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PART TWO: THE WIDER CONTEXT

3: Europe in a World of Regions . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 16
Björn Hettne
(1) The New Regionalism . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 16
(2) Hegemonic Succession in the Capitalist World . . . . . . . . . . . . . 19
(3) The New Political Landscape of Europe . . . . . . . . . . . . . . . . . . 22
(4) Soviet Decline and the Formation of a Post-Communist

World . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 27
(5) Third World Regionalism: The European Factor . . . . . . . . . . . 30
(6) The Promise of Benign Mercantilism . . . . . . . . . . . . . . . . . . . . . 36

4: A World in Chaos . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 41
Samir Amin
(1) Global Rationality or Chaos with New Globalization and

Polarization? . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 41

v



(2) The Empire of Chaos . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 44
(3) Problems Specific to the Different Regions of the World . . . . 48
(4) The Way out of the Impasse . . . . . . . . . . . . . . . . . . . . . . . . . . . . 53

5: Structural Issues of Global Governance: Implications for Europe 56
Robert Cox
(1) Global Governance in the Transition from the Twentieth to

the Twenty-first Century . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 56
(2) Europe’s Choices: Forms of State and Society . . . . . . . . . . . . . 61
(3) The Sequel to ‘‘Real Socialism’’ . . . . . . . . . . . . . . . . . . . . . . . . . . 67
(4) Europe and the World . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 74

6: Failure in Europe: Regional Security after the Cold War . . . . . . . 80
Richard Falk
(1) A Time for Humility and Reassessment . . . . . . . . . . . . . . . . . . 81
(2) Explaining the Yugoslav Failure: The Ascent of the Weak

State . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 83
(3) Lessons for Europe and Their Limits: The Menace of

Geopolitical Regression . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 88

PART THREE: THE LEGACY OF COMMUNIST RULE

7: Nationalism and Ethnicity in Europe . . . . . . . . . . . . . . . . . . . . . . . . . 94
George Schöpflin
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Introduction
Richard Falk

The shared premise of this volume is that the end of the Cold War initiated
a new political era globally, and most dramatically, in Europe. After all, the
central East/West encounter was situated in Europe, with its primary
expression being the division of Germany into two states, each belonging
to an alliance that was ideologically and geopolitically antagonistic to the
other. This centrality of a divided Germany was epitomized by a divided
Berlin, the former capital city of a unified Germany and embodiment of the
German cultural and political spirit. Is it any wonder, then, that the collapse
of the Berlin Wall in 1989, and the human surge from East to West, repre-
sented both the symbolic ending of the Cold War and the victory of the
West, or more accurately, perhaps, the collapse of the East.

After a brief and natural interlude of euphoria, the countries formerly
part of the Soviet bloc embarked on the hard work of transition, each in its
own way repudiating its communist past and aspiring to become, as rapidly
as possible, a political and economic replica of its co-regionalists in Western
Europe. This homogenizing impulse, an expected sequel to liberation, in-
cluded as a high priority participation in the integrative process so impres-
sively carried on over a period of decades within the framework of the
European Community.

The challenge of this new era was also felt in the West, most immediately
and intensely by Germany, at once the most extreme beneficiary of the
events of 1989, but also the most tested and strained, discovering that the
dynamics of reunification were expensive and divisive, and, in their own way,
as traumatic as the ordeal of disunity and confrontation. The far more
severe test for Europe after the Cold War was associated, however, with the
breakup of Yugoslavia and the Soviet Union, giving rise to ethnic and ultra-
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nationalist strife. The cruel, ongoing war in Bosnia raised serious doubts
about the capacity of Europe to evolve a coherent regional security frame-
work in the absence of the sort of overriding threat posed by Soviet power
and ideology. While Serbian efforts to destroy Bosnia went forward, in-
cluding genocidal policies and practices, it became evident that the various
European states each conceived of the conflict by reference to its own con-
ception of national interests, heavily shaped by Balkan memories of intra-
European rivalries. As well, the United States, the long-accustomed leader
of Europe on security matters, was unwilling to commit itself much beyond a
posture of concern.

Also drawn into question by the events in former Yugoslavia was whether
NATO could be adapted to the new agenda of security concerns in Europe,
or was essentially linked in function and viability to the bipolar structure of
the Cold War years. By 1995 developments in Russia, especially the dis-
turbing rise of the ultra-nationalist Vladimir Zhorinovsky, a more assertive
foreign policy by the Yeltsin government, and a brutal campaign of repres-
sion in Chechnya led to renewed European apprehensions. These were
expressed both by the intensified wish on the part of the countries in East-
ern and Central Europe to join the wider European economic and security
structure as soon as possible, and by the Western European governments
abruptly, if temporarily and uncertainly, rediscovering the rationale for unity
by way of NATO. In the background, as well, was the allocation of emphasis
between inclusive conceptions of Europe that encompassed Russia, as by
way of the CSCE mechanism, as distinct from those that were building from
their earlier identity as a Western bloc of countries united by their opposi-
tion to communism and their commitment to contain Soviet expansionism.

Often during periods of adjustment in international political life, contra-
dictory developments occur side-by-side, and are generally too puzzling to
comment upon. In this regard, simultaneous with the reemergence of Russia
as a valuable partner of the United States in shaping the destiny of Europe.
During the Cold War this partnership took the form of confrontation in a
hostile climate, but, even then, tacit shared interests were present, although
rarely acknowledged: maintaining the division of Germany as a means to
ensure that a third war for control of Europe would not arise from the
interplay of intra-European ambitions and rivalry and a shared resolve by
the two superpowers that the countries of Europe should be reduced to
passivity when it came to the forging of security policy, with European gov-
ernments pressured into playing subordinate roles in the offsetting alliances
of NATO and the Warsaw Pact, so much so that the sovereignty-oriented
France couldn’t swallow its loss of political independence even as its leaders
shared a concern about Soviet expansionism with other Western European
countries.

There was an essential symmetry here, and in view of the ineffectual
European response to the crises generated by a disintegrating Yugoslavia
during the last several years, there is now a renewed prospect of some
Russian/American cooperation in resolving the crisis, as well as managing
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the Middle East peace process, but not on the basis of parity, with Russia’s
claim to great power status fading quickly. It is now doubtful that Russia as
active partner of the United States will define the security of Europe in the
years ahead, but even the possibility of entertaining such a suggestion shows
how rapidly change occurs in this post-Cold War world. More likely, espe-
cially in the aftermath of Chechnya, the evident weakness of Russia’s gov-
ernment and the disarray of its military forces, is some new version of East–
West tensions, not a Cold War to be sure, but a geopolitical alignment that
regards Europe, as a whole, again vaguely threatened by developments in
Russia and the surrounding countries that have emerged out of the ruins of
the Soviet Empire.

There have also surfaced in this period of the 1990s other European con-
cerns that had long been deflected. First of all, there were tensions asso-
ciated with international economic policy, specifically the degree to which
Europe would pursue protectionism on a regional scale in relation to the
United States and Japan, especially given domestic pressures in several
countries that are reluctant to embrace free trade on a global scale, despite
the eventual success of the Uruguay Round negotiations in replacing GATT
with the World Trade Organization, a big step, at least potentially, in the
direction of global economic governance. Whether the reality of gover-
nance, or even economic autocracy, will emerge is uncertain. There is even
the possibility of a stillborn World Trade Organization and reliance on
robust economic regionalism and nationalism.

It is difficult to decide whether continued economic integration is leading
to a coordinated world economy, to a tripolar rivalry in the form of antag-
onistic trading blocs that pitted Europe against the Pacific Basin and North
America, or is producing a confused cauldron of statist regionalist and
globalist ferment, in effect a crisscross of economic arrangements. Implied
also was a rethinking of the relevance of relations with the South in the new
era. The state/society tensions that surfaced in Europe in relation to the
approval process for the Maastricht Treaty, with its ambitious plans for a
common European currency and a European central bank before the end of
the century, suggested deep divisions between capital-driven and people-
oriented economic policy. High and seemingly persistent unemployment in
most European countries, including those most prosperous, indicates the
likelihood that no strong consensus on the rate and depth of European
economic integration is likely to take shape in the immediate future.

Europe since 1989 has not experienced a serene, moderate aftermath to
the decades of Cold War tension. An upsurge of xenophobic and chauvin-
istic politics has produced violence against foreigners, as well as the reemer-
gence of right-wing political parties with proto-fascist orientations. The
encounters between the West and Islam have also been played out in sev-
eral arenas, encouraging calls for secularist conformity by European public
opinion. As well, some non-European cultural practices, such as female
circumcision, have been criminalized. In several respects, the future of sec-
ularism is being called into question by ‘‘ethnic cleansing’’ in Bosnia. Not
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since the Spanish Civil War has the notion of non-intervention in for-
eign societies generated such intense controversy. Then, as now, critics of
non-intervention are claiming that the failure to challenge Serbian aggres-
sion embodies a diplomacy of appeasement, both inherently immoral and
dangerously encouraging to other repressive political tendencies in Europe.

This book of essays brings together a series of much revised papers orig-
inally presented at a conference in Velence, Hungary, organized by the United
Nations University in 1991. The chapters have been grouped together to
suggest dominant themes, but there is some inevitable overlap. Although
authors attempted to update their presentations, developments in Europe
have, in some instances, overtaken parts of the analysis offered here. Nev-
ertheless, this volume as a whole seeks to explore as fully as possible the
newly emergent Europe, its internal dynamics and its bearing on the world
as a whole. So much historical consciousness has been Euro-centric, but our
aim here has been to link Europe to wider dynamics of the global setting.

The chapters by Árpád Göncz and Domokos Kosáry are strictly intro-
ductory, presenting perspectives on the undertaking that reflects the outlook
of the authors, but not developing coherent substantive arguments.

The chapters in Part Two attempt to depict from various angles the over-
all post-Cold War circumstance of Europe. Björn Hettne develops a chal-
lenging systemic account of Europe as a region leading the way into a new
world order constituted increasingly by regions. Hettne regards regionalism
as a functional stage of economic integration that softens inter-state rivalry
and allows new forms of political community to take shape. In this regard,
Hettne favors what he calls ‘‘benign mercantilism’’ to strengthen the global
tendency to move from the militarism of geopolitics to the functionalism of
geoeconomics.

Samir Amin is less hopeful about the present global setting, perceiving
the new reality as one in which the North is using its technological and
military power to sustain its hegemony over the South, causing severe
human suffering in the marginalized regions of the world. In this regard,
Amin regards the new Europe as once more focused on resuming its role as
part of a global hegemony. The prospects for resistance are related to the
rise of transnational social movements that bypass state structures, and
promote grassroots developments that facilitate delinking from the global
economy.

Robert Cox adds an interpretation of Europe caught up in a struggle to
adapt to an increasingly globalized pattern of production, which provides
the occasion for redefining state/society relations on the basis of more radi-
cal forms of democracy that embody true socialist ideals, that is, ideals at
odds with what was falsely labeled as socialism during the period of com-
munist rule.

Finally, in this part, Richard Falk’s chapter situates the new Europe in a
world order that is far less Euro-centric, one that is also confronting a new
type of geopolitics. Europe’s future security is endangered more by ‘‘black
holes’’ resulting from ‘‘weak states’’ than from traditional projections of
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military power by ‘‘strong states.’’ As the Bosnian ordeal demonstrates
anew, the means of addressing such an array of challenges is not available,
nor likely to be; in this regard the Gulf War represented the old geopolitics,
while the Bosnian War represents the new geopolitics.

The next group of chapters, in Part Three, come to terms with Europe as
a region internal to itself, and especially addressing problems in Eastern and
Central European countries that are derivative from Soviet indirect rule and
its reliance on bureaucratic centralism.

George Schöpflin’s chapter considers the condition of nationalism in con-
temporary Europe, and the sort of impact that it is likely to have in the near
future. Schöpflin addresses the special problems that could arise for Europe
from nationalist tendencies and tensions in Eastern and Central Europe,
the reemergence of the nationalist and ethnic factor after a long period of
ruthless denial.

In Tibor Palánkai’s chapter the question of bringing the countries into the
European Union is addressed. The opportunities and obstacles are explored
both from the perspectives of these liberated countries caught up in internal
reform and in relation to the interests of Western Europe. This chapter also
explores whether this process of Europeanization should be carried on
within the looser framework of ‘‘commonwealth,’’ thereby taking continuing
account of the unevenness of economic and political development in the two
halves of Europe.

Charles Cooper’s chapter examines whether this unevenness can be miti-
gated in Eastern and Central Europe through an accelerated process of
technological transfer. Cooper evaluates both the burdens of the commu-
nist, statist approach and the possibility of learning from the efficient statism
of the newly industrialized countries on the Pacific Rim. In effect, Cooper
argues that the statist legacy of communist rule may lend itself, with suit-
able assessment of specific growth and export opportunities, to a rather
successful process of adaptation, making the prospect of transition not quite
so disruptive, nor so dependent on superseding the inherited structures with
the sort of market-led orientations of most Western European countries.

This kind of inquiry is continued in the chapter by Vladislav Kotchetkov,
which examines the functionality of the science and technology establish-
ments in Eastern and Central European countries. Kotchetkov explores
reform priorities in the post-communist settings, and, as with Cooper, con-
siders whether and how to borrow from success stories elsewhere.

The final chapter in Part Three is by Lal Jayawardena and considers the
complex effects on North–South relations in trade and finance that are
likely to result from the democratization and marketization of Eastern and
Central Europe. Jayawardena is relatively reassuring that this shift in
Europe doesn’t have to be at the expense of countries in the South, and that
if undertaken with due awareness can achieve mutually beneficial results for
all sectors of the world economy. In essence, Jayawardena argues that
Eastern and Central European countries are not likely to be trading rivals of
developing countries in the South, and are more significantly likely to be
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valued trading partners. Thus, if financial flows are equitably sustained to
both sets of recipient countries there is no basis for the growth of market
economies in Eastern and Central Europe to be seen as a threat to poor
countries in the South.

In Part Four the emphasis shifts back to the general level of concern
relating to the future of Europe as a whole. In Carlos Blanco’s chapter
European evolution and impact are assayed in broad strokes, drawing upon
a concern about the significance of emergent Europe for Latin America.
Blanco is sensitive to the dual heritage of Europe as hegemon and as
inspiration.

Mihály Simai’s chapter also surveys the broad contours of Europe’s
evolution and prospects, informed by an acute awareness of the historical
experience of Europe. Simai is preoccupied with how well is handled the
integration of post-communist Europe, especially the implications of a
unified Germany, and of economic and political reconstruction for Eastern
and Central European countries. Simai considers the correlation between
the pace of development of Eastern and Central European economies and
their incorporation in the wider, regional integration process. In effect,
Simai explores what rate of integration is mutually beneficial for sustaining
democracy and fostering economic progress for the members of the former
Soviet bloc.

In the next chapter Albert Bressand examines the various European
relationships to economic integration and disintegration in the early phase
of the post-communist era. In this chapter, Bressand also interprets the past
and present interplay between Europe as an economic region and Europe as
a player seeking market-share in the world economy. From this perspective,
then, there is a tension between inward-looking strategies of economic pol-
icy that did not exist when Europe was divided into blocs, and only Western
Europe was seeking to consolidate its capabilities to address the challenges
posed by the United States and Japan.

In the final chapter Gianni Bonvicini explores the formal institutional
evolution of the European Union, seeking to discover the most beneficial
path to the future for the whole of Europe. Bonvicini by focusing on the
Single European Act is more concerned with Western Europe than other
authors, although he discusses, as well, institutional reform in light of mar-
ketization taking place in the countries of Central and Eastern Europe.

Taken as a totality these chapters survey the horizon of the future, with
particular attention to the challenge and opportunity posed by the post-
Communist circumstances of Eastern and Central Europe. Whether this
transition will be handled successfully is a momentous question for the years
ahead. It is likely to be more influenced than this volume suggests by the
analogous dynamics taking place in Russia and the former republics. Europe
also seems to be faced by a growing Islamic challenge being mounted on the
southern shores of the Mediterranean, but spilling over in various ways into
Europe.
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1

Opening Address:
Who Are We Europeans?

Árpád Göncz*

I find it characteristic that, while speaking about the changing world and our
place in it, we Europeans keep asking our age-old question: who are we
actually?

The problem of our identity bothers us so much first of all because, if
anyone, we are aware of the fact that our culture is not autochthonous. The
ideas that struck root on our continent were mostly imported from the Near
East, the principal exporter of religions of the world. The imported ideas
were then further shaped, thus becoming characteristic of Europe alone.

That is how Christian Europe took shape, preceded by the Greek and
Latin cultures, upon which our European identity was built. Thank God, a
number of barbarian tribes also added their own features to it; some of them
became Europeans being pushed to the West by us Hungarians, until we,
too, got a foothold in this region.

European Christianity having thus been established out of various
imported components, and our continent having lived it through most of
its Medieval Age, the Renaissance Man appeared on the scene. Very char-
acteristically, this kind of European began asking questions about himself.
And when he seemed to be on the verge of finding the answer, the advent
of Reformation split the common basis of the query. But the fundamental
division gave rise to a new type of human being: the autonomous man.

Europe, that successful importer of ideas, became from then on a major
exporter of this new type of man; in the final analysis, even the United
States of America is an export product of Europe.
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This European man produced the French Revolution and the first Indus-
trial Revolution, and has invented human rights. Not that these rights had
not been deeply rooted in the European mind for ages, but it was only then
that they were distinctly articulated and solemnly declared. In such a man-
ner, Europe created the best cement of the 19th and 20th centuries, mighty
enough to keep the global village together, including the Atlantic shores,
Asia and the Pacific Region.

Nowadays, with the European characteristics becoming world heritage or
mass products, it is insufficient to speak about Europe. But if we want to
know more about the impetus inherent in this achievement, as well as the
driving force behind it, and look for the common feature of the widely dif-
ferent types of human beings that make up the European species, it turns
out that these beings all ask questions. And this is what makes us European,
rather than some ability to come up with ready-made answers.

I dare say that the European Man who invented professional philosophy
can be considered anything but wise. He was incessantly bothered by the
problem of his identity, and could not come to a rest in his relationships with
nature and the human world around him. In that struggle he was very unlike
the Oriental Man who merged into Nature, and was one with the world.

European Man believed in his ability to change this world. Instead of
adapting himself to the world, he wanted to transform the world to the liking
of his own self. What were his motives? Our climate, I think; he had to
wrestle with Nature for his daily living and to fight with his alter egos, since
Europe is made up of many small nations.

Just like elsewhere in the world, centrifugal and centripetal forces were
present simultaneously in Europe, but I feel the former was more effective,
more crystallizing. Nowadays, it seems that the forces of unity can over-
come those of disunity. And this holds true in spite of the fact that, on our
half of the Continent, disunity seems to prevail right now. That could be put
to the account of the time-lag in history. But unity can be rightly called
‘‘European’’ only if based on differences expressed, instead of differences
glossed over or suppressed.

Thus, Europe has always been, and will most likely remain, a continent of
peoples. But it should be added that it will also be a continent of regions.
Even the present process of unification will surely be implemented by and
through regions.

In these very days we are witness to the Mediterranean peripheries com-
ing abreast of the Western and Northern parts of the continent that were the
classical regions of European development in modern times. And I, as a
Central European, now trust that our turn has come in closing the gap.
What is more, in my view we could hardly miss the opportunity – not that it
would be sufficient to look on events with folded arms. And I do believe that
there will be no second-class countries to the East of us, for Europe would
not be true to itself if anybody were excluded from it.

Europe by definition has always been something that accepts and assim-
ilates. My unshakable optimism is based on that perception. On exporting
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its character to the whole world, Europe is likely to act in the belief of
transforming the world into Europe. The very nature of our culture ensures
the contrary, because the Global Village about to appear will not be Europe
any more. While assimilating the world, Europe also becomes similar to it,
expanding into a world itself. And in the final outcome the right question
will not be ‘‘What is Europe, as distinct from the rest of the world?’’ but
rather ‘‘What is the world?’’ And should everything go well, no question will
be necessary since the unity of the world will be so natural. The only thing
that bothers me is that I shall not see the day, and, since I do not even hope
that I will, I have every right to be optimistic.
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2

Keynote Address:
Europe and the World System
in a Historical Perspective

Domokos Kosáry*

The historian can perhaps promote, to a certain measure, the understanding
of the problems of our age by pointing out the way in which we have pro-
ceeded and arrived at this stage, and by presenting the main tendencies
that could be observed and the experiences gained. But the historian also has
to warn his or her contemporaries – decision-makers first of all – to avoid
not only the mistakes of the past, but, if possible, also their own mistakes.

If we wish to understand the relation of Europe to the world from a
historical perspective, we first have to speak about the dramatic history of
European expansion, its evolution and decline, about the gaining of suprem-
acy and then its loss, about colonization and subsequent decolonization.
Historians seem to agree that this process of overseas expansion was, from
the perspective of world history, perhaps the most important single phe-
nomenon of the modern times, many consequences of which survived when
the process itself had come to an end. It is no surprise, therefore, that in
1986 a special project was launched by the European Science Foundation,
under the direction of Professor H. J. Wesseling in Leiden, on the History
of European Expansion. Its program emphasized that this overseas expan-
sion had dramatic consequences not only for Europe’s own history, but also
for the history of the rest of the world. It started in the 15th century with
the so-called ‘‘discoveries.’’ The Treaty of Tordesillas in 1494, which divided
the non-European world into a Portuguese and a Spanish sphere, denoted
the beginnings of four centuries of colonization by rival powers, a process
which culminated in the period of imperialism in the late 19th and early 20th
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centuries. It durably defined Europe’s historical relation to the other parts
of the world and to peoples of remote regions.

It was mainly through Europeans that contacts were established between
other, mainly isolated cultures of the world. The expansion led to the con-
quest of parts of the Americas and Asia, Africa and Australia, and to the
migration, voluntary or forced, of great masses of people. It created white-
dominated societies in Africa, and black and mixed societies in North and
South America. More recently, in the wake of decolonization, these were
followed by massive reverse migratory flows from Asia and Africa into
Western Europe.

Some kind of expansion – economic, religious or political, military – was
of course characteristic of several other cultures, too. Suffice to mention
here the Asian nomadic empires, the Arab merchants, the Islamic and the
Ottoman conquest. Europe’s case can therefore be marked off from the
others not by the mere fact of expansion, but rather by being more far-
reaching, and varied, as well as being of a greater efficiency and more stable
than those non-European counterparts. The scope and impact of European
expansion were hardly in proportion to the relatively small dimensions of
the continent. Looking for the cause of this, an American author, Sidney A.
Burrel, came to the conclusion that this external expansion of Europe was a
later phase of an earlier, internal European expansion that began about the
turn of the 10th and 11th centuries. In fact, it was in those times that quite a
number of new peoples and countries established contact with European
culture, in a huge semicircular arc ranging from Scandinavia to East–Central
Europe. The Kingdom of Hungary, too, was founded at this time.

This internal expansion was marked by the growth of the population, the
rise of cities, the colonization of unsettled areas, the development in the
techniques of production and transportation, and finally a growth of wealth,
exhibiting a relatively steady increase of European capacities. Thus, by the
end of the 15th century, Europeans satisfied the conditions which indirectly
made outward expansion possible. But Europe still had to be motivated to
make the great effort involved in its overseas expansion. Christian mission-
ary zeal no doubt played a great role; this seemed especially true of the
Spanish and the Portuguese pioneers in the big adventure, although the
thirst for precious metals and the desire for conquest had been present in
the background of European slogans from the very beginning. But, in this
author’s view, a ‘‘consciousness of the unknown’’ was a supplementary fac-
tor that moved Europeans to take action.

In reality, European evolution did not of course follow such a straight
line. The spectacular boom of the 13th century was followed – right in
Western Europe – by a period of crisis. From the East, in the Mediterranean
basin and in the Balkans, respectively, toward the Danube region, Ottoman
expansion set off, which quickly cut many important links. This setback, too,
spurred Europeans to look for new possibilities and adventures, affecting
mainly peoples living on the Atlantic coast, for whom vistas much wider
than the Mediterranean area opened up.
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It is not necessary to enumerate here the different phases of expansion, to
describe the wars waged – also between themselves – by rival powers suc-
ceeding one another, thus Spain, Portugal, the Netherlands, France, or the
taking hold of new colonies, or to describe the special role of England,
finally outstripping all of them, by achieving economic, commercial, trading
predominance.

In the 18th century, the protagonists of the Enlightenment turned with
ever growing sympathy toward the peoples of remote colonies, and applied
the lessons drawn from their experiences overseas in criticizing the society
of their homeland. On the one hand they created, on the basis of the news
they learned about peoples living at an undeveloped level, the image of the
‘‘commonsensical savage,’’ capable of recognizing, with his disingenuous
mind and instincts, the troubles of the more evolved social and political
systems. But, on the other hand, these Europeans also formulated – in the
manner of Raynal and Diderot – a trenchant criticism of the powers com-
peting in the subjugation and plundering of the world outside Europe, a
critique alluding also to the actions of these powers in their own country.
There were also warnings that these distant conquests would have a dan-
gerous effect on the political system of the European states themselves.
However, these reflections did not hinder the countries interested in expan-
sion from continuing their actions. The dynamics of the Industrial Revolu-
tion in the 19th century resulted in a race for control over undeveloped
regions, in order to secure raw materials for exploitation and sales oppor-
tunities, as well as to alleviate problems of impoverishment and over-
population in Europe by overseas emigration.

Special mention should be made of the fact that the forces of European
expansion exerted an ever growing pressure also on the Asian and Far
Eastern feudal empires, which they encircled from both the sea and land –
with Russia already entering into the new colonial game. By this time the
development of these non-European empires had already slowed down;
stopped short, their traditional structures seemed to be increasingly back-
ward and inappropriate. The Ottoman empire was gradually forced to give
up South East Europe. India fell under British rule. China, with its ancient
civilization, was another distinct and huge, separate world, and was able to
resist European penetration for a somewhat longer time. China’s capacity to
resist was also enhanced by the relative stability of its political system.

Among the Asian and Far Eastern state organisms, Japan, this closed
insular world, was the one which proved to be the most capable of devel-
opment. Japan succeeded, more than any other of those Asian countries,
in developing also an urban bourgeoisie vis-à-vis feudal lords. But even in
Japan internal forces alone were not able to make capitalism develop. Asia
and the feudal states of the Far East first encountered capitalism as the
concomitant of European conquest.

We can in fact speak, also in the case of other countries outside Europe,
about social-political systems based upon privileges and which can be more
or less grouped under the notion: feudalism. And, so it seems, capitalism, as
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a new economic and social system, could come into being in a spontaneous
way, that is, from the society’s internal forces, only in Europe, or, more
exactly, in the more developed epicentre of the European continent; whereas
in other regions, capitalism unfolded under the impact of the European
challenge and in relation to the already existing initiative, and by this means
gained ground throughout the world as the economic foundation of society.

Of course, it can be presumed, in principle, that this transformation, with
its concomitants, might well have also come about spontaneously in other
regions at some future point. But such a speculative possibility cannot be
sustained, or rather does not alter the historical experience and facts that
non-European capitalism was derivative in its actual origins.

Europe conveyed to the world what it actually disposed of. It sub-
jugated Latin American local civilization by means of its more developed
military techniques. Later on, Europe gained control over other points in
the world by economic penetration, trade, commerce, by the range of
capitalistic methods. The latter were compatible, if it was found necessary,
with the use of force, oppression, arms. But, in the last analysis, the spread
of capitalism implied after a time the dissemination of political ideas and
institutions, the technical equipment of a new social system. The expansion
of Europe brought with it Western ideas, legal concepts. European civi-
lization was transplanted, adapted and imitated to a greater extent than any
previous civilization in the world’s history. This also allowed other societies
and cultures which proved to be strong enough and suited for this under-
taking to bring themselves to a further stage of development while at the
same time defending themselves from European penetration.

Hence, in the course of its expansion, Europe also facilitated – although
often through painful interference and at a severe cost – a process by which
the different cultures of the world adopted for themselves the capitalist
way, and associated methods of civilization. Of course such countries as
those in North America were even stronger instances of this dynamic, but
their reality is best considered as transplanted parts of European civiliza-
tion. Today such countries are put together with Europe to constitute
Western civilization.

The break-up of the colonial system was facilitated by the great recurrent,
internecine European wars, in which often other parts of the world were
also more and more involved. Some more advanced colonies had succeeded
in liberating themselves long before the process of colonization reached its
final phase. American independence was preceded by the defeat of France
in the Seven Years War (1763) and by the elimination of French power in
the New World, thereby removing a common threat to both the colonies
and the British alike. Latin American countries gained independence as a
result of the Napoleonic Wars in Europe early in the nineteenth century.
Finally, after the two world wars, the gradual process of decolonization
became virtually inevitable. Europe, recovering from its ruins, had to start a
new life and to find its place in the changed and changing global world
system.
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This system is characterized by the globalization of economic, political
and environmental problems, by the impact of new technologies, by the
discrediting and collapse of outmoded social and political concepts including
the Soviet socialist utopia, by the growing importance of the United States
and of some new, rising powers in the Far East, and, last but not least, by
deepening impoverishment of large portions of the Third World. Of course,
Europe has neither the possibility nor the intention of trying to recapture,
in any form, its previous role, vanished in the mist of the past. Nor can it try
to withdraw into isolation in order to avoid the pressures both of the pre-
dominance of the stronger partners and of the misery of the weaker ones.
As the example of the late socialist system shows, either type of experiment
can only end in a complete fiasco. For Europe there is only one alternative:
to find an active role in the global system, and to take part in the building up
of a new system of cooperation and coordination capable of managing con-
flicts between the stronger partners as well as between them and the weaker
ones, that is, between the North and the South.

To fulfill the opportunity of this new role, however, Europe has to be
united. The well-progressing integration of the Western countries has to be
completed by the joining of at least a considerable part of the recently freed
Eastern zone, by a new internal expansion of Europe; not only – and not
mainly – in order to make Europe bigger and stronger, but also for the more
cogent reason of preventing the Eastern zone from becoming a permanent
source of dangerous trouble: poverty, unrest and inevitable conflicts, a sore
wound on the body of Europe. It is certainly in the interest of Western
Europe to avoid this eventual danger. And it is certainly in the interest of
the countries of the East Central zone – such as Poland, Czecho-Slovakia or
Hungary – to join the European Community. It is, therefore, in the interest
of both parties, the Western and the Eastern regions alike, to promote the
integration of the whole of Europe. This task, however, will be far from
being easy.

Europe is, of course, not only a geographical term. It also denotes a his-
torical culture, one of the civilizations which came into existence on the
earth in the course of the history of humanity. European culture is, however,
so manifold, so divided by various ethnic, natural, linguistic, religious,
political and regional etc. differences, that a British historian, Alan Sked,
recently declared that this alleged unity was only a myth, an arbitrary notion
retrospectively applied to the past in the service of our recent political
endeavor to make Europe united. In reality, of course, this somewhat pro-
vocative statement can easily be refuted by pointing out that the existence of
a common European culture was recognized by many people long before
our time with its contemporary character and that its diverse colors still
belong to the same spectrum. This very diversity is in itself one of the main
characteristics of European culture. The same author also argues that it was
precisely the lack of European political unity that helped European nations
to maintain their strength and freedom for many hundreds of years, while
the forced unity of the great Asian empires had never been a lasting one.
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According to another British author, E. L. Jones, the ‘‘European miracle’’
that is the exceptional historical role of Europe was mainly due to the ineffi-
ciency of the great unified Asiatic empires.

The comparison, however, is evidently false. European integration has
nothing to do with the centralized uniformity of the Asiatic empires. If it
happens, Europe will emerge as a free association of existing states and
nations which will each preserve their own identity within the greater
framework still characterized by traditional diversity.

In the West, existing states more or less coincide with the existing nations.
There are, of course, some well known exceptions, but local adjustments
were and will probably be able to cope with this problem.

In a great part of the Eastern zone, however, states and nations do not
coincide in the same way. Ethnic groups and fragments of nations are often
intermingled in such large numbers that it becomes nearly impossible to
separate them by drawing a distinct geographical line. The multinational
character of certain parts of this zone cannot be overlooked, and cannot –
and must not – be corrected by the use of brutal force. Consequently, inte-
gration will inevitably demand in the Eastern zone a modification of the
traditional 19th century concept of nation state. This concept allowed a
ruling nation of a certain state to consider the entire territory, including its
people, as its own national state exclusively, as its own property, without
much regard to other ethnic groups or national minorities residing within its
international boundaries. The present national conflicts, which appeared in
some of these states after the collapse of the communist regimes, are mostly
due to this fact. Without changing the existing political frontiers, the old
concept of the nation state has to be modified, not only on the upper level,
to make sovereignty adapted to the requirements of integration, but also on
a lower level, in order to assure minorities, ethnic groups, religions the pos-
sibility of using and developing their own languages and cultural institutions
without discrimination or fear. This assurance is part of their human rights,
which are, of course, in principle, also protected as individual rights. In
order for these rights to become effective for groups it will be sometimes
necessary to have individual rights complemented by collective rights,
including a guarantee of cultural autonomy from the state in which they are
living. In East Central Europe no individual would on his or her own have
the means to organize a network of educational institutions, including a
university. The establishment of education reflective of ethnic and national
identity is central to the demands being made by almost every important
minority in Europe. A solution for these problems would certainly help to
overcome some of the gaps between East Central Europe and the West,
gaps which currently hinder the process of integration for the whole of
Europe. With its internal structure strengthened, this new, integrated
Europe will certainly be more able to locate its new place and clarify its
new role in the emergent global system taking shape in the aftermath of the
Cold War.

KEYNOTE ADDRESS 15



3

Europe in a World of Regions

Björn Hettne*

1. The New Regionalism

Despite the current military dominance of the remaining superpower, there
are indications that, with the ending of the Cold War, a more multipolar
world is taking shape, facilitating the development of a new kind of region-
alism as one possible structural pattern of a new world order. It is the argu-
ment of this paper that this process has been triggered by the European
integration process and that Europe serves both as a positive example for
offensive regionalism and as a threat leading to a defensive regionalism in
other world regions.

The principal argument for regionalism is not new. In 1945, the famous
Hungarian economic historian Karl Polanyi developed a regionalist scenario
against what he feared was to become a fruitless attempt to reshape a liberal
world order. In the post-war world there were, in his view, two options: the
utopian line of regionalism and planning. It was the policy of the USA to
pursue the first. Polanyi mistakenly asserted that the new pattern of world
affairs would rather be one of regional systems coexisting side by side.
(Polanyi, 1945, p. 87) The current dramatic world order changes, constitut-
ing what Polanyi called an ‘‘opportunity structure,’’ nevertheless make it
worthwhile to consider this proposition afresh. (Hettne, 1991a)

More recently, but in a similar situation of impending structural changes,
Dudley Seers, in a posthumous work, argued in favor of a more introverted
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Europe in a more regionalized world. His ‘‘Eurocentric scenario’’ would,
however, benefit the Third World as well:

Our contribution to overseas development may well have been on balance negative,
even since decolonization. . . . There is a growing demand for ‘‘self-reliance’’ in the
Third World. Our correct response is to respect this, and – so far as we can – reduce,
not increase, our contacts. (Seers, 1983, pp. 181 and 182)

This is basically a ‘‘dependentista’’ argument, but applied to regions
rather than to states. Seers also refers to it as ‘‘extended nationalism.’’ I
shall use the term ‘‘the new regionalism,’’ which implies a multidimensional
regionalism going far beyond the ‘‘common market’’ concept. Most signif-
icantly, it should include an autonomous capacity for conflict resolution.

Seers believed that Europe may prove to be the first of a new series of
regional blocs, largely economically self-sufficient and with a significant
degree of cultural cohesion in terms of common ethnic origins, customs,
and historical experience. The new regionalism would be quite different
from the existing or emerging regional systems of trade. There would be a
stronger political element, including not only protectionism but also a
regional welfare policy.

In the emerging tradition of international political economy, this is es-
sentially what elsewhere has been called the ‘‘benign’’ view of mercantilism:

The benign view sees a mercantilist system of large, inward-looking blocs, where
protectionism is predominantly motivated by considerations of domestic welfare and
internal political stability. Such a system potentially avoids many of the organiza-
tional problems of trying to run a global or quasi-global liberal economy in the
absence of political institutions on a similar scale. (Buzan, 1984, p. 608)

The purpose of this paper is to continue the discourse on regionalism
initiated by Polanyi and revived by Seers, applying an international politi-
cal economy perspective. My approach is also rather Eurocentric, since the
process of ‘‘Europeanization’’ constitutes the point of departure, and the
other world regions will be discussed mainly from a European perspective.

Promises

The New Europe, emerging after 1989, is the model case of the new
regionalism. Here we find a trend towards political and economic homo-
geneity, paving the way for a deepening process of economic and political
integration.

In the Third World, regionalism seems to be on the rise as well, although
unevenly and rather embryonically in comparison with Europe. However, in
the post-Cold War order there is a certain room-for-maneuver and there
are no longer any really important external constraints upon ‘‘the new
regionalism.’’ The problems are rather internal to each region: economic
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problems, regional hegemonism, national conflicts, and ethnic rebellions
influencing the regional security systems. The regions of the world have not
become more peaceful in the post-Cold War era, rather some old problems
frozen in the Cold War complex are reemerging. One example is the issue of
‘‘balkanization.’’

On the other hand, without being a panacea, ‘‘the new regionalism’’ may
in fact provide solutions for some of these problems:
– Self-reliance was never viable on a national level (for most countries) but

could be a feasible development strategy on a regional basis (collective
self-reliance).

– Collective bargaining on the level of the region rather than on the
abstract level of ‘‘the South’’ could improve the economic position of
various groupings of Third World countries in the world system, and col-
lective strength could make it possible for them to resist political and
strategic pressures from the North.

– Certain conflicts between states could be more easily solved within an
appropriate regional framework without being distorted by the old Cold
War considerations. For instance, ethnic conflicts often spill over into
neighboring countries and are thus perceived as threats to national
security. The way states commonly deal with these issues is normally the
most certain way of perpetuating them. Therefore a regional solution is
often the only realistic option.
The arguments for regionalism make sense today as in 1945, but, as history

shows, the future is pregnant with surprise. Regionalism or interdependence
is an open question. The crucial point is the strength of social actors which are
the carriers of competing ‘‘social projects.’’ (Hettne, 1986) Are there existing
or emerging world regions to fill an emerging vacuum of power, or will an
eventual trend towards multipolarism lead to an intensification of anarchic
conditions? A political transformation of dormant world regions into acting
subjects also implies substantial changes within the various regions.

Preconditions

The history of regional integration in the different areas of the world after
World War II shows the working of many disparate and conflicting
impulses. In the first wave, regional cooperation was largely a hegemonically
imposed phenomenon in the context of the Cold War. Gradually region-
alism became a force propelled mainly by internal factors. (Väyrynen, 1984)
This is the most important precondition for ‘‘the new regionalism,’’ although
regional formations necessarily operate in the context of a global system
and, thus, the one cannot be understood in isolation from the other.

One essential precondition for the process of regionalism from below
to gain momentum is increased political and economic homogenization
among the countries of a particular region. In the formation of regions the
security imperative, in both its negative and positive impact, is of particular
importance.
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The positive and negative aspects of the security imperative are simulta-
neously in operation, in the sense that integration within a region can be
both positively related to cohesive factors within that region, as well as neg-
atively related to threat factors from outside the region. If regional integra-
tion is defined by its predominantly voluntary character (Haas, 1970), it
cannot be primarily caused by coercive factors within the region. This would
imply empire-building rather than regional integration. The principle of
voluntariness underlines the need for a certain balance of power, as well as
a reduction of threat factors within the region. Successful integration gen-
erates a positive-sum-game and also a transformation of the security order
from a ‘‘security complex’’ to a ‘‘security community.’’

In a ‘‘regional security complex’’ the national securities of the involved
states are deeply interwoven. (Buzan, 1991) In a ‘‘regional security com-
munity’’ (Deutsch, 1957) the institutional development has succeeded in
eliminating even the thought of using force as a means of conflict resolu-
tion. Also the threat perceptions are becoming more homogenized and
externalized.

Thus, in order to be a peace factor, the regional organization should
coincide with the security complex as a whole, not only with a particular
subcomplex. Furthermore, it should provide some countervailing force to
the local great power. The ultimate criterion for a successful process of
regionalization is, as was stressed above, the development of an efficient
internal mechanism for regional conflict resolution.

2. Hegemonic Succession in the Capitalist World

A market, whether national or global, presupposes some kind of political
order in order to function. The crucial issue in the case of any transnational
market is how economic exchange and even economic cooperation can take
place under conditions of anarchy, or, differently put, how the ‘‘anarchy’’
becomes orderly enough to permit economic transactions of different types.
This is of course particularly difficult when we are dealing with ‘‘the world
market,’’ i.e. those national markets which are linked to each other under
some kind of free trade regime. Recent debates in international political
economy have focused on the role of hegemonic stability in the functioning
of the international economy, as well as the implications of the decline of
hegemony for its smooth working. (Keohane, 1984)

The Meaning of Hegemony

Hegemony should be distinguished from a mere dominance based on force.
It can be seen as a comprehensive kind of power, based on several different
but mutually supportive dimensions, which fulfills important functions in a
system lacking formal authority structure. Consequently, hegemony is by
definition more or less voluntarily accepted by other actors. This implies
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that hegemony can decline simply as a consequence of a legitimacy deficit,
even if the power resources should remain intact. In such a case hegemony
is peeled off and only dominance is left. It also implies that a reduction in
power resources is compatible with a continued hegemonic position – to the
extent that the leadership role of the hegemon is accepted by other states in
the system. Hegemonic power is relational and contextual, and carries little
meaning in separation from the system of which it forms part, and which it
helps define.

The theory of hegemonic stability purports to explain the creation, func-
tioning and disintegration of a liberal world economy – nothing more and
nothing less. It is obvious that a powerful state with socialist inclinations
would not support a liberal world economy. In fact the concept of hegemony
loses its established meaning in such a highly hypothetical situation.

The theory assumes a free trade orientation of the hegemon, as well as a
willingness to pay the necessary costs for keeping the world economy open.

Increased rivalry and conflict among capitalist countries concern the
problem of succession, i.e. the question of the potential new hegemon. From
a historical perspective this problem has been resolved through wars.
(Modelski, 1978; Gilpin, 1981; Kennedy, 1987) The current situation seems
different. The likelihood of a ‘‘succession war’’ is reduced for reasons of
military technology – war is simply too destructive. The new battleground is
rather economic competition, which most likely will take place among the
emerging trading blocs (the Triad). There is, furthermore, no obvious can-
didate for the role of a new hegemon, but Japan and the new Europe are
two potential candidates. Their weakness lies in their low military profile up
until now, as was clearly illustrated during the Gulf War.

The crucial question is whether the decline of hegemony automatically
leads to a disintegration of the liberal international economy. This concern
with the liberal order and the preconditions for its smooth functioning
explains the focus on the issue of US hegemony – and the consequences of
its alleged decline.

The USA in Decline?

Based on its more multidimensional hegemonic power, the USA has pro-
vided the general rules for the world economy. These rules are summed up
in what usually is referred to as the Bretton Woods system, which has con-
stituted the framework for economic interdependence for the last several
decades. Consequently a decline in US hegemonic power seems to imply a
world governance crisis, for instance in the form of nationalist and pro-
tectionist policies, challenging the existing rules of the game and making the
world economy more fragmented. There is one debate on the theory of
hegemonic stability as such, and another dealing with the issue whether a
persuasive case for US decline really can be made.

Here we are primarily concerned with the second debate. The theory of
hegemonic stability implies that hegemonic power is temporary and subject
to what Paul Kennedy in an often quoted phrase called ‘‘imperial over-
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stretch.’’ Is this what now ails the USA? Before we enter this debate it
should be stressed that even ‘‘the myth of hegemonic decline’’ is real in its
consequences, as it forms part of a political climate conducive to the devel-
opment of a strategy to cope with hegemonic decline. At the same time, the
fact that Pax Americana is called into question indicates a weakening of the
ideological dimensions of hegemony. (Cox, 1991)

Turning to the empirical issue, the question of decline depends, of course,
on our definition of hegemonic power. The more multidimensionally the
hegemonic power is defined, the more difficult it is to answer the question
about rise or decline in precise quantitative terms. Decline may characterize
one dimension and revitalization another. A stable hegemony would, how-
ever, necessitate a convergence of power dimensions: military strength,
industrial capacity, financial solvency, political and social stability. On some
of these dimensions the USA is getting weaker. We must therefore distin-
guish its phase of multidimensional hegemonism (the 1950s and 1960s) from
the recent phase of unidimensional hegemonism (or dominance?).

The thesis of US decline has been seriously challenged by quite a
few observers from different perspectives. (Strange, 1988; Russet, 1985;
Huntington, 1988; Krauthammer, 1990) The Gulf War certainly demon-
strated that the USA is the only state with a global military reach, but also
underlined the financial problem of sustaining the exercise of such power,
raising the question of ‘‘imperial overstretch.’’ A hegemonic power should,
arguably, be able to move militarily without ‘‘passing the hat.’’ (Hormats,
1991)

The cracks in the alliance behind the UN military action in the Gulf, par-
ticularly in the messy aftermath of the war, illustrate the limitations of US
ideological leadership. Neither Japan nor Germany felt the military action
to be really necessary and had reasons to suspect that US dominance in
the Middle East also implied dominance over them, in view of their oil
dependence. France at times acted against the US strategy but remained
isolated in the European context. A lot of rethinking is going on in Europe
regarding a common security policy, ultimately leading to some form of
European military cooperation. The Grand Alliance with the USA as
undisputed leader is thus explained by rather unique political circumstances,
not likely to be repeated.

The opinion in the USA is today, as has been true before, split between
isolationists and globalists. The latter argue in favor of a unipolar world with
the USA unilaterally imposing its solution upon various regional conflicts,
solutions that are consistent with ‘‘the national interest’’ of the United States.
(Krauthammer, 1991) For the isolationists the prospect of a North American
region, consisting of the USA, Canada, and possibly Mexico (NAFTA),
would be a proper response to the development of a ‘‘European fortress.’’

A European Candidacy?

During 1989–90 there were several signs of increasing European independ-
ence vis-à-vis the USA. The Gulf War in the spring of 1991 dramatically
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reversed this perception of eroding US influence. (Hadar, 1991) Whether
this reversal is temporary or not is being debated, but there are few doubts
about the new Europe’s intentions to deal with its own crises, as for instance
the events in former Yugoslavia.

I shall assume that hegemonic decline and multipolarism in the post-Cold
War period will result in a more autonomous Europe as a whole. The future
security system will reflect this broader integration pattern, often referred to
as the ‘‘Europeanization’’ of Europe. The essential meaning of this concept
is embodied in the process toward increasing political homogeneity, the
elimination of extremes. (Hettne, 1991b)

The more recent process of homogenization in Europe has gone through
three phases: in the South, the disappearance of fascist regimes in the mid-
1970s; in the West, the self-assertion of the Atlantic partners in the early
1980s; and in the East, the downfall of the communist regimes in the late
1980s. Fascism and communism (some countries have tried both) can be seen
as nationalist ‘‘catching up’’ ideologies in a historical context of Western
technological superiority over Eastern and Southern Europe. The elimina-
tion of the Mediterranean dictatorships removed some anomalies from the
European scene and put the continent on the road towards political homo-
geneity, a basic precondition for substantial economic integration. As far
as Eastern and Central Europe is concerned, the orientation simply had
exhausted its potential, not least as a model of development.

The political homogenization also implies an increased similarity as far as
economic and even social policies are concerned. The course toward eco-
nomic union and a common financial structure is now firmly set. Thus,
Europe began more and more to appear as one single actor in world politics,
albeit gradually and not without birth-pangs. Europe is outgrowing the
integrative framework of the EC and this makes it necessarily more con-
cerned with ‘‘domestic’’ issues. There are forces which want to make
Europe a global power, but these forces are countered by other interests
and movements favoring a non-hegemonic world system. There are thus
several Europes and, consequently, several possible future scenarios, re-
garding both internal developments and external policies.

3. The New Political Landscape of Europe

The process of homogenization has led to a state of liberal hegemony in
Europe, and democracy and market will therefore provide the basis for
future integration. This political homogenization of Europe is and will be
expressed in the enlargement of the EC, unless the twelve present members
take a protectionist attitude toward the rest of Europe, which would be
an untenable position, as it would imply different degrees of European
citizenship.

The attitudes concerning deepening vs. enlarging among the twelve are,
however, very mixed, while an increasing number of countries are queuing
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up (Austria, Sweden, Malta, Cyprus, Turkey) and more can be expected to
turn up in the near future (Norway, Finland, Iceland, Hungary, Poland,
Czechoslovakia, the Baltic countries). We may also face a situation when
completely new nations approach the EC (Slovenia, Slovakia). As long as
an applicant is a capitalist democracy with a European culture, it would
seem hard to draw a line between the welcome and the unwelcome. In the
course of the 1990s, the number of members could thus reach perhaps
twenty and beyond that the EC will coincide with Europe as a whole. This
raises the question of a viable security order for Europe.

Towards a European Security Order

There is already a certain competition between existing institutions regard-
ing their respective roles in an emerging security order for Europe. This
evolution will take place in the context of crisis rather than orderly planning.
The Gulf War was one of such crises, another has been associated with the
breakdown of the Yugoslav federation and the disintegration of the Soviet
internal empire, a third the desperate pressure for immigration from the
Balkans and from North Africa across the Mediterranean. Thus, due to this
pressing time factor, the actual organizational solutions may be suboptimal.

So far three organizational possibilities have emerged:
(a) NATO with a strengthened European leg. This is basically a continua-

tion of the old Atlantic partnership, but with a stronger role for Europe.
This option would imply continued US control over Europe and the
maintenance of the essentially economic character of the EC.

(b) The EC takes on a politico-military role, perhaps through the coopta-
tion of the WEU. In a more moderate version of this scenario, WEU
remains outside EC to provide a bridge between NATO and EC. At
present only nine of the twelve are members of the WEU, and some of
the current candidates for EC membership are sensitive about security
cooperation.

(c) The Conference on Security and Cooperation in Europe (CSCE)
becomes more institutionalized and provides a collective security sys-
tem for Europe, a kind of European UN. In a longer time perspective, it
may also be provided with some military capabilities. This all-European
security structure would guarantee the continued presence and partic-
ipation of both the ex-superpowers.

CSCE will operate only in a peace order, which is more or less distant,
depending on the nature of crisis management in the short run. If the pur-
pose of NATO was to ‘‘keep the Americans in, the Russians out and the
Germans down’’ that purpose has now been lost. My assumption is that
NATO will fade away, and instead the EC will take upon itself a stronger
political and military role. The internal divisions surfacing in connection
with the Gulf War revealed the problems involved in creating a new security
order for Europe, but also the need for a common European political (and
consequently military) front. However, security orders are not really created,
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they emerge from responses to real challenges and therefore they cannot be
predicted.

Regional Conflict Resolution: The Case of Yugoslavia

Without doubt, successful regional conflict resolution is the ultimate test for
an autonomous regional security system. Yugoslavia provided the first test,
and few observers would consider this an unqualified success. EC crisis
management, however, shows a significant improvement between the Gulf
and the Yugoslavian crises, not only because the latter was an ‘‘internal’’
European crisis, but also owing to real changes in political attitudes in
preparation for the controversial but unavoidable political and military
union.

It should be kept in mind that, despite Bosnia, Slovenia has been spared
fighting, and that other explosive regions (Kosovo, Macedonia) remained
largely peaceful. It was the EC troika of foreign ministers, neither NATO
nor the CSCE, which did the acting. The process was not without internal
differences, however. Austria and Germany were more sympathetic to the
aspirations of the secessionist republics, whereas other countries, among
them France, were more anxious to retain the Yugoslav federation. The
important point was not to encourage secessionism, while at the same time
not to let the federal government or the military establishment believe that
a violent solution would be acceptable. Opinions also differed with regard to
a possible military intervention, if and when mediation failed. As the crisis
deepened, public opinion turned increasingly against Serbia, which was in
line with Croatian strategy.

The crisis underlined the power vacuum in a Europe still searching for
a viable security order. An uncontrolled and violent dissolution of the
Yugoslav federation has had farreaching consequences for the whole of
the Balkans, the most turbulent of the European subregions, if not for the
whole European project.

A failure does not necessarily imply an impotence on the part of the EC.
It should be recognized that no easy resolution to this conflict existed.
Lessons will nevertheless be derived, and the necessary constitutional and
institutional adaptations will be made. Perhaps the next challenge will be
‘‘the Magyar question’’ (the numerous restive Hungarian minorities in
Romania, Czechoslovakia, Yugoslavia, Ukraine, and Austria). Whatever
the outcome, the crisis will be a milestone on the road to a European polit-
ical and military union.

The Internal Pattern of Europeanization: Subregionalism

In the new European landscape several subregions, which transcend the old
Cold War division, are emerging. Some of them reflect old historical for-
mations: the Swedish Baltic Empire, the Habsburg Empire, and the group of
Balkan countries once part of the Ottoman Empire. Bilateral relations, which
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under Cold War conditions had a pioneering significance in these three
contexts, are Finland–Estonia, Austria–Hungary, and Greece–Bulgaria.

One interpretation of this new trend is that we are witnessing a return
to classic balance-of-power politics in a new subregional form, where the
sources of power are more economic than military. The objective need
for such a pattern is obviously in response to the emergence of a unified
Germany as the predominant regional political and economic power. The
German threat is an evident factor behind attempts to form a Central
European Union.

On the other hand, Germany with its strong federal traditions may itself
form part of various subregional formations. Hamburg/Bremen cultivates a
‘‘Hanseatic’’ project to revive the old medieval trading system in northern
Europe and give it a modern shape. The purpose is to provide a challenge
to the southern German growth pole centered on Munich, which together
with Milan and Barcelona constitutes a strong economic triangle in southern
Europe.

The Baltics are swiftly building up economic relations with the Nordic
countries, and may enter the EC through the less cumbersome EFTA route.
At the same time they will provide a gateway for trade with the republics of
the former Soviet Union, above all Russia.

Turning to the Balkan subregion, the immediate unifying threat seems to
be Turkey rather than Germany. From the point of view of peace-building,
subregional cooperation should therefore preferably include Turkey, which
in view of Turkey’s application for EC membership by no means should be
ruled out. Against this, however, stands the fact that European identity took
shape in reaction to an alleged ‘‘Asiatic Despotism,’’ for which Turkey was
the first model.

Thus, Europe will grow, and as it grows it will turn inwards. New levels of
economic and political action will appear: subregions, transnational growth
zones, and ethno-nationalism. The latter will be legitimized and might
become less destructive in the setting of the new Europe. Movements creat-
ing tensions in the context of present state structures will partly achieve their
purpose in a Europe without borders, e.g. the Hungarians, the Tyroleans, the
Basques, and the Macedonians and other minorities living in several states,
but not permitted to create a state of their own.

The External Impact of Europeanization

What will be the future European role in other regions? A new aggressive
hegemonic superpower or a ‘‘Fortress Europe’’ closing its doors to the Third
World? Or will it become a responsible actor organizing massive transfers of
resources, as argued in the Brandt Commission’s reports?

The external effect of the process of Europeanization differs depending
on alternative ‘‘domestic’’ developments. Below follow some scenarios:

The Orwellian or ‘‘Fortress Europe’’ scenario perceives Europe as a regional
security state, inspired by autarkic mercantilism and in latent or manifest

EUROPE IN A WORLD OF REGIONS 25



conflict with other regional systems. A European Fortress will build fences
against an excluded ‘‘thirdworldized’’ Europe and a possible ‘‘great march’’
from a marginalized Third World. From the poor parts of the Third World
there will thus be increasing migration pressures, reinforcing the trend
towards ‘‘Fortress Europe.’’ Many European newspapers have drawn the
conclusion that the drama of the Albanian refugees in Italy could be a mere
foretaste of what can be expected in the future. I call this rather dreadful
scenario Orwellian, because of its similarity to the way Orwell described a
future world in his ‘‘1984.’’ It is a darker conception of ‘‘Fortress Europe’’
than the assumption simply of increasing protectionism, although a con-
nection is often made. (IM, December 1988)

The ‘‘European Superstate’’ scenario views Europe as an extroverted
regional state, which is inspired by a mixture of liberalism and some ele-
ments of mercantilism. Internally, it will be organized in the form of con-
centric circles with a core, semiperiphery and periphery. Externally, the new
superstate centered on the core will aspire to a hegemonic position, or at
least a shared, trilateral, hegemony. This means that Europe should take a
more active role in global security structures, relying on its own regional
security/coercive capabilities. It will cultivate selective relations with the
more dynamic parts of the Third World, for instance the emerging regional
powers. It will also continue to provide some development assistance to the
poor within the Lomé framework.

The Neo-Atlanticist scenario perceives Europe as a more open trading sys-
tem consisting of sovereign nation-states, protected by a modified Atlantic
security system: NATO with a European leg. The economic inspiration for
this scenario comes from neoliberalism, the dominant development ideology
of the 1980s, particularly in its British ‘‘new right’’ form, and in Reaganism,
combining a belief in market miracles with jingoist nationalism. The Gulf
War was a revival of this project after a decline following the events of 1989.
The major international contradiction according to this worldview is what is
called ‘‘Euro-America’’ vs ‘‘Islamistan.’’ This Europe will create an unstable
situation, which sooner or later will transform itself into one of the other
scenarios, depending on which social forces emerge in the different coun-
tries, and how they relate to one another.

The ‘‘European Home’’ scenario views Europe as an introverted regional
state in a world of regional blocs, a neomercantilist state inspired largely by
the values of the left-liberal, social democratic and Euro-communist welfare
ideology. It thus includes a substantial element of interventionism in order
to protect the welfare system, as well as nurtures supportive links to Third
World regions. Such links would primarily promote collective selfreliance
on a regional level, such as the so called ‘‘Nordic initiative’’ towards
SADCC.

The ‘‘Greening of Europe’’ scenario envisions Europe as a loose, undefined
informal structure of regions and local communities within a world order of
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similar decentralized structures, which would be characterized by ‘‘third
system politics.’’ The role of the state would be drastically reduced in this
rather anarchistic scenario which, judging from some recent elections, has
lost some of its earlier attraction.

None of these scenarios will have a monopoly on the future; rather they
constitute parallel and complementary political tendencies, influencing and
modifying a mainstream model in which the probable core will be a com-
promise between the ‘‘European Home’’ scenario and the ‘‘European
Superstate’’ scenario. The actual compromise will depend on internal
European forces, which at least at present favor the former scenario.

None of these scenarios will, furthermore, provide good news for the
Third World. A North–South structure is now emerging within Europe. This
undoubtedly means that the importance of the Third World will diminish in
economic as well as in political terms.

Evidently, the EC will take note of the human rights record in its dealings
with individual developing countries (the 68 ACP countries). Environmen-
tal concerns will play an increasing role. Further obstacles are created by
the EC’s anti-dumping policies. Reciprocity will be a key issue in the EC
trade policy. (South, Nov. 1990–Jan. 1991) In the immediate future, at
least, poor Third World countries will have to rely more on their own
resources. EFTA contains a core of ‘‘likeminded countries’’ with a tradition
of more generous assistance, but EFTA is rapidly harmonizing the Euro–
South relations to EC standards. One obvious response to this emerging
situation is Third World regionalism: South–South cooperation and collec-
tive self-reliance.

4. Soviet Decline and the Formation of a Post-Communist
World

The US and Soviet hegemonies were altogether different species: liberal
versus imperial. Soviet hegemony rested on the ideological primacy of the
Communist Party of the Soviet Union within the socialist world system but
this primacy was backed by the militarized Soviet state. This situation is
therefore more akin to the old type of imperial dominance, and in fact there
was a striking continuity between the tsarist empire and the now dissolved
Bolshevik state. Although described as a ‘‘socialist federation’’ which
included the right to secession, there was no procedure for how this should
be realized.

Thus, compared to Pax Americana, Soviet hegemony was more coercive
and less related to technological superiority and economic strength. (Dibb,
1986; Kaiser, 1988) For that reason the rules of the capitalist world economy
also applied to the socialist world system, insofar as its external relations
were concerned. As long as the socialist system was relatively closed, how-
ever, the Soviet dominance reigned supreme.
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From Hegemonic Power to ‘‘Chaos Power’’

The sources of Soviet ideological hegemony were several:
Firstly, Russia experienced an indigenous revolution, and therefore

enjoyed ideological supremacy among subsequent revolutionary societies.
The culmination of this prestige was the Great Patriotic War against fascism.

Secondly, the existence of Soviet Russia provided a revolutionary space
to be utilized by revolutionary movements all over the world. Successful
movements, which subsequently were transformed into state power, natu-
rally felt gratitude to the leader of world revolution.

Thirdly, by its sheer size, the Soviet Union stood out as the dominant
power ‘‘on the other side’’ and therefore constituted a natural political
alternative. This ‘‘side,’’ however, never was a symmetric counterpart
in structural terms, but a rather heterogeneous constellation of rebels,
which under the conceptual umbrella of ‘‘socialism’’ tried to catch up with
advanced capitalism – or escape dependence. At present, this socialist world
system, with some important Asian exceptions, has dissolved, a process
obviously related to the withdrawal of the Soviet Union from its traditional
geopolitical spheres of interest. The ‘‘revolutionary societies’’ had survived
mainly through external support.

The erosion of Soviet ideological hegemony started at the same time as its
consummation, i.e. during the years after the Second World War. First to
question it was Tito’s Yugoslavia. More widespread East European dis-
turbances followed after the death of Stalin, and in the late 50s China
embarked upon its own road to socialism (or wherever this road will lead).
The open Sino-Soviet break in 1964 put an end to the illusion of a unified
socialist world system under Soviet hegemony. Ten years later the Soviet
Union, after a long defensive struggle, grudgingly gave up its ideological
monopoly. This was also the time of the birth of Eurocommunism. The
Western communist parties became irreversibly autonomous. Again, after a
little more than a decade, the Soviet Union unilaterally lifted the ‘‘overlay’’
over Eastern and Central Europe, and the socialist countries were turned
loose, free to abandon socialism. We are now in the last phase: the dis-
solution of the Soviet empire.

The erosion of Soviet hegemony of course also had its material causes, or
what in a somewhat different context has been termed ‘‘imperial over-
stretch.’’ The military build-up, started in the 1960s, reached an economic
ceiling ten years later, when severe economic stagnation set in. Add to this
the growing discontent among national minorities throughout the Soviet
empire, and the picture of an irreversible hegemonic decline is fairly com-
plete. Gorbachevism should in fact be understood as a ‘‘diplomacy of
decline’’ (Sestanovich, 1988) and, as Hans Magnus Enzensberger expressed
it, Gorbachev was the ‘‘master of retreat.’’

Since a military threat to the external world would be suicidal, what
remained of Soviet power was ‘‘chaos power,’’ the power to produce havoc
in the rest of the world. The problem was that this power cannot be used

28 BJÖRN HETTNE



repeatedly, it is quickly exhausted. The G7 meeting in London (July 1991)
restricted the Western support for Gorbachev’s reforms to association with
and advice from the IMF and the World Bank. Judging from other coun-
tries’ experiences, these are not very stabilizing measures, as later develop-
ments in the Soviet Union also confirmed. The increasingly negative reac-
tions to Soviet appeals were based on the external judgment of the viability
of the Soviet federation and the realization that it was time to deal directly
with the emerging states that were arising in place of the old republics. This
change in attitude of course reinforced the process of dissolution.

The Soviet Region: An Eastern EC?

Homo Sovieticus is a disappearing species. Instead there are emerging states
which, in order to avoid economic fragmentation and political tensions, will
have to sort out their relations within some kind of regional framework. As
in Europe, there is a need for some kind of balance between one major
regional power and smaller subregional groupings. Therefore, in the future,
we will perhaps look upon the Soviet Union as ‘‘an Eastern EC.’’ Devolving
substantial authority from the center to the republics and regions has proved
to be the only way to save some kind of federation or confederation. (Kux,
1990) This method may not necessarily succeed, but then there is no solu-
tion apart from war.

There is thus a great likelihood that what has already happened to the
external empire now will happen to the internal. Some countries of the
external empire will presumably escape the region by ‘‘de-Easternization’’
and consequently join the more wealthy ‘‘Western EC,’’ but for most coun-
tries in the internal empire, perhaps with the exclusion of the Baltics, a
poorer Eastern version of the EC is the best that they can hope for. Eco-
nomic nationalism on the level of the fifteen republics would be a catas-
trophe. Russia produces 63 percent of the union’s electricity, 91 percent of
its oil, 75 percent of its natural gas, 50 percent of its meat, 85 percent of its
paper. Direct trade relations among individual republics would therefore be
a cornerstone in structural reform and for a ‘‘renewal’’ of the federation.

A loose economic commonwealth based on political decentralization
would be an obvious solution. As a matter of fact the EC has been explicitly
used in the internal reform debate as a model to copy. Obviously the East-
ern EC will, like an expanded rather than deepened Western EC, become
more introverted, and, in the long run, the two will probably form part of a
larger more or less spontaneous integration process. Europe will ultimately
become a ‘‘House,’’ if not a ‘‘Fortress,’’ but, either way, a solution must
be found to the increasing instability within the former ‘‘Soviet Region.’’
Moscow may learn to prefer friendly neighbors to restive ex-republics, and
the smaller countries must somehow come to terms with geopolitical real-
ities, including their highly interdependent Russian economy. There are
strong reasons to find a better balance between function and territory but
provincial autarky is, as president Bush explained in the Ukrainian legis-
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lature, no option. Nor is a union kept together by coercive means. In the
current turbulence, a somewhat utopian project is to build a new union,
based on new foundations, one of them being a functioning civil society.
Valery Tishkov, director of the Institute of Ethnology, makes this analysis:

In developed societies ethnicity, economics and politics represent three weakly
interrelated and largely independent systems. In such societies the members of cul-
tural, linguistic, and religious groups typically protect their interests and ensure their
groups’ autonomy on the basis of individual rights and general democratic princi-
ples. Nationalism and exclusive ethnic loyalty arise in the absence of these safe-
guards, in societies that lack mechanisms for the articulation of collective aspirations
and interests, and where ethnicity, economics and politics interpenetrate in one poorly
functioning system. Clearly the Soviet Union still belongs to this second category.
(Tishkov, 1991: 21f.)

As far as the reorganization of the union is concerned, nine of the fifteen
former republics did initially agree on the basic principles (the Nine-plus-
One formula), while six (apart from the Baltic republics they were Armenia,
Georgia and Moldavia) refused to participate in any negotiations that did
not imply full independence. Thus the foundations for a new union were
indeed shaky from the beginning and the resulting confusion triggered the
failed military coup in August 1991, which again changed completely the
preconditions for the union–republics relationship. What is emerging is a
loose framework coordinated by an interrepublican economic committee, an
embryonic EC.

What matters from now on will be the relationship between an increas-
ingly nationalist and self-confident Russia and more or less ‘‘independent’’
ex-republics. Geopolitics and comparative economic strength will shape
relations. As in the Western EC, the objective of long-run stability will
stimulate subregional groupings countering the influence of the regional
great power.

5. Third World Regionalism: The European Factor

Regional integration outside Europe has not been a great success so far.
Two reasons are evident:
1. the structure of the world economy, which under hegemonic control has

tended towards interdependence rather than regionalization, and
2. the common-market concept of regional cooperation, which in a situation

of asymmetry has reintroduced the global hierarchy of dependency rela-
tions in the region.

In this overview of Third World regionalism, I shall focus on the Euro-
pean factor. What negative or positive influence has Europe exercised over
the integration process in different regions? It is true that the EC, or rather
its Commission, is spreading the gospel of regional integration over the
globe, but Europe’s role will have to change substantially if a new, better,
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and more symmetric interregional exchange pattern is to take shape. Not
only must the content of the interregional relations (Europe, or subregions
within Europe, on the one hand, and various Third World regions, on the
other) change, but Europe must also take a more active part in promoting
regional cooperation and integration in the Third World. The ‘‘regional
dialogue’’ carried out by the EC is explicitly intended to stimulate region-
alism in the Third World. However, as long as the world order remained
hegemonic and politically polarized, the whole exercise was necessarily
mainly symbolic.

In a post-Cold War world order, on the other hand, the old pattern of
cultivating friendly regimes, intensifying and creating divisions within dif-
ferent regions, could be replaced by a more active European policy of pro-
moting resolution of indigenous and region-specific conflicts on the regional
level, and stimulating regional cooperation through region-based develop-
ment programs. This policy should be distinguished from solutions which
are enforced upon the regions from above.

In this context I am referring mainly to the EC and EFTA countries. The
former Eastern bloc is disappearing as an actor, as far as the Third World is
concerned, and the links between the former Soviet Union and its previous
clients, already dramatically redefined in ‘‘the new thinking,’’ are becoming
increasingly weak, owing to both the economic and political turmoil, as well
as the political transformation within these former client states. (Duncan &
McGiffert Ekedahl, 1990)

Let’s consider some current trends in the main regions of the world so as
to identify the European factor to the extent possible.

Latin America and the Caribbean

At present Latin America is becoming marginalized or, as some would say,
‘‘Africanized’’ in the world economy. Its crisis is simultaneously a debt and
development crisis. (Griffith-Jones & Sunkel, 1986) The disappearance of
the socialist alternative means that Latin America will become even more
dependent on the USA and even more arrogantly treated. Not only the
Soviet but also the European counterweight has evaporated. (Castaneda,
1990)

Some even argue for a ‘‘Fortress America’’ as the best Latin America can
hope for. Mexico, which had some potential of becoming a regional power,
now seems to draw the conclusion that joining North America is the only
possible way out of stagnation. Central America is also tilting towards the
north. The small Central American states, to the extent that they are not
yet part of North America, will have little choice but to follow Mexico’s
example.

The economic and geopolitical change in the north of Latin America puts
a certain pressure on the Southern Cone. The treaty signed by Argentina
and Brazil in 1985 put fresh life into the integration process in the region. In
March 1991 a free-trade agreement was signed between these two countries
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and Uruguay and Paraguay (MERCOSUL). This new kind of cooperation,
designed to prevent further marginalization of Latin America in the world
economy, is modeled on the EC.

The Caribbean region has a 500-year relationship with Europe, a rela-
tionship which has formed it, and continues to form it as a region. (Sutton,
1991; Thomas, 1988) The earlier attempts at regional cooperation occurred
in a colonial context, which is one reason for their failure. The CARIFTA
arrangement of 1968 was a minimal form of integration since its principal
integration mechanism was the phased freeing of interregional trade. In
1973 CARIFTA was replaced by the more ambitious CARICOM. It had
from the start an explicit political element, namely coordination of foreign
policy. This idea seems to have grown out of experiences of negotiating with
the EC (Thomas, 1988, p. 317). There were statements condemning desta-
bilization and criticism of CBI, but, after the invasion of Grenada, contro-
versial foreign policy issues have again been avoided.

Asia

In South Asia, the world powers, especially the USA, but also Russia and
China, are promoting their interests by forging alliances with local states,
while Europe in spite of its historical role had taken a rather low profile.
The region is internally dominated by one ‘‘regional power,’’ although
Pakistan and India had a kind of competitive relationship before the split-
ting up of Pakistan in 1971. The problem of regional hegemonism is thus
present (Hettne, 1988).

Thus the security situation in South Asia cannot be understood unless the
ethnic, regional and religious conflicts within the states – and the way these
affect interstate relations – are carefully considered. In a situation of geo-
political dominance by India, ethnic strife, secession and disintegration
could be the main vehicles for changes in the interstate system. Over the
years the security situation has grown more and more complicated. (Buzan
& Rizvi, 1986) India is strengthening her position in relative terms due to
the growing regional disorder, but this also means a high risk of external
penetration. Regional cooperation would mean a change for the better, at
least as far as economic security is concerned. The economic rationale is not
overwhelming at present, rather it has to be created. (Adiseshia, 1987)

It is both a strength and a weakness that SAARC contains all the South
Asian states (India, Pakistan, Bangladesh, Sri Lanka, Bhutan, Nepal and the
Maldives). It is a weakness because the conflicts in the region will paralyze
SAARC for a long time to come, confining its scope to non-controversial
marginal issues like tourism and meteorology. It is a strength precisely
because controversial problems can be handled within one organization and
at least a framework for regional conflict resolution has been created and
exists. Put differently, the regional organization coincides with the regional
security complex and can be seen as an embryo of a security community.

Southeast Asia, like Europe, has been divided in two economic and political
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blocs: ASEAN (Indonesia, Thailand, Singapore, Malaysia, the Philippines
and – since 1984 – Brunei) and the Indochinese area (Vietnam, Kampuchea
and Laos). The latter subregion is under communist rule with Vietnam
exercising subregional hegemony.

Vietnam and, behind it until recently, the Soviet Union have been seen
as a threat by the ASEAN countries, which is precisely the reason why
ASEAN as a regional organization has worked rather well. The source of
common cause and identity is thus negative, a threat. Thus, it is a case of
negative rather than positive peace. As in Europe, the dismantling of the
Cold War system will change the pattern of conflict rather than eliminate
conflicts. We can expect more relaxation between the two subregions and
more conflicts within them.

The countries in ASEAN could be described as capitalist in economic
terms and conservative in political terms. The national economies are out-
ward-oriented, and the political systems are formally democratic but in
practice more or less authoritarian. Problems on the international market
usually reinforce domestic authoritarianism owing to the strong two-way
causal relationship between economic growth and political stability. Eco-
nomic growth and redistribution are preconditions for ethnic peace, political
stability is a precondition for the economic confidence expressed by inter-
national capital flows into the region.

Peace in the larger region, the formation of which now seems to be under
way, would however change the basic parameters of the way ASEAN oper-
ates. As the superpowers pull out, old rivalries are emerging, at the same
time as the objective preconditions are improving for cooperation that could
encompass the whole region in the longer run.

The rationale behind regional dialogue initiated by the EC comes out
clearly in the following statement by Roy Jenkins:

From the formation of ASEAN we in the Community have always sought to treat
with ASEAN as a region since we from our own experience have learnt that an
external stimulus can often support internal cooperation. (Edwards & Regelsberger,
1990, p. 15)

East Asia is the most dynamic of the world regions, containing a techno-
logically highly developed country with possible hegemonic ambitions
(Japan), an enormous ‘‘domestic’’ market (China), three NICs (South Korea,
Taiwan and Hong Kong) and a ‘‘socialist’’ autarky (North Korea), preparing
itself for major changes which may alter the pattern of cooperation within
the region. Reunification of Korea, democratization of China, and a more
independent Japanese role in foreign policy would release an enormous
regional potential. These changes are admittedly not immediate prospects,
but on the other hand their occurrence is quite feasible.

Korean unification is, of course, the key to regional cooperation. Consid-
ering the economic superiority of South Korea and the political lag in North
Korea, it will probably be a spontaneous process of the German type, an
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‘‘Anschluss.’’ South Korea, together with the other NICs, is facing changes
in those objective conditions which originally made them into NICs, and
their strategy in the 1990s will probably concentrate on the domestic mar-
ket, preferably a regional market. The regional framework is still, however,
in flux. South Korea and Taiwan are traditionally dependent on Japan but
may have more to gain by orienting themselves towards Southeast Asia. The
ending of the Cold War opened up new possibilities for inter-subregional
contacts, thereby widening the potential for regional cooperation.

Perhaps the most complex issue in the region is the future international
role of Japan: will it remain number two in Pax Americana or take a more
independent role? The latter, and perhaps more likely option, would imply
the accumulation of military strength and a break with the introverted
Japanese worldview. After the break-down of the GATT negotiations in
1990 the Malaysian prime minister Mahathir Mohamad invited Japan to act
as a leader of an East Asian Economic Grouping (EAEG), which would
create an East Asian and South East Asian super-bloc with a Sino-Japanese
core. Japan then rejected the idea of an ‘‘East Asian EC,’’ but the idea is
still being discussed as an insurance policy, should the European and North
American ‘‘fortresses’’ take shape.

Africa

In Africa there has been little regional integration, simply because there is
so little to integrate. The need is rather for ‘‘integrated economic develop-
ment’’ on a regional level (Thisen, 1989), an element conspicuously lacking
in Africa’s Structural Adjustment Programs. (WA, 22–28 July, 1991) Re-
gionalism, however, has been a highly politicized issue, which tends to
create suspicion in the national center of decision-making in Africa. Little
remains today of Nkrumah’s pan-Africanism, but what was then a dream
has now, nevertheless, become a necessity. At the OAU summit in Abuja it
was repeatedly stressed that the ongoing integration of Europe requires a
collective response from African states, in the form of an African Economic
Community.

The most important experience so far is SADCC (Southern Africa
Development Cooperation Conference). The main function of SADCC was
originally to reduce dependence of the subregion on South Africa, the
regional power with evident designs of regional control. Thus, it is a fairly
clear example of the ‘‘new regionalism,’’ not simply based on a common
market concept, but having wider political objectives. With the elimination
of apartheid in South Africa, the agenda for regional cooperation in south-
ern Africa will change fundamentally – and the incentives will perhaps
become positive rather than negative. Much depends on the character of a
post-apartheid regime, but in any post-apartheid scenario regionalism will
play a larger role.

The prospects for regional cooperation begin to look brighter, partly as a
result of the weakening of African nation-states. In the summer of 1990, in
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the shadow of the Kuwait crisis, ECOWAS, for instance, intervened in the
Liberian civil war with the explicit purpose of preventing a general massacre
of the population. Although not a highly successful operation in terms of
conflict resolution, it was unprecedented in the history of African regional
cooperation. From now on the more stable regimes within a specific region
may feel obliged to rely on regional frameworks to avoid plunging neigh-
bors into conditions of anarchy.

In the Maghreb region harsh realities lead to new attempts at stimulating
regional integration. In February 1989 the Arab Maghreb Union was cre-
ated in order to tackle both peace (the Western Sahara conflict) and devel-
opment (the debt crisis) issues. There is great fear in the region that the
traditional European markets will close after 1992. At one stage Morocco
even signaled its interest in joining the EC. The aim is now to stimulate
trade between member states, increasing non-traditional exports, and cut-
ting imports. (South, May 1989) The southern European countries are
deeply concerned about the stability in Arab North Africa and have devel-
oped the project of creating a Conference on Security and Cooperation in
the Mediterranean (CSCM) modeled after the CSCE, but based on an even
broader concept of security, including, for instance, water scarcity as a
security risk. This is significantly different from the US/Middle East para-
digm. (Hadar, 1991)

The Middle East

The Middle East region is in many ways the most complex. It covers terri-
tories in two geographical continents, Asia and Africa, and is extremely
diverse in ethnic terms, at the same time as it is largely dominated by one
religion and one linguistic culture. Therefore it is no coincidence that great
ambitions towards regional unity coexist with constant conflicts between
states and ethnic groups. Of great importance is the frustrated but yet sur-
viving idea of an Arab Nation.

The present political boundaries of states were externally imposed by
the European colonial powers and lack emotional significance, since they so
often have been changed in the past. Centers such as Cairo, Damascus,
Baghdad and Istanbul have possessed a regional significance far beyond
their present national roles. The artificial boundaries and the lack of dem-
ocratic tradition make the power play between heavily armed states as close
to Machiavelli’s world as one can come. It is thus the region of ‘‘realist
thinking’’ par préférence.

For obvious economic and strategic reasons, the superpower involvement
in the region has been fundamental. In the most recent political crisis in the
region, triggered by Iraq’s conquest and occupation of Kuwait in August
1990, attempts at finding a regional solution were halted by US intervention.
This produced a polarization within the region between conservative and
radical currents. As the then faltering Soviet Union opted out, the USA with
the help of frustrated potential regional influentials established itself in the
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region – nobody knows for how long, since the threatening break-up of Iraq
could be the beginning of a long struggle for regional power, in which
external interests headed by the USA are likely to play a major role.

The old Europe gave up its Middle East ambitions in 1956. The Gulf crisis
was a moment of truth for the new Europe (the EC), as far as its external
posture was concerned, and an embarrassing lack of unity was actually
revealed. After some initial protests led by France, Europe again gave up its
independent policy towards the Arab world, at least for the time being. To
restore its image and counter US influence, the European strategy now
involves a major rule for Iran. (ME, July, 1991) The intervention of regional
influentials such as Egypt, Turkey and Syria was not necessarily popular
among the people of these regions, which opens the door for unexpected
domestic repercussions.

It is thus very difficult to foresee what a new security system in the Middle
East may look like. Ironically, Sadam Hussein is still needed since no alter-
native military government is coming forward to guarantee the fragile bal-
ance of power. The problems to be solved are many: first of all to contain the
power and influence of Iran, to find and sustain a solution to the Palestine
question, and to reduce the gap between the rich Gulf states and the poor
Arab masses. Then there is a host of minority and human rights problems of
which the most urgent is the Kurdish question. In terms of our criteria for
regionalism – economic and political homogenization, and institutions for
regional conflict resolution – the ‘‘new regionalism’’ in the Middle East is at
best embryonic.

6. The Promise of Benign Mercantilism

Taking the continuation of the trend towards multipolarity as its point of
departure, this paper has explored the potentials of a world order beyond
hegemonism, a world order in which the regions constitute a crucial role.
This ‘‘new regionalism’’ is characterized by a rather high degree of eco-
nomic self-sufficiency and a capacity for autonomous conflict resolution.
Such a perspective is different from the ‘‘new world order’’ presently in
vogue, for the reason that long-run economic trends here are seen as more
important than are shows of force based on military dominance.

The Trend towards Multipolarism

There is a theoretical possibility of a multilateral order based on interstate
cooperation, but it seems more likely that some kind of fragmentation of
the world economy will take place. The military dimension is the ultimate
and now unchallenged pillar of US dominance, but the political costs of
making use of military means to solve political problems will increase. The
contradiction between global military power and domestic poverty, eroding
the domestic social fabric, will in a democratic setting work towards con-

36 BJÖRN HETTNE



tinued decline and the reallocation of resources in the direction of domestic
needs.

The Soviet decline is definitive, and not in dispute. But is it hegemonic
decline or something more? We have underlined the difference between the
Soviet hegemony over the socialist subsystem and the global hegemony of
the United States. Yet, as long as there were local bridge-heads and the
communist ideals had some appeal, the socialist system was not simply a
coercive dominance system. Soviet domination had hegemonic intentions
but suffered from the contradictions of an imperial system. The new détente
is based on peaceful coexistence no longer but on a liberal transnational
hegemony.

The trend towards multipolarism will not be arrested by a European bid
for hegemony. Rather the emergence of a European regional state and the
essentially introverted orientation of such a state, together with the negative
threat of ‘‘Fortress Europe’’ and the positive policy of ‘‘group to group
dialogue’’ of the EC, will stimulate a global process of regionalization. A
question mark must, however, be added as far as the post-communist world
is concerned. Here, in the wake of hegemonic decline, balkanization rather
than regionalization is the predominant trend.

Patterns of Fragmentation

One rather obvious and already visible pattern of fragmentation is the
development of a few major trading blocs: the EC, North America/Mexico
(NAFTA), and the East Asia Economic Group (EAEG). This paper has
dealt more with a possibly less conflictual regionalized world order: ‘‘The
New Regionalism.’’

‘‘The New Regionalism’’ could be compared to traditional nation-building
with the difference that the coercive political/administrative center is lack-
ing. Rather its emergence is related to imperatives in the international
political economy, including ecological concerns. This process evolves by its
own internal logic, unevenly in different regions. Far in advance is Europe,
where the trend now is toward a regional state. This could be the only way
of saving the European welfare state, which no longer can be maintained as
a national project. In an era of global market hegemony and market expan-
sion, regionalism could perhaps be seen as the self-protection of global
society: a reenactment of Polanyi’s double movement.

In terms of our criteria, i.e. political and economic homogenization and a
regional framework for autonomous conflict resolution, Europe is on its way
to achieving ‘‘The New Regionalism.’’ The EC model is also a possible way
out of the mess in Yugoslavia and the former Soviet Union, if organized
efforts to go this way can be successfully organized.

Other regions may want, or become forced, to follow the European ex-
ample of internalizing the sources of growth and make use of a ‘‘domestic’’
regional market, although there may be a long step to security cooperation.
Our survey exhibits a very uneven picture.
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In all cases there is a European factor of varying significance, rather weak
in Latin America, stronger in Asia, potentially very strong in Africa and the
Middle East. There is no doubt about what the intentions are. In a preface
to a recent book on Europe’s global links, Hans-Dietrich Genscher says:

The community takes all possible steps to promote voluntary regional associations in
other parts of the world . . . The path of political dialogue and economic cooperation
embarked upon by the EC in a spirit of true partnership is proving to be the path of
the future . . . towards greater regional stability and more calculable international
relations. (Edwards & Regelsberger, 1990, p. VII)

The new role of Europe can be seen in the case of Maghreb, where the
CSCM concept implies a comprehensive regional approach quite different
from the US/Middle East paradigm for the area. If it works it will be
expanded to conflicts in the Middle East region, even helping to resolve the
Palestine issue.

A Regionalized World System

Although the preconditions for ‘‘extended nationalism’’ thus differ substan-
tially between regions, I would nevertheless bet on this ‘‘neomercantilist’’
scenario as the best world order the world can hope for. Many observers
probably feel uneasy about this concept. Mercantilism is the ideological
expression of the nation-state logic, operating in the economic arena and
violating the liberal principle that free trade in the long run is for the benefit
of all. Neomercantilism retains the same suspicion which the old mercanti-
lists harbored against free trade. It transcends the nation-state logic in
arguing for a segmented world system, consisting of self-sufficient blocs
large enough to provide ‘‘domestic’’ markets and make use of economies of
scale and specialization in production, on the one hand, without falling prey
to the anarchy of the world market, on the other.

Such a regionalized world system would evidently be more stable and
peaceful than a liberal world order, which historically has revealed an
inherent tendency towards collapse. Most regions in a regionalized world
system would be large enough to have a reasonable degree of economic
efficiency, in accordance with the principles of comparative costs, economies
of scale and other conventional economic efficiency arguments. At the same
time, perversions generated by excessive specialization and an overly elab-
orated division of labor could be avoided. Interregional trade will of course
continue to take place, but somewhat subordinated to the ‘‘territorial’’
principle of regionalism, rather than the ‘‘functional’’ principle of the world
market.

There is a difference between this new form of protectionism and the
traditional mercantilist concern with state-building and national power.
What we could call ‘‘neomercantilism’’ is a transnational phenomenon. Its
spokesmen do not believe in the viability of closed national economies in
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the present stage of the development of the world economy. On the other
hand, they do not believe in the viability of an unregulated world economy
either. Nor do they – in contrast with the Trilateralists and the Interdepen-
dentists – put much faith in the possibility of managing such a world econ-
omy. Rather the neomercantilists argue in favor of the regionalization of the
world into more or less self-sufficient blocs. These blocs would be intro-
verted and maintain symmetric relations between themselves.

The ‘‘benign view’’ of mercantilism coincides with what I call The New
Regionalism. It must be emphasized that such a ‘‘neomercantilist’’ vision
faces serious problems of acceptance owing to the strong historical associa-
tion of mercantilist thinking with extremist nationalism, and because of its
periodical revivals (in the form of protectionism) in connection with eco-
nomic crises. This ‘‘guilt by association’’ argument can, however, be rejected,
since no real efforts have in fact been made to construct a world order on
the basis of neomercantilist ideas. The established view that such ideas tend
to reemerge in the context of world depressions and collapsing world orders
should not be held against them. Constructive propositions must be dis-
tinguished from desperate responses in a situation of crisis. They should be
judged on their own merit, in a situation characterized by normalcy.
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4

A World in Chaos

Samir Amin*

1. Global Rationality or Chaos with New Globalization and
Polarization?

We all live on a planet whose destiny we collectively determine, or so we are
told. And it is undeniable that the globalization which began five centuries
ago with the European conquest of the Americas has passed into a new
stage during the past forty years, as the consequence of a heightened inten-
sity of international exchanges of all sorts and a global spread of the means
of destruction. Shall we conclude from this observation, banal though it is,
that all societies on the planet must subordinate themselves to the criteria of
rationality that govern the global expansion of capital? This view, though
it is dominant today, is not merely illogical and erroneous but infinitely
dangerous.

(1) Capitalism has always been a world system. As such the process of
accumulation which governs its dynamic – itself shaped by a law of value
operating on a world scale on a truncated basis, i.e. to the exclusion of labor
power – necessarily leads to the polarization of the world into centers and
peripheries. Polarization is therefore immanent in capitalism and does not
need to be explained by diverse and contingent factors peculiar to the social
formations that make up the system. The recognition of this essential aspect
of ‘‘actually existing capitalism’’ evidently has consequences that are as
decisive for theoretical analysis as they are for the definition of progres-
sive political action. For everything is subordinate to the logic of world
polarization: the social struggles that develop in the various local areas, the
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conflicts between states at the center, the forms of differentiation at the
peripheries, and much more.

This permanent trait of capitalism does not exclude change, which marks
the successive phases of its expansion. For example, the long ‘‘Britannic’’
phase (1815–1914) was based on the building of a world market, particularly
between 1848 and 1896, structured by the contrast between the industrial-
ized centers, historically constituted as the bases of the national bourgeois
states, and the non-industrialized peripheries, gradually subjected to a col-
onial and semi-colonial status. The world market under the hegemony of
Britain went into crisis at the end of the period, owing to the accentuation of
rivalry from Germany and the United States. The system was gradually
restructured by retreats of the older imperial powers and their replacement
by newer rivals in the crusade to carve up the world. But this process led to
war.

The break-up of the old system precipitated by the Russian revolution
and accentuated by the Chinese seemed to have established two systems,
one which styled itself socialist, although what really happened was basically
the delinking of immense parts of the periphery. This long phase (1917–
1980) divides itself into two periods. From 1914 to 1945 the center stage was
occupied by the violent conflict of the two world wars. Beginning in 1945,
the world market reconstructed itself under the hegemony of the United
States, in an atmosphere of military and ideological bipolarization and Cold
War. During this entire phase the East–West conflict presented itself as a
struggle between socialism and capitalism, although it was never anything
but the conflict between the peripheries and the center, manifested in its
most radical form. This particular state of the world system provoked lib-
eration struggles throughout the peripheries, largely bourgeois in their ori-
entation and capitalist in their aspirations. It was ‘‘the era of Bandung’’
(1955–1975), in which North–South conflicts were acted out within the logic
of the East–West confrontation. (Amin, 1988)

The requirements of globalization during the postwar years, 1945–1970,
were expressed in terms of a two-part paradigm. Within the developed
countries it was thought that Keynesian interventions could assure steady
growth for the benefit of all, dampening the business cycle and reducing
unemployment to a minimum. This vision was all the more remarkable in
that it simultaneously envisioned the reconciliation of national politics and
the forward march of globalization. In the Third World, the ideology of
Bandung asserted that national development could be open to the advan-
tages of economic interdependence. By contrast, the socialist countries were
walled off in the ghetto of autarky.

The crisis of capitalism beginning in 1970 put an abrupt end to the illu-
sions of Keynesianism and to what I call the ideology of development in the
Third World, while the ‘‘socialist’’ countries had certainly not found the
solution to their problems. But into the void created by this double crisis
jumped the ideological offensive of neoliberalism, with its reductionist rem-
edy for all ills, the market. Yet the blind pursuit of this dogma could lead
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only to the break-up of the world system and the renewal of clashes between
unbridled nationalisms, that is, to the opposite of its promised result.

(2) Globalization, which re-established itself in 1945 and is now in a new
phase, has assumed particular characteristics that sharply distinguish it from
its earlier manifestations. The new globalization is characterized by a tri-
polar constellation of the United States, Japan, and the EEC that is without
precedent. This tripolarity entails not only an intensification of trade among
the poles but also and especially an interpenetration of capital. Up until now
capital has always been national, but now apparently a dominant interna-
tional capital is emerging at an incredible rate. However, the alleged rela-
tionship between the change which operates on the level of property rela-
tions and that which calls itself a ‘‘revolution in technology’’ is, in my
estimation, little studied, if indeed it really exists. Each of the successive
stages in the history of capitalism is defined simultaneously by its specific
forms of domination of labor by capital and by the forms of existence of the
bourgeoisie that correspond to them. One distinguishes, therefore, the stage
of manufacture (1600–1800) and of large-scale industry (1800–1920), both
analyzed by Marx, then of Taylorism–Fordism (1920–1980), analyzed by
Harry Braverman (1974). The new stage, called ‘‘informatics,’’ awaits its
analysis. I call attention to the pioneer work of Coriat (1990). But if each of
the three preceding stages operated in the frame of an ‘‘international econ-
omy’’ made up of central nations, in reviving the thesis of Michel Beaud I
shall say that the new stage marks the emergence of a ‘‘world economy’’ of
a much deeper degree of integration. (Beaud, 1989)

The consequences of this change are major. Accumulation in the central
nations was formerly regulated by national political and social conflicts that
structured the hegemonic alliances. But today there exists no analogous
mechanism that could structure a hegemonic alliance on the grand scale of
the economic decisions that are being made – not even for the USA–Japan–
EEC tripole. Political analysts who see the dwindling scope of national
decisions and the widening effects of an autonomous global economy are
quite aware of this new fact. But there is no solution to the problem it raises,
since no supranational state is visible on the horizon. This is the first major
source of the chaos that the new globalization will bring in its train.

But it is not the sole source, by any means. The tripolar penetration does
not marginalize the periphery, as the glib and superficial discourse of the
economists supposes. The politicians, who are much more in touch with
reality, refute this claim every day. The Gulf War startlingly illustrates its
error. With four-fifths of the world’s population – the vital reserve army of
labor – and indispensable natural resources, both well appreciated by poli-
ticians, the periphery must without question be preserved and subordinated
to the expansion of capital, however polarizing this may be. Here one finds a
second source of the chaos for which the coming decades are destined.

In a brilliant analysis of the history of globalization, Giovanni Arrighi
(1991) contrasts the contradictory tendencies of capitalist accumulation: at
one pole the growing power of the active army of labor, at the other the
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growing misery in the ranks of the reserve army. The first tendency paved
the way to social democratic strategies on the part of the masses, the second
for revolutionary outbreaks of the Leninist type. I shall not go into this
thesis at length here, but I accept its essential claim. I only remark that
Arrighi is too optimistic about the globalization that is under way, because
he believes that it is going to draw together the active and reserve armies in
the various regions of the system – the more advanced centers as well as the
peripheries and (especially) the semi-peripheries. I do not believe it. On the
contrary, it seems much more probable that geographic separation will con-
tinue to be dominant because the reserve army will remain concentrated at
the periphery and semi-periphery. It follows that the ideological separation
between social democracy at the centers and revolutionary at the periphery
is not yet ready to disappear, even if the political forms of delinking were
to produce something other than Leninist movements. As always, social
democracy will remain limited in its capacity to move beyond the point it
has reached and achieve the substitution of wage-earners’ hegemony for the
hegemony of capital. (I shall return to this very important matter at a later
point.)

Polarization, in my opinion, is a permanent and basic characteristic of
really existing capitalism. It is not a cyclic phenomenon, as Arrighi suggests.
He distinguishes, in effect, a sequence of periods: 1848–1896 (globalization);
1896–1948 (fragmentation of the world system); 1948 to the present (recon-
struction of the world system). Be that as it may. But I observe that the first
of these periods is marked not by an attenuation of contrast between the
centers and peripheries, but on the contrary by the emergence of the mod-
ern form of the periphery, which becomes colonial and semi-colonial. This
development in itself leads to the fragmentation that follows.

2. The Empire of Chaos

(1) The world system is in crisis. There is a general breakdown of accumu-
lation, in the sense that most of the social formations of the East (formerly
so-called socialist) and the South (Third and Fourth World) are unable to
reproduce on an extended scale, carry on reproduction or even in some
cases to hold their own. The latter is the situation in the Fourth World
countries of Africa. The crisis in the Third World manifests itself as an
insufficiency of capital accumulation. In the developed centers it takes
apparently opposite forms which classical economics would have called an
excess of supply of loanable funds relative to the demand for productive
investment. This excess is wasted in a wild orgy of financial speculation,
creating an unprecedented situation.

The crisis reveals that the polarization of the world really constitutes an
historical limit for capitalism. A genuine resumption of accumulation calls
for a re-allocation of capital that is unattainable under the short-term prof-
itability criteria that govern the market. The solution of the market is
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bound to generate growing national and international social imbalances
which will turn out to be unbearable. There is no scientific value in neo-
liberalism, because it pretends not to see that the unregulated market can
only reproduce and deepen such negative consequences, and that an analy-
sis of the advantages of the market for a particular society is valid only to
the extent that it starts from the real parameters of that society’s situation:
the level of its development, its historical place in the world division of
labor, and the social and political links that it has forged and maintained. A
critical analysis must then ask what might make it possible to carry off a
daring escape from the vicious circle of the market. From this point of view
the considerable differences between various regions of the world forcefully
imply specific political positions that cannot be derived from the postulated
rationality of the market. To these objective factors one must add a quite
valid recognition of the economic relevance of the cultural, ideological, and
political history of the various peoples. The real imperatives of our epoch
imply therefore the reconstruction of the world system on a polycentric
basis.

To any narrow political and strategic conception of the world order, such
as that which centered on the Big Five (the United States, Europe, USSR or
Russia, China, Japan), it is vital to oppose one that gives a real place to the
nations and great regions of the Third World. Third World countries and
regions have to control their relations with others and subordinate them to
the imperatives of internal development, and not the opposite, which they
must do if they are compelled to adjust to the world expansion of capital.
This primacy of the internal imperative is the concept to which I apply the
term ‘‘delinking’’ – one which evidently has nothing to do with exclusion or
autarky.

Without a doubt this historic, fundamental limit to capital is tied in with
others whose manifestations are quite plain to see, since they express
themselves in certain ‘‘new’’ forms of social protest, rising sometimes to the
point of questioning the legitimacy of the ideological and political systems of
the advanced societies. The first such challenge is the refusal of workers and
others to submit themselves to the demands of economistic alienation. This
refusal, clamorous during the revolts of 1968, lies dormant for long periods
and then bursts out in dramatic and often destructive ways. The second is a
response to the wastage of natural resources and degradation of the natural
environment by capital. It has also produced a movement, international in
reach, and even ‘‘green’’ political parties in some countries.

The crisis manifests itself along both geopolitical and cultural lines: in
conflicts between states on the one part, and in clashes of civilizations on the
other. The response will therefore imply massive political changes: both the
creation of new political organizations within the West, East, and South, and
the organization of relations among them, i.e. a new interstate system. None
of these changes is on the agenda of actual political action. The historical
drama of our epoch is situated precisely here, and has its roots in the failure
of social consciousness to imagine positive and progressive alternatives.
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(2) The chaos results from a lack of correspondence between the geog-
raphy of power on the one hand and the effects of the global expansion of
capital on the other. The analyses of globalization that I have proposed
above have defined the two spaces in which this non-correspondence
expresses itself – the relationships between the centers and the relationships
of these centers to the peripheries. In my opinion, however, the intensity of
the conflicts that arise in these two spaces is not of the same order.

The struggles for eventual leadership among the centers – between the
United States and its counterparts: Japan and Germany, between NATO
and such military elements as survive in the former USSR, among the
Europeans themselves – will remain limited. I can hardly imagine that they
will lead to armed conflicts like those of 1914 and 1939. But neither will they
find amicable solutions, for want of a coincidence between the space of
economic power and that of political and social decisions. Neither the Group
of Seven nor its veritable directorate (the USA, Japan, and Germany), even
with all the infrastructure of institutionalized cooperation that exists in
today’s world, can render the social and political consequences of global-
ization unconditionally acceptable to all the participants. Nonetheless,
because the conflicts of the developed West are not dramatic, they will solve
themselves by changes in the hierarchy of powers without questioning fun-
damentally the internal social order in the way it had been in Europe during
the inter-war period (through the rise of fascism), for instance, in North–
South relations, in the characteristic conflict of ‘‘actually existing’’ capital-
ism, which irreconcilably opposes the peoples of the periphery and the
expansion of world capitalism. In this context, who will win? The forces that
would have a united North prevail over the South (as we have seen to a
startling degree in the Gulf War)? Or those who would advance the cause of
a polycentric world, in the sense in which I have used the term? The future
of humanity depends on the outcome. Either an order more savage than
ever, or an order that will attenuate the intolerable contrasts between cen-
ters and peripheries, and in doing so will enable a humane perspective for
future generations.

We are now marching down the wrong road. There is no doubt of this.
‘‘Liberal’’ globalization will lead only to greater polarization, and through
this process will summon up from the peoples of the peripheries resistance
movements that can only be massive and violent. But Western political
thinking will ask only one question: how may one manage that which is
intolerable? In this frame of thought, the economic order produced by the
world market (a grand disorder, in fact) must be topped off with a military
order that assures the efficient repression of the revolts of the South. The
position of the Western powers on the reform of the international order, of
which the Gulf War multiplied the opportunities for expression, continues
to be nothing but a refined hypocrisy, in which ‘‘morality,’’ ‘‘law,’’ and
‘‘justice’’ are invoked repeatedly in a futile attempt to mask the defense of
unspeakable interests.
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A NATO strategy corresponding to this vision of the world order already
exists. It is based on a two-part program: on the one part to permit to fester
the situations in the Third World that do not threaten the imperialist order;
on the other to smash by the most violent means – as we have seen in the
Gulf War – the emerging powers of the Third World that for whatever rea-
son are rebelling against this order.

Conflicts within the Third World must be examined in this framework, for
they are not all alike. There are conflicts that are the products both of the
objective impasses in which the societies of the Third World are trapped by
globalization and of the deficiencies of a social consciousness that is unable
to respond constructively to such challenges. The drifts toward inter-ethnic
conflicts are of this type. The mediocre political games of the dominant local
classes feed on these drifts, and powers that are on the defensive turn their
energies in just such directions. These conflicts do not menace the capitalist
order. With a cynicism quite evident in their theory of ‘‘low-intensity con-
flicts,’’ the capitalist powers encourage such situations to develop. But some
conflicts oppose the North directly to the South, either the authentic popular
forces of the challenge, or, for some reason, its state powers. Here, as we
have already seen in the Gulf War, the rapid deployment tactical forces of
NATO may be inadequate, and the strategy then taken by the Pentagon is
violence in the extreme, even, as necessary, to the point of genocide.

The efficacy of such strategies of intervention by the North requires the
maintenance, the reinforcement, of Atlantic solidarity. But nothing beyond.
The recognition of American hegemony, perhaps restricted along strictly
military lines, leaves the field of economic competition open. The tacit
accords with Japan, Germany, and after them the other European powers,
strengthened by the immobilization of the former USSR and China, are
enough. We see clearly now how the North–South conflict, an expression of
the fundamental conflict of ‘‘actually existing capitalism,’’ returns to the
front of the stage. For the détente and the rallying of the former USSR to
the tenets of the West provide no opportunity for the solution of regional
conflicts, as the NATO propagandists proclaim. The North–South conflict
has never been the product of the East–West conflict, its projection outside
Europe, even though the support of the USSR for certain Third World
nationalist forces had sustained this impression. The North–South conflict is
anterior and primordial; it has defined for five centuries capitalism as a
polarizing world system, intolerable for this reason to the majority of the
peoples of this planet.

This is why I shall express my conclusion on this theme in a manner brutal
and simple in the extreme: the intervention of the North in the affairs of
the South is – in all its aspects, at every moment, in whatever form, and a
fortiori when it takes the form of a military or political intervention – nega-
tive. Never have the armies of the North brought peace, prosperity, or
democracy to the peoples of Asia, Africa, or Latin America. In the future,
as in the past five centuries, they can bring to these peoples only further
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servitude, the exploitation of their labor and the expropriation of their
riches, the denial of their rights. It is of utmost importance that the pro-
gressive forces of the West understand this.

3. Problems Specific to the Different Regions of the World

In the pervasive chaos of the present, one can distinguish problems of a
general nature and problems that are specific to the regions that comprise
the contemporary world. The dominant discourse of the moment accents
those of the first sort, ecology for example. Gorbachev himself, in the man-
ifesto that initially established his popularity in the West, understood clearly
the returns he could get by putting his deposits in this account. And these
problems are real. But the fact remains that a response to the challenges
they pose must be mediated by correct responses to the specific – and dra-
matic – problems of the diverse regions of the world, particularly of the
South and the East.

(1) The countries of the East – the former USSR and China – have
launched reforms that assure the market and foreign trade a greater impor-
tance than they have had in the past. Their problem has nevertheless two
faces that are inseparably linked: the democratization of society on the inside
and the control of the overture to the outside. There is every reason to
believe that the solution of this double problem is not reducible to the neo-
liberal recipe, but the right path to follow is difficult to discern in the dis-
order of the moment. The uncertainty itself is double, on the level of the
social content of the system when it has regained its equilibrium and on the
level of its place in the hierarchy of the world. There is, to be sure, a direct
link between these two levels, but it is difficult to establish that link until the
prior question of ‘‘what it all means’’ has been answered. Will the critique of
‘‘Stalinism’’ work itself out in a full return to capitalism, as the objective
attitude of Gorbachev and Deng would lead us to conclude, or will it be
derailed by a critique from the left, as Mao attempted in his day?

In the case of a return to capitalism, are peripheralization and the degraded
international position that must accompany it inevitable? And how will the
peoples of the former USSR and China react? In the case of a progressive,
national–popular advance, how will ‘‘conflicts in the bosom of the people’’
be managed and how will this management express itself in the face of
objective economic laws, whether outside of or beyond ‘‘actually existing
capitalism?’’ Such questions have yet to be answered.

I content myself here with enumerating such problems, to return to them
at a later time. However, I think it is useful to call attention to one point. In
my previous analyses of the ‘‘Soviet Mode,’’ I had placed my emphasis on
three components of this system: capitalism, socialism, and statism. I now
believe that the breakdown of this system leaves room for only two alter-
natives: (1) capitalism pure and simple or (2) a national–popular evolution
which establishes a balance between the forces and tendencies of capitalism
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and those of socialism. The dominant statism will by then have proven itself
to be historically unstable, as Mao foresaw.

(2) The developed societies of the West do have serious problems in
common, although they lack the dramatic dimensions of those of the East
and South. I propose to analyze them in terms of a crisis of Western
democracy: how to assure within a democratic framework that the popular
forces have access to political power?

This question has not yet been answered. The forms of social democracy
we have seen until now have permitted workers to achieve important social
rights, although these are now the object of a capitalist offensive aimed at
dismantling them. However, in accepting the double consensus on which
Western society rests – the regulation of political life by pluralist elections,
and that of economic life by private property and the market – social
democracy has not challenged the hegemony of capital, but only tempered it
with the power of the workers in the political arena. On this level I do not
share the optimism of Giovanni Arrighi, who seems to me to overestimate
the strength and scope of this power.

This Western democracy, even now, is seriously troubled. With good
reason the working classes judge with increasing severity what the pundits
now call the ‘‘political class,’’ whose right and left wings busy themselves
with protecting the double consensus, draining all real content from ‘‘plu-
ralist’’ politics. Systematic control and manipulation by the media, intended
to prolong the life of the consensus, direct Western society on its gentle
descent into a sort of ‘‘sweet-tasting’’ fascism, paralyzing all hopes for a
progressive evolution.

This objectively necessary evolution should aim at substituting the
hegemony of the salaried classes for the present historical compromise
between labor and capital. (Lipietz, 1989) This will necessarily call into
question the systems of ownership of the means of production and of eco-
nomic decision making, and at the ideological and cultural level will chal-
lenge the technocratic vision of social control, as the Frankfurt school has
called it for half a century. This is a long way off.

(3) In the heart of the Western world, Europe faces challenges of its own.
The building of the Europe of the EEC has been limited until now to the
progressive widening of the market. But if in the phase of take-off during
the 1950s and 60s, social adjustments to this widening could be made fairly
easily, today it is quite evident that entire regions and sectors will be unable
to reconvert in the face of agonizing competitive challenges. As they
become socially and politically intolerable, these challenges will raise the
possibility that the whole project of the EEC may come tumbling down.
Unless it is accepted that the market must be supplemented by plans for
reconversion based on a common progressive social policy, failure will
result. If such initiatives are undertaken by the European left, it will clearly
demarcate its politics from neoliberal dogma and gain widespread support.
But this seems also a long way off.

This first challenge had hardly been raised before the changes in the East
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confronted Europe with an equally grave challenge. The old European
project, the EEC, supposed that the economic power of Germany (then only
the West) would be counterbalanced by the political power of Great Britain
and France. This possibility was foreclosed by the unification of Germany.
The German choice – to invest its efforts in economic expansion toward the
east and otherwise to stay in the shadow of the United States – emptied the
European project of all its meaning.

The European project had from the outset been an attempt to forestall
the danger of ‘‘communism,’’ which has now utterly gone, if indeed it ever
existed. In this sense this project had been conceived as part of the wider
economic, political, military, and ideological undertaking of US domination.
An economically integrated Europe, never intended to be on a par with the
United States, was to be just a subsector of the world system, open to mili-
tarist ‘‘Atlanticism’’ and to the economic penetration of American corpo-
rations. Europe continues to believe it needs the military umbrella of the
USA and could therefore not afford to break with Atlanticism. From this
viewpoint, the tendencies toward autonomy, which by all evidence had the
sympathies of de Gaulle, never got beyond the status of impulse. Eventually
Europe has chosen to rally behind the United States in its resolve to resub-
jugate the Third World. NATO thereby became the instrument to breathe
new life into Atlanticism.

With an exceptional lucidity, de Gaulle had seized the two essential fea-
tures of the problem. Right away he had understood that from 1945 Great
Britain had made an historic choice, probably irreversible, to align itself
with the United States come what may. He had equally understood that it
was necessary to conceive of Europe ‘‘from the Atlantic to the Urals,’’ that
is to say, on a scale that would provide a counterbalance to French–German
relations. The changes in Eastern Europe should have given a new vigor
to this necessity. But ‘‘European integration’’ cannot be reduced to the
expansion of the EEC to the East. The specific problems of the East are too
grave for this limited vision. Surely Gorbachev’s proposal of a ‘‘common
European home’’ responded to these complex problems. Even if his formula
was vague, it implied the development of institutions that reconcile Euro-
pean integration with an autonomy that allows individual states to respond
to their particular situations.

In my opinion, therefore, the only terms of a real alternative are the fol-
lowing: either there will be a move toward the construction of this common
home, or Europe will come further apart – Germany going its own way, with
or without the EEC, emptied of any real content. It is my impression that we
are firmly embarked on this path for now.

(4) The problems of the Third World are major, and the new globaliza-
tion accentuates them further. Can the development path taken by certain
semi-peripheries continue to be followed? In those that are already semi-
industrialized, the development strategy is confronted with a decisive choice.
Based on a distribution of income less and less egalitarian, such a path will
clash more and more with emerging democratic aspirations. Whether or not
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these countries pursue progressive responses to their social problems, it is
manifest that they will run head on into the simple logic of globalization
through the market. In case they do nothing but succumb to ‘‘adjustment,’’
democracy will collapse before having taken root. In other words, a ‘‘stab-
ilizing’’ democracy along Western lines accompanying a capitalist path of
economic development seems to me an illusion. Is it, moreover, a real
objective of the Western powers? Or only a tactical diversion of the moment?
The pursuit of industrial ‘‘take-off’’ in the semi-peripheries implies adjust-
ment to a higher technology and containment of the class struggle within a
democratic matrix. I do not believe that this will be easy or even probable in
any concrete situation I can think of.

The option of delinking, then, has no real alternative. To say it is not a
genuine option is to say that there is no possibility but disintegration. Would
it not be better to search for forms of delinking appropriate to the present
circumstances than to succumb to chaos?

(5) The prospects are even more somber when one considers the African
and Arabic South. When in the nineteenth century Great Britain and
France were dividing this region between them, they had no suspicion that
one day they would have to accept its decolonization, as they did in the
aftermath of the Second World War. The French could conceive of nothing
better for their former empire in Black Africa than to place it at the disposal
of the capitalists of the Community of Six, with France reserving particular
privileges for itself by means of the franc zone, Francophonism, and a sys-
tem of defense agreements with client states. Neocolonialism thus took the
place of colonialism of the older type.

The European plan for the Arab world and North Africa hardly went
further, save that Europe has worked harder to keep the allegiance of the
local ruling classes who have found themselves in a stronger historical posi-
tion here than South of the Sahara. The implicit European strategy enmeshed
the Arab nations in the impasse of a capitalism peripheral to European
expansion. Although the petroleum-exporting nations could mobilize their
financial means to accelerate industrialization, their ruling classes could
only conceive of an industrialization which opened new outlets for the
products of developed capitalism – European in particular, but also Ameri-
can and Japanese. This could not but reinforce the tendency toward global-
ization, and was not in any sense progress toward autocentered national or
regional development. When the crisis came, this deepened integration in
the global system showed itself to be catastrophic. Witness the foreign debt,
whose effects were brutally aggravated by stagnation and the American
counter-offensive. Saudi Arabia, a traditional client of Washington, opted
for unconditional surrender to the financial and monetary instruments of
American hegemony. Attempts at autocentered development had been
partial, limited by the nature of the ruling classes of the nations that had
begun them. Although a few gestures in this direction were made (and
supported by the USSR), they were strenuously fought by the West, Europe
included.
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To what can we attribute this refusal of the Europeans to conceive of any
relations with the Arabs and Africans other than those of neo-imperialism?

An examination of the structural and conjunctural position of Europe will
clarify this issue. Europe covers the deficit in its trade with the USA and
Japan by means of a surplus in its trade with the Third World and the East.
In order to play the game of globalization, therefore, it needs to maintain
unequal relations with its own dependencies. Europe has found the principal
opening for its expansion in modernizing its Southern European peripheries
and its own industries. Unlike the United States and Japan, which predom-
inantly exported capital in order to dominate in the Third World the indus-
trial delocalization that this export generated (notably in Latin America and
Southeast Asia), Europe had opened itself to massive importation of the
manual labor it needed to fuel its own internal expansion. It is no accident
that the immigration flows precisely from the European dependencies most
damaged by this strategy: the Arab countries, Africa, and the Caribbean.
One also knows to what degree such immigration has created in Europe
a political ambience hostile to the Third World. Finally, since it is poor in
natural resources relative to the United States, Europe attaches a great
importance to the security of its provisioning. Having renounced autonomy
in its military forces, it has condemned itself to depend on the good will of
the Americans and to content itself with auxiliary rapid deployment forces
(directed against the Third World) to complement the main US intervention
forces. This seems to constitute the extent of its military vision.

None of this gives credence to European pronouncements about the Third
World. In fact the Europe of the EEC carries a heavy load of responsibility
for the ‘‘Fourth-Worldization’’ of Africa. For the unequal relations renewed
in the association of the EEC and the ACP (African, Caribbean and Pacific
countries associated with the EEC) hardly constitute the liberation of Africa
and the development of its peoples, but on the contrary, their incarceration
in mining and agriculture, as before. In this sense, Europe carries an impor-
tant responsibility for the crystallization of the new dominant classes and the
economic, social, and political disaster of the continent. The ultimate align-
ment of Europe with the politics of ‘‘adjustment’’ advocated by the United
States through the IMF and the World Bank illustrates Europe’s conceptual
mediocrity in this domain and shows clearly that the conflicts between the
USA and Europe do not extend beyond narrow limits of commercial rivalry.
Is this recolonization dressed up as charity anything more than the expres-
sion of the failure of the so-called development policies advocated and sup-
ported by the West in its entirety in these regions of the Third World?

Europe’s responsibility for ‘‘the Arab impasse’’ is no less negligible. Here
too Europe has refused to depart from the strategy of the United States
and its faithful instrument Israel. The Gulf War tragically illustrates the
consequences of this European choice. The objective is quite simply to
maintain the Arab world in a state of maximal fragility and vulnerability by
rejecting categorically even the idea of Arab unity (painted as a nightmare),
by guaranteeing against winds and tides the survival of the archaic regimes
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of the Gulf, by assuring absolute military superiority of Israel, by refusing
the Palestinians the right to exist as a sovereign people. Such unconditional
support for Atlanticism and Zionism finally played into the hands of the
USA by placing exclusive control over oil under the control of Washington.
This ought to make one reflect on the limited capacity of Europe to rethink
its perception of the Arab world. For a time, the Europe of the EEC, at the
initiative of France and its Mediterranean partners, had toyed with the idea
of ‘‘breaking’’ the Arab world by bringing the Mahgreb into its orbit. The
spontaneous reactions of the peoples of the Mahgreb to the Gulf War put an
end to this unrealistic project.

There remains the failure of political and social consciousness that the
Arabs share with other peoples who respond inadequately to the Western
challenge: flights of archaic religious illusion, weaknesses of the forces of
democracy, and the persistence of military autocracies are the results of the
blockage of alternative progressive perspectives in the Arab world. In that
perspective the building of a ‘‘common European home’’ should find its
natural complements in a united Arab world and a united Africa – the fun-
damental elements of a polycentric world. The way to such an evolution is
long, and in the meantime chaos will persist.

4. The Way out of the Impasse

In the preceding exposition I have tried to show that in all regions of the
world the problems are serious, sometimes grave or even dramatic, and for
now the deficiencies of political and social consciousness are such that the
responses that are taking shape are not adequate to the challenges and can
do nothing but aggravate the chaos and barbarism. These deficiencies con-
stitute the backdrop of the crisis of the left throughout the world.

The opposition of left and right reflects in the developed capitalist world
a double historical heritage: the Enlightenment (conservative ideology ver-
sus progress and movement; authoritarian rule versus democracy) and the
workers’ movement (regulation subject exclusively to the rationality of
capital versus socialism). Neither the one nor the other of the elements of
this heritage enjoys a decisive presence in the societies of the periphery.
Here the right–left boundary is drawn by acceptance or rejection of
‘‘actually existing capitalism,’’ that is to say, the globalization that has peri-
pheralized the Third World. For this reason the national liberation move-
ment, in all its historical forms – bourgeois, popular, and ‘‘socialist’’ – con-
stitutes a force on the left side of the world ledger and the most active social
force in the Third World. The adversary it faces there is the class of ruling
subalterns and compradors, whose qualifications are those of ‘‘collabo-
rators,’’ ‘‘traitors,’’ or ‘‘colonial lackeys,’’ according to current modes of
enactment. There is no consensus here comparable to what exists to give
structure to Western societies. In the conjuncture of the moment local
power is in reactionary hands, either well established or shaky, or else it
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reverts to the forces of nationalist movements. The West invariably opposes
such movements. In some manner one ought therefore to oppose the real
monolithic quality of these Western societies – behind their glued-on facades
of pluralism – to the genuine pluralism of opinion in the peripheral societies
of the South and East, whose oppositions are too explosive to be managed
by a ‘‘Western’’ democracy.

Contrary to a tenacious prejudice, the ideologies of national liberation
movements do not attribute responsibility for their countries’ situations to
‘‘external’’ factors. Quite the contrary, the emphasis is usually placed on
combatting the local forces and ideas that constitute the obstacles to pro-
gress. But it goes without saying – at least that is the general opinion among
national liberation movements across widely diverse places and times – that
all progressive movements enter into conflict with forces that impose them-
selves from outside. The world capitalist system is not therefore considered
to be a neutral or ambiguous factor, and a fortiori it is not positive. It is an
obstacle, whose name, imperialism, while it is often dismissed in the West as
an ‘‘unscientific’’ term, is in the peripheries usual, banal, and general, and
whose ever-present influence is regarded as self-evident. The internal quar-
rels that animate the movements of national liberation concern the concrete
nature of this imperialism in each of the phases of the world expansion of
capitalism since its origin, the forms of expression of the laws of its move-
ment, the means of its intervention, the social alliances that it forges and the
means by which it reproduces polarization. There is no doubt of its existence
among its victims.

We know how difficult it has been and continues to be to establish a con-
structive dialogue between left forces in the West and those of the Third
World. Despite this fact, alas quite evident, the segments of the left most
aware of the global nature of the challenge that humanity faces and com-
mitted to a universalist perspective have always engaged in this dialogue
whose vision extends well beyond the immediate results that are sometimes
given prominence.

A humane and progressive response to the problems of the contemporary
world implies the construction of a popular internationalism that can engen-
der a genuinely universalist value system, completing the unfinished projects
of the Enlightenment and the socialist movement. This is the only way to
build an effective front against the internationalism of capital and the false
universalism of its value system.

On the internal level, social alliances which define the content of pro-
gressive strategies will necessarily produce alternatives for different regions.
In the West, their bourgeois dimension – based on a long history that has led
to advanced development – will remain prominent for quite a time. This
does not preclude progressive socialization of the system and, in time, the
emergence of the hegemony of the salaried strata. In the countries of the
East, they will call for the liberation of society from the yoke of statism and
a dialogue between socialism and capitalism. But in the Third World, they
will almost always imply a reversal of tendencies that are more radical
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than evolutionist, and the outright rejection of bourgeois subalternism.
If, therefore, one is right to envision the substitution of popular control,
national and regional, for the bourgeois vision of exclusive control by the
market, the intense feeling of crisis which this choice implies will be more
dramatic in the South and East than in the West. Failure to recognize this
is sure to close off the response of people trapped in the hopelessness of
antediluvian nationalisms and traditionalisms, whether religious or not.

The present crisis should be the occasion for the progress of critical
thought, if one understands by that the calling into question of all dogmas.
There is not much of this, perhaps among other reasons because neither
the academic economist nor the administrative mind-set that it engenders
encourages questions. The leaders of social movements and other pro-
gressive political men and women are well aware of this need to question.
The world polycentrism whose principles are outlined here is the only real-
istic basis for a new internationalism. Only the deep understandings that
flow from this paradigm will make us able to recognize the objective diver-
sity of our conditions and problems, to lay the foundations for reconstruct-
ing our world, and to acknowledge the common destiny of the peoples of
our planet.
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5

Structural Issues of Global
Governance: Implications for Europe

Robert Cox*

1. Global Governance in the Transition from the Twentieth to
the Twenty-first Century

This paper will focus on three broad issues of global governance in the
transition from the twentieth to the twenty-first century: (1) the global-
ization of the world economy and the reactions it may provoke; (2) the
transformation of the inter-state system as it has been known since the
Westphalian era; and (3) the problematic of a post-hegemonic world order.
In discussing these issues, three levels of human organization have to be
considered in their interrelationships: the level of social forces, the level of
states and national societies, and the level of world order and global society.
The aim of the paper is to sketch out a framework for understanding the
problem of global governance, using these three issues and three levels, and
then to consider its implications for Europe, and for Europe’s choices in
relation to the world.

Globalization

The two principal aspects of globalization are (1) global organizations of
production (complex transnational networks of production which source the
various components of the product in places offering the most cost advan-
tage and also the advantages of political security and predictability); and (2)
global finance (a very largely unregulated system of transactions in money,
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credit, and equities). These developments together constitute a global econ-
omy, i.e. an economic space transcending all country borders, which coexists
still with an international economy based on transactions across country
borders and which is regulated by inter-state agreements and practices.1
The growth of the global economy and the progressive subordination to it
of the international economy are widely seen among liberal economists
and politicians as the wave of the future – on the whole a ‘‘good thing’’ to
which everyone sooner or later must adapt through the pressure of global
competition.

Globalization has certain consequences, which are less often pointed out,
but which have serious implications for the future structure of world order.

One of these consequences is a process that can be called the internation-
alization of the state. If you think back to the inter-war period and espe-
cially the depression years of the 1930s, the role of states was primarily to
protect national economic space from disturbances coming from outside.
The Bretton Woods system moved towards a different balance. It sought to
achieve a compromise: states still had a primary responsibility to safeguard
domestic welfare and levels of employment and economic activity; but they
were to do this within rules that precluded economic aggression against
others and aimed at a harmonization of different national economic policies.
Since the mid-1970s, with the demise of Bretton Woods, a new doctrine has
achieved preeminence: states must become the instruments for adjusting
national economic activities to the exigencies of the global economy – states
are becoming transmission belts from the global into the national eco-
nomic spheres. Adjustment to global competitiveness is the new categorical
imperative.

The effect of this tendency is differentiated by the relative power of states.
Indebted Third World states are in the weakest position. Here, states that
are weak in relation to external pressures must become strong enough
internally to enforce punitive adjustment measures on vulnerable social
groups. States in ‘‘developed’’ countries discover that sensitivity to foreign
bond markets, fiscal crisis, and the transnational mobility of capital have
effectively diminished their autonomy in determining national economic
policy. The United States, despite being the world’s biggest debtor, retains a
relative autonomy in determining national economic policy. Other states
must adjust their economic policies to situations very largely determined by
the United States.

Another consequence of globalization is the restructuring of national
societies and the emergence of a global social structure. Globalization is
led by a transnational managerial class that consists of distinct fractions
(American, European, Japanese) but which as a whole constitutes the heart
of what Susan Strange has called the ‘‘business civilization.’’ (Strange, 1990)
The restructuring of production is changing the pattern of organization of
production from what has been called ‘‘Fordism’’ to ‘‘post-Fordism.’’2 That
is to say, the age of the large integrated mass production factory is passing;
the new model is a core/periphery structure of production with a relatively
small control-center core and numerous subsidiary component-producing
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and servicing units linked as required to the core. Economies of scale have
given place to economies of flexibility. More flexibly decentralized produc-
tion facilitates border-crossing relationships in organizing production sys-
tems; it also segments the labor force into groups segregated by nationality,
ethnicity, religion, gender, etc., such that this labor force lacks the natural
cohesion of the large concentrated workforces of the old mass production
industries. Power has shifted dramatically from labor to capital in the pro-
cess of restructuring production.

The geographical distinction of First and Third Worlds is becoming
somewhat blurred. Third World conditions are being reproduced within
‘‘developed’’ countries. Mass migrations from South to North combine with
the reemergence of ‘‘putting out’’ production, sometimes of a ‘‘sweatshop’’
variety, and the expansion of low-wage employment in services in the
‘‘developed’’ countries of the North, to produce a phenomenon called the
‘‘peripheralization of the core.’’ The terms ‘‘core’’ and ‘‘periphery’’ are
losing their earlier exclusively geographical meaning to acquire gradually
the meaning of social differentiation within a globalizing society – a differ-
entiation produced in large measure by the restructuring of production.

Karl Polanyi’s analysis of nineteenth-century Britain suggests a paradigm
for present-day global changes. (Polanyi, 1957) Polanyi wrote of a ‘‘double
movement.’’ The first phase of this movement was the imposition upon
society of the concept of the self-regulating market. To Polanyi, as eco-
nomic historian and anthropologist, the notion of an economic process dis-
embedded from society and set over and above society was an historical
aberration, a utopian idea that could not endure. The disintegrating effects
that the attempt to impose the self-regulating market had upon society
generated during the later nineteenth century the second phase of the
double movement: a self-protective response from society through the
political system reasserting the primacy of the social. This second phase
took form with the legalizing of trade unions and collective bargaining, the
construction of social security systems, the introduction of factory legis-
lation, and ultimately recognition of government’s responsibility to maintain
satisfactory levels of employment and welfare.

One can well hypothesize today that the present trend of liberal dereg-
ulation and privatization which appears to carry all before it in global eco-
nomics will encounter a global response. This response will endeavor once
again to bring economic process under social control, to reembed the econ-
omy, now at the global level, in society and to subordinate enhanced eco-
nomic capacities to globally endorsed social purposes.

Transformation of the State System?

As mentioned, economic globalization has placed constraints upon the
autonomy of states. More and more, national debts are foreign debts, so that
states have to be attentive to external bond markets and to externally
influenced interest rates in determining their own economic policies. The
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level of national economic activity also depends upon access to foreign
markets. Participation in various international ‘‘regimes’’ regulates the
activities of states in developed capitalist countries, achieving conformity
with global economy processes, tending toward a stabilization of the world
capitalist economy.3

Apart from these constraints inherent in the existing global economic
order, there are new tendencies within this order producing two new levels
of participation, one above and one below the level of existing states. These
new levels can be named macro- and micro-regionalism.

As counterweights to the dominance of the US economy and its pro-
longation into a North American economic sphere, two other macro-
regional economic spheres are emerging, one in Europe and the other in the
Western Pacific centered on Japan. Europe and Japan confront separately
the challenge of enlarging their autonomy in the global economy in relation
to the dominance of US economic power.

At the same time, the opening of larger economic spaces, both global and
macro-regional, coupled with the weakening autonomy of existing states,
has given scope for sub-state entities to realize greater autonomy or in-
dependence, to seek direct relationships to the larger economic spaces,
escaping subordination to a weakened existing state. Catalan and Lombard
micro-regionalists aspire to a more affluent future in the Europe of post-
1992, free from Spanish or Italian central governmental controls and redis-
tributive policies. Quebec indépendantistes are the most enthusiastic sup-
porters of a North American economic space. The former Soviet empire
and former Yugoslavia are collapsing into a multiplicity of political entities
most of which can hardly hope to control their own destinies but all of which
will seek some form of relationship with the large economic spaces now in
formation.

Globalization is generating a more complex multi-level world political
system, which implicitly challenges the old Westphalian assumption that a
state is a state is a state. Structures of authority comprise not one but at least
three levels: the macro-regional level, the old state (or Westphalian) level,
and the micro-regional level. All three levels are constrained by a global
economy which has means of exerting its pressures without relying upon
formal authoritative political structures.

There is an increasingly marked duality and tension between the princi-
ples of interdependence and territorially based power. Interdependence
(most often a euphemism for relationships of dominance and dependence) is
manifested in the economic sphere. Territorial power is ultimately military.
The United States is at the heart of the tension between the two principles.
Global economic interdependence requires an enforcer of the rules – just as
the self-regulating market of the nineteenth century had as enforcers at the
local and global levels Robert Peel’s police force and British sea power.
Today the United States plays the role of global enforcer; but at the same
time the US economy is rapidly losing its lead in productivity.

The trade deficit and budget deficit in the United States have been
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bridged by foreign borrowing, in recent years mainly from Japan. The in-
ternal reforms that would be necessary to reverse this process by reducing
the deficits are blocked by the rigidity of the US political system and the
unwillingness of politicians to confront the public with unpleasant choices.
For the time being, foreign finance sustains a level of military and civilian
consumption in the United States that US production would otherwise not
allow.

The Gulf War underlined on the military side (as Germany, Japan, Saudi
Arabia and Kuwait were obliged to pay for a war decided and directed by
the United States) what has quietly become the case on the civilian side for
some years. The United States does not pay its way in the world, while its
structural power, resting increasingly on its military strength, continues to
bias the global system in its favor. This is a far cry from the post-World-
War-II world in which the United States provided the resources for recovery
and the model of productivity for the rest of the world.4 What was a system
of hegemonic leadership has become a tributary system.

Hegemony and After

There is an active debate about whether or not the hegemony of Pax
Americana is in decline.5 (See Keohane 1984, Kennedy 1987, Nye 1990,
Strange 1987, Gill 1990) What remains unclear in this debate is a failure to
distinguish between two meanings of ‘‘hegemony.’’ One meaning, which is
conventional in international relations literature, is the dominance of one
state over others, the ability of the dominant state to determine the con-
ditions in which inter-state relations are conducted and to determine the
outcomes in these relations. The other meaning, informed by the thought of
Antonio Gramsci, is a special case of dominance: it defines the condition of
a world society and state system in which the dominant state and dominant
social forces sustain their position through adherence to universalized prin-
ciples which are accepted or acquiesced in by a sufficient proportion of
subordinate states and social forces. (Cox, 1983) This second meaning of
hegemony implies intellectual and moral leadership. The strong make cer-
tain concessions to obtain the consent of the weaker.

The Pax Americana of the post-World-War-II era had the characteristics
of this Gramscian meaning of hegemony. The United States was the domi-
nant power and its dominance was expressed in leadership enshrined in
certain principles of conduct that became broadly acceptable. The economic
‘‘regimes’’ established under US aegis during this period had the appear-
ance of consensual arrangements. They did not either look like the crude
exploitation of a power position or resemble a hard bargain arrived at
among rival interests. Moreover, the founding power behaved more or less
according to the rules it established.

The recourse of US policy during the 1980s to unilateralism and the more
manifest divergencies of interest among the United States, Europe, and
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Japan, together with the subordination of Third World countries to western
economic and military pressures, have changed the nature of global rela-
tionships. US power may not have declined either absolutely or relatively,
but the nature of the world system can no longer be described as hegemonic
in the earlier sense.

Past hegemonies – the Pax Americana of the mid-twentieth century –
have been based on universal principles projected from one form of western
civilization. A civilization is an intersubjective order, that is to say, people
understand the entities and principles upon which it is based in roughly the
same way, stimulated and confirmed by their own experiences of material
life. By understanding their world in the same way, they reproduce it by
their actions. Intersubjective meanings shape the objective world of the state
system and the economy.6 The fashionable prediction that we have arrived
at the ‘‘end of history’’7 (a notion stimulated by the collapse of Soviet power
and the end of the Cold War) celebrates the apotheosis of late western
capitalism. It is, however, in the nature of history not to have an end, but
to move ahead in zig-zag manner by action and reaction. If the consensual
basis of Pax Americana is no longer so firm as it was in the 1950s and 60s,
then we must ask what intersubjective basis there could be for a future
world order.

A post-hegemonic era would be one in which different traditions of civi-
lization could coexist, each based on a different intersubjectivity defining
a distinct set of values and a distinct path towards development. This is a
difficult challenge to common ways of thinking. It would imply building a
mental picture of a future world order through a mutual recognition and
mutual understanding of different images of world order deriving from dis-
tinct cultural and historical roots, as a first step. Then, as a second step,
working out the basis for the coexistence of these images – creating a supra-
intersubjectivity that would connect or reconcile these culturally distinct
intersubjectivities.

2. Europe’s Choices: Forms of State and Society

How do these global tendencies and issues appear in the European context?
How will Europeans respond in shaping their society and their form or
forms of state?

It has become a commonplace on both left and right of the political spec-
trum that the capitalist state has both to support capital in its drive to accu-
mulate and to legitimate this accumulation in the minds of the public by
moderating the negative effects of accumulation on welfare and employ-
ment. During the post-war years, a neo-liberal form of state took shape in
countries of advanced capitalism based on a negotiated consensus among
the major industrial interests, organized labor, and government. It was
‘‘neo’’ in the sense that classical liberalism was modified by Keynesian
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practices to make market behavior consistent with social protection of the
more disadvantaged groups.8

As growth stagnated in advanced capitalist countries during the 1970s,
governments in effect denounced the social contract worked out with capital
and labor during the post-war economic boom. Governments had to balance
the fear of political unrest from rising unemployment and exhaustion of
welfare reserves against the fear that business would refrain from leading a
recovery that would both revive employment and enlarge the tax base. In
this circumstance they bent before the interests of capital.

In the neo-liberal consensus it had become accepted wisdom that society
would not tolerate high unemployment or any dismantling of the welfare
state. If these things were to occur, it would, it was said, cost the state the
loss of its legitimacy. The truth of this statement has not been demonstrated
uniformly. Indeed, it would more generally seem to be the case that the
legitimacy of state welfare and of labor movements has been undermined in
public opinion, not the legitimacy of the state. Large-scale unemployment
has produced fear and concern for personal survival rather than collective
protest. The unions are in strategic retreat, losing members, and unable, in
general, to appeal to public opinion for support.

The disintegration of neo-liberalism was prepared by a collective effort of
ideological revision undertaken through various unofficial agencies – the
Trilateral Commission, the Bilderberg conferences, the Club of Rome, the
Mont Pelerin Society and other less prestigious forums – and then endorsed
through more official consensus-making agencies like the OECD. A new
doctrine defined the tasks of states in relaunching capitalist development out
of the depression of the 1970s. There was, in the words of a blue-ribbon
OECD committee, a ‘‘narrow path to growth,’’ bounded on one side by the
need to encourage private investment by increasing profit margins, and
bounded on the other by the need to avoid rekindling inflation. (McCracken
Report, 1977).

The government–business alliance formed to advance along this narrow
path ruled out corporative-type solutions like negotiated wage and price
policies and also the extension of public investment. It placed primary
emphasis on restoring the confidence of business in government and in
practice acknowledged that welfare and employment commitments made in
the framework of the post-war social contract would have to take second
place.

It would be premature to define the outlines of a new coalition of social
forces likely to achieve a certain durability as the foundation of a new form
of state. Two principal directions of change in political structures are visible
in the erstwhile neo-liberal states of Western Europe: one is exemplified by
the confrontational tactics of Thatcherism in Britain (and by Reaganism in
the United States) toward removing internal obstacles to economic lib-
eralism; the other by a more consensus-based adjustment process as in West
Germany and some of the smaller European countries.
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Hyper-liberalism

The Thatcher–Reagan model can be treated ideologically as the antici-
pation of a hyper-liberal form of state – in the sense that it seems to envis-
age a return to nineteenth-century economic liberalism and a rejection of
the neo-liberal attempt to adapt economic liberalism to the sociopolitical
reactions that classical liberalism produced. It takes the ‘‘neo’’ out of neo-
liberalism. The whole paraphernalia of Keynesian demand-support and
redistributionist tools of policy are regarded with the deepest suspicion in
the hyper-liberal approach.

Hyper-liberalism actively facilitates a restructuring, not only of the labor
force, but also of the social relations of production. It renounces tripartite
corporatism. It also weakens bipartism by its attack on unions in the state
sector and its support and encouragement to employers to resist union
demands in the oligopolistic sector. Indirectly, the state encourages the
consolidation of enterprise corporatist relations for the scientific–technical–
managerial workers in the oligopolistic sector. State policies are geared to
an expansion of employment in short-term, low-skill, high-turnover jobs that
contribute to further labor market segmentation.9

The political implications are a complete reversal of the coalition that
sustained the neo-liberal state. That state rested on its relationship with
trade unions in the oligopolistic sector (the social contract), an expanding
and increasingly unionized state sector, readiness to support major busi-
nesses in difficulty (from agricultural price supports to bailouts of industrial
giants), and transfer payments and services for a range of disadvantaged
groups. The neo-liberal state played a hegemonic role by making capital
accumulation on a world scale appear to be compatible with a wide range of
interests of subordinate groups. It founded its legitimacy on consensual
politics.

The would-be hyper-liberal state confronts all those groups and interests
with which the neo-liberal state came to terms. The government–business
alliance generates an imposing list of disadvantaged and excluded groups.
State-sector employees made great gains as regards their collective bar-
gaining status and their wages during the years of expansion and have now
become front-line targets for budgetary restraint. Welfare recipients and
non-established workers, socially contiguous categories, are hit by reduced
state expenditure and unemployment. Farmers and small businessmen are
angry with banks and with governments as affordable finance becomes
unavailable to them. Established workers in industries confronting severe
problems in a changing international division of labor – textiles, automo-
biles, steel, shipbuilding, for example – face unemployment or reduced real
wages.

So long as the excluded groups lack strong organizations and political
cohesion, ideological mystification and an instinctive focus on personal sur-
vival rather than collective action suffice to maintain the momentum of the
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new policy orthodoxy. If at least a small majority of the population remains
relatively satisfied, or even a politically dominant minority, it can be mobi-
lized to maintain these policies in place against the dissatisfaction of an even
very large minority or slim majority that is passive, divided and incoherent.

State Capitalism

While the hyper-liberal model reasserts the separation of state and econ-
omy, the alternative state form that contends for relaunching capitalist
development promotes a fusion of state and economy.

The visible hand of this state capitalism operates through a conscious
industrial policy. Such a policy can be achieved only through a negotiated
understanding among the principal social forces mediated by the state in a
corporative process. This process produces agreement on the strategic goals
of the economy and also on the sharing of burdens and benefits in the effort
to reach those goals.

The state-capitalist approach is grounded in an acceptance of the world
market as the ultimate determinant of development. Unlike the neo-liberal
approach, the state-capitalist approach does not posit any consensual regu-
lation of the world market. ‘‘Regimes’’ may survive from the neo-liberal era,
but state capitalism is not the most fertile ground for their formation. States
are assumed to intervene not only to enhance the competitiveness of their
nations’ industries but also to negotiate or dictate advantages for their
nations’ exporters. The world market is the state of nature from which state-
capitalist theory deduces specific policy.

The broad lines of this policy consist of, in the first place, development of
the leading sectors of national production so as to give them a competitive
edge in world markets, and, in the second place, protection of the principal
social groups so that their welfare can be perceived as linked to the success
of the national productive effort.

The first aspect of this policy – industrial competitiveness – is to be
achieved by a combination of opening these industrial sectors to the stim-
ulus of world competition, together with state subsidization and orientation
of innovation. Critical to the capacity for innovation is the condition of the
knowledge industry; the state will have a major responsibility for funding
technological research and development.

The second policy aspect – balancing the welfare of social groups – has to
be linked to the pursuit of competitiveness. Protection of disadvantaged
groups and sectors (industries or regions) would be envisaged as transitional
assistance for their transfer to more profitable economic activities. Thus
training, skill upgrading, and relocation assistance would have a preeminent
place in social policy. The state would not indefinitely protect declining or
inefficient industries but would provide incentives for the people concerned
to become more efficient according to market criteria. The state would,
however, intervene between the market pressures and the groups concerned
so that the latter did not bear the full burden of adjustment. (By contrast,
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the hyper-liberal model would let the market impose the full costs of ad-
justment upon the less fit.)

The state-capitalist form involves a dualism between, on the one hand, a
competitively efficient world-market-oriented sector, and, on the other, a
protected welfare sector. The success of the former must provide the
resources for the latter; the sense of solidarity implicit in the latter would
provide the drive and legitimacy for the former. State capitalism thus pro-
poses a means of reconciling the accumulation and legitimation functions
brought into conflict by the economic and fiscal crises of the 1970s and by
hyper-liberal politics.

In its most radical form, state capitalism beckons toward the prospect of
an internal socialism sustained by capitalist success in world-market com-
petition. This would be a socialism dependent on capitalist development, i.e.
on success in the production of exchange values. But, so its proponents
argue, it would be less vulnerable to external destabilization than were
socialist strategies in economically weak countries (Allende’s Chile or post-
carnation-revolution Portugal). The more radical form of state-capitalist
strategy presents itself as an alternative to defensive, quasi-autarkic pre-
scriptions for the construction of socialism which aim to reduce dependency
on the world economy and to emphasize the production of use values for
internal consumption.10

Different countries are more or less well-equipped by their historical
experience for the adoption of the state-capitalist developmental path with
or without the socialist coloration.11 Those best-equipped are countries in
which the state (as in France) or a centralized but autonomous financial
system (as in Germany) has played a major role in mobilizing capital for
industrial development. Institutions and ideology in these countries have
facilitated a close coordination of state and private capital in the pursuit
of common goals. Those least well-equipped are the erstwhile industrial
leaders, Britain and the United States, countries in which hegemonic insti-
tutions and ideology kept the state by and large out of specific economic
initiatives, confining its role to guaranteeing and enforcing market rules and
to macroeconomic management of market conditions. The lagging effects of
past hegemonic leadership may thus be a deterrent to the adoption of state-
capitalist strategies.

The corporatist process underpinning state-capitalist development, which
would include business and labor in the world-market-oriented sector and
workers in the tertiary welfare-services sector, would at the same time
exclude certain marginal groups. These groups have a frequently passive
relationship to the welfare services and lack influence in the making of
policy. They are disproportionately to be found among the young, women,
immigrants, minority groups, and the unemployed. The number of the
marginalized tends to increase with the restructuring of production. Since
these groups are fragmented and relatively powerless, their exclusion has
generally passed unchallenged. This process does, however, contain a latent
threat to corporatist processes.
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This threat could take the form either of anomic explosions of violence
or, more seriously, of political mobilization of the marginals, which would
pit democratic legitimacy against corporatist economic efficiency. These dan-
gers are foreshadowed in the writings of neo-liberal ideologues about the
‘‘ungovernability’’ problem of modern democracies. (Crozier, Huntingdon &
Watanuki, 1975) The implication is that the corporatist processes required
to make state-capitalist development succeed may have to be insulated from
democratic pressures. To the extent this becomes true, the prospects for
internal socialism sustained by world-market state capitalism would be ren-
dered illusionary. In the medium term, state-capitalist structures of some
kind seem a feasible alternative to the hyper-liberal impasse. The long-term
viability of these forms is a more open question.

Western Europe has, in its different national antecedents, propensities
tending toward each of these forms of state and society. It might be said that
in its present power structure the dominance of capital in the opening of the
Europe of 1992 favors hyper-liberalism. However, the social corporativist
tradition is strong, especially in continental Europe, and may compensate in
politics for the dominance of hyper-liberalism in economic power. The con-
cept of ‘‘social Europe,’’ an anathema to Thatcherism and more covertly
rejected by some elements of continental capital, is promoted by a social
democracy more deeply rooted than in other major world regions. The
encounter between hyper-liberalism and state capitalism will be tested first
in Europe, and Europe’s answer will serve as a model or at least as an
alternative for North America, Japan, and perhaps other regions in a future
world.

Social Forces Counteracting Globalization

Hyper-liberalism is the ideology of globalization in its most extreme form.
State capitalism is an adaptation to globalization that responds at least in
part to society’s reaction to the negative effects of globalization. We must
ask ourselves whether there are longer-term prospects that might come to
fruition following a medium-term experiment with state capitalism. This is
best approached by enquiring how the conditions created by globalization
could generate a prise de conscience among those elements of societies that
are made more vulnerable by it.

If the state-capitalist solution were to be but an interim stage, the pros-
pect of turning around the segmenting, socially disintegrating, and polariz-
ing effects of globalization rests upon the possibility of the emergence of an
alternative political culture that would give greater scope to collective action
and place a greater value on collective goods. For this to come about, whole
segments of societies would have to become attached, through active par-
ticipation and developed loyalties, to social institutions engaged in collective
activities. They would have to be prepared to defend these institutions in
times of adversity.

The condition for a restructuring of society and polity in this sense would
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be to build a new coalition of social forces capable of becoming an alter-
native basis of polity. Europe’s social history has known such movements.
They have influenced the shaping of society and state, even though they
have never fulfilled their aims. These aims could in any event hardly be
achieved in one national society alone; movements of this kind would have
to grow simultaneously in several countries. The merging of European
political processes inherent in the project of 1992 could provide a broad
arena in which this struggle could be pursued.

The revolution in Eastern Europe could further stimulate popular move-
ments in both Eastern and Western Europe. Economic globalization, how-
ever, suggests that such movements could not succeed in one macro-region
alone. These processes would have to draw sufficient support in the world
system to protect their respective regional base or face the consequences of
a relative military and economic weakening unless competing macro-regions
were experiencing comparable developments. The existing globalization
grounded in the economic logic of markets would have to be countered by a
new globalization that reembedded the economy in global society.

3. The Sequel to ‘‘Real Socialism’’

If the options for the Europe of western capitalism can be expressed in
relatively clear terms, the situation of the countries of erstwhile ‘‘real
socialism’’ approaching the threshold of the twenty-first century is more
complex.12 Yet the long-term future of Europe implies an accommodation
between these two regions. It is easy in the early 1990s to proclaim real
socialism a failure. It is more difficult to envisage the effacing of the history
of two generations through which social structures have been formed. The
Eastern part of Europe is not a tabula rasa on which Western capitalism
may be simply inscribed. The options for the region, whether for the parts
that may anticipate total integration within the West (the former GDR),
close association with the European Communities (Poland, Hungary, and
Czechoslovakia), or an autonomous evolution with a degree of integration
into the world economy (the former USSR), have realistically to take
account of existing social structures. Both capitalist and socialist societies
have grown by extracting a surplus from the producers. In market-driven
capitalist societies, this surplus is invested in whatever individual capitalists
think is likely to produce a further profit. In socialist societies, investment
decisions have been politically determined according to whatever criteria
are salient at the time for the decision-makers, e.g. welfare or state power.
The social structure of accumulation is the particular configuration of social
power through which the accumulation process takes place. This config-
uration delineates a relationship among social groups in the production
process from which a surplus is extracted. This power relationship underpins
the institutional arrangements through which the process works.13 It also
shapes the real form of political authority.
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To grasp the nature of the social structure of accumulation at the moment
of the crisis of existing socialism in the late 1980s, one must go back to the
transformation in the working class that began some three decades earlier.
The new working class composed largely of ex-peasants that carried through
the industrialization drive of the 1930s in the Soviet Union and the war
effort of the 1940s worked under an iron discipline of strict regulation and
tough task masters recruited from the shop floor. During the 1950s a new
mentality reshaped industrial practices. Regulations were relaxed and their
modes of application gave more scope for the protection of individual
workers’ interests. Managerial cadres began to be recruited mainly from
professional schools and were more disposed to the methods of manipu-
lation and persuasion than to coercion. The factory regime passed from the
despotic to the hegemonic type.14

An historic compromise worked out by the Party leadership included a de
facto social contract in which workers were implicitly guaranteed job secur-
ity, stable consumer prices, and control over the pace of work, in return for
their passive acquiescence in the rule of the political leadership. Workers
had considerable structural power, i.e. their interests had to be anticipated
and taken into account by the leadership, though they had little instru-
mental power through direct representation. This arrangement of passive
acquiescence gave rise over time to cynicism expressed as: ‘‘You pretend to
pay us. We pretend to work.’’

The working class comprised an established and a non-established seg-
ment. One group of workers, the established worker segment, were more
permanent in their jobs, had skills more directly applied in their work, were
more involved in the enterprise as a social institution and in other political
and civic activities. The other group, the non-established worker segment,
changed jobs more frequently, experienced no career development in their
employment, and were non-participants in enterprise or other social and
political activities. The modalities of this segmentation varied among the
different socialist countries.

Hungarian sociologists discerned a more complex categorization of non-
established workers: ‘‘workhorses’’ willing to exploit themselves for private
accumulation (newly marrieds for instance); ‘‘hedonists’’ or single workers
interested only in the wage as the means of having a good time; and
‘‘internal guest workers,’’ mainly women, or part-time peasant workers, or
members of ethnic minorities allocated to do the dirty work. (Hungarian
Academy of Sciences, 1984) In practice, labor segmentation under ‘‘real
socialism’’ bore a striking similarity to labor segmentation under capitalism.

This differentiation within the working class had a particular importance
in the framework of central planning. Central planning can be thought of in
abstract terms as a system comprising (a) redistributors in central agencies
of the state who plan according to some decision-making rationality, i.e.
maximizing certain defined goals and allocating resources accordingly; and
(b) direct producers who carry out the plans with the resources provided
them. In practice, central planning developed an internal dynamic that
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defied the rationality of planners. It became a complex bargaining process
from enterprise to central levels in which different groups have different
levels of power. One of the more significant theoretical efforts of recent
years has been to analyze the real nature of central planning so as to discern
its inherent laws or regularities.15

Capital is understood in Marxist terms as a form of alienation: people
through their labor create something that becomes a power over themselves
and their work. Central planning also became a form of alienation: instead
of being a system of rational human control over economic processes, it too
became a system that no one controlled but which came to control planners
and producers alike.

A salient characteristic of central planning as it had evolved in the dec-
ades just prior to the changes that began to be introduced during the late
1980s was a tendency to overinvest. Enterprises sought to get new projects
included in the plan and thus to increase their sources of supply through
allocations within it. Increased supplies made it easier to fulfill existing
obligations but at the same time raised future obligations. The centrally
planned economy was an economy of shortages; it was supply constrained,
in contrast to the capitalist economy which was demand constrained. The
economy of shortages generated uncertainties of supply, and these uncer-
tainties were transmitted from enterprise to enterprise along the chain of
inputs and outputs.

Enterprise managers became highly dependent upon core workers to
cope with uncertainties. The core workers, familiar with the installed equip-
ment, were the only ones able to improvise when bottlenecks occurred.
They could, if necessary, improvise to cope with absence of replacement
parts, repair obsolescent equipment, or make use of substitute materials.
Managers also had an incentive to hoard workers, to maintain an internal
enterprise labor reserve that could be mobilized for ‘‘storming’’ at the
end of a plan period. Managers also came to rely on their relations with
local Party officials to secure needed inputs when shortages impeded the
enterprise’s ability to meet its plan target.

These factors combined to make the key structure at the heart of the
system one of management dependence on local Party cadres together with
a close interrelationship between management and core workers in a form
of enterprise corporatism. From this point, there were downward linkages
with subordinate groups of non-established workers, with rural coopera-
tives, and with household production. There were upward linkages with the
ministries of industries and the state plan. And there was a parallel rela-
tionship with the ‘‘second economy’’ which, together with political con-
nections, helped to bypass some of the bottlenecks inherent in the formal
economy.

Several things can be inferred from this social structure of accumulation.
One is that those constituting its core – management, established workers,
and local Party officials – were well entrenched in the production system.
They knew how to make it work and they were likely to be apprehensive
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about changes that would introduce further uncertainties beyond those that
they had learned to cope with. Motivation for change was most likely to
come from those at the top who were aware that production was less effi-
cient than it might have been, and who wanted to eliminate excess labor and
to introduce more productive technology. (Those at the core of the system
had a vested interest in existing obsolescent technology because their par-
ticular skills made it work.) Motivation for change might also arise among
the general population in the form of dissatisfaction with declining standards
of public services and consumer goods; and among a portion of the growing
‘‘middle class’’ of white-collar service workers. The more peripheral of the
non-established workers – those most alienated within the system – were
unlikely to be highly motivated for change. There was, in fact, no coherent
social basis for change but rather a diffuse dissatisfaction with the way the
system was performing. There was, however, likely to be a coherent social
basis at the heart of the system that could be mobilized to resist change.

Economic Reform and Democratization

Socialist systems, beginning with the Soviet Union, have been preoccupied
with reform of the economic mechanism since the 1960s. The problem was
posed in terms of a transition from the extensive pattern of growth that
was producing diminishing returns from the mid-1960s onward, to a pattern
of growth that would be more intensive in the use of capital and technology.
Perception of the problem came from the top of the political-economic
hierarchy and was expressed through a sequence of on-again off-again
experiments. Piece-meal reform proved difficult because of the very coher-
ence of the system of power that constituted central planning. Movement
in one direction, e.g. granting more decision-making powers to managers,
ran up against obstacles in other parts of the system, e.g. in the powers of
central ministries and in the acquired job rights of workers.

Frustrations with piece-meal reforms encouraged espousal of more radical
reform; and radical reform was associated with giving much broader scope
to the market mechanism. The market was an attractive concept insofar as
it promised a more effective and less cumbersome means of allocating
material inputs to enterprises and of distributing consumer goods. It was
consistent with decentralization of management to enterprises and with a
stimulus to consumer-goods production. The market, however, was also
suspect insofar as it would create prices (and thus inflation in an economy of
shortages), bring about greater disparities in incomes, and undermine the
power of the center to direct the overall development of the economy. Some
combination of markets with central direction of the economy seemed to be
the optimum solution, if it could be done.

Following in the tracks of the reform movement came pressures for
democratization. These came from a variety of sources: a series of move-
ments sequentially repressed but cumulatively infectious in East Germany,
Poland, Hungary, and Czechoslovakia; the rejection of Stalinism and the
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ultimate weakening of the repressive apparatus installed by Stalinism; and
the consequences of the rebirth of civil society and of the recognition by the
ruling cadres that the intelligentsia was entitled to greater autonomy. The
two movements – perestroika and glasnost in their Soviet form – met and
interacted in the late 1980s.

Some economic reformers saw democratization as a means of loosening
up society which could strengthen decentralization. Some of these same
people also saw worker self-management as supporting enterprise autonomy
and the liberalizing of markets. Humanist intellectuals tended to see eco-
nomic reform as limiting the state’s coercive apparatus and as encouraging a
more pluralist society. For these groups, economic reform and democra-
tization went together.

Other economic reformers recognized that reform measures would place
new burdens on people before the reforms showed any benefits. There
would be inflation, shortages, and unemployment. The social contract of
mature real socialism would be discarded in the process of introducing flex-
ibility into the labor market and the management of enterprises. The skills
of existing managers would be rendered obsolete, together with those of
many state and Party officials engaged in the central planning process.
Anticipating the backlash from all these groups, ‘‘realist’’ reformers could
conclude that an authoritarian power would be needed to implement reform
successfully. Without it, reform would just be compromised and rendered
ineffective, disrupting the present system without being able to replace
it.16 The economic Thatcherites of real socialism could become its political
Pinochets.

The initial effects of both economic reform and democratization produced
some troublesome consequences. Relaxing economic controls towards
encouraging a shift to market mechanisms has resulted in a breakdown of
the distribution system, with a channelling of goods into free markets and
black markets, rampant gangsterism, and a dramatic polarization of new rich
and poor. Among the new rich are members of the old nomenklatura well
placed to adapt their knowledge of how enterprises worked to the new
opportunities of market capitalism.

The relaxing of political controls gave vent to conflicts long suppressed,
mobilizing people around ethnic nationalisms, various forms of populism,
and, at the extreme, right-wing fascist movements. Furthermore, the out-
burst of public debate, while it severely undermined the legitimacy of the
Soviet state and its sustaining myths, also demonstrated an inability to come
to grips with the practical reorganization of economy and society. The
reform process itself made things worse, not better in practical material
terms.

The legitimacy of real socialism was destroyed by Stalinism and the anti-
Stalinist backlash. Civil society is reemergent but its component groups
have not achieved any articulate organized expression. This is a condition
Gramsci called an organic crisis; and the solution to an organic crisis is the
reconstitution of a hegemony around a social group which is capable of

STRUCTURAL ISSUES OF GLOBAL GOVERNANCE 71



leading and acquiring the support or acquiescence of other groups. What
does our analysis of the social structure of real socialism tell us about the
prospects of this happening?

Two routes towards democratization in recent Eastern and Central
European experience have been, first, a movement from outside a moribund
Party, led by an independent workers’ movement to which an intelligentsia
attached itself (Poland); second, an enlargement of scope for independent
decision-making in the economy through a strategic withdrawal by the Party
from direct control over certain aspects of civil society (Hungary). Both of
these routes now in retrospect are deliberately leading towards a restoration
of capitalism. The former GDR shows a third route to capitalism: total col-
lapse of the political structures of real socialism and full incorporation of its
economy into West German capitalism.

Three Scenarios

For the remaining European countries of real socialism, options for the
future can be grouped broadly into three scenarios. Each of these should be
examined in terms of the relationship of the projected form of state and
economy with the existing social structure of accumulation.

The first scenario is economic liberalization leading towards market capi-
talism and the integration of the national economy into the global capitalist
economy. In its ‘‘pure’’ form, this project includes a ‘‘shock therapy’’ in the
Polish mode to free market forces. By implication, this course could lead its
exponents to conclude, after an initial period of troubles, that dictatorial
powers will be needed to prevent elements of existing civil society, notably
workers and segments of the bureaucracies, from political protest and
obstruction in response to the bankruptcies of enterprises, unemployment,
inflation, and polarization of rich and poor that occur as its accompaniment
and consequences. This is the option encouraged, wittingly or unwittingly,
by the Western consultants pullulating through the world of real socialism as
the whiz-kid offspring of private consulting firms and agencies of the world
economy. It is encouraged paradoxically by the revival of von Hayek’s ideas
in Eastern and Central Europe, by a mythology of primitive capitalism, and
by a pre-environmentalist fascination with Western consumerism.

More moderate and mature political leadership might hesitate before
enforcing the full measure of market-driven adjustments upon the more
resistant and the more vulnerable elements of civil society. The compromise
envisaged by this leadership would likely be a form of corporatism that
would aim at co-opting core workers into the transition to capitalism, sepa-
rating the more articulate and more strategically placed segments of the
working class from the less articulate and less powerful majority. The
enterprise-corporatist core of real socialism’s social structure of accumu-
lation would thus lend itself to facilitating the transition to capitalism – to
something like the state-capitalist option for Western Europe discussed
above with a possibly more authoritarian political aspect.
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Some intellectuals (including some Western economic advisers) have
entertained the possibility of a transition to capitalism combined with a lib-
eral pluralist political system. This vision most probably underestimates the
level of conflict that would arise in formerly socialist societies undergoing
the economic stresses of a transition to capitalism in the absence of a cor-
poratist compromise. The choice then would become which to sacrifice,
democracy or the free market? The historical record, as Karl Polanyi pre-
sented it in his analysis (1957) of Central Europe in the 1930s, suggests that
democracy is first sacrificed but the market is not ultimately saved. This
setting was, for Polanyi, the opening of the path towards fascism; and some
observers from Eastern and Central Europe raise again this specter as a not
unlikely outcome of the social convulsions following the breakdown of real
socialism.17

The second scenario is political authoritarianism together with a
command-administrative economic center incorporating some subordinate
market features and some bureaucratic reform. This would leave basically
intact the enterprise-corporatist heart of the former planning system, which
would also constitute its main political roots in civil society and its continu-
ing source of legitimation in the ‘‘working class.’’ The ‘‘conservatives’’ of
Russia (with the backing of some influentials in the military and the KGB)
may be counted among its supporters. The long-term problem for this
course would be in the continuing exclusion of the more peripheral seg-
ments of the labor force from any participation in the system, though these
elements might be calmed in the short run if the revival of authority in
central planning were to lift the economy out of the chaos resulting from
the collapse of authority in both economic management and political struc-
tures. The short-term problem for this scenario would be the unleashed
cacophony of the liberal intelligentsia with its international audience.18

The third scenario already fading away is the possibility of democra-
tization plus socialist reform. This could take the form either of producer
self-management, or of a democratization of the central planning process, or
conceivably of some combination of the two. Of the three scenarios, this
one, with its two variants, was the least clearly spelled out and least favored.
One reason for this may be that the power of the media in the former Soviet
Union was monopolized by the adherents of the first two and especially by
the radical market reformers. (Mandell, 1990)

Self-management has been claimed by both economic liberals and social-
ists. It has lost ground among the liberals without noticeably gaining con-
viction among socialists. Some of those economic reformers who once
thought of self-management as a support to economic liberalization, now
appear to have drawn back from this option.19 Nevertheless, from a social-
ist perspective, the possibility must remain that self-management, in the
absence of some larger socialist economic framework, might conceivably
evolve toward a form of enterprise corporatism within a capitalist market,
i.e. the moderate variant of the first scenario.

The position of workers in relation to these three scenarios remains

STRUCTURAL ISSUES OF GLOBAL GOVERNANCE 73



ambiguous and fragmented. In this there is a striking resemblance to the
position of workers under capitalism since the economic crisis of the 1970s.
The same question is to be raised in each case: does the unqualified term
‘‘working class’’ still correspond to a coherent identifiable social force?
The potential for an autonomous workers’ movement was demonstrated in
Poland by Solidarnosc; but in the hour of its triumph that movement frag-
mented. The Soviet miners’ strike of July 1989 revived the credibility of a
workers’ movement; but it has not definitively answered the question.

Projects for managing and reorienting the working class that emanate
from members of the intelligentsia are more readily to be found than clear
evidence of autonomous working-class choice. It appeared that the former
Soviet government had tried to channel the miners’ strike towards demands
for enterprise autonomy, only subsequently to abandon self-management
as part of market reform. (Mandell, 1990, p. 18) Academician Zaslavskaya,
in a famous internal Party document, advocated a policy of manipulating
worker attitudes ‘‘in an oblique fashion’’ through incentives. (Novosibirsk
Report, 1984, pp. 95–96.) Some economic liberal reformers, no longer in-
terested in self-management, entertained the notion of collective bargaining
by independent trade unions as a counterpart to a capitalist economy.

Workers, it seems, may not have very much of an active, initiating voice in
the reform process. They may continue as previously to be an important
passive structural force that reforming intelligentsia will have to take into
account. Their attitudes might be remolded over time as Zaslavskaya and
others envisaged. For the present many of them are, as a structural force,
likely to remain committed to some of the basic ideas of socialism: egali-
tarianism in opportunities and incomes, the responsibility of the state to
produce basic services of health and education, price stability and avail-
ability of basic wage goods. (In this respect, they would have to be classified,
in the vocabulary in which perestroika has been discussed, as ‘‘conserva-
tives.’’) Workers like other groups are critical of bureaucracy and irritating
instances of privilege. These are the basic sentiments that future options for
socialism could most feasibly be built upon.

4. Europe and the World

The future of Europe has been considered here in terms of the options for
forms of state and society as they are conditioned by existing social forces
within Europe – forces which are the European manifestation of global
tendencies discussed in the first part of this paper. Europe’s relationship to
the rest of the world will depend upon how Europeans define their own social
and political identity by making their choices among these options; but at
the same time external influences from the world system are affecting the
internal European balance of social forces in the making of these choices.

The emerging European macro-region will have a formal political struc-
ture different from the more informal authority structure of the other two
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macro-regions, the US and Japanese spheres. Whereas the United States
and Japan are economically and politically dominant in their spheres, the
European core area in economic terms is a corridor running from Turin and
Milan in the south through Stuttgart in the east and Lyon in the west up to
the Low Countries and the southeast of England, spanning seven states. In
political terms authority rests in a consultative confederalism in which par-
ticipant states often differ in their policy preferences and micro-regions are
asserting various degrees of autonomy. This makes it less likely that Europe
can speak in a unified way, especially on foreign policy matters – witness the
divergences over the Gulf War – although pressure from the other macro-
regions could become a recurrently unifying force.

The central issue in defining the future European identity will be the
extent to which it is based on a separation of the economy from politics.
Strong forces urge that this separation become the basic ontology of the new
European order; and that a European-level political system be constructed
that would limit popular pressures for political and social control of eco-
nomic processes left to a combination of the market and a Brussels-based
technocracy. These forces have the initiative within Europe, and they have
the external backing of the United States as the enforcer of global economic
liberalism. (Gill, 1991) Europe has, however, a deeply rooted tradition of
political and social control over economic processes, both in Western social
democracy and in Eastern real socialism. This is why the transformation of
Eastern and Central European societies can be so important, despite their
current weakness, in the overall balance of social forces shaping the future.
East and West are no longer isolated compartments. Political processes will
flow from one to the other; and although now the dominant flow is from
West to East, a counterflow may be anticipated in migration and in political
movements. Despair generating right-wing extremism in the East could both
challenge and encourage right-wing extremism in the West. The emergence
of a firmly based and clearly articulated democratic socialism from the
transformation of real socialism in the East, if it were to materialize, could
likewise strengthen Western social democracy.

Europe’s relations with the United States will in the long run be redefined
as Europeans recreate their own identity. The Gulf War and President
Bush’s ‘‘new world order’’ placed Europe in an ambiguous position. Britain
and France followed the US lead, intent on regaining a position near the
center of global politics as it was envisaged in the 1940s. Neither country
appears to have gained status or other rewards as a consequence. Germany
held back, conscious of a divided domestic opinion and of the overwhelming
need to give priority to absorbing the impact of the collapse of real socialism
in the East. Italy, to a certain extent, followed both courses.

Will Europe continue to accept the role of the United States as enforcer
of global economy liberalism? Will Japan continue to subscribe to the US
deficit? The United States, despite its unquestioned economic and political
power, is moving into the same kind of difficulties as had earlier beset the
Soviet economy – declining rates of productivity, high military costs, and an

STRUCTURAL ISSUES OF GLOBAL GOVERNANCE 75



intractable budgetary deficit. The role of enforcer is not sustainable by the
United States alone; and there is a real question whether Europeans and
Japanese would want to perpetuate and to subsidize this role for long.

Reconsidering Europe’s relationship to the United States directly affects
Europe’s relationship to the Third World. The Gulf War was, in one of its
manifold aspects, an objective lesson to the Third World that the global
political economy was capable of mustering sufficient military force to dis-
cipline and punish a Third World country that sought to become an auton-
omous military power and to deviate from acceptable economic behavior.
The subsequent decision by NATO to establish a rapid deployment force
under British command can be read as a reaffirmation of this lesson.

This is consistent with a view that sees the Third World from the per-
spective of the dominant forces in the global economy: some segments of the
Third World become integrated into the globalization process; other seg-
ments which remain outside must be handled by a combination of global
poor relief and riot control. Poor relief is designed to avoid conditions of
desperation arising from impoverishment which could threaten and politi-
cally destabilize the integrated segments. Riot control takes the form of
military–political support for regimes that will abide by and enforce global
economy practices, and, in the last instance, of the rapid deployment force
to discipline those that will not.

Europe, in historical and in geopolitical terms, has a particular relation-
ship to the Third World: the relationship of Islamic to Christian civilizations.
Europe’s vocation for unity can be traced to the medieval Res publica
Christiana, a concept of unity that had no corresponding political authority.
Islam’s vocation for unity looks back to an equally distant past and to the
ephemeral political authority of the caliphate. Its unity also transcends
states. Islam is for Christendom the great ‘‘Other.’’ In contemporary terms,
Islam also appears as a metaphor for the rejection of western capitalism as
a developmental mode.

The bridging of the schism between East and West in Christendom, sym-
bolized by the collapse of ‘‘real socialism,’’ leaves unresolved the European
confrontation with Islam. The global economy perspective sees the Third
World as a residual, marginal factor, a non-identity. The historical experi-
ence and perspective of Europe confront Islam as a real identity, a different
civilization, one which returned to Europe its origins in Greek philosophy,
taught it science and medicine, and showed it a cultivated style of living; but
which remained fundamentally alien. Not only is this confrontation external,
across borders and the Mediterranean sea. It is also becoming internalized
within European societies, e.g. in migration and its response in such political
phenomena such as the Front national in France. The new Europe is chal-
lenged to free itself from the view of the Third World as residual and
marginalized, and to confront directly the cultural as well as economic and
political issues in a recognized coexistence of two different civilizations.20

Europe, in sum, can be a proving ground for a new form of world order:
post-hegemonic in its recognition of coexisting universalistic civilizations;
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post-Westphalian in its restructuring of political authority into a multi-level
system; and post-globalization in its acceptance of the legitimacy of different
paths toward the satisfaction of human needs.

Notes

1. On this distinction between international and global economies see Madeuf & Michalet
(1978).

2. These terms have been used by the French ‘‘regulation school ’’ of economists, e.g. Robert
Boyer (1990). A similar approach to the transformation of industrial organization has been
taken by some US economists, e.g. Michael Piore & Charles Sabel (1984).

3. On the role of ‘‘regimes’’ see especially Keohane (1984).
4. See in this regard the perceptive essay by Charles Maier (1977).
5. I am borrowing from the titles of two very different books (Carr, 1945 and Keohane, 1984),

each of which has nevertheless something relevant to say.
6. On intersubjective meanings in politics, see Taylor (1976).
7. See Fukuyama (1989).
8. This section is based on two earlier publications of the author. See Chapter 8 in Cox (1987)

and also Cox (1991a).
9. On the segmentation trend, see, inter alia, Wilkinson (1981).

10. Some French writers have probed these questions, e.g. Stoffaes (1978) and Kolm (1977).
11. Some recent US studies that have compared the institutional characteristics of leading cap-

italist countries include Peter Katzenstein (1978) and John Zysman (1983).
12. ‘‘Real socialism’’ is a direct translation of Realsocialismus which is used here in place of the

cumbersome and now anachronistic term ‘‘actually existing socialism’’ that became current
in English-language discourse about Communist Party regimes following the publication of
the English translation of Rudolph Bahro’s book (1978). This section is largely based on
Cox (1991b).

13. I have taken the concept of social structure of accumulation from David Gordon (1980). My
use of it focuses more specifically on the relationship of social forces, whereas Gordon uses
it more broadly to encompass e.g. the institutions of the world economy. I have applied the
concept to the capitalist world economy in Cox (1987).

14. The terms are taken from Michael Burawoy’s use of Gramsci’s concept of hegemony. See
Burawoy (1985).

15. Prominent among those who have opened up this line of theoretical enquiry are Wlodzi-
mierz Brus (1973) and János Kornai (1980 and 1982).

16. The positions of various groups in Soviet society with regard to reforms are reviewed in
R. W. Davies (1990).

17. E.g. Milan Vojinovic (1990). Ralf Dahrendorf, while arguing the possibility of capitalism
with liberal pluralism, is also concerned by the possibility of a fascist revival (1990, pp. 115–
116).

18. This was written prior to the aborted putsch of August 1991 in Moscow, but is not because
of that event to be ruled out as a possible future scenario.

19. Davies (1990) reported this of e.g. the economist Aganbegyan.
20. A thoughtful introduction to such a perspective can be found in Yves Lacoste (1984).
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6

Failure in Europe: Regional Security
after the Cold War

Richard Falk*

It is far more difficult to compare the Europe of the 1990s with the Europe
of the 1980s than could have been anticipated just a few years earlier. With
the euphoria of 1989 came expectations of steady progress toward peace
and stability for the whole continent of Europe, but the realities that have
emerged, and should to some extent have been anticipated, are far more
problematic: the breakup of Yugoslavia has unleashed a prolonged chal-
lenge to European security that has not been met and, whatever the out-
come, will leave ugly scars from waiting too long and doing too little; the
flow of refugees and other foreigners into Western European countries is
severely threatening to a politics of moderation and tolerance in several
countries, especially in Germany; the emancipation of Eastern Europe from
Soviet hegemony and communist rule has inflicted many hardships on these
societies in the course of their transition to market economies; the collapse
of the Soviet empire has generated a cycle of vicious ethnic politics in sev-
eral of the former republics, as well as producing a continual constitutional
and economic crisis in the Soviet Union; the Soviet collapse has caused a
new series of anxieties about nuclear weapons proliferation and civil strife in
a country possessing nuclear weapons; and most daunting of all in some
respects, at this moment of great historical choice, the leadership of virtually
every European country seems both mediocre and unpopular, even belea-
guered, with the Italian state confronted by the deepest crisis of legitimacy
since the onset of fascism.

There is, of course, some tendency to be so preoccupied with the grue-

80

* Dr. Richard Falk is the Albert G. Milbank Professor of International Law and Practice at
Princeton University.



some character of this array of challenges as to forget the important positive
aspects of a comparison with the prior decade of the 1980s: Europe is no
longer mobilized for apocalyptic warfare, or endlessly engaged in divisive
debates about deploying new weapons systems; there is no longer an ideo-
logical fault-line in Europe, and the peoples of the Eastern countries have
gained political independence and substantial protection of their human
rights; several countries in Eastern Europe are making strides toward
improving the living standards of their populations, as well as providing
a safer and more life-sustaining environment; also, despite a rather deep
recession, the affluent countries of the West, especially Germany, have
heavily subsidized the transition of the countries of the East, especially the
former Democratic Republic of Germany, suggesting some measure of
commitment to a wider European identity.

In this essay emphasis is placed upon the problematic side of this emer-
gent situation in the 1990s. The Cold War is definitely over, at least for
Europe, but in its place no appropriate architecture of regional security has
yet emerged, despite the severity of the new agenda of threats.1 Indeed,
there has been a seeming regression in terms of cooperative capacity in the
security domain highlighted by the ordeal of Bosnia, but preceded by the
geopolitical irresponsibility and gross mismanagement of the breakup of
Yugoslavia.2 As well, the inability to bring peace to the Middle East has to
be understood, at least in part, as a failure of overall Western diplomacy.
How are we to understand this European failure? Is it linked to the decline
of the United States and to a consequent wider failure of American leader-
ship? What kind of positive steps can be envisaged for Europe in the
security domain during the remaining years of this last decade of the second
millennium? How should the so-called Atlantic Alliance be reconceived in
light of the changed circumstances of the 1990s?

1. A Time for Humility and Reassessment

Experts and public opinion have been continually taken by surprise by
international developments in the course of the last decade. As a result,
there is a definite loss of confidence by observers about their capacity to
grasp the formative social forces that are shaping the historical situation.3
Such attitudes of bewilderment contrast with the solidity of the Cold War
decades that followed closely upon the end of World War II. Since the
emergence of the Gorbachev leadership in the Soviet Union, our previous
interpretative guidelines have been of little use. To begin with, who could
have expected that the stolid Soviet bureaucracy would elevate to power a
transformative political figure, especially during its own period of internal
crisis? And who could have anticipated that when Gorbachev began to
reverse the course of Soviet foreign and domestic policy he would not have
been quickly removed from authority or killed by either the Communist
Party machinery or the KGB? And why was there not more of a disposition
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among the citizenry in the West and elites to respond to these shifts by way
of drastic demilitarization?

It seems quite likely that this extraordinary dynamic of change, in the first
Soviet instance, occurred only because the main actors underestimated the
effects of their innovations. There is considerable evidence that Gorbachev
thought he was ‘‘saving’’ socialism and reviving the Soviet Union, not pre-
paring the Soviet system for capitalism, much less setting the stage for
Soviet disintegration. On the other side, it seems evident that Soviet ene-
mies of reform did not realize, at least not soon enough, the depth of Soviet
discontent within and without the post-Stalinist state, or the irreversibility of
the momentum for change that had been released.

Also on the wider international stage, there emerged a kind of geo-
political turmoil that superseded the discipline of bipolarity and deterrence,
a circumstance that seems to have triggered Iraqi aggression against Kuwait,
and recourse to the UN Security Council as the appropriate framework for
retaliatory warfare; the Gulf War, with its high-tech display of United States
military superiority, was the sort of large-scale battlefield encounter that had
been avoided during the long period of ideological confrontation between
East and West in the Middle East. The Gulf Crisis that emerged in 1990 has
to be understood, in part, as a reaction to the collapse of the restraint side of
Cold War geopolitics. Earlier, both sides were exceedingly cautious about
pushing inter-bloc relations in crisis directions, and, as the Cold War experi-
ence ripened, this caution became engrained in the style and substance of
superpower policymaking.

There was some degree of anticipation of hyper-nationalist activity in the
immediate aftermath of the Soviet collapse, but not on the level of intensity
that has emerged in the former Yugoslavia. (Snyder, 1990) There was also a
disquieting sense of disproportion that emerged in light of the rapid, devas-
tating response to Kuwaiti aggression and the desultory response to the
terrifying violence set loose in Bosnia, mainly, but not exclusively, provoked
by Serbian aggressive initiatives. Unquestionably, part of this sense of dis-
proportion was ‘‘innocent’’, that is, the Gulf Crisis presented a clear military
option in a setting where the leading countries shared a strategic interest
in safeguarding oil reserves. In contrast, the military option in the post-
Yugoslav crisis has been controversial and the strategic effects of action and
inaction are not perceived symmetrically by the leading states, or even by
elites in a given state. It is, thus, both difficult to know what to do, and
almost impossible to build a collective consensus, except belatedly and
inconclusively. Nevertheless, the refusal of Europe, with or without the
United States, to act decisively on behalf of the victim peoples of Bosnia has
been widely condemned as the worst instance of accommodating political
evil in the region since a diplomacy of appeasement greeted the expansion-
ist militarism of Nazi Germany.4

There are two intertwined claims being made here: first of all, the series of
unexpected developments in the European region since Gorbachev’s ascent
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to power in 1986; secondly, the bloody conflicts in the Gulf and Bosnia as
illustrative of the failures of post-Cold War regional security.

2. Explaining the Yugoslav Failure: The Ascent of the
Weak State

Geopolitics in the Cold War era was preoccupied with the containment of
the strong state, that is, seeking to deter the projection of military power
beyond national boundaries.5 Both superpowers, with their respective blocs,
threatened their adversary with catastrophic damage in the event of unac-
ceptable provocation. By and large, deterrence ‘‘worked,’’ and what has
been described triumphantly as ‘‘the long peace’’ resulted, especially for
Europe. (The phrase was introduced by the diplomatic historian John
Lewis Gaddis, 1987; for a controversial ‘‘reading’’ of the implications for
Europe of the end of the Cold War, see Mearsheimer, 1991.) There are
different ways of evaluating the costs of this ‘‘peace,’’ both for Europe and
for the Third World, but it is certainly an achievement that interstate vio-
lence was avoided in Europe for a period of over four decades, and that
even intrastate violence resulted in relatively few casualties, and was in no
instance prolonged except in Northern Ireland.6 The Gulf War itself can be
understood, at least its ‘‘successful’’ aspects (restoring Kuwaiti sovereignty;
defeating Iraq’s armies of aggression), as an instance of containment applied
against a regionally strong state (that is, Iraq was an obvious threat to pro-
ject its military power beyond its borders, and was in no serious danger of an
internal breakdown of order). The unsuccessful aspects of the Gulf War are
particularly associated with the failure to restructure the Iraqi state along
more democratic lines or to protect sufficiently its victimized Kurdish and
Shi’ia minorities from an oppressive backlash orchestrated from Baghdad.

This unsuccessful experience resembles in some respects the Yugoslav
debacle. Taken in the context of earlier interventionary diplomacy and
a wider phenomenon of proliferating claims of self-determination, some
understanding of the difficulty of positive action begins to emerge. It should
be noted that the record of intervention during the Cold War is a long string
of failures; if containment of strong states achieved the long peace, it can
only be acknowledged that interventionism produced ‘‘the long war.’’7 That
is, the attempt to use military means to restructure politically foreign coun-
tries was a persistent feature of the Cold War period, often resulting in
prolonged warfare of a highly destructive character, and generally failing
to achieve its intended results. The American experience in Indochina, the
Soviet experience in Afghanistan were paradigmatic. In the face of deter-
mined nationalist resistance, it is exceedingly difficult to translate military
superiority into political outcomes except through total victory on the bat-
tlefield (an elusive outcome in a guerrilla war) and subsequent military
occupation.8 Successful resistance is especially likely if nationalist identity
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has been effectively appropriated by the political forces that are opposed to
foreign intervention.

There is a closely related series of developments associated with the
ascendancy of the weak state (that is, the state that cannot control the play
of antagonistic nationalist and ethnic forces within its boundaries or defend
its borders against interventionary probes by its neighbors). Lebanon of the
mid-1970s disclosed both the character and the magnitude of weak-state
problems in a turbulent region, producing a horrifying civil war that was
cynically manipulated to a large extent by antagonistic neighbors, Syria and
Israel; the state of Lebanon was too weak either to impose internal order or
to raise the threshold of intervention for its foreign antagonists to unac-
ceptable levels. This pattern suggests the relevance of implosive conflict,
geopolitical black holes that cause great human suffering and draw into
question the peacekeeping capacities of ‘‘the new world order’’ of the 1990s.
The Yugoslavian breakdown has been the dominant illustration, but the
unfolding situation in several former Soviet republics and in Somalia,
Sudan, Liberia, and Cambodia suggests the generality of weak-state chal-
lenges and the difficulties of fashioning appropriate regional and global
responses.9

Two types of difficulty that became prominent during the Yugoslav break-
down are worth considering in greater detail, what will be called here logis-
tical and motivational. Logistical difficulties arise as a result of the limits of
constrained military power to achieve political outcomes in militarily weaker
states. These limits on effectiveness are not intrinsic. If a militarily superior
state or coalition of states defines its goals unconditionally, and especially if
it is prepared to occupy the defeated country for a prolonged period, then
a political solution can be imposed, at least temporarily. This dynamic of
unconditional victory is best illustrated by a reference back to the outcome
of World War II, including the occupation of both halves of Europe, but
especially the countries defeated in the war. These logistical considerations
also reflect the rise of nationalism and the dissemination of sophisticated
weaponry and military doctrine. Interventionary diplomacy in the early
phases of the colonial era was not logistically constrained, as in contem-
porary reality, because nationalist sentiments were generally inert or limited
to a tiny fraction of the population and there was often little intrinsic
capacity to resist outside intrusions.10

These considerations are accentuated by a combination of additional ele-
ments, especially the memory of past attempts and the nature of the risks
attendant upon including political goals in the definition of the military
mission. The United States in the Gulf War was definitely influenced by its
long anguishing attempt to impose a political solution on Vietnam, the so-
called ‘‘lost crusade,’’ and, perhaps even more vividly, by the failure of its
efforts to support the political restructuring of tiny Lebanon in 1983.11 The
US military, particularly the army, was reluctant to take on such political
assignments in interventionary settings where support was constrained by
considerations of costs and an ambivalent domestic public opinion. These
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factors weigh more heavily in situations where the terrain is supportive of
irregular warfare and the indigenous population, or a substantial portion of
it, is likely to be hostile to any foreign military presence and effectively
mobilized for resistance. Even Israel, with total control and military domi-
nance, has found it daunting to face a mobilized, hostile population over
time as in southern Lebanon after the 1982 war, and even in ‘‘the occupied
territories’’ of the West Bank and Gaza.

There is a further logistical constraint of a normative character that is
especially operative in relation to a liberal democratic society that engages
in interventionary diplomacy. The intervening state has to act as if it is
respectful of legal and moral prohibitions, and if it neglects these prohib-
itions it will encounter a rising tide of opposition at home that will in time
extend to the military forces themselves as occurred in Vietnam. With the
universal espousal of respect for the laws of war, human rights, and partic-
ularly the right of self-determination, a ruthless occupation is a costly and
politically dangerous option. Add to these factors a transnational learning
process by resistance movements, ranging from an appreciation of the
political potency of massive nonviolent resistance (the intifada) to the trau-
matic effectiveness of terrorist tactics (hizbollah). The British inability to
stamp out IRA violent resistance in Northern Ireland over a period of de-
cades suggests the quality of difficulty involved even when the material re-
lation of forces is so one-sided.

There are additional technological factors relating to military capabilities.
It is now possible to inflict battlefield destruction on a one-sided basis in
situations where the target country is unable to escalate effectively, as again
the Gulf War illustrated.12 The prospects of unacceptable escalation in a
Cold War setting both might have inhibited Iraq in the first instance, and
would almost certainly have led the United States to seek a negotiated,
rather than a military, solution to the crisis. Here is the logistical point: in
the post-Cold War political environment it is possible in some settings to
inflict destruction without fearing either the quagmire effects of prolonged
entanglement or significant losses of life or equipment. The whole military
effort can be stage-managed from a distance, and generally completed so
rapidly that no serious political opposition can be mounted, especially if, as
has been the case in recent uses of military force, the media are throttled
and effectively controlled.

The application of these logistical factors to Bosnia is evident, although
the precise relevance is bound to be controversial. Each situation is so
complex that reasoning by analogy and the invocation of lessons from the
past can never be conclusive. But certain factors seem obvious: the Bosnian
terrain is well-suited for irregular warfare and the various contending par-
ties, especially the Serbs of nationalistic persuasion, are mobilized to fight
and die around an extremist creed that includes the prospect of acute vul-
nerability in the event of an unfavorable outcome.13

Furthermore, the main incentives and pressures for intervention are
‘‘humanitarian,’’ ‘‘moral,’’ and ‘‘legal,’’ not strong motivators in the domain
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of geopolitics. Such strategic factors as concerns about a war spreading fur-
ther South in the Balkans, and beyond, as well as about massive refugee
flows to the North, have emerged late in the conflict and were not suffi-
ciently clear in effect to alter sufficiently the calculus of costs and benefits of
military action. All along the American model of intervention has been
based on the possibility of military action being taken from the safety of
the air with no disposition to establish a ground presence as a dimension of
even such limited goals as protecting safe havens. Such an insistence shifts
the debate to a very slippery set of technical (what can be achieved mili-
tarily by a given tactical plan, say bombing Serbian gun emplacements
around Sarajevo, and what would be the likely Serbian political and military
response) and psychological conjectures (are the Bosnian Serbs passionate
extremists who would be likely to take strong countermeasures against UN
peacekeeping forces seeking to ensure that relief gets through to the civilian
population even at high costs to themselves? or cowardly bullies likely to be
accommodating once challenged militarily?).14

The nature of the undertaking also has confused the appreciation of logis-
tical obstacles. Those who had been generally opposed to military inter-
vention in the Third World during the Cold War, and are generally dubious
about geopolitical arguments favoring a military option, were often in the
Bosnian setting the most outspoken champions of interventionary action on
humanitarian grounds. Their advocacy was also influenced by the institu-
tional auspices of the UN Security Council or NATO. In effect, the benev-
olent character of the interventionary operation was somehow assumed to
be sufficient to waive any logistical objection as merely expressive of a lack
of commitment, and thus not genuine. Part of the interventionary mindset
was the view that it was unacceptable to do nothing in the face of genocidal
(‘‘ethnic cleansing’’) practices and such atrocities as the systematic rape of
Moslem women. Such an enthusiasm for coercive intervention overlooked
the experience of failure even when a major military commitment of a sus-
tained kind was brought to bear by a superpower that had staked its prestige
on victory. The presumption that somehow the interventionary task was
easier because it was for a good cause and under the UN banner remains
exceedingly unconvincing.15 The UN experience in Somalia up through
mid-1993, seemingly a far easier instance of humanitarian intervention,
confirms these skeptical views.

Such logistical concerns are strongly reinforced by motivational factors.
The stakes in Bosnia for outsiders do not strike leaders or the publics of
leading countries as sufficient to justify life-and-death risks of any sub-
stantial extent. Also, the Yugoslavian breakdown is not perceived as linked
closely to any issue of major strategic importance.16 Indeed, to the extent
that strategic concerns can be identified, their bearing is mixed. For instance,
anti-Serbian action has been neutralized to various degrees by a traditional
Russian affinity with Serbs and by the indirect Western interest in the sur-
vival of Yeltsin in his struggle with more archly nationalist Russian rivals.17

The economic dimension of interventionary diplomacy also inhibits ap-
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propriate action in at least four ways. Firstly, the United States, the central
intervening state, has been committed to a domestic focus during the whole
period and, even aside from the expenses of intervention, the distracting
impact on the governmental priorities also operates as an inhibition. Sec-
ondly, the post-Cold War setting puts questions of economic competitive-
ness and global market shares on the top of the geopolitical agenda, which
makes an investment in intervention seem far less attractive than when rival
superpowers were competing for ideological allegiance. Thirdly, there are
no longer many illusions among policymakers and military planners that
cheap interventions can achieve their objectives, and thus no intervention
seems preferable to one that is likely to end in inconclusiveness and resent-
ment. Fourthly, the foregoing considerations, when added to the general
recessionary condition of the world economy, make it much more difficult to
appropriate additional funds for such marginal security purposes.18

The motivational impetus is also linked to the problematic logistical cir-
cumstances. No credible military option can be discerned that will have both
a reasonable probability of success and an assurance that entrapment in a
Bosnian quagmire will not result. It is not like Panama 1989 where a sce-
nario of destroy and abandon, coupled with a distinct mission of capturing
Noriega, could be carried out with predictable rapidity at almost no risk. In
Bosnia, a first step is likely to provoke a punishing reaction against either
the UN presence or the Muslim civilian population, and then the pressure
to take a bigger interventionary step would be almost irresistible. Also, it
would not be enough to bomb and abandon, as the essence of any inter-
ventionary effort is to promote a fairer political outcome than is resulting
from the internal play of forces, and this would almost certainly require
some sort of continuing presence on the ground and vigilance over a period
of years if the whole operation is to have any credible prospect of being
regarded as ‘‘a success.’’

The strength of the arguments against intervention are formidable, espe-
cially against meaningful intervention. There is still the possibility in the
midst of 1993 that the pressures of President Clinton’s campaign rhetoric,
reinforced by the deteriorating situation in Bosnia, will yet lead to some
kind of intervention, likely with only a symbolic bearing on the eventual
‘‘settlement.’’ But the more fundamental reality is that a tragic predicament
is presented by the Bosnian ordeal: to refuse intervention is morally and
legally unacceptable, yet to intervene is logistically and politically impos-
sible. Because Bosnia is in Europe this stalemate is inevitably damaging to
the future of regional security within the setting of an integrated Europe. It
is generally interpreted as revealing the persistence of statist rivalries in
Europe, and as casting doubt on how far the dynamics of European inte-
gration can and will be carried. Especially when connected with the unre-
lated difficulties associated with the Maastricht treaty-making process and
with bringing East European countries into the system, the whole response
to the dismantling of Yugoslavia is giving Euro-skeptics a fieldday. Perhaps
more seriously, a precedent has been established for the violent creation of
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an ethnically cleansed state that is sure to be heartening to ultra-nationalists
and the politics of bigotry everywhere.19

3. Lessons for Europe and Their Limits: The Menace of
Geopolitical Regression

The complexity of the current situation, its fluidity and contradictory ten-
dencies, make it especially difficult to draw conclusions, even if qualified as
‘‘preliminary.’’ In this regard, what is here being called ‘‘lessons’’ should not
be understood in a didactic spirit. The intention is to highlight certain fea-
tures of the existing situation and offer some tentative recommendations of
a prescriptive sort.

Both in response to secessionism in Yugoslavia and in relation to the
monetary dimensions of the European Community project, the supposedly
slain dragon of European geopolitics has reemerged in the immediate
aftermath of the Cold War. The question now raised is whether the Cold
War, with its blocs and superpower occupation, was merely a lull in the
history of European interstate and internation rivalry, especially among the
leading states and the Balkan nations.20 The Cold War had repressed the
capacity and will of these governments to think in traditional statist terms,
focusing their conflictual energies almost exclusively on the East–West
phenomenon, which was essentially an extra-European conflict that used
Europe as the ultimate geopolitical stage, a theater suited only for con-
tinuous rehearsals, with an almost absolute priority attached to avoiding the
performance. (Kaldor, 1990)

One among several elements was the acceptance of American leadership
in this period as a substitute for statist initiative in the most crucial domain
of public policy – namely, national security.21 In this regard, Western
European states relinquished their sovereignty almost to the same extent as
was the case in a more blatant, less voluntary, form in Eastern Europe. The
post-Cold War situation is somewhat paradoxical: the East European coun-
tries with their new orientations are preoccupied with internal matters,
while the more successful West Europeans are engaged more fully in mat-
ters of regional scope. Such engagement is seen as a virtual necessity, given
the prospect of a gradual US withdrawal and loss of a geopolitical rationale
to entrust to a single state a leadership role in security matters.

In this transitional setting, there are three possibilities, none of which has
proved satisfactory in relation to the Yugoslav challenge. The first is to
allow Germany to take on the role of regional hegemon, grounded on its
relative economic strength, diplomatic ambition, and military potential. This
direction seemed also to accord with US government preferences at the
beginning of the 1990s. The Yugoslavian experience has discredited, tem-
porarily at least, this reliance on German leadership. In retrospect, defer-
ence to German diplomatic assertiveness in the 1990–91 period, the outright
encouragement of the breakup of the Yugoslav federation, Genscher’s
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heavyhanded promotion of an independent Slovenia and Croatia, had the
inevitable sequel, Serbian anxieties and defensiveness coupled with the rec-
ognition of Bosnian claims of self-determination in an atmosphere already
roiled by ethnic strife.

This German role revived concerns about ‘‘the German Problem,’’ as well
as revealing a continuing German attachment to throwing its weight around
in the Balkans, especially in Croatia. The subsequent disaster in Bosnia,
possibly unfairly, both set back German claims to exert regional leader-
ship and led Germans themselves to question their readiness for such
an expanded diplomatic role. This set of perceptions have been reinforced
by Germany’s statist (as distinct from Community) approach to monetary
policy, giving clear priority to domestic concerns about inflation when in
conflict with wider regional requirements for lower German interest rates so
as to overcome recession by stimulating business and high unemployment.

The end of the Cold War burdened Germany with the enormous prob-
lematique of reunification, causing a deficit and inflation, thereby making
it psychologically difficult to give much deference to French (and other)
concerns.22 Thus, a combination of circumstances has made the option of
relying on tacit German hegemonic leadership in Europe unavailable in the
near future.

The second possibility is the accelerated expansion of the European
Community role in the political and security areas, a real move in the
direction of Euro-federalism. The Maastricht Treaty when signed in late
1991 created an initial sense that wider integrative steps were entirely plau-
sible, and could be undertaken with considerable political support among
elites; the Delors’ vision of the future of Europe seemed to be riding an
historical wave of credibility. But subsequent developments have changed
this atmosphere. Maastricht itself encountered much more resistance than
anticipated, evoking territorial concerns about yielding sovereignty to the
bureaucrats in Brussels and bringing to the fore inter-elite tensions. The
recessionary condition of Europe added greatly to these difficulties, as did
the unevenness of European economic conditions, leading to the severe
disputes about currency flows, and interest rates that sapped confidence in
the capacity of the Community to move at the pace dictated by the Maastricht
Treaty even with respect to monetary integration (common currency, cen-
tral bank), much less take on the touchier agenda of regional security. Such
a loss of confidence was further reinforced by the unanticipated severity of
domestic backlash against refugees and immigrants, as well as the serious-
ness of ethnic strife that engendered inconsistent partisan responses on the
part of Community members. The inability to act early and effectively in
relation to criminal violence in Bosnia underscored the inability of Europe
to act in unity within the broad domain of regional security in post-Cold
War circumstances, but it also reminded leaders and citizens that despite the
disappearance of the Soviet threat it was not possible to treat security con-
cerns as matters of ‘‘low politics.’’

The third option was to adapt the Cold War framework, keeping the
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United States centrally involved, thereby retaining a credible leader for
security policy that could transcend European rivalries and yet had a record
of effective action. Such reliance had, to some extent, worked in the Gulf
War, with the old framework adapted to new realities: the United States led
diplomatically and controlled the exercise of the military instrument, but the
Europeans (and Japanese) agreed to pay the costs of the operations and to
participate in peripheral ways, and the UN Security Council provided a
mantle of legitimacy to justify war in a political context no longer informed
by Cold War demonology. Such an option may be available in settings
where major shared strategic interests are at stake, as is the case with oil
reserves, but elsewhere the United States, for reasons suggested in the pre-
vious section, is unwilling, and possibly unable, to provide reliable leader-
ship, and, even if it were in a position to do so, the requisite European con-
sensus might not be forthcoming. This latter possibility has materialized in
relation to the role of NATO in relation to the Bosnian strife.

This unwillingness to lead on this scale has now been confirmed by suc-
cessive US presidents of somewhat differing political persuasion in relation
to Bosnia; despite Clinton’s campaign promises to rectify Bush’s passivity in
Bosnia, his presidential approach has resembled that of his predecessor,
being strong rhetorically, weak when it comes to action, conveying an
impression of uncertainty and ambivalence. Whatever eventually happens in
Bosnia, it seems evident that European regional security, especially arising
from intra-regional sources, will have to fashion a European solution, with a
much diminished role for the United States. How diminished will be shaped
by debates about the future of NATO and the CSCE, as well as WEU, but
also by the rate of US military withdrawal from the continent, especially
Germany. It will also be influenced by developments in Russia, including the
success of efforts to reverse nuclear weapons proliferation attendant upon
the Soviet breakup. If Russia were to convulse, or pose a new kind of strong
state menace, then the prospect of greater US involvement in European
affairs and a big NATO future would increase dramatically.

These observations suggest by implication a future course of action in and
for Europe:
– greater German sensitivity to wider European concerns, rebuilding some

confidence that Germany might be given in time the role of primus inter
pares;

– realization that statist geopolitics in Europe will reproduce such conflict
formations that eventuated in extremist politics and two disastrous wars;

– appreciation that the new global setting calls for a more independent
Europe, and that Europe’s economic prospects in the global marketplace
rest on its capacity to manage regional security;

– acknowledgement that suppressed nationalist sentiments must be ad-
dressed by way of human rights, but not by acceding to claims that
the right of self-determination is a mandate to establish ethnically pure
polities;23

– commitment in principle to achieve balanced regional demilitarization in
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Europe; including as complete denuclearization as other nuclear weapons
states would agree upon, and supplemented by positive security relation-
ships with neighboring countries, especially Russia and Turkey.

– commitment to strengthen the conflict-resolution and preventive diplo-
macy roles of regional institutions, including CSCE, WEU, and possibly
NATO; also, on a longer-term basis, enhancing participation of citizens’
associations in security-related institutions, and strengthening the role
of the European Parliament in the conflict-prevention domain, thereby
strengthening an already nascent European civil society.

Notes

1. The Asian reality is different, better and worse; locked in some of the old patterns, but
ironically not confronted with anything comparable to either breakdown in Yugoslavia or
the various eruptions of violence in the Middle East.

2. Leading European countries contributed to the breakup of Yugoslavia, giving aid and
comfort to secessionism in Croatia and Slovenia, despite strong evidence that such steps,
unless prudently taken, would induce intense ethnic anxiety and nationalist passions. The
United States was non-committal and semi-detached, almost reverting to a sphere of influ-
ence approach, apparently regarding the future of Yugoslavia to be primarily a regional
matter in the early stages of crisis during 1990–91, and deferring to the primacy of German
diplomatic goals in Europe.

3. Arrogance of viewpoint in the face of the disappointing record of specialists in either
explaining and predicting is one mask that ignorance wears.

4. This textual assertion is not meant to place all the blame on the Serbs. All sides have con-
tributed to the breakdown, followed by atrocities and ethnic politics of the most extreme
sort, and it is this dispersed responsibility that has made it simplistic, and inflammatory, to
blame only Serbia. Of course, Slobodon Milosevic invited such reactions by his use of
chauvinistic nationalism to play on Serbian fears in Croatia and Bosnia, and to build sup-
port for the establishment of a Greater Serbia in the new fluid situation. Further, Bosnian
Serbs have intensified the situation by launching their campaign of ‘‘ethnic cleansing.’’

5. Euro-centricism, given the persistence of many Cold War features of Asian politics.
6. Although oppressed.
7. This is the main theme of a forthcoming book written in collaboration with Amin Saikal.
8. Germany and Japan after World War II are indicative of ‘‘successful’’ political restructuring

in the direction of constitutional democracy. In each case questions are being posed as to
whether the reforms went deep enough, or whether, with the lapse of time and mounting
domestic pressures, new anti-democratic tendencies are likely to become stronger.

9. To describe the weak state syndrome is not to explain these tragic situations in a purely
deterministic way, as unfolding without human capacity to exert influence; there are strong
reasons to believe, for instance, that German diplomacy in the 1990–91 period, pushing for
immediate recognition of secessionist claims by Slovenia and Croatia, set in motion a train
of events that eventuated in ethnic strife that might have been avoided or mitigated by a
clearer historical appreciation of the dangers being created, especially in Croatia, and then,
in light of Serb action there, in Bosnia as well; the difficulty of addressing breakdowns of
order in weak state situations does not relieve domestic and international actors of respon-
sibility, even criminal responsibility for ensuing behavior. As William Pfaff suggests, in the
course of a competent article, ‘‘the West’s passivity and incompetence in dealing with the
Yugoslav crisis [was] hardly inevitable . . .’’; choices were made at every stage. (Pfaff, 1993)

10. Such an assertion is not meant to overlook the many efforts at colonial resistance by peo-
ples of the non-Western world, including heroic struggles. (Wolf, 1982) Also, perhaps, high-
tech dominance enables a new interventionary potential.
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11. Although Bush strongly signaled his efforts to gain freedom from ‘‘the Vietnam syndrome,’’
his refusal to be drawn into the internal politics of Iraq after Desert Storm was both a
tragedy for the Iraqi people that extended beyond the debate about the war itself and an
acknowledgment of a US reluctance to associate political conditions with the definition of
military victory; also operative in the Iraqi setting was a degree of political ambivalence
arising from a concern that Iraqi dismemberment could result from any further intervention
in Iraqi internal affairs, and that such a development would strengthen Iran’s position in the
region, which would be adverse to US views of regional stability, as well as extending the
interventionary mandate beyond the coalition consensus, especially on the part of the Arab
participants.

12. Saddam Hussein made two desperate attempts at escalation: ecological devastation and
Scud attacks on Israel; both failed – the coalition was willing to live with the risks of eco-
logical damage, although the extent of damage was uncertain at the time, and Israel was
only lightly damaged and induced not to respond, thereby keeping the coalition intact.

13. The media also reinforce the perception that Serbs are extremist, ignoring the relevance of
a substantial nonviolent democratic opposition among Serbs.

14. It is instructive to recall that planners in Vietnam consistently underestimated the ‘‘pain’’
that the North would endure for the sake of maintaining its war aims.

15. Good causes are not generally strong motivators; even after the Cold War, the UN remains
either a fig leaf for great power action or ineffectual; there has also been a failure of political
imagination all along by those advocating humanitarian intervention, neglecting the cour-
ageous efforts to mount nonviolent and democratic oppositional forces within Serbia and
Bosnia.

16. In contrast, the Gulf War had at least four: oil, Israeli security, survival of pro-Western Gulf
regimes, especially in Saudi Arabia, and nonproliferation of nuclear weapons.

17. This latter interest has had the effect of discouraging more forceful action in the Security
Council, such as lifting the arms embargo of Bosnia; not that such an action would actually
help the Bosnian cause, but might actually accelerate the level of destruction, inducing the
Serbian forces to intensify their military efforts, which seems well within their capabilities.

18. In the background may be a further unacknowledged economic factor: the reluctance to
spend money and take risks on behalf of Muslim victims; there is likely to have been a dif-
ferent response all along if the religious identity of principal perpetrator and victim had
been reversed.

19. Again, after a certain point, such a dynamic in the former Yugoslavia was almost inevitable.
20. State is used here to designate political units that enjoy the full status of sovereignty,

including membership in the United Nations; nation is used to designate a people whose
ethnic identity is distinct, and who seek varying degrees of autonomy. Most states are multi-
nation, especially if the political identities of indigenous peoples are taken into account.
When captive nations aspire to be states, tension inevitably results.

21. Soviet leadership was more comprehensive in Eastern Europe, and far more resented,
depending on imposed rule reinforced by periodic interventions. The Soviet military over-
throw of the government of Imre Nagy in 1956 established the pattern.

22. As with other conservative governments, the more constructive option of higher taxes to
pay the costs of reunification was avoided for political and ideological reasons.

23. This is the implication of ‘‘ethnic cleansing’’ in theory and practice; the Bosnian outcome is,
in this regard, an ominous precedent; the whole conception of self-determination in inter-
national law needs to be reformulated, moving from the statist conceptions that governed
until the end of the Cold War to the ethno-nationalist conceptions that have prevailed since
the Baltic states achieved their independence in 1991.
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7

Nationalism and Ethnicity in Europe

George Schöpflin*

1. Nationhood and Nationalism

The 1990s have clearly seen a major shift in the functions, perceptions and
effects of nationalism in Europe.1 Whereas, in the immediate postwar years,
nationalism was for all practical purposes a kind of political pariah, a phe-
nomenon that was regarded with maximum disfavor, and the emphasis was
all on integration, federalism and the long vision of a United States of
Europe, the last two or three years have seen a seemingly sudden and a not
altogether welcome change in the eyes of those who have never sought to
understand the nature and functions of nationhood.

The suddenness is, in part, an optical illusion. In reality, under the surface
of events, ethnicity and nationhood not only remained in being, but con-
tributed significantly to the pattern of politics, though it was seldom under-
stood in this way. (Rothschild, 1981) The argument that will be developed in
this paper is, in simple terms, that nationhood became an inescapable fact
of political life in Europe in the 19th century, that, far from disappearing or
even weakening, it retained its key functions in the 20th, and that for the
foreseeable future it will have a considerable saliency, whether it is con-
ceived of in these terms or not. Hence, as far as policy-making is concerned,
it is important that the true nature of nationhood and the political doctrine
built on it – nationalism – be understood rather than dismissed.

A number of assumptions will be made in what follows without any
attempt to argue them in detail. Nationalism is a political ideology that
claims that the world is divided into nations and only into nations; and that
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each individual belongs to a nation and to only one nation; nations may be
defined by various characteristics, but crucial among them is their relation-
ship to a particular territory and their claim to exercise political control over
that territory in the name of the nation. In other words, nationalism is
inextricably involved with the political process and must be interpreted in
the same way as other facets of politics are.

Nationhood: The Ethnic Factor

The definition of nation used in this paper is connected with, but concep-
tually separate from, nationalism. (Armstrong, 1982) Nations are a modern
development, dating by and large from the late 18th century, and can be
located at the moment when loyalty to nation became the primary cohesive
force to cement the relationship between rulers and ruled. Prior to this,
various ethnic phenomena with political consequences did, in fact, exist and
influence political actors, but they were secondary to religion or dynasticism
or late feudal bonds of loyalty. It is only with the modern period that
nationhood emerged as the most important legitimating principle and has
remained that way.

The emphasis in this definition, therefore, is on the legitimating functions
of nationhood. From the end of the 18th century in Europe, states could
claim to be authentic states only if they were the expression of the aspira-
tions of a particular nation. Previously, states were legitimated by reference
to loyalty to a secular ruler or by religion. The rise of nationhood as the
primary agent of legitimation was not confined to international politics, but
was central to the newly reformulated relationship between rulers and
ruled. Under dynastic or religious legitimation, that relationship, while in-
volving elements of reciprocity, was one-sided and non-secular. Ultimately
dynastic legitimation was grounded in the divine right of kings to rule and
with religion the proposition is self-evident.

The 18th century, however, saw an altogether different pattern emerging,
which was derived from secular propositions, namely the idea of popular
sovereignty, that legitimacy was a two-way relationship, giving both rulers
and ruled rights and duties towards each other. The bond between the two,
then, had also to be reformulated, because the nature of community was
something qualitatively different. This switch from religious to secular legit-
imation was not as sudden as it might appear with hindsight; secular aspects
in the definition of kingship had been intensifying steadily since the Middle
Ages.

This was where nationhood came in. Nationhood became the tissue that
was to connect the entire population of the state with its political institu-
tions and claim to exercise power or control over it in the name of popu-
lar sovereignty. This process is the civic core of nationhood, its channel
into politics. Nationhood, then, should be conceptualized as simultaneously
having a political (civic) and a cultural (ethnic) dimension. Of course, the
role of ethnicity in politics had been present and understood previously.
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Various pre-modern references to the idea of a single ethnic group existing
in one territory and the significance of this can be found in history, but this
misses the point. Ethnicity was at best only one and not the most important
source of legitimacy, whereas with the reception of nationalism the nation is
the single overarching basis of political community, one that has never been
superseded.

Nationhood: The New Legitimation of States

This is not intended to diminish the continuing significance of ethnicity in
the construction of nations. On the contrary, it is evident that modern
nations benefit enormously from an ethnic base, but that ethnic base was not
sufficient on its own to constitute the political community. It is one argument
to say that ethnicity is significant in the constitution of states; it is something
radically new that ethnicity should be the single most important factor in the
equation, yet it is this transformation that took place with the end of the
18th century – the French revolution is a suitably symbolic marker.

The explanation for the sea-change lies in the unintended consequences
of various historical processes and their particular conjuncture in time. The
growing perception of the insufficiency of the neo-feudal bonds of rule, with
their particularisms and exceptions cutting across new commercial patterns,
the awareness that outdated principles of legitimacy could not satisfy the
demands of the newly conscious strata, especially the emerging bourgeoisie,
for more access to power and the consequent quest for alternative links, all
played their role. Perhaps the cry of the American colonists against George
III, ‘‘no taxation without representation,’’ illustrates this most vividly. It
constituted a demand for the construction of polities on a new civic (that is,
‘‘rational’’) basis. In effect, the new demands were cutting across old loy-
alties and eroding them rapidly. The Napoleonic wars, which temporarily
destroyed old-established verities and undermined their claim to traditional
legitimation in the Weberian sense, carried this process through the length
and breadth of Europe.

In this situation, the states with a well-established centralized power, which
had not undergone major territorial adjustments, profited most clearly. The
so-called core states (England, France, Holland, Sweden), where territory,
political power and community had largely coincided for several centuries
and where there were no major ethnic discontinuities, like ethnic minorities,
were best placed to benefit from the new dispensation. (Tilly, 1975; Orridge,
1981)

For the last two centuries in Europe, polities have subsisted on a mix-
ture of civic and ethnic elements, sometimes in competition, sometimes
overlapping, as a continuous process, with the relationship between the two
being constantly defined and redefined. (Smith, 1991) It is important to
understand that both these factors have been present, for there is a strong
tendency in Western Europe, where democracies have been established and
functioning for a considerable period of time, to ignore, if not indeed to
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decry, the ethnic aspects of nationalism and deny them any function. Yet
the argument that the central constitutive element of any political commu-
nity is the set of affective bonds derived from a shared culture, the basis of
nationhood, is difficult to refute.

Democracy, therefore, rests on the strongly cohesive identities provided
by nationhood – there is no democratic state that is without this, Switzerland
included (see below). On its own, democracy is not capable of sustaining the
vision of past and future that holds polities together, because it does little or
nothing to generate the affective, symbolic and ritually reaffirmed ties upon
which community rests. The collection of individuals, the supposed actors in
the liberal theory of democracy, who share interests and are supposedly in a
contractual relationship with each other and the state, is insufficient for this
purpose. (Keens-Soper, 1989)

What has happened in Western Europe is, as suggested already, that
nationhood was pushed out of sight and effectively ignored in the post-1945
period, in what should be regarded as an epic battle between liberalism and
Marxism. Now that this conflict is over, with the defeat of the latter, the
constraints on nationalism have loosened and there are many signs that
nationalism has not only reemerged into the daylight, but may in fact be an
ideology with a future.

Nationhood: The Historical Aspects in Western Europe

The reasons why this displacement from consciousness should have taken
place lie in a particular coincidence of events. In the first place, the domi-
nant problem in Western Europe, indeed in Europe as a whole, for well
over a century, from 1848 say, was popular participation. How could the
newly urbanized middle and working classes be given access to political
decision-making without destroying the existing edifice of power, which did
provide for a degree of stability and predictability in politics? The French
revolution was a terrible warning as to what would happen when this pro-
cess was accelerated or when extremists gained control of politics. Indeed,
the negative legacy of the French revolution for the spread of democracy
could hardly be exaggerated, not least because it legitimated revolution as a
desirable agent of change, rather than seeing it as a consequence of the
failure of the political system. (Bibó, 1991)

For much of the subsequent century-and-a-half, the problem of integrat-
ing the working class into democratic politics was fought out along two
broad axes – the liberal and the socialist. Both liberalism and socialism
should be seen as answers to the challenge of modernity – the involvement
of the mass of the population in dynamic and continuous change, growing
complexity and widening choice, and implications of this for the redistribu-
tion of political power. Conservatism failed to produce a coherent philoso-
phy to tackle these issues head on, rather it tended to sweep the problem to
one side and, at best, concerned itself with the consolidation of the status
quo ante or sought to ally itself with organic, at times nationalist, theories of
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community. The dominant innovative lines of thought were the liberal and
socialist, however. What these share is a difficulty in the understanding of
nationalism, because they both derive their first principles from economic
rationality, rather than cultural. Consequently, as long as the discourse in
Europe was dominated by these two currents, nationalism was marginalized
and political conflicts tended to be seen primarily in the terms defined by
these two. Of course, nationalism remained on stage and numerous conflicts
had their nationalist aspects, predictably so given the importance of nation-
alism in legitimation, but in these contexts nationalism was embedded in
other conflicts and was perceived as only the first level of explanation (for
example, the Franco-Prussian War).

The period after the First World War saw a massive loss of faith in build-
ing on the existing European tradition, understandably so in the light of the
terrible devastation that Europe had undergone. The problem of broad-
ening popular participation remained, coupled with a weakening of the self-
legitimation of the ruling elites. This inevitably produced a gap in the fabric
of thought and through this gap there emerged two broad radical alterna-
tives – the fascist and the communist. Both these radical currents denied the
viability of incrementalism and meliorism and demanded sudden, radical
transformation. Fascism failed first, with the defeat of 1945, but this exacted
a terrible price. It left Europe more exhausted than ever before and under
the hegemony of the two extra-European superpowers, which had their own
agendas for the future. At the same time, by having linked itself closely to
the organic-nationalistic currents of the right, fascism did much to discredit
nationhood as well as nationalism. For a period after 1945, reference to
either was of little use in legitimating ideas. It was not until the success
of Gaullism, in the 1960s rather than the 1950s, that any change could be
discerned.

The division of Europe also had far-reaching implications for the new
European identity that began to emerge in the transformed circumstances.
Europe was now essentially redefined as Western Europe. As long as the
countries of Central and Eastern Europe remained under Soviet overlord-
ship, there was little point in considering the countries east of the Elbe as
parts of Europe and the construction of the new Europe went ahead without
them. Besides, the onset of the Cold War constrained the Western Euro-
peans to redefine their identities in terms of integration rather than rivalries,
a process which was enormously aided by the memories of the devastation
of the Second World War. The Cold War, the fear of and rivalry with the
Soviet Union, had far-reaching ramifications for the new European identity.
It meant that Europe would be defined against communism and by the cri-
teria of liberalism, Christian democracy and a degree of étatism. But the
commitment to pluralistic democracy and market economics was firm and
grew firmer with success – political stability and economic prosperity.

The process of Western European integration, from the Schuman plan,
Messina, the Rome treaty to the effective functioning of the Common
Market, must be regarded not only as a major success story in its own
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right, but also as a significant redefinition of the European identity. From
that time on, the identity and agendas of Europe were inextricably inter-
twined with the EC and the entry of six new (Western European) mem-
bers confirmed this. There was no Europe other than the one centered on
Brussels. This, however, had a marked impact on nationhood and national-
ism. Political integration was perceived primarily as an economic, admin-
istrative and technological process, from which the national-cultural element
could be omitted. It was assumed that, once the new structures were in place,
nationhood would simply lose its relevance or at any rate its political sa-
liency. This attempt to divorce political community from its cultural-affective
elements had a certain political attractiveness in the immediate circum-
stances of the post-1945 period, when reconstruction and redefinition were
the order of the day, but, once that task was accomplished and the outlines
of the civic elements of a new Europe were in place, the ethnic elements
were bound to resurface.

The new European identity received support and nurturing from another
source, from the international order as a whole. In part, this was derived
from the overriding need for stability under conditions of the superpower
rivalry, which could not tolerate minor conflicts with their origins in nation-
alism. Memories of the futility of the League of Nations, and its endless
debates on frontier questions and irredenta, also played a role here, given
that the inter-war period was the dominant experience of the ruling gen-
eration of politicians until the 1970s. The new order, as encapsulated in the
United Nations, was deeply antagonistic to the emergence of new states by
secession. (Mayall, 1990) Indeed, until the recognition of the independence
of the Baltic states in 1991, only Bangladesh was successful in gaining rec-
ognition of its independent status. And even at that, great care was taken by
the West in according recognition to the Baltic states to define them as a
special case, because these countries had already enjoyed independence
between the wars, and to distinguish them from other republics of the
former Soviet Union, for which recognition would not be immediately
forthcoming as long as the latter existed. Biafra was an earlier example of
an attempted secession that was not widely recognized. The Helsinki pro-
cess was as strict on this as the UN.

Decolonization was another matter. New states could and did come into
being by this route, but this was hardly applicable to Europe, where only
Malta and Cyprus were decolonized states. On the other hand, until the
completion of decolonization it is also true that the Western European
colonial powers were deeply involved with ridding themselves of empire, a
process that ended with the collapse of the Portuguese empire in the 1970s.
The abandonment of territory is always a traumatic experience for a state;
the loss of empire and the proliferation of new states in the Third World
probably helped to strengthen the general presumption that, as far as West-
ern Europe was concerned, nationalism, irredenta, frontier revision and the
like were unacceptable.

Mention must be made here of the role of the United States and its
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values. The United States was consistently hostile to Europe’s overseas
empires (for example, Suez) and was, equally, supportive of the Western
European integration process, seeing in it a kind of embryo United States
of Europe. On the other hand, Washington has never been particularly
sensitive to questions of ethnicity in international politics, tending to regard
them as a tiresome distraction. As long as European agendas were heavily
determined by United States influence, the role of nationhood in European
politics would be strictly circumscribed. The West Europeans accepted this
willingly and happily or reluctantly and with reservations, like General de
Gaulle, who, in contrast to his contemporaries, fully understood the mean-
ing of nationhood, at any rate as far as France was concerned.

Finally, mention must be made here of the ethnic revival of the 1960s and
after. The causes of this resurgence can be located in a variety of factors –
dissatisfaction with the increasing remoteness of the state, particularly in
its technological–technocratic manifestation in France and Britain, the re-
newed self-confidence of greater prosperity, the narrowing of horizons with
the end of empire, and the demand for greater democratic control based on
the cultural community rather than the state where these two did not coin-
cide. It is worth adding that no European state is ethnically homogeneous
except Iceland, so that there is no complete congruence between ethnic
and civic elements anywhere in Western Europe. Solutions to this question
were, therefore, important.

Nevertheless, the new ethnic movements were characterized by one cru-
cial difference from previous nationalist upsurges – they did not call the
integrity of the state into question. This was true even when the political
rhetoric of some neo-nationalist movements, like the Scottish National
Party, did demand independence. In reality, these movements were looking
primarily for access to power within the confines of the existing state
frameworks and they tended to limit their demands to local, cultural or
regional issues, which could be solved through devolution or better provi-
sions for minority languages and so on. With one or two exceptions, the
democratic systems were able to cope with these movements fairly success-
fully – Northern Ireland and the Basque country represent the main failures.
Elsewhere a variety of techniques were employed to integrate these new
demands for power – new in that they based their demands for power on
existing cleavages but ones which had not previously been used to legit-
imate claims to political power – and thereby absorbed any possible shock to
stability that might have arisen. This is not to suggest that this process took
place entirely without some political conflict, but major upheavals were
avoided.

Crucially, Western political systems and societies had become highly
complex and were becoming increasingly so. This meant that ethnic identi-
ties, while salient, were only seldom allowed to dominate agendas; both
groups and individuals found themselves caught up in a network of com-
peting interests and identities, which tended to downgrade the impact of
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ethnic mobilization and permitted the operation of compromise mecha-
nisms. Above all, where remedies for ethnically based grievances are fea-
sible within the existing political framework, reductionist mobilization does
not take place. Reductionist mobilization is the state of affairs where all
questions, problems, arguments, demands, etc. are interpreted exclusively
in ethno-national terms and political articulation is reduced to this one
cleavage. Evidently in a situation of this kind, the normal arrangements,
compromises and deals that democratic systems bring into being do not
take place, for when deep-level cultural issues come to the foreground
they cannot be bargained away and material concessions or incentives will
be useless. Northern Ireland illustrates a case where reductionism of this
kind, along an ethno-religious cleavage, has taken place.

2. ‘‘Consociationalism’’

The most significant of the techniques used to integrate multi-ethnic pop-
ulations is ‘‘consociationalism.’’2 Consociationalism is a way of governing
deeply segmented polities. In states where there are major and strongly
persistent cleavages (ethno-national, religious, racial, linguistic), majoritar-
ian politics will clearly be a recipe for disruption, as each group looks to
maximize its advantage to the disbenefit of others. Indeed, if relations
between two ethno-national communities deteriorate and reductionist mobi-
lization takes place, separation and possibly territorial realignment will be
the only solution. But, short of that, the techniques of consociationalism are
worth discussing, especially as they have been fairly successful in several
multi-national states in sustaining a democratic order.

The key aspect of consociationalism is that it is anti-majoritarian and
thus completely alien to the Anglo-Saxon tradition of political organization.
Notably, it recognizes the collective rights of groups, both as against other
groups and as against their members.3 They may certainly derogate from
individual rights and seem contrary to the principle of the equality of all
before the law, but are nevertheless desirable if the alternative is disruption
or low-level civil war (viz. Northern Ireland, where the consociational solu-
tion was attempted too late, after reductionist mobilization made its chances
of success futile). In fact, of course, European political systems recognize
that combinations – group rights – are a part of modern social and political
life and extending these to ethnic or religious groups, subject to certain
safeguards, can hardly be termed undemocratic.

The adoption of consociationalism, however, imposes a major burden on
the majority. By and large nation-states are regulated by the moral-cultural
codes of the majority and it is precisely this that makes the position of
the minority so difficult – it has to compromise its own codes in too many
respects. When this happens, the minority will look for alternative ways to
put its aspirations into effect, conceivably to separation. Consequently, the
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majority must accept that its own codes will have to be compromised for
the sake of maintaining the state. This is very much what has been put into
effect in Switzerland, the ultimate consociational success.

Consociational systems seek to draw all the different segments into the
decision-making process through elite representation, a kind of grand co-
alition, although other institutional forms can also be envisaged, like regular
consultation with all groups by the president. The basic elements of a con-
sociational system include consultation with all groups in order to build
support for constitutional change; a veto by all groups over major issues
affecting them; a proportionate sharing of state expenditure and patronage;
and substantial autonomy for each group to regulate and control its sup-
porters. The bureaucracy should develop an ethos of ensuring that policies
are implemented accordingly, the government should keep much of its
negotiation behind closed doors in order to prevent popular mobilization
around a particular issue which can be related to group identity, and a set of
tacit rules of the game should be adopted.4

Consociationalism, however, imposes two essential conditions in order for
it to work. In the first place, all the groups concerned must be willing to
work towards accommodation and be ready to bargain and that, in turn,
means the creative use of both substantive and procedural solutions that will
help all the parties. In other words, all groups must work to avoid zero-sum
game situations, even at the risk of ambiguity. Above all, there must be
no major winners or losers. Second, the leaders of a group must be able to
secure the support of their followers, otherwise the consociational bargains
will fall apart; the success of this will depend on the confidence of the
members of the group in the system as a whole – a recognition that their
interests will be taken into consideration in the bargaining. Thus the leader-
ship of the group must be able to sell solutions to the membership. Society,
as well as leaderships, must be sophisticated for consociational solutions to
work well.

Other factors important to the success of consociationalism include a
readiness to delegate as much as possible to the groups themselves, that
is, extensive self-government. This is complicated in modern societies by
the erosion of the territorial principle; on the whole, in dynamic societies,
members of different segments will tend to be dispersed throughout the
entire area of the state and it would be fatal to consociationalism to base
devolution of power solely on territory. Next, the principle of proportion-
ality should be observed rigorously, with if anything an overrepresentation
of smaller groups; the minority veto is, of course, the ultimate resource
for the protection of small segments. Overrepresentation, however, should
not be confused with affirmative action strategies, which have the different
objective of promoting the equality, not the stability, of minorities.

There are various helpful though not essential preconditions for the suc-
cess of consociationalism. These include the relative equality in the size of
the segments and the absence of a group with a majority; a relatively small
total population, for this means a smallish elite, in which there is a strong
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chance that members of that elite will share values through similar or iden-
tical educational and other experiences. There should be an overarching
loyalty to a legitimating ideology of the state and a corresponding moral-
cultural outward boundary towards other states. In addition, a tradition of
political accommodation can be very useful indeed. It should be noted that
these preconditions are neither necessary nor sufficient for the success of
consociationalism, but they are useful.

3. The Central and Eastern European Pattern

In Central and Eastern Europe the pattern was in many respects sub-
stantially different. This had both historical and contemporary political
aspects. Historically the single most important factor in this context was
backwardness and its consequences. Whereas, as argued, in Western Europe
the state developed more or less coextensively with the cultural community
and indeed was important in forming it, in the East, the state and polity,
together with the economy, were subordinated to external rule. The fact
of foreign overlordship was crucial, in as much as it separated the civic and
the ethnic elements from one another and precluded the continuous inter-
relationship between the two that proved to be so significant in the evolu-
tion of nations in the West.

The weakness of the civic elements of nationhood and the corresponding
emphasis on ethnicity had a number of results with further consequences
of their own. In the first place, at the threshold of the modern period the
Central and Eastern European countries had singularly lopsided social-
political structures when contrasted with Western Europe. The politically
conscious sub-elites were small, certainly well under 10 percent of the pop-
ulation, and they were not politically masters of their own fate, because
of alien, imperial rule. By and large, these sub-elites were divided in their
attitude to empire. Some accepted the benefits, whether personal or com-
munal, to be derived from service, others did not; loyalty to the dynasty was
in some cases given willingly, in others only grudgingly or with resentment.
What was shared throughout the area was that some awareness survived of
the community’s previous political economy and was used as a reference
point by those looking for greater freedom from the imperium. In some
instances, the legacy of the past may have involved legal provisions (for
example, the rights of the Bohemian crown) (Kolarz, 1946), in others it
might only have been a memory of past statehood or it could have been
statehood combined with religious separateness.

This was the background against which nationalism was received at the
beginning of the 19th century. The new imperative of political legitimacy,
that ethnic and civic elements of nationhood coincide, ran up against the
obstacle of the ruling empires, which rejected any thought of redistributing
power. The Holy Alliance was, in effect, devised specifically with the aim of
preventing the reception of nationalism from being pursued to its logical
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conclusion – the creation of new states legitimated by nationhood and not
by dynasty. The system devised at the Congress of Vienna held together
for a century, with only the Ottoman Empire crumbling in the Balkans and
permitting the emergence of a series of new states. The decline of Ottoman
power from within and the sense that it was not wholly appropriate for
Moslem rulers to govern Christian subjects, which informed repeated West-
ern interventions in favor of granting independence to new Balkan states,
accelerated this process.

In Central Europe and Russia, on the other hand, the existing empires’
control was broken only by defeat in war and the determination of the vic-
tors to redraw the political map along ethno-national lines – this was the
essence of President Wilson’s Fourteen Points. The belt of new states that
came into being, however, proved to be weak in both ethnic and civic terms.
They were unable to integrate their deeply segmented polities and lacked
the cultural and economic bases necessary to create effective civil societies.
In fact, they were caught in a near-classic vicious circle, in as much as they
sought to use the instruments of the state to bring civil society into being,
found that this ran into various impediments deriving from backwardness,
intensified state control and made it even more difficult for civil society to
come into being. The ethno-national cleavages were among the most intract-
able. These ethno-cultural communities, different from the majority, found
the attempts to integrate them into what they perceived as an alien polity
unwelcome, and responded with resentment and hostility. The terms of the
integration were, inevitably, loaded against the minority, in that no distinc-
tion was made between loyalty to the state as citizen (and taxpayer) and
loyalty to the cultural community. Ultimately this meant that members
of ethnic minorities were eo ipso suspect and that the terms of loyalty
demanded of them amounted to the complete abandonment of their own
moral-cultural codes, something that communities as a whole would seldom
do, though individuals might.

The state of affairs in Central and Eastern Europe after the Second World
War was felt to be deeply unsatisfactory by all participants. This was exa-
cerbated by the introduction of the collective principle in dealing with non-
majority ethnic communities, in an attempt to bring about ethnic purifica-
tion. This intensified anxieties and did little to contribute to the integration
of the population.

The backwardness of Central and Eastern Europe gave rise to a further
feature which characterizes the area. In Western Europe, the protagonists of
the new doctrine of nationalism, the intellectuals, defined and proclaimed
their ideas in relatively complex societies, in which the contest for power
took place among various social groups, like the declining representatives of
the old order, the rising entrepreneurs and the emerging working class, with
the result that power was diffused and the intellectuals could not establish a
preeminent position for themselves. Indeed, much of the 19th century was
characterized by an ever more desperate critique of the bourgeois order
on the part of intellectuals. (Steiner, 1971) In Central and Eastern Europe,

104 GEORGE SCHÖPFLIN



however, the older order was stronger and societies were far weaker, so
that intellectuals came to dominate the scene and acquired an authority
which they deployed in the definition of nationhood.

At the same time, because the political challenge to intellectuals was
weaker, their claims were not contested and, indeed, to an extent they could
define their terms independently of society, imposing a concept of nation-
hood on it. The drive for intellectual purity was thus added to the various
nationalist ideologies that were formulated and, as a result, nationalism in
Central and Eastern Europe acquired an exclusive, messianistic quality that
it did not have in the West. (Bauman, 1987) This high-profile role of intel-
lectuals and the particular expression of nationalism have proved to be an
enduring part of Central and Eastern European politics. In this respect, the
nations that came into being in the area can be termed ‘‘nations by design’’
and many of their characteristics differ from those of the West. In particular,
there is a long tradition of using or rather abusing nationalism for political
purposes not connected with the definition of nationhood, like delegitimat-
ing political opponents by calling them ‘‘alien’’ or resisting the redistribution
of power on similar grounds. (Schöpflin, 1974)

The Coming of Communism

The arrival of communism transformed the situation in many respects. At
the level of theory, communism and nationalism are incompatible. Commu-
nism insists that an individual’s fundamental identity is derived from class
positions; nationalism that it derives from culture. In practice, however,
the relationship between the two doctrines, both of which, as argued in the
foregoing, were partial responses to the challenge of modernity, was much
more ambiguous. Initially, communist rulers sought to expunge existing
national identities and to replace them with what was termed ‘‘socialist
internationalism,’’ a crude cover-name for Sovietization. Gradually, and
especially after the second de-Stalinization of 1961, they found themselves
impelled to come to terms with the national identities of their subjects and
made a variety of compromises with it, regardless of the fact that this diluted
and undermined the authenticity of their communist credentials. There are
countless examples of communist parties using nationalism in this way.

For societies, communist parties could never be authentic agents of the
nation, given the parties’ anti-national ideology, but this did not preclude
their taking advantage of the new post-1961 political dispensation and to
express national aspirations in the space provided. It was this meeting of
the two agendas, that of the rulers and ruled, that helped to explain the
initial success of, say, the Ceau �sescu regime’s mobilization in the 1960s
and 1970s, when there was a coincidence between the aims of communists
and societies.

Where there was no direct overlap, nationalism could be the expression
of social autonomy, that is, a demand for strengthening the civic elements
of nationhood, and of the hope that society would gain greater access to
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power. This raised a problem, however. Nationalism may be an excellent
way of determining identity, but it has little or nothing to say about politi-
cal participation (the functions of nationalism are discussed below). In this
sense, the demands for autonomy expressed through nationalism – ‘‘we
should have the right to decide for ourselves because we are members of the
Ruritanian nation’’ – were another illustration of the confusion of codes to
which this area is subject. Theoretically the demand for, say, freedom of the
press or assembly cannot be anything like as clear. In this respect, national-
ism came to be entrusted with a function that it could not really discharge
and tended to point societies towards confusion and frustration, as well as
expectations that could not be met.

The communist period had further implications of major relevance to the
current period. By sweeping away all other competing ideas, programs and
values, which the communists insisted on in order to sustain their monopoly,
they made it much easier for an undiluted nationalism referring solely to
ethnicity to survive more or less intact, more or less conserved in its original
state. This meant that some, though not all, of the national disputes and
problems of the pre-communist period were simply pushed under the carpet,
so that with the end of communism these have automatically reappeared.

In addition, the reflexivity of modernity, that ‘‘social practices are con-
stantly examined and reformed in the light of incoming information about
those very practices, thus constitutively altering their character’’ (Giddens,
1990, p. 38), has been much impeded by communism, which claimed to be
guided by absolute standards. Thus the kind of relativization that has made
nationalism a manageable problem in Western Europe, where the demands
for power on the basis of nationhood compete with demands based on other
identities (class, economic interests, gender, religion, status, etc.), has not
really taken place or is only now beginning to emerge. The propensity to
see all matters as involving ethnic nationhood, whether properly related to
nationhood or not, is one of the key characteristics of the contemporary
Central and Eastern European scene and will not change until nationalism
is ‘‘desacralized’’ and subject to other influences, thereby reaching an equi-
librium with the civic elements. In effect, what is essential is that post-
communist polities develop cross-cutting identities, rather than cumulative
ones. (Dunleavy and O’Leary, 1987) This will take time.

One-sided Modernization

Communist rule forced these countries through a one-sided modernizing
revolution, which has had a considerable impact on two areas directly
affecting nationalism. In the first place, the particular virulence of national-
ism in the pre-communist period can be attributed at least partly to the
fact that large sections of the population were backward and were subjected
to the initial impact of modernization, whether through the market or the
state, in being brought into a new kind of community. This is always a
traumatic process as traditional communities are swept away, and Central
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and Eastern Europe was no exception. The communist transformation
effectively liquidated the traditional peasantry of the area, of the type bound
by the village, illiterate and suspicious of the city and urban life. This
applies with minor modifications to Poland (and Yugoslavia), for, despite
the absence of collectivization, the agricultural population was as closely
enmeshed in the control system of the state as elsewhere.

Inevitably, those who were forced to leave the land looked for answers to
their newfound existential problems and generally discerned these in ethnic
nationalism, although for some sections of society the communist answer of
utopia, hierarchy and authoritarianism was quite acceptable. The failure of
the communist system to integrate these societies meant that nationalism
continued to provide answers, especially after communism was manifestly
seen to have failed. However, this factor is not entirely negative. If the
extremes of nationalism are to be associated with the trauma of moderniza-
tion, the gradual assimilation of the Central and Eastern European peas-
antry into urban ways should see the long-term abatement of the kind of
nationalistic excesses that are so feared.

Second, even though the communist revolution was a partial one, it did
very effectively extend the power of the state over society and constructed
a modern communications network that has allowed the state to reach vir-
tually the whole of the population, in a way that was not true of the pre-war
era. The use of television to spread a message, whether this is communist or
nationalist, is far more effective than what was available before electrific-
ation. In this respect, Central and Eastern Europe has been globalized,
which makes the reception of the global message of material aspirations
easier to transmit, though its reception will be slow. The absolute claims of
nationalism will be relativized only when the processes of reflexivity and
globalization are advanced. No national community can be secure in its
nationalistic claims if these are constantly examined and redefined under the
impact of ever more information.

The Functions of Nationalism

At this point, it will be useful to look at the functions of nationalism, both as
a means of explaining its persistence and to offer perspectives on the future.
The historical antecedents of nationalism in Central and Eastern Europe
help to explain some of its more intractable features in the contemporary
period, but what this sketch of the antecedent processes does not answer
is the question of why nationalism survives at all. Its Marxist and liberal
opponents have written it off countless times, yet it lives on, despite having
been dismissed as ‘‘irrational.’’ This implies that nationalism must have a
function that no other body of ideas has been able to supplant and, contrary
to the claims of its detractors, it remains a living and authentic experience,
unlike, say, feudalism, and operates by rules of its own that are rational in its
own context.

These functions must be sought in the cultural origins of nationalism,
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rather than in its political expression. (Schöpflin, 1991b) The proposition
in this connection is that every community looks for its moral precepts –
the definitions of right and wrong, pure and impure – in its storehouse of
cultural values and seeks to defend these from challenges, whether real or
perceived. In this way, communities construct the rules of a moral-cultural
universe, which then defines them. If this were to disintegrate, the commu-
nity itself would be threatened. Crucially, it is by the moral-cultural universe
that communities define the bonds of loyalty and cohesiveness that hold
it together. These bonds, in turn, create the basis of identity which is at
the center of a community. Reference is made to these whenever questions
of communal existence and belonging are on the agenda. Furthermore,
communities also use this moral-cultural resource to articulate the affective
dimension of politics. This is not in itself a pathology; all groups possess
emotional as well as rational expression in their collective activities. Finally,
it is through these cultural traits that the boundaries of a community are
constructed, whether these are external boundaries or internal ones. Exter-
nal boundaries define the community in question against other communities.
Internal boundaries refer to the acceptability or unacceptability of certain
patterns of action or thought. (Barth, 1969)

The problems raised by nationalism in the political realm can be derived
from the foregoing. Thus although in politics nationalism has universalistic
claims, in reality these are not true. In broad terms, nationalism is excellent
in defining the identities of members against non-members of collectivities,
but it says nothing about the distribution of power within a community or
the allocation of resources.5 But, because nationhood taps into the emotions
underlying collective existence, it is easy enough to confuse the codes relat-
ing to political power and those governing political identity, something that
has happened repeatedly in the last two hundred years.

In this sense, nationalism can be used as an instrument to legitimate
political demands that are entirely unconnected with, say, the distribution
of power, but this lack of a logical and causal nexus is muddied by the ref-
erence to the affective dimension that nationhood conjures up. Thus in
concrete terms, Slobodan Milosevic has (for the time being) successfully
convinced the Serbs that the reason for their economic plight is not that
the Serbian economy is run badly, but because various aliens (the Kosovo
Albanians, the Croats, etc.) are threatening the integrity of the Serbian
nation, although in fact the two factors have nothing to do with each other.

4. Perspectives on the Future

There is every indication that nationhood and nationalism will play a
growing role in the internal and international politics of Europe, though
with different implications for the different halves of the continent. In West-
ern Europe the strength of the civil elements of nationhood, as expressed
in the multiple and cross-cutting identities and interests of individuals and
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groups, coupled with the attractiveness of the integration process, is likely to
be substantial enough to offset occasional upsurges of ethnic or even ethno-
national mobilization. This does not mean to say that it will be easy, but
the traditions of compromise and bargaining over resource allocation, the
commitment to democracy and the perception by these societies that they
have a direct interest, political as well as economic, in the maintenance of
democracy should be sufficient to ensure that nationalist conflicts do not
seriously destabilize any state.

The particular trouble spots of Northern Ireland and the Basque country
are likely to fester on for a while, but in both these instances the status quo
is, in effect, a kind of solution, in as much as any alteration would – at this
stage – be likely to intensify difficulties rather than alleviate them. Else-
where regular adjustments in the distribution of power should be sufficient
to absorb ethno-national demands.

However, the end of communism in the former Soviet Union as well as
in Central and Eastern Europe has resulted in two major changes. In the
first place, the (re)unification of Germany has legitimated the national
principle in Europe for the first time since 1945. Essentially, there were no
civic grounds for German unity, only ethnic ones. There was no particular
reason for Germans to unite in one state other than the fact that they were
Germans; in other words it was the ethnic factor that fuelled this move. A
democratized East German state could, presumably, have continued in
being, in much the same way as a democratized Hungarian or Polish state
has done, if it had had the ethnic underpinnings, but, despite the best efforts
of the Honecker regime to construct a separate East German ethnicity, this
never acquired much authenticity and the application of the ethnic principle
has unequivocally pushed it into a single German state.

The broader significance of this has not escaped others. If Germans can
claim to eliminate state boundaries by reference to nationhood, there is no
reason why this is not applicable elsewhere and, indeed, German unification
has become an off-stage reference point for those seeking independence in
other parts of Europe. At the same time, there is more than a suggestion
that the sympathy entertained by German opinion towards Croatian and
Slovenian independence derived at least in part from Germany’s own
experience.

The knock-on effect of both German unification and the recognition of
the Baltic states has been felt elsewhere, obviously in Yugoslavia, but also
in Spain, where the difference in status and powers between Catalonia
and the Basque country on the one hand and the other provinces on the
other poses a growing problem. (Financial Times, 16 September 1991.) The
Yugoslav question requires more detailed discussion than can be attempted
here, but it is worth noting that the central reason why the state collapsed as
a single entity is that, after 1945, it was reconstituted by Tito as a communist
federation with an explicitly communist legitimation. The collapse of that
communist legitimation has brought about the decay of the state as such and
the corresponding reversion to the much stronger nationalist legitimations
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of Serbian, Croatian, and Slovenian nationhood. It appears unlikely in the
extreme that attempts to put Yugoslavia together again can be successful,
provided that those looking to keep it as a single state are committed to
consensuality. A non-consensual Yugoslavia, however, would be highly
unstable, because it would fly in the face of both the civic and the ethnic
elements of national legitimation.

The end of communism is likely to have other fallout in the area of iden-
tity. For the last four-and-a-half decades, Europe has tacitly or sometimes
expressly defined itself against communism, insisting that what is European
is not communist and to some extent vice versa (only to some extent, because
commitment to democracy involves offering some political house-room to
anti-democrats like communists). In this respect, the end of communism will
require a reappraisal of what Europe stands for, what its identity is. This
will also include a redefinition of the socialist agenda, seeing that the defeat
of communism will have reverberations for democratic socialism as well.

Post-communism and Ethno-national Questions

In the post-communist countries of Central and Eastern Europe, the con-
struction of democracy inevitably means coming to terms with the resur-
gence of nationalism and, equally, finding the necessary instruments for
integrating ethnic elements into the new systems. This poses a number of
problems, some of which can only be touched on in this chapter. The states
of Central and Eastern Europe are all to a greater or lesser extent ethnically
heterogeneous and will, if they intend to maintain their commitment to
democracy, have to make provision for the well-being of minorities. Cen-
trally, this will oblige them to accept and practice democratic self-limitation,
something that will require considerable restraint on the part of the new
governments. There is little evidence to date that consociational solutions,
clearly the most effective in making provision for consensus across seg-
mented societies, have been taken on board. However, the political mood
in the Central European states – Poland, the Czech Republic and Hungary –
suggests that there is, in fact, some readiness to avoid the worst excesses of
majoritarian policies. (Schöpflin, 1991c and 1991d)

Furthermore, self-limitation will also involve an understanding of the
proposition that in a democracy the state is not the instrument of the ruling
majority for the implementation of certain ideals and utopias, but the agent
of governance for the whole of society, regardless of ethnicity. By the same
token, the sacralizing of territory, the belief that the particular frontiers that
have come into being are in some way above politics, is harmful, because it
can lead the majority into the dubious perspective of regarding all minority
claims as an infringement upon the sacred territory. There is more than a
hint that attitudes of this kind inform Romanian and Serbian thinking, con-
cerning Transylvania and the Kosovo. Any attempt to insist that civic rights
should be denied to those who claim different ethnic rights leads directly to
major violations of human rights.
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Finally, there is the broad problem of integration. In order for democracy
to operate effectively, the great majority of the population must feel com-
mitted to it and must have an active interest in sustaining it. Without this,
democracy will become the affair of the elites and thus be vulnerable to
popular upsurges of an anti-democratic nature. Various scenarios illustrat-
ing this can be written, notably the rise of an authoritarian leader using
nationalist slogans to divert the attention of the population from economic
privation. The Milosevic model or ‘‘Latin-Americanization’’ comes very
close to being a paradigmatic case, but the model is potentially applicable
throughout the area, even given a relatively favorable international envi-
ronment. Any such development, overemphasizing the ethnic elements of
nationalism against the civic ones, is liable to result in growing instability
and friction between ethnic groups and undermine the best chance of
building democracy that Central and Eastern Europe has ever had.

Notes

1. Some of the arguments in this paper appeared in George Schöpflin (1991a).
2. There are others, like assimilation and integration, cantonization, federalism and arbitration.

(See O’Leary, 1991.)
3. Consociationalism has nothing whatever to do with the minority treaties of the interwar

period, which sought to guarantee certain protection to national minorities, and generally
failed, because the state – dominated by the majority nation – rejected these attempts. Con-
sociationalism deals with a situation where the majority accepts that the minority must play
an active role in the political life of the state and should do so on the same terms as itself.

4. The classic exposition of consociationalism is Arend Lijphart (1977). See also Powell Jr.
(1982, pp. 212–218).

5. In many national ideologies, there are elements of self-perception that claim particular
democratic virtue for the nation in question; however, these are contingent and are in no way
necessarily connected with the definition of nationhood.
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8

The European Communities and
Eastern and Central Europe

Tibor Palánkai*

1. Reintegration into the World Economy

During the past few decades a new world economic system based on inter-
dependence and integration has emerged. The process of internationaliza-
tion and the growth of intensive economic cooperation contributed greatly
to the increase of efficiency and welfare in the participating countries. The
present high level of economic development in the industrial countries is,
without exception, based on intensive international economic coopera-
tion, enabling complex exploitation of the advantages of the international
division of labor. High levels of development are inseparable from full and
organic integration into the world economy. This thesis is mostly true,
despite the fact that in the present world economy the interdependence is
highly asymmetric, with substantial negative processes that work mainly
to the detriment of the developing countries. Some regions and countries
are at the losing end of the international division of labor and are pushed
more and more into a peripheral position. The autarkic experiments in
the past decades, however, have all failed, and the only developing coun-
tries that have been able to catch up are those that entered into intensive
international cooperation and are more or less successfully integrated in
the global economy.

As a consequence of maintaining closed systems of bureaucratic planning
and management, Central and Eastern European countries mostly deprived
themselves of such opportunities. The present state of Eastern European
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economies, their lower efficiency and level of development, therefore, can
basically be attributed to the lack of or improper integration into the world
economy. In other words, the world economic isolation of the former CMEA
countries is one of the basic reasons for their relative backwardness.

According to World Bank estimates, ‘‘over the last four decades, had
the East European countries pursued economic policies similar to those of
Western countries, their per-capita income would be one-third higher.’’ (The
New York Times, January 2, 1990) Therefore, world economic integration is
of utmost importance for these countries, a goal which should be empha-
sized no less than domestic issues. Integration is not merely an option for
Central and Eastern Europe (ideas about a ‘‘Third Road’’) but an absolute
necessity.

Transformation strategies concentrating on marketization, privatization
and democratization have to be implemented in the circumstances of seri-
ous economic crisis in Eastern and Central Europe. Most of the countries
are heavily indebted and debt-servicing is possible only at the expense of
decreasing investments and living standards for many years. These countries
have mostly missed the technological revolution since the 1970s and their
overall technological structure has become more and more outdated. The
infrastructure and the service sectors have traditionally been neglected by
the ‘‘planned’’ development policies, and the environment has been pol-
luted beyond tolerable levels. Owing to several special factors (the collapse
of CMEA trade, the effects of the Gulf War, internal political and ethnic
instabilities, etc.) these countries are in deep recession. In addition, they
have to cope now with a drop in production, rapidly growing unemploy-
ment, high inflation, and budgetary and external deficits.

Therefore, the Central and Eastern European countries now face the
broad and complex tasks of transforming, consolidating and modernizing
their economies and societies, undertakings which have to be dealt with
simultaneously in an unprecedentedly short time. Any success is basically
dependent on domestic economic and political reforms, but externally it will
depend on whether it will be possible to integrate these countries rapidly
into the world economy.

Close cooperation with highly developed regions is of special importance.
Experience over the past few decades has more or less proved that less
developed countries can achieve satisfactory development only if cooperat-
ing and interacting with more developed regions and partners. The policies
of delinking have produced limited and highly questionable results, and the
regional integration efforts of some less developed countries so far have not
disproved the above assertions. Of course, there are no mechanisms which
guarantee that integration with the developed countries brings about only
benefits and that catching-up is automatically ensured. On the contrary, the
global market mechanisms basically tend to increase gaps between more and
less developed countries, and some vulnerable societies suffer great losses
owing to world market developments. On the other hand, it is recognized
that modern technologies, management and marketing techniques, capital
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resources and gains from intra-company cooperation can be obtained only
in cooperation with developed regions.

Through regional integration the EC countries have established them-
selves as focal points in the world economy with high levels of develop-
ment. The implementation of the single market program is likely to further
increase the attractiveness of the region. The EC integration has widely
exploited the advantages offered by close economic relations, particularly
the ‘‘static’’ comparative advantages (cost differences) in the framework of
a common market. Since the 1970s, however, the emphasis has shifted to
dynamic comparative advantages (innovation and increasing efficiency),
and, as a result of the technological revolution, the structural advantages
(product innovation, technological sophistication) have gained in impor-
tance. Creating a single market is a complex response to that challenge: the
EC can provide a model for eliminating or reducing ‘‘structural protection-
ism’’ (such as specific standards, technical or environmental prescriptions,
etc.) that could be applied on a wider basis in world trade.

For the Central and Eastern European countries the development of close
and complex relations with the EC is of strategic importance. The EC not
only is the most attractive partner geographically, culturally and economi-
cally, but also serves as the gateway to the world economy. It is not by
chance, therefore, that the Eastern and Central European countries are
seeking association with the EC and most of them declared that they hope
to be accepted in due course as full members of the Community. ‘‘The vac-
uum left by the collapse of the Soviet empire has had to be filled; and the
EC alone can fill it.’’ (Financial Times, December 2, 1991)

2. Helping the Reforms

Owing to emerging political changes, particularly in Hungary and Poland,
the OECD countries (Group of 24) have committed themselves to facilitate
the processes of transformation. At their meeting in July 1989 the leaders of
the Group of Seven asked and authorized the Commission of the EC to
coordinate a specific support program for Hungary and Poland.

This was an extremely important development in terms of political pres-
tige and recognition of the special role the EC plays in the reconstruction of
the Central and Eastern European economies.

The special action plan of the EC (PHARE – Poland and Hungary:
Assisting Restructuring Economies) to help the two countries was launched
in September of 1989. PHARE envisioned financial support to these two
countries in various forms, such as food aid (to Poland only), join invest-
ments, and assistance in the fields of environmental protection and man-
agement training. The European Investment Bank has offered an ECU
1 billion credit which is guaranteed by the EC budget as well. Contingent
upon IMF approval of an economic policy package, Hungary will receive
a $1 billion bridging loan from the EC to deal with its structural balance
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of payment problems for five years. In fact, in order to ensure broad co-
ordination of policy by the Group of 24 members, the conditions for finan-
cial support are that the Eastern and Central European countries must come
to terms with and meet the requirements of both the IMF and the World
Bank.

The assistance of individual countries of the Group of 24 is variable (the
main contributors are Germany, Japan, the USA, Finland), and it includes
financing certain projects, support for foreign investments, export credit
guarantees, education and training, investment in protecting the environ-
ment and in the energy sector, and other matters as well.

The PHARE program offered several trade policy concessions to the two
countries. On January 1, 1990, the EC eliminated all special quantitative
restrictions, five years earlier than it had been designated by the Hungarian–
EC trade and cooperation agreement signed in 1988. The quantitative
restrictions remained in force only in the fields of voluntary export restraint
(steel, textiles, mutton, etc.), but the quotas were also increased (by 13%
and 23% for Hungary and Poland, respectively, for textiles in 1990). These
measures affected 1,700 products, amounting to about 4 percent of Hungar-
ian exports to the EC.

In addition, the Generalized System of Preferences (GSP) status was
extended to these countries, and for a broad range of products they now
enjoy free access or preferential treatment. The 1988 agreement, which
applied the principle of MFN treatment by mutual consent, put Hungary on
an equal basis with developed market economies such as the USA or Japan.
Now this status has changed, and Hungary and Poland are categorized as
developing countries. The tariffs on some Hungarian agricultural products
(goose liver, onions, cherries, etc.) were also reduced.

In June 1991, the European Bank for Reconstruction and Development
(EBRD), an organization designed to expedite the transformation and eco-
nomic consolidation of Central and Eastern Europe, was established. Its
initial capital is about ECU 10 billion, and the EBRD began its loan oper-
ations in 1991. The Bank’s financial supporters originally included the
Group of 24, six Central and Eastern European countries, the Soviet Union
and some other countries (altogether 42 countries, including some develop-
ing countries). Later, the number of participating countries increased to 55.
The primary objectives of the EBRD are financial revitalization and expan-
sion of the private sector in these countries, support for the creation of
joint ventures with the participation of Western capital, and contributions
to infrastructural development.

3. Road to Association

The idea of connecting the Central and Eastern European countries more
closely to the previously established European organizations (particularly
the EC, but also EFTA) was already raised in the second half of the 1980s.
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As a way of ‘‘returning to Europe,’’ the possibility of full membership in the
EC had been broadly discussed in some intellectual and political circles in
most of the Eastern and Central European countries already in 1989. On the
EC side, the idea of association was raised by several leading EC politicians
(Helmut Kohl, Jacques Delors, Hans-Dietrich Genscher) in the autumn of
1989; and the most specific proposal was offered by the former British Prime
Minister Margaret Thatcher, who in a statement in the House of Commons
on November 14, 1989 proposed a ‘‘Turkish type’’ of association for inter-
ested Central and Eastern European countries.

Officially, the idea of offering association to these countries was raised in
early 1990, but it was stressed that the implementation of the more pressing
EC integration plans (the ‘‘deepening’’ processes, such as the establishment
of a single market, monetary union and political integration) should receive
absolute priority.

The official decision on the issue that opened the way for concrete and
practical preparation was made at the Dublin summit meeting of EC leaders
on April 29, 1990: ‘‘Discussions will start forthwith in the [EC] Council, on
the basis of the [EC] Commission’s communication, on Association Agree-
ments with each of these countries of Central and Eastern Europe which
include an institutional framework for political dialogue.’’ (Financial Times,
April 30, 1990)

In general, it was agreed that trade liberalization should be the center-
piece of any association of Central and Eastern Europe with the EC. The
Community offered ‘‘European agreements’’ to these countries which rec-
ognized the differences in levels of development and the specific problems
of the region. The association agreements with Czecho-Slovakia, Hungary
and Poland that were signed on December 16, 1991 are based on asym-
metric trade liberalization measures, and have to be progressively imple-
mented during a transition period that lasts until the year 2000. The agree-
ments establish a full free trade area between the affected regions, which is
essential for the Central and Eastern European economies in order to
exploit all of the market benefits and impulses for the reconstruction and
modernization of their economies. The three countries also negotiated free
trade agreements with EFTA countries and among themselves (CEFTA).
(In January 1993 CSFR was divided into two countries.)

Originally the association was offered by the EC to all of the former
socialist countries of the region. Meantime, in some countries serious social
and economic conflicts emerged and the dual goals of transition – a market
economy and real democracy – proved to be incompatible (Romania and
Bulgaria). In Yugoslavia a bloody civil war broke out and the future of the
country became uncertain for a long time. In light of these developments,
the association offer to these countries was postponed. Romania and Bul-
garia concluded similar, but somewhat more limited association agreements
about a year later than the Three. Meantime, the waiting list for association
has broadened, and the Baltic states appear to have good chances for early
association. In view of the break-up of Yugoslavia, an association may be
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offered to some of the republics later, provided an acceptable peace is
created.

Politically, Hungary has made it clear several times that the country
strives for full EC membership, and this aspiration is broadly supported by
all the major political parties. The new, democratically elected government
stated on May 22, 1990 that Hungary ‘‘is committed to the idea of European
integration’’ and it aims at gaining ‘‘membership in the European commun-
ities’’ in the next decade.

Over and beyond the concrete economic benefits of an association, EC
membership is attractive for several other reasons, too. Hungary has strong
traditional cultural relations with France, Italy and Germany. The EC is
considered to be a fulfillment of traditional European political and moral
values. There are major expectations of economic improvement and of the
stabilization of the democratization processes once a country has joined the
EC. Despite their difficulties, Greece, Spain and Portugal are considered as
examples of success. There is a deep conviction, particularly among Hun-
garian intellectuals, that the country culturally and historically belongs to
Europe, and a stable and prosperous Europe can be achieved only through
unification. Similar aspirations for full membership have been spelled out in
each of the other Central and Eastern European countries.

4. Costs and Benefits of EC Association

The benefits of association with the EC (which also apply to similar arrange-
ments with EFTA) can be compared to those that have arisen in different
forms of market integration (free trade areas, customs unions or common
markets). They can be further extended by several additional measures.

As a result of the formerly closed character of the Eastern and Central
European economies, both structurally and institutionally, large potential
‘‘static’’ gains (latent comparative advantages) can be anticipated. Although
Hungary has so far implemented some one-sided import liberalization mea-
sures, the opening will become mutual through free trade association. A free
trade association may enable the countries of Eastern and Central Europe
to exploit such advantages on a large scale, making it possible for producers
and consumers to use the cheapest import sources for both production inputs
and final consumption. This could lead to ‘‘trade creation’’ in both directions
(replacement of inefficient and expensive domestic production by cheaper
imports). These ‘‘static’’ advantages and efficiency gains could be substantial.
In the areas where Hungary has a comparative advantage, export possibilities
can be opened, and a conscious exploitation of them (by proper marketing
strategies, flexible adjustment to market changes) could ensure over time a
satisfactory external balance for the country. Parallel free trade arrange-
ments with other partners (the other associating countries, EFTA, and even
the USA) would assure that the diversion of trade would be minimal.

By opening the formerly closed domestic markets, their structures can be
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broken up, and really competitive market conditions can be created. Such a
development would be extremely important. Thus far the reforms oriented
toward marketization have often failed to produce the anticipated benefits
precisely because monopolistic market positions have not been eliminated
and so profits have remained a function of market position rather than
expressive of increasing efficiency. Market competition could lead to the
cutting of monopolistic prices and costs, to eliminating shortages, to improv-
ing the quality of goods and increasing efficiency in general.

Market competition and direct company contacts with Western partners
would promote technological progress and the transfer of modern technol-
ogies as well as structural change. The bureaucratic central planning and the
monopolistic position of state-owned enterprises were accompanied by an
unreasonably slow rate of technological development, a lack of interest in
innovation, and the general structural rigidity of the economy. Revolutions
in technology have made drastic cost reductions possible (for example, by
computerized systems of organization, new management structures, organi-
zation of cooperating partners outside the company). They have also led
to a radical transformation of services and infrastructure (new information
techniques and communication systems). The Central and Eastern Euro-
pean countries have missed much of this development, and thus the gap
between them and the Western countries has increased. The competitive-
ness of Central and Eastern Europe has further deteriorated, and the region
has missed many market opportunities (which have been seized by the NICs,
especially in Asia). This was accompanied by serious distortion of their
development. These countries had become severely indebted by the 1980s.
There is no doubt that renewed emphasis on technology is of utmost im-
portance; technological and structural modernization could help to realize
enormous benefits once the market is adjusted.

The so-called dynamic effects of market integration can be exploited
through association, too. Large open markets can give scope for utilizing the
economies of scale and reducing costs in different fields of production.
Technological progress, productive cooperation, and specialization in sup-
plying components and in certain services lead to dynamic comparative
advantages. Extensive participation in transnational company relations can
increase microeconomic efficiency and ensure better access to global mar-
kets. These advantages can be extended by eliminating all the barriers to
trade and cooperation (as within the EC owing to the internal market).

The larger markets can attract joint ventures and private capital invest-
ments. In the framework of market integration, capital resources can be
mobilized and allocated in a more efficient way (particularly in common
markets). The trade and the flow of technology, and the related capital
movements, are interconnected. With larger markets, national economies
are better placed to overcome structural and institutional bottlenecks in
capital supplies. In this respect, Hungary’s association and participation in
the 1992 measures would improve the opportunities and the competitiveness
of Hungarian enterprises. ‘‘Above all, the combination of market access in
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the EC, import liberalization and the improved and more predictable legis-
lative framework should further stimulate the inflow of foreign investment,
on which the three countries must rely for new technology and manage-
ment. They hope that the association agreements will enable them to take
full advantage of their two main advantages: a cheap and well-educated
workforce; and proximity to the heart of an EC market about to become
the largest in the world.’’ (Financial Times, December 2, 1991) Companies
from EC countries as well as the USA or Japan could take advantage of the
skilled labor force and the low wage rates in Central and Eastern Europe to
build factories there and ship products to the West.

An association may also improve the macroeconomic performance of
the countries concerned in many respects. It is generally assumed that the
dynamic effects of market integration increase the growth rates. The process
of economic growth can be stabilized beyond the market impulses by proper
economic policies, and in some fields by the coordination of policies. The
structural change can help the nation better utilize its labor resources (thus
reducing unemployment). Monetary cooperation (some sort of connection
to the EMU) is, as the experience of some members and outsiders clearly
proves, indispensable for stabilizing exchange rates and paving the way for
the convertibility of national currency. It is, of course, necessary from the
beginning to control tendencies toward accelerating domestic inflation. The
association can improve the chances (through trade preferences and other
support mechanisms) of avoiding serious external imbalances which would
likely result from integration into the world economy.

It must be stressed that the Central and Eastern European countries
(including Hungary) are not yet at all prepared for integration into Western
Europe. The above advantages, therefore, are highly hypothetical and they
may be realized only after a long and conscious preparation that must
include tough adjustments. It should be clearly understood, as well, that
association also involves several dangers. We need to be fully aware of
them. These dangers could generate substantial costs, sometimes arising out
of a confusingly close relationship to benefits.

(1) Structural changes based on and induced by market integration could
lead to uncontrollable and undesirable economic and social consequences
and tensions. The rapid elimination of inefficient enterprises and subsequent
bankruptcies could result in relatively high unemployment, which could be
aggravated by institutional and infrastructural rigidities (such as immobility
of labor because of housing shortages, etc.). The process can be moderated
by the asymmetric and gradual liberalization measures of association, and
also by proper and comprehensive domestic employment and social policies.

(2) Structural changes based on market integration may be subordinated
to an undesirable extent to the short-term commercial interests of foreign
companies, which may even reproduce the structural distortions on a new
scale. The growing foreign company involvement may concentrate simply
on the region’s cheaper labor, while the high-tech capacities are not intro-
duced. Foreign concerns might mostly invest in fields vulnerable to the
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business cycle, leaving the country in trouble during a recession. These
investments may also be limited only to certain sectors, leading to growing
structural dependence of the country on the world markets. Or they could
strengthen existing monopolistic structures instead of creating competitive
alternative patterns.

Association, therefore, must be accompanied by comprehensive national
structural policies based on carefully constructed preferences and incentives
that consider the interests of both the foreign companies and the country.
Recent experiences prove that these types of structural policies are abso-
lutely necessary in order to strike a balance between host country interests
and those of the foreign companies. Structural policies are also needed to
avoid regional distortions arising out of market integration.

(3) Servicing the accumulating debt would require a surplus on the balance
of trade and payments over a long period of time. Experience over the past
few decades suggests, however, that market integration often leads to dete-
rioration of the balance of trade and payments, particularly in the case of a
less developed country. In spite of broad liberalization measures since 1988,
this danger so far has not been demonstrated to occur in every instance. On
the contrary, owing to rapid export expansion, Hungary managed to bring
down its debt service ratio (percentage of debt service in export earnings)
from 75 to 29 percent between 1986 and 1991. Once association is imple-
mented, however, the balance of payments problems may emerge in the
future because of structural weaknesses and inherited rigidities of the
economy.

(4) Market integration can also cause deterioration in the macroeconomic
performance of the affected country (depending on the economic policy).
This particularly refers to the macrobalances, and not only the external
balance. The country may suffer serious terms of trade losses through liber-
alization, and the continuous external imbalances may force a progressive
devaluation of the national currency, which could result in uncontrollable
inflation. Inflation and unemployment may induce economic policy-makers
to set a course that is counterproductive from the point of view of consolida-
tion and structural change.

On the other hand, of course, the country may be compensated for these
losses. The need for monetary cooperation beyond simple free trade asso-
ciation must also be stressed in this context. One of the main shortcomings
of the association agreements signed with the three Central European coun-
tries is that the EC has failed to address their financial difficulties in any
respect.

To sum up, the association arrangement is accompanied by dangers and
social costs which are neither totally unavoidable nor unmanageable. Some
costs must be simply accepted, but they may be counterbalanced by the
overall benefits of association. Others (e.g. unemployment) can be treated
by appropriate economic policy measures, and the negative consequences
can be reduced to a tolerable level. It is, however, very important to stress
that an association is not automatically beneficial, and comprehensive inte-
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gration strategies and measures must be developed both at the EC and
domestic policy levels.

5. EC Interests in Association with the East

Western European countries are less enthusiastic about association with
Eastern Europe than the other way around. In the short run, Western
interests are particularly weak and vague in many fields, and there are
spheres where interests conflict.

First of all, the political interests of the EC in accepting the countries of
Eastern and Central Europe even as associated countries are fairly contra-
dictory. The reforms and revolutionary changes in Eastern and Central
Europe were received enthusiastically by the West at the outset. It was a
common hope that the division of the continent by hostility and con-
frontation could be replaced by cooperation and friendly relations, and that
the tremendous costs and burdens of military confrontation could be saved.
It was also broadly accepted that the Eastern and Central European coun-
tries, by transforming themselves into democratic societies, were entitled to
be integrated into the European unification process as full partners.

At the same time it seems that the feeling of urgency about taking these
countries into the democratic club of Western countries is not nearly as
strong as it was in the case of the accession of Greece, Portugal, and Spain.
While under the conditions of bloc confrontation in Europe the fairly bal-
anced economic pros and cons on both sides were unambiguously over-
ridden by political considerations in favor of letting these countries into the
EC, the disappearance of the bloc division has seemed to make comparable
initiatives concerning Central and Eastern Europe weaker.

The changes in Central and Eastern Europe have also renewed the dis-
cussions about the EC’s priority of ‘‘deepening’’ or ‘‘enlargement.’’ There
were anxieties and fears that any form of closer relations (association or
membership) with the East might endanger political integration and under-
mine the progress related to the single market and monetary union. The
region is afflicted in this period by serious social, political, national and eth-
nic conflicts, and the EC is clearly reluctant to undertake any full commit-
ment to the security and stability of these countries. The Maastricht Treaty
and subsequent decisions clearly indicate that priority is to be given to early
membership of EFTA countries in the EC, while the question of admitting
countries from Central and Eastern Europe is being postponed.

However, it must be stressed that the goals of EC deepening and inte-
gration with Central and Eastern Europe are not necessarily contradictory
and incompatible. Though the countries in the East are definitely behind
with respect to marketization and privatization, most of them are roughly at
the same level of development as the Mediterranean members. Portuguese
and Greek membership has not wrecked the EC; why should it be supposed
that, for example, Hungary’s admission would do great damage? It must
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also be emphasized that these countries are no less supportive of Euro-
pean unification than are present EC members and they have no reason to
obstruct the integration process.

The developments after the revolutionary changes, in fact, indicate that
the Central and Eastern European countries will not hinder the process of
European integration. On the contrary, the changes have given new impetus
to accelerating the implementation of plans for monetary union and political
integration in the EC. Community officials point out that the revolutionary
changes in the East have highlighted the need and urgency to continue the
process toward a single market, and toward monetary and political union as
well. (Business Week, November 13, 1989, p. 43) The EC’s role in world
affairs has been greatly upgraded by East European events both with
respect to the coordination of aid and recently in handling the Yugoslavian
crisis. The latter may contribute to the formulation of a security policy and
role in the Community, even if the efficiency in settling the conflict has
proved to be highly questionable.

In economic terms, Central and Eastern Europe is still a marginal partner
for the EC, and this situation will not change overnight. The trade of the
former seven European CMEA countries (including the USSR) with the EC
was about 3.3 percent of the EC’s total trade in 1990, which meant exports of
ECU 36.6 billion to the EC and imports of ECU 33 billion from the Com-
munity. The foreign trade of the seven countries, with 380 million population,
roughly equaled in the same year that of Switzerland (ECU 34.3 billion
export) with only a 6.5 million population. The trade with the three asso-
ciated countries (Czecho-Slovakia, Hungary and Poland) was only ECU 11
billion on both the export and the import side, while all six countries (i.e. the
above three plus Bulgaria, Romania, and Yugoslavia) of the region had total
exports of ECU 21 billion and total imports of ECU 22 billion with the EC.

The six Central and Eastern European countries have about 130 million
people, and their combined trade accounts for only roughly 4 percent of
world trade, while the share of the twelve member countries of the EC is
more than 33 percent. There are also asymmetries in the trading relations
among different member countries. More than two-thirds of Hungary’s
EC trade takes place with Germany and Italy (52.4 and 17.7 percent of
Hungary’s EC exports in 1990, respectively). (Foreign Trade, Eurostat, April
1991) Taking into account the heavy indebtedness of these countries, the
prospects of rapidly dynamizing this trade are rather bleak, particularly in
terms of Western supplies. It must be stressed, however, that in the long run
the above disproportions have to be considered potential assets rather than
liabilities.

The structural weaknesses of the Central and Eastern European econo-
mies create limits and counter-interests in trade and cooperation. Their
exports are composed mainly of such materials and goods in which the
expansion of trade is limited by static demand, and also by inflexible export
capacities. These sectors are particularly vulnerable to cyclical changes.

In the short run, Hungary’s export potential is mostly concentrated in
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such fields as textiles, steel and chemicals, which are considered ‘‘sensitive’’
products, and thus are subject to protection in most countries. This output of
‘‘crisis industries’’ often faces fierce competition both from West European
producers and from developing countries.

One of the stress points of any Eastern and Central European future
membership is agriculture. Most of the countries of the region have agri-
cultural surpluses (potentially the same could apply to Romania or Bulgaria,
which may overcome present shortages in a relatively short time in the
future) and many have comparative cost advantages. Therefore Central and
Eastern Europe would be a serious threat to the CAP (Common Agricul-
tural Policy) as both a competitor and a candidate for budgetary support.

In the middle of the 1960s, agricultural goods accounted for more than
60 percent of the Hungarian exports to EC countries. This share decreased
to 30 percent by 1981, and it was 25.6 percent in 1990. In the middle of
the 1970s still more than half of Hungarian agrarian exports consisted of
meat and live animals, which share fell to only a little more than 15 percent
by 1990. Because of substantial and influential farm interests in many EC
countries this situation cannot be significantly altered: the agrarian and
‘‘crisis industry’’ lobbies of the less developed EC members will exert
the greatest resistance not merely to a full membership, but even to the
association of these countries. This was well demonstrated by the rigidity of
France’s position toward the three association candidates concerning beef
and goose liver exports, which disclosed that the EC is reluctant to give even
minor and marginal concessions to these countries in ‘‘sensitive’’ sectors.
There are particularly strong sectoral counter-interests (textiles, furniture,
glassware) and fears against granting such concessions in the less developed
member countries.

Of course, the interests and views of EC countries and peoples are far
from being unanimous on these issues. Some are in favor of the overall
development of relations, and they see the integration of Central and East-
ern European countries as a factor pushing the EC to undertake long over-
due reforms and structural changes. ‘‘Hungarian agricultural products have
to find ways to EC markets,’’ according to Professor Victor Halberstadt of
Leiden University, ‘‘and the East European developments will force the
common market countries to reform their agricultural system more quickly
than otherwise.’’ (Vilaggazdasag, February 13, 1990) Despite wide-ranging
reforms over the years, these countries were considered as ‘‘state-trading’’
countries until recently, and there are still fears in the West about possible
unfair competition and hidden protectionism inherent in their system.

The disappointing experiences of the past with respect to debt, as well as
continuing political uncertainty in Central and Eastern Europe, have made
many in the West reluctant to give more extensive help. On the other hand,
the President of the EC Commission, Jacques Delors, stressed in a television
interview as early as October 1989 that the EC felt obliged to help Central
and Eastern European countries, and had the resources to do so. ‘‘It is in
our interest, because if we do not help them, the political reforms in Poland
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and Hungary can easily fail, they can fall back into the cold night of totali-
tarianism with all of its consequences, including the danger of a conflict.’’
(Magyar Nemzet, October 24, 1989) In a speech at the economic gathering
of the CSCE (Conference on Security and Cooperation in Europe) in Bonn
in March 1990, the Italian Minister of Foreign Affairs Gianni de Michelis
proposed that the EC allocate $15 billion a year in aid to Central and East-
ern Europe, which would mean setting aside 0.25 percent of Western coun-
tries GNP for such help. He also argued that ‘‘this relationship does not
depend simply on generosity and political solidarity, but on our self-interest.’’
(Financial Times, March 24, 1990)

Although aid to Central and Eastern Europe is seen less and less as a
simple financial burden or as a politically and economically uncertain ven-
ture, the resources needed are substantial and the EC could easily find itself
financially committed beyond its current capacities. According to Delors, if
the six new democracies of the East get the same help under the same cri-
teria as the EC’s own less developed regions, it would require an extra ECU
14 billion a year in new EC resources, plus an additional ECU 5 billion a
year from the European Investment Bank. (Financial Times, January 18,
1990) Altogether, that would mean an amount of ECU 100–200 billion for
the EC rechanneled to the Central and Eastern European countries over a
period of five to ten years. The annual budget of the Community was less
than ECU 50 billion in 1991. The costs of German unification were esti-
mated at about DM 140 billion in 1991 and they may have reached another
DM 200 billion in 1992, magnitudes of expenditure that have substantially
exhausted European capacities to help the other new democracies.

If the EC is committed to helping Central and Eastern Europe then the
necessity of financial and budgetary reform can hardly be neglected. The
reforms are particularly urgent because under present arrangements there
is a constant danger of budgetary overspending owing mainly to common
agricultural policies. In fact, the EC faced budgetary constraints already in
1988; these have been eased somewhat because of an increase in agricultural
world market prices and the improved export possibilities of those products,
which formerly had accumulated in large stocks. This budgetary relief, how-
ever, proved to be short-lived and the constraints began reemerging again in
1991 expenditures. The decisions on EMU in Maastricht mean substantial
additional budgetary burdens (structural and ‘‘cohesion’’ funds) for the
Community and according to ‘‘Delors package II.’’ The Eastern and Central
European countries can expect to receive only modest financial support in
the future.

Helping Central and Eastern Europe on a larger scale might also ad-
versely affect certain regional interests, in connection with the proffer of
trade policy concessions. Less developed EC nations such as Spain, Portugal
and Greece are concerned that some of the economic aid they had expected
to gain from the newly integrated Community may go instead to Central and
Eastern Europe. (The Washington Post, February 24, 1990) There are also
financial commitments to the less developed countries outside Europe, par-
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ticularly arising out of the Lomé Conventions. There have been traditionally
tough bargaining sessions between the EC and the African, Caribbean, and
Pacific (ACP) countries over the volume of aid, but this time Central and
Eastern Europe may be blamed for any aid reductions.

There are also still fears about possible misuse and inefficient utilization
of the resources transferred to Central and Eastern Europe. A report by the
secretariat of the United Nations Economic Commission for Europe con-
cluded that an aid program to the Soviet Union, Central Europe, and the
Balkans comparable to the Marshall Plan would cost about $16.7 billion a
year over a four-year period. As reported in the Financial Times (April 18,
1990), however, the ECE secretariat doubts the capacity of the Eastern and
Central European economies to absorb aid on this scale efficiently. There-
fore, the study puts emphasis on technical instead of financial assistance,
which would first help to create the necessary legal, financial and insti-
tutional frameworks (for example, a Central European Payments Union)
to improve the infrastructure, and to develop requisite market skills and
conditions.

Despite dramatic political changes and the efforts to enact economically
attractive legislation, the countries of Central and Eastern Europe do not
yet offer sufficiently encouraging and convincing conditions for investment
and business opportunities to most Western companies. There is no need to
stress that foreign private investments and joint ventures would be of utmost
importance for the technological and structural transformation and mod-
ernization of these economies. According to estimates by the Hungarian
government, a minimum of $1.5–$2 billion in capital is needed annually to
create a viable investment environment, beyond financing the $3–$4 billion
debt service obligations in 1990–92. So far, however, somewhat less than $4
billion had been invested cumulatively in Hungary up to the end of 1992.
There is a danger that, owing to the Yugoslavian civil war, foreign capital
will remain reluctant to invest in the country on a larger scale.

Although the progress of democratization in most of the Central and
Eastern European countries has been leading to positive changes in the
investment atmosphere, several restrictive legal, institutional and economic
policy factors remain with us. The attractiveness of Central and Eastern
Europe from an economic viewpoint is still limited because of some persis-
tent difficulties and certain discouraging social and political developments
(such as accelerating inflation, balance of payments and budgetary prob-
lems, reemerging ethnic and nationalist conflicts). It should be appreciated
that, as a function of changes and improvements, investment interest on the
part of some foreign companies is growing, but caution still remains. The
Yugoslavian civil war and the uncertainties in other countries have defi-
nitely had an inhibiting effect on the process.

Conversely, there are some fears and reservations that Central and East-
ern Europe might be ‘‘too successful’’ in its adjustment and ‘‘too attractive’’
for foreign capital, particularly in the long run. Some EC industries are
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afraid that the region may become a cheap supplier of goods and a major
competitor in a variety of products (labor-intensive products based on cheap
skilled labor, mass consumer durables and other items). In particular the
less developed EC countries see a direct threat in the Eastern and Central
European countries because the latter may attract large transnationals, thus
diverting capital resources away from them.

As has already been mentioned, such fears of the less developed members
are not totally unfounded. Spain, for example, has attracted $45 billion in
investment since 1986 and now fears that some of the private investment
previously directed toward the developing Mediterranean nations might
soon be rechanneled to the Central and Eastern European countries, which
offer dynamic domestic markets for some products and, through their asso-
ciation, access back to the West European markets.

6. Benefits for the West

It must be stressed, however, that association with Central and Eastern
Europe could provide great benefits and extensive market opportunities to
EC countries (and, of course, to EFTA too). For example, Central and
Eastern Europe can offer broad markets for the West, and the huge West
European market could soon be extended to include the ‘‘hungry’’ con-
sumers of Central and Eastern Europe. As Frans Andriessen said, ‘‘Eastern
Europe, with its 136 million inhabitants with a high level of education and
great material needs, will become an important trading partner to our
mutual benefits.’’ (The Washington Post, February 24, 1990) It is now
widely realized that these potential opportunities are substantial, and that
depending on the marketization of the Eastern and Central European
economies they can grow considerably.

In some fields the opportunities for Western firms to sell are immediate
because of a large hidden effective demand coupled with acute supply
shortages on the one hand, and accumulated inconvertible money incomes
on the other. Owing to heavy indebtedness these countries, of course, need
and want to export to the Western markets rather than to buy Western
products. But the hidden demand has been very rapidly activated, and in
broad fields, in fact, the shortages have been effectively eliminated.

For example, owing to liberalization measures on both sides, Hungary’s
imports from the EC grew by 27 percent in 1989, by 8 percent in 1990 and by
a further 30 percent in 1991. Hungarian exports to the EC increased by 20
percent in 1989 and by 16 percent in 1990. The share of the EC in Hun-
garian imports and exports was about 25 percent in 1989, it jumped to 31–
32 percent in 1990, and it was nearly 50 percent in 1991. (Külkereskedelmi
Statisztikai Evkönyv, 1990) It may be assumed that the trade liberalization
measures of association will further increase this share in the future.

The potential markets are really enormous in the long run. For example,
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the number of cars per 1,000 people is 145 in Hungary, while in the USA it
is 572, in Western Germany 446, and in Japan 235. The ratios for telephones
are 134 in Hungary, 650 in the USA, 641 in Western Germany and 535 in
Japan; for television sets it is 275 in Hungary, 621 in the USA, 377 in West-
ern Germany and 250 in Japan. (Financial Times, March 6, 1990) The Hun-
garian level of comparative consumption of durables, as listed above, is a
little lower than those in Eastern Germany and the CSFR, and higher than
in other Central and Eastern European countries. The consumption of
durables in the region, in general, is about one-fourth to one-third of that in
the highly industrialized countries, and the housing situation is even worse.
According to a report from the Economist Intelligence Unit in London:
‘‘Eastern Europe’s demand for cars will exceed supply for at least another
decade, even if current price restrictions and the general shortage of goods
come to an end . . . Eastern Europe’s production capacity could double to
4.8 million cars by 2000,’’ still leaving substantial possibilities for Western
sales. (The Economist, December 2, 1989)

The potential demand may grow even more rapidly if the accelerated
replacement of many durables owing to poor quality, energy waste and en-
vironmental pollution beyond Western standards begins to take place. The
aggregate impact could be even greater if the related service sectors and the
enormous possibilities in the housing sphere are included.

The advantages of market integration can be utilized by the EC in terms
of both ‘‘static’’ and ‘‘dynamic’’ gains, and the region may offer great
opportunities for the exploitation of economies of scale. As a cheap sup-
plier, Central and Eastern Europe may be considered a welcome partner as
well as an undesired competitor. These countries, as already noted, have
comparative advantages, particularly in their skilled and cheap labor force,
and they could easily be transformed into high-quality manufacturing zones
for Western companies.

The modernization of outdated industrial structures and technological
reconstruction offer immense investment and business opportunities. The
long-neglected service sector and infrastructure not only are bottlenecks,
but they also offer opportunities for investment and business expansion.
Western experiences have proved that investments in this sector can bring
attractive returns for investors. According to a British team which visited
the Soviet Union under the aegis of the government’s know-how fund pro-
gram in September 1991, the need for and the possibilities of help in services
and distribution are enormous. ‘‘They discovered a country that was logis-
tically crippled. The primitive state of transport, storage, and distribution
had given rise to wastage of horrific proportions with almost 40 percent
of all produce being squandered. There are clearly great possibilities for
Western companies to help develop the distribution infrastructure in East-
ern Europe. For those with sufficient vision, patience and determination,
an enormous and unprecedented business opportunity awaits. (Financial
Times, December 4, 1991) Of course, the picture is different in the other
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countries, but the great opportunities are there with even better prospects
for earlier improvement.

It is not too far-fetched to suppose that in Central and Eastern Europe, as
a result of structural modernization and market expansion, there are good
prospects for rapid economic growth. The closing of the gap in productivity
and consumption in various sectors of the economy (motorization, housing,
infrastructure, services, environmental protection, etc.) could secure dyna-
mism within the whole economy for many years. An EC Commission report
suggests that, if a proposed free market reform package were implemented,
then the Central and Eastern European region could move from the present
zero or negative growth to an annual rate of development of 5–6 percent
after 1992–93. (Financial Times, May 15, 1990) The measures of 1992, if
coupled with an association with such a growth region, could mean powerful
potential dynamizing effects for West European economies, unparalleled in
any other region of the world, except perhaps Southeast and East Asia.

Many experts predict higher growth rates in the 1990s than in the 1980s
for EC countries, partly because of an expected rapid expansion of trade
with Central and Eastern Europe, and partly because of the positive effects
of the single European market. ‘‘The goal of Europe 1992 is to promote a
renaissance of the Continent crippled by so-called Eurosclerosis that
Europe suffered a decade ago,’’ according to a report in US News and World
Report, and ‘‘the architects of 1992 hope that by dropping barriers that
impede the growth of globally comparative industries, . . . by cooperating on
research and development, accelerating the establishment of Pan-European
companies and taking other expansionary steps . . . Europe could catch up
with the US and Japan in five to ten years.’’ (US News and World Report,
November 27, 1989, p. 43) Some foresee that even Central Europe may
become a new subregional growth and economic power center on the
European continent. ‘‘The analysis of development path of the West Euro-
pean regions may suggest such a conclusion, that the center of gravity of
European economic power may shift from the North French–Benelux–West
German–British quadrangle – favourably for Hungary – toward East, in the
direction of South German, North Italian, Austrian and Swiss provinces.’’
(Horvath, 1991, p. 107)

By 1992 it had become clear that the problems of transformation are
more complex and the accompanying crisis is much deeper and longer than
expected. Western Europe also went into recession, owing, to a great extent,
to the changes in Eastern Europe (German unification) and to high Euro-
pean interest rates. If the strict Maastricht criteria for monetary union are
met, then rapid economic growth can hardly be expected in the EC during
the 1990s. One should not exclude, however, the possibility that the positive
processes may mutually strengthen each other in the two parts of the Euro-
pean continent. If this happens, it may help to overcome the present crises.
There are some serious doubts and reservations, but such an optimistic sce-
nario is not totally out of the question, especially in the longer run.
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7. Western Assistance and the Developing Countries

It is beyond the limits of this chapter to analyze all the global economic
consequences that might result from the association of the Central and
Eastern European countries with the EC. However, the EC’s extensive
commitments towards developing countries are crucial and thus inevitably
need special attention.

There is broad agreement among experts that the consequences of the
changes in Central and Eastern Europe for the developing countries will be
far-reaching, but in respect of their actual character and direction opinions
are deeply divided. There are growing fears among developing countries
that, as a result of the suddenly increased interest of the West in Central
and Eastern Europe, resources may be diverted, and many worry that
the EC governments may eventually rechannel a part of the aid earmarked
for developing countries in the South to Central and Eastern Europe. The
disappearance of the East–West rivalry, which formerly played an impor-
tant role in aid determination, now may reduce the motivation and interest
in helping the developing countries. The East may be more attractive than
the latter for Western private capital because of historical, geographical and
emotional ties.

There are mixed feelings about the recent revision of Central and Eastern
Europe’s status concerning the GSP; many developing countries see this as
being directly disadvantageous to their export competitiveness. For many
years, the developing countries have resented World Bank loans to Central
and Eastern Europe because, on the basis of per capita income calculations,
they seemed to them unjustified. Furthermore, the East may now enjoy sub-
stantial competitive advantages in free trade agreements, and some of the
newly industrialized countries may be particularly affected thereby, despite
the official statement, released by the heads of the world’s leading industrial
countries at their 1990 Houston economic summit of the Group of Seven,
that their help for developing nations would not be undermined by support
given to reforms in Central and Eastern Europe.

Of course, there are some observers, in both West and East, who feel
that, because of inadequate aid distribution to developing countries (only
a fraction of all aid reaches those in need), there is no justification for a
priority to help the ‘‘Third World,’’ particularly if its high social and eco-
nomic diversity is taken into account. No doubt, some of the newly indus-
trialized economies in the South are even in better shape than the econo-
mies of the Central and Eastern European countries because they have
large competitive export sectors, established market institutions, developed
infrastructures, and socially strong and viable middle classes. At the same
time, some of the Central and Eastern European countries, as well as the
countries arising from the former Soviet Union (particularly some of its
regions), claim, not totally without foundation, to have similar problems to
those of the developing countries (such as, among others, hunger, severe
poverty and resource underutilization).
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It must, however, be strongly stressed that the solution of the problems of
poor developing countries is of utmost importance. The priority of their
support should be maintained and therefore any cutting of the aid to them
must be avoided.

It is very important that both the lenders and the receivers of loans make
it clear that reductions in aid will not happen in the future. The Central and
Eastern European countries should be supported in their efforts to integrate
themselves into the international economy, including, as appropriate, their
adhesion to international institutions. This will benefit not only their own
people but also the rest of the world. This support must not be allowed to
detract from the high priority placed on international development and
cooperation with developing countries. The integration of Central and
Eastern Europe in the EC will strengthen its role as a dynamic trade part-
ner, as a market outlet, and as a source of technology for developing coun-
tries. (General Assembly of the UN, 1990, Para. 35) As Barber Conable, the
former president of the World Bank, pointed out: although the World
Bank’s global mandate ‘‘requires us to take an active role in Eastern
Europe, our human and financial resources will not be reduced in continu-
ing the fight against poverty wherever it exists.’’ (International Herald Trib-
une, May 7, 1990)

It has also been pointed out that, although the elimination of East–West
confrontation may reduce some forms of aid to developing countries,
demilitarization and the reduced importance of ideology, even at times of
less aid, may be more beneficial to them. In the long run, the reduction of
the East–West military rivalry and arms race should release substantial
resources for civilian use, and, though there are difficulties inherent in the
conversion process, the potential capacities for helping developing countries
could increase. There are indications of growing cooperation between East
and West in assistance to developing countries, particularly through inter-
national institutions, which could increase both the volume and the effi-
ciency of aid.

Most of these converted resources are aimed at the East, in both their
character and structure, and are thus simply not transferable to meet the
needs of developing countries, political considerations notwithstanding. This
applies particularly to private investment, where direct business calculations
and political circumstances generally play decisive roles.

The consolidation of the Central and Eastern European economies and
the management of their debt problems actually serve the interests of the
developing countries. The default or bankruptcy of any Central or Eastern
European country could have broad and undesirable consequences for
developing countries. This is true even without mention of the fact that
some Central and Eastern European debt had originated in the transfer of
resources to developing countries. A consolidated and prosperous Central
and Eastern Europe will have more resources and capacities for helping
developing countries; the region represents a major, potential addition to
the world market, and these countries, if successful, will themselves become
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sources of capital and technology exports. It is in the overall interest of
developing countries that Central and Eastern Europe develops and grows.

Some of the NICs have already recognized the tremendous business
potential of the region, and they are ready to take part in the consolidation
of the region both as private investors (taking into account the appeal of
such access to the broad European markets) and as financial contributors
(as participants in the EBRD). Though the worries indicated above should
not be ignored, the consequences of changes in Central and Eastern Europe
for the developing countries and the world economy, if properly handled,
are on balance beneficial for all sectors of the world economy.
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9

Transfer of Technology:
Some Lessons from the
International Economy

Charles Cooper*

1. Technology Policies or Price Policies, Role of the State or
Market Forces behind NIC Success?

The appearance of the ‘‘new technologies’’ has coincided with a period of
particularly rapid change in strategies of economic development, and with
the emergence of the newly industrializing countries (NICs) as a significant
force in the international economy. This is not a pure coincidence. The suc-
cess of the NICs, or at least of some of them, has been associated impor-
tantly with the successful adoption of new technologies of various kinds –
and in the case of South Korea, Brazil, and probably also Taiwan with an
active role of the state in encouraging the development of local techno-
logical capability in the industrial sector.

This chapter focuses on technology policies related to export develop-
ment. It draws attention to the existence of a substantial school of thought
for whom success in international industrial markets is to be ascribed as much
or more to technology policies as to relative price policies of the traditional
kind: in short ‘‘getting prices right’’ is not enough. Most successful exporting
countries pay attention to creating the conditions for the realization of com-
parative advantage in the classical form, but they also concern themselves
with more dynamic matters, especially technological change and ‘‘learning’’
processes, which cannot always be left to the market. How far these oppo-
sitions are relevant to present debates on liberalization in Eastern Europe is
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hard to judge, but if the ‘‘technology’’ school of economists are correct in
their analysis of the reasons for NIC success in export development, there
surely are some points in common.

This chapter starts by sketching the main characteristics of technology
policies under conditions of import substitution – or more generally of
closed economy. These are then contrasted with the role ascribed to tech-
nology in countries seeking to build up industrial exports. In the last section
some conclusions are drawn which relate to Eastern European conditions.

2. The Usual Concerns about Technology Transfer in the
Context of Industrialization Strategy

The development economics literature on transfer of technology from the
industrialized countries to the Third World has been concerned very largely
with countries which were following policies of import substituting indus-
trialization or – in the cases of India and China – with other variants of
closed-economy industrialization. The focus of this literature was (and is)
on contractual systems whereby firms from the technologically advanced
industrialized countries made technological knowledge available to firms in
the developing countries (which, in some cases, were multinational enter-
prise subsidiaries). It made sense for economists to regard these contractual
transactions as being the means whereby the seller’s monopolistic advan-
tages, arising from unique ownership of an innovation, could be shared with
the buying enterprise in return for substantial explicit and implicit pay-
ments. Licensed technological innovations were looked upon in this frame-
work as important elements in oligopolistic competition in the highly pro-
tected markets encountered in developing countries. Policy makers were
advised to examine three main problems associated with these technology
transfers: the costs of transfer; the inappropriateness of the technology
being transferred; and the need to develop local technological capabilities.

The costs of technology transfers were seen as a problem mainly because
of the so-called paradox of information, that is, that buyers of information
cannot in the nature of the case know precisely what they are buying, and
therefore, in a market where costs are determined by bargaining, may pay
more than is required to get hold of the information (or technology). The
problem of inappropriateness of technology was linked in many cases to
maldistributions of income. It was asserted that most imported technology
was required in response to upper-income consumers’ demand for new and
innovative products. The manufacture of these products required capital-
intensive methods and, it was claimed, led to the employment of relatively
few workers at relatively high wage rates. Imported technologies were
therefore seen as one element in a process which strengthened tendencies
towards a skew distribution of income. This line of argument was never
universally accepted, since the strong assumption that technologies become
progressively more capital-intensive, the higher the income levels of those
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who demand the products they are used to make, is contestable. For exam-
ple, in modern industry simple wage goods may be made by highly capital-
intensive methods.

The third area of concern about the import of technology was that its
ready availability could lead to a substitution for the local development of
technological capabilities rather than to a complementary relationship. This
concern has theoretical as well as pragmatic foundations: it has long been
argued that the prevalence of externalities in technological learning pro-
cesses means that unaided market forces will produce less investment in
local technological capabilities than is socially desirable.

With the shift in industrialization strategies towards export development,
the focus of technology policy has shifted, at least in a number of the more
successful exporting countries. The circumstances of export competitiveness
require enterprises to pay attention both to the acquisition of innovative
processes and product technologies in order to hold their positions in for-
eign markets, as well as to continuing productivity growth. This point is
discussed in greater detail below. For the moment we note that this has led
enterprises and governments to focus much more sharply on technology
learning processes than before. This tendency is the more marked for the
fact that acquisition of foreign technology (for example by way of licenses) is
often more difficult for firms which operate in export markets than for those
in closed import-substituting economies. The reason is simply that technol-
ogy suppliers are more likely to fear future competition from such export-
oriented enterprises and therefore to be more reluctant to grant licenses
than in the case of closed economies (where distorted price structures make
export competition from licensees highly unlikely). Hence there is likely to
be a greater priority attached to the development of local technological
capability than in the past, and notably less concern about the monopolistic
costs associated with technology imports. Finally, the shift to export orienta-
tion probably also accentuates the need for speedy agreements with foreign
licensors. Particularly in more innovative sectors, international competitive-
ness depends importantly on not being too far behind the technological
frontier in the industrialized countries. The need for speed will work against
the burdensome technology register and monitoring systems which were set
up in many countries during the import-substituting period.

3. Implications of Technologically Stagnant and Dynamic
Patterns of Export Development

The implications of the open economy for technology policies can be illus-
trated with the help of a little formal analysis. In the following, ‘‘technol-
ogy’’ is reflected in an admittedly restrictive way by the productivity of labor
(or rather, in its inverse, the labor input per unit of physical output). In
order to keep things simple, we assume that workers spend all of their
money wage on basic ‘‘wage goods.’’ The analysis is partial: it is assumed
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that there are two sectors in the economy, one producing the export goods
and the other producing the wage goods on which workers spend their
income. There is no import of wage goods, nor are there any input–output
relationships between the two sectors. The central concern in the following
is to determine conditions for real wage increases, since that arguably is a
crucial consideration in export-oriented economies.

Let

oe ¼ money wage in the export sector,
ae ¼ labor input per unit physical output,
be ¼ producer’s markup,
De ¼ cost of material input per unit value of output.

Then the price of exports (Pe) in local currency is given by:

Pe ¼ ð1þ beÞ � ðae � oe þ DeÞ ð1Þ

The subscripts e refer to the export sector.
Equation (1) leads directly to the following relationship between the rate

of change of output prices, money wages and labor productivity:
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where

A ¼ ae � oe

ae � oe þ De

and

D ¼ De

ae � oe þ De

:

A and D measure the proportions of labor costs and material costs re-
spectively in prime costs.

Equation (2) makes clear that in a fixed exchange rate system money
wage increases will damage competitiveness unless producers can be con-
strained to accept a lower markup on costs, or technological advance reduces
labor costs per unit of output. To show the effect of such money wage in-
creases on the real wage, we need to examine the wage goods sector.

Using similar definitions to those for the export sector, the price of wage
goods output can be written as:

Pd ¼ ð1þ bdÞ � ðad � od þ DdÞ ð3Þ

where the subscripts d refer to the wage goods sector.
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Then the real wage in the export sector is given by the following:

�oeoe ¼
oe

Pd

¼ oe

ð1þ bdÞ � ðad � od þ DdÞ
ð4Þ

Plainly the implications for the real wage of a rise in export sector money
wages depend on how money wages in the wage goods sector respond. If
the rise in money wages in the export sector is passed on fully to the wage
goods sector, real wages in both sectors will rise, though the rise will be
smaller, the smaller the proportion of materials costs in prime costs.1

This framework makes it possible to distinguish two main types of indus-
trial export-promoting policy. The first type is associated with the system of
export zones, which are effectively screened from the rest of the economy.
The export zone system is usually associated with so-called traditional
industries (food, beverages, textiles and clothing, leather goods, etc.) and
with the continued use of older technologies in those sectors. In recent
years, however, even the traditional sectors in the developed market econ-
omies have been subject to new forms of technical change. As a result, in
order to sustain their competitiveness in the absence of technical advance,
there has to be a fall in wages, often to very low levels. This type of export
promotion therefore depends on low money wages – and hence real wages –
in the export sector and on the ability to reduce wages there in response to
technological change in international markets. In turn, this can only be
accomplished by preventing unionization of the workforce and incorporat-
ing politically weak and vulnerable groups into the production process. This
type of export industry has been especially associated with the employment
of women, and particularly younger women, who while they remain in the
parental home can be employed at very low (marginal) real wages. In the
long run, this type of policy is sustainable only if real wages in higher-income
competitor countries rise fast enough, compared with labor productivity, to
cushion the need for further reductions in the local export sector’s real
wages. In general this does not seem to happen and long-run prospects for
technologically stagnant export production are generally unpromising. In
principle, it should be possible to improve real wages by securing rapid
technological change in the production of wage goods (as equation (4) sug-
gests), but in general in countries where exports are based on low real
wages the institutional ability to increase the efficiency of production of
wage goods is rather weak.

The second type of export promotion is centered on achieving an ade-
quate rate of technological change and labor productivity growth to permit
export expansion to be consistent with rising real wages. And, as a consid-
eration of the above analysis suggests, this is accomplished not only by
technological change in the export sector itself but also by reducing the costs
of production and the prices of wage goods. Successful export development
with rising real wages depends critically on a successful technology policy
which encompasses both these objectives. Equation (2) shows in a rather
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simple-minded way what is at stake. It shows that if the relative prices of
exports are falling on international markets, rising real wages depend inter
alia on a rate of technological change, as reflected in �aeae=ae , great enough to
offset the rate of increase of money wages without endangering profit mar-
gins. The drive for technological change in the export sector is not only
essential to permit rising money (and real) wages without endangering
export prices. It is also essential if markups in export production and hence
profits and ultimately capitalist ‘‘animal spirits’’ and investment are to be
maintained. In the end the money wage rise will be translated into a rise in
real wages provided that prices of wage goods do not rise too much.

These dynamic considerations are just as important as and arguably more
important in sustaining export-oriented industrialization than any process of
liberalization to ‘‘get prices right’’ in the short and medium term. The recent
patterns in successful export-oriented industrializing countries show how
they have maintained the competitiveness of production whilst achieving the
dual objectives of sustaining often vigorous growth of real wages along with
a nearly constant factor share, and hence profits over a long period of time.

Figure 1 shows the indices of export volume for South Korea and Hong
Kong (the old ‘‘NICs’’) and Malaysia (a putative new ‘‘NIC’’). The excep-
tional growth in South Korean exports stands out. Manufacturing exports
from Korea grew by a factor of approximately 35 over the period 1969–87.
Hong Kong, which has probably achieved less diversification in the product
structure of its exports, has been less impressive. In recent years, notably in
the eighties, Malaysian manufacturing exports have grown remarkably rap-
idly; between 1969 and 1987, export volume expanded by a factor of 10.

Figure 2 shows how South Korea’s manufactured export growth has been
associated with a high rate of increase in real wages accompanied by an
equivalent rate of productivity growth.2

The result has been sustained competitiveness along with nearly constant
factor shares in value-added. The period around 1980 when there was sub-
stantial labor unrest in South Korea is an exception, since the wages share
rose slightly – as a result of sharp increases in money wages – but the factor
share ratio was soon re-established as profits were ‘‘rebuilt.’’ Malaysia has
followed a similar path (see fig. 3). Real wages have been rising fast since
the mid seventies, with virtually constant factor shares and sustained exports.
In recent years, Hong Kong’s experience has been less favorable (see fig. 4),
since wage rises have been achieved at the cost of quite large increases in
labor’s share of value-added, which undoubtedly squeezed profits.

Technological factors underlie these growth patterns in two main ways:
first, through increasing the efficiency of production by the incorporation of
new processes; and, second, by incorporating new products for which export
demand is comparatively high. The sustained success of South Korea is
to be accounted for, to an important extent, by a fairly continuous process
of change in product composition of exports towards products for which
income elasticity of demand in industrial countries is high.
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Figure 1

Figure 2
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Figure 3

Figure 4
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A number of points can be made about these patterns of export develop-
ment.

First, the trade theory underlying liberalization policies does not have
much to say about the differences between technologically ‘‘stagnant’’ export
development which depends on a falling real wage and the technologically
dynamic patterns described above. Liberalization of trade on conventional
terms is primarily concerned with the establishment of a regime of relative
prices which will lead to static efficiency in the allocation of resources. In
principle at least, efficient allocation of resources from this short-term point
of view could be consistent with either technologically stagnant or techno-
logically dynamic development. Yet from the standpoint of economic devel-
opment and accumulation, long-term technological dynamism is arguably a
more important concern than short-term efficiency. If we want to know what
policies will produce technological advance as well as short-term efficiency,
we have to look beyond traditional trade theories.

Second, mainstream economic theory does not have much to offer in
general about the causes of technological change. Most theorizing3 has been
concerned more with the measurement of the effects of technological change
than with its economic causes. On the other hand, in recent years an ‘‘eco-
nomics of innovation’’ has been developed – in a somewhat heretical,
Schumpeterian tradition. This offers economic explanations of technological
change and, in Schumpeterian style, proposes that the competitive process
as such is not about equilibrium levels of costs and profits, but about a con-
tinuum of disequilibria as firms vie with one another in searching for and
adopting innovative technologies. In this view, the directions of innovation
depend on a set of factors which include: the state of immediately relevant
technological knowledge; the institutional set-up within which firms operate
(e.g. the existence of relevant basic research perhaps in universities, or the
organization of R&D activities in the economy); and most importantly the
accumulated technological knowledge within firms. The emphasis on accu-
mulated expertise is especially important. It implies the existence of learning
economies or dynamic economies of scale, which are irreversible and which
constitute important barriers to entry. The challenge to enterprises outside
the industry, and seeking to enter, is to get established on a relevant tech-
nological learning path so as to be able to compete.

Third, it is clear that learning processes in enterprises require appropriate
management, organization and investment within firms and that in some
particularly successful countries – South Korea, for instance – government
agencies have played a significant role in inducing the learning process. This
is done mainly by various kinds of ‘‘infant industry’’ protection. In short,
state intervention has been important for the achievement of technological
change.

Fourth, and finally, research on innovation processes has shown that there
are important differences between sectors in the extent to which firms gen-
erate and use innovations. Some sectors are essentially ‘‘user’’ sectors in
that the firms in them do not generate innovations but apply the innovations
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produced in other sectors. Examples of this kind of sector are textiles,
clothing and footwear, and wood products. Innovations used in these sectors
are customarily incorporated in the plant and equipment they purchase from
firms in the capital goods sector. In other user sectors, firms may receive
innovations incorporated in the material inputs to production, e.g. in plastics
molding and extrusion. ‘‘Producer’’ sectors for innovations are often capital
goods sectors as the above implies. In addition, and of increasing impor-
tance within modern industrial structures, there are ‘‘science-based’’ sectors,
like chemicals, or parts of electronics, or biotechnology sectors, where firms
tend to use innovations which they themselves produce.

4. Relevant Lessons and Eastern European Specificities

The relevance of this discussion for Eastern European industry is fairly
obvious. Economic reform and liberalization evidently imply that most
Eastern European economies will open up to international trade. To differ-
ing extents, the success of the liberalization process is likely to depend on
the quite rapid development of industrial exports. An important question
therefore concerns the terms on which this export development is to take
place: in particular, whether it is to be technologically dynamic and asso-
ciated with socially desirable outcomes like a rising real wage, or, alter-
natively, whether it is to be technologically stagnant with all the social

Table 1

Hong Kong S. Korea Malaysia

Wage Share Wage Share Wage Share

1969 28 25 61 28
1970 30 25 61 28
1971 31 23 61 30
1972 32 24 59 29
1973 53 53 38 23 54 26
1974 48 53 39 23 56 27
1975 50 53 41 24 57 27
1976 55 51 46 25 61 28
1977 59 53 54 26 65 27
1978 74 56 65 27 65 26
1979 74 51 72 31 70 26
1980 70 52 69 29 73 28
1981 69 51 68 27 75 31
1982 71 51 71 27 81 32
1983 71 48 75 26 87 30
1984 76 58 82 26 92 29
1985 79 63 86 27 99 30
1986 87 60 89 26 98 30
1987 100 60 100 27 100 29
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problems which that would imply.4 In this section we give a brief account of
some of the main problems which may be expected.

Before discussing the problems which will have to be overcome, it is
worth noting that many Eastern European countries have an important
advantage in relation to setting up technologically dynamic industries. This
arises because they have a substantial supply of technologically skilled per-
sons in the industrial sector, and a considerable and well-established scien-
tific community. However, some qualification is needed. It seems clear that
the existence of these skilled and highly educated people has not resulted in
much technological dynamism in the past, and the reasons for this will need
to be understood. Also, there are risks that if the transition to a market
economy is particularly arduous a proportion of technically skilled people
and of the scientific person power may well emigrate. Nevertheless, despite
the caveats there is at least a favorable starting point in this respect.

From other viewpoints, conditions may be less favorable. Some of the
matters which will require attention are discussed below.

The first problem is that under prior economic regimes, despite some
important imports of technology from the West, productivity growth within
the closed economic systems was slow. The reasons for this will have to be
understood. They probably reflect two main difficulties. In the first place,
probably because of a virtual absence of competitive threat, the incentives
to organize the technological learning processes which lead to innovative
competition have been weak. In the second place, the organization of sci-
ence and technology in relation to the production system seems to have
been inappropriate. It appears that in most Eastern European economies
industrial research is done outside the enterprises in state-run research
institutes. This pattern is unlikely to achieve comparable results in innova-
tion to those achieved in a more open economy.

A second problem is that the capital stock in most Eastern European
industries appears to be very old on the average. The reasons for this are
not entirely clear, but they may well be associated with distortions arising
from the emphasis on quantitative targets in central planning. It is con-
ceivable that risk-averse enterprise managers faced with more severe sanc-
tions if they fail to fulfill quantitative targets than if they are unprofitable
will opt to retain an old plant and equipment so as to have as much capacity
as possible available should the need for it arise. The obsolescence of the
capital stock has two important consequences. The first is that in the tran-
sition to a market economy many enterprises will fail to meet the test of
profitability in the face of international competition and industrial unem-
ployment is likely to be high.5 The second consequence is that the techno-
logical learning processes are likely to have been slowed down compared
with those in competitor firms in the West – at least to the extent that the
accumulation of technological capability is influenced by the kind of plant
and equipment which firms have in their capital stock.

A third problem for enterprises in Eastern Europe is that competitive
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success will ultimately depend upon their capacity to overcome the barriers
to new entrants posed by long-established learning processes and differ-
entiation of innovative capabilities in Western competitor firms. This will not
be easy by any means. It will require, firstly, that governments develop capa-
bility for effective ‘‘infant industry’’ subsidization during learning periods
(which can be long). Then, secondly, it will require an ability to select
industries for support. It may occur, for example, that it will be easier to
start with sectors which are ‘‘user’’ sectors, in the sense that their innova-
tions are mainly originated by firms supplying them with materials inputs
and capital goods. These supplier firms will often be foreign.

A fourth problem is that market forces alone will not be sufficient to
ensure the effective accumulation of technological capabilities in enter-
prises. This, at least, seems to be the lesson which the history of the tech-
nologically successful NICs appears to teach. State intervention of a selec-
tive kind will be necessary for success in industrial exports. There is a risk
that the present enthusiasm for a switch to a market economy will lead to
this requirement being overlooked.

Appendix

1. Prices, wages, profits and profitability

Let

o ¼ the money wage,

a ¼ labor input per unit output,

b ¼ producer’s markup, and

D ¼ value of material inputs needed per unit value of output.

Then the price of output is given by:

P ¼ ð1þ bÞ � ða � oþ DÞ: ð1:1Þ

It then follows that proportional rates of change are related as follows:

_PP

P
¼

_bb

1þ b
þA �

_aa

a
þ

_oo

o

� �
þD �

_DD

D

" #
ð1:2Þ

where:

A ¼ a � o
a � oþ D

D ¼ D

a � oþ D
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The rate of price increase depends on changes in the producer’s markup, the
relationship between growth of money wages and growth of labor productivity, and
the rate at which the value of material inputs per unit value of output changes.

Two helpful simplifications follow:
(a) if _DD ¼ 0 then,

_PP

P
¼

_bb

1þ b
þA �

_a

a

a

a
þ

_oo

o

� �
ð1:2aÞ

(b) if, in addition D� a � o, then

_PP

P
¼

_bb

1þ b
þ

_aa

a
þ

_o

o

o

o
: ð1:2bÞ

2. Conditions for changes in factor shares in value-added

The following conditions are required in further analysis.
Define

so ¼ wage’s share in value-added, and

sp ¼ profit’s share in value-added

so ¼
b ða � oþ DÞ

Vy
ð2:1Þ

and

so ¼
a � o
Vy

ð2:2Þ

where

Vy ¼ value-added per unit output,

With these we may define the factor share ratio (rp;s), as

rp;s ¼
sp

so

¼ bþ D � b
a
� o ð2:3Þ

which by differentiation with respect to time gives the condition for shares to be
constant or for the wage share to rise as

_bb

b
� a � o

D
þ 1

� �
�

_oo

o
� _pp

p

� �
� �

_DD

D
; ð2:4Þ

where

p ¼ output per worker ¼ 1

a
:
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This is easy to interpret for the case where _DD ¼ 0 (that is, where technical change
does not change the value of material input per unit of output). In this case:
– if money wages increase at the same rate as productivity, factor shares remain

constant if the producer’s markup is unchanged, or, alternatively, the share of
wages will increase only in the event that the markup rate is reduced, i.e. _bb � 0.

– if money wages increase faster than productivity, wage share will increase unless
there is a sufficient offsetting in producer’s markup. Since such an increase in
combination with the rising money wage would imply increasing prices for final
output, it may be excluded if there is international competition – and especially if
final output prices are effectively determined in foreign markets and are falling.
Outcomes are a bit more complex if there is technical change which reduces unit

values of materials required in production. In this case, the right-hand side of the
condition in (2.4) will be positive, and:
– if money wages rise at the same rate as productivity, wage share could increase

even if the markup increases, as long as the increase is not too great. Essentially,
wages and profits are in contest for the advantages of the growth in value-added
per unit output resulting from the reduction in materials costs:

– the conclusion holds a fortiori if money wages increase faster than productivity.

3. Value-added per worker and output per worker

It will be helpful to be clear about this relationship in the discussion of empirical
materials in the text.

Define

V1 ¼ value-added per worker.

Clearly,

V1 ¼
Vy

a
ð3:1Þ

and,

_VV1

V1
¼

_VVy

Vy
�

_aa

a
¼

_VVy

Vy
� _pp

p
: ð3:2Þ

It follows from this that
_VV1

V1
¼ _pp

p
, if

_VVy

Vy
¼ 0. In other words, under this condition the

proportionate rates of change of the two measures of the productivity of labor are
identical. However, there is no reason in general to believe that the condition will
hold, and for our purposes the inequality condition,

_VV1

V1
� _pp

p
; if

_VVy

Vy
� 0;

is of greater interest.6
To see this first, note that

Vy ¼ 1� D

P
; ð3:3Þ
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so that

_VVy � 0; if
_PP

P
�

_DD

D

gives the conditions for the rate of growth of value-added to be less than the rate of
growth of labor productivity. Using (1.2), this gives the condition as:

_bb

1þ b
þA �

_aa

a
þ

_oo

o

� �
� ð1�DÞ �

_DD

D
ð3:4Þ

Now from (1.2), the general condition for price to be falling is:

_bb

1þ b
þA �

_aa

a
þ

_oo

o

� �
� �D �

_DD

D
: ð3:4aÞ

Consider the case where technological change leads to a fall in materials inputs per
unit of output _DD � 0, and the right-hand side of (3.4a) is always positive whilst that of
(3.4) is always negative. In this case, falling prices will only be identified with rates of
value-added growth less than rates of productivity growth, if the price fall is strong
enough.

Notes

1. If oe ¼ od then (4) becomes

oe

Pd

¼ 1

1þ bd

� 1

ad þ
Dd

od

� �

and, plainly, the real wage will increase with a rise in the money wage; the rate of increase
will depend on the magnitude of unit materials costs, D.

2. The productivity measure in Figures 2–4 and Table 1 is value-added per worker, which is a
different concept from the measure of physical output per worker used in the analytical dis-
cussion above. Using the notation of (2) above, it is straightforwardly possible to show that
the proportionate rate of growth of value-added per worker will be less than or equal to the
rate of growth of labor productivity according to:

_bebe

1þ be

þA �
_aeae

ae

þ
_oeoe

oe

� �
� ð1�DÞ �

_DeDe

De

So if there are no materials’ savings due to technological change and if the producer’s
markup does not change, the rate of growth of labor productivity and rate of growth of
value-added will be equal in the case where wage’s share does not change, i.e. where

_ae

ae

ae

ae

¼
_oeoe

oe

:

Evidently more complicated outcomes are possible, but, since factor shares are more or less
stable in the cases considered below, the approximation involved in using value-added per
worker to measure labor productivity does not produce any significant distortions.
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3. With the possible exception of the Kennedy–von Weiszaker–Samuelson analysis of the
‘‘innovation possibility frontier.’’

4. Evidently, the socioeconomic impacts of technological change depend not only on the
behavior of the real wage, but also on the effect on employment. This broader problem is not
discussed further here.

5. It is worth noting that the financial collapse of enterprises for this reason, i.e. for the reason
that economically arbitrary outcomes (like the failure to replace obsolescent capital stock) of
central planning result in bankruptcies when the economy is opened to the external market,
may have very little to do with real comparative advantages. Eastern European economists,
concerned with the problems of transition, frequently remark on the fact that enterprises will
be bankrupted even in lines of production where, on grounds of endowments, one might
expect a comparative advantage. Even in these sectors, enterprise efficiency is sub-optimal,
because of the legacy of the past.

6. Formally, one should include the inequalities running in either condition. However, it is only
the ‘‘less than’’ case that is of real interest.
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Science and Technology in Central
and Eastern Europe

Vladislav Kotchetkov*

1. Recent Changes in National Science and Technology
Policies in the Advanced Countries

The climacteric changes in the political and economic spheres which coun-
tries of Central and Eastern Europe have been experiencing during the past
several years gave rise to hopes of radical and rapid improvements in the
well-being of the peoples in those countries. They also provoked enthusias-
tic comments in the media, along the following lines: strong winds of change
and freedom are sweeping across the old continent with each nation pre-
pared to work hard throughout the remaining decade of this century before
taking that great leap into the third millennium!

Let us ignore this journalistic exaltation and analyze only the impact that
those political and economic changes are having on science and technology
in Central and Eastern Europe. Generally speaking, the time for those
changes has not been optimal and, thus, has been less than favorable to
the latter (if only there existed a favorable time for revolutions however
‘‘tender’’ they may be).

The growing competition in international technology markets has led to
profound changes in the national science and technology policies of the
industrially advanced countries. In fact, these S&T policies were altered by
innovation policies. According to J. J. Salomon, this was the most important
change in traditional science and technology policy which occurred during
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the past two decades. This, in its turn, provoked profound changes in the
criteria and instruments involved in such policy. While the ‘‘classical’’ S&T
policy was mainly concerned with issues related to scientific training, higher
education and R&D, modern innovation policies deal with a much wider
range of issues and subjects, being concerned with everything from industry
through the banking system, and extending to such additional domains
as vocational training, S&T literacy and managerial and entrepreneurial
awareness. (Salomon, 1991)

The upsurge of new technologies (electronics, computers, composite
materials, biotechnologies) has only speeded up the emergence of a new
technological system or ‘‘techno-economic paradigm’’ which requires an
increasing coherence among its multiple elements. Having been forced by
economic competition, the advanced countries adjusted or deeply trans-
formed their science and technology policies. In these circumstances the
countries of Central and Eastern Europe face an extraordinarily difficult
task: to reshape their obsolete and out-dated S&T systems. To make such
sweeping changes will require a solid strategy based on a profound analysis
of the existing situation in the R&D field since, as is recognized, R&D
efforts constitute the strategic prerequisite for long-term economic growth.

2. Science and Technology in Eastern and Central Europe

Despite the common reappraisal of values in the newly established democ-
racies of Central and Eastern Europe and criticism of the totalitarian period
of their prior development we should not overlook that, for various reasons
(such as national prestige, ideological competition, military confrontation), a
considerable stream of resources, both financial and human, were deployed
by these states in their science and systems of higher education. (See Table 1)
This created an impressive S&T potential. In the late seventies and the early

Table 1 Number of R&D Personnel in Eastern Europe (1989)

Country
Scientists and
engineers Technicians

Bulgaria
Czechoslovakia
Hungary
Poland
Romania
Yugoslavia
USSR

50,585*
65,475
20,431
32,500
59,670
34,770

1,694,400

11,662*
42,876
14,113
54,000**
42,931
18,780
–

Source: ‘‘R&D Resources in the Former USSR (FSU) and Central and Eastern
European Countries.’’ UNESCO Statistical Paper prepared for the International
Conference on Effective Use of Global Technical Resources, Stresa, 22–25 June 1992.
* 1987

** 1985

150 VLADISLAV KOTCHETKOV



eighties, the former socialist countries of Europe employed well over half of
the world population of scientists and engineers engaged in R&D.

If, however, one analyzes the comparative data in dynamics, it will be
found that, for example, the superiority of the USSR over USA in absolute
numbers of specialists engaged in R&D that existed at the end of 1980 was
replaced by parity by the mid-80s. Furthermore, in 1989 the rate of increase
in the number of those specialists was by 1.2 times higher in the USA than in
the USSR. (See Table 2)

The situation with R&D personnel was even worse in other Central and
Eastern European countries. In Poland, for example, employment in the
R&D sector diminished by 33 percent in the period from 1975 to 1985.
The absolute number of scientists and engineers engaged in R&D was
also shrinking in Hungary during the period 1984–1989. In one recent year
alone, 12 percent of all Hungarian scientists and specialists went abroad to
work. From 20,000 members of the old East German Academy of Sciences,
only 10,000 will be integrated in the future research system that is now being
constructed. (Scientist, August 9, 1991, p. 619)

Table 3 shows R&D expenditures in those countries.
The comparative analysis of expenditures shows that the share of R&D

spending in the state budget of the USSR was in the 3.4–4.5 percent range
during 1970–1989 while in the USA this figure was around 7.9 percent of the
total federal budget and it was planned to increase this share to 8.6 percent
in 1991.

Table 2 Number of Specialists Engaged in R&D in the USSR and USA (thousands
of people)

Year 1981 1986 1989

USSR
USA

1,434.2
1,258.7

1,599.4
1,725.5

1,654.4
2,026.9

Source: ‘‘R&D in the USSR.’’ Data Book, 1990.

Table 3 R&D Expenditures of Eastern European Countries (millions of US$)

Year 1980 1985 1989

Bulgaria
Czechoslovakia
Hungary
Poland
Romania
USSR

479.7
1,460.5

560.0
845.7
–

21,300*

716.4
1,633.1

414.6
569.7
–

28,600*

–
1,468.4

497.9
852.5

1,238.2
32,000*

Source: ‘‘Study on the Human and Financial Resources for R&D Activities in the
East European Countries,’’ UNESCO Working Paper (unpublished).
* Millions of USSR roubles
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In several countries of Central and Eastern Europe the cost of military-
oriented R&D makes up a considerable part of the total science expendi-
tures. The exact figures for military R&D in Czechoslovakia or Poland are
not available but the Soviet data are now available. In 1989 15.3 billion
roubles were spent for these purposes in the USSR, while in the USA $37.5
billion, or 71 percent and 62 percent, respectively, of the state allocations for
science. (Scientist, August 9, 1991) Correspondingly, civil R&D expendi-
tures were insufficient. Until recently, the USSR has been spending four to
five times less than the Americans on civilian R&D.

Aside from the funding problem there is the matter of research equipment
The latest survey carried out in the USSR demonstrated that the majority of
Soviet research institutions accumulated a large amount of physically and
conceptually obsolete equipment; 20.8 percent of this equipment is more
than 10 years old, including one fourth of it which is older than 20 years.
According to the same survey, the overall demand for scientific instruments
in the USSR was satisfied in only 20–25 percent of cases. (Workshop, 1991)

The combination of these above-mentioned and other factors has led to
the steady decline in the efficiency of scientific work in Central and Eastern
European countries. This can be illustrated by the number of Nobel Prizes
awarded to Soviet scientists from 1946 to 1985 and their percentage of the
total number of Nobel Prizes. (See Table 4)

3. Characteristics of the S&T Systems in Eastern and Central
Europe

In order to facilitate such analysis, we will identify common features of Cen-
tral and Eastern European science and technology systems which exerted
adverse effects on the development of science and technology in those coun-
tries and did not allow them, after all, to keep their proper place among the
most advanced nations.

While proposing such generalizations, we also recognize that big differ-
ences existed among the various countries of Central and Eastern Europe
with respect to their levels of scientific and technological development.

The first and foremost common characteristic was serious democratic defi-
cits, excessive involvement of the state in all aspects of scientific life, and
strong politicization of science, which extended to the displacement of sci-

Table 4 Number of Nobel Prizes Awarded to Soviet Scientists

Time period
Number of
Nobel prizes

Percentage of
total Nobel prizes

1946–1960
1961–1975
1976–1985

4
3
1

11
7
2.5

Source: Pry & Vasko (1990).
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ence by ideology. The ‘‘prestige’’ considerations for science and technology
projects were often more important than the requirements of the economy.
To generalize, science in these countries was separated from the economy
and society.

Another important feature that stemmed from the centrally planned type
of economic activity and the rigid administrative and financial control was
the organization of R&D. The R&D system of the Eastern and Central
European countries was directly determined by the existing economic sys-
tem. It reflected the organization of the economy in strictly sectoral terms
and exhibited the ‘‘branchdom’’ syndrome. As a socio-economic phenome-
non the ‘‘branchdom’’ syndrome means the stratification of the economy
into rather isolated sectors operating in a monopoly mode and being man-
aged and controlled by the highest party/government authorities. This
sectoral approach prevailed also in R&D organizational structures through-
out the region.

Basic research in Central and Eastern Europe was a responsibility of the
Academies of Sciences created after the Soviet model. Each academy was
organized as a kind of Ministry of Science, ruled over by the Presidium and
reporting to a plenary meeting of academicians. The organizational princi-
ples, decision-making process, financing and resource allocation procedures
were similar to those used in industrial ministries. However, an important
difference compared with industry was that the same people (academicians)
who occupied the posts in the major governing body (Presidium) were often
at the same time the directors of research institutions. Therefore, the whole
power (financial, organizational and executive) of the science establishment
was concentrated in the hands of a relatively small group of academicians.
This led to a situation in which science, being a specific sphere of social
activity, turned increasingly into a closed system of its own – with all the
attendant negative consequences that flow from monopolistic structures:
promotion of group interests, stagnation of personal talent and poor man-
agement. This situation was typical of the Soviet Academy of Sciences and
of the Academies in the various republics, but I believe that similar patterns
were discernible, as well, in the academic societies in the countries of East-
ern and Central Europe. (Workshop, 1991)

Applied or technological research was performed by the sectoral research
institutions, which usually were under ministerial control. These insti-
tutions were well-staffed (500–1,000 employees in the Eastern and Cen-
tral European countries and 2,000–4,000 in the USSR). The major part of
their finances came from the state budget through corresponding minis-
tries. Having a monopoly in each of their sectors of the economy, these
institutions were interested neither in gaining a larger market share where
they were the only suppliers nor in profit maximization. In order to maintain
the technological level of their products, in particular in the field of military-
related industries, these R&D establishments however, received funds, human
resources and modern equipment at the expense of civil or non-prestigious
industries. This led to a deep polarization between the prestigious and non-
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prestigious sciences – another common feature of Eastern and Central
European science.

Another important feature of the R&D systems in the former socialist
countries was the existence of strong inter-sectoral and inter-organizational
barriers. Basic and applied sciences were separated from each other by the
organizational autarky of the ministries and the Academies of Science. The
coordinating role of the central bodies – State Committees for S&T which
worked under the control of the Central Committees of the ruling parties –
was strong on paper but rather weak and poor in reality. The organizational
barriers between industries, universities and the academies and the artifi-
cially high level of restrictions and secrecy in their work split the scientific
community into different groups. The economic mechanism of the diffusion
of innovations did not achieve good results under these conditions. The
introduction of innovations, the distribution of financial and human re-
sources, and the availability of equipment were all determined by priorities
set by the central authorities.

The only exclusion from this inept process was military-oriented R&D
and related industries, the so-called military–industrial complex (MIC).
This military productive sector of the USSR concentrated the most talented
scientists, the best equipment, and the most skilled engineers and qualified
workers, and received about three-quarters of total state budget’s alloca-
tions for R&D in 1980. The Soviet MIC had its own educational institutions
which maintained a considerably higher level than the average university
institutions, had its own communication and construction systems, and many
other advantages. Various economic and non-economic measures were
relied upon to provide stable reproduction of skilled personnel: competition,
higher wages, direct allocation of social benefits. Contrary to the practice in
civilian industries, those ministries and enterprises belonging to the MIC
were interested in innovations. There existed competition inside the MIC
between various firms to get government orders for R&D.

The next distinguishing feature of the science and technology system in
the former socialist countries was the overwhelming centralization of all
types of financing. The state budget was the major source of financing for
all types of R&D institutions. The contract system of financing played
an insignificant role.

The structure of scientific personnel in the majority of Central and East-
ern European countries did not satisfy the requirements of technological
change. Contrary to the world-wide trends, the share of specialists in math-
ematics, computer sciences and physics decreased during 1976–1986 in the
USSR. In the USA during the same period the number of scientists in the
fields of mathematics and computer sciences increased 2.7 and 4.7 times,
respectively. The age structure of the R&D staff was also worsening in the
USSR, as R&D personnel was getting older. The proportion of persons of
less than 40 years of age among the US PhD.s in 1985 was higher than
among the Soviet scientists. This disparity was a result of 4.1 percent de-
crease in the number of postgraduate students in the USSR during the
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period 1970–88, while in the USA this number increased by 16.9 percent
between 1980 and 1988. (Workshop 1991)

The most important gap of all was in the field of information services.
According to some estimates there existed more than 3,000 public data- and
knowledge-bases in the USA, while in the former USSR one can identify
hardly more than about ten of such data-bases.

The library of Harvard University is known to receive 106,000 periodi-
cals, while the best Soviet library on natural sciences which served up to
250 research academic institutions received only 4,000 periodicals in 1990.
(Workshop, 1991) A similar situation continued in all Eastern and Central
European countries, and it has deteriorated since that time.

All of the above-mentioned characteristics explain, to some extent, why
the mechanisms designed to promote technological change in the centrally
planned economies did not work. The technological changes that did occur
were mainly of an imitative character. The innovations introduced in indus-
tries, including even those in the MIC, generally attempted to replicate
those produced by the so-called ‘‘potential enemy,’’ but substantially lagging
behind the ‘‘enemy,’’ though there were some exceptions.

4. Reforms and Recent Changes

Attempts to overcome this legacy of centralized R&D and the privileged
status of the MIC were made by all Central and Eastern European coun-
tries even before the collapse of socialism. In Hungary, for example, the
economic reforms of 1968 supposedly abolished the institutional influence
of central planning and market mechanisms were introduced in the econ-
omy. As a result new conditions were created for R&D institutions. The
national Science Policy of 1969 stated that scientific activity should serve
the economy by contributing to its efficiency. New financing mechanisms
were introduced. The amount of central subsidies for research institutes was
frozen at the existing level and a system of contracts with foreign companies
was introduced.

However, the reforms failed to evolve as originally expected. The enter-
prises and firms operating in the ‘‘shortage economy’’ were not interested in
gaining a better foothold in the market, since everything produced could be
sold since demand could never be satisfied. The sellers did not have to
fight for buyers by improving the quality of products, by reducing prices and
by introducing new products. According to studies, the proportion of new
products in the state-owned sector during 1981–86 was very low, approx-
imately only 1.5 percent yearly, with some 90 percent of all products un-
changed over the course of many years. It would take about 67 years to
achieve complete replacement of products, while the same cycle in the
electronic industry of OECD countries was 6–10 years if calculated on the
data for the same period. (Balash, 1991) Even two decades after the eco-
nomic reform, Hungarian R&D institutions and enterprises were not yet
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operating in a genuinely competitive environment. These conditions are
aggravated by frequent changes in the system of economic regulations and
by problems arising from a budget deficit and a shortage of hard currency.

Similar reform attempts were made by other countries of Eastern and
Central Europe, but they have unfortunately failed. The recent political
changes in these countries have paved the way for a radical dismantling
of the overcentralized system of economies, as well as for corresponding
changes in R&D management systems.

Poland, for example, has made a radical and rapid move towards estab-
lishing a market economy since January 1990. Short- and long-term eco-
nomic programs aimed at stabilizing and transforming the Polish economic
system have been adopted. Important changes were also introduced in the
R&D sector, such as the following ones: abolition of fiscal incentives for
R&D, abolition of the central R&D Fund, introduction of a direct system of
financing from the state budget under the authority of a Scientific Research
Committee, reduction of the share of state funds in financing R&D, liqui-
dation of big national R&D programs, while retaining several strategic
governmental programs and a number of small research projects. Competi-
tion and a peer-review system for project selection were also introduced.
(Jasinski, 1991)

In Bulgaria, where the financing of R&D from the state budget was
scaled down by 50 percent in real terms in 1990, the Governmental Decree
of March 1991 has introduced strict policy measures. These include: reduc-
tion of the research staff by 10 percent, introduction of self-financing for
research units, and structural and thematic changes in R&D programs. As
a result, the Bulgarian Academy of Sciences cut its staff by 1,300 researchers
and closed two laboratories. (Simeonova, 1991)

The management mechanisms of Romanian science have also been reor-
ganized since 1990. The former National Council for Science and Technol-
ogy was abolished and the future of the Romanian Academy of Sciences has
been debated. A Consultative Board for R&D was created for deciding
major issues of S&T policy, including the allocation of funds. The Special
Fund for R&D created by levying a tax of 1 percent on the profits of state
economic units is far below the maintenance cost of the existing research
units. Some of these units are on the verge of being dissolved. (ICSPS–
UNESCO–Institute of Theory and History of Science, 1990)

The long-standing Yugoslav self-management experiment has also failed.
In 1986 the Federal Assembly of Yugoslavia accepted a resolution on the
strategy for technological development. It called for at least 2.5 percent of
GNP to be earmarked for R&D by the year 2000. By 1990 the target was to
reach 1.5 percent of GNP.

The system of self-managed communities responsible for science and
technology has been replaced by ministries of science. Statistics indicate
that, while in the late 60s Yugoslavia was, in terms of economic develop-
ment, in the same group as Austria, Hungary and Spain, it is now at the
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bottom of the list of European countries. (ICSPS–UNESCO–Institute of
Theory and History of Science, 1990)

‘‘Perestroika’’ in the USSR began from an attempt to overcome the
steadily increasing technological gap. According to some assessments, the
technological gap in major industries between the USSR and developed
countries increased from 10–15 years in the mid-50s to 20–30 years in the
mid-80s. It certainly has been increasing in the high-technology sector. This
was true despite the fact that the number of research institutions increased
in the USSR by more than a thousand (from 4,196 to 5,307) over the period
between 1960 and 1972. (Workshop, 1991)

Since 1987, radical steps have been initiated towards the transformation
of the science management system. The central control over R&D institu-
tions was considerably relaxed. Scientists and engineers have been given the
right to set up research groups and to form their own associations, unions
and R&D cooperatives. A series of legislative acts providing the legal foun-
dation for entrepreneurship in the USSR have been adopted. This gen-
erated new sectors in R&D, the cooperative and private ones, which had not
existed before. By October 1, 1990, 12,200 science-technological coopera-
tives were established with 284,100 employees. In addition, there were 750
centers of R&D activity for youth and 1,274 joint ventures of Soviet and
foreign partner-firms. Thus, the total number of small innovation firms in
the entrepreneurial sector of the USSR was around 13,000 by the end of
1990. Their sales amounted to 0.4 percent of GNP (about 4 billion rubles) in
1990. (Demchenko, 1991)

While this semi-private sector of R&D flourished, the academic and
industrial sectors of R&D were experiencing a very hard time. The collapse
of the state budget in combination with some badly grounded legislative
measures produced a heavy blow to the R&D sector. In the first quarter of
1991 the state budget revenues were 70 percent smaller than foreseen.

In a system with highly centralized financing of R&D, as the Soviet system
was, the above-mentioned budget deficit could not but result in a sharp
decrease in R&D financing. Military R&D was the major victim since the
cutbacks in military expenditure were effected mainly at the expense of
R&D in this sector. In fact, expenditures on R&D in the MIC decreased by
33 percent in real terms in the period from 1989 to 1990. In 1991 many
research institutions in the MIC did not have enough money to pay the
wages of their research staff at a sufficient level. (Workshop, 1991) To pre-
vent mass bankruptcy of industrial research institutions, the central govern-
ment decided to provide each industry with special non-budget funds for
R&D financing.

Unemployment in the field of science became a reality in the Central and
Eastern European countries. In the former GDR every second scientist
risks losing his or her job. The ‘‘brain-drain’’ process is gaining strength in
all Eastern and Central European countries, while the influx of young
researchers into this field has been considerably reduced.
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Generally speaking, Eastern and Central European science is a unique
cultural system with its inherent mode of thinking and specific approaches to
the solution of scientific problems. This system was shaped as a product of
a centrally planned economy combined with a specific ideology. Both are
now in ruins and calls for the safeguarding of this cultural system are coming
from the intellectuals of these countries. The role of the international sci-
entific community in this cultural rescue should not be underestimated.
(Kotchetkov, 1991)

5. International Assistance to Transform the S&T Systems

What could the international scientific community and its international
organizations do to assist the Central and Eastern European countries in
transforming their science and technology systems with the least possible
losses in terms of human resources, time, and money? I would propose the
following directions of effort for the purposes of reform:

(1) R&D in Central and Eastern Europe is in deep crisis. World experi-
ence shows that the only way out of the crisis is through a mastering of the
innovation stream. However, the sharp decrease in resources available for
innovations will not permit these countries to obtain a quick remedy for the
situation. Currently an anti-innovation economic and social climate is domi-
nant. Time is needed to introduce economically sound management in the
R&D system. This should be done on the basis of studying the most impor-
tant factors which influence the development of modern scientific and tech-
nological systems, the interplay of those factors, and especially the role of
the state versus the market. The subject of such theoretical understanding
should be the farreaching changes in the nature of science and technology
policy. Encouraging the shift of science policy towards innovation policy is
the most important change that should be studied by scientists and policy-
makers of the Central and Eastern European countries. New methods and
instruments are available to encourage such a shift, including social assess-
ments of science and technology; public adjustment of clashes of interest
among the producers and users of innovations and political reconciliation of
the distinct interests of scientists, engineers, businessmen and the general
public should be promoted and realized. In other words, science and tech-
nology should restore the broken links that held the economy and society
together.

It is no secret that, owing to imposed unjustified restrictions and short-
sighted governmental attitudes, scientists of the Central and Eastern Euro-
pean countries were not able to participate in the intellectual debates on the
above-mentioned subjects related to changes in contemporary science and
technology policies. Correspondingly, national science and technology poli-
cies were often based on ideological postulates rather than sound theoretical
analysis.

In order to assist those countries in improving their national science and
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technology policies, UNESCO, in cooperation with a well-known NGO, the
International Council of Science Policy Studies, has recently started a pro-
ject on ‘‘Transformation of Science Management Systems of Eastern and
Central European Countries during Their Transition to Market-Oriented
Economies.’’ The scientists participating in the project will analyze the
major problems and formulate concrete recommendations addressed to the
policy-makers of those countries.

The International Institute of Applied Systems Analysis (IIASA) has
recently launched a project on ‘‘R&D Management in the USSR in Tran-
sition to Market Economy.’’ The UNESCO Regional Office for Science and
Technology for Europe (ROSTE) has initiated a project on the ‘‘brain
drain’’ in Europe.

(2) The transformation of the existing systems depends on initiatives by
people. The most important explanation for failure is the lack of profes-
sionals duly prepared to perform this task. The ignorance of scientists and
engineers in business and management areas is the major obstacle in the
way of developing the entrepreneurial spirit in the R&D sector.

Long domination of the authoritarian command-administrative system led
to the formation of specific economic cultures (I would rather say ‘‘eco-
nomic anti-cultures’’) in Central and Eastern European countries.

The task of developing a genuine and dynamic economic culture, by means
of training, exchange of specialists, organizing courses in marketing and staff
management, and organizing visits of Eastern and Central European spe-
cialists to study and to have experience in foreign firms, companies, banks
and business schools, is a task of primary urgency. Personnel training has to
become an inseparable element of each technological project and program
to be carried out in Central and Eastern Europe with the assistance of the
Western countries or international organizations.

The Commission of the European Communities, in close cooperation
with UNESCO, might play an organizing role in such massive training of
specialists from Central and Eastern Europe.

(3) Higher education in many Eastern and Central European countries
needs to be substantially reorganized. The development of close ties between
universities and industries is a pronounced trend in the new technology
systems of industrialized countries. University departments not only carry
out research activities in basic sciences but are also undertaking research for
firms on a much larger scale. Many new firms have been proliferating in
high-tech sectors and these firms are often set up by researchers working
at universities. A recent survey in France, for example, listed 145 firms,
launched mainly in 1984–87, which had been developed directly out of
the activities of university laboratories. (ICSPS–UNESCO–Institute of
Theory and History of Science, 1990) UNESCO and other intergovernmen-
tal organizations should encourage drastic reorganization in the higher edu-
cation sector along these lines.

(4) The ongoing international efforts to convert the military–industrial
complex to much needed civilian purposes require attention on the part

S&T IN CENTRAL AND EASTERN EUROPE 159



of policy-makers. We expect increasing pressure from politicians, scientific
communities and the public at large for non-military industries. A rational
conversion of the military sector should also be regarded as an efficient
way of making sure that existing scientific and technological potential is not
being lost.

This potential should be better used for the foundation of science and
technology intensive R&D in non-military sectors of the economy. The prior-
ities that were accorded the military industrial complex during the period of
the Cold War create special opportunities to concentrate big resources to
facilitate technological breakthroughs in civil areas. Joint efforts to achieve
conversion could serve as an important focus for pan-European coopera-
tion. In 1995, 45.8 percent of the R&D resources of the military complex
of the former USSR are supposed to be redirected toward the implementa-
tion of civil-oriented R&D (against 29.6 percent in 1989). This shift should
create promising opportunities for international multilateral and bilateral
cooperation.

(5) The problem of the ‘‘brain drain’’ requires special attention on the part
of the international community. A better utilization of scientific resources
through the government support systems of international cooperation, as
distinct from individual emigration and employment, is one of the possible
contributions to the solution of the ‘‘brain-drain’’ problem in Europe.

Concluding my paper, I wish to emphasize the following:

The policy-makers in the Central and Eastern European countries should
rely neither on the market nor on foreign investors to shape policy as to
which of their industries will prosper and which will fail. After the euphoria
about political and economic emancipation is over, a long-term strategy of
scientific and technological development of these countries as a basis for
transition from centrally planned to market-driven economic systems needs
to be adopted. (Katz, 1991) The formulation of this strategy requires
combining national efforts with experience and assistance from the outside
world.

REFERENCES

Balash, K. (1991), ‘‘Lessons from an Economy with Limited Market Functions.’’ A
paper for the UNESCO–ICSPS workshop. Budapest, 24–27 June.

Demchenko, D. (1991), ‘‘Small Innovation Enterprises in the USSR.’’ A paper for
the UNESCO–ICSPS workshop. Budapest, 24–27 June.

ICSPS–UNESCO–Institute of Theory and History of Science (1990), ‘‘Science and
Social Priorities – Perspectives of Science Policy for the 1990s.’’ Proceedings of the
conference. Prague, 5–7 June.

Jasinski, A. (1991), ‘‘Recent Changes in the Polish R&D System during the Tran-
sition to a Market Economy.’’ A paper for the UNESCO–ICSPS workshop.
Budapest, 24–27 June.

160 VLADISLAV KOTCHETKOV



Katz, S. (1991), ‘‘East Europe Should Learn from Asia.’’ Financial Times, April 24.
Kotchetkov, V. (1991), ‘‘The Tasks of Science in the Development towards a

Peaceful World.’’ A paper for the National Peace Congress. Münster, Germany,
1–3 February.

Pry, R. & Vasko, T. (1990), ‘‘Societal Status of Scientists and Engineers in Eastern
Europe: Historical Background.’’ A paper for the Second International Sympo-
sium of the Engineering Academy of Japan. Kobe, 29–30 September.

Salomon, J. J. (1991), ‘‘Changing Perspectives of Science Policy Insight into Innova-
tion Process.’’ Journal of Scientific and Industrial Research. Vol. 50, New Delhi,
February, pp. 90–101.

Simeonova, K. (1991), ‘‘Changing Science Policy in Bulgaria.’’ A paper for the
UNESCO–ICSPS workshop. Budapest, 24–27 June.

Workshop (1991), ‘‘Research and Development Management in Transition to
Market Economies.’’ Proceedings of the Workshop. Moscow, 13–16 July.

S&T IN CENTRAL AND EASTERN EUROPE 161



11

Democratization of Eastern and
Central Europe and the Relations
between North and South

Lal Jayawardena*

1. The Transition to a Market Economy

This paper is concerned essentially with the impact of the ongoing economic
reforms in Eastern and Central Europe and the Soviet Union on the posi-
tion and prospects for development of Third World countries. The process
of political democratization is an essential precondition for successful eco-
nomic reform since the transition from a command economy to a market-
oriented system must have wider popular support, in view of the accom-
panying hardships involved. Here, it is assumed that democratization is
sufficiently developed to give adequate support to the necessary economic
reforms.

While all the countries of Eastern and Central Europe have now com-
mitted themselves to some type of market-oriented economic reform, they
vary greatly in the rate at which they are moving towards a market econ-
omy, as well as in the sequence and timing of the policies adopted to achieve
this objective. These differences are particularly evident in a comparison of
developments in the former German Democratic Republic, Poland and
Yugoslavia – which have been subject to the ‘‘shock treatment’’ of sudden
and comprehensive liberalization of both domestic and foreign trade – and
in Czechoslovakia and Hungary, where the reform process has been spread
over a period of years. The former Soviet Union, as well as Bulgaria and
Romania, are in a separate category since, though the ‘‘command system’’
has broken down, effective market-oriented institutions are not yet in place.
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The pace of reform, and the length of the transition to a reasonably
efficient market system, must therefore be expected to vary considerably
among the former CMEA countries. Moreover, it seems certain that the
transition will take a substantially longer time and that the dislocations suf-
fered will be substantially greater than had generally been anticipated even
two years ago. In 1990 the economic situation worsened sharply in all the
Eastern and Central European countries, with particularly large declines in
industrial output – by 20 percent or more, compared with 1989 – in the for-
mer GDR, Poland and Romania. For Eastern and Central Europe as a
whole, excluding the Soviet Union, the contraction in industrial output in
1990 is estimated at 17.5 percent, while a further sharp decline was recorded
for the first quarter of 1991 (Table 1). In the former Soviet Union industrial
production fell by 5 percent in the first quarter of 1991, with widespread
shortages being reported at the consumer level.

The economic dislocation also affected the agricultural sector, while gross
investment in both Eastern and Central Europe and the Soviet Union was
cut back substantially. Much of the difficulties in Eastern and Central
Europe arose from the collapse of the CMEA trading system and, more
particularly, from the sharp contraction in Soviet demand for their exports,
while their terms of trade substantially deteriorated. In the Soviet Union,
major factors at work were the disintegration of the former federal struc-
ture, and the breakdown of the old ‘‘command system’’ while a new market-
oriented institutional framework was not yet in place, accompanied by sharp
falls in output and exports of energy and raw materials, and consequently in
export revenue, resulting in large cuts in essential imports.

The magnitude of the economic dislocation in the former Soviet Union is
extremely large while, as mentioned, progress in establishing a new market-
oriented framework has so far been slow and largely ineffective. Even

Table 1 Output and Investment in Central and Eastern Europe and the Soviet
Union: 1981–91

Annual growth rates (%)

1981–85
(average)

1986–88
(average) 1989 1990

1991a

(1st qtr.)

Eastern and Central Europe
Industrial output 2.7 3.3 0.2 �17.5 �13.0
Agricultural output 1.1 0.3 � �3.5 �
Gross investment �0.7 3.4 �1.5 �13.3 �

Soviet Union
Industrial output 3.6 4.0 1.9 �1.2 �5.0
Agricultural output 1.1 2.1 0.8 �2.3 �
Gross investment 3.5 6.7 4.7 �4.3 �16.0

Sources: UN Economic Commission for Europe (1991b), Table 2.2, and (1991c),
Table 3.
a. Compared with first quarter 1990.
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though the economic reform process is expected to gain momentum, fol-
lowing the failure of the August 1991 coup attempt the transitional period
seems certain to be prolonged – at least to the latter part of the 1990s.
Though some of the transitional economies of Eastern and Central Europe
may well become fully integrated into the international economic system
before then, it would seem prudent to assume that the early and middle
years of the 1990s will be, to a large extent, ones of transitional difficulties
in the former CMEA area, accompanied by significant unemployment,
restricted levels of imports and slow growth – if any – in output of goods and
services.

Once the transitional period is over, and the former CMEA countries are
fully integrated with the international economy, perhaps towards the end of
the 1990s, these countries should be able once again to achieve sustained
domestic growth and expanding foreign trade, including trade with devel-
oping countries. However, the relatively gloomy outlook for the short and
medium term is likely to have adverse repercussions on the export earnings
and inflows of financial resources of Third World countries.

2. Trade Effects on Developing Countries

The impact of the economic reform process in Eastern and Central Europe
on the exports of developing countries will be both direct, as regards East-
ern and Central European countries as markets, and indirect, as regards
consequential changes in Western markets.

Western markets are by far the most important outlets for developing
country exports,1 so that the indirect effects of economic reforms in Eastern
and Central Europe may well outweigh the direct effects in Eastern and
Central Europe itself. There are several indirect mechanisms which could
affect the outcome. First, the extension of trade preferences, or the lifting of
discriminatory import restrictions, by Western countries on their imports
from Eastern Europe would involve an erosion of the preferential trade
margins currently enjoyed by developing countries under the UNCTAD
Generalized System of Preferences (GSP), and under the current Lomé
Convention between the European Community and the associated African,
Caribbean and Pacific (ACP) countries.

With the recognition by the European Community of the political inde-
pendence of the three former Soviet Baltic states, consideration is now
likely to be given to the negotiation of Association Agreements of these
states with the Community. Agreements of this type between the Commu-
nity and North African countries, for example, provide for preferential
entry of goods from these countries into the Community market. Similarly,
trade preferences are likely to be negotiated for the Baltic states, and
probably for other Eastern and Central European countries also. In any
case, Western countries have already considerably relaxed their discrimina-
tory quantitative restrictions against imports from some Central and Eastern
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European countries, though it must be noted that import quotas for these
countries were not always fully taken up because of supply difficulties.

With closer trading links between Central and Eastern Europe and West-
ern countries, Eastern exports of a range of foods and of labor-intensive
manufactures – the two areas in which these countries have some compara-
tive advantage – can be expected to expand, and to displace, at least to some
degree, competitive exports, from developing countries. Moreover, these
two product groups are also those in which the Southern European coun-
tries – Portugal, Spain and (southern) Italy – have major export interests,
particularly in the Community market, and political pressure from these
countries may well be exerted to limit their own loss of market share, con-
sequent upon a reduction in barriers to imports from Eastern Europe, by
seeking some offset in the form of a reduction in competitive imports from
developing countries. In any event, it seems likely that some significant
trade diversion in these two product groups will occur at the expense of
developing country suppliers.

The process of trade diversion appears already to have begun in 1990,
when those Central and Eastern European countries most advanced in the
transition to market economies – Poland, Hungary and, to a lesser extent,
Czechoslovakia – achieved a substantial expansion in exports to Western
markets, in total a rise of over 25 percent compared with 1989, a major part
of the increase being in food and manufactured consumer goods. (UN Eco-
nomic Commission for Europe, 1991b, Table 3.3.6, and Appendix Table
C.9) This contrasts sharply with the large contraction in 1990 in trade
among the former CMEA countries, and the decline in exports to develop-
ing countries. (See Table 2) The impact of European trade diversion –
which is likely to be accentuated by the inauguration of the Single Market at
the end of 1992 – will, however, be attenuated to the extent that the degree
of protection enjoyed by domestic producers in Europe is reduced as a
result of the Uruguay Round negotiations. During the 1960s and 1970s the
trade diversion effects arising from the continuing process of integration
among the economies of Western Europe were to some extent offset by
successive rounds of trade liberalization (though there were many excep-
tions as regards commodity exports from developing countries). Developing
country exports, particularly of agricultural products and of labor-intensive
manufactures, would seem essential to prevent a major loss of market share
by developing countries during the 1990s.

Second, it seems unlikely that the Eastern and Central European transi-
tion will adversely affect the exports of capital- or skill-intensive manufac-
tures from the Newly Industrializing Countries (NICs) of East Asia to
Western markets. The NICs are now extremely competitive in world mar-
kets for a wide range of ‘‘high-tech’’ manufactures, such as electronic appa-
ratus, computers, automobiles, etc., in which Eastern and Central European
industry is notoriously backward. Even in labor-intensive manufactures, the
market shares of the NICs are unlikely to be seriously threatened.

Third, a small number of developing countries have for many years been
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heavily dependent on the Eastern and Central European markets for the
bulk of their export earnings. Under various bilateral trade and coopera-
tion agreements, some developing countries enjoyed stable prices for their
exports well above world market levels (Cuba’s sugar exports to the Soviet
Union being the most important example). These countries now face severe
financial difficulties as a result of the foreign trade crisis of the Eastern and
Central European countries reflecting, inter alia, the change to trading at
world prices as from the beginning of 1991, and the severe dislocations in
the former Soviet economy.

Apart, however, from the relatively few developing countries which were
CMEA members, the NICs, the majority of developing countries, stand to
suffer loss of market share as a result of the economic integration of Eastern
and Central Europe with Western markets. Market share loss could be
attenuated, possibly to a substantial extent, by a large reduction – or phasing
out – of import barriers of Western countries which obstruct exports from
developing countries. Equally, a significant rise in the GDP growth rate in
Western markets, particularly in the European Community, would offset, to
a greater of lesser extent, a loss of market share by developing countries.
But, at the present time, neither of these offsets would seem highly likely to
occur.

In addition to the indirect effects of trade diversion, there are likely to be
adverse terms of trade effects also, especially for the minerals and metals
exported by developing countries. The former Soviet Union was itself
the world’s leading producer of many important minerals (iron ore, lead,
nickel, manganese and potash), while changes in its exports of many others
(copper, zinc, gold, diamonds and platinum group metals) can influence the
world market substantially. During recent years, the combination of an
acute shortage of convertible currency and falling industrial production has
provided a powerful incentive for increasing Soviet exports of these miner-
als and metals to Western markets.

Soviet nickel exports to Western markets accounted for about 15 percent
of Western supply. Central and Eastern Europe together with the Soviet
Union, supplied between 1 and 3 percent of Western consumption of copper
and aluminum, enough to have a significant effect on prices if supplies
become plentiful. Soviet exports of both aluminum and copper rose sub-
stantially in 1990 and a further rise was anticipated for 1991. For both lead
and zinc, the Soviet Union became a net exporter in 1990, having previously
been a net importer.

This general rise in Soviet supplies is already adding to existing depressive
forces on world minerals and metals markets. It has been estimated that the
additional Soviet supplies will result in an average fall of 20 percent in the
prices of metals traded on the London Metal Exchange in 1991, taking them
close to their historic low points reached in 1986. (Financial Times, London,
11 September 1991) Price falls of this magnitude will involve serious foreign
exchange losses for developing countries dependent on these minerals and
metals for their export income.
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Turning now to the direct effects of the economic reforms on developing
country exports, it seems clear that the main initial impact so far of the
reforms on imports into Central and Eastern Europe (other than the former
Soviet Union) have been (i) a sharp rise in the cost of imports from the
former Soviet Union from the beginning of 1991 as a result of the change to
trade at world prices, and (ii) a substantial rise in imports from Western
countries – mainly those in Western Europe – beginning in 1990 and con-
tinuing in 1991. Imports from developing countries into Eastern and Central
Europe, however, were stagnant while those into the Soviet Union were
sharply reduced in the early months of 1991. (See Table 2) The contraction
in Soviet imports in 1991, which affected all sources of supply, reflected that
country’s acute shortage of convertible currency, as well as the underlying
dislocation of the domestic economy.

The experience so far thus indicates a marked switch in the sources of
imports into the reforming economies of Eastern and Central Europe in
favor of Western suppliers. Within the total trade flows, however, there may
be some commodities such as tropical fruits (e.g. bananas), coffee and cocoa,
consumption of which has been severely repressed for decades in Eastern
and Central Europe and the Soviet Union, and developing countries export-
ing such commodities could gain with the liberalization of the foreign trade
regimes in Eastern and Central Europe.

The continuing severe shortage of convertible currency, both in Eastern
Europe and the former Soviet Union and in the majority of developing
countries, remains a major limiting factor, however, in efforts to expand
East–South trade. Consideration needs to be given to possible innovatory
financial arrangements or mechanisms which would minimize the adverse
effects of the convertible currency shortage on this flow of trade. One
mechanism which has been in use by many developing countries, so far
confined to their trade with market-economy countries, has been counter-
trade (even though this has disadvantages similar to pure barter trade), and
an extension of countertrade deals would be one way of avoiding the limita-
tion to trade resulting from the scarcity of convertible currencies. Another
possibility might arise if the various countries of Eastern and Central
Europe entered into a ‘‘common payments union’’ for clearance of trade
imbalances, which could at a later date be extended to those developing
countries with which they have substantial trade flows.

A further suggestion was made (Müller, 1991) that the European Bank
for Reconstruction and Development should ‘‘take over’’ commercial bank
claims on developing countries (presumably by purchasing them on the
secondary market). The Bank could then use these claims as credits to
Eastern and Central European governments, thus providing the latter with
an incentive to increase their purchases from developing countries. How-
ever, such schemes, even if successful, are unlikely by themselves to achieve
a substantial and sustained growth in East–South trade. Of more funda-
mental importance in the transitional period would be greatly expanded
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flows of financial resources both to Eastern and Central Europe and to
developing countries.

3. Financial Flows and Implications of Official Development
Assistance (ODA)

Though Western governments have stated that aid to Eastern and Central
Europe will not be at the expense of aid to developing countries,2 many
Third World representatives have expressed concern at the possibility of
‘‘aid diversion’’ in favor of Eastern and Central Europe. This concern
reflects primarily the fact that ‘‘aid fatigue’’ on the part of the main donor
countries (DAC–ODA for developing countries has stagnated at about 0.35
percent of GNP for several years) has coincided with the strongly expressed
desire of Western governments to launch large new aid programs for East-
ern and Central Europe. Moreover, as a consequence of the end of the Cold
War, the strategic value of many developing countries to the West has been
sharply reduced, and this is likely to reinforce the ‘‘aid fatigue’’ syndrome.

International financial commitments in support of economic reform in
Eastern and Central Europe have risen substantially since 1989, when such
financial support was focused on Hungary and Poland. By early 1991, total
commitments for the area (excluding the former GDR) amounted to some
US$24 billion, to be disbursed over several years. This includes US$8 billion
agreed or under negotiation with the IMF, about US$6 billion in bilateral
and nearly US$4 billion in facilities established by the Group of 24 Western
countries. (UN Economic Commission for Europe, 1991b, Table 3.3.13) It
is too early to document annual flows under the various programs covered,
but if, for example, disbursements were spread over three years, the annual
financial transfer (US$8 billion) would represent over 15 percent of the
DAC–ODA total of US$48 billion.

The likelihood of aid diversion will also depend heavily on financial dis-
bursements by Western governments to the former Soviet Union. At the
Rome summit of European Community leaders in December 1990, a pro-
gram of 1.15 billion ECU (approx. US$1.3 billion) of aid for the Soviet
Union was approved.3 However, a much larger financial support from the
West will be required to support reconstruction and reform in the three
Baltic states (which are now seeking up to US$3 billion from the West)
(Financial Times, 29 August 1991) and to support accelerated economic
reform in the rest of the former Soviet Union.

By early 1991, total bilateral credit commitments to the former Soviet
Union amounted to some US$22 billion, including bilateral soft loans for
restructuring and emergency relief, and trade credits. (UN Economic
Commission for Europe, 1991b, Table 3.3.16) Most of this was used in 1991
and 1992 to settle outstanding debts and to finance essential imports. The
medium-term outlook will depend on whether a credible reconstruction and
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reform plan can be devised in view of the uncertainties regarding the divi-
sion of political power in the country, and the degree of social consensus
on the proposed reforms. The earlier ‘‘Grand Bargain,’’ proposed in the
Yavlinsky Plan of June 1991, envisaged Western aid of US$20–35 billion a
year, and, while such amounts seem unlikely to materialize in the near
future, a reform program of even half that size could, together with aid to
Eastern and Central Europe, represent a significant threat to the overall
Western aid commitment to developing countries.

There is also the possibility of diversion of food aid from the European
Community to Eastern and Central Europe (Poland being the largest
recipient of such food aid in 1989–90), while Eastern and Central Europe is
also likely to be a competitor for scarce technical, financial and management
skills vital to institutional reform. (Overseas Development Institute, 1991)

Apart from aid diversion from Western countries, the economic dis-
location and foreign exchange crisis confronting Eastern and Central Euro-
pean countries and the former Soviet Union has inevitably resulted in the
collapse of their own aid flows to developing countries. These were never
large (in relation to aid flows from the West), some US$4–5 billion a year,
most of which came from the Soviet Union, and were heavily concentrated
in relatively few countries (particularly Cuba, Mongolia and Vietnam). The
latter now have to adjust to the cessation of this aid, as well as to the loss of
trade and related preferences, mentioned earlier.

Given present levels of aid commitments, the risk of aid diversion from
Western countries cannot be discounted. However, there may be a change
of aid scenario in favor of the developing countries, if the needs for new aid
commitments are recognized and sufficient political will could be mobilized
to bring this about. The magnitudes involved under this scenario are set out
in Table 3. The Preparatory Committee for the United Nations Conference
on Environment and Development has endorsed this as a concept of part-
nership in additionality, which would be based on a developing country’s
clear articulation of policies and strategies and a program of action for their
implementation. Resource transfers could take place in the framework of
an agreement between donors and recipients based on development con-
tracts enabling countries to implement long-term programs for sustained
development.

To summarize, the net capital inflows required for sustainable develop-
ment in developing countries need to rise during the 1990s from US$60
billion to US$140 billion, a substantial portion of which, by helping slow
down population growth, serves the goals of both socially necessary growth
and environmental protection. To place these figures in a policy context, it
is necessary to relate them to the 1990 total of Official Development Assis-
tance (ODA), which was about US$55 billion. The additional net capital
inflow requirement of US$60 billion for 1990 thus would have implied
roughly a doubling of official aid flows. For Japan, to take one important
example, whose ODA stands at around US$9 billion or 0.32 percent of
GNP, a doubling would imply very nearly reaching the accepted UN target
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of 0.7 percent of GNP. Japan’s tax rates have already been increased to
provide an additional US$9 billion to help pay for the costs of the Gulf
War, and Dr. Saburo Okita, the Chairman of the WIDER Board and a
former Foreign Minister of Japan, has urged that Japan should subsequently
‘‘institutionalize this increase’’ in order to divert the increment in revenue to
development assistance. (Okita, 1991) A political decision by Japan along
these lines, namely to reach the 0.7 percent ODA target in 1992/3, would
constitute a very positive response to the South Commission’s call for
‘‘doubling the volume of transfers of concessional resources to developing
countries by 1995’’ (South Commission, 1990, p. 269) and would set a pow-
erful example to other donors. The need to go even beyond this and
increase the 0.7 percent target to 1 percent in the specific case of Japan has
also been argued by Dr. Okita. Indeed, this increase to 1 percent has been
recommended as the revised target appropriate in the 1990s for all devel-
oped countries in the Report on the Stockholm Initiative presented recently
to the Secretary-General of the United Nations by Willy Brandt. (Brandt,
1991) The WIDER estimates of net capital flows needed for sustainable
development during the 1990s, presented in Table 3, suggest the need to
achieve the 1 percent target sooner rather than later.

Table 3 Additional Demand for, and Supply of, Foreign Savings in Developing
Countries and Eastern and Central Europe: 1990–2000 (US$ billions)

Early
1990s 1995 2000

Demand for foreign savings
Developing countries
– Socially necessary growth 40 50 60
– Environmental protection 20 65 80

Total for sustainable development 60 115 140

Eastern and Central Europe and the former Soviet
Union (borrowings in support of economic
reform) 60 50 25

Total demand 120 165 165

Supply of foreign savings
Increase in ODA of DAC countriesa

from 0.35 to 0.7 percent of GNP 55b 60 70
from 0.7 to 1.0 percent of GNP — 50 60

Surpluses released by reducing US deficit, etc. 65 55 35

Total supply 120 165 165

Source: Jayawardena (1991), Table 7, p. 16.
a. Assuming a 3.5 percent average annual growth rate in real GNP from 1990 to

2000.
b. Relates to 1992–94 average.
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In addition to the net capital requirements of developing countries,
allowance must also be made for the foreign exchange support that is likely
to be needed to sustain the reform process in Eastern Europe and the
former Soviet Union. Recent research in WIDER by Professor Jeffrey
Sachs and Dr. David Lipton (Jayawardena, 1991) suggested that, for East-
ern and Central Europe excluding the former Soviet Union, total additional
foreign exchange requirements would amount to some US$30 billion a year
over the years 1991 and 1992. A similar magnitude is anticipated for the
former Soviet Union over the coming five years so that the annual foreign
exchange cost of supporting the economic reform process in the former
Council for Mutual Economic Assistance (CMEA) area can be estimated at
US$60 billion for the early 1990s. For the second half of the 1990s, however,
the need for similar external assistance should diminish appreciably as the
economies of Eastern and Central Europe become more efficient and
closely integrated with the international economy.

As summarized in Table 3, the various considerations discussed above
indicate an additional capital requirement for socially necessary growth and
environmental protection in developing countries, plus the cost of sup-
porting economic reform in Eastern and Central Europe, of some US$120
billion a year in the early 1990s rising to some US$165 billion in the second
half of the decade. Some reduction in these levels of foreign savings
requirements could be envisaged, to the extent that many countries – both
in the developing world and in Eastern and Central Europe – which have
had relatively high military expenditures in recent years are able to reduce
their imports of military and related equipment and materials. Imports of
major weapons by developing countries in the closing years of the 1980s
totaled some US$20 billion a year, about 40 percent of which went to the
Middle East countries. (SIPRI, 1989, Table 6A.2) International efforts to
achieve a stable peace in that region, and to encourage the ending of civil
wars elsewhere, should enable developing countries to reduce their imports
of military equipment significantly, at least by mid-decade. For example, a
report by an Expert Group on Africa’s Commodity Problems appointed by
the Secretary-General of the United Nations recommended inter alia that
African governments ‘‘move quickly to reduce military expenditures from
the current average of 10 percent of government expenditure to a maxi-
mum of 5 percent.’’ (United Nations, 1990, p. 72) Reduced levels of military
spending in developing countries would both make it easier for them to
meet targets for sustainable development and enhance their moral claim to
transfers of foreign savings. How far reduced military expenditures will be
translated into a reduced demand for foreign savings in comparison with the
picture presented in Table 3 remains problematic.

Turning now to the potential supply of additional foreign savings, it would
seem that the additional capital requirements could be met essentially by a
combination of two measures, viz. a significant rise in the current level of
Official Development Assistance (ODA) from OECD countries and, given
the ending of the Cold War, a phasing out of the US commitment to NATO,
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which cost half the US defense budget of US$300 billion, or some US$150
billion a year. This second measure would allow Japan and other surplus
countries to switch to the developing countries an equivalent amount of
savings hitherto absorbed in financing the twin deficits of the United States
(in its budget and balance of payments), which amounted to US$150 billion
each in the late 1980s. (Blanchard, 1989) The growth slowdown followed by
recession in the United States in the early 1990s has been a major factor in
the recent reduction of the US external deficit, and also a reduction in the
external surpluses of Japan and several other countries. However, the slack
in the economies of the latter countries, which represents in effect the
counterpart to the fall in their surpluses, indicates that there exists industrial
potential to restore the previous level of surplus given the adoption of
appropriately expansionist domestic policies. To make this potential effec-
tive, however, the developing countries for their part would need to imple-
ment effective domestic policy reforms so as to attract the potential savings
of the surplus countries.

Table 3 indicates possible combinations of higher ODA levels and surplus
switching, both of which depend on relevant policy decisions by the OECD
countries. Clearly, the non-attainment of the long-standing aid objective of
0.7 percent of GNP by mid-decade would make all the more important the
implementation at an early date of policies directed to switching the sur-
pluses of Japan and other countries towards developing countries. In that
event, mechanisms will have to be found for tapping these surpluses, which
are mostly in private markets. This can be done under the guarantee of
interested countries, and might possibly involve new institution building
along the lines of the European Bank for Reconstruction and Development
(EBRD). Alternatively, resources could be raised by a tax on environ-
mentally damaging activity, e.g. carbon emissions.

What Table 3 also suggests is that there may well be a division of labor, as
it were, between the developing countries on the one hand, and Central and
Eastern Europe and the former Soviet Union on the other, as regards the
apportionment of the additional supply of foreign savings. The proposed
increments to ODA would suffice, by and large, to look after the require-
ments of the developing countries, leaving Eastern Europe and the former
Soviet Union to tap the surpluses released by US adjustment and available
in private capital markets on more nearly market-related terms. What this
amounts to is that the peace dividend from the ending of the Cold War
could accrue in part as resource transfers to Eastern Europe and the former
Soviet Union on market-related terms, while the balance could accrue as
ODA to the developing countries on concessional terms.

Private Capital Flows

The economic reforms in Eastern and Central Europe and the former Soviet
Union include legislation designed to encourage foreign direct investment,
particularly through joint ventures. At the end of 1989 about 3,000 such
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joint ventures had been approved, while by a year later the number had
risen to over 13,000. By end-March 1991 there had been a further increase
to about 19,000 (UN Economic Commission for Europe, 1991d), at which
date the total foreign capital committed could be estimated at about US$10
billion, though only a relatively few had actually commenced operations.
There remain major obstacles to expanding the inflow of private investment
capital, reflecting the inadequacy of existing legal systems in protecting the
interests of foreign investors, weak economic infrastructure and shortages of
intermediate inputs. In view of the vast size of global foreign direct invest-
ment flows, the relatively marginal flows to Eastern Europe are unlikely to
involve any significant diversion of private investment funds away from
developing countries.

There has, in any case, been a shift in the distribution of global direct
investment flows away from developing countries over the past decade.
Developing countries took an average of 25 percent of the global total in
the first half of the 1980s, their share falling to 18–19 percent in the second
half, the average for 1988 and 1989 being even lower at 17 percent. (United
Nations, 1991) This decline reflected, in part, the difficulties of debt-burdened
countries in attracting foreign private investment but, in part also, a large
expansion in cross-border investment by TNCs within the industrialized
areas, particularly the influence of the build-up to the Single Market in the
European Community in stimulating the inflow of private capital into Com-
munity countries.

Of considerably more importance than the above as a possible influence
on investment diversion are the very large sums being invested in the for-
mer GDR by private firms in West Germany. As this country has been a
major source of private investment flows to developing countries, German
economic unity could have the incidental result of reducing private flows to
the Third World.

Interest Rates

The costs of German unity, in terms of public sector transfer payments from
West Germany to the GDR budget, have been much larger than originally
anticipated as a result of the rapid deterioration in the economic situation
in the Eastern part of the country. For 1990, the public sector deficit was
estimated at about DM72 billion (2.7 percent of German GDP), and was
forecast to rise to about DM120 billion (4 percent of GDP) in 1991. (UN
Economic Commission for Europe, 1991a, p. 105) The higher government
deficit will tend to raise interest rates and, as already mentioned, reduce
German investment abroad, while attracting foreign investment to Germany.
Moreover, the sharp rise in demand in East Germany for West German
products will tend to reduce German net exports of goods and services, and
thus reduce that country’s net capital outflow.

Though at this stage it is not possible to quantify with any precision the
impact of German reunification on world interest rates, it would seem highly
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likely that the result could be a substantial addition for the highly indebted
developing countries in the cost of servicing their foreign debt.

Debt Service and Debt Overhang

In spite of the increase in the inflow of financial resources from Western
governments and the international financial agencies, the gross debt of all
the countries of Eastern and Central Europe has continued to rise, from
US$81 billion in 1989 to US$90 billion in 1990, while for the Soviet Union
the rise was from US$59 to US$63 billion. (UN Economic Commission for
Europe, 1991b, Table 3.3.12) The Polish government has for some time
been seeking forgiveness of 80 percent of its foreign debt, and in January
1991 it was reported that the G-7 industrial countries had approved the
writing-off of one-third of Poland’s official debt – the same reduction as for
the poorest African countries under the Toronto Accord – to be conditional
upon the successful conclusion of an agreement between Poland and the
IMF. (Ibid., p. 107)

The special treatment of Poland, in terms of debt rescheduling and post-
ponement of interest payments, as well as debt forgiveness, raises once
again the question as to whether priority should also now be given to
reducing the debt service burden of heavily indebted countries in addition to
those covered by the Toronto Accord.

4. An Overall View

The above discussion has indicated that the economic difficulties of the
transition to market-oriented systems in Eastern and Central Europe and
the former Soviet Union may well involve a number of adverse effects for
developing countries: a trade-diversion effect resulting from a substantial
reduction in trade barriers against imports from Eastern Europe into West-
ern markets; a terms of trade effect resulting from increased Soviet exports
of many important minerals and metals to Western markets; and an aid-
diversion effect resulting from a sharp expansion in aid flows to the former
CMEA area.

These likely effects imply the need for policy changes designed to reduce
or offset them. In the trade field, if the Uruguay Round negotiations were
to result in a substantial reduction in trade barriers, including income sup-
port for agriculture in developed countries, this could minimize any loss
in market share resulting from increased competition from Eastern and
Central European suppliers. New mechanisms may also be required to
underpin an expansion in East–South trade in the transitional period in
which a severe shortage of convertible currency remains a major limiting
factor. There is room here for some new international initiative to finance a
substantial expansion in the volume of East–South trade.

The potential aid-diversion effect could also be reduced, or even elimi-
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nated, given the necessary political will on the part of Western governments,
for example by increasing the resources available to the various interna-
tional financial institutions by appropriate amounts, so as to ensure that
concessional flows to developing countries are maintained or preferably
increased.

Finally, the demise of the Cold War opens new opportunities for policy
change to support both the transition to market economies in Eastern
Europe and the development process in the Third World. This applies par-
ticularly to the conversion of the ‘‘military–industrial complex’’ to civilian
purposes, and to the creation of new institutional mechanisms to ensure that
an agreed proportion of the resources released from the reduction in mili-
tary expenditure is earmarked for development purposes. This now appears
all the more urgent in view of the probable adverse trade and aid effects on
developing countries of the integration of the reforming countries of East-
ern Europe into the Western economic system.

The terms of trade loss for developing countries exporting minerals and
metals cannot easily be offset, though an expansion in aid flows to these
countries should become an urgent issue for international policy. A pro-
longed period of depressed prices for minerals and metals might also stim-
ulate the main producing countries to give serious consideration to supply
management arrangements designed to achieve more remunerative prices
while steps are taken to diversify their economies.

Notes

1. In 1989, Eastern and Central Europe took only 4 percent of developing countries’ exports
(excluding exports from OPEC countries).

2. Declaration of DAC member governments at their meeting in late 1989.
3. The program includes food aid, credit guarantees for exports of agricultural products and

technical assistance.
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12

Europe: Hope with Many
Uncertainties

Carlos Blanco*

1. Ambiguities in Europe’s Role in History

The relationship between Europe and Latin America has been marked by
ambiguity. Sometimes Latin America hardly seems to exist as a far and
slightly picturesque place interesting only for tourists and lovers of exotic
adventures or for intellectuals who see in this continent the scenery of
potential revolutions that are no longer possible in Europe. Sometimes,
particularly during official visits of Latin American presidents to European
capitals, Latin America is considered as a place full of possible investment
and economic agreements owing to the potential of its natural wealth, which
is unfortunately not well managed by a leadership too much influenced by
the United States.

This ambiguity has produced variations of nearness and continuous
estrangement, the latter resembling the policy of ‘‘benign neglect,’’ once
proposed by Nixon as the best policy towards Latin America, and the
former accenting the enormous diplomatic and commercial activity of
trade sponsoring, investments and cooperation between Europe and the
region. Indeed, in the margin of the changing official rhetoric, the great
European enterprises have hardly any chance or opportunity left to par-
ticipate actively in regional trade and investments given the American
omnipresence in Latin America. Holland, Sweden, England, Spain, France,
Germany, Switzerland and Portugal sell and trade weapons and invest in
technology, machines and goods within fundamental sectors like defense,
transportation, communications, car insurance, construction plants, tools,
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oil, wine, watches, precision instruments, pharmaceuticals, medical equip-
ment, home appliances, electronics, etc.

Countries like Italy and Spain have devoted extensive resources to scien-
tific and technological cooperation to tighten relationships with some coun-
tries considered fundamental in the region, and to stimulate Spanish and
Italian exports. Nevertheless, many of these hopes have not materialized,
sometimes due to the lack of interest of European entrepreneurs, sometimes
due to the lack of specific projects in Latin American countries.

For other people, Latin America is simply another part of the Third
World, full of massive poverty, disease, political instability, social inequality,
violence, corruption, lack of skills, severe violations of human rights, inca-
pacity for environmental protection, a zone overwhelmed by drug traffic, with
countries always on the brink of a coup d’état, dominated by incompetent
military and civilian elites, which are corrupt and insensitive to the prob-
lems of their peoples. In that vision, Latin America is a second version of
Sub-Saharan Africa, which is dispensable for the world economy, but which
also merits some attention from humanitarian and human rights defending
organizations, some help from European countries, some attention from
anthropologists interested in races that are becoming extinct, some studies
of flora, fauna and tropical diseases, some archeological work by specialists
fascinated by the traces of the great Incan, Maya, and Aztec cultures.

In the important European media, the coups d’état and the revolutionary
movements received some attention, particularly as seen through the eyes of
Sartre or Debray, when Sartre and Debray used to be concerned about
such matters. In that period, they were fascinated by Fidel Castro and Che
Guevara. In the Europe of ‘‘the new philosophers,’’ Postmodernism and
Deconstructionism, not even revolutions seem to be particularly interesting.

The European ambivalence towards Latin America corresponds to the
Latin American ambiguity with respect to Europe, despite the durability
of their relationship. Since the very origin of the Latin American states,
Europe was the first paradigmatical model, the inspiration and even the
supporting material for the construction of different national projects. The
‘‘Bill of Rights’’ that English barons had obtained from ‘‘Jean Sans Terre’’
preceded the Declaration of the Rights of Man and Citizen, the heritage
of the French Revolution. The Rationality of Descartes, the Freedom of
Rousseau, the Separation of Powers of Montesquieu, the Steam Machine of
Watt, the Positive Science of Auguste Comte, the Encyclopedia of Diderot
and d’Alembert – the lights of Paris and the City Light were all products of
the imagination of our precursors and liberators. The English weapons, the
support of masonic lodges, the presence of all the O’Learys, O’Higgins,
Browns and Smiths, together with the new ideas of liberty put forth by
French Girondists and the struggles of popular armies on our plains, pampas
and mountains, converged in the great fight against Despotism, Absolutism,
Inquisition and Colonialism of the Spanish Bourbons.

And then, during the 19th century and at the beginning of the 20th,
when each country had to face the challenge of creating a nation-state,
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Europe was again the source of models and inspiration. The armies of
Prussian style, naval fleets of British style, legal codes copied from the
Italian ones, constitutions of Swiss and French style, public architecture that
was successively neo-Baroque, neo-Gothic or neo-Rococo, according to the
taste of our illustrious despots, often dressed up as French or German field
marshals; locomotives, public lighting, music from the municipal open-air
band, military goose step, ballet, opera, theater, medicine, university studies
organized according to the scheme of Comte, tonics and cod liver oil, the
latest fashions in Paris, all came to Latin America from Europe. Europe
was the source of inexhaustible innovation, modernity and progress. In pol-
itics we were first Conservatives and Liberals, and later Social Democrats,
Social Christians or Socialists. Our elitist parties became parties of the
masses under the influence of Leninist Socialist ideas, institutions, ideolo-
gies, and political programs, and economic policies were copied from Euro-
pean archetypes. We were Romanticists, Modernists, or Neoclassical as
measured and assessed by European literary circles. We cultivated Impres-
sionism, Expressionism, Realism, Neoclassicism, Cubism and ‘‘Abstract’’ art,
and all the avant-gardism with delay of some years, but always in response
to European currents.

And together with the ideas and projects of progress and modernity that
Europe offered, some of our ideologists proposed ensuring the successful
import of things European by encouraging immigrants from Europe to
populate the wide expanses of the Americas. The blood of enterprising,
disciplined European workers was called upon genetically to enrich our
peoples marked by Indian, Black and Spanish crossbreeding. It was hoped
that Europeans would bring with them technology, science, and knowledge
accumulated after centuries of progress and civilization. The railway tracks,
the canals that would unite our navigable rivers, the chimneys of our indus-
tries, the public buildings of our cities, our theaters, academies, athenaeums
and universities would flourish as a result of the presence of cultivated
European immigrants. And our fields and savannahs, almost uninhabited,
would yield abundant fruits under the plow of the industrious European
peasants.

And when some of the more progressive intellectuals from our continent
started to raise doubts about the validity and legitimacy of the European
positivist project, another European import, Marxism–Leninism, took over
the leading place in our ideological debate. The most timid adherents
devoted themselves to criticism of the Frankfurt school, discussion of Logi-
cal Positivism by way of the Vienna Circle and the Popperites (followers of
Karl Popper), and the inadequacy of what was called ‘‘American sociology.’’
And when the crisis of Marxism took place in Europe and the ‘‘Stalinist
deviations’’ of the personality cult were attacked by European intellectuals,
and the long fight that started with Khrushchev and the Hungarian revolu-
tion flourished in the Prague Spring, it reached Italy in the form of Euro-
communism and the ‘‘Historic Compromise’’ of Berringer, and then the
‘‘French May’’ exploited the movement that forbids to forbid and that was
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going to take the sky by assault. In that time Latin America obediently went
along with these European intellectual currents. We read the Dialectics
of Concrete, we abandoned Konstantinov’s manuals to discover Garaudy
with his Leninist-Christian dialogue, Althusser, Poulantzas and his revealing
Martha Harnecker; we recovered Gramsci, we had our local version of
‘‘revolutions’’ (or more modestly called university restorations) where stu-
dents and professors were going to substitute themselves for the proletariat
that had become bourgeois and serve as an avant-garde of the revolution.
The most advanced leaders destroyed the bureaucratic leaderships of the
communist parties. Not even the Second World War, or the Third or the
Fourth would have the answers. Marcuse, Gramsci and the young people
(preferably if they were university students) were the bases of the unnamed
Fifth International, a Socialism with ‘‘a human face’’, even though provi-
sionally crushed by the Soviet tanks and tear gas from the bourgeois police
and just armed with paving stones, molotov cocktails, and bold ideas of
liberty. These revolutionaries were called upon to change the world. The
Red Brigades, the green movements, the white doves of antinuclear pacifists
were replacing the old blue, white and red three-colored flag that had in its
time represented what the Europe of liberty, equality and fraternity had to
offer the world.

But the same Europe that produced the poetry of Yeats, Keats, Byron,
Heine, Goethe and Rimbaud, that composed the music of Beethoven,
Wagner and Tchaikovsky, that deeply moved audiences with the operas of
Verdi and Puccini and made them happy with Rossini, light opera, Strauss
and Spanish operetta; this Europe that taught new ways of seeing the world
through Raphael and da Vinci, Michelangelo, Rembrandt and Rubens,
El Greco, Velasquez and Goya, Monet and the Impressionists, Braque and
the Cubists, Picasso and Miro, Mondrian and Chagall; this Europe that
proclaimed the death of God and the Kingdom of Reason, the same Europe
that produced revolutions in human knowledge by way of Marx, Darwin,
Freud, Einstein and Bohr, as it had earlier done with Descartes, Spinoza,
Kant and Hegel, and was to do again later with Sartre, Heidegger and Buber,
the Europe of Reason, Art, Science, Technology, Culture and Humanism;
this Europe that declared the supremacy of its civilization over the Earth
has also produced along with all the cultural greatness all the forms of
barbarism, such as slavery, colonialism, racism and xenophobia, fascism,
Nazism, Auschwitz and Gulag, two world wars, the Jewish holocaust, the
extermination of Gypsies, the mass murders of Polish and Russian people,
the semi-slavery imposed on Hungarians, Romanians and Czechs, the exac-
erbation of ethnic hatred between Serbians and Croatians, Ukrainians and
Russians, the recolonization of Lithuanians, Latvians and Estonians; this
same Europe gave birth to Hitler, Mussolini and Stalin, brought about Red
Terror, White Terror, concentration camps, hard labor, death and extermi-
nation camps, produced the guillotine and gas chambers, bayonet, tank
and trench, as well as air bombardment of civilians, chemical weapons
and dynamite, creating the space for Falangist youth, Fascios, Hitler youth,
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Communist Pioneers, Iron guards, Hlinka guards, Black Hand militants,
Ustashi, contemporary totalitarianism and Ultramontanism. It was Europe
that set up the Iron Curtain and the Berlin Wall. All these negative energies
were part of the legacy of the European civilization. The same culture that
produced Humanism and Romanticism, Science and Progress, Rationality,
freedom, aspirations and social justice, modernity and progress also gen-
erated barbarism.

After the failure of Nazism and communism and the ‘‘crisis of ideologies’’
and utopias, the same Europe that proclaimed the death of God and the
success of Reason arrived at the end of the century with the announcement
of the death of Reason, now embracing ‘‘Postmodernism’’ in order to
emphasize the failure of modernity, the emptiness of ideas of ‘‘progress,’’
the inability of science to produce any truth which was not merely conven-
tional, and therefore ‘‘arbitrary.’’ The principle of uncertainty or indeter-
mination of Heisenberg, the Second Theorem of Gödel, the Conventional-
ism of Kuhn, the Irrationalism of Feyerabend, the supremacy of hazard in
the birth of universe and life according to Monod, Arbitrariness of language
according to Saussure, the legacy of Sartre’s Existentialism, the ecological
mess caused by Industrialization, Consumerism, Pragmatism, Materialism,
and Hedonism of post-war culture, along with failure of the 19th-century’s
social utopias. All this, along with the barbarism produced by Gulag and
Auschwitz, was merged to discredit the unattained project of modernity.
Hazard, Rationality, the empire of science and technology, the search for
universal laws of knowledge and laws of history, the claims of transcen-
dental purposes for human species in the universe, the pretensions of
morality based on humanism and reason were the critical focus of the new
European avant-garde. They were condemned as naked kings. It was
alleged that Humanism and Science had produced only wars, destruction,
totalitarianism, threats of nuclear holocaust, the destruction of nature, eco-
logical degradation, genocide against peoples and cultures, and colonialism
and slavery of peoples and spirits.

Despite all this, Europe has not become culturally exhausted. Its intellec-
tual vanguards remain active and influential. Meanwhile intellectuality
delights in scaring away good bourgeois with its devastating criticism. Post-
war bourgeois Liberalism had created societies with greater social security,
greater life expectancy, higher levels of consumption and income, better
material ease and economic prosperity, better opportunities of study and
personal progress, greater productivity than any other known by the old
continent in all its previous history and among the most successful ever
known by mankind. Under the nuclear umbrella of NATO, encouraged by
the initial support of the Marshall Plan, threatened by the dilemmas of Cold
War, Western Europe developed the European Community within an envi-
ronment of democracy, human rights, and moderate policies never seen
before. And before the catastrophe of Eastern Europe, Western Europe
reached the end of the 20th century playing again the dynamic role it had
played since the end of the 19th century. The collapse of communism, the fall
of the Berlin Wall, the reunification of Germany, the dismantling of the
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Warsaw Pact, perestroika and glasnost, all found Western Europe ready
to abandon its own unification and embark upon the eventual construction of
a Europe able to rescue Eastern Europe and ready to incorporate it into that
‘‘big European house,’’ stretching from the Atlantic to the Urals, the Europe
once dreamed about by visionaries, the theme of many utopias generated
over the centuries on the old continent riven by continuous war and hatreds.

With these great historical happenings Europe becomes again the place of
high hopes, huge problems, important lessons, backwardness, success and
failures relevant for Latin America. Europe appears as a possible partner to
support the restructuring of the international order, to offer the best oppor-
tunity for non-industrialized countries, providing an alternative to American
hegemony, or, by contrast, an ethnocentric and preoccupied fortress, closed
by way of protectionism and self-complacency.

Whether Europe chooses the self-closing or the protagonist responsibil-
ities of a new power within a new world order is a dilemma whose resolution
will not only affect Europeans but also influence other peoples, including
those in Latin America.

2. The Big Hope

From war debris, after the fight against the ghosts of Nazism and fascism
and resisting the double external and internal pressure of what was per-
ceived as Soviet expansionism and the threat of communist parties, West-
ern Europe has built democratic political systems that, even if supported by
popular vote, represented the preferences, ideologies, fears, and projects
of elites. Europe behind the ‘‘iron curtain’’ depended on American dollars,
American weapons and troops, American technology, and American good
will (this dependence reached its emotional climax when Kennedy declared
during a celebrated visit to the Berlin Wall, ‘‘Ich bin ein Berliner’’). Gaullism
and the French ‘‘force de frappe’’ challenged American hegemony as rep-
resented by NATO, but real autonomy for Europe was achieved when the
Rome Treaty, establishing the European Economic Community, began to
bear fruit, starting with the Iron and Coal Community. This first common
market encouraged the growth of the European Community that today
competes for first place in the world economy.

But in the political domain there were obvious limitations on Europe’s
independence. Could the Italian Communist Party, the biggest in the West,
become part of the government of a country that was a member of NATO?
Such was precisely what the ‘‘historical compromise’’ called ‘‘Eurocom-
munism’’ proposed. Was Willy Brandt’s Ostpolitik compatible with German
commitments to the Atlantic Alliance? Were the claims of independence
made by de Gaulle a real threat to the bipolar order?

Even if European countries were protected by nuclear weapons that could
be used only on the basis of Washington’s decision and the continent was
full of NATO bases under the United States’ command, European societies
advanced towards democratization. Further, economic prosperity in Europe

EUROPE 183



led to the development of a strong civil society. Pacifists and ecological
movements, initially marginal, increased in influence, and were able to make
their concerns and programs an integral part of the political European
debate, inducing the British Labour Party and the German Social Dem-
ocratic Party to adopt many of their positions. Student movements reformed
French education and a series of political changes arose from the fall of
Salazar, Franco, and the dictatorship of the Greek colonels. These develo-
pments caused the incorporation of Portugal, Spain, and Greece into the
European Community and democratic life.

The Polish revolution of Solidarity, the overthrow and shooting of Ceau-
çescu in Romania, Havel’s ascent in Czechoslovakia, together with the fall
of Honecker and the reunification of Germany, Gorbachev’s perestroika,
and the triumph of Yeltsin produced great changes in Europe. Profound
shifts in Hungary, Bulgaria, and even the isolated Albania, the general col-
lapse of communist regimes, all these events produced in Eastern Europe an
uncontainable wave of democratic movements, a spontaneous eruption of
groups rooted in civil society that had been absent or excluded from the
public life before.

In this climate of new freedoms there emerged not only progressive and
democratic movements, but also heirs of the old chauvinism, integrism,
ethnic and religious fundamentalisms, old and new fascisms, racisms, xen-
ophobia, antisemitism, old hates and opiums, which World War II had
defeated only provisionally and that communism with its slogan of ‘‘creating
a new man’’ had left untouched and even revitalized despite decades of
authoritarian and totalitarian control.

The English revolution ended with the Restoration, the French Revolu-
tion was destroyed by the imperial dictatorship of Napoleon, the govern-
ment of Kerensky ended with Lenin and later with Stalin, the popular
Italian movement ended with fascism, the Weimar republic was terminated
by Nazism, the Spanish republic was destroyed by Franco, the fourth French
republic led to the authoritarian Republicanism of the fifth and its ‘‘Imperial
Presidency.’’

Thus Europe is not only the new center of the big hope because it is able
to reestablish democracy and freedom after two hundred years of the great
revolution that changed the world, but also the focus of a great fear. The
general will of the sovereign people, the magnificent European invention
that underpinned the legitimacy of the absolutist monarchies of despotism
and that later legitimized universal democracy as the sole system of gover-
nance, nevertheless produced dictatorships even more tyrannical and san-
guinary, on the basis of popular support that was present in the past and
could reemerge again.

3. Big Problems

Not withstanding that Europe is engaged with concerns about peace, co-
operation, integration and democracy, it is also a continent deeply affected

184 CARLOS BLANCO



by big problems produced by nationalism, ethnic conflicts, internal inequali-
ties, and, in some cases, by violence. Traditional French fears are revived by
the reunification of Germany. British resistance to European integration,
which recognizes community as embodied in the bureaucracy of Brussels,
is manifested by opposition to monetary unification and to any suggestion
of political integration. Scottish, Basque and Corsican nationalisms seem
robust. Claims of statehood by Lithuanians, Latvians, Estonians, Armenians,
Georgians, Slovenians and Croatians reveal the vitality of nationalism in
Europe.

Ethnicity arising from different national European identities based on
genetics and language rather than on the changing borders of the nation-
states makes the inhabitants of Silesia, Pomerania, and East Prussia keep
being ‘‘Germans’’ although they have Polish nationality. Because of eth-
nicity, Romanians discriminate against Hungarians who live in their terri-
tory, Bulgarians discriminate against Turkish residents within their borders,
Armenians discriminate against Azeris and vice versa, Spaniards discrim-
inate against ‘‘Sudacas,’’ the French discriminate against Algerian and
Moroccan pieds noirs, Germans discriminate against Spanish, Turkish, and
Arab immigrants and more recently, as well, against Polish immigrants. The
Swiss discriminate against all foreigners to the extent that they organize
plebiscites that mandate their expulsion; Poles discriminate against Jewish
people (although fewer than 2,000 Jews now live in Poland). Moldavians
and Latvians discriminate against Russians, Serbians and Croatians dis-
criminate against Albanians in Kosovo, the British discriminate against
Asians and the peoples of the Caribbean who were once subjects of the
British Crown and qualify as citizens of the Commonwealth and who enjoy a
legal right to live in Britain. Virtually all Europeans discriminate against the
Gypsies who have survived the extermination policies of the Nazis.

Reinforcing ethnic nationalism and racial discrimination are patterns of
economic inequality, uneven access to education, health services and social
security, employment with lower salaries and social prestige, and cultural
discrimination that ranges from attempts to forbid Moslem girls from
entering French schools to efforts to force the change of family names
belonging to members of the Turkish minority and the prohibition of the
Russian language in Lithuania or Hungarian in Romania.

And then there is violence: the national religious violence of the IRA in
Belfast, nationalist operations by Basque ETA, the ideological and terrorist
violence of the Red Army Faction in Germany and the Red Brigades in
Italy, the fascist violence of neo-Nazi groups, skinheads in Germany and
France, ethnic violence between Armenians and Azeris, the anti-cessionary
violence of former Soviet forces in Lithuania or of the Yugoslav army in
Slovenia and Croatia. There is also the potential violence of expelling 100,000
foreigners from France, persons who are not considered political refugees
any longer. There is the potential violence arising in reaction to insur-
mountable barriers erected to prevent the entry of the supposed millions
of immigrants who might abandon the Soviet Union and Eastern Europe for
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the West, and who now are not searching for freedom but escaping from
the undesirable economic and political consequences of their new liberty:
unemployment, inflation, and ethnic and political violence.

4. Big Lessons

Despite these tensions, hatreds and violences, Europe has been able to offer
exemplary lessons on how to create an ambitious common project regard-
less of differences and antagonisms. The adventure of European economic
integration constitutes the most successful project of this sort in history, one
that creates a common multinational economic space. It constitutes an exem-
plary paradigm of an ability to face the challenges of reconstructing and
developing countries that a few years before and for a long time had been
fighting one another on cruel battlefields. Germany and France had fought
three wars since the birth of the German state in the 1870s. Italy had suc-
cessively been an enemy of and allied to Germany in the passage of only
20 years. And even with the present memory of the last war and its terri-
ble consequences of nationalist animosities and mutual mistrust these
countries could start, together with the Grand Duchy of Luxemburg, a co-
operative experience that turned out to be the seed for several ‘‘economic
miracles.’’ Likewise from this start the European powers created a dynamic
economic community that today includes another six countries and which
has become today the point of attraction for the rest of the continent. The
Europe of the Six, which later became the Europe of the Ten and even later
the Europe of the Twelve, is inevitably called upon to become in the near
future the Europe of All. An economic unity which was confined at first to
two essential products – coal and steel – finally became a common market, a
total economic community that fixed as its deadline the 31st of December
1992 for the elimination of the last barriers of any kind to the free circula-
tion of goods, services, information, capital and people. And all this has
taken place despite cultural, linguistic, national, political, and ideological
differences and in the face of unequal development that has always sepa-
rated European states and which still separates them.

For Latin America, which is united by a common colonial past, by lan-
guage and culture, and by a political vocation of integration and special
cooperation that has been iterated a thousand times, the example of the
European success is stimulating and debilitating at the same time. It is stim-
ulating because it reveals how far and how fast it is possible to attain the
highest levels of integration and to transcend thereby any difference or
antagonism when a genuine political will is present, even if this will is not
equally shared by all partners. It is debilitating because, in contrast, Latin
America, which seemed to have everything necessary to reach integration
with minimum obstacles, has not even been able to institute a fully func-
tioning free trade zone, and even less a real common market. We have
developed behind each others’ backs, we have always been oriented towards
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extraregional suppliers and markets, with minimum commercial relation-
ships among ourselves. It is easier and more economical for Latin American
countries to communicate by mail or telephone with Miami or New York
than with any other Latin American capital. Flights are more frequent,
maritime routes are more regular, movements of people are more numer-
ous, trade is more active between Caracas and Miami than between Buenos
Aires and Caracas or between Lima and Managua. Each Latin American
country is more integrated with the United States than with any other Latin
American nation, except for some border zones, where despite governmen-
tal restrictions on traffic, trade, and immigration, an integrative dynamic has
operated.

There have been several and frequent formal attempts at integration
but they have been full of exceptions, exclusions, restrictions and non-
compliance even in relation to concessions in recently agreed upon steps
toward integration after years of struggling, haggling and discussions that
are equivalent to the non-existence of integration. With the oft-repeated
argument of ‘‘not yet being prepared’’ to accept the competence of neigh-
bors, all attempts at real integration have been postponed indefinitely, and
even abandoned. While Europe was integrating at full speed and against all
risks, and was even incorporating countries with very unequal levels of
development such as Greece, Spain and Portugal, the Latin American
countries stressed their perpetual differences or, ironically, their structural
coincidences that made their economies competitive rather than comple-
mentary. Differences of currencies, salaries and rates of inflation, arbitrary
protectionisms achieved through political influence more than by way of
relative competitive advantages, absurd definitions about the ‘‘strategic’’
importance of almost any productive activity that wanted privileged pro-
tection (from cars to chocolates, from tubes to shirts or glass frames) – these
are the alleged obstacles to integration in Latin America.

The European lesson is very difficult for Latin America to adopt: ‘‘We are
not Swiss,’’ said an important political leader of Venezuela. But there is an
implicit lesson that seems universally applicable: no nation-state, no national
economy has by itself the capacity to maintain a process of real self-sustained
growth, supported only by its domestic market under the contemporary
technological conditions, given the behavior of transnational corporative
giants. Not even societies with such a wide demographic base as China,
India, the Soviet Union or the United States can plan their growth only
‘‘internally,’’ even if at prior moments of their history this could have been
possible or even desirable.

All the European experience of the last two centuries shows a frenetic
search for external resources, raw materials and markets for their products,
having recourse to armed confrontation to achieve control over these
sources and markets. The regional community project in Europe is a tran-
sitory alternative to imperial and colonial wars that stopped being feasible
for European nations in the new political circumstances that derived from
the last great war. The military supremacy of the United States and the
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Soviet Union, the collapse of colonialism, and the need for reconstruction of
economies devastated by war obliged Europeans to set forth a different
horizon. Their ‘‘outside,’’ the ‘‘outside’’ of each European country, got
reduced. The lesson of the community was to unite the limited national
economies of Europe and to make them become only one economy, only
one space of production and trade. Today, after the period of bipolarity and
Cold War has passed, Europe has emerged as one of the three economic
powers of the world that is able to compete on a global scale with the United
States and Japan. And this time there is little (or only a marginal) danger
that this economic competition will lead towards armed confrontation.

In order to make this potential project an effective reality of a ‘‘trilateral’’
world, it will be necessary to extend the economic unity which has already
been achieved into political domains. This process is going to be much more
difficult since the convergence of political positions on matters of security
and defense that existed during the Cold War has disappeared. As yet,
Europe has not found a unified outlook with respect to world affairs that
is not directly responsive to security threats posed against the region as a
whole. Except to allege that the American presence is still necessary on the
continent without specifying why, there is no evident common European
position at this point. The European role is not very clear in a world where
threats to peace and security do not seem to be localized in the East of
Europe any longer but now appear in other regions of the world which are
very distant from the field of NATO concerns. The war in the Persian Gulf
during 1991 revealed that Europe is not ready yet to adopt its own military
and political role. Instead, each country in Europe assumed a position that
primarily reflected its particular relationship with the United States and the
Middle East countries confronted by war.

The United States argued on behalf of European involvement beyond
what was strictly necessary to handle the security challenge. This claim is not
very prudent in the case of Germany. Earlier a triumphant United States
after the Second World War had imposed severe restrictions on Germany’s
role. Nevertheless it seemed that some American elites were dissatisfied
now that Europe in spite of its economic power was refusing to play its
alleged part in a unified military and political approach on behalf of the
West. At the same time, there was some American concern that a politically
united Europe with an autonomous and coordinated military policy would
emerge as a rival to the political and military hegemony of the United
States, which nowadays does not have any rival for global leadership.

On the other hand, European citizens born after the war but who know
the history of this century seem not to be well-disposed to giving up the
economic advantages that were achieved while under the American nuclear
umbrella. A more active and belligerent role for the European countries
outside of the European scope would divert resources at the expense of
the quality of life and levels of consumption and well-being that had been
attained after decades of effort and work – risking death to reestablish the
power of prospect for European consumerists, hedonists who were satisfied,
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pleased and nationalist, but otherwise localist, in their political identities. For
these Europeans the attitude during the Gulf War was this: if Americans
want to play the role of policemen, let them go to the desert.

But the European abstention from playing a global military role does not
imply that they avoided the coordination and unification of some political
positions, but these shared views do not represent anything similar to eco-
nomic integration in terms of current international importance. The com-
mon position with respect to the Arab–Israeli conflict and the decision to
establish conditions governing any special relationship of Israel with the
Common Market relating to the Middle East Peace Conference, as well as
the earlier veto to the entrance of Spain, Greece, and Portugal until dem-
ocratic regimes were established in these countries, are examples of the kind
of European coordination that has been reached on subjects of common
policy in external affairs.

Other political institutions of the community like the European Parlia-
ment, though constituted by popular election, still have very little influence
in the political life of the different countries. This does not apply to the
European Community Court, which settles conflicts directly related to eco-
nomic engagements and whose decisions are binding, or to the European
Court of Human Rights to which not only the states have access but also
individuals with grievances against their own governments.

European institutions that go beyond the old concepts of sovereignty and
interfere in what have been considered ‘‘internal affairs’’ have had an extra-
ordinary political impact on Latin America where governments have taken
refuge in ‘‘non-intervention’’ to shield themselves from challenges to pol-
icies and practices that violate the rights of their own citizens. The civic
lesson of making the respect for human rights an affair of international
responsibility of European states instead of treating it as an internal affair
on the basis of national sovereignty and security will take a long time to
be learned in Latin America. Dictatorships like those that existed in Chile,
Argentina, Nicaragua, Guatemala and El Salvador should have been ex-
cluded from regional activities, as was proposed recently by Venezuela in
the OAS, an approach similar to what the European Council imposed for
years on Franco, Salazar and the Greek Colonels. The Contadora and the
Group of the Three have been the only Latin American experiences of
effectively coordinating foreign policies beyond what is merely declara-
tive. Venezuela has been actively engaged in both of these diplomatic
innovations.

5. Big Backward Movements

Together with large hopes, fears, problems and lessons, to the eyes of Latin
America Europe seems to experience big backward movements. In the
economic field, regardless of the advantages gained by regional integration,
or because of them, there is a protectionism that is of a more and more
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severe nature with respect to the outside world, and, to some extent, even
with respect to its own partners. The agricultural policy of the different
countries of the community not only obliges European consumers to pay
higher prices for their food than the prices that should be paid if due
account is taken of the abundant agricultural production, it also puts the
GATT framework under great pressure, restricting opportunities of access
to European markets by the Third World. The impact of European pro-
tectionism on exports of meat from countries such as Argentina or of
fruits from Chile has been very large. But even some of the members of
the European community with less industrial development and a bigger
agricultural sector, such as Spain, have engendered boycotts and import
exclusions as a result of lobbying efforts by French farmers. The frequent
surplus of dairy products in Europe that do not reach markets owing to
protectionist policies produces envy and resentment in other latitudes that
are crushed by chronic hunger. Such poor countries do not have the means
to pay for, transport and deliver products that could represent the difference
between living or dying for thousands of people of the Third World, while
for Europe these policies only yield differences in prices for the prosperous,
well-fed, spoiled, and protected farmers.

The American–European confrontation with respect to protectionism
and agricultural subsidies during the Uruguay Round of GATT seems only
a symptom of a more radical attempt by Europe to oppose more open
international trade. This accords with the liberalism that Europe itself
had evolved during decades in its relationships with the rest of the world.
Of course, Europeans just reproduce the client care that the United States
gives to its own rural electors, taking into account that European agricul-
tural producers represent a more numerous and more important political
force than does its American equivalent. On the other hand and paradoxi-
cally, the same productivity produces a surplus that tends to depress prices
resulting from a surplus of supply without any place in the market. Such a
situation could likely cause the abandonment of agricultural activity for
more income-producing activities, thereby generating a future scarcity. That
is why there is not a country with significant agricultural production that
does not subsidize agriculture, thereby erecting just as important obstacles
to others as those that would arise from high tariff and other restrictive
practices.

Similar protectionist trends are developing in industrial and manufactur-
ing fields partially as a response to the challenge represented by Japan and
the United States in the European market itself. But this dynamic dis-
courages the expectations of many Latin American countries, especially for
those countries which are not included in the Lomé Conventions. Existing
trade barriers almost eliminate any hope that Europe could become an
alternative market for the eventual export of Latin American manufactured
goods. This restricts industrialization horizons in Latin America to the most
elementary goods and primary processing roles, with lesser aggregated
value than could be obtained from the sale of products associated with final
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consumption. Areas of manufacturing production in which, owing to avail-
able raw materials, cheap energy, and less expensive manual labor, it might
be possible to compete favorably, do not make the development effort if
European markets of greater consumption capacity, along with the Japanese
and American ones, are perceived to be inaccessible fortresses that limit
their imports to raw materials and goods at the primary processing stage.

Further, the new Integrism has a smaller scope but a far bigger potential
today. The violence that results is not limited to the movement led by
Bishop Lefebvre and associated with opposition to the liturgical changes
agreed by the Second Vatican Council. But the intermingling of national
and religious identity reminds us of a long history in Europe, a history that
includes such terrible massacres as that of the French Huguenots on Saint
Bartholomew’s Eve, and a cruel religious war during the Reformation.
These memories are brought back to life today by some long and intense
European conflicts. The seemingly never-ending struggle in Belfast between
Catholics and Protestants, the confrontations between Christian Armenians
and Moslem Azerbaijanis, the encounters between Catholics, Protestants and
Orthodox adherents in the Baltic countries, between Catholic Slovenians and
Orthodox Serbs are almost a rebirth of the ancient past. Two hundred years
of separation of Church and State had eliminated the tradition according to
which citizens had to convert to the religion of their kings or risk the penalty
of being considered a traitor. And even if we are not moving close to a
return to the Integrism imposed by absolutist monarchies in Europe, some
people on the continent, as well as the majority of the population in the
Middle East, have never separated their national identity from their reli-
gious faith. In Poland, Solidarity made use of this merged consciousness as
a weapon against their communist rulers and the Soviets. In the new demo-
cratic Poland the role that the Church intends to play in electoral policy and
even in the shaping of civil legislation evokes a spirit of a new fundamen-
talism, parallel to the one growing rapidly in the Islamic world or to the
American Christian fundamentalism which has promoted a political pro-
gram that leads to constitutional reforms that tend to impose the religious
opinions of these particular groups on the society as a whole. The nasty, at
times violent, debate about abortion is suggestive of the dangers here.

In a world of uncertainties aggravated by the failure of the political
utopias of the previous century, religion can again provide certainties, and
seems able to fill the emptiness produced by ideological crisis. The positive
reevaluation of the role of religion psychologically and culturally has a def-
inite value. However, it can be politically explosive if it is used for providing
a justification for xenophobia, intolerance, and persecution of unbelievers.
These menaces have emerged in the revolution of Ayatollahs in Iran and in
the apparent inability of Islam to solve the problems that modernity has
presented to it without relying on violence, in violence in Belfast, and in the
potential danger of explosions among the millions of Moslems present in
the Soviet Union if the Islamic fundamentalism that has spread throughout
the Arabian world encourages a new chauvinist pan-Slavic role for the
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Orthodox Russian Church. This possibility is still incipient but explicit in
the Pamiat (Tradition) movement in Russia and in the political activism of
the Catholic Church in Poland. These remain local phenomena and have not
yet been generalized in all Europe.

Two hundred years after the French Revolution and more than seventy
years after the Russian Revolution, the persistence and reappearance of
confrontations and antagonisms for religious reasons as in Ireland, the Cau-
casus and the Balkans seem to erase with one stroke of the pen centuries
of secularism and the separation of political and religious affairs, retrans-
forming beliefs long considered by most citizens to be a private affair into
burning public questions that are to be debated and resolved by means of
politics that is at the service of faith. Religiosity and nationalism, the two
strongest ideas of Western history are, when united in one single cause, a
serious and dangerous source of terrible violence among peoples. The re-
appearance of this phenomenon in the form of a new Integrism in Europe
naturally revives old fears and adds to them new scares.

6. Big Changes

The accelerated changes that we have witnessed in Europe during recent
years seem to be the expression of giant transformations of social life.
Within the transnational spaces in which individuals, groups and organiza-
tions of a country make close contact with their counterparts in other coun-
tries for the sake of pursuing various economic, ideological, and cultural
interests without intervention by the state, there seems to emerge a return
to tribalism and localism. Loyalties to transnational causes such as ecology,
human rights and nuclear disarmament cohabit with tribal identifications
that set apart and even are opposed to the ancient pretension of the
‘‘nation’’ state as the ultimate depository of loyalty by the citizenry. The
national identity is no longer associated with the state and returns to a more
primary ethno-linguistic group, to the original tribe no matter its locus in
relation to state boundaries.

The states themselves develop political institutions to face common
problems that cannot be solved by reliance on ‘‘traditional’’ ways or through
national political activities. Parties, social institutions, political activity, and
national speeches are undergoing enormous transformations that point at
the same time in global, transnational, multinational and local directions. The
pragmatic offer of European political parties can no longer be reduced to
answers to national problems. This offer must include clear definitions of the
party position with respect to integration, with respect to proposals intending
to accelerate the process of the creation of a monetary union, with respect
to a policy of European defense or more ambitious coordination of policy
vis-à-vis third parties. The political debate is likely to include opinions arising
out of the ideological tradition of the parties or may focus on supporting or
rejecting proposals coming from the European bureaucracy in Brussels.
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A government such as that of Margaret Thatcher, which won three con-
secutive general elections and maintained its power for a longer period
than any other British government was able to do after the Second World
War, was finally challenged by trends inside its own party relating to dis-
agreements about the rhythm and extent of European integration. Leader-
ship by the Labour Party has become again a believable option once it
abandoned advocacy of unilateral nuclear disarmament, a position that had
earlier separated Labour opposition from the electorate mainstream. The
opinion of European political organizations about the role that the United
States should now play in European defense in the light of the dissolution
of the Warsaw Pact and the collapse of the Soviet Union has become as
important as the position taken about the role of the state in the man-
agement of trains. After the failure of communism, social democrats and
Christian democrats consider that they represent the wave of the future, but
being conscious of the current skepticism concerning political ideologies
and utopias they articulate their ideas about the future by taking positions
with respect to very concrete aspects of local and transnational policy, like
tax policy, monetary unity, agricultural subsidies, treatment of immigrants,
social security that accompanies workers beyond borders, or the language
that should be used in teaching minorities. The ideological identity of a
political organization no longer enables us to predict its particular position
with respect to electors’ concerns.

Air quality, the danger of accidents in nuclear energy plants, pollution of
rivers and forests, the production and sale of armaments to governments
that violate human rights, control of exchange rates, financing and support
of changes in the Eastern and Central European economies, support to the
new Russia, the challenge that the Americans and the Japanese present to
the European economies, the consequences of German reunification and
the dissolution of the Warsaw Pact, the European responsibilities in situa-
tions like those of Kampuchea, South Africa and the Middle East, aid for
developing countries, the dilemma caused by tension between territorial
integrity and self-determination for the peoples of former Yugoslavia or the
former USSR, are among the concrete issues on which the political parties
formulate their positions.

The fact of merely enumerating topics about which contemporary parties
and governments must define their positions and agendas erases what in the
past were clear lines of political and ideological identity.

7. Success and Failure

A double movement of forces advances simultaneously: the centripetal
forces that organize big spaces supported by global economies, and the
centrifugal forces of ethnicity and nationalism that tend toward the dis-
memberment of state unities, revalidating local, idiosyncratic and partic-
ularistic aspects of civic life. It seems that as the economic space tends to
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homogenize humanity, creating consumers of identical goods, services and
ideas generated by an omnipresent and equalizing technology, this same
identical person acts to save his personal soul from anonymity and dis-
appearance by affirming that which is distinctively his or her own specific,
idiosyncratic, heterogeneous qualities that establish difference by way of
cultural identity, language, race, religion.

In the European case this double movement towards unification and dis-
memberment seems to be correlated with ‘‘success’’ and ‘‘failure’’ in the
different parts of the continent. The failure of the Soviet project put into
motion disintegrating, secessionist and disaggregating trends in Eastern
Europe. The rebellion by the members of CMEA and the Warsaw Pact,
followed by the declarations of independence from the Soviet federation by
the Baltic countries, Armenia and Georgia, decisively weakened and dis-
mantled the arduous construction of unification and control that the USSR
had built inside and outside of its territory over the course of its several
decades of existence.

The economic success of Western Europe that emerged from the debris of
a world war has made Europe one of the most active places of material
and technological development in history, thereby encouraging the unifying
and integrating trends that in turn reinforce the success of the community
project. The achievements of those centripetal trends seem also to make
Western Europe a powerful magnet that attracts to its core the pieces
arising from the dismemberment of the Eastern bloc, accelerating its
process of disaggregation. Hungary, Poland, Czechoslovakia, Slovenia and
Croatia, each seem to see their future as being associated in some way with
becoming an integral part of the European Community. Germany is the
only partial exception to this trend as its future is already somewhat re-
alized, although painfully, by unification.

We seem to be attending the dawn of another Middle Ages when the
attempt was made to create a single Christian community from the debris
of the Roman Empire, resulting in the Holy Roman Germanic Empire, yet
ending in the fragmentation of feudalism. In this new Middle Age, post
modernism tries to render incompetent the pretensions of science while
ethnic linguistic chauvinism seems to be destroying several multinational
states; fundamentalism and religious integrism have arisen from the debris
of the Enlightenment. The end of Taylorism and Fordism was accelerated
by the cybernetic revolution, a transition from the age of Ford to the age of
Wiener that marks the revindication of segmented markets, including from
the particular to the specific in the form of impersonal mass consumption to
serve a global market.

8. Crisis of the Nation-State

The nation-state, the great European invention for the organization of col-
lective life, the locus of the ultimate loyalty of peoples, organizer of eco-
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nomic space, institutionalizer of order in that space, ‘‘sovereign’’ in relation
to people and other states, guarantor of material well-being and physical
security of people under its jurisdiction, guardian of property – the state so
conceived as the maximum expression of a ‘‘human’’ civilization seems to be
in crisis.

The complexity exceeds the capacity of the state to manage it. The prob-
lems are too big or too small to be tackled by the nation-state. The coercive
aggregation of territories and populations that started with England, France
and Spain and ended with Italy and Germany facilitated the construction of
a political economic space in which the limits of effective authority would
mark the limits of the ‘‘national identity.’’ But this successful centuries-old
attempt has started to collapse. And for those that have not yet been able to
integrate and nationalize their inhabitants it is now too late. The nation-
state seems to be unable not only to solve the basic material problems of
well-being, security, prosperity and development of its inhabitants but
also to meet widely shared human needs for ideological and spiritual iden-
tity. Basque and Scottish peoples after centuries still affirm their specificity
and difference with respect to Spain and Great Britain, and more specifi-
cally with respect to their Castilian and English colonizers. Croatians never
accepted the Yugoslavian project. The various Baltic peoples reject fed-
eration under Russian rule. The integration of nation-states by authoritar-
ian aggregation appears increasingly as a simple act of colonialism that is
coming under attack virtually everywhere.

In place of a Europe of states there exists the possibility of a Europe of
peoples based on the principle of voluntary choice and union based on the
sovereignty of people and not the will of the state. This process is, in turn,
supported by the capacity of a suprastate composed of economic and politi-
cal institutions to solve the problems that have exceeded the nation-state’s
capacity. Housing, health, education, physical and social security, em-
ployment, food, sports, recreation, political freedom, access to culture:
such basic needs of humanity can no longer be reliably provided by state/
nation institutions. New local and global ways of organizing collective life
are becoming at the same time possible and necessary. And if this is so, it
implies new loyalties, new values, a new morality, as well as new policies
and institutional arrangements.

9. Monocentralism or International Pluralism

The disappearance of the Warsaw Pact has ended the Cold War and the
bipolar order that dominated international life during more than four
decades. The absolute military superiority of the United States has induced
some to say that the new structure is a ‘‘unipolar’’ or monocentralist system.
Others believe that not even the American technological capacity is able to
impose itself from a single center upon a hierarchical and stable interna-
tional system – perhaps because American hegemony does not have a suffi-
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ciently sound economic base for sustaining the project, or maybe because
hegemonies as they have been understood during the last two hundred years
are themselves coming to an end, or maybe because economic technology
seems to be more important today than military technology as the founda-
tion of international political superiority. What is true is that power appears
increasingly fragmented and in any case it is concentrated in the big eco-
nomic spaces, one of which is Europe.

Fundamental changes in the international system have been produced and
accelerated by the changes that led to the collapse of the Soviet Union and
to a crisis of identity for the organizations created to face the problems of
the Cold War and bipolarity. NATO, which was born as a part of the
deterrent designed to prevent Soviet expansion and which is centered upon
the defense of Europe against a possible Soviet attack, needs to redefine its
function if it is to remain vital. If at the beginning the Three Musketeers
were based on the identification of an enemy and a common threat, what
happens to the alliance when the enemy and the threat disappear?

The United States has just announced that the Eastern and Central
European countries, the former allies of the USSR in the Warsaw Pact, are
no longer nuclear targets of NATO war plans. The threat of destruction
assumed by the doctrine of massive retaliation is now reduced only to the
territory of the former Soviet Union. Poland, Hungary, Romania, Bulgaria
and Czechoslovakia and, of course, Eastern Germany, now reunified and
thus part of NATO, are no longer viewed as security threats to Europe.

In its turn the former Soviet Army seemed destined for a while to become
a police force or force of public order, oriented to prevent the secession of
unsatisfied members of the new Commonwealth of Independent States with
which Moscow tried in vain to save the Union from the centrifugal forces
that were announcing its eventual dismemberment, or it might have become
a conservative force to serve the bureaucracy of the official Communist
Party, whose privileges were already threatened by the processes initiated
by perestroika which inevitably jeopardized the hegemonic monopoly of
power that the party-state had enjoyed for more than seventy years. Some
observers believed that the Soviet military leadership, threatened with un-
employment, were a potential threat to stage a coup d’état which would try
to revoke the democratizing and liberating processes of glasnost and pere-
stroika and would return the USSR to its international military role, thereby
causing a renewal of the Cold War.

This scenario does not any longer seem very plausible. Even the use of
force could not now reestablish the USSR and bring it back to the political
military position it had in the past. The contest for legitimacy of Marxism–
Leninism, the failure of central planning, and the intrinsic weakness shown
by the economic apparatus of the Soviet state would hardly allow the coun-
try to be ruled at this stage by an alliance of military and conservative
communists that had retaken a position of ideological and political leader-
ship such as the one which existed also in many parts of the Third World,
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including Latin America. Whoever governs the country, the so-called Soviet
model has ceased to be a believable one. It is no longer able to capture the
imagination and engage the loyalty of elites in the rest of the world who are
still searching for a formula for overcoming underdevelopment.

10. Latin America’s Expectations

The system of the former USSR is not a model any more, but the European
Community certainly seems now to be the most influential model for Latin
America. For Latin American countries, Europe seems to provide an alter-
native option to total absorption by American economic hegemony. That
is why the Latin American countries are concerned about the consolida-
tion of the European Economic Community and the possibility that this
consolidation would close off access for our trade to European markets. A
protectionist and closed Europe would represent a hard blow against our
hopes of fostering non-traditional exports and of diversifying our exports
and markets. To promote these goals we need an accelerated search for
ways of association and articulation, bilaterally and collectively, among our
countries and in relation to the European ones. The agreements between
the Community and the Andean Pact are part of this attempt to ensure that
the European common market does not become a closed and stagnant
market in relation to Latin American trade.

Apart from the trade aspect, Europe is seen also as a possible techno-
logical alternative as it allows an open transfer of technologies. The long
series of bilateral agreements on technical cooperation between countries of
the European Community and Latin American countries provide access to
European technology and know-how as a means to diversify our economy
and lessen our dependence.

At the same time, advance toward democracy in the Eastern and Central
European countries and fundamental changes in the economic policy of the
countries that are abandoning the model of central planning for an econ-
omy in which the market plays a more important role in the allocation of
resources may serve as an important lesson for the Latin American coun-
tries that are determined to institute similar democratizing and liberating
processes.

More political freedom together with more economic freedom seems to
be a common trend in Europe and Latin America. Nevertheless, the hastened
changes in Eastern and Central Europe and the expectations that those
countries will receive major technological, economic and financial support
from Western Europe as well as the reconversion of the Eastern and Cen-
tral European economies have caused some concern in Latin American
circles. The large scale of demand for financing resources that the recon-
version of economies from socialism to capitalism requires suggests that
the assistance capacities, efforts and interests of Western Europe will be
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diverted towards Eastern and Central Europe. Meeting the demands of
Eastern and Central European countries will leave less room for political
attention and less availability of scarce financing resources for other parts of
the world, including Latin America.

The hope of attracting European investment, loans, credits, technology
and commercial demand to Latin America seems to be threatened by the
evident priorities of Europe itself from the perspective of the Community
countries. If European leaders fashion a global political and economic vision
of Europe’s role in the contemporary world after the end of the Cold War,
they should be able to include Latin America and the rest of the Third
World in their outlook too. But if their vision is a closed Europe, then the
project to build a ‘‘common European house’’ will have little interest in
playing a global role.

The way Europeans solve this dilemma will obviously be a central con-
cern of Latin American countries during the next several years. Maybe the
resolution of the dilemma depends not only on how Europe sees its own
role in the world but also on how it perceives Latin America: whether as a
potential market for European exports; or as a possible place for European
investment; or as a possible supplier of natural resources, energy and tropi-
cal products; or as a region of little interest because any of these functions
could be carried out by Africa or Asia, continents which have had closer
relationships in recent history by way of the Commonwealth and Commu-
nauté and where a destructive rivalry with American economic, political and
cultural ambitions is far less likely.

The obvious preference of Latin America is that Europe sees us as an
area of multiple associations, essential for balanced global development,
essential to avoid crystallization of a new hegemonic world order or a world
system of relatively stagnant domains in which the United States, Europe
and Japan become poles of new hermetic and separated blocs, each locked
behind protectionist barriers, thereby eliminating opportunities that the
technology of production and communication offers for the construction of
a real global economy on a planetary scale.

11. Thinking about the Future

The decisions that the European leadership makes with respect to its own
future will affect not only the future of Europeans but also the future of
millions of people in Latin America. Not only will the thinking of the
ruling classes be relevant but also that of intellectuals will be influential in
shaping a vision of the role that Europe hopes to play during the years to
come and thus the conception that will guide Europe’s relationships with
the rest of the world.

In 1992, Europe returned to the preface of 1492 in which the adventure of
world expansion started, a process that has laid down the bases of a plane-
tary civilization.
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The political, economic and technological conditions offer Europeans an
option that few civilizations have had in the past. Europe can resume its rise
after several decades in which the center of world affairs had apparently
moved toward the United States and the Soviet Union in an irreversible
way, leaving Europe in a secondary role, remembering its past glories but
having passed its principal moment.

The defeat of Nazi fascism, the end of colonialism, bipolarity, the rela-
tive technological backwardness of Europe compared with the United States
and Japan, and the memory of two world wars were among the factors that
seemed to bring down the European curtain. Everything then pointed to an
old, closed, decadent Europe without the energy or vigor to compete against
the new rising cultures, resigned to its role as the wise retired ‘‘grandfather’’
who could warn others about the lessons of the past but who had few things
to say about future prospects. Europe could be a place for historical tour-
ism, full of ruins of an old magnificence. Now, however, the double process
of consolidating the economic potential of the Community and the dismant-
ling of the socialist bloc has given Europe a new historical chance. The
opportunity of a ‘‘second debut’’ as a catalyzing center of big international
changes exists as does the challenge of playing a central role again in world
history.

‘‘Endogamy’’ could become the lethal illness of what might otherwise be
a rising civilization. If Europe easily succumbs to the temptation of self-
contemplation and introspection, if it accepts as inevitable the compart-
mentalized scheme of a tripolar world of stagnant blocs, if it allows that
complacency, hedonism and indifference to define the limits of its interest
in world affairs, then it will lose this historical opportunity of playing again
the leading role that it had established for itself five hundred years ago and
that had seemed forever finished in 1945.

Because of this, 1992 may be the date either of self-closure and recon-
struction of Europe as a ‘‘fortress,’’ or of a new Europe becoming a dynamic
focus in restructuring the world order.

For Latin America the resolution of that dilemma is critical. Its own
future depends in great measure on whether Europe will be an accessible
partner for trade and cooperation disposed to invest, to trade, to exchange
ideas and knowledge, to transfer technology and to open its doors to flows
of goods and people.

But whatever the strategic decision that rules the future of Europe, it does
not seem very possible for Latin America to allow Europe to ignore it
and resign itself to a scheme of stagnant compartments. As heirs of the same
European tradition in each stage of their modern and contemporary history,
the Latin American countries are also heirs of the unfinished project of the
Enlightenment and modernity.

If at the time the arrival of Europeans in America served to rethink and
redefine European utopias by infinitely widening the possibilities of imag-
ining life in freedom, today Latin America has made its own destiny the
unfinished program of European Enlightenment: a world with more free-
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dom and democracy is the guarantor of a world with more progress, pros-
perity and justice. Latin America is the testimony that the historical project
of the European civilization can be finished. And if Europe tries to abandon
this grander vision of its possibilities, then it is likely that there will be many
in Latin America who will be there to remind it and to stake a claim on
Europe’s future.
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13

The Agenda of European Politics
in the 1990s

Mihály Simai*

1. The End of an Era and the New Beginnings

The second millennium which is approaching its end has been a Europe-
centered epoch. It started with the era of European Recovery, which had its
beginnings in 955, when Emperor Otto defeated the Magyars in a fierce
battle near Augsburg. Over the next centuries Europe built up its own dis-
tinctive culture, based on an efficient combination of political, military, eco-
nomic, technological and scientific power. It transformed itself and, addi-
tionally, had a major impact on the development of all other continents and
their peoples. Sometimes, it completely destroyed their traditional cultures,
broke their resistance and replaced the native cultures with a version of the
European one. (In fact Europe itself has been a heterogeneous region from
both cultural and political points of view.) There were cases when Euro-
peans learned from non-European cultures, incorporated ideas and prac-
tices from them and used them to increase their own power and influence.
There was, in this respect, a certain mutuality in influence and adaptation.
European power in the global system reached its peak in the early part of
the 20th century when ten empires were rooted in the continent and nine
of them had possessions in other parts of the world. Europe has also had
many dark decades during the past thousand years. Long and devastating
wars have been waged on its soil. European politics ‘‘produced’’ some of the
worst political regimes in human history. The decline of the power of
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Europe in the world during the 20th century reached its bottom in the early
years of the Cold War.

Although the Cold War was a global confrontation, it started in Europe,
arising out of the continent’s split following World War II. Europe was the
main ‘‘theater’’ of the Cold War; it witnessed both the pulling down and the
lifting of the iron curtain. To use Kissinger’s words, the glorious sunset of
the Cold War was the Gulf War, and yet the collapse of the Cold War
structure has been, of course, a longer and more complex historical process.
For most contemporary observers it has become increasingly evident that
the global costs of the Cold War were enormous and that the East was
on the losing side. The Soviet Union and its allies could not bear the
loss of resources caused by the arms race, which became an increasing drain
on their already weak and inefficient economies. Even on the basis of the
Leninist concept of peaceful competition between two systems, as formu-
lated in the early 1920s, which posited the rate of increase and comparative
level of social productivity of labor to be the factors that determined who
would be the winners and the losers in the long run, the outcome of the
contest was, in fact, predictable as the Western world was well ahead in the
new scientific and technological era and could adjust its economies and
societies to the constantly changing requirements of the Cold War far more
flexibly than the rigid, dictatorial regimes of the East. The economic and
technological processes resulted in an increasing gap in almost all important
economic and social indicators, which began to widen at a faster rate in the
1970s. The people of the Central and Eastern European countries and of the
former Soviet Union revolted also from time to time and in different forms
against the dictatorial regimes imposed upon their societies. The spread of
ideas about freedom, democracy, human rights, and national self-determi-
nation had been undermining the one-party system and its political struc-
ture. No serious contemporary analyst dared predict, however, the concrete
events, or their sequence, of how the collapse would eventually occur.
Because of the balance of mutual deterrence and an increasing rationality
relating to an awareness of general human interests, some experts expected
a major historical compromise to be struck between the two superpowers.
Other, more pessimistic, experts continued to anticipate a major conflict
erupting at some point. The military forces on both sides of the Cold War
operated on the basis of this latter presumption.

Oddly enough, the post-World War II years represented the longest
peaceful period in the history of Europe, with only two relatively minor
conflicts: the quashing in 1956 of the Hungarian revolution by Soviet mili-
tary forces, and the brief war over Cyprus in 1974 between two NATO
allies, Turkey and Greece.

The end of the Cold War should also be connected with the disintegration
of the Soviet empire and the collapse of Central and Eastern European
communist political structures, which by the end of the 1980s had become
increasingly heterogeneous. The differences between the various communist
regimes and the progressively diverging interests of these countries under-
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mined even that cohesion which had been created by Soviet dominance and
by the common interests of the ruling elites. However, the dissolution of the
Warsaw Pact and CMEA and the withdrawal of Soviet troops from Eastern
Europe have not been a typical Cold War strategic gain for the USA or
NATO, for no other reason than that the main enemy ceased to exist as a
continental global power, leaving behind somewhat of a Pandora’s box for
the West. The resulting situation has inaugurated a new geopolitical era in
global affairs and, particularly, in Europe. The outcome of the changes and
forces at play in the early part of the 1990s is highly uncertain, and many
different possible scenarios can, in fact, be extrapolated.

There are a couple of important question marks about the political future
of Europe in the new era. There are, first of all, important security issues.

Europe during the Cold War period had a classical bipolar security sys-
tem. The continent has been divided into two military blocs and those neu-
tral countries which were outside of them held the view that the two blocs in
fact neutralized each other in war – waging options and capacities. The two
blocs represented such a high level of risk to each other as to make military
options unattractive scenarios. The two blocs imposed a high level of bloc
discipline on their members and were able to control the intensity of con-
flicts between them.

This relatively simple and efficient structure does not exist any longer.
The character of the security threat has also changed. Similarly to the United
States, the countries in the Western part of Europe no longer have any
concrete ‘‘strategic enemy’’ and none seems likely to emerge on the horizon
of global politics for some time. Where are the new security dangers? In a
way, they may be ‘‘written on the wall,’’ as the reemergence of the past
chaotic patterns of interstate relations or as a process in which Europe may
move ‘‘back to the future.’’ (Mearsheimer, 1990)

Could those patterns result in increasing antagonism and potential vio-
lence in specific circumstances? Could the spread of nationalism once again
become a factor to undermine a new global order, thus comprising a source
of global instability analogous to earlier periods of European history?1 Is it
at all relevant to think in terms of traditional power politics and apply the
balance of power concept in an era of European integration and global
politics? There are no easy answers to these questions.

In Western Europe, the era of ‘‘traditional’’ nationalism is over. In the
period of European history when nation-states were formed, nationalism
was associated with individual liberties and independence, expressing the
interests and values of the victorious bourgeoisie and, basically, all other
social groups liberated by the changes. National interests were defined more
in a ‘‘systemic’’ way against the old regime. Even in that era much blood
was shed in Europe for rights officially to use the name of the nation, the
language, the flag and citizenship, or other symbols of national identity
and sovereignty. Later, when nationalism became more organic and exclu-
sionary, national interests were increasingly defined by antagonistic rela-
tions with other nations. The expansionary, racist, militant, bellicose and
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totalitarian brands of nationalism of the first half of the 20th century, the
primary example of these being Nazi Germany, represented the vanguard
of the process of Europe’s nationalization. Even though today there are
forces in Germany and in other parts of Western Europe that invoke Nazi
traditions, and there are dangers of nationalist revivals, especially as a force
against immigrant laborers, these will probably remain a minority in Euro-
pean politics, provided Europe is able to sustain those forces which have
been dominant during the past 30–40 years. Violent nationalism is not now
on the political agenda of the countries in Western Europe.

A concrete and immediate threat to European security is rooted in the
political and strategic environment which has emerged after the collapse of
communism in Central and Eastern Europe and the disintegration of the
Soviet Union. This may not result in a premeditated or ‘‘structural’’ East–
West conflict (although accidental events of course cannot be completely
excluded). Unsolved and reemerging ethnic and national issues have been,
however, already resulting in serious violence in former Yugoslavia and in
certain parts of the former Soviet Union. There could be further secession-
ism, territorial disputes and other types of violent conflicts. In the Eastern
part of the continent therefore new security issues are emerging, resembling
those that had been characteristic before the two world wars. For the
West, the problems caused by such conflicts could become very important,
extending well beyond their humanitarian implications and the dangers of a
mass outflow of refugees. There are not only nuclear weapons in the East
but also many nuclear power stations, the explosion of which could cause
severe problems for the whole continent. There is also a danger of interna-
tional terrorism connected with unresolved ethnic tensions. One cannot
exclude, of course, additional types of problems, such as the direct or indi-
rect involvement of one or another important Western country as a sup-
porter or a partner in those conflicts, which in turn could result in political
and strategic confrontation.

An important but highly uncertain aspect of the future of European
security is connected with the potential impact of conflicts located in other
regions, especially in the Middle East and North Africa, on Europe. Europe
is not an active agent in other regions and continents any longer. It is more
a ‘‘price-taker.’’ Those conflicts, however, may influence access to vital fuel
and raw material supplies. They may result in a great number of refugees.
Some countries, like the United Kingdom as the center of the Common-
wealth or France which has strong ties with its former colonies in Africa
and retains strong overseas interests, may become directly involved in those
conflicts. The participation of the European countries in the UN’s global
collective security structure has been and will continue to be an important
linkage between European and global security, at least institutionally.

An additional, and probably the most important, security issue goes
beyond the military problems: this is the economic and environmental
security of the continent. Economic problems are especially crucial in the case
of the Central and Eastern European countries, where a difficult trans-
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formation process from the socialist type of system to one or another form
of modern capitalism will be going on at least throughout the 1990s. The
dismantling of the legacy of the ‘‘centrally planned’’ system of the economy
of the past and the building up of a future system in a way is a social process
of ‘‘creative destruction’’ that creates grave economic and social problems.
The issues of economic and environmental security are, of course, not con-
fined to the Eastern part of the continent. The efficient management of
those problems and risk factors would require a more intensive regional
cooperation, but also a more active participation of the countries of the
whole continent in global multilateral cooperation structures.

The future concrete agenda which will require the collective management
of European security in the post-Cold War period will be to a great extent
determined by the outcome of a few specific but interrelated socio-political
and economic factors that are shaping the changes on the continent.

The most fundamental issues relate to how, at what speed and with what
consequences the economic and political unification in Western Europe
will develop in the future, and how far and in what forms it will extend to
the East. The unification process is in fact a ‘‘redefinition’’ of Europe and
its security problématique, inevitably with major long-term global con-
sequences. Several other changes on the continent and beyond it are already
shaping the 21st century and will, to a very great extent, be influenced by the
intensity and the character of unification. Another major change, the out-
come of which cannot be separated from the issue of Europe’s political
future, is the longer-term consequences of the disintegration of the Soviet
Union. Here many questions arise: will the ‘‘Russian Empire’’ be restored
in some way, will it assume a different form than as the Commonwealth of
Independent States, or will it gradually disappear, leading to the dissolu-
tion of this very framework? If the ‘‘Empire’’ disappears as such, how soon
will Russia alone be able to consolidate its economic, political and mili-
tary power and again become a major force in continental politics, thereby
ensuring itself a paramount role in European and global affairs.

The success or failure of the transition to a modern market system in the
countries of Central and Eastern Europe (including the successor states of
Yugoslavia) and of the stabilization of their domestic economic and political
affairs will also have a direct bearing on the future security of the whole
continent, including that of Western Europe.

A key issue will be Germany’s role. The future changes in the domestic
policies and international aspirations of the new unified German state will
exert major influences on both European and global politics. Most of all the
future impact of the new German state is, of course, interrelated with the
wider European problématique – the political and economic framework of
the continent within which Germany will have to exist. In this context, the
domestic forces of Germany (in both economic and political terms) will be
of decisive importance.

All of these issues taken together, or even considered individually, are of
an extremely complex nature. They address the most important building, or
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possibly stumbling, blocks of any future ‘‘new order.’’ Any one of them
could become an important source of global and European peace, creating
new opportunities for cooperation, or, on the contrary, of global and re-
gional instability.

2. Character and Speed of the Integration Process

The future of the political unification process, its character and speed, will
be determined in coming years by a set of complex factors: the changing
interests of EC members, the issues to which they will have to react by uni-
lateral or common policies, and the success of economic integration. The
latter poses such operations as: what will the impact be of the single market,
how fast will the steps towards a common currency be taken, what will be
the influence of integration measures on domestic sociopolitical problems,
and is integration perceived as facilitating the harmonization of national
policies? All of these factors will play a crucial role in forming (or trans-
forming) the attitude of the public and of the political leadership on the
difficult issues of European unification. Indeed, the opportunities for politi-
cal stability and economic prosperity are great, in many ways unprece-
dented, and are increasingly better understood by the different political
groups.

Along with the opening of new opportunities, however, there are also
new, key challenges to individual nations, which are becoming more evi-
dent; nations are thus being forced by the domestic and international envi-
ronment to formulate and articulate more clearly their perceived national
interests. In the late 20th century, the peoples and nations of the continent
are much more interconnected by capital and commodity flows and by
migrations than ever before. Increasingly strong mutual regional interests
have been shaping the integration process, understood not only as the
customary ‘‘common protectionist’’ policies enacted against Europe’s chief
competitors, but bearing upon a wide spectrum of issues ranging from
regional security to science and technology. Europe will have to remain
competitive in the changing global market; integration must be seen to serve
this end. The European Community has been able to develop common pol-
icies in certain important areas which have proved helpful in expanding the
volume of mutual trade and capital flows between EC members. It has used
such instruments, among others, as price mechanisms and special funds to
help balance their gains and losses. In agricultural policies, for example, it
has constructed a harmonized structure of diverse interests. This process has
been greatly supported by the positive responsiveness of the macro-policies
of member states, but also by the common needs and actions of various
regional micro-actors.

While at this stage there certainly are diverging views and interests in
many areas between EC member countries (the problems in Yugoslavia
having brought a few of them to the surface), there are at least no major
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power struggles that remind one of past centuries of change on the con-
tinent. Europe, if united, could become a formidable political actor and
economic competitor in a world exhibiting major trends towards region-
alization. A united Europe could also become a strong and important part-
ner of other key economic regions that are evolving in the global system.
The importance of the issues of global competition and cooperation and the
increase of European competitiveness have not gone unrecognized over the
last few decades. These developments have had a strong influence on inter-
national agreements in such major areas as trade relations, capital flows,
and immigration. This influence, however, has yet to produce an effect on
Europe’s common economic policies, which do not exactly express the ori-
entation of a Europe with liberal trading interests. The existing pattern of
policies has resulted from compromise between protectionists and liberals.

Has the process of European integration, in which Germany has become
the strongest pillar, reached the ‘‘point of no return’’? Using the language of
Hegel and Fukuyama: has the history of national fragmentation come to an
end in Western Europe? Based on historical experiences the answer must
be a qualified ‘‘no.’’ Nevertheless, the qualification is very important to
articulate. History does not present only one alternative. Regarding Europe,
several plausible scenarios of future events can be depicted.

One of the scenarios with the greatest probability is the continuation of
the integration process. This process serves, first of all, the basic interests of
the European nations in many important areas of their economic lives. The
establishment of the single market will probably further strengthen the
process of integration. The unification of Germany has contributed to the
efforts of some of its partners to take more concrete steps towards political
integration in terms of a federation of European states, and establish new
structures for creating a strong framework which could integrate a growing
united Germany – like, for example, the symbolic Franco-German military
corps. It should be noted that a few, more cynical, observers have posed a
rather delicate question on alternatives. Will the united country be the
Germany of Europe, or will the united continent be the Europe of Germany,
or will there be a third alternative: an alliance of a future Germany with a
future Russia, causing countries in the Western part of the continent to seek
a continuous presence and assistance from the USA? The final answer to
this question can be given only by the unpredictable games of history. At
this stage, however, one can say that the content of the immediate answer
will be greatly influenced by the outcome of those efforts which were ini-
tiated in the early 1990s in Maastricht.

The Maastricht Treaty may represent a turning point in European history
by adopting the joint principle of widening and deepening, by opening a new
agenda for future European integration (the establishment of the European
Monetary Union, based on a common currency), and by declaring the goals
about a future political union. At this stage, one cannot completely exclude
another scenario, a ‘‘retreat’’ from the Maastricht commitments or even
some other setback in the integration process. This alternative seems to
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have a low probability and is likely to be realized only in the event of a
major economic or political catastrophe, which would either make joint so-
lutions seem impossible or impose high, perhaps intolerable, political or
economic burdens on one or another member. Also, if new aspirations of a
future political elite in one country or another could not be satisfied within a
European framework this could disrupt the integration scenario. Here the
major source of problems is likely to be the middle powers and not the
smaller ones. The changes within the Community and in Europe in general
have different implications for them and the potential gains and losses may
be distributed in such a way that their interests could be damaged by the
deepening or widening of the Community.

The debate on the issues of political integration has ignited instances of
deep disagreement between EC members over the process of developing a
‘‘United States of Europe.’’ At this stage, the debate among member coun-
tries is not about movement toward, or away from, integration, but is rather
focused on two models of European integration. There are and there will be
important and influential political groups within the European states that
are interested in maintaining sovereignty over political and economic affairs
and make efforts to protect some of the main pillars of national sovereignty.
These efforts go beyond the protection of national cultural identity in an
economically and politically integrated continent. They reflect lasting dif-
ferences within the member countries – in both their public and private
sectors – between the two main conceptions of the integration process. One
group wants to strengthen the central institutions and accelerate progress
toward a unitary state of Europe as a final goal. The other group advocates
increased European cooperation on a wide range of issues while maintaining
decentralized structures for a system which is sufficiently flexible to accom-
modate differences between the relative economic strengths of the countries,
and between their diverse domestic interests and practices, including the
role of diverse democratic procedures in budgeting, taxation, social policies,
and so on.

Members have clashed over such questions as the character of the politi-
cal institutions, the relationship between national and regional political
structures, and the nature of common military forces. The events in Central
and Eastern Europe, interestingly enough, have provided the basis for some
of the arguments against unification. One columnist has written that ‘‘the
architects of Europe should learn from the collapse of the Soviet Union and
Yugoslavia, two federations masquerading as countries. Their recent history
has shown, that while nationalism can be suppressed for a time, it cannot be
destroyed. Any attempt to impose a rigid central government system will be
resented and cause a revolt.’’ (The European, London, September 13–15,
1991, p. 8)

In all European countries there is, of course, a strong desire for a politi-
cally stable and united continent without frontiers. Regarding political uni-
fication, the events in Central and Eastern Europe and in the former Soviet
Union have caused a degree of apprehension about nationalism and its
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potential dangers, and about the possibility of not being able to create reli-
able protection against the resurrection of old continental problems. The
challenges for the Community will be manifold in the 1990s. One of them
is connected with its external dynamics and the progress towards supra-
nationality. The Community is in the process of transferring power from the
nation-states to supranational structures by way of a series of treaties, rules
and directives. This process is far from simple. The defenders of the nation-
state, in fact, introduced important ‘‘safeguards’’ in the Maastricht Treaty.
The first of these safeguards is that, in certain sensitive matters such as for-
eign policy, defense, policing and immigration control, the states will main-
tain the key authority. The second safeguard is the principle of subsidiarity,
expressed in the formula that only if and insofar as the objectives of the
proposed action cannot be adequately achieved by the member states can
the proposed action be undertaken at the Community level given its scale
and effects. (The Economist, July 4–10, 1992, p. 15)

Several conditions of the ‘‘single market’’ program remain to be fulfilled
on the national level. Agreements on the creation of a single currency and a
central bank will have to go through a ratification process in national legis-
latures, during which the UK’s reluctance may cause some problems. Social
policy will be another very difficult area, where detailed agreements have
not yet been achieved. Another serious problem facing the EC will be the
extension of its frontiers beyond those of its current 12 members. Austria
and Sweden will probably be the next candidates for membership; Czecho-
slovakia, Hungary and Poland, along with some other countries, are queuing
up in the wings. The Baltic states and other CIS countries, as well as other
Central and Eastern European countries, are also interested in joining. This
may not be too easy for the EC to accommodate, and in any case will
certainly not take place during the 1990s. The future relationship with the
former socialist countries in Europe is both an internal problem of the EC
and a difficult regional and global issue. The debate about ‘‘who should be
admitted and when’’ reflects not just temporary disagreements. The member
countries of the EC are afraid of economic dilution and the political diffi-
culties emerging from the greater diversity of interests.

The perspectives of the Central and Eastern European countries, which
consider ‘‘Europeanization’’ as a panacea for many of their political and
economic diseases, are very different. They would like to become integral
parts of a European system that has proved to be more successful thus far
than any other past experiment on the continent, not only in terms of eco-
nomic progress that is badly needed in that region, but also in terms of those
many complex political issues that involve bringing together such traditional
enemies as the French and the German nations and making national frontiers
increasingly obsolete. The original ideas of Jacques Delors about the Euro-
pean space, which would be a network of countries located in concentric
circles like the moons of the sun, the managerial functioning of which would
be performed by the Community, have become irrelevant in the environment
of the Soviet Union’s disintegration and the agreement reached with the

EUROPEAN POLITICS IN THE 1990s 209



EFTA countries. Neither can there be a ‘‘European fortress’’ in the new
era.

Any talk of future expansion raises critical issues concerning the specific
interests, support, and opposition of some present members. Germany, for
example, has been much more interested than some of its partners in the
participation of the Central and Eastern European countries. Further
expansion of the Community also raises some fundamental questions
regarding the future, such as, first of all, about the optimal size of an eco-
nomic or political union. The EC might over-extend itself from the view-
point of operational efficiency. It will be increasingly difficult for it to man-
age its own enlargement and satisfy outside expectations without disrupting
the delicate balance of interests and opportunities of its present members
that is necessary to maintain its cohesive character. The responsibilities of
the present members and of the bureaucracy in Brussels are much greater in
the early 1990s than ever before because the future of the rest of Europe,
indeed of the entire continent, will depend to a great extent on the success
of the integration process in creating a new multicultural European entity.
In the coming years, Europe and the Community will have to contend with
increasing North American and Japanese competition as well, which will
probably present the most important external challenge. An additional
challenge and problem for Europe will be its relationship to the developing
world and especially to its traditional client regions, which will not only
be expecting more meaningful economic and technological support from
Europe, but will be the source of mass migration of millions to various
European countries. In order to cope with these migrations, Europe must
have a well-functioning and expanding labor market and be able to sustain
popular support for an increasingly multicultural society.

3. From the Union to the Commonwealth and Beyond

The transformation of the former second superpower, the Soviet Union, is
still at a very early stage, and most of the 1990s will probably witness the
vicissitudes and shocks of the transformation process. The strategic impor-
tance of the region in global politics and the military might of the former
Soviet Union make the issue of transformation one of the central problems
of global politics in the 1990s. The new structure, the Commonwealth of
Independent States, while it could become an instrument for a re-fashioning
of the Russian empire, could alternatively become an instrument enabling a
group of democratizing nations to preserve those unifying elements that
have recently proved useful and practical in organizational terms. If the
latter should happen, then the CIS in time could become structured and
function in a manner comparable to the European Community.

Whichever of these alternatives is realized, the character and functions of
the CIS will finally be clarified and developed, although probably by way of
long and difficult challenges in the midst of which the possibility of civil
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violence cannot be dismissed. Will the Commonwealth provide sufficient
security to its members in international politics and in the global economy?
Historically, Russia had always been a power of major significance in inter-
national affairs in centuries past, successful as it was in establishing the
largest and most diverse continental empire in modern history. Will the
Russian republic have the capacity to maintain a continuation of its imperial
heritage despite the strain of transition? What kind of a superpower might
Russia be in the new era? As all of the political arrangements concerning
the Commonwealth, and the structure of its military forces and frontiers, are
presently ambiguous and unstable, it will be some time before these ques-
tions can be answered.

What is, however, evident, according to the main scenarios, is that even
under optimal domestic and external conditions it will take a long time to
overcome the serious economic, political, ideological, moral, and economic
crises that beset many of these Commonwealth states. For a long time con-
structive changes will be hampered by internal political power struggles, and
ethnic or religious conflicts. Past dynamics of change in imperial Russia or
later, in the Soviet Union, have never been smooth and surprise-free. The
size of the country, the multiplicity of ‘‘built-in’’ problems and conflicts, and
the deeply rooted bureaucratic inertia in resisting modernization efforts and
reform have made change problematic. There are, however, a few areas
where some of the basic determinants of the future attitude of Russia in
global politics can begin to be discerned.

First, the geo-strategic position of Russia has radically changed. A belt of
independent states, large enough to be more than just a traditional ‘‘buffer
zone,’’ has been established between Western Europe and Russia. This belt
has pushed Russia geographically far away from Central Europe. Ukraine
and Belarus want to join the Community in the long run. Their relations
with the West will be more diverse as they will try to sustain the best possi-
ble relations with the USA and also with their traditional European partner,
Germany. The eastern parts of Russia, in Asia, will increasingly link their
destinies to the evolving major global concentration of economic power on
the Pacific Rim and will likely be interested in establishing the closest pos-
sible ties with these Pacific and East Asian countries.

Second, Russia will have a strong interest in keeping together as much as
possible those parts of the former Soviet Union where large Russian minor-
ities are living. Russia will seek to protect the interests of these minorities,
but at the same time will use them to sustain as much Russian influence as
possible. (There are now about 25–30 million Russians living outside Russia
in the territory of the different former Soviet republics.) Russia will sustain
its efforts to keep the countries of the CIS together and, if possible, even
expand its scope to some of the former members of the USSR.

Third, as a power that spans two continents, Russia will probably seek to
influence the policies of the neighboring countries by establishing regional
cooperation zones and other agreements in order to build friendship and
economic ties.
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Fourth, owing to the abandonment of the communist ideology and the
concomitant messianic orientation toward global politics, Russia will prob-
ably pursue a pro-Western foreign policy, looking for structural cooperation
with the main Western powers, and be less interested and involved in the
developing world (except its immediate neighbors). Russia will almost cer-
tainly have much cooler relations with the remaining socialist countries.

Fifth, the main security concerns of Russia will be, first of all, to block
within its frontiers any secessionist trends and to resolve outstanding terri-
torial disputes with several former republics, as well as to contain potential
expansionist endeavors of Islamic powers located in close proximity.

Sixth, following long traditions, Russia will maintain a relatively strong
army for domestic purposes and also for prestige and regional security. This
military capability will also be an important instrument in Russia’s political
relations with the former members of the Soviet Union.

Seventh, Russia will become actively involved in multilateral institutions
in general but especially in Europe and in Asia.

Eighth, for many years to come, owing to the severity of domestic prob-
lems and limited resources, Russia will act mainly as a status-quo power
supportive of overall global stability.

What remains an unanswered question at this time is the extent to which
the establishment of independent nation-states replacing the Soviet Union
will increase global and regional stability; indeed, the reverse might occur,
with these entities becoming sources of international instability. This ques-
tion cannot be answered in abstract terms by idealizing and advocating the
process of change, or by considering it merely as a struggle for national self-
determination against autocracy. The issue of self-determination is very
complicated, especially in a region of mixed ethnic or religious populations,
and does not necessarily correlate neatly with considerations of stability. In
the republic of Ukraine, for example, there are important religious and
ethnic differences between the western and eastern parts of the country. The
diversity of the population is even greater in the case of several Asian
republics. There are Russian minorities in all these republics, and in some
instances their size is such as to comprise almost 50 percent of the citizenry.
Given the radical views of the different separatist movements motivated by
ethnic frictions and political rivalries, there is a great probability that vari-
ous referenda and declarations of political independence will ensue, quite
possibly leading to the establishment of additional independent states on the
ruins of the Soviet empire. Such a process of continuing dissolution could be
the beginning of a long era of political instability.

All of the important powers of the world are in the process of formulating
their policies towards the new Commonwealth. The former chief adversary,
the United States, has a strong interest in avoiding lasting instability and
chaos in that region, and an equal interest in the stabilization of a loose
political structure that will be strong enough to provide sufficient security
for the peoples of Commonwealth. In this context, as has been already
mentioned, the CIS could represent a countervailing force to the expan-
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sionist aspirations of other potential powers in Euro-Asia, while not having
the power to jeopardize the security of these nations and regions. A key
issue here involves the future of the former Soviet army and the control of
the enormous nuclear arsenal, as well as the oversight of the military–
industrial–science complex, which, however, given a shortage of financial
resources, has automatically been shrinking, and is already now a mere
shadow of its former might.

Relations with the new pluralistic structure arising from the ruins of the
Soviet empire will be a very important issue for European countries. In the
case of certain European countries, this relationship has so far been dissim-
ilar in nature to their traditional ties with Russia. Previously, for example,
France had regarded Russia primarily as a geopolitically important balanc-
ing force against Germany. Germany, on the other hand, regarded Russia as
a major economic partner and is increasingly inclined to do so again. In the
final years of this century, Germany will be the most important European
power having strong political and economic interests in the future of the
CIS. This is due in part to the fact that there are still Russian soldiers on
German soil; Germany has made major financial commitments not only to
provide them with services, but also to facilitate their departure and settle-
ment at home. Germany also has strong economic interests in establishing
special relations with the Commonwealth and possesses the capabilities
needed to do so. The European Community as a whole will have to define
its relations with the CIS and with the individual states within it. Some of the
successor states are interested in separate association agreements with the
EC, which would make the overall pattern of relationships substantially
more complicated. Defining the relations with the countries of the CIS is, of
course, in the security interests of the Western European countries, and
hence will require further consideration. They do not need to consider these
relations, at least for many years to come, as a serious military security issue,
in the sense of posing a direct threat. However, the question is: will Europe
be able to accommodate these CIS countries within the European regional
framework, and, if so, in what form? CIS countries could become important
markets for European goods and capital, and sources of raw materials and
of scientific capabilities, and hence closer relations could strengthen Europe.
There is, also, an indirect incentive for the European countries to help out
the CIS, namely, a growing anxiety that mass emigration from the former
Soviet Union is likely to occur if the CIS is not able to stabilize the economy
of its member states relatively soon.

Relationships of the former Soviet Union with its erstwhile allies are even
more complicated because of their geographic proximity and historical role
as a security belt or buffer zone between Russia and the West. Further,
these partners are still dependent, though to a diminishing extent, on Rus-
sian supplies of oil and natural gas and on the Russian market, which had
previously purchased a bulk of their exports. Most of them have historically
had some conflict with some of the now independent states of the CIS: the
Ukraine, for instance, incorporates the former eastern part of Poland and
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controls a region that historically had belonged to Hungary; territorial dis-
putes could also arise between Romania and the Ukraine. These and other
problems indicate that, while the disintegration of the Soviet Union will
result in significant and favorable changes that open new opportunities, the
international community must be watchful of the problems and prepared to
address them; indeed, the geopolitical significance of the CIS will require
major adjustments in the strategic thinking of many countries in the world.

4. The Great Transformation: Will the Future Repeat the Past?

The Central and Eastern European region has also been identified as an
important source of uncertainties about the international system, especially
as it relates to Western Europe. At the same time, however, in many ways
there are new, and in this century perhaps unprecedented, opportunities for
the nations of the region to become a more organic part of the wider inter-
national economic and political system, and to accelerate their own mod-
ernization, thereby improving the living conditions of their peoples.

While this region is often considered homogeneous, it is in fact one of the
most heterogeneous areas of Europe from the point of view of comparative
levels of economic development, cultural tradition, and ethnic problems.
The six countries of the region have a combined population of about 120
million people. The region is burdened with at least 14 minority conflicts, six
of which are serious. In fact, several in former Yugoslavia have already
erupted in severe strife. The future of these countries will be determined
through the interplay of various international and domestic factors, forces
and problems. It is not merely their degree of success in democratizing or
in building a liberal market economy that will shape the direction of their
development. The rapid and often unexpected changes in these countries
are taking place under conditions of a deep economic crisis that was the
legacy of a rigid, inefficient system that could not adjust to the world
political economy and blocked all efforts that were made to achieve socio-
economic modernization.

The character and the outdated nature of their external economic rela-
tions were also responsible for the crisis. There is no prospect of rapid
improvement of economic performance or of a spectacular and immediate
reversal of the decline in standards of living. In any circumstances, even the
most successful among these countries will have to undergo a long and
painful internal process of social and political transformation. The direct
consequences of this process are in marked conflict with the more hopeful
expectations of the population, although perhaps to a lesser extent than in
the former USSR. The resulting discontent may become a source of lasting
socio-political instability, which could aggravate ethnic problems that have
already surfaced during the wave of changes of recent years. Furthermore,
the international consequences of instability in Central and Eastern Europe
may have adverse effects on investment and trade.
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The political and ethnic frontiers established in this region after World
War I, which were basically embodied in the Versailles peace treaties and
restored following World War II, created new sources of latent conflict
and tension in the system. During the past forty years the dominating
regimes have not been able, and in fact have not even been ready, to ease
and dissolve these potential dangers. Nobody could seriously expect the
different nationalities or ethnic groups in the region to undergo a melting
process, even under the communist regimes that emphasized loyalty to social
classes rather than loyalty to nations. There were three important and
interrelated causes of the problems for Central and Eastern European
regimes other than the difficulties arising from this ideological approach of
giving priority to class over nation. First, the Soviet Union basically followed
a policy of promoting the establishment of autocratic economic regimes
that were connected bilaterally with the Soviet economy and for about
two decades have had very little experience in multilateral affairs. As a
result, and quite ironically, new economic foundations of nationalism were
established and strengthened during these years. Second, these dictatorial
regimes limited the movement of people even between socialist countries
for a long period, as rigid economic frontiers were coupled with even more
rigid political frontiers. Third, there were much fewer (if any) formal guar-
antees for respecting national minority rights other than those declared
with regard to human rights in general. Some countries in the region,
e.g. Romania, followed a policy of forced assimilation of minorities. As a
result of political changes and the collapse of Soviet hegemony in the region,
not only did old ethnic problems rise to the surface, but a new element –
separatism – appeared in the political life of some multi-national states, such
as Yugoslavia and Czechoslovakia. These ethnic problems and the national
minority issues have led to a civil war in Yugoslavia and demonstrate how
they could be the sources of tension, conflict, and violence throughout the
region.

The revival, or strengthening, of nationalism is an important risk factor in
the new global system and may produce disintegration, fragmentation, and
conflict in this region, as well as in the international system at large.
According to a well-known expert on ethnic problems, there are currently
more than 5,000 ethnic groups in the world, many of them with their own
territorial base, that are potentially searching for national independence,
and could cause trouble. (Stavenhagen, 1986)

In Western Europe difficult ethnic problems can be observed in the
United Kingdom, France, Spain, and Belgium. There are also serious
minority problems, connected, for example, with the presence of a large
number of guest workers and refugees, in Germany and in many other
countries, including Switzerland. (Switzerland, incidentally, is an excellent
example of a democracy that functions without pulverizing or melting its
different ethnic communities.) Nationalism and fragmentation are very im-
portant dangers and problems in many other parts of the world, such as,
for example, India, China, the Sudan, and Ethiopia. The Middle East is
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yet another example of the problems of violence linked with ethnic and
minority issues.

While it is true that such issues as separatism, autonomy, and self-
determination that are connected with the resurgence of nationalism,
minority aspirations, and ethnic conflicts in Central and Eastern Europe
have recently been receiving greater global attention, it does not mean
that they are to be seen only in light of recent changes. This class of issues
has always been a leading concern of these states. Nationalism in this region
of the world can become aggressive with great rapidity. If this occurs, it may
result in international confrontations and dangerous conflicts, as develop-
ments in Bosnia suggest. Historically speaking, this is a serious considera-
tion because Central and Eastern Europe is situated in the traditional buffer
zone between great powers and has been generative of past conflicts that
have played catalytic roles in precipitating both world wars in this century.

Another reason for giving keen international attention to this area has
to do with the role this region played in the Holocaust. The mass murder
of many minorities, especially Jews and Gypsies, has become part of the
‘‘historical memory’’ of the world with respect to this region. The hatred
among certain nations in the region has also historical roots, with the great
powers being able to capitalize on this factor in the past by helping certain
nations establish their own states and oppress others. This could be repeated
again in a range of particular circumstances that could again lead to great
power confrontations.

Another factor makes the problems of nationalism even more compli-
cated in the region than elsewhere. During the Cold War period, the struggle
on behalf of ‘‘national identity and self-determination’’ of the people in
this region not only was considered a legitimate goal in general, but also
functioned as a political instrument in the pro-democracy struggle against
Soviet domination. Not surprisingly such nationalist aspirations received
strong support from many Western countries. Nationalism in a new era, in
settings with weak democratic and liberal traditions, and in settings where
social problems and economic difficulties are deep, building upon a histori-
cal heritage of hatred, forced assimilation, and oppression, could easily
become explosive and result in widespread chauvinism and xenophobia.
Such a dynamic could endanger the stability of the whole European con-
tinent, and is already foreshadowed by what has been happening in the
former Yugoslavia.

These ethnic problems and minority issues could be aggravated by the
evolving social problems in the region that are connected with the economic
difficulties, rooted in the former system and arising from the traumas of
transition. The changes in Central and Eastern Europe have been basically
peaceful (with the exception of former Yugoslavia). The peoples and gov-
ernments of the region have displayed their political maturity thus far. The
process of transition to the Western-type market system, however, is still at
a very early stage. The rejection of communism will have to be followed by
the completion of difficult and painful tasks in order to stabilize democracy,
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consolidate the economy and achieve integration in the global market
system.

The transformation process in Central and Eastern Europe has also con-
firmed the old experience of systemic changes, namely, that changing the
political institutions is the easiest and the fastest part of the process. It
is much more difficult to change values, popular perceptions and attitudes.

Among the political goals of the people and movements that fostered
the transformation process in Central and Eastern Europe, democratiza-
tion, pluralization, and reintegration into Europe were basic priorities. New
democratic constitutions were adopted in most countries, and fundamental
constitutional reforms were introduced in others. On the basis of the
changes and reforms, new political institutions have been established, cor-
responding to the ideas of civil society and Western-type democracies. The
first democratic elections since the late 1940s took place in each of the
Central and Eastern European countries during 1990. The results of these
elections were different and in most cases the new legitimate governments
were formed by a fragile coalition or they had an unstable majority.

How strong and how safe is democracy in the region? Since the beginning
of the changes this question has been raised time and time again, both
within the region and outside, and for more than one reason. Firstly, there
were no strong democratic traditions in the pre-World-War-II period in this
part of the world. Secondly, the middle class, which is probably the most
important social group on which an efficient parliamentary democracy is
based in the West, is generally weak in Central and Eastern Europe.
Thirdly, there is growing apathy and indifference among the broader masses,
which is reflected, among other things, in the relatively low turnout for the
elections. Fourthly, the socio-economic difficulties connected with the tran-
sition to the market system, such as rising inflation and growing unemploy-
ment, have been increasing popular discontent and paving the way for a rise
of demagogic politics, the beginnings of which are already present in these
countries. It is therefore not easy to give a realistic and balanced answer as
to the relative safety of democracy in the region.

It is, of course, clear that today the social structures of these countries
differ greatly from those of the pre-World-War-II period. They are no
longer ‘‘traditional’’ peasant societies in which authoritarian rule could be
easily imposed. They have a large professional group, a broad industrial
working class, and other social groups, including a small but growing entre-
preneurial middle class. Most of these groups had enough of the dicta-
torial regime during the past forty years. Any open or even a disguised
political effort to introduce new dictatorial regimes would certainly be
strongly opposed.

While there are political groups in the Central and Eastern European
countries that would like to continue the pre-war system and, as a Polish
historian, Jerzy Jelicki, put it, some of them may consider ‘‘what existed
in between’’ – meaning the past decades – ‘‘enclosed in historical paren-
theses,’’ the world and especially Europe are fundamentally different from
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the pre-World-War-II years. Today Germany is a strong democratic state in
a democratic European system. European institutions operate as important
safeguards of democracy. The return to Europe and the development of
organized relations within the European Community will necessarily be
based on democratic values and institutions that should reinforce dem-
ocratic commitment on a domestic level.

Another process that would be extremely dangerous from the point of
view of democracy is the revival of the old inter-war issues and political
structures in new forms. The search for scapegoats, the wave of chauvinism
and anti-Semitism, and the manipulation of Christian values for nationalist,
populist demagogy would result in international isolation and national cat-
astrophe for the countries of Central and Eastern Europe.

Democracy is, of course, a process which must be learned on the basis of
national political experiences. It also has a strong international ‘‘demon-
stration effect,’’ but this can play only a limited role since it cannot influence
the interests and determine the attitudes of the masses. The shaping of
democratic political culture in its different concrete manifestations has been
the result of long processes of learning in the West. One of the important
dimensions of backwardness in Central and Eastern Europe has been the
limited, underdeveloped nature of its political culture. The period of the last
forty years of dictatorial rule has not been the ‘‘best school’’ for these pur-
poses. It would also be extremely important for the countries of the region,
not only from the point of view of the future of European politics but also
from that of the learning process, to become organic parts of a community
of friendly, democratic and free nations in which fundamental democratic
values determine the functioning of the system, including interstate rela-
tions. Economic stagnation or decline and economic deprivation cannot be a
sound basis for the process of learning democracy and for promulgating
new, democratic values. If the first massive experiences with democracy for
the ‘‘silent majority’’ of the population are inflation, unemployment,
increasing inequalities and a declining standard of living, the result will be
fear, alienation, and distrust. For forty years, oppressive regimes, under the
slogans of communism, tried to convince the people that they have to sacri-
fice their present welfare for the sake of a brighter future. This discredited
utopia must not be replaced by vague new promises that contradict daily
experience. Without concrete present results, popular disillusionment is
certain to arise, and will threaten the stability and democratic character of
the new institutions and governments.

In such circumstances, the success of the changes in Central and Eastern
Europe depends not only on the wisdom of the new leadership and the
degree of national consensus supporting the emerging system, but to a very
great extent on external conditions. Will the region eventually become
‘‘Europeanized,’’ with open, increasingly symbolic frontiers that allow the
free flow of goods, capital, know-how, technology, and people? Or, instead,
will this region face a ‘‘golden curtain’’ separating it from the West? The
answer to these questions is fundamentally linked to the successful or failing
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management of risks in relation to Central and Eastern European countries
over the course of the coming decades.

5. The Unified Germany: Old Concerns and New Realities

Another complex issue for the future of the European security structure
involves the path that the unified Germany will follow. The German role
has consequences for European and global affairs, especially from the point
of view of comprehensive security considerations. The economic costs of
German unification have been very high. In economic terms, the estimates
of total costs vary with different German experts, ranging from 600 to 1,000
billion dollars (which figure includes the costs of modernization for the
former Eastern Germany). All agree, however, that the costs will be much
higher than had been originally anticipated and that the process will last
much longer. There are and will be also human costs like unemployment
(20 percent of the former East German labor force were jobless at the end
of 1991) that correlate with and add fuel to the growing xenophobia in
Germany. The potential benefits of unification, however, will outweigh
these difficulties. Unification in and of itself has strengthened global security
because it has defused the ‘‘German question’’ as a potentially explosive
factor.

No serious student of European history has ever considered the division
of Germany to be a final, perpetual verdict on the destiny of that nation.
The question always was: when and how will unification take place, at what
price, and paid for by whom? Would it entail a third world war or rather a
regional conflict in Europe, sparked perhaps by a civil war? Would there be
anything remaining of Germany after any such war? A few, more ‘‘opti-
mistic’’ East German experts anticipated a peaceful confederation of a
social democratic Germany and a democratized socialist GDR, which, in the
first phase, would neutralize each polity, leaving the respective military
forces in place, and empowering a special integration group to plan and
negotiate succeeding phases, e.g. by standardizing infrastructure. The way
unification actually took place was somewhat unexpected in that it has con-
tributed to the improvement of the international strategic environment. It
was a peaceful change, occurring with the consent of the great powers. The
new unified Germany is an economically strong, politically stable dem-
ocratic state, and is the most important power in Europe, having an
increasing potential role in global politics and a leading role in world trade
and finances. The role that Germany will play in European and global poli-
tics remains imprecise at this time.

The unification of Germany has raised some old and new concerns in
Europe. While it has been generally recognized that neither the new
Germany nor Europe or the world are politically configured in a way even
remotely similar to past geopolitical structures and interrelationships which
characterized the pre-World-War-I or pre-World-War-II decades, the sheer
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fact of Germany’s historical responsibility for two world wars in this century
has become a source of concern and uncertainty regarding any scenario of
future political evolution. One of the main questions is whether, after the
collapse of the Soviet empire and the diffusion of power in global politics,
there will be any power to balance the increasing role of Germany in
Europe, and, if not, what the consequences of this new power structure
would be for European and global politics. These issues have become espe-
cially important for the two other dominant powers on the European con-
tinent, France and the United Kingdom. In France it has become especially
difficult to forge a new international identity that would define its attitude
vis-à-vis strategic problems and the future path of European integration
amidst this new configuration of forces. France is primarily concerned with
how to use its weight and influence most effectively in the new era for
increasing stability and reducing the risks caused by the changes.2

For some French politicians and strategic thinkers, the strengthening and
deepening of the integration process through firm Franco-German coopera-
tion in all possible areas still seems to be the answer. Some others look at
the issues from the point of view of the necessary role of the balancing
powers and thus take into account the interaction of France, Germany, and
Britain, and the role of the Atlantic framework. (Moisi, 1991)

Germany as united has already acquired, and will increasingly acquire, all
of the qualifications of a major international power, indeed of a superpower.
Germany’s population is around 80 million; the labor force is highly quali-
fied and well motivated; the share of the country in global output is close to
10 percent, the third largest in the world; and it is the largest trading nation,
with 30 percent of global trade in manufacturing. Germany is playing a
leading role with respect to new technologies. And, in keeping with its his-
torical traditions, Germany possesses a large, well-trained and disciplined
army. The unification of Germany and the changes in Europe will inevitably
alter German political attitudes and demands. One legitimate demand, for
example, is that the country’s international position be normalized. This
would mean, first of all, the departure of all foreign armies from German
soil. While the international ambitions of any state, including Germany, will
be influenced by domestic political, social, and economic factors and forces,
all subject to the tides of change, the political options for a future Germany
(or any other state in the system) will, of course, be determined by the
international environment in which it has to live and act. From the point of
view of Germany’s future role, an economically integrated Europe with a
federal political structure would be the most reliable framework for avoid-
ing the repetition of historical dangers. In joint political institutions gov-
erned by binding rules it would be very difficult for any nation to pursue
ambitious, dangerously individual political goals. The achievement of such a
structure would depend very much on the political orientation of the now
unified Germany. But will the German attitude toward Europe and toward
the integration process in general undergo transformation in this period of
consolidation? One potential risk factor present here should not be over-
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looked. In some segments of the German public a certain Euro-fatigue can
be detected, especially in local politics. There is a certain ‘‘re-nationalization’’
mentality in the German population that has emerged as a byproduct of
reunification. This does not yet signal a redefinition of the priority, longer-
term political goals of Germany within its national framework. It does,
however, suggest a new approach that locates national interests in the cen-
ter, with Europe, and particularly European integration, being looked upon
with cool eyes through lenses of benefit considerations, and, hence, with
greater skepticism.

The agenda of European politics in the 1990s is full of difficult problems.
No European and external power can overlook these challenges. Their
successful management requires strong and efficient regional and global
cooperation.

Notes

1. Here I use the concept of nationalism according to a broader understanding, not just as
an effort to pursue national interests and subordinate everything else to them, but as an
ideology, which is exclusionary, presuming superiority over other nations, which may
become a motive force for policies to justify subordination, domination, and, in the final
analysis, violence.

2. An American commentator stated: ‘‘France is finding especially painful to accept Germany’s
new profile. For 35 years France enjoyed political leadership of the community, thanks to its
alliance with Germany’s economic power.’’ He quoted an unnamed German official accord-
ing to whom: ‘‘The myth of French grandeur is disintegrating and this is creating a deep crisis
of confidence in France.’’ (‘‘After the Cold War: At the East–West Crossroads.’’ The New
York Times, March 25, 1992, p. A 10)
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The New Dimensions of European
Economies: Integration and
Disintegration in the Post-1992,
Post-communist Era

Albert Bressand*

1. Interaction of Two Landslide Transformations with
Different Scenarios of Integration or Disintegration

The conjunction of the European Community ‘‘1992’’ program, of radical
political changes in Eastern and Central Europe and of the breaking apart
of the former Soviet Union is not simply adding ‘‘new dimensions’’ to the
European economies: a process of historic proportions is underway, in
which economic, political and technological forces cannot be clearly sepa-
rated. Changing patterns of economic integration are a first-order force
shaping economic developments of all types, and yet the very notion of
‘‘economic integration’’ needs to be redefined in a radically different politi-
cal and international context.

For better or for worse, the European continent is at the center of the first
large-scale rethinking of international economic cooperation since the Mar-
shall Plan, the creation of the Bretton Woods and UN organizations, and
the post-war reconstruction effort. Major risks could take shape: a resur-
gence of nationalistic forces with their roots in the 1918 Versailles Treaty
era could be the unfortunate successor to the falling apart of the post-World
War II geopolitical framework. But the opportunity also exists to break new
ground.

What is at stake is not simply trade and growth but the way European
societies are organized and the type of relationships they can enter into
among themselves as well as with the rest of the world. The definition of
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national sovereignty – whether over natural and environmental resources or
over the fine print of countless regulations – is part of the agenda, more
explicitly than ever before.

Never a clear-cut one, the border between economics and politics is totally
blurred, at least for the present decade: the task is not so much to integrate
existing units as to create, re-create or transform local, national and regional
entities as part of the European process.

On the Western side of the continent, the critical agenda for the European
Community (EC) has clearly outgrown the economic issues addressed in the
‘‘1992’’ internal market perspective to encompass the monetary union and
political union under discussion in the two Intergovernmental Conferences.
The relations between national central banks and their national govern-
ments are already open to redefinition, and the search for a common foreign
policy has major implications for national identities.

Meanwhile, on the Eastern side, success in a very complex – sometimes
treacherous – transition toward market economics is the decisive, break-or-
make test of political change in Central and Eastern Europe.

This conjunction in time of two landslide transformations could be a con-
vergence or a stalemate, or a collision, of historic proportions:
(a) The ‘‘collision’’ scenarios are those in which each side of the continent

would become an obstacle to the other side: economic protectionism
and lack of appropriate support and initiatives on the part of the EC
could deprive Eastern and Central Europe of the benefits of a truly free
market environment. Political backlash and ethno-nationalism could be
the unpalatable consequences. Vice versa, political tensions stemming
from the fall of the Soviet empire could bluntly reveal the limits of the
EC as a political actor.

(b) The ‘‘stalemate’’ scenarios are those in which democracy would coexist
with technocracy, limiting the new horizons to managed trade, beefed-
up quotas and emergency food aid.

(c) By contrast, the ‘‘creative convergence’’ scenario is one of cross-fertil-
ization between economic integration and political audacity. The free
movement of people, goods, services and information behind the ‘‘EC
1992’’ momentum would become a source of pan-European economic
dynamism. Meanwhile, the spirit of political openness at work in post-
communism, post-Cold War Central Europe and in the former Soviet
Union would be the catalyst of rapid progress in the field of foreign
policy, collective security and political integration for the whole of
Europe.

It would be beyond this chapter to provide a fleshed-out description of
these scenarios, especially in light of the amazing and often rapid changes
of recent years. Merely attempting to lay a foundation for the type of
rethinking now called for, the chapter will concentrate on the changing na-
ture of economic integration. Speaking as a West European, I will empha-
size the lessons from the EC experience in integration matters, as well as the
limits of what the EC as such can do.
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Outline

The first section briefly looks at the previous patterns of economic ‘‘glob-
alization’’ as they had taken shape in the 1980s: in many ways, they have
shaped the expectations and conditions in which the revival of economic
integration in Europe has taken place.

The second and most detailed section focuses on the new concept of eco-
nomic integration that has gradually taken shape around the ‘‘Europe 1992’’
process. Unfinished as this process is, it already represents a watershed in
the type of corporate strategy and in the type of political and regulatory
responses shaping economic globalization. Drawing on analyses developed
by PROMETHEE, the type of integration associated with the 1992 program
is better understood in terms of corporate networking and Europe-wide
networks than in the traditional trade specialization paradigm. Similarly, we
see the proposed European Monetary Union (EMU) as the quite ambig-
uous last stage of a broader process of regulatory convergence which tells
little about how sovereignty will be allocated in the political and security
field.

Because of the pace-setting nature of its integration policies as well, of
course, as of its sheer economic magnet-power, it is clear that the EC finds
itself at the center of a new European dynamic that could span – or fail
to span – the Lisbon–Vladivostok land mass. The third section of this paper
will therefore present a tentative map of integration and disintegration
forces at work in Europe in terms of four clusters of countries. I propose
to label these clusters the Community, the proto-Community (namely the
remains of a ‘‘Europe of Seven’’ now known as the European Free Trade
Association), the para-Community (namely Central Europe, the three Baltic
countries and such new nations as Slovenia and Croatia that belong to
the same political and cultural ‘‘community’’ as the EC but that still face
major obstacles to achieving full economic integration) and the anti-Com-
munity presently emerging from the disintegration of the Soviet Union and
Yugoslavia.

The term ‘‘anti-community’’ is not meant to suggest any hostility – on the
contrary, mutual attraction has never been as strong – but, rather, the fact
that this part of the continent is currently moving in opposite directions
from the EC: disintegration rather than integration, multiple currencies
rather than monetary union, national laws rather than regional directives,
and so forth.

Readers easily turned off by neologisms are nevertheless invited to rejoice
at the prospect that Europe is at last rediscovering its Greek roots . . . In any
case, the post-1992 perspective is so widely open that a modicum of linguis-
tic trauma is the very least of what one should prepare for.

Lastly, the fourth section looks at the implications of further European
integration on the EC model for transatlantic relations and for multilateral
cooperation.
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2. The 1980s, a Decade of Global Strategies and Regional
Dialogues

The 1980s will be remembered as a strange time in terms of economic inte-
gration patterns. The term ‘‘globalization’’ became a buzzword, but the
reality under it was geographically and politically fragmented:
. Geographically, the ‘‘global economy’’ of the 1980s was basically a tri-

lateral one, with a strong group of newcomers from Southeast and East
Asia elbowing their way into it. ‘‘Delinking,’’ a concept put forward in the
1970s by radical developing countries’ speakers, came into being as a boo-
merang: the debt crisis and the substitution of technology for natural
resources and for cheap labor left Latin America, Africa and South Asia
outside this new industrial revolution.

. The politics behind this ‘‘fragmented globalization’’ dynamics was of a
regional and bilateral nature. True, the GATT Contracting Parties met in
1982, at American urging, for their first ministerial meeting since the
completion of the Tokyo Round. But it took until 1986 to launch a new
multilateral trade round at Punta del Este, and the possibility of bringing
the Uruguay Round to a successful conclusion is still in doubt seven years
later. By contrast, the EC has been able to make progress well beyond
its own expectations with respect to its ‘‘internal market’’ objective. The
USA, meanwhile, has been led to place high priority on the conclusion of
bilateral ‘‘free trade agreements’’ first with Israel and, more importantly,
with Canada. Global implications have begun to be discussed, rightly or
wrongly, largely in terms of ‘‘Fortress Europe’’ or of ‘‘regional blocs.’’

. Last but not least, the decade closed with the outright dislocation of the
one region where military, political and ideological links had made eco-
nomic regionalism a compulsory gift from materialist heaven, namely
Eastern Europe. The ‘‘Complex program’’ of the 1970s had been the last
concerted effort by the Comecon countries to adapt to the changing nature
of economic interactions. Throughout the 1980s, the ‘‘convertible rouble’’
failed to provide the tool for a genuine multilateral integration strategy.
The substitution, in 1990, of the dollar for this non-convertible convertible
and the wide spectrum of policies experimented with in the post-communist
Europe – from Polish shock therapy to Czech and Slovak gradualism –
triggered a collapse of trade among former partners that left this part of
Europe as the orphan of economic integration.

3. The Unexpected Model: The European Community as a
Post-interdependence Construct

Integration as a Bottom–up Process

The European Community’s ‘‘internal market’’ program, which had been
launched with the signing of the 1985 Single Act (a program referred to
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thereafter, in short, as ‘‘Europe 1992’’), stands out therefore as the single
most important source of innovation to be achieved during the 1980s
regarding economic integration.

Yet, at first, the 1992 program was not an effort to break new ground with
respect to economic integration but, rather, an effort to catch up with the
USA and Japan by removing the numerous barriers that prevented the EC
from benefitting fully from technological and economic change. Indeed, the
1984 Single Act and the set of 279 market opening measures lumped
together in Lord Cockfield’s White Book could be seen as mere restate-
ments of the ‘‘common market’’ objective which had been set up in the 1957
Treaty of Rome and which was supposed to have been achieved in 1968.

In practice, however, this minimalist view of the ‘‘1992’’ process has been
overcome by a set of converging pressures from the corporate world and
from society at large:
. Large European corporations realized with increasing clarity that they

needed to globalize in order to survive.
. Smaller corporations came to look at Europe as the arena in which to

realize the degree of deregulation and the decrease in tax pressure that
they felt they needed to remain competitive in an increasingly open world
economy.

. Tired of standing behind lines of trucks at customs houses or of being
denied some economic rewards available in the country next door, indi-
viduals also made rapid progress in the art of bypass and cross-border
shopping.
Individuals and small and medium companies have become increasingly

aware of the potential of tighter European integration in relaxing the grips
of national authorities and the oligopolistic rents accruing to some of their
favorite corporate champions. In France, mavericks such as the Leclerc dis-
tribution group and the UTA airline – a company now absorbed by Air
France – have been systematically challenging restrictive national laws and
state monopolies before the European Court, on subjects ranging from the
pharmacists’ monopoly over the sales of baby milk formulas to the alloca-
tion of air routes.

A major factor in this bottom–up process was the role played by the
European Court of Justice, which is seldom mentioned yet is a key actor in
the ‘‘Europe 1992’’ process. The possibility for corporations and individuals
to take their grievances to a court standing – in some respects at least –
above the national order opens the national regulatory process and national
policies to challenges without an equivalent outside of Europe. In particular,
the Court’s 1979 ‘‘cassis de Dijon’’1 decision was a major blow to non-tariff
barriers of all types while its December 4, 1986, insurance decision estab-
lished that cross-border delivery for all services was legitimate under the
Treaty of Rome. From airline cartels to utilities and government procure-
ment, the story of ‘‘1992’’ is one of fortresses dismantled rather than of walls
erected.

As individual actors turn to the European Court to enforce an increasing
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array of rights to interact across borders, policy makers have decreasing
confidence in their capacity to enforce policies that would depart too much
from those of the more open European countries. Hence the policies put in
place tend to incorporate an ex-ante European perspective, quite apart from
a formal ex-post negotiation process. A perfect example is the priority given
by the French socialist government to the reduction of taxes on capital gains
rather than on earned income.

The New Dynamics of Corporate Interconnection

An analysis of the corporate strategies and of the Europe-wide structural
policies behind the ‘‘1992’’ momentum (see notably ‘‘1992: the Global Chal-
lenge,’’ Project PROMETHEE Perspectives, No. 9, Paris, March 1989, and
Bressand, 1990) brings to light a number of features going beyond trade
specialization and macroeconomic interdependence. The new dynamics
is centered on services, corporate cross-border networking and advanced
public infrastructures with a strong information technology component. It
can be further analyzed by identifying networks as the critical organization
principle behind many of these new aspects of European integration.

Rather than simply seeking exports and economies of scale, European-
based companies are now focusing on developing Europe-wide delivery sys-
tems, corporate alliances, production networks and electronic market places.
Rather than just shipping goods across borders, they are seeking custom-
ized, in-depth interactions with clients, suppliers and partners, through an
expanding gamut of networking strategies, many of which have a strong
information and advanced communication content. In this sense, the physi-
cal elimination of customs houses is a misleadingly narrow symbol of the
deeper and more complex ways in which corporate strategies are reshaping
the new phase of economic integration. (For a discussion of the broader
agenda of globalization lying beyond the now narrow post-war notion of
free trade, see ‘‘Beyond Free Trade,’’ Project PROMETHEE Perspectives,
No. 8, Paris, January 1989.)

When Allianz, the leading German insurance company, seeks to develop
its business in Spain, it does so neither through ‘‘exports’’ (that is, cross-
border delivery) nor through traditional ‘‘foreign investment’’ in their
insurance sector but through a networking arrangement with two Spanish
banks interested in innovative and cost-effective use of their distribution
networks and in which Allianz takes a significant yet far from dominant 5
percent equity stake. (See, for example, Bressand, Distler & Nicolaı̈dis,
1989.)

Looking at corporate strategies, we have shown in past work that four
types of networks were now being mobilized by corporations:
. Two of them are data-networks: depending on whether they are internal

to one corporation or shared among several, we refer to them as (a) intra-
corporate networks and (b) transcorporate networks. Computer Aided
Design and Manufacturing (CAD-CAM) networks and Computer Inte-
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grated Manufacturing networks (CIM) are well-known examples of in-
tracorporate networks. Meanwhile, Electronic Data Interchange (EDI)
is the fastest-growing type of transcorporate network: linking manufac-
turers, suppliers and dealers, it makes possible new types of production
integration.

. Two other types of networks are of a strategic nature: (c) intercorporate
networks include strategic alliances and joint ventures of all types, while (d)
metacorporate networks are intended to influence the corporate environ-
ment through lobbying, standard setting, and rulemaking. (See Figure 1)
Obviously, many obstacles may get in the way of this unprecedented

development of cross-border corporate networking in Europe. But a number
of policies in place, within the 1992 White Paper framework as well as out-
side of it, can be seen as facilitating or fostering these various types of cor-
porate networking strategies:
. The July 1987 Green Book on telecommunications sets the stage for the

development of Europe-wide intracorporate and transcorporate networks
as well as of value-added networks in general. The 1990 Green Book on
satellites, the still in the making Green Book on mobile telecommunica-
tions and the RACE program (seeking to foster Europe-wide broad band
Integrated Services Digital Networks) will further accelerate the shift from
national systems centered on public monopolies toward open network
provisioning in which customized private networks can flourish.

Figure 1 The Networked Corporation as a Combination of Four Types of Networks
(Source: PROMETHEE)
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. The European Commission is giving its blessing to the development of
Europe-wide electronic networks (in PROMETHEE’s terms ‘‘networked
markets’’) bringing together market participants in sectors such as travel
services, the chemical industry, electronic banking services, etc. The com-
peting Amadeus and Galileo computer reservation systems are now at the
center of the strategic alliance process reshaping the European airlines
industry and influencing its transatlantic linkups. (Bressand, 1989) Sim-
ilarly, the green light given by the Commission to the European Payment
Council’s project will allow credit cards issued by all European banks to
have access to all Automated Teller Machines (ATMs) throughout the
Community.

. The European Commission launched in 1984 the ESPRIT program fol-
lowed by a number of more specialized programs such as Brite and Sci-
ence that facilitate cross-borders intercorporate networks (joint ventures,
common projects, precompetitive R&D, etc.). At French urging, govern-
ments followed suit in July 1985 with the more flexible, closer to market,
EUREKA program, in which the EFTA countries and even Canada are
also involved. More than 3,000 companies or research organizations are
now involved in about 470 active projects with a total value of 8.18 billion
ECUs.

. Together with these cooperative programs, the creation of new standards-
setting fora bringing together public and private actors, such as the Euro-
pean Telecommunications Standardization Institute (ETSI) in which PTTs,
manufacturers and users come together to develop standards, reinforces
the development of what we call European ‘‘meta-networks.’’ European
companies that did not talk to one another ten years ago are now routinely
involved in setting Europe-wide standards in fields ranging from computer
assisted driving to digital cellular phone and credit cards.

. In the meanwhile, the encouragement of cross-border, multi-lingual studies
and research by students, teachers and scientists represents the counterpart
for individuals of these corporate networking programs. The Erasmus and
Comet programs are already having an important influence on higher edu-
cation by promoting studies in several European countries and by opening
breaches in the walls of well-entrenched national education fortresses.
These initiatives and de facto structural policies are a response to the

obsolescence of the industrial policy model as it had been pursued by a
number of European governments. While these limits had been reached a
long time ago by the smaller European countries, the early 1980s marked
the limits of the national consolidation process in the larger countries in
sectors such as telecommunications, electronics, and automobiles. The
national champion policy was becoming too costly and too ineffective for
both governments and their champions: to take only one example among
many, even the sizeable French PTT procurement program could no longer
provide support and subsidies commensurate with the 1 billion dollar R&D
effort called for by the new generation of public telephone switches.
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A More-than-Economic Community: How Much EPU in EMU?

The turning point in the credibility and visibility of ‘‘Europe 1992’’ was
undoubtedly the June 1988 Hanover European Summit when all govern-
ments – including the newly elected French socialist government – agreed
to full liberalization of all capital movements by as soon as July 1990.2 Free
capital movement, something unheard of in a number of continental coun-
tries since the 1930s, represents a watershed for individuals and for small
and medium firms that did not enjoy the same capacity as large corporations
to move money across borders.

Moving toward monetary union, an objective that most observers had
come to see as hard to contemplate in the turbulent context of the early
1980s, is now accepted as a natural implication of the progress already made.
With what was then the stand-alone exception of the UK – which is hardly
distracting the eleven continental countries from going ahead anyway – the
transfer of sovereignty associated with a common currency not only was
accepted as a goal but was, to some extent, implicitly considered as having
already taken place.

A common monetary policy was seen as a common-sense need, however
problematic it has become in the 1990s. In 1981 and 1982, France – and the
hard-liners in the French Socialist Party who lost power on that occasion –
learned the hard way the costs of following expansionary policies that went
against the EC tide. Similarly, at their political polar opposite, Margaret
Thatcher’s England met with unsatisfactory results from adherence to mon-
etary isolationism: inflation was the most obvious consequence of the
fiercely independent monetary policies followed in the name of sterling’s
role as a petro-currency and of the lack of sufficient convergence among
national economies.

Furthermore, the domestic implications of moving toward a German-style
relationship between government and central bank are now welcome in
countries like France where the central bank had too often been asked to
bail out the Treasury from less than prudent fiscal policies: Europe is the
perfect excuse to do good for oneself by correcting flawed but time-honored
and cherished national practices.

Hence the ambiguity of the transfer of sovereignty associated with
EMU. On the one hand, a national currency is a fundamental dimension
of national sovereignty (witness the eagerness of separatist republics like the
Ukraine to mint their own coins). On the other hand, a transfer of sover-
eignty is widely considered to have taken place anyway. Jacques Delors
confessed in a September 6, 1991, interview that he was worried about the
prospect of ‘‘economic policy being narrowly equated with fiscal and mone-
tary policy.’’ In his view, a genuine EMU should recognize ‘‘the leading
role of politics, without which Europe would gradually restrict itself to
being a free trade zone deprived of internal consistency – and therefore
highly vulnerable – and deprived also of the social objectives that give
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its ultimate meaning to political action.’’ (Libération, September 6, 1991,
p. 23)

This fundamental ambiguity was to have been resolved, in one way or the
other, at the Inter-Governmental Conference (IGC) on Political Union. At
this stage, prospects on that side are rather sober as it seems that what will
be labeled ‘‘political union’’ will be little more than coordination mech-
anisms involving little additional transfer of sovereignty . . . The linear con-
cept of an ‘‘internal market’’ leading to EMU, itself leading to EPU, can be
misleading.

In any case, understanding the nature of the ‘‘1992’’ integration process
and its implications for the next decade takes us beyond the black and white
dichotomy between market interactions and the high politics of national
sovereignty. The thrust of the 1992 program has to do with regulations, a
grey zone of increasing importance for economic interactions between these
two arenas.

Indeed, for all the talks about quotas and safeguards clauses, a ‘‘common
market’’ had been in place since 1968. What made the creation of an ‘‘internal
market’’ necessary was the growing importance of regulations pertaining
to all types of interactions in an advanced, technology- and information-
intensive economy. Removing customs houses was by far the easiest part of
the 1992 program. Providing the legal and regulatory framework in which
insurance companies, dentists, accountants, broadcast satellites, marketing
agencies and millions of other Europeans could move around was the far
deeper challenge.

In this respect, the ‘‘1992 model’’ is one of overlapping sovereignties and
mutual recognition rather than a supranational construct. It is in this sense
that it holds possible lessons for the broader pan-European integration that
has been so controversial.

In addition to the traditional top–down intergovernmental process and to
the bottom–up process based on individual legal action that we have briefly
described above, the ‘‘1992’’ dynamics is also noticeable for the importance
of lateral influence.

An important lesson for European integration in the 1990s is the role
played by the critical decision of the twelve European Community countries
to break away from previous, and increasingly futile, efforts to harmonize
regulations and technical norms in favor of a much speedier process based
on a limited number of core principles and on mutual recognition.

Mutual recognition means that national authorities will now accept that
other European governments can grant rights to their own national firms as
well as to third-country firms, based on their own regulatory criteria rather
than on those of the host country. In particular, under the ‘‘second banking
directive,’’ banks, financial services providers and many other corporations
will be able to carry on a number of activities on a European scale under their
home country regulations. (Schwartz, 1988) There is a limit to this ‘‘lateral’’
opening in the sense that some core principles must be followed. But the
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legitimacy of lateral norms is confirmed in the 1979 ‘‘Cassis de Dijon’’
European Court of Justice landmark decision: standards and norms con-
sidered acceptable in one of the EC countries will have to be accepted in all
others.

In many ways, ‘‘mutual recognition’’ reinforces the relevance and the
impact of the corporate cross-border networking strategies that we see as
the true foundation of the ‘‘1992’’ momentum.

As remarked by Michel Albert (1988) – chairman and chief executive
officer of the AGF insurance group – mutual recognition as will be practiced
in Europe has no equivalent in the world and goes beyond the federalist
vision derived from the US experience. As he likes to stress, Europeans
have accepted direct interaction and competition among national regu-
lations and tax structures without creating, at least at this stage, the political
institutions with which a transfer of sovereignty of that order had always
been associated.

4. Fragmentation plus Integration: The ‘‘Four Clusters’’
European Galaxy

In the aftermath of the failed putsch in Moscow in August 1991 and of
the landslide of declarations of independence that swept over the Soviet
empire, the EC experience has come to be referred to as a major beacon for
the European continent as a whole. The French Minister of Finance, among
others, repeatedly alluded to the EC experience during his visit to Moscow
in early September 1991 in an effort to convince the former republics to
keep a single currency and to preserve an open trading system among
themselves. More prosaically, the EC has found itself in the position of act-
ing as a catalyst for the resumption of food trade among former Comecon
countries after the move from the ‘‘convertible’’ rouble to the dollar in East-
ern and Central Europe.

The reality, however, is not one of an extension of the EC model to the
whole continent but, rather, a tension between an integration dynamics
which, indeed, is centered on the EC and a disintegration dynamics in which
the search for freer relationships with the Russian Republic is the critical
variable (in a very different and more violent context, a similar trend is at
work in Yugoslavia). This fundamental tension is the European expression
of a global trend that John Lewis Gaddis, in his recent Foreign Affairs arti-
cle, has identified as the successor to the Cold War bipolarity as the central
organizing principles for international relations.

The PROMETHEE think-tank is engaged in an effort to map the various
integration/disintegration scenarios that could follow from this fundamental
tension. Obviously, our work is at a very early stage and I will only indicate
in this section the four basic clusters of countries that we are using to draw
this map and to identify the changing nature of integration in Europe. As
indicated at the beginning of this chapter, it is not possible in an analysis
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of this type to separate economic integration from political and cultural
integration.

Disintegrating Empires: The ‘‘Anti-community’’ Model?

In economic and political terms, the Soviet Union was once the most tightly
integrated part of Europe. The central control of the Communist Party
coupled with central planning, the command economy and public ownership
of property had no equivalent anywhere in the world, at least on such a mas-
sive scale, for such a diverse group of nations and with such detailed impli-
cations in terms of everyday economic life.

After a long period during which the dysfunctions of this integrated sys-
tem had become more and more apparent, the same region has very rapidly
entered a state of economic chaos bordering on complete collapse. The fail-
ure of the August 1991 coup has however unlocked many new – and often
conflicting – possibilities. A far-reaching reassessment and negotiation pro-
cess is under way to redefine the type of integration to be maintained
between the various economic and political units of this immense mosaic.

The patterns that are beginning to emerge from this massive restructur-
ing process are clearly pointing in the opposite direction to integration. In
this sense, the similarity that a number of observers have seen between the
EC and what might emerge from the Soviet Union could be a fleeting illu-
sion at a time when two cars moving in opposite directions briefly intersect.

Thus, our map of integration in Europe is organized around the complex
mixture of convergence and divergence patterns stemming from the coex-
istence of the Community on one side and of a region which we refer to
as the ‘‘anti-community’’ on the other. The use of the prefix ‘‘anti’’ is not
meant to suggest antagonism but to indicate that the same organizing con-
cept (the still imperfectly defined and open-ended ‘‘community’’ one) is
being approached from two opposite directions and, possibly, with opposite
implications for the future.

This ‘‘convergence through divergence’’ pattern can be illustrated by
trends at work in the former Soviet empire (and, in a narrower and more
violent context, in the former Serbian empire known as Yugoslavia). Most
prominent among such trends are:
– the reactivation of national borders and customs posts between former

Soviet republics, at a time when the EC is suppressing its own internal
border posts;

– a move from one currency to at least half a dozen currencies, contrasting
with the EC attempt to move from twelve currencies to one;

– a pre-eminence given to national rules and principles at a time when the
EC is experimenting with the various forms of regulatory integration and
overlaps described above.
Like the encounter between matter and anti-matter, this conjunction in

time between the Community and anti-community dynamics will be a source
of tremendous energy and transformation for the continent as a whole.
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The Para-community

The relationship between the EC and former Comecon (CMEA) countries
is very different in nature from the almost black and white contrast that can
be drawn, at least at this moment in time, between the EC and the former
Soviet Union.

Old links acquire renewed relevance. Ties of great historic importance –
beginning with those rooted in the former Austro-Hungarian Empire – can
still make their impact vividly felt. We refer to this group of countries as the
para-community in the sense that they are very close to the EC countries
politically and culturally but quite far apart, at the present stage, in eco-
nomic terms. A good illustration of the resulting paradox can be found in
the field of telecommunications where the same countries that use what Eva
Ehrlich has labelled ‘‘quasi phones’’ (namely phones that can be used only
at certain times after a long delay and with totally unpredictable results)
have nevertheless leap-frogged into adopting basically the same regulatory
structure that the EC was still in the process of putting in place.

The type of relationship that these countries establish with the EC will
have a major impact on global European integration patterns. This is true in
the sense not just of the development process in Central Europe and the
Baltic region but also of the framework it will set for pan-Europe and of the
ensuing implications for economic dynamism in Europe.

There is therefore something tragic in the contrast between the historic
agenda that EC negotiators are faced with and the backburner on which
they put the matter to rest until the twelve present members were done with
their ongoing ‘‘internal’’ agenda. At heart, the EC strategy at this point is to
defer action and to gain time.

History, however, does not always knock at the door when one is fully
dressed up: the Community was, indeed, in the process of buttoning up the
pajamas of the internal market and of choosing the dressing gown of mone-
tary union. Standing in the corridor behind the door were the EFTA six, a
group of closer neighbors in short sleeves that had come to Brussels in the
hope of borrowing a larger business suit. Nevertheless, this is the historic
moment when long-term relationships between the twelve and at least the
three Central European countries must be defined. Here again, the subject
at stake is not textile quotas, steel quotas, agriculture quotas, shipping quo-
tas, trucking quotas and other West European lobbies’ favorites. The real
issue is Polish identity, Czech and Slovak identity, Hungarian identity and,
like it or not, European identity.

In this respect, I want to be on record against the incredibly shortsighted
policy followed by my own country, at this moment, with respect to associa-
tion agreements with Central Europe. In the months and weeks following
the dismantling of the ‘‘iron curtain,’’ German reunification, an aborted
coup in the Kremlin and the collapse of communism, a proposal to increase
(if one can call it increase) by a puny 3 percent the ridiculously low quotas in
place to keep Polish, Czechoslovak and Hungarian agriculture and textiles
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out of Europe is the last example of what South Africa once worshipped
under the name of petty apartheid.

With respect to Central European countries, culture, history and inter-
linked democratic processes should take precedence over considerations of a
crowded internal agenda and risks of market disruption. Western Europe has
much to learn from the many Vaclav Havels and Lech Walesas, known and
unknown, who have given new expressions to fundamental European values.

In General de Gaulle’s famous terms, ‘‘l’intendance suivra’’ (a comment
on the relationship between politics and the nitty-gritty of economics). After
all, this is exactly how the ‘‘internal’’ market is being built: the fact of having
agreed on a shared long-term objective back in 1984 has suddenly made
possible a myriad of detailed decisions, many of which had proven elusive
for decades before and some of which (such as agreeing on a common indi-
rect tax structure) were deemed quite out of reach.

The Baltic countries belong in the same group. Yet the time horizon for
deeper integration cannot be totally similar to the one pertaining to Central
Europe. First, independence as it materialized in early September 1991
still has to be put in place concretely. Difficult issues pertaining to prop-
erty ownership, foreign debt and security agreements have to be addressed.
Also, some time must be left for the full development of an internal politi-
cal life which had been long suppressed for over forty years and which has
been so long dominated by the single overarching objective of achieving
independence.

The Proto-community: A Catalyst, or a Roadblock?

Obviously, relations between the Community and the para-community are
made more complex by the choices the EC has to make regarding the group
of Western European countries that has always been a key trading partner
and that had gradually come to see closer integration within the EC as the
only route still open. Once part of a ‘‘Europe of Seven’’ that was the first of
many less than successful British responses to Franco-German initiatives, the
European Free Trade Association (EFTA) is now a poorly integrated group
of countries with no answer of their own to the political side of the integra-
tion dilemmas. Yet EFTA is a very significant economic force on the Euro-
pean continent.

5. Europe as Part of the Global Economy

Further integration – or disintegration – in Europe will be one of the major
influences shaping the global economy in the late 1990s and early twenty-
first century. Vice versa, the key players in this global arena will not stand
idle while Europe defines and pursues its objectives. As has already been
the case for the ‘‘1992’’ process, Americans are likely to ask for ‘‘a seat at
the table’’ in any ‘‘common house’’ that Europe will undertake to build.
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Already, a clear illustration of this open nature of the European arena
was the reaction to President Mitterrand’s proposal for a European Con-
federation. Also notable was the emphasis placed by President Havel, at the
Prague conference, upon the need for the level of American involvement in
any such scheme to be at least equal to the level of Soviet participation.
Although subsequent events make such a literal formula inappropriate, the
issue posed by Havel remains.

Thus, European economies in the 1990s can be discussed only as tightly
interconnected to the global economy and notably to the advanced coun-
tries of North America and East Asia. In this respect, lessons can again be
drawn from the ‘‘EC 1992’’ experience in assessing possible economic
developments in Europe as a whole.

A Fortress or a Shockwave?

In the late 1980s and early 1990s, the international debate about the exter-
nal implications of ‘‘Europe 1992’’ has been dominated by the ‘‘Fortress
Europe’’ label. Interestingly, the term itself is quite ambiguous as it can
suggest not just protectionism but also a strengthening of European com-
petitiveness. More importantly the term does fail to capture the real nature
of the ‘‘European challenge’’ that ‘‘1992’’ might indeed represent for non-
Europeans.

The fortress Europe debate fails to capture the nature of the change most
likely to be confronted after 1992 both in the EC and in Europe at large. It
is probable that tensions will develop, indeed that they are already evident.
But these tensions are not of the traditional protectionist or even ‘‘blocist’’
nature. Rather, they arise out of the stronger affirmation of a European
‘‘identity’’ that represents a challenge for other countries – most particularly
for the United States – whether or not it is accompanied by freer trade.

Will the United States and the EC Divorce?

As illustrated by the difficulties of the transition toward a market economy
in the former Soviet Union and even in the Central European countries, a
market is not simply the absence of obstacles to trade. It has to rest on a
complex foundation of rules, expectations and behavioral norms, a number
of which call for close regulatory supervision. The debate ignited by the
series of financial scandals of the summer of 1991 is a good reminder of the
role played by such frameworks in the appropriate working of markets.

In this sense, the creation of the European ‘‘internal market’’ was not
simply the removal of the 279 ‘‘barriers’’ listed in Lord Cockfield’s White
Paper of 1984 but also involved the proactive creation of new regulatory
frameworks. In doing so, Western Europeans have been making choices,
taking positions and more generally expressing an identity which was bound
to be quite often at odds with the choices and expectations of the United
States as well as of other countries.
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Because of the central role that American values, practices and legal
standards played in the post-war Western economy, America naturally feels
challenged as a result of the sheer size of the European market as well as of
the greater European assertiveness that quite inevitably accompanies suc-
cesses on the road toward internal integration. Yet, the 1992 program was in
many ways an acknowledgment – an explicit one in the UK, a tacit and
sometimes reluctant one in some continental countries – of the effectiveness
of the deregulation approach pioneered by the USA since the late 1970s.

The type of tensions that can develop from this type of competition and
self-affirmation process has been well described by Harry Freeman, for-
merly Executive Vice President of American Express and now a forceful
and insightful spokesman for a coalition of American companies with an
interest in the current GATT negotiations:

We are truly at a watershed in US–EC relations. After a relative cohabitation in
goals since World War II, our communities have entered into a period of separation,
with the EC carving for itself a new identity. The US didn’t; it should. The choices
made in the coming months will determine the nature of our new relationship, the
potential outcomes of which are far more significant than usual. (Freeman, 1991)

The Gulf War of 1991 as well as the persisting importance for Europe of
the US security umbrella can only reinforce American unhappiness with
what might be called, paraphrasing Jean-Jacques Servan-Schreiber, the
‘‘European challenge.’’ Indeed, Harry Freeman is among those who remind
Europeans that the USA will not forever devote about twice as much of its
GNP (about 6 percent) to the common Western security effort without ask-
ing more explicitly for some compensatory counterpart in economic arenas,
while the Uruguay Round multilateral trade negotiations provide an initial
test of these expectations. The $55 billion that Japan, the Middle East and
European allies were asked – not always softly – to contribute to the Gulf
War effort is a striking illustration of the far more explicit links that may
develop between economic and security relations, at least until the Euro-
pean continent can be regarded as a fully stabilized and secure part of the
world.

The new dimensions of economic integration described in this chapter will
see their course, their direction and their implications very much influenced
by success or failure in the pursuit of this broader cooperative environment.

Conclusion: The ‘‘Sleeping Beauty’’ Has Awakened

Economic developments in Europe will depend to a massive extent on the
future shape of European integration. Whether on the Western side or on
the Eastern side of the continent, what integration entails is now subject
to substantial revision. One should already remember the extent to which
European Community politicians have been taken by surprise by the ‘‘1992’’
process that they had themselves put in motion. As for the events that have
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unfolded in the Soviet Union and in the region once known as Comecon, it
is an understatement to say that they became real before becoming think-
able, in the sense, I mean, of the manner in which politicians and economic
managers think.

Only a few years ago, an optimistic vision of pan-European integration
was, at best, a dream of a ‘‘sleeping beauty.’’ The ‘‘sleeping beauty’’ is now
awake and there is no story we tell to imagine what will now happen to her.
I have tried to suggest that the ‘‘1992’’ story is an invitation – of course a far
more mundane and limited one – to make the best of the unthinkables come
true. Seizing this invitation would be the most powerful engine for progress
and prosperity in Europe.

Notes

1. The 1979 ‘‘Cassis de Dijon’’ ruling dealt with the case of a small German importer of liqueur
de Cassis produced in Dijon (France). Could imports be prohibited because of an alcohol
content which was too low to qualify under German law as a liquor and too high to qualify as
wine, hence bewildering the German consumer? The Court answered that free access to the
territory of any other member state implied that national norms could not be used to dis-
criminate against an import. This ruling was followed by a number of others related to the
import/export of meat, wheat and pasta within the Community. Cassis de Dijon has remained
the judicial reference point for the enforcement of mutual recognition.

2. December 1992 in the case of Portugal, Greece and Spain.
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The Future of EC Institutions:
Reform Process in the 1980s

Gianni Bonvicini*

1. Institutions and the Community: Reform in the 1980s

At certain times, debate on institutions, both national and multilateral,
becomes ineluctable. Institutions are not simply an architectural exercise;
they establish the character of their surroundings and represent therefore
the point of arrival or the point of departure of a given historical and politi-
cal circumstance.

Institutions are not neutral with respect to the environment in which they
operate; on the contrary, they tend to shape it with their procedures, laws
and operating ability. At the same time, the environment determines the
suitability of existing institutions and influences the form of new ones, set
up to shape present and future circumstances. (Wessels, 1990)

At the beginning of the process of Community integration, the events and
the resolution of the actors at that time determined the form and the limits
of the EC institutions. Today, after almost forty years of activity, the com-
mon institutions and laws constitute an ‘‘acquis communautaire’’ which is
subject to its own internal dynamics of reform and which conditions future
plans. At the same time, the external environment, undergoing radical
change, confronts the Community with new problems and demands and
influences its role and future form. The past and the future converge in
demanding a different institutional arrangement for the Community system.

Is this the logic that has led towards the European Council of Maastricht
on the 9th and 10th of December 1991, during which the Twelve agreed
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upon new forms of integration both in the economic–monetary field (the
Conference on Economic and Monetary Union – EMU) and in the so-called
‘‘high politics’’ sector (the Conference on Political Union – EPU) of foreign
and security policies?

Maastricht in itself represents one step forward in a process of institu-
tional reforming which had started up at the beginning of the eighties. It
is not the final point, but it reaffirms the dynamic character of EC institu-
tions. They must adapt themselves continuously to new internal and external
factors. This time, among the endogenous elements we can put particular
emphasis on the perceived need of completing the ’92 free market with a
stronger convergence among states in economic and monetary fields, on the
willingness to deepen the Community before opening it to new members,
and finally on a rather new element, a clearer social and popular perception
of the importance of the existence of the Community. On the side of the
external factors, as we will comment in the next pages, the most evident are
the growing role of regionalism in global affairs, the progressive disengage-
ment from Europe by the United States, the new concept of comprehensive
security, the different qualitative meaning of any future enlargement of the
Community, as part of a reinforced foreign and security policy of the Twelve,
and, more generally, the new role that the concept of integration is bound to
play for any future pan-European architecture.

The last ten years have seen a host of projects and plans for reform of
the EC. This extraordinary and dynamic decade, institutionally speaking,
was ushered in by the Genscher–Colombo Plan drawn up by the two foreign
ministers in 1981. (Lay, 1983)

The felt need at that time was directed at completing the already op-
erating monetary system (EMS) through better Community organization
in the fields of foreign policy (European Political Cooperation – EPC) and,
to some extent, security policy. Institutional procedures, similar to those
of the Community, were to be extended to these two sectors – strictly
intergovernmental at the time – to enhance Europe’s global role and to link
EPC more closely to the Community’s external economic activities.

Thus, the plan sprang from a need for rationalization – more the result of
the Europeanist attitudes of the two foreign ministers than of any objective
international situation. Except for a worsening in East–West relations over
the Euromissiles – a particularly embarrassing issue for the Europeans, but,
in any case, nothing really new in the history of the Cold War – the world
seemed static, without any real prospect of change.

But the Solemn Declaration concluding the Italo-German plan and issued
in Stuttgart in June 1983 was a disappointment for all: the essential points of
the plan, concerning more binding decision-making procedures within EPC,
were shelved because of the opposition of France and other partners who
wanted to maintain the EPC’s intergovernmental character.

After the Solemn Declaration of Stuttgart, pressure for reform of the
Treaty intensified in view of the imminent enlargement of the Community to
include Spain and Portugal. All agreed that the errors of ignoring demands
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for deepening made in 1973 during the first enlargement of the EC, which
brought in Great Britain, Ireland and Denmark, were not to be repeated.

On that earlier occasion, absolute priority was given to the political
aspects of enlargement: opening up to the British was an attempt both to
‘‘counterbalance’’ the Paris–Bonn axis and to make up for the hostile and
strongly anti-US attitudes of General de Gaulle who, as is well known,
considered Britain a kind of Trojan horse for the Americans. The emphasis
given to political considerations undercut the debate on deepening and
focused attention on widening.

Indeed, some important institutional moves were made in the seventies,
such as the launching of EPC (1970) and the establishment of the European
Council (1974); but almost all these measures were strictly intergovern-
mental and, therefore, not augmenting the supranational character of the
original European Community.

Furthermore, no actions were taken during the first enlargement to elim-
inate the main obstacle to the correct functioning of the Community’s insti-
tutional mechanism, i.e. the voting procedures within the Council, which
resulted from the famous Luxemburg compromise as proposed by de Gaulle
in 1966. The abrogation of the system of qualified majority voting, deter-
mined by the prevalence of so-called ‘‘vital national interests,’’ turned out to
be such a fundamental mistake that it almost thwarted even those reforms
apparently in keeping with the supranational spirit. This included the insti-
tution of own resources (1975), the European Parliament’s control over
them and, finally, the direct election of the Assembly in Strasbourg from
1979. These reforms all came into being with a handicap, as they were con-
strained by the preponderant intergovernmental mechanisms of the EC.

2. The Positive Outcome of the Single European Act

In this state of affairs, the European Parliament decided in 1984, at the ini-
tiative of Altiero Spinelli, to draw up the Draft Treaty establishing the
European Union. (See European Parliament, 1984) This document posited
some fundamental criteria for future debate: unity of the economic, foreign
and security policy aspects of the integration process; the principle of sub-
sidiarity as the basis for division of powers among Community institutions,
member states and regions; re-introduction of a majority voting system;
democratic legitimization of the system.

Less explicit, in my opinion, was the search for a ‘‘government’’ of the
Political Union, the prerequisite for a qualitative jump towards more accen-
tuated forms of supranationality.

As is agreed, the Draft Treaty was one of the most important elements,
perhaps the most important one, taken into consideration when the Euro-
pean governments undertook partial reform of the Treaty of Rome and
approved the Single European Act (SEA) at the end of 1985. (Meriano,
1987)
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Despite initial perplexities, the SEA fulfilled some expectations and pro-
vided a number of fundamental and practical responses to concerns that
had been growing about the proper functioning of the Community. It indi-
cated some partial solutions for greater rationalization and effectiveness of
the European integration process. Nothing exceptional, really: there was
no need felt at the time to define European Political Union in any precise
way; the urge was simply to bring some order into an arrangement that was
tottering after long years of quibbling with Great Britain over budgetary
matters.

There was, however, an awareness of having to correct to some funda-
mental flaws in view of the imminent enlargement to include two such
problematic states as Spain and Portugal, especially in light of the difficulties
experienced after the entry of Greece in 1981.1

Identification of the positive features of the SEA may be useful in view of
future reforms.

The very name ‘‘Single Act’’ can be traced back to the need to bring
together under one roof the various branches of European activity, from
the EMS and the EPC to such bodies as the European Council, relegated
for years to an institutional limbo. Thus, it embodied the principle of con-
sistency in the integration process so often called for in past plans, such as
that of Belgian Premier Tindemanns in 1976 and the 1981–83 Genscher–
Colombo Plan, to mention only the better known.

This principle, which is still one of the cornerstones of the debate on the
future of the ‘‘European Union,’’ as defined in the Maastricht Treaty (above
all when foreign and security policies are seen as part of the EC and not as
standing on their own), was, however, incorporated into the SEA in a very
elementary manner. In fact, Maastricht does no more than register the var-
ious activities of the Twelve; it does not ‘‘Communitarize’’ them, as it should
have. This means that the decision-making procedures have not been
changed, even though efforts have been made to bring them into a common
framework. Consequently, the Community method will apply to all matters
provided for by the Treaty of Rome and to those added by the completion
of the internal market arrangements of 1992; the intergovernmental method
will apply to all other matters, in particular EPC.

It is clear that the ‘‘Communitarization’’ of European Union policies,
both old and new, remains an open question. An answer will have to be
found in order to respond to those three basic principles underlying any
acceptable pattern of reform for the Community: efficiency, effectiveness
and legitimacy of the Community decision-making system, as well as of the
resulting common policies.

In other words, the principle of consistency must be extended from the
policies for which it is associated in Art. 30 of the SEA (in this case between
foreign policy and foreign economic policy) to the field of institutional
procedures, putting an end to the limits and the confusion that the alter-
nate adoption of intergovernmental and Community methods continues to
create. It is absurd and anomalous, for example, that a declaration con-
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demning the behavior of a third country requires unanimity (in the EPC)
while application of economic sanctions to the same country requires a
qualified majority according to Art. 113 of the Treaty. (Wessels, 1990, p. 31)

Experience to date indicates that institutional consistency must become
one of the cardinal principles behind the strengthening of Community
institutions.

The real novelty of the SEA is the elimination of an old taboo: the return
of the qualified majority voting procedure to the Community Council.
Although limited, the rehabilitation of this old procedure has made the
Community decision-making procedure more efficient; it has greatly
speeded up the approval of directives on matters to which it is applied.
Recent studies confirm that this innovation has brought new life and credi-
bility to Community operations. (See the appendix.)

The central treaty provision from this point of view is Art. 110a, which
deals with the harmonization of national provisions through approximation.
It also extends the qualified majority vote to social policy, research and
technology, the modification and suspension of customs duties, the free
exercise of services, as well as other matters. Some important areas, such as
fiscal provisions and the movement of persons, are nevertheless excluded –
the very areas in which the decisions concerning 1992 lag the farthest
behind.

Attempts have been made to get around these remaining obstacles and
possible curbs on the application of the majority vote by clarifying the
decision-making competencies of Community bodies: the competencies of
the Council were specified through modification of the procedural regu-
lations in 1987 and those of the Commission through rationalization of
Committees and the conferral of greater executive powers.2 The purpose of
these reforms was to give the Commission a broader mediating role by
reintroducing to some extent the majority consensus-building function that
had been so effective in the initial period of the Community.

In parallel to the reintroduction of the majority vote, the objectives and
the methods for the most rapid achievement of legislative harmonization
were defined more precisely. Unlike in the past, the Commission was
instructed to return to the practice of rather broad directives, leaving it up
to individual member states to implement them in detail.

This strategy is in keeping with another fundamental principle: equi-
valence. If complete harmonization as set down in Art. 8a of the SEA is not
achieved by 1992, the criterion of equivalent provisions may be applied
according to Art. 100b, in the sense that the provisions judged equivalent by
the Commission and the Council shall temporarily be considered valid in all
member states and, thus, outside national boundaries.

This is perfectly in line with another of the founding principles of the
Treaty of Rome, made famous by its application in some cases before the
Court of Justice. The principle is known as mutual recognition. Through its
consistent application, the harmonization process could be greatly accel-
erated and simplified. This principle can obviously not be applied auto-
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matically, but it nevertheless has great potential if backed by an increasingly
active and authoritative role of the Court of Justice, the real federating ele-
ment on the plane of the Community’s law.

The last interesting feature of the 1986 SEA to have an effect of institu-
tional deepening was the modification of the competencies of the European
Parliament (EP). Although limited to the so-called ‘‘cooperation proce-
dures’’ provided for in Art. 149, the results have been better than expected.
In matters pertaining to the ten new relevant articles of the SEA, most of
which are related to the internal market, the EP is now able to influence
the legislative process by amending or rejecting the Council’s so-called
‘‘common position’’ during a second reading. If the Council wishes to
disregard the decision of the Parliament, supported by the Commission, a
unanimous vote is required, and this is obviously difficult to attain. (Ronzitti,
1990)

It follows that a close alliance between Parliament and the Commission is
now again a prerequisite for effectively influencing the orientation of the
Council. An extension of cooperation procedures to all areas would give
more legitimacy to the role of the EP and the Community decision-making
procedure as a whole.

The powers granted to the EP in case of association or application for
membership in the Community must also be considered (Art. 237 and 238 of
the Treaty). The consent of the Parliament is essential in an area which will
be of crucial importance for the Community and the rest of Europe in the
coming years.

In conclusion, the experience gained from the debate leading up to the
reform of the Treaty and, subsequently, in relation to the implementation of
the SEA can provide important guidelines for the current phase of proposal
and debate on further reform of the Treaty.

3. Returning to Lessons from the Past

Returning to some of the points made above, we would like to point out
several of the ‘‘successful’’ elements that have contributed to bringing new
life into the process of European integration, long stymied by stagnation
and Euro-pessimism.

The first was the decision taken by European governments to link
enlargement of the Community to its deepening. Ratification of the SEA
took place at the same time as the entry into the Community of Spain
and Portugal, thus avoiding a repetition of the error made in 1973, when
widening was undertaken without regard to deepening, that is, a contem-
poraneous reform of decision-making structures.

In fact, the famous motto ‘‘completion, deepening and widening’’ was
totally disregarded. The institutional changes undertaken were sporadic,
sometimes contradictory and, in any case, not conducive to the efficient
functioning of Community machinery. Indeed, the latter became increas-
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ingly cumbersome and complex with the addition of uncoordinated organs,
competencies and policies.

As mentioned, the SEA was actually aimed at bringing some order and
rationality into the chaos by putting an emphasis on a number of important
principles (harmonization, consistency, equivalence, etc.) and mechanisms
which had fallen into disuse (majority vote). And this coincided with the
formal entry into the Community of the two Iberian countries.

Another element that contributed to the achievement of consensus in
Luxemburg in 1985 was the ‘‘package deal’’ approach: rather than searching
for agreement on a single policy or institutional change, discussion centered
on a set of policies and institutional improvements.

The driving power behind this move was definitely the Commission,
headed by its president, Jacques Delors. After a few years of debate on
reforms, the Commission had identified consensus on completion of the
internal market as the prerequisite for definitively strengthening the Com-
munity’s economy and enhancing its international role. On this basis, it
received the consent of the British government, long an advocate of the free
market; the German government, aware of its opportunity to confirm its
economic leadership; and the French government, eager to use the occasion
to shock the French economy into coupling with the German one.

But in order to achieve this result – already agreed upon in the Treaty of
Rome but never attained – by the 1992 deadline, institutional changes
improving efficiency were required. In addition to approximately 280 direc-
tives on the completion of the internal market, the Commission suggested
the introduction of some procedures intended to streamline decision-mak-
ing; in particular, the majority vote on most of the matters was proposed.
This mix of policies and procedures turned out to be a very dynamic com-
bination and led to the swift implementation of most of those directives not
requiring unanimity.

A third element, perhaps less apparent but no less important, is the fact
that this reform sprang more from the ‘‘force’’ and perceptions of European
society than from the good will of its political leaders. One important nov-
elty in the debate on the validity of the SEA is the attention that the fateful
1992 deadline has aroused in the economic and business worlds and, more
generally, in the citizens who have made efforts to assess what impact the
date will have on various sectors of their economic and social lives.

Not even the launching of the European Monetary System in 1978 gen-
erated the same kind of expectations and consensus in European society.
Basically, the real supporters of 1992 were people involved in business and
banking, simple citizens, not politicians, who were, on the contrary, some-
what fearful of losing further terrain to European sovereignty.

This constituted a radical change with respect to the early fifties, when
the economic world was reluctant to set out on the European adventure,
while political leaders were full of enthusiasm and conviction. More gen-
erally, a clearer perception of the importance of the large free Community
market is one of the most significant achievements of the EC’s forty-year
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history. The economic success of the common market, the simplification of
daily life through harmonization of Community laws, the overall improve-
ment in standards of living and the stricter protection and safety standards
(to give only a few examples) have contributed to forming the consensus
needed to give a new surge of energy to Community integration, in spite of
the precautions and second thoughts of governments. Thus, the Community,
with its laws, its policies and its institutions, is taking root in European
society.

4. Towards Further Reform of Community Institutions

The Fundamental Reasons

One of the most interesting consequences of the implementation of the SEA
has been that institutional reform has not slowed down to await completion
of the internal market. Although the SEA called for some verification, such
as in the EPC after the first five years of functioning, a pause might have
been expected after the breakthrough in 1985. Instead, under external and
internal pressures, new institutional revision was undertaken with extra-
ordinary rapidity.

The first incentive to proceed with reform after ratification of the SEA
was the plan for Economic and Monetary Reform, stubbornly introduced by
the President of the Commission, Delors. The Commission’s reasoning was
simple: it would be difficult to complete the single European market – void
of all barriers – without flanking the already functioning monetary system
with a more structured economic and monetary union, including a central
European bank and a common reserve fund.

Ultimately, the implications of this proposal of the Commission went
beyond simply setting up some mechanisms for monetary control and man-
agement, such as the central bank; they called for a real government of
the European economy able to ensure compatibility between national and
Community economic policies. In short, implementation and realization of
the plan for Economic and Monetary Union required improvement of all
Community institutional mechanisms. (See EC Commission, 1990)

While this has constituted an element of continuity in the debate on
institutional reform after the SEA, other factors have favored a widening of
the debate. In particular, the upheaval in Eastern Europe in 1989 turned
attention to foreign and security policies as central factors in European
union. Up to that time, European security had paradoxically been ensured
by the East–West confrontation and the ensuing American leadership in
the military field. Furthermore, the division of Germany had accentuated
the need to link its Western half to the West and the Community. This
was the basis of the equilibrium between Paris and Bonn and the foundation
of the process of Community integration.

As these conditions have now changed, the bases for the construction of
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the future Community must also be changed accordingly. Fear of centrifugal
tendencies in Germany, which is concentrating on its problems of national
unification and intending later to assert its geostrategic leadership in central
Europe, has spurred France to relaunch European Political Union in addi-
tion to the economic union already begun in response to Delors’ proposal.

Thus the need for two intergovernmental conferences, rather than the one
planned on economic union, arose to bridle Germany, with the consent of
Chancellor Kohl, by common foreign and security policies which are seen as
guarantees for maintaining stability in Western Europe.3

The dissolution of Eastern Europe as a bloc has complicated the future
role of the Community: the rapid disappearance of all forms of cooperation
among Eastern countries, both economic and military, has once again
urgently raised the general question of the relationship between integration
and nationalism.

Furthermore, with the increasing fragmentation of the East and the
formal end of the Soviet Union itself and with the independence of states
contiguous to the former empire, the Community will have to decide what
guarantees of economic development and security it can offer, and, above
all, whether and in what way it can act upon the growing instability caused
by nationalistic phenomena in the East, while, at the same time, preventing
such nationalism from affecting negatively the cohesiveness of the Commu-
nity. Common European economic, foreign and defense policies must be
adopted to provide an effective response to the needs of a disintegrating East.

Partially related to this dilemma is the serious problem of Community
enlargement. (See The Six Institutes, 1991) It is no longer a matter of giving
a gradual and acceptable answer to two or three smaller and economically
weak states: applications have come from EFTA countries, from Medi-
terranean countries and from some Eastern countries. This could lead to a
doubling of the number of Community members in only a few years.

Moreover, the countries applying for membership differ from one another
and are moved by different reasons: the EFTA countries are basically
motivated by economic considerations and reject any political or security
commitments; the Eastern countries seek not only economic, but also politi-
cal and security guarantees; beside economic factors, the Mediterranean
countries are moved by questions of stability and coupling with Europe in
an area of potential conflict.

In this light, enlargement takes on a different dimension and calls for the
deepening of the policy of widening which has to date served simplistic and
pragmatic ends. From now on enlargement will assume a strategic character,
as it can no longer overlook general political and security (as well as mili-
tary) considerations.

Reform of the Community must take these basic factors into account.
While a few years ago the problem was how to ensure effective government
of the European Community, today Community institutions are faced with
decisions on how to enhance their roles to be able to address, at least par-
tially, the emerging new needs.
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What Institutions for the Future?

One premise must be set forth: under present conditions, deepening must
have prevalence over any widening. Although priority was given to widening
in the past, in particular in 1973, and widening and deepening were also
undertaken together in 1985, in the nineties attention must be focused on
deepening. This does not mean postponing the requests for enlargement sine
die, but it does mean giving priority to internal institutional improvement.
This philosophy has been partially applied in Maastricht. The heads of gov-
ernment of the EC have first agreed on the institutional reinforcement of the
European Union and only in the Presidency conclusions have they declared
a willingness to start the process of negotiations ‘‘as soon as the Community
has terminated its negotiations on Own Resources and related issues in
1992,’’ meaning that also budgetary questions, in addition to the institu-
tional ones, must be solved beforehand. (See European Council, 1991, p. 3)

Thus the institutional question remains central. In recent months, many
Community bodies, including the European Parliament, the Commission,
the individual governments taking their turns at the EC Presidency, and
specialized institutes and associations have developed a large number of
proposals. In addition, personal representatives of the heads of government
have been working on preparations for the European Council in Maastricht.

The outcome of all this activism has been as usual throughout the history
of the Community reform process, namely a rather unorganic compromise.
From the very beginning it was hard to believe that the meeting in Maas-
tricht could have resolved all questions; the process of institutional reform
will continue for the indefinite future. It is important, though, that it main-
tain the dynamism demanded by the exceptional circumstances today and,
above all, that it be guided by a common strategy to be established in the
present setting and not improvised on each occasion.

The institutions required for the future will have to meet the criteria set
down in accordance with the guidelines of the European Council: efficiency,
effectiveness and legitimacy.

Moreover, since Community institutions, more than any other multilateral
institutions, represent the most significant product of the transition from the
old form of conflictual state to a new form of cooperative state, it is clear
that the principle of subsidiarity, if possible in the most advanced meaning
of the term, must be applied: the Community must be assigned all tasks
whose scope and effects go beyond national boundaries. This approach has a
decentralizing or federative effect, unlike the efficiency-oriented approach,
which attributes those tasks to the Community which it can best carry
out and consequently leads to centralization. (Committee for Institutional
Affairs, 1990) Under this point of view Maastricht has struck a compromise:
both concepts of subsidiarity have been included in Art. 3b, when it refers to
‘‘reason of the scale or effects of proposed action.’’ (Draft Treaty on Politi-
cal Union, 1991, p. 4)

In addition to fulfilling these criteria, which now enjoy broad consensus,
Community institutions will have to possess the characteristics needed to
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respond credibly to present and future commitments. That is, they must be
capable of playing an influential role in various internal and external fields.

It has already been pointed out that internal dynamics are also pressing
for institutional adaptations. The stability of the internal market and mone-
tary accords could be jeopardized if these measures are not accompanied by
other steps towards economic union. And in the future the stability of that
union could also require some effective social policy measures.

It is doubtful whether the future cohesion of the union can be maintained
with the present budget and the limited redistributive policies adopted to
date. In a more advanced stage of economic union a common fiscal policy
and a much larger budget are likely to be required to permit the adequate
discharge of the function of allocating resources. Such a development was
already requested by Spain in relation to the Maastricht European Council
and monetary stabilization. If these are to be the objectives of the EMU, then
Community legislation will inevitably have progressively to limit the room for
maneuver and the autonomous decision-making power of member states.

As a result, the Community will become increasingly responsible to its
citizens. The President of the Commission, Jacques Delors, has repeatedly
stated that almost 80 percent of economic and social legislation will
be passed by the EC. This raises two main problems: the first concerns the
governing capacity of the EC, with the extension of the qualified majority
voting procedure to all social and economic legislation to streamline the
decision-making procedure; the second concerns the democratic deficit, that
is, the low level of legitimacy of the present Community decision-making
process. Thus, the powers of control and co-legislation of the European
Parliament must also be increased.

However, the strengthening of the economic and social roles of the EC
does not only have internal implications: it is obvious that the establish-
ment of an area of economic and monetary stability and autonomy will have
external consequences both globally (the Group of Seven, GATT, etc.) and
regionally.

Above all, the development of policies promoting economic cooperation
and association with areas neighboring to the East and to the South would
lay the foundation for and encourage the growth of a foreign policy sup-
porting the ever-increasing economic activity of the Community.

Coordinated and uniform responses must become normal routine, not
sporadic events. The concept of consistency must no longer refer only
to policies; it is also required upstream at the decision-making level. The
Communitarization of the EPC means, firstly, application of qualified major-
ity voting procedures not only to ‘‘joint action,’’ as agreed in Maastricht, but
to the whole range of issues governed by the political decision, secondly,
definition of an executive role going beyond the present precarious troika
system, and lastly, associated with the EP, extending to the field of foreign
policy the competencies that the EP is presently taking over in the economic
field. All of these complex and controversial matters must be included
among the aims of future institutional reforms.

Finally, the Community cannot get around defining its position in the
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security field. Undoubtedly, the current geostrategic situation has created a
security void at the edges of the Community.

The irreversible demise of bipolarism in the field of defense and the
evident American withdrawal from Europe demand new responsibilities
of the EC and a redefinition of that concept of ‘‘civilian power’’ which it
built up under the United States’ protective wing. How can Europe escape
occupying itself with local crises in Eastern Europe or the Mediterranean?
It would be absurd not to keep a close check on questions pertaining to
nuclear, chemical, and biological weapons proliferation, not to respond to
the needs for stability and security emerging in Eastern European countries.

What must be avoided at all costs is the renationalization of the defense
policies of EC countries in solving these problems. That would pave the way
for the irreversible destabilization of all of Europe. Thus, a consistent
response from the Community is needed here as well. The answer given
in Maastricht to this need has been rather weak, not going far beyond a
declaration that is supportive of coordinating attitudes and policies. (Draft
Treaty, 1991, pp. 14–17)

The problem is not only one of adopting policies, but above all one of
establishing binding competencies and procedures in the field of security
and defense. It is clear that the EPC’s currently limited role in the field of
security is inadequate. Security policy is an important and specific aspect of
Community activity; as such, it must be brought on a par with other Com-
munity policies and cannot be kept as a sub-product of the EPC.

The principle of consistency with other Community policies must be
respected here, too, but what is really of central importance is consistency
among institutions. Security policy can be assigned to the WEU in the
future, as long as it is handled according to rules comparable to those in
force in the Community and with effective functional and procedural links to
the EC. An EC security policy dissociated from the foreign and economic
policies of the EC could become an element of instability within and outside
of the Community.

This once again brings us to the questions of a governing body, appro-
priate voting procedures and parliamentary controls, questions that obvi-
ously cannot be left up to the present WEU Assembly and must be
answered by a democratically legitimized Parliament.

Deepening First

These prerequisites for the reform and partial renovation of European
institutions are valid even for a Community limited to twelve members: they
respond to the internal and external requirements of the 1990s. The pros-
pect of enlargement merely underlines the urgency and the importance of
these prerequisites, which are aimed at maintaining a high and efficient level
of EC integration.

It is evident that enlargement to include Eastern European countries
would definitely raise the pressure for redistribution policies and, as a con-
sequence, for budget increases; in the same way, requests for security guar-
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antees would inevitably lead to greater EC responsibility and competencies
in this field. The same reasoning holds true for enlargement to other coun-
tries, such as those of EFTA or the Mediterranean.

In the present geostrategic situation, the Community needs to give abso-
lute priority to political and institutional deepening. This must be seen not
as an egoistical closure to pressing requests for membership, but as a sine
qua non for the EC’s continued presence as a credible element of stability in
Europe and a pole for broader aggregation in the future.

More precisely, the Community must strengthen the basic qualities that
have contributed to its success throughout the years: a stable and peaceful
system; an area in which member states have found the instruments and
policies with which to solve their problems of economic well-being and col-
lective security; a system of cooperation that has allowed for a painless
transition from conflictual to cooperative state.

From a strictly institutional point of view, the priorities to be set, in the
aftermath of the partially successful European Council of Maastricht, follow
from the logic of our reasoning. The central question remains the identi-
fication of a form of effective and unitary government of all present and
future activities. The extension of the majority vote in the Council is one
of the main instruments, but not the only one. One body (the Council, for
the foreseeable future) must handle all matters and must gradually adopt
Community procedures in all sectors (communitarization of common activ-
ities and mechanisms).

The Commission must have complete executive powers in all matters
dealt with by the Council and must maintain its right of initiative and extend
it to all Community competencies.

The European Council should essentially deal with the application of the
principle of subsidiarity, deciding which matters to include in the Union; it
should not, however, be given governmental tasks in the strict sense of the
word.

Finally, the powers of the European Parliament must be strengthened to
facilitate policies of cooperation and, later, of co-legislation. This expansion
of role is a direct consequence of and response to the acquisition of new
competencies by the Community and follows from the adoption of effective
forms of governance, starting with the qualified majority voting procedure
in the Council.

Any number of practical formulas of constitutional engineering are pos-
sible: the important thing is that they respond to the criteria advocated here
and satisfy the basic requirements of a rapid strengthening of Community
integration.

As recent history has demonstrated, the Community is the only real
nucleus of stability in a changing Europe and a changing world. (Aliboni, et
al., 1991) To dissipate this asset would be likely to throw all of Europe into
chaos. The Maastricht European Council has succeeded in reinforcing the
perspective of a European Union capable of answering the challenge of the
future. Now the task will be that of maintaining the correct route and fol-
lowing the strategy specified above.
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Appendix

Time Elapsed between the Transmission to the Council of a Directive
and Its Adoption before and after the Coming into Force of the Single
European Act

Source: Ehlermann (1990), p. 67.
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Notes

1. Greece requested (and obtained) the opportunity of renegotiating the economic terms
during the period of transition and maintained an anomalous attitude on the most crucial
issues treated in the EC context.

2. I refer here to the so-called comitology clause which was implemented by a Council Decision
of July 13, 1987.

3. The starting point for the Conference on Political Union was the letter sent by Mitterand and
Kohl to their colleagues in April, 1990.

REFERENCES

Aliboni, R., Bonvicini, G., Merlini, C. & Silvestri, S. (1991), ‘‘Three Scenarios for the
Future of Europe.’’ The International Spectator. Vol. XXVI, No. 1 (January–
March), pp. 4–27.

Committee for Institutional Affairs (1990), ‘‘The Principle of Subsidiarity.’’ Working
Paper No. 83354, Rapporteur V. Giscard d’Estaing, European Parliament,
Strasbourg, 5/4/1990.

Draft Treaty on Political Union (1991), Doc. SN 252/1/91 Rev 1, Maastricht.
EC Commission (1990), ‘‘Economic and Monetary Union.’’ Sec (90) 1659, def.,

Brussels (21 August).
Ehlermann, Claus Dieter (1990), ‘‘Commission Lacks Power in 1992 Process.’’

European Affairs. No. 1.
European Council (1991), ‘‘Presidency Conclusions.’’ SN 271/1/91, Maastricht (11

December).
European Parliament (1984), Draft Treaty Establishing the European Union. Lux-

emburg (February).
Lay, F. (1983), L’iniziativa Italo-tedesca per il rilancio dell’Unione Europea. Padua:

Cedam.
Meriano, C. E. (1987), ‘‘The Single European Act. Past, Present, Future.’’ The

International Spectator. Vol. XXII, No. 2 (April–June), pp. 89–99.
Ronzitti, N. (1990), ‘‘The Internal Market, Italian Law and the Public Admin-

istration.’’ The International Spectator. Vol. XXV, No. 1 (January–March), pp. 3–
17.

The Six Institutes (1991), The Community and the Emerging European Democracies.
A Joint Policy Report. London: Chatham House.

Wessels, W. (1990), ‘‘Basic Considerations for the Institutional Debate.’’ Paper
written for the June 1990 Annual Conference of the College of Europe on ‘‘The
Institutions of the European Community after the Single European Act: The
new procedures and the capacity to act.’’ Wessels, ‘‘The Institutional Debate –
Revisited, Introductory Remarks,’’ Paper, College of Europe. Belgium: Bruges.

THE FUTURE OF EC INSTITUTIONS 253




	Contents
	Introduction
	Richard Falk

	PART ONE: INTRODUCTORY
	1: Opening Address: Who Are We Europeans?
	Árpád Göncz*

	2: Keynote Address: Europe and the World System in a Historical Perspective
	Domokos Kosáry


	PART TWO: THE WIDER CONTEXT
	3: Europe in a World of Regions
	Björn Hettne
	1. The New Regionalism
	2. Hegemonic Succession in the Capitalist World
	3. The New Political Landscape of Europe
	4. Soviet Decline and the Formation of a Post-Communist World
	5. Third World Regionalism: The European Factor
	6. The Promise of Benign Mercantilism


	4: A World in Chaos
	Samir Amin
	1. Global Rationality or Chaos with New Globalization and Polarization?
	2. The Empire of Chaos
	3. Problems Speci.c to the Different Regions of the World
	4. The Way out of the Impasse


	5: Structural Issues of Global Governance: Implications for Europe
	Robert Cox
	1. Global Governance in the Transition from the Twentieth to the Twenty-first Century
	2. Europe’s Choices: Forms of State and Society
	3. The Sequel to ‘‘Real Socialism’’
	4. Europe and the World


	6: Failure in Europe: Regional Security after the Cold War
	Richard Falk
	1. A Time for Humility and Reassessment
	2. Explaining the Yugoslav Failure: The Ascent of the Weak State
	3. Lessons for Europe and Their Limits: The Menace of Geopolitical Regression



	PART THREE: THE LEGACY OF COMMUNIST RULE
	7: Nationalism and Ethnicity in Europe
	1. Nationhood and Nationalism
	2. ‘‘Consociationalism’’
	3. The Central and Eastern European Pattern
	4. Perspectives on the Future

	8: The European Communities and Eastern and Central Europe
	Tibor Palánkai
	1. Reintegration into the World Economy
	2. Helping the Reforms
	3. Road to Association
	4. Costs and Bene.ts of EC Association
	5. EC Interests in Association with the East
	6. Bene.ts for the West
	7. Western Assistance and the Developing Countries


	9: Transfer of Technology: Some Lessons from the International Economy
	Charles Cooper
	1. Technology Policies or Price Policies, Role of the State or Market Forces behind NIC Success?
	2. The Usual Concerns about Technology Transfer in the Context of Industrialization Strategy
	3. Implications of Technologically Stagnant and Dynamic Patterns of Export Development
	4. Relevant Lessons and Eastern European Speci.cities


	10: Science and Technology in Central and Eastern Europe
	Vladislav Kotchetkov
	1. Recent Changes in National Science and Technology Policies in the Advanced Countries
	2. Science and Technology in Eastern and Central Europe
	3. Characteristics of the S&T Systems in Eastern and Central Europe
	4. Reforms and Recent Changes
	5. International Assistance to Transform the S&T Systems


	11: Democratization of Eastern and Central Europe and the Relations between North and South
	Lal Jayawardena
	1. The Transition to a Market Economy
	2. Trade Effects on Developing Countries
	3. Financial Flows and Implications of Of.cial Development Assistance (ODA)
	4. An Overall View



	PART FOUR: TRANSITION TO A NEW EUROPE
	12: Europe: Hope with Many Uncertainties
	Carlos Blanco
	1. Ambiguities in Europe’s Role in History
	2. The Big Hope
	3. Big Problems
	4. Big Lessons
	5. Big Backward Movements
	6. Big Changes
	7. Success and Failure
	8. Crisis of the Nation-State
	9. Monocentralism or International Pluralism
	10. Latin America’s Expectations
	11. Thinking about the Future


	13: The Agenda of European Politics in the 1990s
	Mihály Simai
	1. The End of an Era and the New Beginnings
	2. Character and Speed of the Integration Process
	3. From the Union to the Commonwealth and Beyond
	4. The Great Transformation: Will the Future Repeat the Past?
	5. The Uni.ed Germany: Old Concerns and New Realities


	14: The New Dimensions of European Economies: Integration and Disintegration in the Post-1992, Post-communist Era
	Albert Bressand
	1. Interaction of Two Landslide Transformations with Different Scenarios of Integration or Disintegration
	2. The 1980s, a Decade of Global Strategies and Regional Dialogues
	3. The Unexpected Model: The European Community as a Post-interdependence Construct
	4. Fragmentation plus Integration: The ‘‘Four Clusters’’ European Galaxy
	5. Europe as Part of the Global Economy


	15: The Future of EC Institutions: Reform Process in the 1980s
	Gianni Bonvicini
	1. Institutions and the Community: Reform in the 1980s
	2. The Positive Outcome of the Single European Act
	3. Returning to Lessons from the Past
	4. Towards Further Reform of Community Institutions




