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domestic and international markets in ways that a focus on perfectly competi-
tive and unchanging market forces does not fully capture. Consumer tastes can
change—how large is the American market for spats or sarsaparilla today?>—
as can the technology needed to make products more cheaply, or even to make
entirely new goods that displace others (stick shifts for horsewhips, comput-
ers for slide rules). Producers, sellers, or buyers of goods can band together
to try to raise or lower prices unilaterally, as the Organization of Petroleum
Exporting Countries (OPEC) has done with petroleum since 1973. And govern-
ments can act, consciously or inadvertently, to alter patterns of consumption,
supply, demand, prices, and virtually all other economic variables.

This last fact—the impact of policy and politics on economic trends—is the
most visible, and probably the most important, reason to look beyond market-
based, purely economic explanations of social behavior. Indeed, many
market-oriented economists are continually surprised by the ability of govern-
ments or of powerful groups pressuring governments to contravene economic
tendencies. When OPEC first raised oil prices in December 1973, some market-
minded pundits, and even a few naive economists, predicted that such naked
manipulation of the forces of supply and demand could last only a matter of
months. However, what has emerged from almost fifty years’ experience with
oil prices is the recognition that they are a function of both market forces and
the ability of OPEC’s member states to organize concerted intervention in the
oil market.

Somewhat less dramatic are the everyday operations of local and national
governments, which affect prices, production, profits, wages, and almost every
other aspect of the economy. Wage, price, and rent controls; taxation; incen-
tives and subsidies; tariffs and other barriers to trade; and government spend-
ing all serve to mold modern economies and the functioning of markets
themselves. Who could understand the suburbanization of the United States
after World War IT without taking into account government tax incentives to
home mortgage holders, government-financed highway construction, and
politically driven patterns of local educational expenditures? How many Amer-
ican (or Japanese or European) farmers would be left if agricultural subsidies
were eliminated? How many Americans would have college educations were
it not for public universities, government scholarships and publicly subsidized
student loans, and tax exemptions for private universities? Who could explain
the proliferation of nonprofit groups in the United States without knowing the
tax incentives given to charitable donations?

In these instances, and many more, political pressure groups, politicians,
and government bureaucrats have at least as much effect on economic out-
comes as do the laws of the marketplace. Social scientists, especially political
scientists, have spent decades trying to understand how these political pres-
sures interact to produce government policy. Many of the results provide as
elegant and stylized a view of politics as the economics profession has devel-
oped of markets. As in economics, however, social science models of political
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succeeded in substantially raising the price of oil. In 1974 and 1975, the indus-
trial nations of Western Europe, North America, and Japan fell into the first
worldwide economic recession since the 1930s; unemployment and inflation
were soon widespread realities and explosive political issues. In the world
arena, the underdeveloped countries—most of them recently independent—
burst onto center stage as the third world and demanded a fairer division of
global wealth and power. If, in the 1950s and 1960s, economic growth was
taken for granted and politics occupied itself with other matters, in the 1970s
and 1980s, economic stagnation fed political strife while political conflict exac-
erbated economic uncertainty. The politicization of international economics
has continued ever since, especially after the Great Recession in 2008 with new
demands for financial market reform, less economic inequality, and greater
trade protection.

For both intellectual and practical reasons, then, social scientists once again
began seeking to understand how politics and economics interact in modern
society. To be sure, today’s political economists have not simply reproduced
the studies of earlier (and perhaps neglected) generations of scholars in the
discipline. The professionalization of both economics and political science led
to major advances in both fields, and scholars now understand both economic
and political phenomena far better than they did a generation or two ago. It is
on this improved basis that the new political economy has been constructed,
albeit with some long-standing issues in mind.

Just as in the real world, where politicians pay close attention to economic
trends and economic actors keep track of political tendencies, those who would
understand the political process must take the economy into account, and vice
versa. A much richer picture of social processes emerges from an integrated
understanding of both political and economic affairs than from the isolated
study of politics and economics as separate realms. This much is, by now,
hardly controversial; it is in application that disagreements arise. Government
actions may influence economic trends, but these actions themselves may sim-
ply reflect the pressures of economic interest groups. Economic interest
groups may be central in determining government policy, yet political
institutions—democratic or totalitarian, two-party or multiparty, parliamen-
tary or presidential—may crucially color the outlook and influence of eco-
nomic interests. Although they may emphasize different forces, international
political economists have moved toward a common framework for under-
standing the interaction of politics and economics.

INTERESTS, INTERACTIONS, INSTITUTIONS,
AND THE INTERNATIONAL POLITICAL ECONOMY

Analysts of the international political economy must understand the complex
interplay of many disparate forces. Globalization affects the employment, pur-
chasing power, and quality of life of individuals, as well as the prosperity,
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6 ® Introduction

or event under examination. In identifying the interests of an actor, analysts
sometimes draw on prior theories of human nature or behavior; at other times,
they simply assume the actors have a particular goal. In international politi-
cal economy, it is common to assume that actors are motivated by material
conditions and economic welfare, though exactly how welfare is defined and
understood may well be the product of prevailing ideas and social norms—a
point we return to below in our discussion of Constructivism in the next
section.

We often use economic theory to deduce what types of individuals can be
reasonably assumed to share identical interests. A key divide is between
the Ricardo-Viner or specific factors theory of international trade, which
assumes that capital and labor are fixed in particular occupations and, thus,
will tend to have similar interests over trade policy, and the Heckscher-Ohlin
theory of international trade, which assumes that all factors are mobile across
occupations and, therefore, capital, land, and labor will possess opposing
interests. A recent approach, sometimes known as new new trade theory,
argues that only the most productive firms are capable of exporting, which
implies that trade policy interests will differ between firms even in the same
economic sector.

Having defined the relevant unit of analysis, we can then derive preferences
over alternative policies from the distributional implications of different eco-
nomic policies and, in turn, how an actor is located relative to others in the
international economy. Firms vary by whether they are productive enough to
compete with imports, export finished goods, or engage in foreign direct invest-
ment. By knowing a firm’s productivity profile, we can then predict how it will
be helped or harmed by policies to increase international openness. Sectors
vary by similar characteristics. Factors of production, in turn, vary by their
scarcity relative to the world economy. Since flows of goods and factors across
international borders are equivalent in their distributional effects, we can use
these same theories to derive expectations about how factors will be affected
by a large range of economic policies and, thus, identify their interests over
foreign direct and portfolio investment or migration.

Interests are essential in analyzing any event in international political econ-
omy because they capture how the actors assess alternative outcomes. But to
account for these outcomes, we must examine the choices of all relevant actors
and how their choices interact to produce a particular result. When outcomes
result from an interaction, actors have to anticipate the likely choices of others
and take those choices into account when making their own decisions. A low-
productivity firm might prefer trade protection for its products, but if it can-
not form a coalition with other firms to successfully lobby Congress, it might
decide simply to close down and sell off its assets. Its choice depends crucially
on what it anticipates would be the likely choices of other actors within the
policy-making process. Similarly, states might prefer a global environmental
compact, but unless they expect that most other states will cooperate, they
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8 m [ntroduction

icies—bargaining sometimes within international institutions

vithout anv rules over international outcomes.
Fow theorists give equal weight to all steps in this analysis. As the selections

1is volume indicate, most focus on one step—for instance,
cgate societal interests—and treat others as analytic sim-
o fcations that are often left implicit in the specific theory at hand. For trac-
‘20 sohoiars focus on one or another step in the process and bracket many
= worving features of a political-economic environment by treating

“o o= oozonous for purposes of studying a single characteristic of the policy-
“o. 2 orocess. One might, for instance, bracket where interests “come from”
S oo o domestic institutions aggregate these interests in different ways.
“ oo one might simplify the domestic political process and assume it
©oooooos some “national interest” or aggregated social welfare function and
s on how states then bargain over more or less favorable policies. In real-
© course, all else is not constant. Institutions often embody different sets
of interests, the goals actors pursue are affected by the institutional setting in
which they are embedded, and both interests and institutions at home are
influenced by interactions between states. Yet, in practice, analysts must nar-
row the lens through which they view the world and concentrate on under-
standing particular steps in the political process that produce outcomes
of concern. In most cases, the author’s focus on interests, interactions, and
institutions will be obvious, but our section introductions and summaries of
each reading presented below highlight their contribution and explain why it
is integral to understanding the problem emphasized in the study.

FOUR ALTERNATIVE VIEWS OF INTERNATIONAL
POLITICAL ECONOMY

In addition to tools of interests, interactions, and institutions just discussed,
some scholars attempt to classify interpretations of global political and eco-
nomic developments in a somewhat different manner. Many theories of inter-
national political economy can also be categorized into one of four perspectives:
Liberalism, Marxism, Realism, and Constructivism. Note that in international
political economy, advocates of free trade and free markets are still referred
to as Liberals. In twentieth-century American domestic politics, however, the
term has come to mean something different. In the United States today,
whereas “conservatives” traditionally support free markets and less govern-
ment intervention, “liberals” typically advocate greater governmental inter-
vention in the market to stimulate growth and mitigate inequalities. These
contradictory usages of the term Liberal may seem confusing, but the context
will usually make an author’s meaning clear. Although little research in inter-
national political economy now occurs strictly within these four perspectives,
thev have helped structure past debates in the field, and students should be
familiar with their broad contours.

The Liberal argument em;
environments in which all ;
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10 = Introduction

Marxists believe that classes are the dominant actors in the political economy.
Specifically, they identify as central two economically determined aggregations
of individuals or classes: capital, or the owners of the means of production, and
labor, or the workers. Marxists assume that classes act in their economic
interests—that is, to maximize the economic well-being of the class as a whole.
Accordingly, the basis of the capitalist economy is the exploitation of labor by
capital: capitalism, by its very nature, denies labor the full return for its efforts.

Marxists see the political economy as necessarily conflictual, since the rela-
tionship between capitalists and workers is essentially antagonistic. Because
the means of production are controlled by a minority within society—the
capitalists—labor does not receive its full return; conflict between the classes
is inevitably caused by this exploitation. Marxists also believe that capitalism
is inherently prone to periodic economic crises, which will, they believe,
ultimately lead to the overthrow of capitalism by labor and the erection of a
socialist society in which the means of production will be owned jointly by all
members of societv and exploitation will cease.

V. I. Lenin, the Russian revolutionarv who founded the Soviet Union,
extended Marx’s ideas to the international political economy to explain impe-
rialism and war. Imperialism, Lenin argued, was endemic to modern capital-

ism. As capitalism decaved
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Todayv, Marxists who study the international political economy are primar-
ilv concerned with two issues. The first is the fate of labor in a world of increas-
i internationalized capital. The growth of multinational corporations
and the rise of globally integrated financial markets appear to have weakened
labor’s economic and political power. If workers in a particular country demand
higher wages or improved health and safety measures, for example, the mul-
tinational capitalist can simply shift production to another country where
labor is more compliant. As a result, many Marxists fear that labor’s ability to
negotiate with capital for a more equitable division of wealth has been sig-
nificantly undermined.

Second, Marxists are concerned with the poverty and continued under-
development of the third world. Some Marxists argue that development is blocked
by domestic ruling classes, which pursue their own narrow interests at the
expense of national economic progress. Others, known as “dependency” theo-
rists, extend class analysis to the level of the international economy. According
to these Marxists, the global system is stratified into a wealthy area (the “core,”
or first world) and a region of oppression and poverty (the “periphery,” or third
world). International capitalism, in this view, exploits the periphery and ben-
efits the core, just as capitalists exploit workers within a single country. The
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12 = Introduction

likely to exist when a single dominant or hegemonic power is present to stabilize
the system and construct a strong regime (see Krasner, Reading 3). For Realists,
then, the pursuit of power by nation-states shapes the international economy.

Each of these first three perspectives features different assumptions and
assertions. Liberals assume that individuals are the proper unit of analysis,
while Marxists and Realists make similar assumptions regarding classes and
nation-states, respectively. The three perspectives also differ on the inevita-
bility of conflict within the political economy. Liberals believe economics and
politics are largely autonomous spheres, Marxists maintain that economics
determines politics, and Realists argue that politics determines economics.

Constructivism, a fourth and relatively recent approach to international
political economy, has roots in critical theory and sociology. Unlike the first
three approaches, Constructivism is more of a method of analysis than a set
of alternative assumptions and assertions. Constructivists believe that actors
in the international political economy and their interests are not innate but
are produced or constructed through social interactions. Sectors, factors of
production, classes, and especially nation-states are not fixed and immutable
in this view, but are themselves produced by their social environments. Rather
than pursuing wealth over power, or vice versa, individuals, classes, and states
vary in their interests and contain the potential for both conflict and coopera-
tion in different social settings.

Constructivists also believe that norms play an important role in interna-
tional political economy. The other approaches all assume implicitly that
actors are purposive and select among possible courses of action by their antic-
ipated effects. This is sometimes referred to as a “logic of consequences.”
Constructivists assume that actors select roles and actions by what is right,
just, or socially expected. In other words, actors choose according to a “logic
of appropriateness.” In this view, countries may open themselves to trade or
international investment not because, as Liberals assert, this improves their
welfare in any instrumental sense, but because this is what responsible or
“developed” states understand as appropriate in the modern international
political economy.

In addition, Constructivists assert that actors and their interactions can be
transformed through the introduction of new norms or understandings of
their interests or identities. The rough-and-tumble international political econ-
omy described by Realists, for example, is not, according to Constructivists,
foreordained by the condition of anarchy. If actors come to understand the
world differently, the conception of appropriate behavior could also change
dramatically. As the “Washington Consensus” took hold internationally dur-
ing the 1990s, for instance, countries liberalized their economies and held to
this policy long after its promised effects failed to materialize.

This fourfold division of international political economy is useful in many
ways, especially as it highlights differing evaluations of the importance of eco-
nomic efficiency, class conflict, and geostrategic and normative consider-
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American plans for a reordered world economy go back to the mid-1930s.
After World War I, the United States retreated into relative economic insular-
ity, for reasons explored in Part 11, “Historical Perspectives.” When the Great
Depression hit, American political leaders virtually ignored the possibility of
international economic cooperation in their attempts to stabilize the domes-
tic economy. Yet, even as the Franklin Roosevelt administration looked inward
for recovery, by 1934 new American initiatives were signaling a shift in Amer-
ica’s traditional isolation. Roosevelt’s secretary of state, Cordell Hull, was a
militant free trader, and in 1934 he convinced Congress to pass the Recipro-
cal Trade Agreements Act, which allowed the executive to negotiate tariff
reductions with foreign nations. This important step toward trade liberaliza-
tion and international economic cooperation was deepened as war threatened
in Europe and the United States drew closer to Great Britain and France.

The seeds of the new international order, planted in the 1930s, began to grow
even as World War IT came to an end. The Bretton Woods agreement, reached
among the Allied powers in 1944, established a new series of international eco-
nomic organizations that became the foundation for the postwar American-
led system. As the wartime American-Soviet alliance began to shatter, a new
economic order emerged in the noncommunist world. At its center were the
three pillars of the Bretton Woods system: international monetary coopera-
tion under the auspices of the IMF, international trade liberalization negoti-
ated within the GATT, and investment in the developing countries stimulated
by the World Bank. All three pillars were essentially designed by the United
States and dependent on its support.

As it developed, the postwar capitalist world reflected American foreign pol-
icy in many of its details. One principal concern of the United States was to
build a bulwark of anti-Soviet allies; this was done with a massive inflow of
American aid under the Marshall Plan and the encouragement of Western
European cooperation within a new Common Market. At the same time, the
United States dramatically lowered its barriers to foreign goods and Ameri-
can corporations began to invest heavily in foreign nations. Of course, the
United States was not acting altruistically: European recovery, trade liberal-
ization, and booming international investment helped ensure great prosper-
ity within its own borders as well.

American policies, whatever their motivation, had an undeniable impact on
the international political economy. Trade liberalization opened the huge
American market to foreign producers. American overseas investment pro-
vided capital, technology, and expertise for both Europe and the developing
world. American governmental economic aid, whether direct or channeled
through such institutions as the World Bank, helped finance economic growth
abroad. In addition, the American military umbrella allowed anti-Soviet gov-
ernments in Europe, Japan, and the developing world to rely on the United
States for security and to turn their attentions to encouraging economic
growth.
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16 = Introduction

and Central Europe joined the European Union, the resurgence of an inte-
grated global economy seemed complete.

Since the mid-1990s, the world economy has continued on the general path
of globalization. All of the indicators of integration have trended upward—
some of them, such as international financial flows, at a very rapid pace. Yet,
concern has grown about globalization in many quarters, and the generalized
enthusiasm of the early 1990s is now waning.

The principal issue facing analysts of the international political economy
today has to do with the future of this era of globalization. Despite continued
conflict over the international economy, most people—especially in the indus-
trialized nations—appear to accept that an international system in which
goods and capital can move quite freely among countries has become the nor-
mal state of affairs and is likely to continue for the foreseeable future. None-
theless, there is widespread unease about the current state of international
economic relations. Activists worry that footloose corporations may undermine
attempts to protect the environment, labor, and human rights. Beleaguered
businesses are troubled by foreign competitors. Nationalists and religious tradi-
tionalists fear that globalization will undermine cultural and other norms.
With growing economic inequality, low-skilled workers in the developed
countries are turning increasingly against trade and immigration—feeding
nationalist parties across Europe and North America.

All of these apprehensions were heightened by the global economic crisis
that began at the end of 2007. Difficulties in the American financial system
were quickly transmitted around the world, and within months the entire
international economy was in recession. There were even fears that the reces-
sion might deepen into depression. The economic downturn raised the spec-
ter of economic conflicts among the world’s major powers, as each nation
focused its efforts on defending itself and its citizens from the fallout of the
economic collapse. National governments and international economic insti-
tutions were confronted with problems of unprecedented breadth and scope.
In this uncertain and rapidly changing environment, the United States remains
the most important country within the international political economy, but it
is no longer dominant. The era of American hegemony has been replaced by a
new, multilateral order based on the joint leadership of Western Europe, Japan,
and the United States. So far, these countries have successfully managed—or,
some would say, muddled through—the “oil shocks” of the 1970s, the debt cri-
sis of the early 1980s, the transition to the market of the former centrally
planned economies after 1989, the currency crises and other financial volatil-
ity of the 1990s, and the Great Financial Crisis of 2007-20009.

Despite greater success than many thought possible, multilateral leadership
and the liberal international order remain fragile. Conflicts of interest and eco-
nomic tensions remain muted, but they could erupt at any time. The politics
of international economic relations are made more complex by the new involve-
ment of such countries as China, India, and Russia. These nations played
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