joseph Nye “a state of the
world involving networks of interdependence
at multicontinental distances. The linkages
occur through flows and influences of capital
and goods, information and ideas, and people
and forces, as well as environmentally and
biologically relevant substances (such as
acid rain or pathogens). Globalization and
deglobalization refer to the increase or decline
of globalism” For Africa in general and for
regionalism in particular, the ramifications of
globalization have been significant. Because
of it, Africa has been further marginalized
in the world economy and the sub-Saharan
African countries “remain constrained by weak
supply and demand capabilities, while lacking
institutional capacities. They are, therefore,
also less able than other countries to reap

potential trade/ investment/ technological
transformation benefits from globalisation,
whereas for other communities it has
contributed to increased impoverishment,
inequalities, work insecurity, weakening of
institutions and social support systems, and
erosion of established identities and values.
Thus, for a considerable amount of people, this
leadstoless human security, more vulnerability
and increased social conflict” (Boas, Marchand,
and Shaw). In spite of the fact that sub-Saharan
African nations are already partially integrated
with the world economy because of their
export activity, these exports are subjected
to the characteristic price fluctuations of the
global market (particularly now that the global
financial market turmoil has slowed global
growth and demand for Africa’s exports),
while Africans continue to refuse to diversify
their exports towards more dynamic primary

Cornell International Affairs Review



commodities and manufacturing goods,
both of which are less prone to the vagaries
of international markets and attract more
significant foreign investment. By seizing upon
globalization opportunities alone, Africans
compromise their own workers, industries,
and regional partners.

Take, for instance, the case of the
EU-South Africa FTA (Free Trade Agreement)
(implemented in 2000 and still in effect
today), an agreement on trade, development,
and cooperation between the European
Community and its member states and the
Republic of South Africa, signed by South
Africa with full knowledge that it would
have disastrous consequences for both the
Southern African Customs Union (SACU)
and the Southern African Development
Community (SADC). Although a SACU treaty
stipulates thatall such treaties and agreements
must be approved by all members, none of
Botswana, Lesotho, Namibia, or Swaziland
were consulted. As to the SADC community
(comprised of some 15 African countries as of
July 2005), it was intimidated by the possibility
of lower-priced and more efficient EU goods
penetrating its markets and undermining
its agricultural sector as well as frustrated by
South Africa’s cooperation with the EU itself,
negotiations with which lead South Africa to
feel so comfortable with integration into the
world economy thatitbecame unmindful of (or
perhapssimplyacceptingof)theconsequences
that such an action could have for its own
South African economy. Furthermore, the US,
naturally apprehensive about the progress
the EU has made in penetrating South African
markets, has entered into discussions with
South Africa about proposals for a US-SA FTA,
the inception of which would only exacerbate
the consequences of capitalist ventures into
South African markets and feed into the
ideology of South African exceptionalsim,
an idea reflecting South Africa’s belief that
it differs qualitatively from all other African
nations when it has actually not “managed
to ‘escape the [colonialism-imposed] fate
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suffered by the continent™ (Lazarus). Not only
would the adoption of this ideology inflate
South Africa’s sense of worth in matters of
economic decision-making, it would also
alienate the other members of the SADC.
About the negative consequences of EU
and US-SA FTAs, Willem Bosman, Director
of Regional Economic Organizations within
the South African Ministry of Foreign Affairs,
pronounced that SACU members would have
to be told that “you are on your own. South
Africa cannot any longer provide for you 50%
of your budget... Now you have to tax your
own people; you have to work according to
the structures of a free independent country”-
a statement that suggests South Africa’s loss
of economic hegemony because of a new
dependence on the capitalist core and expired
need for the other SACU countries (bound to
suffer) as a market for their agricultural and
non-international competitive manufactured
products. Should open trade regimes and
integrationintotheworldeconomy (inessence,
globalization and neoliberalism) fail to satisfy
South Africa’s unique economic needs, the
SACU countries will have so far deteriorated
economically that they will no longer be able
to purchase South Africa’s products- a risk to
which South Africa pays frighteningly little
attention.

Former South African President Thabo Mbeki and President
of the Council of the European Union Nicolas Sarkozy meet
at the Inaugural EU-South Africa Summit in July 2008.
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The Drawbacks of the External
Guarantor Model

Given the risks associated with the
narrow pursuit of EU-style regionalism (when
globalization is ignored) as well as the narrow
pursuit of globalization (when regionalism is
ignored), Africa can only harness the benefits
of both policies by allowing them to coexist.
One possible method of achieving this state of
coexistence would be to make the EU external
guarantor to regional integration in Africa.
External guarantee refers to when a domestic
institutionbearstheresponsibilityofrepayment
to either institutions abroad from which Africa
chooses to borrow money or to foreign-funded
financial institutions established within Africa.
As external guarantor, the EU would act as the
financial institution authorizing this business
and encourage a partnership between the
developed European and developing African
nations. The model for external guarantee
has its basis in the West African Economic
and Monetary Union (UEMOA), a regional
organization established in 1993 by eight West
African countries in conjunction with France.
By early 2000, members of the UEMOA had
adoptedacustomsunionandcommonexternal
tariff and have since developed a common
program of action on trade liberalization and
macroeconomic policy convergence. As noted
by Jeffrey Fine and Stephen Yeo, who proposed
this new paradigm for regional integration
in 1997, “France could have commenced
withdrawal...from an arrangement that
had proven increasingly costly to maintain
in recent years. Instead, it has moved in the
opposite direction, embedding an expanded
role in a new international treaty for which it
acts as the ultimate guarantor. Furthermore,
the commitment is open-ended, involving the
establishment of new multilateral institutions
and surveillance of macroeconomic policies
whose credibility ultimately rests on France
herself. In short, France’s role as guarantor
appears significantly greater than under
the previous monetary agreement” (451).

Acknowledging that the justification for closer
regional integration is the pursuit of sustained
economic growth, Fine and Yeo note that “we
depart from traditional approaches to regional
integration by suggesting thatits virtues lie not
in its ability to stimulate new trade, but rather
in its ability to provide a framework for locking
in sound and stable macroeconomic policies
that will in turn induce faster accumulation,
and more effective utilization of physical and
human capital” (449). This “framework for
sound and stable macroeconomic policies”
they suggest be arranged and monitored by
the external guarantor. Furthermore, with
the EU as external guarantor, any structural
adjustments,ratherthanbeingimplementedall
at once, could be implemented incrementally,
allowing Africa to strengthen gradually and
with a greater sense of self-reliance.

Nonetheless, there remains uneasiness
over Africa’s dependence on external agents
or donors, seen as inimical to long term
development in Africa; although the external
guarantor model may indeed instigate good
governance practices, itwould almost certainly
entail intrusive conditionalities that would
worsen Africa’s already severe development
challenges as the continent became
increasingly dependent on extra-regional
powers to fund the regional agenda as well as
to provide development capital, giving said
powers the ability to determineregional policy.
While attempts to reconstruct Africa from
the outside may enhance the accountability
of African governments to the rest of the
world, there is no evidence to suggest that
such a structure creates long-term economic
fortunes, a viable and independent African
entrepreneurial class, or political stability. The
last thing Africa needs is a perfunctory effort
from outside Western states that are unwilling
to give sustained and genuine support to
initiatives in which there own national and
security interests are only marginally involved,
especially when the project may very well be
perceived as neocolonialism.
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Alternative Approach: Deserting
the EU Model and Drawing
on Regional Realities

The perceived failure of the external
guarantor model leads us to a second possible
method of achieving regionalism’s and
globalization’s coexistence beginning with
abandonment of the EU model, proponents
of which claim only seems to be committed
to the principle of differential treatment for
developing, vulnerable countries. Following
abandonment, the continent’s regional
organizations, in order to“play a real role in the
economies of the South”, must be “embedded
into the real life context of these economies”
(Boas, Marchand and Shaw). That is to say that
the regional organizations must be reformed,
must become fixed in reality, must act as a
source of connection between the formal
and informal economies of Africa, the latter of
which has been either consistently discounted
by some countries or depended on too heavily
by others. As to the situation in which the
informal economy is consistently discounted,
Boas et al remind us that:

Quite often it is [in the informal economy],
and not in the formal economy, that we find
considerable...imagination, innovation,
and entrepreneurship. The informal second
economy covers a whole range of activities,
from street vendors and small-scale informal
cross-border trade to the warlordism of Sierra
Leone and Somalia....

Rather than racing immediately for the
aid of external guarantors while ignoring the
regional agenda, Africa should instead begin
with its preexistent formal and informal trade
flows and cooperation networks between
neighboring countries, the multitude of which
would constitute an excellent starting point for
formal regional organization/would effectively
inform the design of regionalization schemes
and institutions. Once the informal and formal
sectors of the economy have been reattached
so that countries overemphasizing informal
trade stop losing money because of their bias
and countries underutilizing informal trade

Volume 2| Issue 2

begin to take advantage of it (for instance by
enhancing food security with the development
of an informal agricultural sector, which
provides markets for surplus farm produce and
income for the local producers, opportunities
for those producers to invest capital in non-
agricultural activities, and finally food in low
income houses in the major towns), Africa
will be strong enough to pursue policies of
globalization as it will have independently put
in place the prerequisites for such policies. If
the EU (or other external financial institution)
is to have any role, it should be to implement
regional projects that will stimulate economic
growth within to develop and or improve
existing regional infrastructure. Essentially,
the approach to regionalism should be
predominantly introverted and should involve
the mobilization of domestic resources so
that collective self-reliance receives the most
emphasis. Whereas excessive dependence on
the international system will continue to do
Africa more harm than good, this alternative
approach will offer better policy frameworks
for long term development and integration.
Restructuring the existing continental and
regional groupings to give priority to the
increasing volume of underutilized intra-
regional trade will involve consolidation of
institutions such as regional Organizations
for Economic Cooperation, African Payments
Unions, regional clearing houses, and
compensatory mechanisms (Mbaye).

Conclusion

In the end, in order for the coexistence
of regionalism and globalization to work, the
intergovernmental, supranational EU model
can no longer be viewed by Africa as the only
workable solution to marginalization; regional
cooperation must also be pursued as one
of a two-part economic strategy. Once the
current infrastructure of Africa is improved
and reinforced, the continent will gain both
economic autonomy and the ability to act as
an active participant in the international
economy, at which time their marginalization
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by the capitalist core will decrease. Of course, from the EU model and recognize the African
the theory of regional integration in Africa realities). Should this be accomplished, Africa
must be redefined if this vision is to be realized, will eventually profit by the advantages of
and regional market integration must be both regionalism and globalization.
rethought (in other words, must disconnect
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Two years ago, my mom handed me the article, “Below a Mountain of Wealth, a River of
Waste,” from The New York Times, describing Freeport-McMoRan’s mining activities in Papua New
Guinea. After reading “Below,” | knew that the world had to change; the injustices that Papuans were
experiencing could not continue for long without retribution.

“[AIn American transnational mining company called Freeport-McMoRan...operat[es]
the largest gold mine on Earth, not in Africa but in the heart of West Papua” (Leith xv). Freeport-
McMoRan Copper and Gold Inc. is the best known subsidiary of PT Freeport Indonesia, operating
in West Papua, New Guinea. Freeport’s operation there has resulted in the complete remodeling of
the society and economy. West Papua is a province of Indonesia; it, along with Papua New Guinea,
comprises the island of New Guinea. West Papua has a population of approximately 800,000 people,
making it one of the smallest Indonesian provinces. Due to its small size and remoteness, Freeport
was able radically to change the social structure there; often these changes occurred without Papuan

consent.
Freeport stated that where natural

resourcesare presentinacountry,itisinevitable
that companies will enter the country to mine
the resources, if the local population does
not choose to do so first, thereby initiating a
process of environment change in the country.
The devastating transformation of the land in
Papua has provoked retaliation from the local
Papuans in recent years. In 2006, Human Rights
Watch reported that
[a]nti-Freeport demonstrators attacked the
hotel [where the Freeport representatives
were staying] after being unable to address
local officials meeting with Freeport
representatives...[d]lemonstrations against
Freeport have increased in recent months
after Freeport security forces tried to evict
local miners, alleging their activity was illegal.
Protesters accuse Freeport of not providing
enough to the people of Papua in return for
the mine, polluting the environment, and for
being responsible for human rights abuses
through their use of the military for security
services. (Human Rights Watch)
HumanRightsWatchisnottheonlyorganization
to document increased protestation from
Papuans.
Although Freeport’s presence in West
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Papua is not recent, the protests continue.
In April 2007, the Xinhua News Agency, the
official press agency of the People’s Republic
of China, reported “police claimed the number
of the protesters had risen from 1,000 on
Wednesday to 7,000 on Friday” (Xinhua). The
protests’ escalating size drew international
attention. Despite theresistance inWest Papua,
Freeport will remain in West Papua until its
contract expires. Even after Freeport’s contract
with the government terminates, Freeport
and other companies will continue exploring
for resources in West Papua. A topographical
reminder of Freeport’s activities in Papua will
also endure in the form of a 1,500-foot deep
crater, where a 13,500-foot mountain once
stood.

Freeport’s success is largely a result
of timing and convenience. Freeport and the
Indonesian government both benefit from
their relationship, which has been accused
of being fraught with corruption, bribery,
and exploitation. Although Freeport has
made efforts to improve its reputation, in
order to regain the support of its investors,
its questionable actions are not isolated.
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Freeport, along with many other transnational
companies, is escaping legal prosecution
due to the differences between domestic
and foreign laws regulating mining practices,
human rights and environmental standards.
The discrepancies between these legal
systems of the country in which a corporation
is established and the countries in which the
corporation operates need to be identified and
addressed in order to ensure the protection of
the rights of indigenous populations and of
the environment.

Background

Broadly, there are three constituencies
in the argument concerning the legality of
Freeport’s actions in West Papua. The first
constituency is comprised of mining and
engineering companies and businesses that
perceive Freeport’s procedures as necessary
for a successful operation, and believe that
Freeport has been very responsible in its
actions towards the environment and the

One of Freeport-McMoRan’s Indonesian strip mines

Papuans. One engineering and mining
journal published, “Freeport’s Commitment
to Remediation,” which discusses Freeport’s
plans to make its mining site livable after its

contract expires. The article even claims that
the “site remediation plans... will leave the
area in better and more useful condition than
it was prior to mining operations” (1). Business
Week, states, “Freeport is definitely considered
a bellwether for foreign investment prospects.”
This reveals the business perspective on
Freeport’s actions. The business community
sees the company’s operation as an exciting
endeavor, even while recognizing that
Freeport has violated human rights, given that
Freeport has admitted that its “human rights
policy is being only partially implemented.”
While Freeport is supposedly “beginning to do
theright thing... it'’s only a first step...[and] it's
way to early to say Freeport has turned over a
new leaf” (Business Week).

The second constituency in the
argument is Freeport itself. Freeport has
published explanations of its actions.
Often these publications are in rebuttal to
accusations that the company deems unfair
andfalse.JamesR. Moffett, Freeport’s chairman
and CEO, who would only “provide written
answers to [Business Week’'s] questions|, wrote]
‘it's our responsibility to ensure that the local
people benefit from our presence...[and it is]
our aspiration to develop relationships based
on honesty, equality, and justice” (Business
Week). Moffett’s statement presents Freeport
as seeking to treat the Papuans fairly and obey
all of the legislation to which it is subject.

Thethird constituencyintheargument,
consists of human rights activists, journalists,
and environmentalists who strongly oppose
Freeport’s actions in West Papua. This
constituency claims that Freeport is corrupt
and illegal and has escaped international
justice and should be stopped.

Despite adamant opposition to
Freeport’s behavior in Papua, there has
been no proposed solution to solve the
discrepancies between domestic and foreign
legislation. | hope to propose a solution to
this international legal problem, in order
to punish the perpetrators of human rights
violations, environmental degradation and
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other injustices and to limit or prevent such
violations and damage from occurring in the
future.

Discovery
I knew in a blink of an eye what this was about.
It was hard to miss, with all the green and blue
spots. The copper was obvious. | realized that
no one could do anything with it. There were no
roads, no harbors, no factories. It was just like a
mountain of gold on the moon. (Mealey 71)

In 1936, Jean-Jacques Dozy, a Dutch
geologist, found copper ore in the rain forest of
Indonesia,namingthesite Ertsberg.The copper
ore, known as an “ore body,” however, was not
immediately mined , due to the outbreak
of “World War I, the German occupation of
Holland [which exercised colonial authority
over Indonesia], and the Japanese occupation
of West Guinea” (Leith I). Following the end of
WorldWarll, Freeport-Sulphur,the predecessor
of Freeport-McMoRan Copper and Gold of the
United States, became aware in 1959 of the ore
body in Papua, and sent a team of geologists
to explore for and investigate Dozy’'s dormant
discovery.

When Freeport began exploring the
area in the“1960’s,...its explorers were among
the very first outsiders ever encountered
by local tribesmen swathed in penis gourds
and armed with bows and arrows” (Perlez,
Bonner). In 1967, Freeport became the first
foreign company to sign a contract with the
Indonesian government permitting mining
in the area and foreign investment. The
contract outlined many provisions and left
many important terms open to interpretation.
One example of the loose terms in the
mining agreement was that Freeport was not
required to submit construction plans to the
Indonesian government. Instead, Freeport
was responsible to keep the Ministry of Mines
updated on their work and exploration.
The Indonesian government saw economic
growth as their highest priority, and agreed
to help “cooperate with [Freeport] in matters
such as appropriating land and other
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property required by the project and in the
resettlement of inhabitants who may have
been displaced by the project” (Mikesell 133).
In addition, Freeport was given full control of
exploration, construction, and operation of
the project, and it was given full management
of marketing, and negotiating long-term
contracts. The Indonesian government was
responsible to be “familiar with [Freeport’s]
marketing policies and procedures, and, if
requested by [Freeport], be able to assist
[Freeport] in dealing with such marketing
problems as may arise” (Mikesell 134). The
language in the contract left the Indonesian
government vulnerable to Freeport’s needs
and requests, and was the foundation of a
wavering relationship that formed thereafter,
due to power distribution. In 1974, due to the
weakness of some of the terms in the 1967
contract, the Indonesian government sought
to revise the contract . Freeport agreed to
three revisions, all pertaining to taxes on the
company. These changes, however, ultimately
had little effect on Freeport’s operations.

The Discrepancies

Freeport was fortunate in the timing of
its entry into Papua, New Guinea. The Sukarno
government had just been overthrown by a
military coup, and a new government, the New
Order regime, was looking for “international
recognition and political support while
attracting foreign aid and investment to
foster stability, legitimacy, and development”
(Leith 2), which is what Freeport was willing to
provide in exchange forgold and copperrights.
However, Freeport was hesitant to commit to
the New Order regime until it reversed certain
of the Sukarno policies that were unfavorable
to the company. The Foreign Capital
Investment Law of 1958 and the Mining Law
No. 37/1960 were two of the most important
laws that the New Order regime overturned.
By repealing the former, the New Order regime
revealed its support for foreign investors, by
returning confiscated foreign property, which
had been seized by Sukarno, to its former
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owners. The repeal of the latter law revealed
the government’s interest in “displaying its
support for the interests of the license holder
[in this case Freeport]...whenever there [was]
a clash between the landownership and the
mining operation” (Republika).

Once Freeport committed to the New
Order regime of Indonesia, the company
developed a very close relationship with its
President, Suharto. Both Suharto and Freeport
“shared an overriding desire to turn the copper
and gold in the Cartstensz Range into currency
as expeditiously as possible” (Leith 3). Such a
desire vitiated the government’s interest in
regulating Freeport’s actions. Their desire for
gold, however, left Freeportandthendonesian
government vying over profit percentages
and in a volatile relationship. In the beginning,
Suharto was grateful for Freeport’s support
and was aware of Freeport’s power, because
it contributed heavily to the economy. It
is the largest taxpayer in the economy; “[f]
rom January to December 2006, Freeport
Indonesia paid its financial obligations to the
government of Indonesia in the sum of 1.6
billion dollars...dividends account for 159
million dollars and royalties for 146 million
dollars” (Agence France-Presse). The company
is also the largest employer in West Papua.
Freeport’s prominence in West Papua and
the importance to the government began
when it signed the 1967 contract. With time
and an increase in the company’s copper and
gold findings, Suharto and the Indonesian
government gained confidence and began
demanding more of Freeport. Suharto
required a“10 percent share in the operation...
[and] [e]ventually, Freeport financed Suharto’s
government, his closest associates, and
even the president into the company on
exceptionally favorable, if not questionable,
terms” (Leith 4). Here, the author highlights
the evolution of Suharto’s and Freeport's
relationship and how it became increasingly
corrupt over time. Freeport’s close ties to
Suharto and its financing of the government
was convenient for the parties involved. It is

this exploitative relationship that was both
the cause and continued result of Freeport’s
activities in West Papua.

The Holes in Between International and
Domestic Law

For more than thirty years the American

company, with its rigorous home-state laws

against corruption, was able to operate with

impunity by adapting to, and indeed thriving

in, a business culture anchored in corruption,

collusion, and nepotism. (Leith 3)
Domestic Legislation

Freeport is a New Orleans based

mining company that has many mining sites
around the world. Its largest subsidiary is
in West Papua, New Guinea. Freeport is a
transnational company, and therefore needs
to follow different laws and regulations.
The United States government restricts a
transnational company with corruption
and foreign investment laws. In terms of
a transnational company’s relationship
with  foreign governments, however, the
company is free to establish contracts with
the foreign governments defining the terms

Suharto came to power in a coup, and was the
President of Indonesia from 1967 to 1998.
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of its operations, often defining weaker
environmental and human rights standards
than would be legal in the United States. One
law that Freeport was accused of breaching in
its sinuous relationship with the Indonesian
government was the United States Foreign
Corrupt Practices Act (FCPA). The FCPA was
enacted in 1977, ten years after Freeport had
begun establishing its relationship with the
Indonesian government, and the FCPA was
revised in 1988. The FCPA prohibited
the bribery of foreign government officials
by U.S. persons and prescribe[s] accounting
and recordkeeping practices...[making]
it illegal for U.S. persons to bribe a foreign
government official for the purpose of
obtaining or retaining business. The wording
of the FCPA is quite interesting and makes
its scope rather clear. The fact that the FCPA
deals only with bribes made to foreign
government officials acts to exclude from the
FCPA ambit payments to foreign persons who
are not government officials. Additionally, the
fact that the FCPA deals only with bribes that
are intended for the purpose of obtaining
or retaining business acts to exclude grease
or facilitating payments from the scope of
the FCPA. A grease or facilitating payment
is a payment made to expedite or secure
the performance of a routine government
action. (FindLaw)
As described by the author, the drafting of
the FCPA made the legislation inadequate to
prevent Freeport from paying the government
officials or military officers in bribes, in order
to “grease” them into helping to support
Freeport’s operations in West Papua. This is
one example of the ineffective legislation that
the United States has to restrict the actions of
their companies abroad. Freeport is therefore
left to police itself. Considering there is no real
international policing system to scrutinize
Freeport’s operations; Freeport was left with
significant leeway potentially to abuse its
relationship with the Indonesian government.
In addition to Freeport’s ties to the Indonesian
government, Freeport benefited from the
Indonesian legal system, which is almost
completely powerless when compared to the
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United States’ legal system. Its ineffectiveness
is derived from the close relationship between
Freeport and the Indonesian government,
given the latter’s reliance on Freeport for a
strong economy and desire to remain on good
terms with Freeport. This is in contrast to the
United States’ legal system, which has stricter
regulations on mining and the environment
within the United States. However, despite
the more stringent legislation, companies
are still capable of committing grave
injustices. Companies are able to escape legal
consequences in the United States due to their
affiliation with lobbyists and their participation
in the election process. The coal-mining lobby,
for example, has a large influence on election
campaigns and results as donors. Therefore,
due to a lobby’s presence and power in
Washington, D.C,, the elected official is often
unwilling to repay their supporter by imposing
harsh restrictions on the company’s actions or
the mining industry.

One example of the strong influence
that a lobby has on the government was
observable in the 2004 presidential election.
The coal lobbyists heavily sponsored President
Bush’s campaign. In return, he changed “the
wording in the Clean Water Act so that mining
waste became benign “fill” This made it legal
for coal companies to dump hazardous waste
in the rivers, streams, and waterways around
the mine. Coal companies in eastern Kentucky
utilize the same methods of mountain top
removal as Freeport. Mountaintop removal is
a process where the mining company literally
removes the top of a mountain in order to
access the minerals below. This is a very
destructive technique that requires explosives,
and the companies often place the land in the
surrounding valleys and waterways. This can
lead to an increase in mercury levels in the
water and potential harm to society, because
mercury is toxic to a person’s health in high
concentrations. Understanding the similar
practices that Freeportand coal companiesuse
in the United States and abroad is important
because it reveals the lack of regulation across



the board in mining; however, it also exposes a
deeperissue that the weakness revealed in the
United States’ legislation is actually some of
the strongest worldwide. Luckily in the United
States there are organizations that help ensure
the government and companies are kept in
check.

Changes in our legislation that benefit
individuals to the detriment of the public
interest are unjust. While balancing society’s
interests in legislation is difficult, because “it's
difficult for us to acknowledge the wisdom
of policies that clash with strongly held
values” (Reece 216), it is essential in order to
guarantee justice. In America the desire to
satisfy individual interests often overrides our
concern for helping others; it is interpreted
as “individualism...as one’s unfettered right
to use resources, [which] clash[es] with the
values of conservation and preservation of
those resources for future Americans” (Reece
216). Please see if the material between the
brackets should be revised for clarity. The
American standards for mining companies
domestically are unfortunately some of
the strongest and most restrictive in the
international community. They are not forceful
enough to protect the environment and the
rights of the people around the mining site;
the United States government is designed
to prevent ties between companies and the
government from forming and becoming
contaminated with corruption and greed;
but as with all systems of government,
though, this is not always successful. However,
the United States government is immune
from a company’s overpowering the entire
government, as Freeport was able to in
Indonesia. This difference in the United States,
along with watchdog groups and concerned
citizens, ensures that unjust companies will be
held responsible for their actions.

Freeport-McMoRan:

A Criminal Company?
The lack of
legislation and the

existing domestic
legal discrepancies

between international and domestic law
allowed Freeport to define the legality of its
own operations. Freeport drafted and signed
its contract with the Indonesian government
prior to any existing legislation, like the
FCPA that regulated its actions abroad. The
FCPA made Freeport’s relationship with the
Indonesian government criminal, because
Freeport had been using bribery and coercion
to increase their profits. Even after the FCPA
was passed in 1977, Freeport continued to
escape legal retribution, because the United
States government was benefiting from
Freeport’s actions abroad; “[clompany records
obtained - show that from 1998 through
2004, Freeport gave military and police
generals, colonels, majors and captains, and
military units, nearly $20 million. Individual
commanders received tens of thousands of
dollars, in one case up to $150,000, according
to the documents. They were provided by an
individual close to Freeport and confirmed as
authentic by current and former employees”
(Perlez, Bonner). Although it is illegal under
Indonesian law for a government official to
acceptdirect payments from a company, these
facts, obtained by The New York Times, reveal
that illegal payments were being made. This
reveals the corruption that existed between
the Suharto regime and Freeport.

In addition to bribery, Freeport
was connected to several human rights
violations. Freeportis “Guiding Principles
for Indonesian Operations6People and the
Community” states that it is “one of the few
multinational companies in the extractive
industries with a well-defined human rights
policy and implementation program - [and]
[iln developing this policy [was] guided by
the United Nations Universal Declaration of
Human Rights and the Voluntary Principles on
Security and Human Rights.” This statement,
however, is refuted by its actions in West
Papua. Freeport had

company security forces being accused
of shooting the local people and allowing
the military to use its facilities to commit
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atrocities against the citizenry in 1995 - [e]
ven though Freeport personnel were aware
of human rights violations for years, it would
appear that as in the past, the company failed
to make any effort to prevent such actions,
advise the appropriate authorities, or protect
the Papuans whose land it exploited. (Leith
218-9)
Not only were Freeportis own security forces
accused of violating human rights, but
Freeportis operations also required a military
presence from the government for security of
the mine. Freeport was therefore connected
to the violent acts of the military against the
indigenous populations; “while [Freeport]
cannot be blamed directly for the human
rights abuses the military commits, neither
[can it be] completely free of culpability -
there is an undeniable connection” (Leith 219)
between the military protecting the company
and the human rights violations that occurred
in Papua.

Lastly, Freeport has been accused
of destroying the Papuans’ land and the
environment. Freeport states in the same
“Guiding Principles” report, in its Mission
Statement, that it is committed to the
“protection of the environment” and that it
would “go beyond its legal and contractual
commitments” to the government and
Papuans in ensuring that they benefited from
the mine and in protecting the environment.

SimonWandikbo...the village pastor, recalled
that in 1969 a special vote was held to decide
Papua’s future. Simon’s aunt was among
1,022 tribal elders selected to take part. The
vote was sponsored by the United Nations,
with U.S. support. The aunt, now dead, told
him the elders were coerced into choosing
to remain with Indonesia, he said. Studies by
academics in the Netherlands and in Britain,
as well as declassified U.S. documents,
support her contention. ‘They promised that
we would belong to a great nation and have
great homes and we would be wealthy...[t]
hat was in the 1960s. Now it's 2006. Nothing
has changed -- except for the worse! (The
Washington Post)
This quote indicates the expectations that the
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Papuans had before Freeport became heavily
invested in West Papua. The people believed
that their lives would be improved by the
company’s presence, and that they would
share in the profits that the company made,
when, in fact, they were exploited for their
land.

Although Freeport was complying
with the regulations established by Suharto
under the 1967 contract, the regulations were
hardly restricting. By the end of Freeportis
contract with the Indonesian government,
Freeportis own estimates state that it will

generate an estimated six billion tons of
waste - more than twice as much earth as
was excavated for the Panama Canal. Much
of that waste has already been dumped
in the mountains surrounding the mine
or down a system of rivers that descends
steeply onto the islandis low-lying wetlands,
close to Lorentz National Park, a pristine rain
forest that has been granted special status
by the United Nations. A multimillion dollar
2002 study - paid for by Freeport - and not
previously made public, noted that the rivers
upstream and the wetlands inundated with
waste were now “unsuitable for aquatic life”
(Perlez, Bonner).
This account reveals the severe and damaging
effectsthat Freeportisactionsare havingonthe
environment. Italso exposes Freeportis actions
as harmful to the villages and population
around the mine, because Freeport is moving

The effects that industry has on Indonesian
rainforest deforestation



land and minerals from the mine, placing
it elsewhere, destroying the surrounding
ecosystems. The land is a common resource
on which many Papuans rely for survival. The
lenient regulations in Indonesia do not curb
the abuses in which Freeport is engaged “[i]
n the United States, Freeport would not be
allowed to discharge sewage and tailings
directly into the local river system” (Leith 251).
By contrast, in West Papua Freeport is under
relaxed supervision, which prevents Freeport
from being properly regulated. Because the
Suharto government had a financial interest in
Freeportis operations, and did not investigate
environmental reports from the Papuans, the
extent of the damage to the environment
from Freeportis operations has not been fully
investigated .

Freeport'sabuseoflegal standardswith
the Indonesian government, its degradation
of the environment, and connection to human
rights violations expose Freeport as a corrupt
company. It used the lenient foreign legal
environment to its own advantage, while
destroying the Papuan community around it.
Although its actions were considered “legal”in
Papua, they were considered highly immoral
by “watchdog groups such as Human Rights
Watch and Interfaith Center on Corporate
Responsibility” (Johnson D1) and would be
illegal in the United States, Freeport’s home
country.

Not An Isolated Problem

Unsurprisingly, Freeport is not the
only company that takes advantage of existent
leniencies in foreign legislation pertaining
to their operations, human rights standards,
and environmental regulations. Currently,
and in the past, companies have exploited
the legal system, as Freeport has. Chevron-
Texaco abused the lack of legislation in
Angola. Angola is fraught with corruption due
to the prevalence of oil, an increasingly scarce
natural resource. The exploitation in Angola
was so prevalent that the World Bank called
it a “cancer of corruption” (McMillan). Angola

mirrors the problems witnessed in West Papua
with Freeport. The “marriage of convenience’
between the oil countries and the companies
mean([t] that obscuring information [was] not
difficult” (Karl, 476). In Angola, the United
States government tried to reverse the corrupt
practices by attempting to pass the Publish
What You Pay Act, which required companies to
publish where their payments went, making “it
harder for developing country-government’s
to misappropriate the revenues” (McMillan).
An American company operating in Angola,
Chevron-Texaco, argued against the act. The
board of Chevron-Texaco stated:
publish-what-you-pay...break[s] the terms of
contracts... ‘[wlhether it’s the oil industry or
any other industry, obviously you wouldn’t
want your competitors to know what
you pay...[w]e recognize that we have a
responsibility to the people of Angola, but
when it comes to government policy we feel
very strongly that it's not our role to suggest
or influence national economic policy!
(McMillan)
In this statement Chevron-Texaco makes it
explicit that it is not going to comply with
the new legislation, because they view it as
jeopardizing to the success of their business.
Chevron-Texaco’s corrupt relationship with
the Angolan government is representative of
the government’s relationship with the other
oil companies operating in the country.

Conclusion
Can This Problem Be Resolved?

Although many countries are plagued
with the presence of a natural resource,
known as the resource curse, because the
resource results in fraud and civil war, there
are a few examples where a natural resource
has actually benefited the country. Norway
has “avoided the worst manifestations of the
resource curse” (Karl 484), because before it
began exploiting its natural resource it had a
means of controlling the influx of wealth.

Good institutions must be in place prior to
the exploitation of oil. Good governance,
transparency and  participation  are

Cornell International Affairs Review



prerequisites for the effective utilization of

petrodollars to alleviate poverty and prevent

conflict—not the other way around. (Karl

485)
Here Karl highlights the importance of having
a stable, democratic government established
prior to exploring and utilizing a country’s
natural resource for the betterment of the
country. If a country decides to exploit the
resource prior to having these institutions in
place, foreign investment and the individuals
responsible for administering the government
are likely to corrupt the system, by establishing
laws and practices that benefit the ruling elite.
Norway provides the world with an example
of how natural resources can result in high
profits that benefit the entire population. It
ranked first out of 177 countries in the United
Nations Human Development Report 2006.
Norway’s Human DevelopmentIndexwas.965,
which measures “three dimensions of human
development....lifeexpectancy...adultliteracy
and enrolment at the primary, secondary, and
tertiary level...and by purchasing power, PPP,
income” (UNDP). In addition, Norway is using
“the money [from the oil revenues] to advance
an ambitious ethical code they established
in 2004 for their oil reserves, known as the
Government Pension Fund” (Landler 1). It is
pulling investments from countries whose
actions they deem unethical. Already Norway
has sold off more than $400 million in shares
from Wal-Mart. It has blacklisted Boeing and
Lockheed Martin, and

Freeport McMoRan, which Norway accuses

of severe environmental damage at its

copper and gold mine in Indonesia. Freeport

responded to the allegations with a 25-page,

point-by-point rebuttal. Norway’s report, it

said, is utterly false and bears no resemblance

to our company and its operations.

(Landler 1)

Norway clearly has significant power
due to its oil reserves. It is using its dramatic
rise in power in order to advance ethical
practices within its own legal domain and of
other countries by withdrawing or investing
support in companies. Norway is redefining
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how governments choose to invest in
companies. Hopefully, Norway'’s influence on
the global economy will have lasting effects
and set a precedent for the way governments
select companies to support. Although
Norway’s actions are liberal and progressive,
corrupt relationships between companies
and countries rich with natural resources
will continue to plague international society.
Although this is a complex issue to resolve,
there are several ways to combat this problem
and end the conflict between the laws of the
home and the host countries . One proposal
is to have the United States monitor its
companies operations abroad more effectively,
toensure thattheyare abiding by United States
legislation. This would be more of a guarantee
that if a company were engaging in illegal
activities, the United States would be capable
of trying and punishing them appropriately.
Depending on domestic regulation may be
more effective in restricting transnational
companies because in the past, international
resolutions have not always been successful
monitoring them.

However, this potential solution has several
flaws, because it is already established that
the United States does not have strict enough
laws to monitor the companies operations
abroad. In addition, if the United States is
the sole country to pass an act concerning
company’s operations abroad, the problems
of corruption, continued environmental
degradation, and human rights abuses are not
going to end; also, domestic policies will try to
benefit the home country, and therefore may
not be as stringent as necessary to protect
the rights of the indigenous population of the
host country or its environment. Therefore, a
second idea, of establishing an international
standard, may be the most effective means
to solve this problem. Although international
resolutions can be weak because regulation
is difficult, companies may be less likely to
defy or attempt to circumvent them for fear
of their reputations or of the repercussions in
international communities. Another method



is simply to boycott the companies that
continue to violate international standards,
on an individual and government level, as
exhibited by Norway; oil companies that do
not adhere to the “best practices” (Karl 484), in
terms of ethical standards will be boycotted. If
the boycotts were sufficiently well organized,
they might significantly deter misconduct by
companies.

Freeport provides a striking example of
a company that has utilized the discrepancies
inthe United Statesiand Indonesian legislation
to its their advantage. It is the international
communityis responsibility to punish these
companies for their unjust actions. Failure to
do so makes the international community
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