
Introduction 

ASIGNIFICANT transformation of the postwar international eco
nomic order has occurred. The Bretton Woods system of trade lib

eralization, stable currencies, and expanding global economic interde
pendence no longer exists, and the liberal conception of international 
economic relations has been undermined since the mid- 1 97os. The 
spread of protectionism, upheavals in monetary and financial markets, 
and the evolution of divergent national economic policies among the 
dominant economies have eroded the foundations of the international 
system. Yet inertia, that powerful force in human affairs, has carried 
the norms and institutions of a decreasingly relevant liberal order into 
the 1980s. What has happened to the system? What are the implica
tions of the failure of che system for the future? This book formulates 
an explanation. 

At a more general and theoretical level, chis work is pan of an ex
panding body of scholarship on the political economy of internacional 
relations; it assumes that an understanding of the issues of trade, mon
etary affairs, and economic development requires the integration of the 
theoretical insights of the disciplines of economics and political science. 
Too often policy issues are analyzed as if the realms of economics and 
politics can be isolated &om one another. Events in the final years of the 
twentieth century are forcing students of international relations to fo
cus their attention on the inevitable tensions and continuing interac
tions between economics and politics; this scudy is intended to help 
narrow the gap between the two. 

There is a pressing need to integrate the study of international eco
nomics with the study of international politics to deepen our compre
hension of the forces at work in the world. Many important issues and 
questions cross the intellectual division between the two disciplines. 
Transformations in the real world have made economics and politics 
more relevant to one another than in the past and have forced the rec
ognition that our theoretical understanding of their interactions has al
ways been inadequate, oversimplified, and arbitrarily limited by disci
plinary boundaries. 

Economic factors have played an important role in international re
lations throughout history. Economic objectives, resources, and instru-



ments of foreign policy have always been significant elements in the 
struggles among political groups. It is unlikely that, in Homeric times, 
Helen's face-contributing factor though it may well have been-was 
the primary reason for launching a thousand ships and causing King 
Agamemnon to lay siege to Troy. Mor� likely, the Greeks' crucial mo
tive was their desire to seize control of the lucrative trade route that 
passed through the Dardanelles. Centuries later, the Persian Empire 
used its great hoard of gold ro influence the foreign policies of lesser 
states. In the fifth century B.C. the Athenian closure of ports of the De
lian League to an ally of its Spartan rival provides one of the earliest 
recorded cases of economic warfare. History is replete with similar ex
amples of the role of economic factors in the affairs of nations; in this 
sense, the political economy of international relations has always ex
isted. 

Although economic and political factors have had a reciprocal influ
ence on one another throughout history, in the modern world this in
teraction has been transformed in fundamental ways. Over the past 
several centuries, the interdependence of national economies has in
creased due to greatly enhanced flows of trade, finance, and technol
ogy. Public awareness of the economic content of political issues has 
also expanded, and people can (or at least think that they can) more 
easily trace the causes of economic discontent or bounty ro the specific 
actions of specific groups at home and abroad (Hauser, I9371 pp. IO
I 2). And the spread of this economic consciousness and of political de
mocracy has led to the nearly universal realization that the state can be 
used to effect economic outcomes and in panicular to redistribute 
wealth in one's favor (Bonn, 1939,  p. 3 3 ) .  Thus, the distribution of 
wealth, the scourge of unemployment, and rampant inflation are now 
viewed as the results of human actions rather than as the consequences 
of some immutable economic laws. This has meant the inevitable polit
icization of economic affairs. 

Profound changes underlie these developments. Since the sixteenth 
century, the primacy of the nation-state has been the organizing prin
ciple of the international political order. The nation-state has largely 
displaced such premodern forms of political organization as city-states, 
tribes, and empires,. while simultaneously the market has become the 
primary means for organizing economic relations, displacing other 
means of exchange: reciprocity, redistribution, and imperial command 
economies. These two opposed forms of social organization, the mod
ern state and the market, have evolved together through recent centu
ries, and their mutual interactions have become increasingly crucial to 
the character and dynamics of international relations in our world. 

These changes in social organization and human consciousness have 
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elevated economic issues to  the highest level of international relations. 
The economic well-being of peoples and the fate of nations have be
come intimately joined to the functioning and consequences of the mar
ket. The direction of financial flows, the inevitable shifts in compara
tive advantage, and the international distribution of productive 
activities are preoccupations of modem statecraft. As the distinguished 
political geographer, Halford Mackinder, prophesied early in this cen
tury, statesmen's growing awareness of these changes has concentrated 
their attention on "the struggle for relative efficiency" (Mackinder, 
196z {1 904], p. z4z). 

Despite these changes, the disciplines of political science and eco
nomics continue to study contemporary developments in ways that 
keep separate and distinct the spheres of the state and the market. The 
reasons for this academic specialization are appropriate and under
standable: social reality, like physical reality, must be broken down 
into manageable pieces if it is to be studied and theory is to progress. 
Yet efforts ate also necessary to bring the individual pieces together 
into a larger and integrated theoretical framework of political economy 
in order to understand the totality of political and economic reality. 

This study, then, proceeds on two levels. At one level, it is a practical 
inquiry into the reality of the contemporary international political 
economy and how the interaction of state and market is transforming 
international relations in the closing decades of the twentieth century. 
It asks what the consequences are likely to be as the locus of "relative 
efficiency" shifts from Western Europe and the United States to Japan 
and other rising economic powers in Asia and the developing world. At 
another level, this book is theoretical; it attempts to integrate the prin
cipal ways in which scholars have conceived of international political 
economy in general and in such specific areas as trade, monetary af
fairs, and foreign investment. This dual approach is premised on the as
sumption that the study of contemporary developments and of theo
retical questions should be pursued together, and an attempt will be 
made, throughout the discussion that follows, to draw out implications 
for the emergent international economic and political order. 

The evolution of the international political economy over the next 
several decades will be profoundly influenced by three major develop
ments. The first is the relative decline of American economic leadership 
of the postwar liberal international economy; with decreased American 
power the forces of global economic interdependence have been 
thrown on the defensive.• The second is the ongoing shift in the locus 

' Kenneth Waltz ( 1 979) analyzes the role of the internarional polirical system as a sig
nificant factor in the development of «00omit interdependence. 
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of the core of the world economy from the Atlantic to the Pacific; in the 
1 97os the flow of commerce across the Pacific exceeded that of the At
lantic. The third is the increasing integration of the American and Jap
anese economies, which have become linked to a degree that is unprec
edented for sovereign nations. 

The increasing integration of the American and Japanese economics 
has become one of the dominant features of the contemporary world 
economy. In trade, production, and finance these two economies are in
creasingly interdependent. Driven by the economic policies of the Rea
gan Administration and the descent of the United States into debtor sta
tus, the creation of what can be called the Nichibei economy has 
proceeded with amazing rapidity.� Accounting for 30 percent of world 
output, this trans-Pacific relationship has eclipsed the former primacy 
in the world economy of the American-West European rclationship.J 
The massive trade flows between the two economics, the evolving alli
ances among their multinational cooperations, and the pivotal role of 
Japanese capital in the American economy have transformed the rela
tions of these two countries from one of superior and subordinate to a 
more equal partnership. The nature, dynamics, and stability of this key 
relationship will largely determine global economic relations. 

The centrality of the American-Japanese relationshiJ] for interna
tional relations resides in the fact that the dollar is the keystone of the 
U.S. world position. Along with the extension of America's nuclear de
terrent over its Japanese and European allies, the role of the dollar as 
the key currency in the international monetary system has cemented its 
system of global alliances and has been the foundation of American he
gemony. With the dollar providing the base of the monetary system, the 
United States has been able to fight foreign wars, to maintain troops 
abroad, and to finance its hegemonic position without placing substan-

• According to The Economist (December 71 1985, Survey Japan, p. 17), "rhis joinr 
economy is called Nichibei in Japanese: a blend of rhejapanese characrers for japan (Ni· 
hon) and America (Bei/roku, or rice country)." I have not been able to verify rhar rheJap· 
anese do in fact: use this renn ro refer ro rhe increasing inregrarion of the American and 
Japanese: economies. Nevenheless, u it does appear ro be quite appropriate, the n:pra· 
�on will be used in this book. 

• lr is indicarive of the,profound change rharhas raken placc: in rhe 197os and 1980s 
that Richard Cooper's inOuential book, The Economics of lntertlependent:e: &onomic 
Policy in the Adantic Community ( 1 968), published under rhe auspices ofrhe Council on 
Foreign Relations. wu devoted almost exclusively ro rrans-Atlantic relations. Coop· 
n's argument regarding the dash berwttn stare autonomy and marker interdependence: 
has become relevant for Amc:ric:an·Japanese relarions. As I shall argue, the fundamenral 
problem set fonh by Cooper two decades ago is of increasing significance: and a solurion 
has yet ro be found. 
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tial economic costs on  the American taxpayer and thereby lowering the 
American standard of living. This crucial role of the dollar and the "ex
travagant privileges," to use the term of Charles de Gaulle, that it has 
conferred on the United States has required a foreign partner ro help 
support the dollar. In the contemporary era, this task has fallen to the 
Japanese and their immense capital outflows to the United States. U.S. 
6nancial dependence on japan and the growing interdependence of the 
Nichibci economy is a major theme of this book. 

The organization below reflects these practical and theoretical pur
poses. The 6rst three chapters set forth the intellectual perspective and 
theoretical issues to be explored. Chapter One de6nes the nature of in· 
ternational political economy as the interaction of state and market 
and analyzes the signi6cance of this relationship. In Chapter Two, the 
three prevailing views (or ideologies) of the character of this interaction 
arc evaluated. Chapter Three then analyzes the dynamics of the inter
national political economy. 

The next chapters turn to substantive issues of the contemporary in
ternational political economy. The international monetary system con· 
stitutcs the necessary nexus of an ef6ciendy functioning international 
economy, and it is the subject of Chapter Four. Chapters five and Six 
discuss the increasingly interrelated topics of international trade and 
the multinational corporation. In Chapter Seven the controversy over 
the impact of the international economy on the economic development 
and well-being of the less developed countries is evaluated. Chapter 
Eight analyzes the crucial importance of the international 6nancial sys
tem in linking together national economies, its central role in sustaining 
global economic development, and the threat that its increasing vulner
ability poses ro global economic stability. These chapters thus begin 
with money and end with 6nance. The former facilitates the function
ing and integration of the world market; the latter underlies the dynam
ics of the world economy but also constitutes its weakest link. 

The concluding chapters assess the issues and problems of the inter
national political economy in the late 1 980s. Chapter Nine analyzes the 
political, economic, and technological changes that have transformed 
the world economy over the past several decades. The signi6cance of 
these changes for international economic relations is the subject of 
Chapter Ten, which evaluates the increasing importance of mercantil
ism, regionalism, and sectoral protectionism. 


