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Opening Session
Chairman; Prof. Mihaly Simai

Opening address by H.E. Dr. Arpad Goncz,
President of the Hungarian Republic

Address by Dr. Maria de Lourdes Pintasilgo,
Representing the Rector of the United Nations
University
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Panel 1 "European identity in the changing world"
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by George'Schoprin
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Chairman: Dharam Ghai
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* "The new dimensions of European economies after 1992

by Albert Bressand

"The democratization of Eastern Europe and the relations
between North.and .South" by Lal Jayawardena

"Europe and the future of USSR" by Oleg Bogomolov

Coffee break

Special Session "UNICEF: Goals and Strategles for
“the 1990s

Chairman: Mihaly Simai

Speaker : Lisbet Palme
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Reception by the President of the Hungarian Academy of
Sciences’
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Panel 3 "Towards a new international order or disordexr?"

Chairman: Mircea Malitza
Presentations and discussions:

"A post-cold wWar security system: implications for
Europe” by Richard Falk

"Nationalism, regionalism and globalism: problems of a
new world order" by Mihaly Simai

Lunch

Panel 4 "0ld institutions and new challenges"”
Chairman: Louis Emmeri}

Presentations and discussions:

"Issues and perspectives of global governance:
implications for Europe" by Robert Cox

*"The future of European institutions"

by Gianni Beonvicini

"The European Communities and Eastern Eurocpse"”
by Tibor Palankail

Coffee break
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Chairman: Erno Pungor
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"Problems in technology transfer: some lessons
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by Vladislav Kotchekov

Reception by UNU

Panel é "Europe and the new world"

Chairman: Maria de Lourdes Pintasilgo
Presentations and discussions:

"Europe in the world of the XXI century"
by Bjorn Hettne

for

"The outside world looking at Europe: a Latin America

perspective" by Carlos Blanco (presented by his
representative)

"The outside world looking at Europe: a Third World

perspective” by Samir Amin
Closing session
Lunch

Departure
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THE FUTURE OF EC INSTITUTIONS

by Gianni Bonvicini

FIRST DRAFT

At certaln times, debate on institutions, koth national and
multilateral, becomes ineluctable. Institutions are not simply
an architectural exercise, they establish the confines of their
surroundings.

Ve

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 sulitability of existing
institutions and influences the form of new ones, set up to

dominate present and future facts and events.

At the beginning of the @rocess 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 common institutions and
laws constitute an "acquis communautaire" which is subject to its
own internal reform dynémics 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. '




The Community reform process in the eighties

The reasons for the long period of EC institutional reform vary:
some are internal; others, particularly more recently, are
external to the EC.

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.

The need was felt at the time to complete the already
operating monetary system (EMS) through better Community
organization in the fields of foreign policy (European Political
Cooperation) 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 European
Political Cooperation (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 new in the history of the Cold War -- the world

seemed static at the time.

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.




Widening vs Deepening: past experience

After the Solemn Declaration of Stuttgart, pressure for reform
of the Treaty intensified in view of the imminent enlargement
of the Community to Spain and Portugal. All agreed that the
errors made in 1973 during the first enlargement of the EC to
Great Britain, Ireland and Denmark, when demands for deepening

were largely ignored, were not to be repeated.

On that 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 predominance given to
political considerations sapped the debate on deepening and

focussed attention on widening.

Indeed, some important institutional moves were made in the
seventies, such as the launching of EPC {1970) and the
institution of the European Council (1974); but almost all these
measures wexe strictly intergovernmental and, therefore, in
constrast with the supernational character of the original

European Community.

Furthermore, no actions were taken during the first
enlargement to eliminate the main obstacle to the correct
functioning of the Community institutional mechanism, i.e. the
voting procedures within the Council resulting from the famous
Luxembourg compromise advocated by de Gaulle: the abrogation of
the system of qualified majority voting, determined 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 supernational

spirit, such as the institution of own resources (1975}, the



European Parliament’s control over them and, finally, the direct
election of the Assembly in Strasbourg as of 1979. These reforms
all came to light with a flaw, .as they were limiteéd by the

preponderant intergovernmental mechanisms of the EC.

The positive outcome of the Single European Act

In this state of affairs, the European Parliament decided in
1984, upon the initiative of Altiero Spinelli, to draw up the
Draft Treaty establishing the European Union. This document set
some fundamental criteria for future debate: unity of the
economic, foreign and security policy aspects of the integration
process; the principle of subsidiarity as the instrument for
division of powers among the Community, national states and
regions; re-introduction of majority voting system; democratic
legitimization of the system.

Less explicit, in our K opinion, was the search for a
"government” of the Political Union, the prerequisite for a
gualitative jump towards more accentuated forms of
supranationality. '

As is known, the Draft Treaty was one of the, perhaps the
_most important element taken into consideration when the European’
governments undertook partial reform of the Treaty of Rome and

approved the Single European Act (SEA) at the end of 1985.

Despite initial perplexities, the SEA fulfilled some
expectations and provided a number of fundamental and practical
responses to questions that had been accumulating on the
functioning of the Community. It indicated some partial solutions
for greater rationalization and effectiveness of the European
integration process. Nothing exceptional, really: no need was
felt to define European Political Union precisely; 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 right some
fundamental flaws in view of the imminent enlargement to two
problematic states such as Spain and Portugal, given the

difficulties brought on by the entry of Greece in 1981.

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 consistency in the integration process

so often called for in past plans, such as that of Belgian

.Premier Tindemanns in 1976 and the 1981 Genscher-Colombo Plan,

to mention only the better kncwn.

This principle, which is still one of the cornerstones of
debate on the future of the EC (above all when foreign and
security policies are seen as a part of .the EC and not as self-
standing), was, however, incorporated intoc the SEA in a very
elementary manner. In fact, the new Treaty does no more than
register the wvarious 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 the same framework.
Conséquently, 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 in 1992; the intergovernmental

method will apply to all other matters, in particular EPC.

It is clear that the Communitarization of EC 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 reform of the Community: efficiency, effectiveness




and legitimacy of the Community decision-making system of the

future and the resulting common policies.

In other words, the principle of consistency must be
exfended from the policies for which it is foreseen 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 alternate adoption of
intergovernmental and Community methods continues to create. It
is absurd, for example, that a declaration condemning the
behaviour 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.

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 o0ld procedure has made the Community decision-making
procedure more efficient;.it has greatly speeded up the approval
of directives in the matters in which it is applied. Recent
studies confirm that this has brought new life and credibility

to the Community machine (see table at end).

The central article 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 performance of services,
etc. Some important areas, such as fiscal provisions and the
movement of persons are nevetheless 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 application of the majority vote
by clarifying the decision-making competences of Community
bodies: the competences of the Council were specified through
modification of the procedural requlations in 1987 and those of
the Commission through rationalization of Committees and the
conferment of greater executive powers. 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
législative harmonization were defined more precisely. Unlike the
past, the Commission shall return to the practice of rather broad
directives, leaving it up to.the individual member states to

implement them in detail.

This strategy 1s in keeping with another fundamental
principle: equivalence. 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 transitorily be considered valid in all

member states and, thus, outside national boundaries.

-This 1is perfectly in 1line 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 constant application, the
harmonization process could be greatly accelerated and
simplified. This principle can obviously not be applied
automatically, but it nevertheless has great potential if backed
by an increasingly active and authoritative role of the Court of

Justice, the real federating element on the plane of Community’s
law.




The last interesting feature of the SEA to have an effect
of institutional deepening was the modification of the
competences of the European Parliament (EP). Although limited
to the so-called "cooperation procedures" provided for in Art.
149, the results have been better than expected. In matterxs
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
Councll’s so-called "common position" during 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.

It follows that a close alliance between Parliament and the
Commission 1s 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 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 coming

years.

In conclusion, the experience gained from the debate leading
up to the reform of the Treaty and, subsequently, from
implementation of the SEA can provide important guidelines for
the current phase of proposal and debate on further reform of
the Treaty. |

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
coritributed to bringing new life into the process of European

integration, long suffering from stagnation and Europessimism.

The first was the decision taken by European governments
to 1link 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 for deepening, that is, contemporaneous

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 the Community
machine. Indeed, the latter became increasingly cumbersome and
complex with the addition of uncoordinated organs, competences

and policies.

As mentioned, the SEA was actually aimed at bringing some
order- and rationality into the chaos by putting 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 which contributed to the achievement of
consensus in Luxembourg in 1985 was the "package deal" strategy:
rather than search for agreement on a single policy or
institutional change, discussion centered on a set of policies

and institutional improvements.

The driving power behind this operation was definitely the
Commission, headed by it president, Jacques Delors. After a few
vyears of debate on reforms, the Commission identified consensus

on completion of the internal market as the prerequisite for




definitively strengthening the Community’s economy and enhancing
its international role. On this basis, it received the consent
of the English 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.
N

But in order to achieve this result -- already set down
in the Treaty of Rome but never attained -- by the 1992 deadline,
institutional changes improving efficiency were required. In
addition to approximately 280 directives on the completion of the
internal market, the Commission suggested the introduction of
some procedures streamlining decision making, in particular, the
majority vote on most of the matters proposed. This mix of
policiés and procedures turned out to be a very dynamic factor
and led to the swift implementation of most of those directives

not reguiring 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 novelty 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 generated the same kind of expectations and consensus in
Eurcpean society. Basidally, the real supporters of 1992 are
people involved in business, in banking, simple citizens, not
politicians, who are, on the contrary, fearful of losing further

terrain to European sovereignty.

This constituted a radical change with respect to the early
i
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fifties, when the economic world was reluctant to set out on the

European adventure, while political leaders were full of
enthusiasm and conviction. More generally, 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 history.
The economic success of the common market, the simplification of
daily life through harmonization of Community laws, the overall
‘improvement 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 new impulse
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.

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
SER 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 pressure, new institutional revision was undertaken with

extraordinary rapidity.

The first incentive to further 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 reasonihg 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.

11



Ultimately, the implications of this proposal of the
Commission went beyond simply setting up some mechanisms for
monetary control and management, 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.

While this has constituted an element of continuity in the
debate on institutional reform after the SEA, other factors have
favoured a widening of the debate. In particular, the upheaval
in Eastern EBurope 1in 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 the 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 the future Community must also be changed
accordingly. Fear of centrifugal tendencies in Germany -- now
concentrated on its problems of national unification and later
keen on asserting its geostrategic leadership in central Europe -
- have spurred France to relaunch European Political Union in
addition 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: to bridle Germany, with
the consent of Chancellor Kohl, in common foreign and security

policies, seen as guarantees for maintaining stability in Western
Europe.

12



#i+  The dissolution of Eastern Europe 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 Soviet Union itself and with the independence of states
contiquous to the former empire, the Community will have to
decide what guarantees of economic development and security it
can offer. And, above all, if and in what way it can act upon the
growing instability caused by nationalistic phenomena in the
East, while, at the same time, preventing them from impacting
negatively on the cohesiveness of the Community. Common European
economic, foreign and defence 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. 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 Mediterranean 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 political and security
guarantees; beside economic factors, the Mediterranean countries
are moved by questions of-stability and coupling to Europe in an
area of potential conflict.

In this light, enlargement takes on a different dimension
and calls for the deepening of a policy of widening which has to

date served simplistic and pragmatic ends. From now on it will
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assume a strategic character, as it can no longer overlook
general political and security (as well as military)

considerations.

Reform of the Community must take these basic factors into
account. While the problem a few years ago 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 cover, at least partially, emerging new

needs.

What institutions for the future?

One premise must be made: under present conditions, deepening
must have prevalence over any widening. Although priority was
once 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 focussed on deepening. This
does not mean postponing requests for enlargement sine die, but
it does mean giving priority to internal institutional

improvement.

Thus, the institutional question remains urgent. In recent
months, many Community bodies, including the European Parliament,
the Commission, the single governments taking their turns at the
EC presideﬁcy, and specialized institutes and associations have
developped a large number of proposals. In addition, personal
representatives of the heads of government have been working on

preparations for the next European Council in Maastricht.

Lack of space makes it impossible to go into the many
proposals floored, but it is hard to believe that the meeting
in Maastricht can resolve all questions; the process of
institutional reform will continue through the years. It is
important, though, that it maintain the dynamism demanded by the

exceptional circumstances today and, above all, that it be guided

14




BY a common strategy to be established immediately and not

improvised on each occasion.

The institutions required for the future will have to meet
the criteria set down by the last European Councils: 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 national 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
ébproach has decentralizing or federative effect, unlike the
efficiency-oriented approach, which attributes to the Community
those tasks which it can best carry out and consegquently leads

to centralization.

In addition to fulfilling these criteria which now enjoy
broad consensus, Community institutions will have to possess the
characteristics needed to 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 béen pointed out that internal dynamics are
also pressing for institutional adaptations. The stability of the
internal market and monetary 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 unicn, a common fiscal policy and a much larger

budget are likely to be required to allow for the functions of
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allocation of resources and monetary stabilization. If these are
to be the objectives of the EMU, then Community legislation will
inevitably have to progressively limit the room for maneuvre 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,
Delors, has repeatedly stated that almost eighty percent of
economic and social leglslation 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 colegislation 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 establishment 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 economic cooperation policies
and association with areas neighbouring to the East and to the
South lay the basis for growth of a foreign policy supporting 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 to policies; it 1is required upstream at the
decision-making level. The Communitarization of the EPC =~-
meaning application of gqualified majority voting procedures,
definition of an executive role going beyond. the present
precarious troika system, and lastly association with the EP,

extending to the field of foreign policy the competences that
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the latter is presently taking over in the economic field --

must be included among the aims of institutional reform.

Finally, the Community cannot get around defining its
position in the security field. Undoubtedly, the current
geostrategic situation has formed a security void on the edges

of the'Community.

The irreversible demise of bipolarism in the field of
defence 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 Europe or the Mediterranean? It would be absurd
not to keep a close check on questions pertaining to nuclear and
chémical proliferation, not to respond to the needs for stability

and security emerqging in Eastern European countries.

What must be avoided at all costs is the renationalization
of the defence policies of EC countries in solving these
problems. That would pave the way for the irreversible
-destabilization of all of Eurobe. Thus, a consistent response
from the Community is needed here as well.

The problem is not only one of adopting policies, but above
all one of creating binding competences and procedures in the
field of security and defence. It is clear that the EPC's
currently limited role in the field of security is inadequate.
Security policy is an imporfant and specific aspect of Community
activity; as such, it must be brought on a par with other
Community 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
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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 guestions of a governing
body, appropriate voting procedures and parliamentary controls,
guestions that obviously 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 nineties. The question 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 Eastern European countries
would only raise pressure for redistribution policies and as a
consequence for budget increases; in the same way, requests for
security guarantees would inevitably 1lead to greater. EC
responsibility and competences in this field. The same reasoning
holds true for enlargement to other countries, such as those of
EFTA or the Mediterranean.

In the present geostrategic situation, the Community cannot
but give absolute priority to political and institutional
deepening. This must not been seen 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.

18

(¥




[

Pt

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 collective
security; a system of cooperation that has allowed for a painless

transition from national to cooperative state.

From a strictly institutional point of view, the priorities
to be set follow from the logic of our reasoning. The central
guestion is the identification of a form of effective and unitary
government of all present and future activities. The extension
of the majority vote in the Council 1is one of the main
iﬁstruments, 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 activities).

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 competences.

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

government tasks in the strict sense of the word.

Finally, the European Parliament must strengthen its powers
of cooperation and, later, of colegislation as a direct
consequence and response to the acquisition of new competences
to the Community and to an ever wider application of effective
forms of government, starting with the qualified majority voting

procedure in the Council.

Any number of practical formulas of constitutional

engineering are possible: the important thing is that they
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respond to the criteria illustrated here and satisfy the basic

requirements of a rapid strengthening of Community integration.
As recent history has demonstrated, the Community is the

changing world. To dissipate this asset would be to throw all of

only real nucleus of stability in a changing Europe and a
Europe into chaos.
|
|

Rome, August 1991 '
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1. Introduction

Despite the current US military dominance, there are indications that
with the ending of the Cold War, a more multipolar world is taking shape,
~facilitating thé development of a new kind of regionalism as one possible
‘structural pattern of a new world order. It is my argument that this process
"has been triggered by the European integration process, and that Europe -
both serves as a positive example for offensive regionalism and as a threat
leading to a defensive regionalism in other regions. '

The principal argument is not new. In 1945 Karl Polanyi developed a
regionalist scenario against what he feared was'to become a fruitless at-
tempt to reshape a liberal world order. In the post-war world there were,
as he saw it, two options:The utopian line of recreating liberal capitalism on
a world scale, and the realistic line of regionalism and planning . It was the -
policy of the US to follow the first line. Polany! instead asserted that the
new permanent pattern of world affairs was one of regional systems co-
existing side by side (Polanyi, 1945, p. 87). The current world order
changes takes it relevant to consider Polanyi’s proposition afresh (Hettne,
1991a)



More recently Dudley Seers in a posthumus work argued in favour of a
more infroverted Europe in a more regionalized world. His “eurocentric

scenario” should be beneficial to the Third World as well:
It would not be hard to improve on past performance. Our contribution to
overseas development may well have been on balance negative, even since de-
colonization... 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,1983:181 and 182).

This is basically a ‘dependentista’ argument, applied to the regions rather -

than the nation states, and 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. Seers believed
that Europe may prove to be the first of a new series of regional blocs with a
_ degree of cultural cohesion - in terms of common ethnic origins, _ql-lstoms,
and historical expeﬁehce, quite different from the existing regional systems
of trade. | . |
This is essentially what 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 do-
mestic welfare and internal political stability. Such a system potentially avoids
many of the organizational problems of trying to run a global or quasi-global
liberal economy in the absence of political institutions on a similar scale (Bu-
zan 1984, p. 608).

The purpose of this paper is to continue the discourse on regionalism ini-
tiated by Polanyi and revived by Seers, using an international political econ-
omy approach. My approach is, furthermore, rather eurocentric as the pro-
cess of ‘europeanization’ is my point of departure, and the other world re-
gions will be discussed mainly from a European perspective.

The New Regionalism

The New Europe, emerging after 1989, is the model of the new regional-
ism. In the Third World as well, regionalism seems to be on the rise,
although very unevenly and rather embryonically in comparison with Eur-
ope. However, there is in the post cold war order a new freedom to act and
no really important external constraints for ‘the new regionalism’. The



problems are rather internal to each region: economic problems, regional
hegemonism , national conflicts, and ethnic rebellions influencing the regio-
nal security systems. The regions of the world have not become more peace-
ful in the post-cold war era, rather some old problems frozen in the cold
war complex are emerging. One example is the problem of ‘balkanization’.

On the other hand ‘the new regionalism’ may in fact provide solutions to
many of these problems:

(1) Selfreliance was never viable on the national level (for most coun-
tries) but may be a feasible development strategy on the regional (collective
selfreliance).

(2) Collective bargaining on the level of the region could improve the
economic position of Third World countries in the world system.

(3) Collective strength-could make it easier to resist political and strate-

."oic pressures from the North.
"~ (4) Certain conflicts between states could be more easily solved within
:z;n appropriate regional framework without being distorted by the old cold-
war considerations. |
~ (5) Ethnic conflicts often spill over into neighbouring countries and are
‘perceived as threats th national security. The way states commonly deal
with these issues is normally the most certain way of permanenting them.
Therefore a regional solution is often the only realistic option.

presva

~. But are there existing or emerging world regions to fill an emerging va-

=cuum of power, or will an eventual trend towards multipolarism lead to an
intensification of anarchic conditions? A political transformation of dor-
mant world regions into acting subjects also implies substantial change with-
in the regions. |

The Preconditions

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 secur-
ity imperative, both in its negative and positive impact, is of great import-
ance. In.a ‘regional security complex’ the national securities of the involved
states are interweaved (Buzan, 1983) for good or for bad, mostly the latter,
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This is the negative imperative. To the conventional dimensions of security

should be added ecological regional security complexes, for instance hydro- |

logical complexes (Ohlsson, 1991).

In a ‘regional security community’ (Deutsch, 1957), on the other hand,
the institutional development by definition has eliminated even the thought
of using force as a means of conflict resolution. Also the threat perceptions
are being 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 a particular subcom'pléx which may even need the interre-
gional conflict to maintain its own coherence. Furthermore, the regional or-
ganization should provide some balance to the local great power so that it
does not become an instrument of exploitation and control. '

The positive and negative aspects of the security imperative are thus si-
multaneously in operation; in the sense that integration within a region can
both be positively related to cohesive factors within the region, as well as
negatively related to threat factors outside the region. If integration is defi-
ned by its predominantly voluntary character (Haas, 1970), it can not be
caused by coersive factors within the region, since this would imply empire
building rather than regional integration.This again underlines the need for
a certain balance of power and a reduction of threat factors within the re-
gion.

The history of regional integration in the various areas of the world after
World War II shows the working of many disparate and conflicting im-
pulses. In the first wave, regional cooperation was largely a hegemonically
superimposed phenomenon in the context of the Cold War. Gradually re-
gionalism became a force propelled mainly by intemal factors (Véyrynen,
1984). This 1s the most important precondition. However regional forma-
tions necessarily operate in the context of a global system and, thus, the one
cannot be understood without the other.

v



1. Hegemonic Succession in the Capitalist World

In order to function, a market, whether national or global, presupposes
some kind of political order.The crucial issue in the case of a 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.
Recent debates in international political economy have : focussed on the role
of hegemonic stability for the functioning of the international economy as
well as the implications of hegemonic decline for its smooth functioning
(Keohane, 1984, Huntington, 1988).

“The meaning of hegemony

e

e

Hegemony must be distinguished from dominance based on force and can
be seen as a. kind of power, based on several different but mutually suppor-

" tive dimensions and fulfils important functions in a larger systerri lacking
formal authority structure. Consequently, hegemony is more or less volun-
tarily accepted by other actors. This also implies that hegemony can decline

" simply as a consequence of a legitimacy deficit, even if the power resources
should remain intact.In this case hegemony is replaced by dominance. It also
implies that a reduction in power resources is compatible with a continuous
hegemonic position—to the extent that the leadership role of the hegemon
continues to be accepted.

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 hegem-
ony would lose its established meaning in this hypothetical situation.

Even with such a limitation of the concept to cover hegemony in liberal
systems, the approaches are widely differing even among the adherents of
the theory. |

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.



This gives a flavour of circularity to the theory: The hegemon guarantees
the liberal world economy, and if there is free trade, there must consequent-
ly be a hegemon behaving according to the definition. Deviation from the
required hegemonic behaviour implied in the definition (i.e. exploiting its
position for short run benefits) already by itself indicates decline of the he-
gemon in question. '

Increased rivalry and conflict among capitalist countries also concern
the problem-of succession, i.e. the question of the potential new hegemon. In
a historical perspective this problem has been resolved through wars (Mod-
elski, 1978; Gilpin, 1981; Kennedy, 1987). The current situation seems dif-
ferent.The likelihood of a ‘succession war’ is reduced for réasons of mili-
tary technology—war is simply too destructive. The new battleground 1s
rather economic competition, which most likely will take place between the
trading blocs of the Triad. There is, furthermore, no obvious candidate for
the role as new hegemon, but Japan and the new Europe are two potential
candidates. Their weakness lies in their low military profile, as was clearly
illustrated during the Gulf war.

The crucial question is if hegemonic decline automatically leads to a dis-
integration of the liberal international economy. This concern with the lib-
eral order and the preconditions for its smooth functioning explains the fo-
cus on the issue of US hegemony and the consequences of its alleged
decline. :

The US in decline?

Based on its more multidimensional hegemonic power, the US has provi-
ded the general rules for the world economy. These rules are summed up in
what usually is referred to to as the Bretton Woods system, which has con-
stituted the framework for economic interdependence in the last couple of
decades. Consequently a decline in US hegemonic power seems to imply a
world governance crisis, for instance in the form of nationalist and protec-
tionist policies, challenging the existing rules of the game and making the
world ecenomy more fragmented. There is one debate on the theory of he-



gemonic stability as such, and another dealing with the issue whether a 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 sub-
ject to what Paul Kennedy in an often quoted phrase called “imperial over--
stretch”. Is this what now ails the US? Before we enter this debate it should
be stressed that even “the myth of hegemonic decline” is real in its consequ-
ences, as it forms part of a political climate conducive to the development
of a strategy to cope with 'hegemonic decline.

Tuming to the empirical issue, the question of decline is of course de-
pending of our definition of hegemonic power. The more multidimension-
ally the hegemonic power is defined, the more dificult it is to answer the
question about rise or decline in precise quantitative terms. Decline may
.¢Haracterize one dimension and revitalization another. A stable hegemony
would, however, necessitate a convergence of power dimenstons: military
strength, industrial capacity, financial solvency, political and social stability
etc. On many of these dimensions the USA is getting weaker, We must
therefore distinguish the phase of multidimensional hegemonism (the 1950s
and 1960s) from the recent phase of unidimensional hegemonism.

The thesis of US decline has been questioned by quite a few obeservers
from different perspectives. The Gulf ciisis in 1990 and the subsequent war
01991 certainly demonstrated that the US is the only state with a global
miilitary reach, but also the financial problem in sustaining such exercise of
pawer, raising the problem of ‘imperial overstretch’. A hegemonic power
should be able to move militarily without ‘passing the hat’ (Hormats, 1991)

The cracks in the alliance behind the UN military action in the Gulf and
particularly in the messy aftermath of the war illustrate the limitations of
US ideological leadership. Neither Japan nor Germany felt the military ac-
tion 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 de-
pendence. France at times acted against the US strategy but remained isola-
ted in the European context. A lot of rethinking s going on in Europe re-
garding a common security policy, ultimately leading to 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, as has happened before, split between isola-
tionists and globalists: The latter argue in favour of a uniopolar world with
the USA unilaterally imposing its solution to various regional conflicts, so-
lutions which are consistent with ‘the national interest’ (Krauthammer,
1991). For the isolationists the prospect of a North American region, con-
sisting of the USA, Canada, and possibly Mexico (NAFTA) would be a pro-
per response to a European fortress.

The European candidacy

I shall assume that hegemonic decline in the post-Cold War period will
result in a more autorn.2mous Europe as a whole. The future security system
will reflect this broader integration pattemn, often referred to as the ‘Eur-
opeanization’ of Europe. The essential meaning of this concept is the pro-
cess toward increasing political homogenity (Hettne, 1991b). The more re-
cent process of homogenization 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 commun-
ism (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 elimination of the Mediterranean dicta-
torships removed some anomalies from the European scene and put the
continent on the road towards political homogenity, a basic precondition for
substantial economic integration. As far as Eastern Europe is concemned,
the system simply had exhausted its potential, not least as a model of deve-
lopment.

The process of homogenization has led to a state of liberal hegemony in
Europe. Thus, democracy and market will provide the basis for future
European interaction. This political homogenization of Europe 1s and will
be expressed in the enlargement of the EC, unless the twelve present mem-
bers take a protectionist attitude to the rest of Europe, which would be an
untenable position. In the course of the 1990s, the number of members can
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thus be expected to reach twenty. This raises the question of a viable secur-
ity order for Europe.

There is already a certain competition between existing institutions re-
garding their respective roles in the new security order. We expect that its
birth will take place in the context of crisis rather than orderly planning.
The Gulif war was one such crisis, another may be the breakdown of the Ju-
goslav federation or the Soviet internal empire, a third the desperate press-
ure for immigration from Eastern Europe or across the Mediterranean.
Thus, due to this pressing time factor, the actual organizational solutions
may be suboptimal (Hettne, 1991b).

| So far three organizational possibilities have emerged:

(1) NATO with a strengthened European leg. This is basically a conti-
_nuation of the old Atlantic partnership, but with a stronger role for
--Europe. This option would facilitate continued US control over Europe and
. the conservation of the essentially economic character of the EC.

. (2) The EC takes on a politico-military role, perhaps through the coopta-
tion of the WEU sometime after 1996. In a more cautious version WEU re-
mains outside EC to provide a bridge between NATO and EC. At present
only nine of the 12 are members of the WEU, and some of the current can-
didates for EC membership are sensitive about security cooperation.

(3) The Conference on Security and Cooperation in Europe (CSCE) be-
comes more institutionalised and provides a collective security system for
'Europe, a kind of European UN. In a longer perspective, it may also be pro-
vided with some some military powers. This all- European security struc-
ture would guarantee the continued presence 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. My assump-
tion is that NATO will fade away and instead the EC will take upon itself a
stronger political and military role. The divisions surfacing in connection
with the Gulf war reveal the problems involved in but also the need for a
European political (and consequently military) front.

Regional conflict resolurion: the case of Yugoslavia

Without-doubt, successful regional conflict resolution is the great test for an
autonomus regional actor. EC crisis management shows a significant impro-
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vement between the Gulf and the Yugoslavian crises, not only because the
latter was an ‘intemal’ European crisis, but also due to a real political
change in preparation for the controversial but unavoidable political and
military union.

It should not escape our attention that it was the EC troika of foreign
ministers, neither NATO nor the CSCE, which did the acting in the case of
Yugoslavia, as powerful as one could ilnagine without the backing of wea-
pons. The process was not without internal differences, however. Austria
and Italy were more understanding toward the secessionist republics,
whereas other countries were more anxious to retain the Yugoslav federa-
tion. The important point was not to encourage secesssionism, while at the
same time not to let the federal government or the military establishment
believe that a violent solution was acceptable.

The crisis underlined the power vacuum in a Europe still searching for a
viable security. order. An uncontrolled and violent dissolution of the federa-
tion would have far-reaching consequences for the Balkan, the most turbu-
lent of the European subregions. A failure does not necessarily imply an im-
potence on the part of the EC, since it should be recognized that no easy re-
solution tothe conflict exists. Whatever the outcome, the crisis will be a
milestone on the road to a European political and military union.

The external impact of Europeanization

.- o S

What will the future European role in other regions be? A'new aggress-
ive 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 reports?

Looking back, one must conclude that, on the whole, the role of Europe
in promoting regional cooperation in the Third world so far leaves much to
be desired.

- In Asia regional groupings tend to reflect the East West division.
ASEAN is a case where the EC regional dialogue has played arole, and it is
even quoted as a ‘success story’. '

- In Africa the division along the lines of allegiances to one superpower
or another has been a major obstacle to continental unity.
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- In the Middle East Europe has failed to take a distinct, constructive
role. The EC-Arab dialogue has so far led to little.

- In Latin America the European presence increased substantially
through the 1970s, which raised Latin American expectations about a diver-
sification of the extemal relationship of the continent away from depend-
ence on the United States. This was particularly evident in the case of Latin
America. However, Europe (i.e. Western Europe) has so far failed to deve-
lop a political strategy in its relationship with Latin America (as far as East-
ern Europe is concerned, there is no longer any Third-World policy).

Looking into the future the external effect of the process of Europeani-
zation differs depending on alternative ‘domestic’ developments. Below
follows some scenarios:

*The Orwellian scenario, or ‘Fortress Europe’ perceives Europe as a re-
gional security state, inspired by autarchic mercantilism and in latent or
manifest conflict with other regional systems. A European fortress will

. build fences against a possible ‘great march’ from a marginalized Third

world. From the poor parts of the Third World there will thus be an in-
creasing migration pressure, further enforcing the trend towards Fortress
Europe (in the worst sense of the word). I call this rather dreadful scenario
Orwellian, because of its similarity to the way Orwell described a future
world in his 1984, |

*The ‘European Superstate’ scenario views Europe as an extroverted re-
gion state, which is inspired by a mixture of liberalism and some elements
of mercantilism, as well as the so called social dimension nurtured by the -
moderate left. Internally, it will be organized in the form of concentric
circles with a core, semiperiphery and periphery. Externally,the new su-
perstate centred on the core will aspire to a hegemonic position, or at least a
shared, trilateral, he'gemony. It will cultivate selective relations with the
more dynamic parts of the Third World, for instance, the emerging regio-
nal powers. It will also continue to provide some development assistance
within the Lomé framework.

*The Thatcher scenario perceives Europe as a more open trading bloc,
competing with other emerging trading blocs, such as North America and
East Asia. The inspiration for this scenario comes from neoliberalism, the
dominant development ideology of the 1980s. This Europe will create an

>
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unstable situation, which sooner or later will transform itself into one of the
other scenarios, depending on which social forces emerge.

The ‘European Home’ scenario views Europe as an introverted regional
state in a world of regional blocs, a neomercantilist state but inspired large-
ly by the values of the social democratic and euro-communist welfare ideol-
ogy. It thus includes an element of interventionism, as well as supportive
links to the poor Third World regions. Such links would primarily pro-
mote collective selfreliance, such as the so called Nordic initiative towards
SADCC. |

*The ‘Greening of Europe’ scenario envisions Europe as a loose, undefi-
ned informal structure of regions and local communities within a world or-
der of 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, ju'dging from some recent elections
and polls, has lost some of its atraction .

A North—South structure is now emerging within Europe. This undoubt-
edly means that the importance of the Third World will diminish in econo-
mic as well as in political terms, to some extent depending on social and po-
litical forces within Europe.

3. Soviet Decline and the Formation of a Post
Communist World

The US and Soviet hegemonies are altogether different species: liberal v.
imperial. Soviet hegemony has rested on the ideological primacy of the
Communist Party of the Soviet Union within the socialist world system but
this ideologibal primacy has been backed by the militarized Soviet state.
This situation is in fact more akin to the old type of imperial dominance,
and in fagt there was a striking continuity between the tsarist empire and the
bolshevik state. Although described as a socialist federation which included
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the right to secession, there was no procedure for how this should be reali-
zed. _
Thus, compared to Pax Americana, Soviet hegemony has been more
coercive and less related to technological superiority and economic
strength. For that reason the rules of the capitalist world economy also ap-
plied to the socialist world system, insofar as its external relations were con-
cemned. As long as the socialist system was relatively closed, however, the
Soviet dominance reigned supreme. -

From hegemonic power to ‘chaos power’

The sources of Soviet ideological hegemony are several:
First, Russia experienced an authentic revolution, and therefore en-
joyed ideological supremacy among subsequent revolutionary societies.

e 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, natur-
ally felt gratitude to the leader of world revolution.

Thirdly, by its sheer size, the Soviet Union stood out as the dominant po-

'wer ‘on the other side” and therefore constituted a natural political alterna-
tive. 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 capital-
ism — or escape dependence: the Soviet empire, a sandwiched Eastern Eur-
ope, and a revolutionary periphery. At present the socialist world system,
with some important Asian exceptions, is dissolving itself, a process ob-
viously related to the withdrawal of the Soviet Union from its traditional |
geopolitical spheres of interest. Many of the ‘revolutionary societies’ were
clearly surviving mainly through extemnal 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-
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turbances followed afier the death of Stalin and in the late 50s China em-
barked upon its own road to socialism (or wherever this road will lead).
The open 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 birth of Eurocommunism (Marzani, 1980). The Western Com-
munist parties became irreversibly autonomous. Again, after a little more
than a decade, the Soviet Union unilaterally lifted the “overlay” over East-
ern Europe and the socialist countries were tumed loose, free to abandon
socialism . Is the next step the dissolvement of the Soviet empire?

The erosion of Soviet hegemony of course also had its material causes, or
what has been termed ‘imperial overstretch’: The military build-up, started
in the 1960s, reached an economic ceiling ten years later, when an economic
stagnation, which farobab]y will Jast into the next century, 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 can in fact be seen as a ‘diplomacy of decline’ (Sestano-
vich, 1988). Since a military threat to the external world would be suicidal,
what remains of Soviet power is ‘chaos power’, the power to make havoc to
the rest of the world..The problem is that this power cannot be used repeat-
edly, it is quickly exhausted. The G7 meeting in London (July 1991) restric-
ted the Westemn support for Gorbachev’s reforms to association with and -
advice from the IMF and the World Bank, not necessarily very stabilizing
judging from other countries’ experiences. The negative reaction is based
on the external judgement of the viability of the Soviet federation, and the
realization that it is time to deal directly with the emerging repubhcs (na- -
tions?) This will of course reinforce the process of dissolution.

The Soviet region: an Eastern EC?

The “Soviet citizen’ is a disappearing species. Instead there are emerging
nations which, in order to avoid economic fragmentization and political ten-
sions, will have to sort out their relations within some kind of regional fra-
mework. Like in Europe, there need to be some kind of balance between
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one major regional power and smaller subregional groupings. Therfore, 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
seems 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
solution apart from civil war.

There is thus a great likelihood that what already has happened to the ex-
ternal empire now will happen to the intemal. Some countries of the exter-
nal empire will presumably escape the region by ‘deeasternization’ and con-
sequently join the more wealthy ‘Western EC’, but for most countries 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. Economic nationalism
on the level of the fifteen republics would be a catastrophy. Russia produces
63% of the unions electricity, 91% of its oil, 75% of its natural gas, 50% of
its meat, 85% of its paper, etc. Direct trade relations among individual re-
"'-"bublics would therefore be a comer stone in the structural reform and a ‘re-
newal’ of the federation.

A loose economic commonwealth based on political decentralization
would be an obvious solution. EC is as a matter of fact explicitly used in the
internal reform debate as a model to copy. Obviously the Eastern EC will,
like an expanded Western EC, become more introverted, and in the long
run the two will probably form part of a larger more or less spontaneous in-

' tegration process. Europe will ultimately become a ‘House’, if not a ‘Fortr-
ess’, but either way a solution must be found to the increasing instability
within the *Soviet Region’. Moscow may learn to prefer friendly neigh-
bours to restive republics and the smaller countries must somehow come to
terms with geopolitical realities and the highly interdependent Soviet econ-
omy. There are strong reasons to find a better balance between function and
territory but provincial autarki is no option. The somewhat utopian project
is to build a new union, based on new foundations, one of them being a func-
tioning civil society. Valery Tishkov, director of the Institute of Ethnology
makes this analysis: :

In developed, democratic societies where the individual citizen is presented
withopportunities to achieve social status and a satisfactory standard of liv-
ing, ethnicity, economics and politics represent three weakly interrelated and |
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largely indcpendént systems. In such societies the members of cultural,

. Iinguistic, and religious groups typically protect their interests and ensure their
groups’” autonomy on the basis of individual rights and general democratic
principles. Nationalism and exclusive ethnic loyalty arise in the absence of
these safeguards, in societies that lack effective political mechanisms for the
articulation and achievement of collective aspirations and interests, and where
ethnicity, economics and politics interpenetrate in one poorly functioning ss-
ystem. Clearly the Soviet Union still belongs to this second category
(Tishkov,1991:21 £).

As far as the new union is concerned ten of the fifteen republics have
agreed on the basic principles, while five (apart from the Baltic republics
they are Georgia and Moldavia) refuse to participate in any neootlatlons
wich do not concem full independence.

3. Third World regionalism : the European factor

Regional integration outside Europe has not been a great success so far.
Two reasons are evident: ,

« The structure of the world economy , which has tended towards inter-
dependence rather than regionalization

* The common-market concept of regional cooperation , which has rein-
troduced the global hierarchy of dependency relations in the region

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, and more symmetric interregional exchange.
pattern shall take form. Not only must the content of the interregional rela-
tions (Europe, or subregions within Europe, on the one hand, various Third
World regions, on the other) change, but Europe must also take a more ac-
tive part in promoting regional cooperation and integration in the Third
World. The regional dialogue carried out by the EC is explicitly intended to
stimulate regionalism in the Third World. However, as long as the world
order remained hegemonic, the whole exercise was rather symbolic.

In a posthegemonic world order, on the other hand, the cold-war patt-
ern of cultivating friendly regimes, intensifying and creating divisions with-

\
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in different regions, could be replaced with a more forceful policy of pro-
moting resolution of indigenous and region-specific conflicts on the regio-
nal level, and stimulating regional cooperation through region-based deve-
lopment programmes. )
In this context I am referring to the EC and EFTA. Former Eastern Eur-
ope 1s disappearing as an actor, as far as the Third World is concerned, the
only substantive remaining link being between the Soviet Union and Cuba.
Evidently, the EC will take note of the human rights record in its deal-
ings with individual developing countries (the 68 ACP countries). Environ-
mental concerns will play an increasing role. Further obstacles are created
by 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 re-
sources. 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 collective self-
reliance.

Let’s look at some current trends in the main regions of the world, and to -
identify the European factor, if any. |

‘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 both a debt and deve- .
lopment crisis (Griffith-Jones - Sunkel, 1985) The disappearance of the so-
cialist alternative means that Latin America will become even more depend-
- ent on the US and even more arrogantly treated. Not only the Soviet but also
the European counterweight evaporates (Castaneda,1990). As shown by the
recent Panama intervention the end of the Cold War will not change the
pattern of dominance, but merely the pretexts for intervention.

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
(Hettne-Stemer, 1988), now seems to draw the conclusion that joining
North America is the only possible way out of stagnation. Thus Central
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America is tilting towards the north. The smaller Central American states
will, to the externt that they are not already part of North America, have
little choice but to follow Mexico’s example.

Central America has for reasons of size strong incentives for regional
cooperation and the change of regime in Nicaragua has increased the politi-
cal homogeneity of the region. The crucial issue is whether the small coun-
tries can develop a common approach the the US-Canada-Mexico bloc
which seems to be emerging, or whether they will join this bloc as individ-
ual client states. In the Caribbean the privileged treatment of some countries
in position to play the geopolitical card will, similarly, disappear, and the
region will have to cooperate regionally at the same time as they compete in-
ternationally. Regionalism can of course not be the sole approach.

The economic and geopolitical change in the north of Latin America
" ‘puts a certain pressure on the Southern Cone. The treaty signed by Argenti-
na and Brazil in 1986 seems to have put fresh life into the integration pro-
cess in the region. Next year a free-trade agreement is expected and at least
Uruguay, perhaps also Chile (at present vacillating between north and
south), may join. In Latin America the Argentina—Brazil rapprochement is
thus one of the factors stimulating the discussion on a new concept of regio- |
nal security: Seguridad Democratica Regional. It is significant that Brazil,
the alleged regional bully, is taking a rather low profile, thus preventing
the traditional concem with regional hegemonism to be raised.

The Caribbean region has a 500 years’ relationship with Europe, a rela-
~ tionship which has formed it, and continues to form it as a regioh (Sutton,
1991, Thomas, 1988). Also the earlier attempts at regional cooperation oc-
curred in a colonial context, which is one reason for their failure. The
- CARIFTA arrangement, from 1968, was a minimal form of integration,
since its principal integration mechanism was the phased freeing of interre-
gional trade. CARIFTA was in 1973 replaced by more ambitious CARI-
COM. It had from the start an explicit political element, namely coordina-
tion of foreign policy. This idea seems to have grown out of experiences of
negotiating with th EC (Thomas, 1988:317). There were statements con-
demning destabilization and criti¢ism of CBI, but after the invasion of Gre-
nada controversial foreign policy issues have been avoided.

The 13 member regional organization CARICOM contains less than 6
million people. The European single market provides the incentive both for
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a deepening towards a a more integrated market (1993) and for an enlarge-
ment. There are 32 million people in greater Caribbean. Still, this remains a
case of ‘microregionalism’, and there are great fears that the Caribbean
risks being marginalized in a world of large trading blocs (Caribbean In-

sight, vol.14, no.1.).
Asia

In South Asia, the world powers, the USA, the Soviet Union and China,
are promoting their interests by forging alliances with local states, while
Europe irrspite of its historical role takes 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 splitting up of Pakistan in
1971The problem of regional hegemonism is thus present.

Size is not always a source of power, however. The process of moderni-
zation in India creates more problems than it solves. The resulting conflicts
are a great strain on India as a centralized nation state, in contradistinction
to India as a decentralized civilization. In the former sense, India may not
survive in its present form, since the internal forces of disintegration now
are tremendous and the dominant political trend now is hindu 7
qhauvinism.The domestic situations in Pakistan and Sri Lanka also reveal si-
Iiifi_lar weaknesses in terms of national integration, while the ethnically more
hgmogenous, Bangladesh suffers from a general economic and political de-
cay. These ominous trends are bound to have security implications both for
regional security and for the political systems concemed (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 geopo-
litical dominance by India, ethnic strife, secession and disintégration 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 grow-
ing regional disorder, but this also means a high risk of external
penetration. Regional cooperation would mean a change for the better, at
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least as far as economic security is concerned. The economic rationale is not
overwhelming at present, rather it has to be created (Adiseshiah, 1987).
The traumatic India-Pakistan conflict until recently prevented all ef-
forts towards regionalism. Furthermore, after the assassination of Sheik
Mujibur Rahman in 1975, Bangladesh’s relation with India was characteri-
zed by distrust and hostility (Rahman, 1985). However, in 1985 South Asian
cooperation after five years of preparations at last got its own organization:
South Asian Association for Regional Cooperation (SAARC). The initiative
originated from Bangladesh. India was rather lukewarm, while the smaller
countries strongly felt the need for it (Mishra, 1984; Muni, 1985). Thus re-
gional cooperation has been initiated as a counterforce to regional hege-

monism.
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 paralyse
SAARC for a long time to come, confining its scope to non-controversial
marginal issues like tourism and meteorology. It is a strength precisely be-
cause controversial problems can be handled within one organization and
that at least a framework for regibnal conflict resolution has been created.
Put differently, the regional organization coincides with the regional secur-
ity complex and can be seen as an embryo to a security community.

If the internal power structure becomes more balanced by a weakening
of Delhi and a greater political autonomy for the regions of India, there is
also a trend of political homogenization in the form of democratic openings
in Pakistan, Bangladesh and Nepal. India may also opt for a'more open
economy due to pressures from the IMF, thus reducing the gap in economic
policies between the regional power with its tradition of import substitution
and the smaller, more extroverted states.

Southeast Asia, like Europe, has been divided in two economic and poli-
tical blocs: ASEAN (Indonesia, Thailand, Singapore, Malaysia, the Phillip-
pines and—since 1984—Brunei) and the Indochinese area (Vietnam, Kam-
puchea and Laos). The latter subregion is under communist rule with Viet-
nam exercising subregional hegemony. Vietnam is also an actor in the East
Asian rééion and can thus be seen as a bridge between two regional com-
plexes. ’
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Vietnam, and behind it the Soviet Union, has 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. Like in Europe, the dismantling of the Celd War system will
change the pattern of conflict rather than eliminate conflicis.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 organization has existed since
1967, but assumed importance as a regional organization only after 1975,
reflecting increasing political uncertainties in the region. The economic in- ‘

. tegration that has taken place so far is rather modest, and the figure for in-
traregion trade is only about 20 per cent. The external dependence on Japan
7§ felt to be problematic. |
The national economies are outward-oriented, and the political systems

“are formally democratic but in practice more or less authoritarian. Pro-
blems on the international market usually reinforces domestic authoritar-

" ianism due to the strong two-way causal relationship between economic
growth and political stability. Economic growth and redistribution is a pre-
condition for ethnic peace, political stability a precondition for the econo-
mic confidence expressed by international capital towards the region.

2. Peace in the larger region, which now seems to be under way, would
however change the basic parameters for the way ASEAN operates at pre-
sent. As the superpowers pull out, oid rivalries are emerging, at the same
time as the objective preconditions for a cooperation encompassing the -
whole region in the longer run are improving.

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, 1990:151)

East Asia is the most dynamic of the world regions, containing a hege-
monic contender (Japan), an enormous ‘domestic’ market (China), three
NICs (South Korea, Taiwan and Hongkong) and a'socialist autarky (North
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Korea), preparing itself for major changes which may alter the pattern of
cooperation within the region. A reunification of Korea, a democratization
of China, and a more independent Japanese role would release an enormous
potential. These changes are admittedly not immediate, but on the other
hand quite feasible.

Korean unification is, of course, the key to regional cooperation. Consi-
dering 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 ‘Anschluss’. South Korea, together with the other NICs, are facing
changes in those objective conditions which originally made them into NICs
and their strategy in the 1990s will probably be betting on the domestic
market, preferably a regional market. The regional framework is still,
however, in a 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, widening the potential regional cooperation.

China will continue the long road towards a more open economy in spite
of the isolation followed in the wake of the Tiananmen Square killings, an
isolation that seems to be temporary. In the West the image of China is
quickly improving due to China’s stand in the Gulf crisis, and its prepared-
ness to find a peaceful solution to the Cambodian political quagmire. As far
as Japan is concermned, the separation of politics from economics has been
national policy. Japan therefore took a rather understanding position vis-a-
vis Peking. |

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 introvert Japa-
nese worldview. Recently, Malaysia 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 has rejec-
ted the idea, but it is still discussed as an insurance policy, should the Eur-
opean and North American fortresses take shape.

~»
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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 the regional level (Thisen,1989). Regionalism, however, has been
a highly politicized issue, which tends to create suspicion in the national
centres of decision-making in Africa. Of Nkrumah’s pan-Africanism little

remains today, but what was then a dream has now, nevertheless, becomea

necessity. The ethnic conflicts, for instance, cannot be resolved within the
nation-state framework, particularly as the nation-building project in fact is
the main cause behind these conflicts.

The most important experience so far is SADCC (Southern Africa Deve-
lopment Cooperation Conference). The main function of SADCC was ori-
ginally to reduce the dependence 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 the common market concept , but
having wider political objectives. With the elimination of apartheid in
South Africa, the agenda for regional cooperation in southern Africa will
change fundamentally—and the incentives will perhaps become positive
rather than negative. Much dependes on the character of a post-apartheid
- regime.

- The prospects for regional cooperation begin to look brighter, partly as
d\.;result of the weakening of the nation states. Even in the case of troubled
ECOWAS there are now,when the organization has passed its fifteenth anni-
versary, positive signs of a political homogenization and a somewhat more
active regionalism . National repressive regimes, such as the one in Liberia,
are crumbling, and even old autocracies such as Cote d’Ivoire are slowly de-
mocratizing. This may lead to a strengthening of the regional as well as the
local level. , ,

For lack of resources, the West African regional organization is still
more or less paralysed. In the summer of 1990, in the shadow of the Kuwait
crisis, ECOWAS, nevertheless, intervened in the disintegrating state of Li-
beria with the explicit purpose of preventing a general massacre on the po-
pulation. Although not fully backed by the whole region and, furthermore,
not a highly successful operation in terms of conflict resolution, it was un-
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precedented in the history of African regional cooperation. With the pro-
spect of further national disintegration, the more stable regimes within a
specific region may feel obliged to interfere through regional frameworks.

Also in the Maghreb region harsh realities lead to new attempts at stimu-
Jating regional integration. In February 1989 the Arab Maghreb Union was
created in order to tackle both peace (the Western Sahara conflict) and deve-
lopment (the debt crisis) issues. There is great fear that the traditional Euro-
pean markets will close after 1992. The aim is to stimulate trade between
member states, increasing non-traditional exports, and cutting imports
(South, May 1989).

The Middle East

‘The Middle East region is in many {Arays the most complex. It covers ter-
ritories 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 re-
ligion 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 are quite re-
cent. They were externally imposed by the European colonial powers, and
they also Iack emotional significance since they so often have been changed
in the past. Centres such as Cairo, Damascus, Baghdad and Istanbul thus all
have possessed a regional significance far beyond their present national
roles. It 1s the region of ‘realist thinking’ par préference. The artificial
boundaries and the lack of democratic tradition make the power play be-
tween heavily armed states as close to Machiavelli’s world as one can come.

The problem of regional hegemonism has a ldng historical tradition and
there are several competing major states with a potential for regional lea-
dership or hegemony, but also with decisive handicaps in performing that
particular role. Iraq was the strongest candidate before the war that crip-
pled it, Syria and Egypt, the remaining Arab contenders, have become too
much involved with the West to be credible,Turkey is an outsider, having
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ambitions to become a European state, Iran is feared throughout the region
as non-Arabic and Shiite. ’

For obvious economic and strategic reasons, the superpower involve-
ment in the region has been deep-going. In the most recent political crisis in
the region triggered by Iraq‘s occupation of Kuwait in August 1990, at-
tempts at finding a regional solution not very realistic anyway, were halted
by US intervention, leading to a polarization within the region between con-
servative and radical currents. As the Soviet Union opted out, the USA with
the help of frustrated potential regional influentials established itself in the
region - nobody knows for how long, since the threatening breakup of Iraq
could be the beginning of a long struggle for regional power, in which ex-
ternal interests headed by the USA will play a major role. The Gulf crisis
was a moment of truth for Europe (the EC) as far as its external posture was
toncerned, and an embarrassing lack of unity was actually revealed. To re-
store its image and counter US influence the strategy now involves a major
rule for Iran (ME, July, 1991). Similarly the intervention of regional in-
fluentials such as Egypt, Turkey and Syria was not necessarily popular

_among the people of these regions, which opens the door for unexpected do-
mestic repercussions. The regional alliance is already cracking up and the
Gulf countries seem to define their security as the presence of the USA.

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
alternative military government is coming forward to guarantee the fragile
balance of power.The problems to be solved are many: first of all to contain
the power and influence of Iran, to find 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 humdn nights problems of which the
most urgent is the Kurd question.

-
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4. 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. Such a perspective is different from the ‘new world order’
presently in vogue for the reason that long run economic trends are seen as
more important than the show of force based on military dominance.There
is also a theoretical possibility of a multilateral order based on interstate
cooperation, but it seems more likely that some kind of fragmentization 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 conti-
nued decline.

. The Soviet decline is not in dispute. But is it hegemonic decline? We
have underlined the difference between the Soviet hegemony over the so-
cialist subsystem and the global hegemony of the USA. Yet, as long as there
were local bridge heads and 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 no longer based on peaceful coexistence but a lib-
eral transnational hegemony.

To sum up the argument: the trend towards multipolarism will not be ar-
-rested by a European bid for hegemony. Rather thie emergence of the Euro-
pean regional state and the essentially introvert orientation of this state, to-
gether 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 re-
gionalization. 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.

One rather obvious and already visible pattern of fragmentization is the
development of a few major trading blocs: the EC, North America/Mexico,
and the East Asian Economic Group (EAEG), proposed by the Malaysian
prime minister Mahathir Mohamad. This paper has dealt more with a poss-
ibly less conflictive regionalized world order: The New Regionalism.




The New Regionalism may be conceived as an ‘extended nationalism’
(Seers, 1983). It could be compared to traditional nation building with the
difference that the coercive political/administrative centre is lacking.

- Rather its emergence is related to imperatives in the international political
economy, including ecological concerns. This process evolves by its own in-
ternal logic, unevenly in different regions. Far in advance is Europe, where

the trend now is toward a regional state.

Other regions may want, or become forced, to follow the Europan ex-
ample of internalizing the sources of growth and make use of a ‘domnestic’
regional market, although there may be a long step to security cooperation.
Our survey shows a very uneven picture.

- Latin America has traditionally been characterized by its ‘open veins’.
Import substitution in the 50s and 60s was generally carried out as a national
strategy in spite of futile efforts to create a regional framework for in-
dustrialization. A new inward orientation, this time on the regional level, in
combination with a diversification of dependence, is an alternative to a
‘Fortress America’ with a subordinate Latin-American role. However, dif-
ferent Latin American states will probably chose different routes.

-The most inward-lodking world region is South Asia, where geopoliti-

cal changes at present increase the leverage of India, which leads to an inten-

sification of the conflict with Pakistan and suspicions among the smaller
‘tountries. The regional great power has in this case traditionally emphasi-
zed self-reliance, while the small countries for the same security reasons en-
courage external links. However, there is also a potentlal homocemzatlon
reflecting the shared indic civilization.

- In Southeast Asia, ASEAN has, because of the strong export—
orientation of the individual countries, a high stake in interdependence.
However, the new situation in the world econolmy makes it necessary to de-
velop regional complementarities and also to expand the region.

- Japan and the East Asian NICs also have a strong commitment to inter-
dependence. The Pacific ‘region’ is in fact becoming a centre for a new patt-
em of global interdependence, wheras the reglonal identity, i e the new re-
gionalism, is rather weak.

- The Middle East has, in spite of numerous subnational identities, a
strong rééional identity, but is too much a part of the world economy to be
left to itself. More economic differentiation within the region and less West-
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ern dependence on oil are thus necessary prerequisites for Middle East re-
gionalism. ‘

- Africa is special, since the issue rather is to initiate a process of region-
ally integrated development. .

Although the preconditions for ‘extended nationalism’ thus differ sub-
stantially between regions, I would nevertheless bet on this ‘neomercantil-
ist’ scenario as the best world order the world can hope for. Many probably
feel uneasy about this concept. Mercantilism is the ideological expression of
the nation-state logic, operating on the economic arena and violating the lib-
eral principle that free trade in the long run is for the benefit of all. Neo-
mercantilism retains the same suspicion which the old mercantilists har-
boured 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 spec-
1alization 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 in-
herent tendency towards collapse. Most regions in a regionalized world
system would be large enough to have a reasonable degree of economic effi-
ciency, in accordance with the principles of comparative costs, economies
of scale and other conventional economic efficiency arguments. On the
other hand perversions generated by excessive specialization and an overly
elaborated division of labour could be avoided. Interregional trade will of
course continue to take place, but subordinated to the ‘territorial’ principle
of regionalism, rather than the‘functional’ principle of the world market.

There 1s 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 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 Interdependentists—
put much faith in the possibility of managing such a world economy. Rather
the neomercantilists argue in favour of the régionalization of the world into



more or less self-sufficient blocs. These blocs would be introverted 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 due to the strong historical association
of mercantilist thinking with extremist nationalism, and because of its per-
iodical revivals (in the form of protectionism) in connection with economic
crises. This-“guilt by association’ argument can, however, be rejected, since
no real efforts have in fact been done to construct a world order on the basis
of neomercantilist ideas. The established view that such ideas tend to ree-
merge in the context of world depressions and collapsing world orders
could 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 of normalcy.

\
e
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We are all the witnesses of the climacteric changes in political and economic spheres
which countries of the Eastern and Central Europe, have been experiencing during past
several years since the policy of perestroyka began to pave its way. If I would have been a
journalist, 1 would described this period in a solemn manner : "The strong winds of change
and freedom are sweeping acc}oss :i‘xétjepld continent as each nation belonging to it prepares
itself to work hard through the rerﬁg_jning decade of our century before that great leap into
the third millenium." Havi:i‘éf&ségd t};v;ﬁl, however, wish to invite ‘you to ponder upon the
impact which these political and‘ economic changes produce on science and technology
systems of the Eastern and Central European countries. Indeed, it is not only science and
technology policy of these countries that have to be changed following the shift in the
national priorities biit al.s'o the structures of R&D organizations, their modes of operating,
financing and management are obliged to follow new rules of the game imposed by new

economic situation.

Let us analyse the principal changes occured during the past two-three years in R&D
systems of East European countries. But before doing this, I would try to describe briefly the
major common features of science and technology systems in the Eastern European countries

which exist till mid-80s and give some statistical data, describing the situation,

In our analysis, we could not overlook, in spite of the common reappraisal of values
in the newly democratic countries of the Eastern Europe and criticism of the totalitarian
period of their development that, because of various reasons : national prestige, 'ideological
competition, military confrontation, etc., considerable stream of resources, both financial and
human, has been pulled by the States in their science and higher education systems. This led
to the creation of a remarkable S&T potential, in particular in such relatively
under-developed countries like Bulgaria, Romania and Yougoslavia. In the late seventies and
the early eighties, European former CMEA countries employed well over half the world

population of scientists and engineers engaged in R&D.




Table 1
Number of R-D personnel in East Furope (1989)
Country Scientists and Technicians
engineers
Bulgaria * 50,585 * 11,662  * * 1987
Czecho-Slovakia 65,475 42.876
Hungary 20,431 14,113
Poland 32,500 54,000 ** ** 1985
Romania 59,670 42,931
Yougosiavia 34,770 18,780
USSR 1.694,400 XXX...

If, however, we look at the data in dynamics, we will see that, for example, the
superiority of the USSR over USA in absolute numbers of specialists engaged in R&d that
existed in the end of 1980, was replaced by mid-80s by the parity. Furthermore, the rapid
rate of increase of those specialists in USA has resulted by 1988 in the increase of a number

of such specialists in USA by 1, 2 times in comparison with the USSR, (Table 2)

Table 2

Number of specialists engaged in R&D in the USSR and USA
(thousand people)

Country 1981 1986 1989
Year .
USSR 14342 1599.4 1694,400
USA 1258,7 1725,5 2026,9

The situation with R&D personnel was even worse in other East European countries.
In Poland, for example, employment in R-D sector diminished by 33 % in the period from
1975 to 1985. The absolute number of scientists and engineers engaged in R&D decreased in

Hungary during 1984-1989. The states spent a lot of money for science and technology.



The data on R-D expenditures are in table 3.

Table 3
R-D expenditure of East European countries
(million USS$)
Country
year 1980 1985 1989
Bulgaria 479.7 716.4 -
Czecho-Slovakia 1460.5 1633.1 1 468.4
Hungary 560.0 414.6 497.9
~=Poland 845.7 569.7 §52.5
Romania - - 1 238.2
Yougoslavia
USSR 21.300 28.600 32.000
roubles roubles roubles

The analysis of the soviet expenditures shows that the share of science expenditures
in the state budget was within 3,4 - 4,5 % during 1970-1989 while in USA this figure was

7,9 % of the total federal budget and in 1991, it is planned to increase this share to 8,6 %.

The cost of -military-oriented R&D accounts for a considerable part of the total
sciénce expenditures. We do not have exact data concerning military R&D in
Czecho-Slovakia or Poland, but the soviet data is now available. In 1989 in the USSR, 15,3
Bln roubles were spent for these purposes while in USA, $§ 37,5 bln or, respectively 71 %

and 62 % of the state allocations for science.

Until recently, the USSR has been spending for the civilian science 4-5 times less

than Americans.

As for the equipment and machinery utilized in R&D, the available data of the latest
survey carried out in the USSR demonstrate that the majority of scientific institutions of the
USSR accumulate a large number of physically and morally obsolete equipment. 20,8 % of
this machinery and equipment are more than 10 years old including one fourth of them older

than 20 years. According to the same estimates, the overall demand for the scientifc

instruments in the USSR is satisfied for only 20-25 %.



The combination of these and other factors, has led to the steadily declining in the
efficiency of scientific work in the USSR. If we look at the number of Nobel Prizes awarded
" to Soviet scientists from 1946 to 1985 and their percentage of total Nobel Prizes we will

agree with this statement.

Table 4
Number of Nobel Prizes awarded to Saviet Scientists
Time period - Number of Percentage of
: Nobel Prizes Total Nobel Prizes
1946-1960 9 11 %
1961-1975 3 ' 7 %
1976-1985 1 2,5 %

Let us try to formulate those common features of the East European Science and
technology systems which exerted negative impact on the development of science in those
countries and did not allow, after all, to keep their place among the most advanced nations.

The first and foremost common characteristic was serious democratic deficits,
excessive state involvement in all aspects of scientific life, strong politicization of science
which extended to the substitution of science by ideology. The "prestige” considerations for
the development of science and technology were more important that the requirement of
economy. To generalize the situation, it is possible to say that science in those countries was

separated from economy and society.

The second 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. R&D system of East European countries was directly determined by the existing
economic system. It followed the organization of economy with it "Branchdom" syndrom. As
a socio-economic phenomenon Branchdom means the stratification of the economy into
rather isolated sectors operating in the monopoly mode and being managed and controlied b)f

highest party-government management levels (Ministries and committees).
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The similar branches existed in the R&D organizational structures.

Basic research was a responsibility of the Academies of Sciences created after a Soviet
model. Academy was organized by the type of Ministry of Science, ruled by the Presidium
responsible to the plenary meeting of academicians. The organizational principles,
decision-making process, financing and resourse allocation procedures were similar to those
in industrial ministries. However, the important difference from industry was that the same
people (academicians) that occupied the posts in the major governing bodies (Presidium)
were at the same time the directors of Research institutions. Therefore, the whole power
(financial, organizational and executive) was concentrated in the hands of the small group of
academicians, This led to a situation in which science, being a specific sphere of social
activity, turned increasinglv into a closed system of its own - with all the attendant negative
consequences such as scientific monopolism, promotion of group interests, personal stagnation
;;1d poor management. This situation was typical for the Soviet Academy of Sciences and the
Republlcan Academies, but | believe that similar syndroms might be traced in the academic

societies in other East European countries.

Applied or industrial research is performed by the Brunch research institutions
affiliated to the Ministries, These institutions were big (500-1000 emplovees in the East
European countries and 2000 - 4000 in USSR). The major part of their financing came from
the State budget through corresponding ministries. Being the monopoly in their brunches,
these institutions were interested neither in gaining the market where they were the only
suppliers nor in the profit maximization. In order to maintain technological level of their
products and in particular in the field of military-related indsutries, these R&D
establishments, however, received funds, human resources and modern eguipment at the
expense of civil or non-prestigious industries. This lead to the deep polarization between the
prestigeous and non-prestigeous sciences - another common feature of East European

science.

Universities of the East European countries play a much smaller role in R&D that
they usually play in other parts of the world. Until recently, R&D was a side activity of high

school establishments in Eastern Europe. Their main task was teaching.

Another important feature of centrally planned system is strong inter-branch and
inter-organizational barriers. Basic and applied sciences are separated from each other by
organizational autarchy of Minist\ries and the Academie(s) of science. The coordinating role
of the central bodies - State Committees for S&T which worked under control of the Central

Committees of the ruling parties was strong on the paper but rather week and poor in reality.
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The organizational barriers between' industries, High School and Academy the artificially
high level of restrictions and secrecy in their work -splitted scientific community into
different groups. The economic mechanisms of innovation diffusion have not worked in
those conditions. Introduction of innovations, distribution of financial and human resources,

equipment - everything was determined by the priorities set by the central authorities.

The only exclusion was military science and industries, so-called military-industrial
complex (MIC). This sector that concentrated the most talented scientists, the best equipment
and most skilled engineers and qualified workers, received in 1980 about three quarters of
total State budget’s allocations for R&D. This sector in the USSR had and still has the
educational institutions of considerably higher level than the average High School
institutions, its own communication systems, construction systems, etc.. Yarious economic and
non-economic measures were used to provide stable reproduction of skilled personnel:
competition, higher wages, direct allocation of social benefits). Ministries and entreprises of
MIC, contrary to civil industries were interested in innovations. There existed a competition

inside MIC between various firms to get government orders for R&D.

The next distinguishing feature of science and technology system in the former
socialist countries was the overwhelming centralization of all types of funding. The State
Budget was the major source of financing of all types of R&D institutions. The contract

system of financing played unsufficient role,

The structure of scientific personnel in the majority of East European countries dit
not satisfy the requirements of technological change. Contrary to the world-wide trends,
share of specialists in mathematics, computer sciences and physics during 1976-1986 has
decreased in the USSR while in USA during the same period the number of scientists in the
fiels of mathematics and computer sciences have increased respectively in 2,7 and 4,7 times.
The age structure of R&D staff was also worsening, The proportion of persons in the age of
less than 40 years among the USA Ph.D’s in 1985 was higher than among Soviet’s. It was a
result that the number of postgraduate students in the USSR during 1970-88 has decreased
by 4.1% while in the USA in 1980-88 it has increased by 16,5%.

The most important lag is noted in the information services. According to some
estimates there exist over 3 thousand public data and knowledge bases in the USA while, say

in the USSR, one can counted around ten of such databases.

The library of Harvard University is known to receive 106 thousant periodicals, while

the best Soviet fibrary on natural sciences which serves to 250 research academic institutions




receives only 4 thousand of periodics. The situation continues to deteriorate in all East

European countries.

All of the above-mentioned characteristics explain, toc some extent, why the
mechanism of technological change in centrally planned economies is of an imitative
character. The innovations introduced in industries including those in Military-Industrial
Complex mainly replicate those produced by so called "potential enemy", but substantially

lagging behind the "enemy"”.

Attempts to remedy the situation have been repeatedly made in all East European

countries.

In Hungary, for exampie, the economic reforms of 1968 abolished the institutional
iifluence of central planning and the market mechanisms have been introduced in economy.
A:s result new conditions were created for R&D institutions. Science Policy of 1969 stated
that the 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 outsider companies

was introduced.

However, the reform failed to evolve as originally expected. The enterprises and
firms operating in the "economy of shortage" have not been interested in gaining the market,
since everything can bé sold because the demand can never be saturated. They did not have
to fight for the buyers by improving the quality of product, by reducing its price or by
introducing new products. According to some studies the proportion of new products in the
state owned sector of Hungary in 1981-1986 had been very low, only 1,5 % approximately
yearly and over 90% of all products turned out to have been unchanged for many vears.
Taking this 1,5% into account, it would take some 67 years to achieve complete replacement,
while the same cycle for the electronic industry of OECD was 6 to 10 vyears in the same
period. .

Even two decades after these economic reforms, Hungarian R&D institutions and
enterprizes are still not operating in a genuinely competitive environment which is
aggravated by frequent changes in the system of economic regulations, problems of budget

deficit and hard currency dept.

The similar attempts have been made by all countries of East Europe, but they

unfortunately failed. The recent political changes in those countries have paved the way




towards. radical dismantling of overcentralized economies and .corresponding changes in

managing scientific and technological resources.

Poland for example made a very radical and rapid move towards market-economy
since January 1990. The short and long term economic programmes aimed at stabilizing and
transforming Polish economical system were adopted. The changes were also introduced into
R&D sector: Abolition of fiscal incentives for R&D, abolition of the central R&D Fund,
introduction of direct system of financing from the State budget under the authority of
Scientific Research Committee, reduction of the share of government in financing of R&D,
liquidation of major national R&D programmes. Only several strategic governmental
programmes and a number of small research projects remain. Competition and peer-review

system for project selection was also introduced,

In Bulgaria, where the real financing of R&D from the state budget scaled down by
50% in real term, the governmental Decree of March 1991 announced the strict policy

measures.

- reduction of research staff by 10%
- introduction of self-financing for research units

- structural and thematic changes in R&D programmes.

As a result Bulgarian Academy of Sciences cut down its staff by 1.300 researchers,

two laboratories Cverga closed.
A

The management system of Romanian science is under reorganization since 1990. The
former National Council for Science and Technology was abolished and the debate are going
on about the future of the Romanian Academy of Sciences. A consultative Board for R&D
was created for debating the major issues of S&T policy and allocation of funds. The Special
Fund for R&D created by levying a tax of 1% on profits of state economic units is much
below the maintenance cost of the existing research units, Some of them are on the edge of

being dissolved.

The long-standing Yugoslav self-management experiment has also failed. In 1986, the
Federal Assembly of Yugoslavia accepted a resolution on strategy for technological
development. It called for the vear 2000. By 1990 it was to reach 1,5% of GNP.

Svstem of self-managed communities of interest for science is now being replaced by

ministries for science. Statistics indicate that while in the late 60’s Yougoslavia was in the
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same group with Austria, Hungary and Spain, now it is at the bottom of Europe, together
with Romania and Albania. There is a large brain-drain, students are leaving a couniry even

before graduating.

The perestroika in the USSR began from the attempts to overcome the steadely

increasing technological gap between soviet and market countries economies.

According to some assments the technological gap in major industries increased from
10-15 vears in the middle 50s to 20-30 years in the middle 80's. It certainly have been
increasing in high-technic sector. This was inspite of the fact that the number of research
institutions (units) increased in the USSR by more than a thousand units {from 4,196 to
5,307) over a period from 1960 to 1972.
% Starting from 1987 a radical stage in the transformation of societ science has been
initiated. The central control over R&D institutions was considerably relaxed. Scientists and
engineers have received the right to set up research groups, to unite themselves into
associations, unions, R&D cooperatives. A series of legislative acts, which made legal grounds
for enterpreneurship in the USSR have been adopted. This led to the beginning of new

sector in R&D - the cooperative and public one, which has never existed before.

By October 1, 1990, 12,2 thousand science-technological cooperatives were established
with 284.1 thousand employees working for these cooperatives. To them might be added
around 750 centres of R&D activity of youth and 1274 joint ventures of Soviet and foreign
partner-firms. Thus, the total number of small innovation firms in the interpreneurial sector
of the USSR was around 13 thousands by the end of 1990. Their sales in 1990 made up O,4%
of GNP (about 4 billion rubles).

While this semi-privat sector of R&D is flourishing, the academic and industrial
sectors of R&D however experiences very hard time., The collapse of State Budget, non well
grounded legisiative measures produced heavy blow on Ré&D sector. The State Budget
revenues at the first quarter 1991 were 70% smaller than planned. Most of the Republics did
not payed their contribution to the State Budget. The tax revenues were also lower than

planned because of decrease in production.

At the system of the highly centalized financing of R&D like the Soviet system is,
the above-mentioned budget deficit could not but only resulted in sharp decrease of R&D
financing. The military R&D were the major victim since the cut off in military expenditure

was effected mainly at the expense of R&D carried out in this sector. In fact, expentidure on
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R&D in MIC decreased by 33% in real term at the period from 1989 to 1990. This year
many research institutions in MIC do not have enough' money to maintain wages of their

research staff at sufficient level.

To prevent mass baacruptcy of industrial research institutions, the Government has

recently decided to set up in eacy industry special non-budget funds for R&D financing.

Unemployement in science is becoming a reality in the East European countries,
starting with the former GDR and expanding to all former CMEA countries. The
"Brain-drain” process is gaining its strength, while the influx of young researchers has been

considerably reduced.

Generally speaking, East European science is a unique cultural system with its
inherent mode of thinking and specific approaches to the solution of scientific problems. The
system was formed as the natural product of centrally-planned economy combined with a
specific ideclogy. Both are now in ruines and veritable calls for the safeguarding of this
cultural system are coming from the intellectuals of those countries. The role of international

scientific community in this cultural rescue should not be underestimated.

What could international scientific community and its international organizations do in
order to assist the Eastern European countries to transform 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 the rescue work based on the results of analysis made:

1. R&D in the East Europe is in a deep crisis. World experience shows that the way cut
of the crisis is in mastering of innovation stream. However, the sharp drop in
resources for innovations will not permit quick remedy of the situation. Currently
anti-innovation economic and social climate is dominating. Time is needed to
introduce the economically-sound management in R&D system. This should be done
on the basis of the deep theoretical understanding of the processes which go on in the

society.

Assistance in better and deeper apprehension of the most important factors
influencing the development of modern scientific and technological systems, interplay
of those factors, the role of State versus the Market. The subject of such
apprehension should be the far-reaching changes in the nature of science and
technology policy. The shift from science policy towards innovation policy is the most

important trend that should be studied and realized by the scientists and
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policy-makers of the East European countries. The new methods and instruments of
such policy including social assessment of science and technology, public adjustment

of c¢lashes of interest among the producers and wusers of innovations, political

-unification of interests on the part of scientists, engineers, businessmen and the

general public should be developed. In other words, science should restore its broken

links with economy and society.

It is not a secret that due to imposed restrictions and the short-sided policy, scientists
of the East European countries were not only be able to participate in the intellectual
debates on all the above-mentioned subjects of science and technology policy, but
also to be aware and to follow these debates due to lack of information available to
them. The national science and technology policy of the East European countries was

based rather on ideological slogans than sound theories and results of research.

To improve the situation as soon as possible is a first and foremost task of
international organizations. With this purpose in mind, UNESCQ, in cooperation with
the International Council of Science Policy Studies, has recently started a project on
"Transformation of Science Management Systems of East European countries during
their transition to Market-Oriented Economies". The project should analyze the major
probtems and formulate concrete recommendations addressed to scientists and

policy-makers of those countries. The first meeting was held in Budapest last June.

International Institute of Applied Systems Analysis (ITASA) launched a project
on "R&D Management in the USSR in transition to market economy'. Two
conferences took place in 1990 and 1991 in Laxemburg (Austria) and Moscow
(USSR).

The transformation of the existing systems are to be made by people. The most
important drawback is the lack of professionals 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 enterpreneursial spirit in R&D sector.

Long domination of the command - and administrative system - led to the formation
of the specific economic culture (I would better say "anti-culture”} in the East

European countries.

The task of developing true economic culture by means of training, exchange of

specialists, organizing of courses in marketing, and staff management, and like,
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organizing the visits of East European specialists to study and to have practise in
foreign firms, companies, banks, business schools, is a task of the primary urgency.
Personnel training is to become an inseparable element of each technological project

and programme to be carried out in East Europe.

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

Europe.

The High School in East European countries should be substantially reorganized. The
close University - Industry ties are the distinguished trend in the industrialized
countries experience. University departments there carry out not only research
activities in Basic Sciences but also are undertaking research for firms on much larger
scale. In many universities, new firms have been prolifirating in high-tech sectors and
these firms are often set up by researchers working in universities. Recent survey in
France listed 145 firms, launched mainly in 1984-87 which had developed out of
university laboratories. Such development is still rare in the East European
Universities and the duty of UNESCO and other intergovernmental organization is to

assist in the reorganization of the higher education sector.

The ongoing international efforts in the process of converting the military industrial
complex to the much needed civilian uses requires an attention on the part of
policy-makers of certain countries of the Eastern Europe. We can expect increasing
pressure from politicians, scientific communities and the public at large for military
industries. A rational conversion of the military sector should be also regarded as an

efficient way of preserving scientific and technological potential from beeing lost.

This potential should be better used for the foundation of S&T intensive R&D in
non-military sectors of economy. The highest monopolization of the military
industrial complex éives chances to concentrate big resources for the technological
break-through. Joint efforts to realize conversion s a perspective line of
pan-European co-operation. In 1995, 45,8 % of the R&D resources of the military
complex of USSR are supposed to be focused on the implementation of the
civil-oriented R&D (against 29,6 % in 1989). This represents promising opportunities

for international cooperation.

UNESCO, in cooperation with the UN Center for Science and Technology for

Development, will organize the series of the international conferences, involving the
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participation of scientists, and decision-makers from industry and government. The
first of them will be held in Dortmund, Germany, in February 1992 and be devoted

to "Conversion opportunities for Development and Environment”.

5. The problem of "Brain Drain" requires special attention on the part of international
community. UNESCO, through its Regional Office for S&T in Europe, is working on
this problem. A better utilization of the scientific resources through the government
support systems of international co-operation, different from individual emigration
and employment, is one of the possible solution of the problem of Brain Drain in

Europe.
My last remark: ‘ |

The policy-makers from the East European countries should entrust neither to the
market nor to foreign investors, responsibilities for deciding which of their industries would
prosper and which would fail. After euphoria about political and economic emancipation is
over long-term strategy of scientific and technological development of those countries as a
base for change-over from centrally-planned to market-driven economic system has to be

adopted.

The formulation of this strategy requires the combining of wide national efforts with

the experience and assistance from outside world.

UNESCO, like other intergovernmental organizations, is ready to play important role

in this process of economical revival of Eastern Europe.
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Reintearation into the worid economy

During the past few decades, & new world esconomic system
based on irterdependence and integration has emerged.l The
process _ OfT internationalization and the  arowth  of
intensive economic éooperaticn contributed tremendously to
the increase of efficiency and welfare in the participsting
cnun&riesl The mresent.high lavel of economic~deveiopment in
the industrial countries 1is without exception based on
intensive internation&al ecornomic cooperation, ernabling
compiex exploitationlnf the advantaoces of the international
division Gfllabnur. High levels of development and full and
orpganic integration into the woéld economy are inseparasble

processes., This thesis is mostly true, inspite the fact, that

. the interdependence in present world economy is highly

asymmetric, there are substantial neosative processes hiting

e

basically the developing countries, some Fegions and

countries are at the lcoszing end of international ﬁivision-of
latbour &nd get more and more into a peripheral bosition, The
autarkic experiments in the past decédes, however, have all
failed, and only those developing countries have been able to
close | LUp. which entéred into intensive international

cooperation and more or less successfully inteorsted into the

-olobal economy.

k



As a result of maintaning closed systems of burocratic
planning and management. Central and East European countries
widely drived themselves from the tremendous above
advantages.1 The present state of €East European economies,
their lower efficiency and level of development, therefore,
can be attributed basically the the .lack cr improper
integration into the world sconomy. In other words, the world
economic isolation of CMEA countries is one of the basic
reasons for their backwardness. Lasting economic progress for
the reforming countries of Central and Eastern Europe is

. 2
unthinkable without more intepsive links to world +trade.

According to World Bank estimates., “over tﬁé 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.”3 Therefore, the
world economic integration is of utmost importance for these
countries, should be emphasized no less than domestic issues,
and is not an cption for Central and Eaétern Europe (ideas
about the "Third Road"), but an absolute neceésity.
Transformsalion Strategies vorncentrating onemarrketization,
privatization and democratization Have to be implemented
under the circumstances of sericus ecoromic crisis in Eastern
arnd Central Europe. Most of the countries are heavyly
indebted .and the debt servicing 1s possible only at
decreasing investments and living standards already for many

years. These countries mostly missed the technological

revolution since 197c0s and their economic structure have




become more ande more obutdated. The infrastructure angd the

service sectors have been traditionally neglected by the
"planmed"” development policies, and the environment has been
polliuted beyond the assumed proportions. Due ItD several
special factors {(collaps of CHMEA-trade, effects of Gulf war,
internal political ang etnic instabilities, etc) these
countries &re in deep recession, and now they have'to cope
with drop of production, rapidly growing uremployment, hioh
inflation, budgetary and external deficits.

Central and East European countries therefore now face
the 'broad and complen tasks of transforming, cpnsolidéting
and mogernizing their eﬁonomies and societies, whi;h have to
be sclved paralelly in historicaelly short time. The process
is basically & question of domestic and political reforms,
but extermnally it is mainly & function of integratino these
countries iato the world economy.

Close cooperation with highly developed regions is of
sepcial imporiancte. Experience over the past few decades has
more or less proved that less developed couﬁtries can achieve
satisfactoryfdeyelomejt only by cooperating and interacting
with develoﬁeﬁ region &nd partners. The policies of
selfteliance have produced limited and bighly questionable
results, and the recionsl inteorstion efforts oi some less
developed countries so far have not disproved the above
ascsertions. ©Of course,.” there are no such mechanisms, which
guarantee, that i1integration with the developed countries

brings only benefits and the catching up is automatically

BERIN
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cecured. On +the contrary, the olobal marﬁet mechanicms
basicly tend to incresse gaps between more and less developed
and some countries suffered great losses due to world market
developments. On the other hand, it is recognized, that the
modern techrnologies, management and marketing technics,
capital resources and gains Yrom intern-fompany cooperations
can only be obtained in cooperation with developed regions.
Throuaoh regional integration, the EC countries have
established themselves as centers of the world ecomomy with
tvigh levels of development, and implementation of the

interral markst program ir 1$92.c0uld further increase the

afy

attractiveness of the region., The EC integration has wi ely

"

exploited the sdvantages oifered by close economic relatiéﬁs,
particularly the “static" comparative advantages {cost
differences) in the framework of a common mérkét.' Since the
19705, however, the emphasis has shifteg to cynamic
comparative advantages (innovation and increasiné
s

efficierncy), and as result of the technological revo]uf?on,

Pyt
the structural advantages (product innovation, technological

- . g—

‘sophistication), gsained increased importance. --Creating an

internal market in 1992 is & complex answer to that

challenge; the EC can be a model for eliminating or reducing
structursxl protectionism (such as specitic standards,
technical or environmental prescriptions, etc.) on a wider
tbasis in world trade.

For Fhe Central and East European countries, the

develdpment of close and complex relations with the EC is of
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ctrategic importarce. The EC is not only the most attractive
pariner geoQraphically, culturally and economically, but also
serves &s the gateway to the world economy. It is rnot by
chance, therefore, that the East and Central Eurocpean
countries are seeking association with the £EC and most of
them declared that they are perspectively hope to be accepted

as full members in the Commun;ty.

Helpino the reforms

Due to emerging political changes, particularly in Hungary
and ﬁoland, the OECD 'count#ies‘ (G}oup of 24) com%itted
themselves to help promoting the processes of transformation,
and leaders of the Group of Seven asked and suthorized the
Commission of the EC to coordinate & specific support prooram
for Hungary and Poland at their July 1989 meeting.

This was sn extremely important development in terms of
political prestige:and in recoonition of the special role the
EC plays in the recontruction ;f Central and Eastern Eurocpe.
The special action plan of the EC {PHARE-Pd1and* and
Hungary: Aid for Reforming Ecoromies) to help Hungary and
Poland was announced on September 26, 1989. PHQBE envisioned
financial ‘support to the two countries in the form of Tfood
aid (to Polgnd only), joint investment, and &ascistance in the
fields of environmeﬁta] protection and management trﬁining.
The European Investment Bank coffered ECU 1 billion of credit,

which is guaranteed by the EC budget as well, Contingent on
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IMF approval of an economic policy package, Hungary will

receive & %1 billion bridging loan ffom the EC to deal with
the structural balance of payment problems for five years. In
fact, in order to ensure broad cocordination of policy by the
Group of 24 members, the conditions for fimancial support are
tha£ the two countries must come to terms with and meet the
reguirements of both the IMF and the World Bank. The
assistance of individual countries of the Group of 24 is
varying (the main contributors are Germany, -Japan; the US,
Finland, etc.),- and 1t includes financing for certain
projects, sﬁpport for foreign investments, export credit
Quarantees, education and training,.invéstment in protecting
the environment and in the enerqgy sector, ect.

The PHARE program offered several trade policy concessions

to the two countriés. On Japuary 1, 1990, the EC eliminated

31l quantitative restrictions, five years earlier thanm bhad
teen designated by the Hungarian-EE€ trade and cooperation
agreement signed in 1988. The quantitative restrictions
remain in force only in the fields of yo;uﬁtary export
restraint ksteel, textiles, .mutton, etc.), but the guouiss
there were also increased {by 13 % and 23 7 in rHungary and
FPoland, respectively, for textiles in 1990). These measures
affected 1,700 products, amounting to about 4 ¥ of Hungarian
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 US
or Japan. wa this status has changed,'and Hungary and Foland
are categorized as developing countries. The tariffs on some
Hungarian agricultural products {goose liver, orionse,
cherries, ect.), were also reduced. In 1989, Hurgarian
importsl from the EC amounted to %2,55 billion (25 7% of all
imports), while Hungarian exports to the EC amounted io $2.41
billion (23 Y of total exports). Due to these preferences and

alsd to collaps of CMEA relations, Hungary was able to

“increase its trade with EC rapidly, and to the migdlie of 1991

the EC cshare has alreaay erxceeded 4o pef cent in the
Hungarian import ~and export as well. Later, PHARE was
extended to all East and Central European countries except
USSR.

in June 1991, the creation of the European Bank for

Reconstruction and Developmnt (EBRD), an  organization

designed to expedite the transformation and economic

consplidation of Central anmd Eastern Europe, was inaugurated.
The initiai g;apifal is about ECU 10 billion, and: after
approval and settfing the technical;operational problems, the
EBRD is scheduldgd to begin loan operatinns_ in 1991, The
Bark's financial supporters includelthe Groué of 24, six
Central and East'Europeaﬁ countries, the Soviet Union and
some other countries {a total of 42 countries, including some
developing countries, erpressed interest in the bank). The

primary o©bjectives ot the EBRD &are financial revitalization

ik
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and expansion of the private sector in these countries,

support the creation of joint ventures with the participation
of Western capital, and contribute to infrastructure

development.

Road to Association

The idea of more closely connecting Central and East
Eurocpean countries to previously established Eurcpean
groanizations (particularly the EC, but also EFTAR), was

raised already in the second half of 1980s. As a. way of

“returnifig to Europe,” the possibility of full membership in

the EC has been discussed broadly in some intellectual and
political circles in most of the East and Central European
countries already in 1989. On the EC side, the idea of
association was raised in the autummn of 1989 by several
leading EC politicians (Helmut Kohl, Jacgues Delors, Hans-
Dietrich Genscher); and the most specific proposal was
cffered by former British Prime minister Margaret Thatcher,

who in  a statemed*-in the House of Lommons on November 14,

‘1989 proposed a "Turkish type" of association for the

interested Central and East European countries.

Officially, the idea of offering association to these
countries was raised im early 1990, but it was stressed that
the implementation of the more pressing éC integration plans
should receive absolute priority (the “deepening” processes-

internal market, monetary union and political integraticn).



The official decision on the issue that_opened the way for
concrete &nd practical preparation was made at'.the Bublin
summit meeting of EC leaders on April 29, 1990: "Discussions
will start forthwith in the (EC) Cdunci}, one the basis of
the (EC) Commission's communication, on fessociation
Agreements with eacch of these countries of central and
eastern Europe which include an institutional framework for
political dialogue.”4

In general, trage libegralization should be the

centerpiece of any association of Central and Eastern Europe

with the €&C. Such association agreement can follow the

R

:'péttﬁrns“ Ll tréatfes“singed“with Mediterranean: " Touniries
{clause 238 of the Treaty of Rome), which recognize the
differences in levels of development. Therefore, s&asymmetric
liberélization measures may be implemented during the
transitiog perind, eventually establishing a full free trade
area between the affected régions. On the long run, however,
the free trade arrangements should be symmetrical, alEeit
implemented gradually, with full liberalization of the
Central :and Easx;;Européan economies as the final- éoal.
Dtherwise, theée:countries would deprive themselves of market
benefits and impulses, which are essential for reconstructing
and modernization the economies. The éssociation aoreements
would also leave relatively broad freedom for the
erploitation of alternative external arrangements (with EFTA
or other regions).

The negotiations about association of Czecho-Slovakia,

10



Hﬁhgary and Poland started in the autumn of 1990 and they

may be completed after one year of hard bargaining. Meantime,

‘due to economic, political and etnic problems, Eastern Europe

was splited, and for several reasons the possibility of.
association of others (Romania, Bulgaria and Yugoslavia) was
postponed. On the other hand, the ;nw for association has
broadened with Albania, Estonia, Latvia and Lituania, and the
Baltic states have fairl; good chances for early association.
As  TfTar as the problems- of transformation, consolidqtion,
restructuring and adjyustment to the requirements of

iﬁtegration should be paralelily solved, the transition to

“ the full association will be long for the region.

Politically, Hungary has méde it clear several times that
the country strives for full EC membership, and this
aspiration 1is  broadly supported‘ by all major political
parties. The'new, democratically elected government stated on
May 22, 1990 that Hungary "is committed te the idea oOf
Europen integration” and it aims at gaining "membership in
the European communities” in the next decade. The éoncrete
gconumic benefits ofmamd issociation noiwithstanding, ‘the EC
‘appeals to ofher Europen countries for several reasons.
Hungary has stro?g tradicional cultural devotion to, and
relations with, . France, Italy and Germany. The EC 1s
considered a realization of traditional Europen polifical and
moral values. There are major expectations for economic
improvement and for the stabilization of the democratization

précesses once a country bhas joined the EC, and inspite their

11



gifficulties, the examples of Greece, Spain and Portupal
are considered &S SuCCess. There 1s deep conviction,
particularly among Hunsgrian intellectuals, that the country
traditionally &nd historically belongs to Eurcpe, and &
stable and prosperous Europe can be achieved only through
unification. Similar acpirations for full membership have
been spelled put .in &11 of the other Central and East

Eurocpean countries.

Costs and Benefitis of EC Association

T ey

The benefits of asszociaticn witn . the-SC {(which aigo apply
to similar arrangements with EFTAY can be compared to those
that have arisen in different forms of market- integration
(free trade areas, customs unions or common Jmarkets). They
can be further extended by several additional measures. The
contractual AFrameworks and_ongoing coordination between the.
partners could <=tabilize and balance Céntral and East
European economies in & mutually benifical way.

v As & result of thé,c]oseducharacter.of the. East. Eurcpzan
_Economies both structurally and institutionally, jfhere are
large potentisl "static"” gains (latent comparative
advantages). A Tree trade association may enable them to be
exploited on & large scale, making it possible for producers
and consumers to optimize the cheapest import sources. both
for production inputs and final consumption. This could lead.

to "trade creation” in both directions (replaceﬁent of

12
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inefficient and expensive domestic production by cheaper

imports), and these “static” efficiency gains could be
substantial. in the areas where Hungary has a comparative
advantage, export poséibilities can be opened, and a
conscious exploitation of them {proper marketing strategies,
flexible adjustment to market changes) could seéure a
satisfactory external balance for the country. Parallel free
trade arrangements with other organizations (members 6f the
former CMEA or the €FTA) would assure that the diversion of
trade from former partners would be minimal.

By. opening domestic markets, extreéely mdnopolistic
market structures gan be broken up, andv real compeiitive
market conditions can be created. This development wculd be
extremely important: thus far, the reforms geared toward
marketization have often failed to produce the anticipated
benefits, because the monopolistic market positions have not

been eliminated. Under these circumstances, profit was a

function of market position rather than of increasing
efficiency. Market competition could lead to cutting
monbpolistic " prices®™ and costs, eliminating ‘shoritages,

Imbrnving the qualify of goods and improving efficiency
overall. So far Hungary has implemented some one—sided.import
liberalization measures: the opening can become mutual
through free trade asssociation.

Market competition and direct company contacts with
Western partners would introduce technological progress  and

transfer modern technology and structural change.



Bureaucratic central planning and the monopolistic position
of state-owned enterprises were accompanied by wunreasonably
slow technological dévelopment, & lack . of liﬁterest- in
innovation, and the general structural figidity Sf"the
ecornomy. Revolutions in techneology have hade aréétic cost
reguctions possible (for example, comguterized systems of
proganizsation, new man%gement structures, 5rganization of
cooperating pértners putside the company). They have also
ied to radical | transformations of services anq
infrastructures {(new information techniquesh;nd communitation
systems)., The Ceﬁtral and East European countries have missed

B Sl P

and the gap in favor of Western

v

much of this development.
tountries has increased. As & region, Central and Eastern
Europe is no longer competitive, and the’ region tas
squangered market opportunities {to the benefic of NICs,
especially in Asia); this was one of the important “TFactors
leading to the external and intermal difficulties” (including
external debt). There is no doubt that renewed emphasis on

technology is of utmost importance: technological and

structural modernization could bhelp reap trEmeﬁﬁDu§z¥bgpefits
l‘ -

‘bnee the market is adjusted.

-

The so-called dynamic ef%ects of market inteération can
be'exploited through association., Laroe open markets can give
scope for utilizing economies of scale and reducing costs in
different .fiE]ﬁS of production. ' Technological progress,
productive cooperation, and specia]izétion in s=supplying

components and certain service lead to dynamic comparative

14
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advantages. Extensive participation in transnational company

relations can increase microeconomic efficiency and ensure
better acces to global markets. These advantages can be
extended by eliminating barriers to trade and cooperation {(as
will be done within the EC in 1992).

The larger markets can atfract joint. ventures and
private capital investments. In the framework of market
integration, capital resources can be mobilized and better
allocated (particularly in common markets). The trade and
flow ‘of technology, and related capital’ movements, are
interconnected. With larger marketé, natlonél economies are
Béffer' plécéa " to  overcome structﬁral and institutional
bottlenecks in capital supplies. In this respect, Hurgary's
participatiqn in the 1992 measures would improve
opportunities-and competitiveness.

An association may also improve the macroeconomic
performance of the country in many respects. It is generally
assumed that the dynamic effects of market integration

increase growth rates. The growth process can be stabilized

beyohdewtne*ua%ket impuleen Ly proper ecooomin pwoliciez, © &ng.. ..

'in some fields by coordination of policies. The structural

change can help the nation better utilize its labor resources
(thus overcoming unemployment)}. Monetary cooperation ({some
sort of connection to the EMS or & monetary union) is,las the
erxperience of some members and outsiders clearly proves,
indispensable for stabilizing exchange rates, allowing for

the convertibility of national currency, and it is necessary
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from the begifning to check accelerating domestic inflation.

4n  association cam improve the chances ot avoiding serious
erxternal imbalances due to integration into the world economy
{through trade preferences and other support mechanisms}.

It must be stressed, that Central and East European
countries (including Hungary) are not yet prepared at all in
any respect for integration with Western Europe. The above
advantages, therefore, are highly hipotetical and they may be
exploited only after long and conciocous preparation and to;gh
adjustment. It must be clearly seen, that association
ingglves_geveral.dangers, and we must_be fully aware of them.
It can- raise. zobstantooi YEosYL, seomstimes in slose relation
to benefits., Dangers include:

1. Structural change based or and induced by market
irtegration coﬁld lead to uncontrollable and undersirable
economic and social conseguences and tensions. The rapid
elimination of inefficient enterprises and ‘SUbSEQUEnt
pankrupticies coufd result in relatively high unemployment,
which could be aggravated by institutional and
infrastructural -rigidities (immobility of ]abqrp because of
housing shortaces, ect.). The process can bé';oderateﬁ by the
asymmetric and agradual liberxlization °~ mea;ures of
asscciation, though, and alsc by proper and comprehensive
domestic employment and social policies.

2. Structural change based on market integration may

be eubordinated to an undesirable extent by the short-term

commercial interests of {foreing companies, which may even

lé6



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 introduced. Foreign concerns might mostly invest into
comnjuncturally vulnerable fields, leaving the country in
trouble during a recession. These investments may be limited
to certain fields, leading to structural dependence of the
cauntry on the world markets. Or they could strengthen the
existind monopolistic structures instead of creating
compe@ifive environments.

The association, therefore, must be accompanied by
-41§h*comp%9hensive'natiﬁnéi Strhcturél boiicies.based'on‘cgrefull;
- 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 absolutely necessary in order to compromise with
the foreign'companies. The same idea applies to the necessity
= tp avoid regional distortions due to market integration.
w3, Servicing the accumulating debt would require a surplus in
%e (he balance ﬂ#"%v@ﬁé“énd-paymenté over & long period of time. st
Experience over the past few aecades proves, however, that
marké% integration often leads to deterioration of the trade
and ﬁayment balance, particularly in the case of a less
developed country., This situation is certainly applicable in
the case of & Hurngarian association because of the structural

weaknesses and inherited ripidities of the economy. However,

that can also be counterbalanced by unilateral liberalization

17




{by thE.éC) in certain fields, such as by directly supporting
debt servicing or by accelerat%ng structural change with
direct measures. The present level of indebtedness is the
most crippling weakness and hindrance to entering into an§
association, &and removing the debt will not be Dvefcomé
easily in the short run.

4. Market integratién can also (depending on the economic
policy) cause deterioration in the macroeconomic performance
of the affected country. This is particularly true with the
macrobalances, and not only the external balante. The country

miay suffer SEricus terms of trade losses through

force a permanent devaluation of the national currency. which
could result in uncontrolisble _ipflation.. Inflation and
unemployment could force econobmic policy makers to set a
course fthat is counterproductive from the point of view of
consolidation and structural change. On the other hand, of
ctourse, the country may be compensated for these losses, and

rneed Tfor monetsry cooperation beyond simple free trade

associatibn must also be stresses in this context. ’ ——

. To sum up, &n assbciation raises both dangers and cosis, but
neither is totally umavoidable nor unmanageable. Some costs
must be simply accepted, but they are countefbalanced by the
overall berefits of associaticon. Others {(e.g., unemployment)
can be treated by appropriate ecoromic . policy measures, &nd
the nregative consequénces can be redu;ed to a tolerable

level, 1t is, however, very important to stress that an
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association’ is not automatically beneficial, and

comprehensive 1integration strategies and measures must be

developed both at the EC and domestic policy levels.

EC Interests in Association with the East

West European countries are less enthusiastic about
associatioh with Eastern Europe than the other way around. In
the short run, Western interests are particularly weak and
vagpe. in many fields, and there are spheres'where interests
cornflict, ) _— B | C e T

First of all, the political interests of EC in accepting

East European countries even as associated members are fairly

contradictory. The reforms and revolutionary changes 1in
Eastern Europe were received enthusiatically by the West from
the beginning, it was hoped that the division by hostility
and confrontation can be replaced by cooperatioﬁ and
freindly relations. Under these circumstances, the

tremendous, costs and burdens of military confrontation can be

MR - O "t o-

saved, which in additicn can be multiplied by thz benefits éf
cooperation 1in every possible field. It is also broadly
accepted that the East Europeasn countries by transforming
irnto dempcratic societies must be integrated into the
Eurcpean unification process as full partners. At the same
time it seems that the feelinog of urgency of taking these
countries “into the democratic club of westefn countries 1is

o - . .
far not so strong &as it was in case of accession of Greece,
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Portupal and Spain. While under the conditions of bleck
confrontation in Europe, ‘the fairly balanced economic pros
and contras on bcth-sides were unambigously overriden by the
political considerations in favour of lettimg thecse countrfes
intc the EC, by disapperance of biock division, the same
interests concerning Eastern Europe seem to have weakened.
The changes in Centrali and Eastern Europe have also renewed
the discussions a&about the EC's priority of “deepening” or
"enlargement"”. There aré anrieties and fears that any form of
closer re]aticn; (associa{ion or membership) with the East

mav endanger the political integration and the plans for 1992

T
- -

irternal wmarket and moretary union., The repicn is afflicted
by serious social. political, mnational and etnic conflicts,
and the EC is clearly reluctant to take full committment ' for
the security and the sﬁabiiity. of these countries.

It is, however, stressed, ~that the goals of deepening and

the intsgration with Central and Eastern Europe, are not

-

necessarily contradictory and incomsptible. Though these
countries are behind in marketizastion and privatization, most
of fﬁem'are rquéhly at théaéame level of dé&élopmg;t as the
ﬁediterrangan members. AS Poftgéese or Greek membership have
not wrecked the _EC, wh} sthould it be supposed that TfTor
example Hungary will. It must be &lso emphasised, that these
coountries are equally interested in Eurcpesan unification and
they have no reason to torpedo the integration process.

The developmenté of the last more than one year &also

indicate that the Central and East European changes do not

20
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hinder the process of Eqropean integration, on the contréry
they gave new impetus for accelerating the implementation of
plans for monetary union and political integration in the EC.
Community offcials point out that the revolutionary chanrges
in the East have highlighted the need and urgency to comtinue
the procees toward a single market, and toward moretsry and
political union. as well. °TS™T The EC's role in the world
affairs has been gﬁeatl; up graded by East European events
either concerning coordination of aid or recently in settling
the YQQoslav crisis, The later one may contribute to the
formulation of a security policy and role in the Community.
In 'Ecnnomiéﬂ terms, Central and Eastern Europe is still &
marginal partner for the EC, and this situation will nrot
change oyernight. The former CMEA countries’ tr;de with the
EC was about 7 % of the‘EC's total trade, which squaled that
of Sweden or Swiézerlgnd alone. Excluding the Soviet Union
{more than half of that trade), the role of the other
countries was even more minimal. Thé six Central and East
European countries have about 130 million péople, and their
combined trade socounts dor rc;?plyné Y of worid trade:; the
share for the 12 countries of the EC is more than 33 ¥%. There
are also asymmetiries concerning trading relations among
different member countries. About two-thirds of the EC's
trade with Hungary takes place with G;rmany and Italy (55 ¥
and 14 % of Hungary's EC imports, respectively). Taking into
account the Eeavy indebtedness of these counfries, the

chances of rapidly dynamizing this trade are rather bleak,
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particularly in terms of Western supplies. It must be

étressed, however, that in the long run these disproportions
have to be consdered potential assets rather than
liabilities.

The structural weakrnesses of Central and East European
economies create limits and counter-interests in trade and
cooperation. Their exports are composed mainly-'of such
materials and goods, in which tﬁe_expansion of trade is
limited by static'demand, and &lso be inf]exible. export
capacities._ Due to fluctuating demand, these sectors are

particularly wvulneratbtle to c}clica] chamges. In the short

L

run, Huﬁba?y‘s export potential is mostly concentrareoc in
such fields &s textiles, steel and chemicals, which are
tonsidered ‘sencitive' products, and thus are subject to

protectiorn in most countries. As “crisis iﬁdustries", these
products often fa;el fierce - competition both f?om hest
European producers and from other developing countries.

One of the neurargic points of any East and éeﬁtral European
future membership is asoriculture. Most of the countries of
the region have agricu]tggal surpluses (potentisally the same
"&pplies to Romania or Bdlgaria, which for a while still tave
shortages) and maﬁy have comparative cost advantages.
Therefore, Central and Eastern Europe is a serious threat to
CAP both as & competitor and & candidate for budgetary
support.

foricultural goods formerly accounted for more than half

of Hungarian exports to EC countries. but now as & result of
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otherwise aesirable structural changes f{as well as the
protectionist effects of the Common Agricultural Policy),
this share is only & little more than 15 %. Because of
substantial and influential farm interests in many EC
countries, this situation cannot be altered significantly;
the agrarian and "crisis industry"” lobbies of lesé developed
members will exert the greatest resistance not merely to
orpanization membership, but even to any association of
Central and East Europran countries. This was well
demonstrated by.the rigidity of France toward these countries
concerning beef or goose liver export, which proved that the
EC is. reluctant to . give even minor and marginal’ éon;essions

for these countries in the'”sensitive" fields. There are

particularly strong sectoral counter-interests (textiles,

furnitures, glass waren etc.) and fears against those

concessions in the less developed member countries,
Of course, the interests and views of EC countries and

pecple: are far from unanimous on these issues. Some are iIn

favour of the overall development of relations, and they see

further Centr

R

lono overdusr reform and structural changes in the EC.

al and East European integration pushing through

"Hungsrian agricultural products have to find ways te EC
markets,"”" according to Professor Victor Halberstsdt of Leiden
University. “"and the East European developments will Fforce
the common .market countries to reform their agricultural

&
system more quickly than otherwise. Despite the wide-

ranging reforms, these countries were until recently considered

[
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as "state-trading” countries, &and there are still fears about

possible wunfsir competition and the hidden protection?sm
inhefent in their system.

According to Berendt Von Staden, 40 years of communist
mismanagement have ruined the economies of Centrasl and
Eastern Europeén states to such an extent, and tempered the
desire of a wide section of the population for achievement
and risk-faking, that it will take decades rather than years
to make the Eastern countries capable of economic
integration. 'Helping these countries will undoubtedly be the

Community’'s mpbst dmportant Eurcopean policy task for many

i
YEATT tn.. come. . 1% i1l. be abim fulfi?l this toask
satisfactorily, however, only .if it faces the countries

concerned as & friend, able not only to act generously, but

‘also determine the terms uvunder which assistance stands the
7
best chances: of success. Due to radical reform steps aﬁd

political changes, however, now Hunagry and FPoland could be

characterized more or less ' as market economies, similar to
m&ny MWestern countries. Though most other Central and East
Eurcpean countries are still behind in marketizaﬁiqni_ some
fthe CSFR and, " of course, tthe former GDR} are rapidly
catching up.

The disappointing experiences of the past with respect
tc debt, as well as continuing political uncertainty in
Central and Eastern Europe, have made many in the MWest
recultant to pive more extensive help. On the other hand, EC

Commission President Jacques Delors stressed in a television
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interview already in October 1989 that the EC feels obliged
to help Central and East European countries, and it has the
resources to do so. "It is in ouf interest, because if we do

not help them, the political reforms in Poland and Hungary

can easily fail, they can fall back into the cold night of

totalitarianism with all of its consebuences, including the
8

danger of a conflict."” In a speech at the economic

gathering of the CSCE conference in Bonn 1in March 1990,
Italian Minister of Foreign Affairs Gianni de Michelis
proposed that the EC aloccate %15 billion s year in aild to

Central‘ and Eastern Europe, which would mean setting aside -

0,25 % of Western countries’ GNP for such help. He also

‘argued .that "this relationship does not depend simply on

generosity and political solidarity, but- on our self-
9

interest.” )

Though the aid to Central and Eastern Europe is seen
less and less as a simple financial burden or a politically
and economically uncertain venture, the resources needed are
substantial amd the EC could easily be financially committed
beyond.. WUs current cepacities. According to Deiors, ik iiwe
si» new democracies of the £ast get the same help under the ’
same’ criteria as the EC's cwn less-developed regions, it
would require &an extra ECU 14 billion & year 1in new EC
resoures, plus &an sdditional ECU 3 billion a year from the
European Investment Bank.lo Altogether, that would mean an

amount of ECU 100 billion-200 billion fbr the EC rechanneled

to the Central and East Européan countries over a period of

N
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five to ten years. The present annual budoet of the Community

ics less than ECU 50 billion. AcCcrording to financial experts
at Morgan Stanley in London, "in the next 10 to 20 'vears the
rebuilding of Central and Eastern Europe could divert as mush
&s 5 ¥ of Europe’'s natiocnal income." The Deutsche Bank

estimates these costs at 500 billion-800 billion marks over
Il :
10 to 20 vyesrs.

No doubt that if the EC 1s committed to helpinog Central and
Eastern Europe than the necessity of financial armd budgetary
reform can be hardly neglected., Delors has acknowledged the

Mimevitability® of reviewino the EC's financial perspective."”

. .12

et .t . . LL It -
and- :similar *view are expressed by member - couniries, “The
reforms are particularly urgent; under the present
arrangements, there 1is & constant cdanger of budoetary

pverspending due mainly to common saricultural policies. in

fact, the EC faced budgoetasry constraints in 1988; these have

been eased because ©Of an increase in  &gricultural world,

market prices and the improved exporf possibilities of those
.products, formerly kept in laroe stocks. Helping Central and
Eastern Europe on & larger scale.may adversely affect certain
sectoral and feg?onal interests concerniné trade policy
concessions. The present system of sgricultural fimancing may
chanoe very rapidly, and the necessary unpleasant reform may
provoke etrono protest and resistance from the asoricultural
cector. Less developed EC nations such as Spain, Potugal and
Greece are , concerned that come of the ecornomic &id they

expected to gain  from newly.integrated Community m&ay 00O
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instead to Central and Eastern Europe. There are also

financial commitments to less QEveleed countries outside of
Eurcpe, particularly regarding the Lome Conventions. Though
each five vyears there are tradicionally tough bargainings
between the EC and the African. Caribbean and Pacific {ACP)
tountries over the volume of aid Central and Eastern Europe
may be blamed for the reducticns this time.

There are also still fears aboﬁt possible misuse and
inefficient utilization of resources transferred to Central
arnd Eastern Europe. A report by the secretariat of the United

Naticons Economic Commission for Europe concluced that a

atd

+3:Program comparable to the Marshall Plan would cost about

L

316,7 billion & year for four years for the Soviet Union,

Central Europe and the Balkans. As reported in the Finmancial
Times, howover, the ECE secretariat doubts the capacity of
the eastern economies to absorb aid efficiently on this

14
scale.

— Therefore, the study puts emphasis on technical instead

vgof financial assistance, which would first help to create the
4

ﬁﬁpecﬁfaary.lgg;l, financicl and snstitutionad Trameworis { fon.

example, a Central Eurcpean Payments union) to improve the
infrastructure, and to develop needed market skills and
conditiﬁns.

Despite dramatic political cﬁanges and: efforts to
develop attractive legislation, the countries of Central and
Eastren Europe still do not offer encouraging and convincing

investment and business opportunities for Western companies.
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There is no.need to stress that foreign private - investment

and joint ventures would be of utmost importancg for the
technological and structural transformation and modernization
of these countries. According to Hungarian - government
estimates, a.mjniMUm of $1.5 billion-%Z billion in ca&apital is
needed annually' to create a viable investment edvironment,
besides the $3 billion-%$4 billion debt service inm 1990-92,
{about %1500 million had been invested in Hungary up toc the
middle of 19?1).
- Thouagh the emergence of democratically elected
gouérnments in- -Central "amnd Eastern Europe may have
P ‘
represented &n  importasnt change in  investment atmosphere,
several restrictive leagsl, institutiﬁhal &and economic policgy
factors still remain. The &attractiveness of Central! and
Eastern Europe . iz still limited because of persistent
economic difficultiés .and msome discouraping social and
political developments (e.o., scecelerating inflation, bslance
of payments and budgetary problems, reemerg&ng ethnic ang
nationalist antaponisms). It must be noted that as a function
of changes and improvements, interest on %*he part of some of
fpreign companies is growing, but cautiohpsti]] remains, This
has - been paﬁticularly strengthened by the Yugoslav and in
some respect by the Soviet political events.
Ccnversely, there &are some Tears and reservations that
Central &nd Eastern Europe mioht be "too successful” in  its
adjustment and "too attractive"” for foreign capital,

particularly in the lono run. Some industries are afraid the
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region may prove to be a cheap supplier and & major
coﬁpetitor in a variety of products t(labor-intensive products
based on cheap skilled labor., mass consumer durables, etec.).
The less developed EC countries in particular see the Eastern
countries as & direct thréat tecause they will attract large
transnationals, thus diverting capital recoures.

Az has already been mentioned, such fears of less
developed members are not unfounded. Spain, for examole, has
attracted $45 billion in investmernt since 1986 and now fears
that some of +the private investment previously directed
toward developing Mediterrean natiog; also ﬁight be
rechanneled to Central and East Europeaa countries,., which
offer 1in some products dynamic internal sales and through

association also access to the West European markets.

Benefits for the West

IY aust be-stréssed, however, that an association wiin
Cerntral and Eastern Europe could provide great benifits and
extensive busigess and market opportunities for EC ' countries
fand, of course. for EFTA also). For example, Central and
Eastern Europe can offer broad marke£s for the West, and the
huge West Europeaﬁ market now could be extended to include

IS

the hunory consumers of Eastern:' Europe. AS Frans

Andriessen said, ‘“Eastern Europe, with its 136 million
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inhabitans with a high level of education and oreat material

needs, will become aty important trading partner to our mutual

16
berefits.” The realization now exists that these
Gpportunities are potentially substantial, and that sas
functions of marketization they cam ogrow dramatically.

According to Ralph Land, East European activities manager for

Rank-Xerox., "The recent trend toward market economies is

inevorable. The need to update their economies and fill store

shelves with poods is so enormous that _there a&are many
17

Oopportumities to do bussiness.” In come fields the

opportunities to sell are immedisate because of large

-~

effective demand on'acuée supply shortsges on the one ‘%and,
and inconvertible money incomes on the other. Because of
heavy indebtedness, these countries primarily want to export
to the Western markets rather_than.buy Western products. But
the hidden demand can be activated, and there are several
ways of making the incomes convertible, even in the short
run, \
Th; potential markets are really enormous in the long
run. The number of cars per 1,000 people is 145 in Hungary,
while ‘in the US it is 572,“ in Western Gerﬁany 4445, and in
Japan 235. The same data for telephones are 134 in‘ Hunoary,
650 in the US, 641 in Western Germany and 535 in Japan: for
television sets, it is 275 in Hungary, &21 in the US, 377 in
western Germany and 2%0 in Japan.18 The Hpngérian level of

comparative living standards in durables, ac listed above, is

a little lower thamn those in Eastern Germany and the CSFR,
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and higher than inother Central and East European countries.

The consumption of durables in general is about one-fourth to
one-third of ;hat in highly industrialized cﬁuntries, and the
housing situ%tion is even worse. RAccording to Louis Lataif,
president of Ford of European car sales might double over
the next decade.... Total sales in Eastern Europe could rise
to seven wmillion cars.a year 1f <¢ar population densities
reached Western levels.... The gaps between east and west in
terms of per capita buying power were not as big as many
7
might suppose.“l A report by the Economist Intelligence
ghits in London comes to the same conclusion. stating w=that
"Eastern Eurcpe’'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 a&an end... Eastern

Europe’'s production capacity could double to 4,8 million cars

by 2000,.," still leaving substantial possibilities for Western

20
sales.

The demand in many fields can be activated and increased

by eliminating bureaucratic controls and irrationally bigh

prices due to internal monopolistic market structures and the

closed character of the economy. By smashing the hiagh
mornopolistic prices through market competition, the effective
demand could be subsﬁantially increased in durable goods,
particularly in the consﬁruction sector. The potential demand
may arow even more rapidly if t accelerated replacement of

many durables due to poor Qguality, energy waste and

ervirormental pollution beyond Western standards is taken
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into account. The agorepate impact can be even much broader

.1t connected service sectors and the enormous possibilities
in the housing sphere are included.

The advgntages D* market integration exist not only for
Central and Eastern Europe, but also for the EC countries.
This applies to both "static” ang "dynamit" ogains, &nd the
fegion may offer oreat opportunities for expleoitation of
ecornomies of scale. As a cheab supplier, Central and Eastern
Europe ﬁay be consideréd a welcome partner as well &as ran
undesired competitor. The Eastern countries have comparétive
advantages concerning their . lzbor force _Qgrticularly,".aﬁd
they‘ can be easily transformed to high~quafity.manufactoring

bases for Western companiecs.

The restructuring of outdated industrial structures ‘and

technologié5 offers immense investment and - business
opportunities, The long-neglected service sector and
infrastructure are not on]y-bottlenecks, but they also foef
opportunities for -investment and eXpansion: Western

experience and technologies have proved that investment 1in-

fean
this sector can bring attractive returns for investors.
Companies from EC countries as well as the US or Japan could
take deantage of the low wage rates and educatedg labor forie
in Central and Eastern Europe to build factories there and
. ' 21

ship products to the UWest.

It is not too farfetched to suppose that in Central and

Eastern Europe, as a result of structural modernization &and

market expansion, there are oood prospects for rapid economic

A
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groch. The closing of +the g&p 1in productivity and
consumption in various sections of the economy (motorization,
housing., infrastructure, SEervices, protection of the
environment. etc.) ‘can secure dynamism within the whole
ecoromy for maﬁy years. An EC Commission report suggests that
if a proposed free market reform package were implemented,
then the Central and East European region could move from the
present zero or negative growth to an annual rate of
22

development of S%-&6% after 1992-93. The measures of 1992,

coupled with association with a growth region, could mean

_&ﬁimpqwerfuj pbiential. dynamizing effects for West European

eéonomies, unparalleled in any other region of the world
except perhéps Southeast Asia.

According to the Deutsche Bank’'s chief economist, Norbert
A, Walter, "the éhanges in 1992 and the East European reforms
have created the perceptiom around the oglobe that Europe 1is
on the move, that there is & renaissance in Europe.“23 Most
experts predict higher growgh rates in the 1990s than in the
1980s for EC countries. partly beca%fe of rapid expansion of
tr;de with Central and Eastern“éurépe, and partly becausé of
the positive effects of the single Eurcpean market. "The goal
of Europe 1992 is to promote a renaissance of the Continent
crippled by spcalled Eurosclerosis that Europe suffered a
decade «&go," according to & report in US Newsl and World
Report, a&and "the architects of 1992 hope that by dropping

barriers that impede the gqgrowth of gobally comparative

industries,... by cooperating onm research and development,
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acce]erating' the establishment of Pan-Eurcpesn companies and

taking other expansionary steps... Europe could catch up with
the US and Japan in five to ten years."24 The mutually
strenothening processes between the two parts of the Europesn
continent can help to overcome the present crises in the East
more quic#ly than has been assumed. Though, there may bLe

sericus doubts and reservations., these optimistic scenarios

are not totally out of guestion.

Wecstern Assistance and Less Developed Countriecs

EPL I

It ieﬂ‘bEYDndf&neﬁlimitzrofuthis peper 10 analyzé all
the olobal economic connections that may result from =&
possible association of Central and Eastern European
countries with the EC._ However., the EC's ' extensive
commitments towards less developed countries (LDCs) are
crucial and thus inevitsbly need special attention.

There is brocad aoreement that the conseguences of
change .in Central and Eastern Europe on LDCs will be far-
reaching, but opinions are deeply divided concerning their
character and direction. Tthe are groﬁing fears among LDCs
that, as a result of the suddenly increased iﬁtere&t in
Central and E&astern Europe on the part of the wesﬁ,
resources may be diverted., and many worry that the EC
governments may eventually rechannel aid esrmerked for
déveloping countries to Central and Eastern Europe.25 The

disappearance fo the East-West rivalry,'which formely played
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an important role in aid determination, now may reduce the

motivation amd interest in helping LDCs. The East may be
more attractive than LDCs for MWestern private capital
because of historical, geographical and sentimental ties.
There are mixed feelirngs about the recent revision of
Central and Eastern furope’'s status concerniﬁg the GSP: many
developing countries see this as being directly
disadvantageous o their export competitiveness. For many
vyears, LDCs have resented the granting of World Bgnk loans
to Central and €Eastern Europes becausg, on the basis of oper
capita income calculations it seemed to -them wunjustitied.

+
Furthermore, the East may now enjoy 5ub§tantia1 competitive

. advantages in free trade agreements, and some of the newly
industrialized cquntries may be particularly affected.
despite the official statment released by the heads of the
worid's leading industrial countries at their 1990 Group of
Seven Houstorn summit that their focus on developing nations

— would not be undermined by the support they give to the

s reforms in Central and Eastern Europe.

g Q* coures, there &rs some, .. both in ths West and E.:.‘=_:1:_r

. who feel that because of an inadequate aid distribution

to developing countries (enly a fraction of all aidl reaches
those in need), there is no justification for a priority to
help the Third World, particularly after its high spcial and
economic diversity is taken into account. No doubt. that some
cf the newly industrialized countries are even 1in better

shape than Central and East European countries because many

=]
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have large competitive export sectors, established market

institutions, stirong and viable middle classes, &and ceveloped
infrastructures. At the same time, some of the Central and
East European countries. as weli as the Soviet Union (certain
regions,‘ in particular), not totally without foundation
claim to have similar problems to the developing countries,
with such &adverse conditions as hunger; severe poverty and
resgurce u&derutifization, among others.

It must be, however, strongly stressed, that the solutions

to the problems of poor developing countries is of utmost

importance, the priority of their support must be msintained

cand thoerefore any tuilting ot a&id to them“must be avoided. ~

It is wvery important_ that both the lenders and
receivers of loans make it clear that reductions of aid will
not happen 1in the future. Central and East European
countries should be supported in their efforts to integrate
themselves into the international economy. iqcludingé as
appropriate, thei} adhesion to international institutions.
This will benefit their own people and the . rest of the

world; it must not detract fromw.the hioh priority placed on

« international development and -~cooperation with developino

countries, Their inteoration will strengthen the role of
Central and Eastern Europe as & dynamic tfade partner and as
& market and source of techﬁo]ogy.26 Also, a&although the
World Bank's olobal mandate "requires us to take an a?tive

role in Eastern Europe, our human and Tinancial resources

will not be reduced in continuing the fight soainst poverty



wherever 1t exists". according +to Barber Conable, then
27
president of the World Bank. '

It has also been pointed out that, although the

elimination of East-West confrontation may reduce some forms

',of aid to LDCs. demilitarization and the reduced importance
‘of ideology, even at times of less aid, may be more
beneficial for developing countries. In the long run, the

réduction of the East-West militéry rivalry and arms race
may release resources for ciyilian use, and though there are_
difficulties inherent in the conversion process, the
potential capacities fqr helping developing countries may
ﬂﬁkhin&reése. Theré are indicationsg ' of growihg'"céoperation
s between the East and West in assisting developing countries,
" particularly in international institutions that could
increase both thé volume and efficiency of the aid.

Most .of these converted resources are aimed at the
East, both iﬁ théir character and structure, and are thus
simply not transferable to the needs of developing
countries., political considerations notwithstanding. This
applies particulé?ly'td private investments, where direct

* business inferests and political circumstances play crucial
roles,

The ~ consolidation of Central and East Eurocpean
economies and the management of their‘debt problems are also
in the interests of developing countries. The default or
bankruptcy of any Central or East European country may have

broad and undesirable consequences on LDCs., not to mention
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the fact that some of the Central and East European debt was

formerly - earmarked to the transfer of resources to
developino countries. A consolidated and prosﬁerous Central

and . Eastern Eurqpe will ha;e more resources and capacities
for helping LDCs: the region repkégents a major addifion to
the world. market, and the countries themselves will be
sourcés of capital a&and technology export. It is in  the
interest of developino countries that Central and Eastern
Eurcpe develops and grbws.28 Some of the NICs have already

recopgnized the tremendous business potential of the region,

and_ they are ready to take part in the consolidation of the
region ~both a; private investarS'Ttaking into - account the-
access to broad European markets). and &S finéncial
comntributors (a&as participants in the EBRD). Though the
worries can hardly be discounted, the consequences of

Central and East European change on LBCs &and the world

economy seem to be positive on the whole. -

Notes
"Ceﬁtral Europe” refers to PoYrand, Hungary andlthe Czecﬁ
znd Slovak Federal Republic. "Central and Eastern Europe"
refers to fhese there countries plus Yugoslavia, Bulgaria.
Romania, Albania and the Soviet Union. "Eastern countries”
and "the East" are used as Dﬁpbsed to "the West,” and they

refer to all the nations listed &bove., or combinations

thereof.
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Structural Issues of Global Geovernance:

Implications for Europe

by Robgrt'w. Cox

York University, Toronto

In a period of fundamental changes in glcbal and national
structures, the conventional separations of politics, economics,
and society become inadequate for the understanding of change.
These are aspects that in relatively stable times can
conveniently be selected out for particular examination on an

assumption of ceteris paribus. Fundamental changes have to be

grasped as a whole. This whole is the configuration of social
forces, its economic basis, its ideclogical expression, and its
form of political authority as an interactive whole. Antonio

Gramsci called this the blocco storico or historic bloc.! We can

think of the historic bloc, as Gramsci did, at the ievel of a
particular country. We can also think of it at the 1level of
Europe, and at the world level insofar as there is evidence of
the existence of a global socjial structure and global processes
of structural change.

This paper will focus on three broad issues of global
governance in the transition -from;the twentieth to the twenty-
first centuries: (1) the globalization 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
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discussing these 1issues, 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, adopting
the perspective of historic blocs, is to sketch out a framework
for understanding the problem of global governance, using these
three issues and three 1levels, 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 advantage and also_the advantages
of political security and predictability); and (2) global finance
{a very largely unregqulated system of transactions in money,
credit, and equities). These developments together constitute a

global economy, i.e. an economic space transcending all country

borders, which ccexists still with an international economy based

on transactions across country borders and which is regulated by
inter-state agreements and practices.?! The growth of the global
economy and the progressive subordination to it of the
international ecoﬁomy 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 1a£er must adapt through the

pressure of global competition.
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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 1is a process that c¢an be called
the internationalization of the state. If you think back to the
inter-war period and especially 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 'cowardS‘ a different balance. It sought to
achieve é compromise: states still had a primary responsibility
toe safeguard domestic welfare and 1levels of employment and
economic activity; but they were to do this within rules that
precluded economic aggression against others and aimed at a
harmonisation 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 instrements for
adjusting national economic activ;ties to the exigencies of the
global economy -- states are becoming transmission belts from the
global into the national economic 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 wvulnerable social groups.

States in "developed" <countries discover that sengitivity to




foreign bond markets, fiscal c¢risis, and the transnitional
mobility of capital have effectively diminished their'autonomy in
making national policy. Only the United States, despite being the
world's bigagest debtor, retains a relative autonomy in
determining national economic policy. Other states must adﬁust
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
structufe. 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."¥ The
restructuring of production is changing the pattern of
organization éf production. from what has been called "Fordism" to
"post~Fordism"”.4 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-cenﬁre core and numerous subsidiary component-producing
and servicing units linked as required to the cofe. Economies of
scale have given place to economies of flexibility. More flexibly
decentralized production facilitates - border-crossing
relationships in organizing production systems; it also segments
the 1labour force inta groups segregated by nationality,
ethnicity, religion, gender, etc. such that this labour force

lacks the natural cohesion of the large concentrated workforces
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of the old mass production industries. Power has shifted
dramatically from labour . to capitai in the process of
restructuring production.

The geographical distinction of First and Third Worlds is
becoming somewnat 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 differentiation produced in large
measure by the restructuring of production.

Karl Polanyi's analysis of nineteenth—centur} Britain
suggests a paradigm for present-day global changes.® 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 economic historian and
anthropoligist, the notion of an economic process disembedded
from society and set over and above society was an historical
abberration, 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
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self-protective response from society through the political
system reasserting the primacy of the social. This second phase
took form with the 1legalizing of trade unions and collective
bargaining, the construction of social security systems, the
introduction of factory legislation, and ultimately recognition
¢of government's responsibility to maintain satisfactory levels of
- employment and welfare.

One can well hypothesize today that the presént trend of
neo-liberal deregulation and privatization which appears to carry
all before it in global economics will encountér a global
response. This response will endeavour once again to bring
economic process under social control, to reembed the economy,
now at the global level, in society and to subordinate enhanced
economic 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 1level of national
economic activity also depends upon access to foreign markets.
Participation in various international "regimes“ regulates the
activities of states 1in developed capitalist countries into
conformity with .global economy processes, tending toward a
stabilization of the world capitalist economy.®

Apart from these constraints inherent in the existing global
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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 U.S. economy and
its prolopgation into a North American economic spﬁere, two other
macro-regional economic spheres are emerging, one 1in Europe and
the other in the western Pacific centred on Japan. Europe and
Japan confront separately the challenge of enlarging their
autonomy in the global economy in relation to the dominance of
U.$S. economic power.

At the same time, the opening of 1larger economic spaces,
both global and macro-regional, coupled with the weakening
autonomy of existing states, has given scope for sub-state
entities to aspire to greater autonomy or independence, to seek
direét relationship 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 gerrnmental

controls and redistributive policies. Quebec independentistes are

the most enthusiastic supporters of a North American economic
space. The Soviet empire and 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 1large 'economic spaces now in

formation.
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Globalization 1s 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 af least three levels: the
macro-regional 1level, the old nation-state {(or Westphalian)
level, and the micro-regional 1level. All three levels are
constrained by a global economy which has means of exerting its
pressures without formally authoritative political stfuctures.

There is an increasingly marked duality and tension between
the principles 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 reguires an enforcer of the rules--
just as the self-regulating market of the nineteenih century
acquired as enforcers at the 1local and global 1levels 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 U.S. economy is losing its lead in productivity.

The gap in trade deficit and in budget deficit in the United
States has been bridged by foreign borrowing, mainly in recent
years from Japan. The internal reforms that would be necessary to
reverse this process by reducing the deficits are blocked by the
rigidity of the U.S5. political system and the unwillingness of

politicians to confront the public with unpleasant choices. For
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the time being, foreign finance sustains in the United States a
level of military and civilian consﬁmption that U.S. production
would otherwise not allow.

The Gulf war underlined on the military side (as Germany,
Japan, Saudi Arabia and FKuwait were obliged to pay for a war
decided and directed by the United States) what has quietly
become the <c¢ase 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 favour. 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.? What was a system of hegemonic leadership has
become a tributary system.

Hegemony and After®

There is an active debate about whether or not thé hegemony
of Pax Americana is in decline.® 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 conditions in
which inter-state relations are conducted and to determine the
outcomes in these relations. The other meaning, informed by the
thought of Antoni¢ Gramsci, 1is 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
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position through adherence to universalized principles which are
accepted or acquiesced in by a sufficient proportion of
subordinate states and social. forces.!® This second meaning of
hegemony implies intellectual and moral leadership. The strong
make certain coqcessions to obtain the consent of the weaker.

The Pax Americana of the post-World-War-II era had the
characteristics pf this Gramscian meaning of hegemony. The United
-States was the dominant power and its dominance was expressed in
leadership enshrined in certain principles of conduct that became
broadly acceptable. The economic "regimes" established under U.S.
aegls during this period had the appearance of consensual
arrangementé. They did not look either 1like the crude
exploitation of a power position or 1like a hard bargain arrived
at among rival interests. Moreover, the foundigg péwer behaved
more or less according to the rules it established.

The recourse of U.s. policy during the .19805 to
unilateralism and the more manifest divergencies of interest
amoné the United States, Europe, and Japan, together with the
subordination of Third World countries to western economic and
military pressures have changed the nature of global
relationships. U.S. 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 hegemonjes -- the Pax Britannica of the mid-nineteenth
century and the Pax. Americana of the mid-twentieth -- have been

based on wuniversal principles projected from one form of western
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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. By understanding their world
in the same way, they reproduce it by their actions.
Intersubjective meanings create the objective world of thé state
systém and the economy.!! The fashionable prediction that we have
arrived at the "end of history":2 ia notion stimulated by the
collapse of Soviet power and the end of the Cold War}.celebrates
the apotheosis of a-late western capitalism. It is, however, in
thé 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 1longer 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 «civilization c¢ould coexist, each baéed on a
different intersubjectivity defining a distinct set of values and
a distinct path towards development. This iz 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 distinct 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.
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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 spectrum that the capitalist state has both. to support
capital in its drive to accumulate and to legitimate this
accumulation in the minds of the public by moderating the
negative effects of accumulation on welfare and employment.
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, oxganized labour,
and government -- the neoliberal historic bloc. It was "neo" in
the sense that classical 1liberalism was modified by-Keynesian
practice to make market behaviour consistent ' with social
protection of the more disadvantaged groups.i3

As growth stagnated in advanced capitalist countries during
the 19705, governments in effect denounced the social contract
worked out with capital and labour 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
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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 wéuld more generally seem to be the case that the
legitimacy of state welfare and of 1labour movemenfs 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 the neo-liberal historic bloc 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 groéth,“ bounded on one side by the need to
encourage private investment by increasing profit margins, and
bounded on the cther by the need to avoid rekindling inflation.!*

The government-business alliance formed  to' advance along
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this narrow path ruled out. corporative;type solutions 1like
negotiated wage and ﬁrice 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.

The restructuring of production has accentuated segmentation
and divisions within the working class, but this tendéncy has not
been uniform. rIn many westerh European countries, a long history
of ideological education has mgintained a sense of solidarity. In
both Italy and France there have'been‘instances where unions have
maintained solidarity of action between migrant workers and local
established workers, but xenophobic agitation has also found
resonance among workers and unemployed. Segmentatéon has been the
underlying trend that explains the weakness of labour in opposing
the disintegratipn of the neocliberal social consensué and the
programme put in its place by the government-business alliance.l?3

If the strains tending toward a disintegration of the
neo-liberal historic bloc have been visible since the mid-1970s,
it would be premature to define the outlines of a new historic
bloc likely to achieve a certain dur;bility as the foundation of
a new form of state. Two principal directions of movement in
poli;ical structures are wvisible in the erstwhile neo-liberal
states of western Europe: one is exemplified by the
confrqptational . tactics of Thatcherism iﬁ Britain {and by

Reaganism in the United States) toward .removing internal
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obstacles to economic liberalism; the other by a more consensus-
based adjustment process as 1in West Germany and some of the
smaller European countries.

Hyperliberalism

The Thatcher—-Reagan model can be treated ideologically’ as
the anticipation of a hyper—libera; form of .state -— in the sense
that it seems to envisage a return to 19th-century economic
liberalism and a rejection of the neo-liberal atteﬁpt to adapc
economic liberalism to the sociopolitical reactions that
classical 1liberalism produced. It takes the "“neo" out of
neoliberalism. The whole paraphernalia of Keynesian demand-
support and redistributionist tools of policy are regarded with
the deepest suspicion in the hyper-liberal appreach. Government-
imposed regulations to protect the public with respect to
industrial activities (antipollution, safety and health controls,
etc.) are also to be weakened or dismantled. The mafket is to
determine how much protection the public really wants.

The hyper-liberal tendency gctively facilitates a
restructuring, not only of the labour force, but also of the
secial relatioms of production. It renounces tripartite
corporatism. It also weakens bipartism‘by its attack on unioﬁs 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, a practice for which the state itself
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provides a model in its treatment of its own permanent cadres.
Finally, state policies are geared to an expansion of employment
in short-term, low-skill, high-turnover jobs that contribute to
further labour-market segmentation.

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 businesses 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 1its legitimacy on consensual politics. The would-be
hyper-liberal state confronts all those groups and intefests with
which the neo-liberal state came to terms. It does not shrink
from open opposition to state-sector employees, welfare
recipients, and trade unions.

The government-business alliance that presides over the
transformation of the neo-liberal. into a would-be hyper-liberal
form of state generates an imposing 1list of disadvantaged and
excluded groups. State-sector employees made great gains as
regards their collective bargaining status and their wages during
the years of expansion and have now become front-line targets for

budgetary restraint. Welfare recipients and non-established
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workers, socially contiguous categories, are hit by reduced state
expenditure and unemployment. Farmers and small businessmen are
angry wWith banks and with _governments as affordable finance
becomes unavailable to them. Established workers in industries
confronting severe problems in a changing international division
of labour -- textiles, automobiles, steel, shipbuglding, for
example -- face unemployment or reduced real wages.

So long as the excluded groups lack strona orgaﬁization and
political cohesion, ideological mystification and an instinctive
focus on personal survival rather than collective action suffice
to maintain the momentum of the new policy orthodoxy. If at least
a small majority of the population remains relatively satisfied,
or even an articulate minority, it can be politically mobilized
as necessary to maintain these policies in p%ace against the
dissatisfaction of an even very large minority or slim majority
that is divided and incoherent. |

State Capitalism

While the hyper-liberal model reasserts the separation of
state and economy, the alternative state form that c¢ontends for
relaunching capitalist development promotes a fusion of staté and
economy. This state-capitalist path may take several forms
differentiated by national positions within the world economy and
by institutional structures and ideologies.

The substance common to these differentiated forms lies in a
recognition of the indispensible guiding role of the state (or of

macro-regional political authority} in the development of the
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productive forces of the state or region concerned and the
advancement of their position in the world economy. The visible
hand of 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 goais.

The state~capitalist approach is grounded in an acceptance
of the world market as the ultimate determinant of development.
No single national economy can control the world market or
determine its orientation. Furthermore, unlike the neo-liberal
appreoach, the state-capitalist approach deoes not posit any
consensual regulation of the world market as regggds multilateral
trade and financial practices. "Regimes" may survive from the
neo-liberal era, but state capitalism is not the mogt 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
S0 as to give then a éompetitive 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
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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 stimulus 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 groﬁps and sectors (industries or
regions) would be envisaged as transitional assistance for their
transfer to more profitable economic activities. Thus training,
skill upgrading, and relocétion assistance ’would have a
preeminent place in social pelicy. The state would not
indefinitely protect declining or ingfficient induétries 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, the hyper-liberal model would evacuate the state
from this cushioning and incentive-creating function, letting the
market impose the full costs of adjustment upon the less fit.)

Where internally generated savings were deemed to be
essential to enhanced competitiveness, both investors and workers

would have to be persuaded to accept an equitable sharing of
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sacrifice, in anticipation of a future equitable sharing of
benefits. Thus incomes policy would become an indispensible
counterpart to industrial policy. Similarly, the managerial
initiative required to facilitate innovation and quick response
to market changes might be balanced by forms of worker
participation in the process of introducing technological
changes. The effectiveness of such a state-capitalist approach
would, accordingly, depend on the existence of .corporative
institutions and processes, not only at the level of enterprises
and industries, but also of a more centralized kind capable of
organizing interindustry, intersectorél and interegional shifts
of resources for production and welfare.

The state-capitalist form involves a dualism between, on the
one hand, a competitively efficient world-market-oriented sector,
and. on the 6ther, a protected welfare sector. The success of the
former must provide the resources for the latter; thé sense of
solidarity implicit in the latter would provide the drivg and
legitimacy for the former. State capitalism thus proposes a means
of- reconciling the accumulation and legitimation functions
brought into conflict by the economic and fiscal crises of the
1970s and by hyperliberal politics. |

In its most radical form, state capitalism beckoné toward
the prospect of an internal socialism sustained by capitalist
success in worldrmarket competition. 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
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would be 1less 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 prescriptions 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.!s®

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 colouration.!?
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, cbuntries in which hegemonic institutions and
ideology kept the state by and large ocut o¢f 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
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development, which would include business and 1labour in the
world-market~oriented sector and workers in the tertiary welfare-
services sector, would at the same time exclude cértain marginal
groups. These groués 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,
immigrant or minority groups, and the unemployed. The number of
the marginalised tends to increase with .the :estfucturing of
production. Since these groups are fragmented and relatively
powerless, their exclusion has generally passed unchallenged. It
does, however, contain a latent threat to corporatist processes.
Part of this threat is the risk of anomic explosions of violence,
particularly on the part of the young male unemployed element.
Such explesions often, however, strengthen bg reaction the
established authority. They reinforce the demand for law and
order. .

The other part of the threat 1is the risk of political
mobilization of the marginals, which would pit democratic
legitimacy against corporatist economic efficiency. These dangers
are foreshadowed in the writings of neoliberal ideologues about
the ‘"ungovernability" problem of modern democracies.!® _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 of internal socialism sustained by world-market state

capitalism would be an illusion. - IR RS B T A
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In short, the state-capitalist alternative has some
potential for reconstructing national hegemonies and overcoming
the impasse that hyperliberalism tends to rigidify; The narrowing
basis of corporatism (particularly as regards its 1labour
component) on which state capitalism must rest does, however,
contain a 1latent contradiction to democratic legitimacy. Its
historic bloc would bé thin. The excluded groups available for
mobilization into a counterhegemony would be consideréble. though
the fragmentation and powerlessness o¢f these groups would make
the task formidable. In the medium term, state-capitalist
structures of some kind seem 2 feasible alternative to the
hyperliberal impasse. The long-term viability of these forms is a
more open guestion.

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 étructure,
the dominance of capital in the opening of the Europe of 1992
favours ﬁyperliberalism. However, the social corporativist
tradition is strong, especially in continental Europe, and may
compensate in politics for the dominance of hyperliberalism in
economic pow%r. The concept of  "social Europe", - anathema to
Thatcherism and more covertly rejected by some _elements of
continental capital, is sustained by a social democracy more
deeply rooted than in other major . world regions. The issue
between hyperliberalism and state capitalism will be tested first

in Europe, and Eurcope's answer will serve as a model or at least

i
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as an alternative for North America, Japan, and perhaps other
regions in a future world.

Social forces counteracting globalization

Hyperliberalism is the ideology of the globalization thrust
in its most extreme form., State capitalism is an adaptation to
globalization that responds at 1least 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 the globalizing thrust 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 prospect of turning around the segmenting, socially
disintegrating, and polarizing effects of the gloﬁalization
thrust rests upon the possibility of the emefgencg 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 participation and developed
loyalties, to soéial institutions > engaged “:in  collective
activities. They would have to : be: prepared to defend these
institutions in times of adversity. i -2 321 1.2 ST ¥ -

.The condition for a restructuring of "-society and polity in

this sense would ‘be - to- build - a new historic bloc capable of
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sustaining a long war of position wuntil it 1is strong enough to
become an alternative basis of polity. This effort would have to
be grounded in the popular strata. The activities that comprise
it will not likely initially be directed to the state because of
the degree of depoliticization and alienation from the state
among these strata. They will more 1likely be directed to local
authorities and to collective self-help. They will in many cases
be 1local responses to global problems -- to problems of the
environment, of organizing production, of providing welfare, of
migration. If they are ultimately to result in new kinds of
state, these forms of state will arise from the practice of non-
state popular collective action rather than from extensions of
existing types of administrative control.

Eurcope's social histofy has known such movements. They have
marginally influenced the shaping of society and state. though
they have never fulfilled their aims. These aims coﬁld 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
could happen. Economic globalization, however, suggests that such
a movement could not succeed in one macro-region ‘alone. It would
have to draw sufficient support in the world system to protect
its régional bage ,or face the consequences of a relative'military
and economic weakening if competing -macro-regions’ did not

experience comparable developments.. The existing globalization
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thrust grounded in the economic logic of markets would have to be
countered by a new globalization reembedding the economy in

alobal society.

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 “real socialism" approaching the threshold of the
twenty~-first century is more complex. Yet the long-term future of
Europe implies an accomcdation 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 histor} of two

generations through which social structures have been formed.

Eastern Burope 1is not a pabula rasa on which western capitalism
may be simply inscribed. The options for that region, ﬁhethgr for
that part that may anticipate total integration within the west
{the former GDR), close association with the European Communities
{Poland, Hungary, and Czechoslovakial, or an autonomous evolution
with a degree of integration into the world economy (tﬁe 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 1likely. to produce a further

profit. In socialist societies, - -investment . decisions have been
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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 configuration delineates a relationship
among social groups in the production -process through which
surplus is extracted. This power relationship underpins the
institutional arrangements through which the process'works.2° It
also shapes the real form of political authority.

To grasp the nature of the social structure of accumulation
at the moment of ﬁhe 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.pf strict
regulation and tough task masters recruited from the shop floor.
During the 1950s a new mentality reshaped industrial pracﬁices.
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 manipulation. and
persuasion than to coercion. The factory regime passed from the
despotic to the hegemonic type.2: . . S T

The historic compromise worked . out by the Party leadership

included a de facto social contract .in which : workers were
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implicitly guaranteed job security, stable consumer prices, and
control over the pace of work, in return for tﬁeir passive
acquiescence in the rule of'the political leadership. Workers had
considerable structural power, 1i.e. their interests had to be
anticipated and taken into account by the leadership, though they
had little instrumental power through direct representation. This
arrangement of passive acquiescence in time geqerated the
cynicism expressed as: "You pretend to pay us. We pretend to
work.,"

The working class comprised an established énd' a non-
established segment. 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 1in 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-participant in

enterprise or other social and political activities. The
modalities of this segmentation wvaried among the different
socialist countries. : ST

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
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of ethnic minorities allocated to the dirty work.?% 1In practice,
labour segmentation wunder "real socialism® bore a striking
similarity to labour segmeﬁtation 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 c¢entral agencies of the state
who plan according to -some decision-making ratioﬂality, 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 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 analyse the real nature éf central
planning so as to discern its inherent laws or regularities,23

Capital 1is wunderstood in Marxisf terms as a form of
alienation: people through their 1labour c¢reate 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 decades just prior to the changes that began to be
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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 fulfil existing
obligations but at the same time raised future obligations. The
centrally planned economy was an ecconomy of shortages; it was
supply constrained, in contrast to the capitalist economy which
was demand constrained. The economy of shortageé generated
uncertainties of supply, and these uncertainties were transmitted
from enterprise to enterprise along the chain of inputs and
outputs.

Enterprise managers became highly dependent upon core
workefs to cope with uncertainties. The core workers, familiar
with thg installed equipment, were the only. ones able to
improvise when bottlenecks occurred. They could, if necessary,
imp;ovise to cope with absence of replacement par£s, repair
obsolesgent equipment, or make use of substitute materials.
Managers also had an incentive to hoard workers, to maintain an
internal enterprise! labour reserve that could be mobilized for
"storming” at the end of a plan period. Managers also came to
rely on their relaﬁions with 1local 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
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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 cooperatives. and with
household production. There were upward linkages with the
ministries of industries and the state plan. And there was a
parallel relationship with the "second economy" which, together
with political connections, 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 1likely to be apprehensive 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 efficient than it might have been, and who
wanted to eliminate excess labour and to introduce more
productive technology. (Those at the core of the system had =2
vested interest in existing obsolescent technology because their
particular 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 portiop 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
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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, 1likely 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 mechaniém 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 c¢oherence of the system of Eower that
consfituted 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
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with decentralization of management to enterprises and with a
stimulus to consumer-goods production. The market, however, was
also suspect insofar as 1it- would <create prices (and thus
inflation in an economy of shortages), bring about greater
disparities in incomes, and undermine the power of the centre 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 movements sequentially repressed but
cumulatively infectious in East Germany, Poland, Hungary, and
Czechoslovakia; the rejection of Stalinism and the ultimate
weakening of the repressive apparatus installed by S$Stalinism; and
the consegquences of the rebirth of c¢ivil 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 -- encountered and interacted

in the late 1980s. Would they reinforce each other or work
against each other? We do not yet know the answer.

Some economic reformers saw democratization as a means of

loosening up society which c¢ould strengthen decentralization.

Some of these same people also saw worker self-management as
supporting enterprise autonomy and the liberalising of markets.
Humanist intellectuals tended to see economic reform as limiting

the - state's coercive apparatus and as encouraging a more

i




34

pluralist society. For these groups, economic reform and
democratisation went together. |

Other economic. reformers recognised 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 flexibility into the labour 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 <c¢entral planning
process. Anticipating the backlash from all these groups, the
"realist" reformers recognised that an authoritarian power would
be needed to implement reform successfﬁlly. Without it, they
reasoned, reform would just be compromised and rendered
ineffective, disrupting the present system without being able to
replace it.?4 The economic Thatcherites of real sociélism were
prepared to become its political Pinochets.

The initial effects of both economic reform and
democratization have produced some troublesome conseguences.
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. This is hardly sﬁrprising, since the model of free
enterprise previously existing in socialist countries was the

often shady activities of the second economy. The .- relaxing of
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politicai controls gave' vent to «conflicts 1long suppressed,
mobilizing people around ethnic nationalisms, various forms of
populism, and, at the extreme. right-wing fascist movements.
Furthermore, the outburst of public debate, while it has severely
shaken the legitimacy of the Soviet state and its sustaining
myths, has also demonstrated its inability to come to grips with
the practical reorganization of economy and society. The reform
process has itself made things worse, not better. .(One Soviet
journalist in the United States summed this up by observing that
while the radical-leaning municipal council in Leningrad debated
for months whether or no£ to change the city's name back to St.
Petersburg, the shops became more and more empty.)

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 orgaﬂic crisis;
and the solution to an organic crisis is the reconstitution of a
hegemony around a social group which is capable of leading and
acquiring the support or acquiescence of other aroups. What does
our analysis of the social structure of real socialism tell us
about the prospects of this happening?

There are three distinct -meanings 'that can be  given to
*democracy" in the context of the collapse of real socialism. One
is the conventiongl "Eourgeois"-meaning of 1liberal pluralism. It
has a strong demonstration effect in‘easterﬂ Europe. Liberal

pluralism has a history and many exXamples. Two other meanings
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arise out of socialist aspirations.

One is producer self-management. It has been expressed in
spontaneous action by workers. in many different revolutionary
situations -- in the original Russian soviets, in the Ordine
nuovo movement of northern Italy in 1919, in workers' control of
factﬁries during the Algerian revolution,-in the works councils
set up in Poland following the events of 1956, and in factory
movements in Hungary during the 1956 revoiution and
Czechoslovakia in 1968. These experiences were all short-lived.
Thg‘ only 1ong. experience with worker self-management is the
Yugoslav one and, despite continuing debate, it cannot be
considered persuasive. There is a strong point about producers
being able to determine their own conditions; but there is also
evidence of a' tendency for such experiences, assuming they
survive repression by a higher political authority, to turn in
the direction of self-serving corporatism, |

The other socialist meaning is popular participation in
central planning. No historical experience can be cited; it would
have to be invented. And yet it is perhaps the most attractive
prospect in the spirit of socialism. Alec Nove suggested a form
of compromise between democratic planning and producer self-
government: consumers would decide what to preduce; producers
would decide how.28

Georg Lukécs.wrote a text that was posthumously published in

Hungary as Demokratisierung Heute und Morgen.2¢* Rejecting both

the Stalinist past and the liberal concept of democracy, he
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speculated about the conditions in which a democratization of
socialism might be possible.

A first condition, for Luk&cs, was a reduction in socially
necessary labour time that would shift the balance in human
activity from the realm of necessity to the realm of freedom.
Society would have to be able to produce .sufficient to-satisfy'
the necessities of material existence without absorbing all the
time and effort of its people. This condition 1is recognised also
by others who have thought about the problem. RKornai posited that
sufficient slack in production would be necessary to undertake
reform in an economy of shortage.?? Bahro argued that a state of
"surplus consciousness", i.e. the existence of a margin of time
and effort over and above the satisfaction of basic wants, was
requisite for the pursuit of "emancipatory interests™ as an
alternative to the "compensatory interests" of consumerism.28®

The next condition would be a coalition of social forces
upon which the structure of democratic socialism might be based.
At this point, Lukdcs' prescription becomes obscure. Like Bahro
and like Gorz in the west, he did not, in this last phase of his
thought, look to the workers as the leading social class around
which democratic socialism could take form. He spoke rather of
liberating the ‘"underground tendencies" " hitherto repressed. The
Party could, he hopgd, reconstitute itself to achieve tbis.

This was a hqpe inspired by the reform movement led by the
intelligeﬁtsia in Czechoslovakia in 1968. It had a brief revival

again in the GDR during the time Neues Forum and similar groups
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were building the popular movement that overturned the Honecker
regime. The project lives on for now in the Soviet Union, though
its plausibility is diminished. The Party is an object of
cynicism and the idea of socialism no longer has a secure basis
of legitimacy.

Two other routes towards democratization iﬁ recent eastern
European experience have been, first, a movement from outside 3
moribund Party 1led by an independent workers' movement to which
an intelligentsia attached itself (Poland); and second, an
enlargement of scope for independent decision-making in the
economy through a strétegic withdrawal by the Party from direct
control over certain aspects of civil society'(Hungary). Both of
these routes now in retrospect seem to be leading towards a
restoration of capitalism. The former GDR shows a third route to
capita;ism: total collapse of the political structures of real
socialism and £full incorporation of its economy into Wést German
capitalism.

For the remaining European countries of real socialism,
options for the futﬁre can be grouped broadly intce 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 a. combination of political
authoritarianism .with economic 1liberalization 1leading towards
market capitalism and the integration of the national economy

into the global capitalist economy. In its most extreme form,




39
this is a project favoured by some segments of the intelligentsia
who recognise that a "shock ﬁherapy" in the Polish mode will be
necessary to carry through privatization and the freeing of
market forces; and that dictatorial powers will be needed to
prevent elements of existing c¢ivil 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
would occur as the inevitable accompaniment to this kind of
restructuring. 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 Europe and by the mythology of capitalism and of a pre-
environmentalist fascination with western consumerism.

More moderate and mature political 1eadership 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, separating the more articulate
and more strategically placed segments of the working ciass from
the less articulate and 1less powerful majority. The enterprise-
corporatist core of real . socialism's social -structure of

accumulation would thus lend itgself to ' facilitating the
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transition to capitalism -- to something like the state-
capitalist option for western Europe discussed above with a more
authoritarian political aspect.

Some intellectuals have entertained the possibility of a
transition to capitalism combined with a liberal pluralist
political system. This vision most probably underestimates the
level of <conflict that would arise in formerly socialist
societies wundergoing. the economic stresses of a transition to
capitalism in the absence of a corporatist compromise. The choice
then would become which to sacrifice, democracy or the free
market? The historical record, as FKarl Polanyi presented it in
his analysis of <central Europe in the 1930s2?, 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 Europe raise
again this spectre as a not unlikely outcome of fhe social
convulsions following the breakdown of real socialism.3°¢

- The second scenario is political authoritarianism together
with a command-administrative economic centre incorporating some
subordinate market features and some bureaucratic reform. This
would leave basically intact the enterprise-corporatist heart of
the existing planning system, which would alsc constitute its
main political roots in «c¢ivil society and its continuing source
of legitimation 3jn the ‘"working class". The "conservatives" of
the Soviet Union (with the backing of some influentials in the

military and the KGB) may be c¢ounted among its supporters. The
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long-term problem for this course would be in the continuing
exclusion of the more peripheral segments of the labour 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 planning and political
structures. The short—-term problem would be the unleashed
cacophony of the liberal intelligentsia with its international
audience.

The third scenario is the possibility of democratization
plus socialist reform. As suggested above, 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, is the least clearly spelled out. One reéason
for this may be, as David Mandell has suggested, that'the power
of the media in the Soviet Union has been monopolised by the
adherents of the first two and especially by the radical market
reformers.d!

Self-management has been claimed by both economic liberals
and socialists. It has lost ground among the liberals without
noticeably gaining conviction among socialists. Some of those
gconomic reformers who once thought of self-management as a
support to economic liberalization, now appear to have drawn back
from this option.?? Nevertheless, from a socialist perspective,

the possibility must remain that self-management, in the absence
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of some larger socialist economic framework, is likely to evolve
towards 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 ambiguous and fragmented. In this there 1is 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 ungualified term "working class" still
correspond to a coherent identifiable social force? The potpntial
for an autonomous workers' movement was demonstra£ed in Poland by

Solidarnosc; but in the hour of its triumph that movement

fragmented. The Soviet miners' strike of July 1989 revived the
credibility of a workers' movement; but it has not definitively
answered the gquestion,

Projects for managing and reorienting the working class that
emanate from members of the intelligentsia are more reaéily to be
found than <c¢lear evidence of autonomous working-élass choice.
David Mandell reports that the Soviet government tried to channel
the miners' strike towards demands for enterprise autonomy, only
subsequently to abandon self-management as part of market
reform.3? Academician Zaslavskaya, in a now famous internal Party
document, advocated a policy of manipulating worker attitudes "in
an oblique fashion" through incentives.3¢ Some economic liberal
reformers, no longer interested in self-management, entertain the
notion of collective bargaining by independent trade unions as a

counterpart to a capitalist économy.
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Workers, it seems, may not have very much of an active,
initiating wvoice 1in the reform. process. They may continue as
previocusly to be an important passive structural force that
reforming intelligentsia will have to take into account. Their
attitudes might be remoulded over time as Zaslavskaya and others
would envisage. For the present many of them are, as a structural
force, likely to remain committed to some of the basic ideas of
socialism: egalitarianism in opportunities and incomes, the
responsibility of the state to produce basic services of health
and education, price stability and availability of basic wage
goods. (In this respect, they would have to be classified, in the
new vocabulary with which perestroika 1is discussed, as
"conservatives".) Workers 1like 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.

Europe and the world

The future of Europe has been considered here above in terms
of the options for form of state and society as they are
conditioned by existing social  forces within Europe -- forces
which are the Eurcopean manifestation of global tendencies
discussed in the ,first part ¢f the 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 choice
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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 structure different from the more informal authority
structure of the other two macro-regions, the U.S. and Japanese
spheres. Whereas the United States and Japan are economically and
politically dominant in their sphere;, the European cére area in
economic terms 1is 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 1in which participant states have often differing
policy ©preferences angd micro-regions are  asserting their
autonomy. This makes it less likely " that Burope 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 economic
processes left to a combination of the market and a Brussels-

based technocracy. These fbrces have the initiative within
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Europe, and they have the external backing of the United States
as the enforcer of global economic 1liberalism. 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 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 coﬁpartments.
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 merge wWith
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 could likewise
strengthen western social democracy.

Europe's relation 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 U.S. lead,
intent on regaining a position near the centre of global politics
as might have been envisaged in the 1940s. Neither appears to
have gained status or other rewards as a consequence. Germany
held back, conscipus of a divided domestic opinion and of the

overwhelming need to give priority to absorbing the imact of the

collapse of real socialism to the east. Italy, 1in a certain
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manner, followed both courses.

Will Europe continue to accept the role of the United States
as enforcer of global-economy liberalism? Will Japanese continue
to subscribe to the U.S. deficit? The United States, despite its
unquestioned economic and political power is moving into the same
kind of difficulties as beset the Soviet economy —-- declining
rates of productivity, high military costs, and an intractabile
budgetary deficit. The role of enforcer is not sustaiﬁable 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
links directly to Europe's' relationship to the Third World. The
Gulf War was, in one of 1its aspects, an object 1lesson to the
Third World that the global political economy was capable of
mustering sgfficient military force to discipline ;nd punish
Third World deviants from acceptable behaviour. The subsequent
decision by NATO to establish a rapid deployment force under
British command can be read as a vreaffirmation of Gulf War
strategy.

This is consistent with a view that sees ' the Third World
from the perspective of the dominant forces in the global
economy: some segments of the Third Werld become integrated into
the globalization process; other segaments which remain outside
must be handled by a combination of global poor relief and riot

control. Poor relief is designed to avoid conditions of
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desperation arising from impoverishment which c¢ould threaten
political destabilization of 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 relationship to the Third World: the relationship of
Islamic to Christian civilizations. Europe's vocation for unity

can be traced to the medieval Respublica Christiana, a concept of

unity that had ne¢ corresponding political authority. Islam's
vocation for unity looks to an equally distant past and 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 model

The bridging of the schism between East and West in
Christendom 1leaves unresclved the confrontation with Islamn.
Whereas the the global economy perspective sees the Third World
as a residual, marginal factor, a non-identity, the historical
perspective of Europe confronts Islam as a different
civilization. This confrontation is not only external, across
borders and the Mediterranean sea. It is also becoming
internalized within European societies, e.g. 1in political
phenomena such as the Front national in France. A challenge to

the new Europe is to free itself from the residual, marginalized
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view of the Third World and to confront directly the cultural as
well as economic and political issues in a recognised coexistence
of two different civilizations.3%

Burope, in sum, can be a proving ground for a new form of
world order: post-hegemonic in its recognition of coexisting
universalistic civilizations: 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 towards the satisfaction of human needs.
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1. The Transition to a Market Economy
(This paper is concerned essentially with the impact of the ongoing
economic reforms in Easterm Europe and the Soviet Union on the
position and prospects for development of Third World Countries The
process of political democratization is an essential prec;onditlon for
successful economic reform since the transition from a command
economy to a market-oriented system must have wider popular
support, in view of the accompanying hardships mvolved Here, it is
asswmed that democratization is sufficlently developed to give
adequate support to the necessary economic reforms. )

While all the countries of Easterm Europe have now; committed
themselves to some type of market-oriented economic reform, they vary
greatly in the rate at which they are moving towards a market economy as
well as in the sequence and timing of the pollcies 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 domestc and foreign trade - and in
Czechoslovakia and Hungary, where the reform process has Been spread
over a perlod of years. The Soviet Unton, as well as Bulgaria and Romania,
are in a separate category, since though the ‘cornmand system' ;has broken
down effective market-oriented institutions are not yet in place. |
The pace of reform, and the length of the transition to al, reasonably
efficient market systemn, must therefore be expected to vary constderably
among the former CMEA countries. Moreover, {t seems certain that the
transition will take a substantially longer time and that the dxslocations
suffered will be substantially greater than had generally been; antxctpated
even a year ago. In 1890 the economic situation worsened sharply in all the
East European countries, with particularly large declines in industrial
output - by 20% or more, compared with 1989 - in the former GpR Poland
and Romania. For Eastern Europe as a whole, excluding the Scviet Union,
the contraction in industrial output in 1990 is estimated at 17. 5%. while a
further sharp decline was recorded for the first quarter of 1991 EI‘able 1). In
the Sovtet Union industrial production fell by 5% in the first; quarter of
1991, with widespread shortages being reported at the consumer|level.

The economic dislocation affected the agricultural sector|also, while
gross Investment in both Eastern Europe and the Soviet Union was cut back
substantially, Much of the difficulties in Eastern Europe arose from the
collapse of the CMEA trading system and, more particularly, from the sharp
contraction in Soviet demand for thelr exports, while their terms of trade
substantially deteriorated. In the Soviet Union, major factors at, work were
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.




TABLE 1 ;
|
Output and Investment in Eastern Europe and the Soviet Union: -
1981-91 ;
199185  1986-98 1888 1990 1991(@)
{average) (average.) - (Istatr)

(annual % growth rates)
Eagtern Europs:

Industrial output 27 . 33 0.2 475 ' 180
Agricultural gutput 1.1 0.3 . 35 0 -
Gross Investment 07 3.4 -1.5 133 -
Soviet Unlon: | S
Industrial output : 36 4.0 1.9 12 ¢ 5D
Agricultural output 1.1 2.1 0.8 2.3 P
Gross investment 35 6.7 4.7 4.3 -16.0
sources: Economic Survey of Eurape In 1990-91 (Table 2.2.1) and The ECE Ecanomies in mic-

1891 (Table 3), UN Economic Commission for Europe, Geneva.,

(8) - Compared with first quarter 1990

The magnitude of the economic dislocation in the Soviet Union is
extremely large while, as mentioned, progress in establishing a new market-
orfented framework has so far been slow and largely ineffective. E\zen though
the economic reform process is expected to gain momentum, following the
failure of last month's coup attempt, the transitional period seem’s certain to
be prolonged - at least to the latter part of the 1990s. Though some of the
transitional economies of Eastern Europe may well become fully integrated
into the international economic system before then, {t would se¢m prudent
to assume that the early and middle years of the 1990s will be} to a large
extent, one of transitional difficulties in the former CMEA area, accompanied
by significant unemployment, restricted levels of imports and slagw growth -
if any - in output of goods and services.

Once the transitional perlod {s over, and the former C countries
are fully integrated with the international economy, perhaps towards the
end of the 1890s, these countries should be able once againto achieve
sustained domestic growth and expanding foreign trade, incl ding trade
with developing countries, However, the relattvely gloomy outldok for the
short- and medium-term is likely to have adverse repercusst ns on the
export eamings and inflows of financial resources of Third World ¢ountries.




2. Trade Effects on Developing Countries

_ The impact of the economic reform process tn Eastern Europe on the
exports of developing countries will be both direct, as regards East
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,? so that the indirect effects of economic reforms in Eastern
Europe may well outweigh the direct effects in Eastern Europe ktself There
are several indirect mechanisms which could affect the cutcome. First, the
extension of trade preferences, or the lifting of discrimina{ory import
restrictions, by western countries on their fmports 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 jand Pacific
{ACP) countries.

i

. With the recognition by the European Community of r.he political
independence of the three former Soviet Baltic States, consideranon is now
likely to be given to the negotiation of Association Agreements of these
States with the Community. Agreements of this type between the
Community and North African countries, for example, provide for
preferential entry of goods from these countries into the Community market.
Stmilarly, trade preferences are likely to be negotiated for the Baltic States,
and probably for other East European countries also. In any case, western
countries have already considerably relaxed their discriminatory
quantitative restrictions against imports from some East! 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 Eastern Europe and western
countries, East European exports of a range of foods and|of labour-
intenstve manufactures - the two areas in which these countries have some
comparative advantage - can be expected to expand, and to displace, at
lease to some degree, competitive exports, from developing| countries,
Moreover, these two product groups are also those in which Southern
European countries - Portugal, Spain and (Southern) Italy - have major
export interests, particularly in the Community market d political
pressure from these countries may well be exerted to limit their own loss of
market share, consequent upon a reduction In barriers to Lngports from
Eastern Europe, by seeking some offset in the form of a rg¢duction 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.

I 1n 1989, Eastern Europe took only 4% of devcioping countries” exports {exciuding expdrts from OPEC
countries). .




The process of trade diversion appears already to have bedun in 1990,
when those East European countries most advanced in the fransition 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%, compared with 1989, a major part of the increpse being in
food and manufactured consumer goods).2 This contrasts shaﬂply with the
large contraction in 1980 in trade among the former CMEA countries, and
the decline in exports to developing countries (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 {s 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 round of trade
iberalization {though there were many exceptions as regarcls commodity
exports from developing countries). A substantial reduction in trhde barriers
affecting developing country exports, particularly of agricult products
and of labour-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 East European transition will
adversely affect the exports of capital- or skill-intensive manufactures from
the Newly Industrialising Countries (NICs) of East Asfa to western markets.
The NICs are now extremely competitive in world markets for a ide range of
‘high-tech' manufactures, such as electronic apparatus, |computers,
aufomobiles, etc., in which East European industry is |notoriously
backward, Even in labour-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 heavily dependent on the Soviet and East European marllcets for the
bulk of their export earnings. Under various bilateral trade and co-operation
agreements, some developing countries enjoyed stable prices for their
exports well above world market levels {Cuba's sugar exports tg the Soviet
Union being the most important example). These countries now|face severe
financial difficulties as a result of the foreign trade crisls of the East
European countries reflecting, inter alla, the change to trading at world
prices as from the beginning of 1991, and the severe dislocations in the
Soviet economy.

2 ECE Economic Survey, op.2it, Table 3.3.6 and Appendix Table C.9.




TABLE2

Farelgn Trade of Eastern Europe and the Sovlet Unlon: 1988 to First Quarte( of 1991

Eastern Europe
1088 1989 1890 1991(d)
(1stqtr.)
{annual % changs)
Exports to:

Sovlet Unlon
19689 1089 1900 1891(8)
{1stqtr.)

Former CMEA (0) 50 14 59 255 30 5 168 152

Daveloped market

economies () 107 65 1156 148 78 78 128 80

Developi?%

countries 1.8 -125 143 67 22 20 < -40.8

Totallc) 75 35 92 107 27 13 4B -153

+Avolume) (37) (-2.9) (-10.0) 48) - (128 -

-Imports from:

2 Former CMEA(D) 14 23 87 274 30 30 a7 864

- Developed market -

aconomies(C) 109 48 242 172 26 2.1 5B 477

Devefoping) |

countries! 05 55 - 10 174 260 38 <472

Total(©) 30 27 17 04 116. 69 56 447

(volume) (3.3) (08 (-05 (4.0) (9.3) (-1.8)

note: The 1991 figures are subject 1o serious statistical collection and definitional problems
and must be treated with caution (see The ECE Economles in mig-1991, op. cit.
pp. 8-10).

(a) . Compared with first quarter 1690. For both periods, the figures excllide the former
German Democratic Republic from: 'Eastern Europe’ and 'Former CMEA,

(b) . In terms of transferable roubles.

{c) - In terms of US gollars.

sources: Economic Sur&ay of Europe in 1990-91 (Tables 2.2.1 and 2.2,17), |and The ECE
Economies in mid-1991 (Tables 3 and 7), UN Economic Commlssion for Europs,

Geneva.




Apart. however, from the relatively few developing countrles which
were CMEA members, and the NICs, the majority of develo;t-ag countries
stand to suffer loss of market share as a result of the economic integration
of Eastern 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 obsttuct 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
arise,

In addition to the indirect effects of trade diverston, there are likely to
be adverse terms of trade effects also, especially for the mineralsjand metals
exported by developing countries, The Soviet Union is 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. zine, gold, diamonds and platinum group metals) can influence the
world market substantially, Over the past year or two, the combination of
acute shortage of convertible cwrency and falling industrial production has
provided a powerful incentive for increasing Soviet exports of these minerals

and metals to westerm markets.

Soviet nickel exports to western markets account for ab
western supply. Eastern Europe together with the Soviet Un
between 1-3% of western consumption of copper and aluminium
have a significant effect on prices if supplies become plentiful. So
of both aluminium and copper rose substantially in 1980 and a
{s anticipated for 1991. For both lead and zine, the Soviet Unio
net exporter in 1990 having previously been a net importer.

This' general rise in Soviet supplies is already adding
depressive forces on world minerals and metals markets. It h
been estimated that the additional Soviet supplies will result in

fall of 20% (n the prices of metals traded on the London Metal E
1991 taking them close to their historc low points reached in 1

falls of this magnitude will involve serious foreign exchang
developing countries dependent on these minerals and metal
export income.

Turning now to the direct effects of the economic 1

developing country exports, it seems clear that the main initial i
of the reforms on imports into Eastern Europe (other than the S¢

have been {{} a sharp rise in the cost of imports from the Soviet
the beginning of 1991 as a result of the change to trade at world

(1) a substantial rise in imports from westerm countries - mair
Western Europe - beginning in 1990 and continuing in 1991. In

3 Financial Times, Londos i1 September 1991,
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developing countries into Eastern Europe, however, were stagnant while
those into the Soviet Unjon were sharply reduced in the early months of
1991 (see Table 2). The contraction in Soviet fmports in 1991, which affected
all sources of supply, reflected that country’s acute shortage o | convertible
currency, as well as the underlying dislocation of the domestic¢ economy.

The experience so far thus indicates a marked switch in t‘% sources of
imports into the reforming economies of Eastern Europe in favour 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
Europe and the Soviet Unlon, and developing countries exporting such
commodities could gain with the Uberalization of the foreign trade regimes in
Eastern Europe.

: The continuing severe shortage of convertible cuwrency, both in
Eastern Europe and the Soviet Union, and in the majority of] developing
countries remains a major lmiting factor, however, in eﬁ"orts| 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
countertrade {even though this has disadvantages slmilar to pure barter
trade), and an extension of countertrade deals would be one way|of avoiding
the limitation to trade resulting from the scarcity of convertible jcurrencies.
Another possibility might arise if the varfous countries of Eastern 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 approach recently suggested is 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 East European
governments, thus providing the latter with an incentive to in¢rease their
purchases from developing countries. However, such schemes, even if
successful, are unlikely by themselves to achleve a substantial and
sustained growth in East-South trade. Of more fundamental importance in
the transitional period would be greatly expanded flows of financial
resources t0 both Eastern Europe and to developing countries.

!
|
i
!

4 AP Miiller, "The Credit-werthiness aad Internaticnel Payments Ability of Sovareign States', atereconomics,
March/april 1991,




3. Financial Flows
(a) Official Development Assistance {QODA)

Though western governuments have stated that aid to Eastern Europe

will not be at the expense of ald to developing countries,> many

Third World

representatives have expressed concern at the possibility of 'aid diversion' in

favour of Eastern Europe. This concemn reflects primarily the fs
fatigue' on the part of the main donor countries (DAC-ODA for
countries has stagnated at about 0.35% of GNP for several
coincided with the strongly expressed desire of western gove
launch large new ald programmes for Easterm Europe. More

1t that 'aid
developing
years) has

POVeEr, 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 f
to reinforce the 'aid fatigue' syndrome.

his is likely

Intermational financial commitments in support of economic reform in
Eastern Europe have risen substantially since 18988, when su¢h financial

support was focussed on Hungary and Poland. By early

1891, total

commitments for the area (excluding the former GDR) amounted to some
US824 billion, to be disbursed over several years. This includes US$8 billion
agreed or under negotiation with the IMF, about US86 billion in bilateral aid

and nearly US$4 billion in facilities established by the Group of

24 Western

Countries.® It 1s too early to document annual flows under
programmes covered, but if, for example, disbursements were
three vears, the annual financial transfer (US$8 billlon) woul
over 15% of the DAC-ODA total of US$48 billion,

The likelthood of aid diversion will also depend heavily

J:he various

pread over
represent

n financial

disbursements by Western govermments to the Soviet Union. At the Rome

summit of European Community leaders in December 1990, a pr
1.15 billion ECU (approx. USs81.3 billion) of aid for the Soviet

ogramme of
Union was

approved.7 However, a much larger financial support from the West will be

required to support reconstruction and reform in the three B

altic States

(which are now seeking up to US$3 billlon from the West),? and to support

accelerated economie reform in the rest of the Soviet Union.

By early 1991, total bilateral credit commitments to the S
amounted to some US822 billion, including bilateral soft

viet Union
loans for

restructuring and emergency relief, and trade credits.® Most of this is likely
to be used in 1991 and 1892 to settle outstanding debts and to finance

3 Declaration of DAC member governments at their meeting in late 1989
6 Economic Survey of Europe, op. cit. (Table 3.3.13).

7 The programme includes food aid, credit guaranises for exports of agricultural produc
agsistance.

8 Financial Times, 29 August 1981,

S Eeonomic Survey of Europe, op.cit, (Table 3.3.16)

Is and technical
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essential imports. The medium-term outlook will depend on, whether a
credible reconstruction and reform plan can be devised in rew of the
uncertainties regarding the division of political power in the country, and
the degree of social consensus on the proposed reforms. The eali-lier 'Grand
Bargain' proposed in the Yavlinsky Plan of last June envisaged western aid
of US820-35 billlon a year, and while such. amounts seem [unlikely to
materialise in the near future, a reform programme of even half that size
could, together with aid to Eastern Europe, represent a sigmﬂcaht threat to
the overall western aid comunitment to developing countries.

There {s also the possibility of diversion of food aid from the European
Community to Eastern Europe (Poland being the largest recipiént of such
food aid in 1989-90), while Eastern Europe is also likely to be al competitor
for scarce technical, financial and management skills vital to institutional
reform.10 '

a3

| Apart from ald diversion from western countries, the economic
dislocation and foreign exchange crisis confronting East European countries
and the Soviet Union has inevitably resulted in the collapse of their own aid
flows to developing countries. These were never large (in relation o aid flows
from the West), some USS84-5 billion a year, most of which came from the
Soviet Union, and were heavily concentrated in relatively fe»:v 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 comumitments, the risk of aid diversion from
Western countries cannot be discounted. However, there may be b change of
ald scenario in favour of the developing countries, if the needs for new atd
commitments are recognised and sufficfent political will could be mobilised
to bring this about. The magnitudes involved under this scenariojare set out
in Table 3. The Preparatory Committee for the United Nations Conference on
Environment and Development has endorsed this as a concept of
partnership in additionality, which would be based on a |developing
country's clear articulation of policies and strategies and a programme of
action for their implementation. Resource transfers could take place in the
framework of an agreement between donors and recipients| based on
development contracts enabling countrdes to implement [long term
programmes for sustained development.

To summarize, the net capital inflows recquired for sustainable
development in developing countries need to rise during the 1990s from
US$60 billion to US$140 blllion, a substantial portion of which,| by helping
olow down population growth, scrves the goals of Lolly suclally nglessary
growth and environmental protection. To place these figurcs {n a policy
context, it is necessary to relate them to the 1990 total |of Official
Development Assistance (ODA), which Is about US$55 billion. The additional

W0 rastern Lurope and the Developing Countries, Bricfing Paper, June 1991, Overscas Deovelopment Instiute,
London.




net capital inflow requirement of USS60 billion for 1990 thus

impled roughly a doubling of officlal aid flows. For Japan, f

important example, whose ODA stands at around US$9 billion

10

would have
0 take one
or 0.32% of

GNP, a doubling would imply very nearly reaching the accepted UN target of

0.7% of GNP. Japan's tax rates have already been increased to

additional US$9 billion to help pay for the costs of the Gulf W
Saburo Okita, the Chairman of the WIDER Board and a forT]
Minjister of Japan, has wrged that Japan should o
"Institutionalize this increase" in order to divert the increment in

development assistance.ll A political decision by Japan slong

namely to reach the 0.7% ODA target in 1992/3, would coneh
positive response to the South Commission's call for "doubling th
transfers of concessional resources to developing countries by 1

provide an
ar, and Dr,
ner Foreign
absequently
revenue to
these lines,
tute a very
e volume of
995"12 and

would set a powerful exampile to other donors. The need to go even beyond
this and increase the 0.7% target to 1% in the specific case of|Japan has
also been argued by Dr. Okita.l3 Indeed, this increase to 1% has been
recommended as the revised target appropriate in the 1990s for all
developed countries in the Report on the Stockholm IniHative presented
recently to the Secretary-General of the United Nations by |[Herr Willy
Brandt.14 The WIDER estimates of net capital flows needed for sustainable
development during the 1890s, presented in Table 3, suggest the need to
achieve the 1% target sooner rather than later.

In addition to the net capital requirements of developing countries,
allowance rnust also be made for the foreign exchange support that is likely
to be needed to sustain the reform process in Eastern Europe and the Soviet
Union. Recent research in WIDER by Professor Jeffrey Sachs jof Harvard
Untversity and Dr. David Liptonl5 suggests that for Eastéerm Europe
excluding the Soviet Union, total additional foreign exchange requirements
could amount to some US830 billion a year over the years 1991 and 1992, A
similar magnitude is anticipated for the Soviet Union over the 'coming five
years so that the annual foreign exchange cost of supporting thee economic

reform process in the former Counci for Mutual Economic
(CMEA) area can be estimated at USS60 billion for the early 199
second half of the 1990s, however, the need for similar external
should diminish appreciably as the economies of Eastern Eurg
more efficlent and closely integrated with the Intermational econor

11 Saburo Okita, "Japan: Better to Spend These Billions on Aid than on Arms”, /nternational
17 April 1991,

12 South Commission, op. cit., p. 269.

13 Saburo Okita, op. cit.

14 willy Brandt et al., Common Responsibility in the 1950s: The Stockholm Initiative on Glol

Governance, Stockholm, 1991,

13tal Jayawardena, op. cit
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Tabla 8
Additional Demand for, and Supply of, Forelgn Savings
In Developlng Countries and Eastarn Europe: 1890+2000
(USS billlon) |
’ Early 1995 2000
18908
Damand for forelgn savings
Devsloping Countries
- Socially nacassary growth 40 50 60
- Environmental protaction 20 65 80
.Total for Sustainable Development 60 115 140
sEastor Europe and Soviet Union 60 50 25
={borrowings In support of
* gconomic reform)
Total demand 120 165 165 |
Supply of forelgn Savings
Increase in ODA of DAC
countries (8) .
from 0.35% t0 0.7% of GNP 550) 60 70
from 0.7% t0 1.0% of GNP . 50 60
Surpluses reteased by reducing US 65 55 35
geficit, etc.
Total Supply 120 165 165
notes: (a) Assuming a 8.5% p.a. average growth rate in real GNP from 1990 t 2000,
(b) Relates to 1892-94 average.
source; Lal Jayawardsna, The Macroeccnomics of Sustainable Development, aner prepared

for the WIDER Conference on 'The Environment and Emerging Develo'pment Issues',
and Karl-Géran
=R Studies in

3-7 September 1990, Table 7; forthcoming in (eds.) Partha Dasqupta
Mdier, The Environment and Emerging Devslopment Issues; WID

Development Economics, Clarendon Press, Oxford.
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As summarized in Table 3, the various considerations discussed above
indicate an additional capital requirement for socfally necessary growth and
environmental protection in developing countries, plus e cost of
supporting economic reform in Eastem Europe, of some US$120 billion a
year in the early 1990s rising to some US$165 billion in the segond half of
the decade. Some reduction in these levels of foreign savings requirements
could be envisaged, to the extent that many countries -- hoth in the
developing world and in Eastern Europe -- which have had relatively high
military expenditures in recent years, are able to reduce thelr|imports of
military and related equipment and materials. Imports of major weapons by
developing countries in the closing years of the 1980s totalled some US$20
billion a year, about 40% of which went to the Middle East countries.16
Intermational 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 recent report by an Expert Group| on Africa's
Commodity Problems appointed by the Secretary-General of the United
Nations recommends inter alia that African governments "move quickly to
reduce military expenditures from the current average of 10% of}ovemment
expenditure to a maximum of 5%."*7 Reduced levels of military spending in
developing countries would both make it easier for them to meeﬂ targets for
sustainable development and enhance thelr moral claim to transfers of
foreign savings. How far reduced military expenditures will be| translated
into a reduced demand for foreign savings in comparison to the picture
presented in Table 3 remains problematic.

Turmning 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 cbmmitrnent
to NATO which currently costs half the US defence budget of US$300 billion.
or some USS$150 billion a year. This second measure would allow|Japan and
other surplus countries to switch to the developing countries equivalent
amount of savings hitherto absorbed in financing the twin deflcits of the
United States (in its budget and balance of payments) which amounted to
US$150 billion each in the late 1980s.1¢ The growth slowdown followed by
recession in the United States in the early 1990s has been a majpr factor in
the recent reduction of the US external defleit, and also a redugtion in the
externial surpluses of Japan and several other countries. However, the slack
in the economies of the latter countries, which represents effect the
counterpart to the fall in their surpluses, indicates that
industrial potential to restore the previous level of surplus| given the

16 SIPRI Yearbook 1989, World Armaments and Disarmament, Oxford University Press, 1989, Tabls 6A.2.
17 United Nations, Africa's Commodity Problems: Towards a Solution, New York, June 1990, p, 72.

18 Otivier Blanchard et al., Global Imbalarcas: WIDER World Economy Group 1989 Report) Helsink, 1989,
Preface by Lal Javawardena.




adoption of appropriately expansionist domestic policies. To- make this
potential effective, however, the developing countries for their part would
need to implement 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
surpius 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% of GNP by mid-decade would make all the morg tmportant
the fmplementation at an early date of policies directed to switching the
surpluses of Japan and other countres towards developing ceuntries, In
that event, mechanisms will have to be found for tapping thesk 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 DeveIOpment
. (EBRD). Alternatively, resources could be raised by a tax on environmentally
- damaging activity, e.g. carbon emissions.

What Table 3 also suggests i{s that there may well be a| division of
labour, as it were, between the developing countries on the one hand, and
Eastern Europe and the Soviet Union on the other, as rlegards the
apportionment of the additional supply of foreign savings. The proposed
mcremetits to ODA would suffice, by and large. to lookl after the
requirements of the developing countries, leaving Eastern Europe and the
Soviet Unlon 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 {n part as resource transfers to Eastern Europe and the Soviet Union
on market-related terms, while the balance could accrue as (DDA to the
developing countries on concessional terms. |

4, Private Capital Flows

The economic reforms in Eastern Europe and the Soviet Union include
legislation designed to encourage forelgn direct investment, particularly
through joint ventures. At the end of 1989 about 3,000 such 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 tncreage to about
19,000,19 at which date the total foreign capital committed can be estunated

at about US$10 billion, though only a relatively few ha
commenced operations. There remain major obstacles to exp
inflow of private investment capital, reflecting the inadequacy
legal systems in protecti.ng the interests of foreign investors, wea,
infrastructure and shortages of intermediate inputs. In view of t]
of global foreign direct investment flows, the relatively margin
Eastern Europe are unlikely to involve any significant diversior
investment funds away from developing countries.

i
19 Lasi-West Joint Ventures News, No. §, July 1991, UN Feonomic Commission for Europe, G
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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% of the global total in the first
half of the 1980s, their share falling to 18-19% in the second half, the
average for 1888 and 1988 being even lower at 17%.2° This decline reflects,
in part, the difficulties of debt-burdened countries in attracting foreign
private investinent but, in part also, a large expansion in ¢ross-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 Community countries.

influence on investment-diversion are the very large sums being invested in
the former GDR by private firms in West Germany. As this country has been
a major source of private investment flows to developing countrles German
economic unity could have the incidental result of reducing private flows to
the Third World.

Of considerably more importance than the above aa:{j possible

5. Interest Rates

The costs of German unity, in terms of public sector transfer
payments from West Germany to the GDR budget, have been rnuch larger
than originally anticipated as a result of the rapid deterioratxon in the
economic situation in the Eastern part of the country. For 1{-)90| the public
sector deficit Is estimated at about DM72 billion (2.7% of German GDP), and
is forecast to rise to about DM120 billion (4% of GDP) in 1991.2Y The higher
government deficit will tend to raise Interest rates and, jas 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 Germaninet exports
of goods and services. and thus reduce that country's net capital joutflow,

Though at this stage it 1s not possible to quantify with any precision
the impact of German reuntfication on world interest rates, it would seem
highly likely that the result could be a substantial addition for|the highly-
indebted developing countries in the rnst of sevvicing their foraign debt.

20 The triad in foretgn direct invesiment, Report of the Secretary-General to the UN Commission on
Transnational Corporations, 18 March 1991 (EC/10/1991/2),

21 Econoric Bullelin for Europe, Vol. 42/90, UN Economic Commission fer Eurcpe, United Nations, New
York, 1651 {p. 103).
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8. Debt Service and Debt Overhang

In spite of the increase in the inflow of financial respurces from
Western governments and the international financial agencies, the gross
debt of all the countries of Eastern 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 USSE3 billion.2? The Polish government has for
some time been seeking forgiveness of 80% 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 officlal debt|- the same
reduction as for the poorest African countries under the Toronta Accord - to
be conditional upon the successful conclusion of an agreement between
Poland and the IMF,23

The special treatment of Poland. in terms of debt re-sch
postponement of interest payments, as well as debt forgtveness,
again the question as to whether priority should also now
reducing the debt service burden of heavily-indebted countries in
those covered by the Toronto Accord.

cduling and
raises once
be given to
1 addition to

7. An Overall View
The above discussion has indicated that the economic difficulties of
the transition to market-oriented systems {n Eastern Europe and the 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 western markets; a terms
of trade effect resulting from increased Soviet exports of many important
minerals and metals to western markets; and an ald-diversion effect
resulting from a sharp expansion In aid flows to the former C? 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, incluﬁii.ng income
support for agriculture in developed countries, this could ise any loss
in market share resulting from increased competition from East European
suppliers, New mechanisms may also be required to underpin an expansion
in East-South trade In the transitional period it which a severe shortage of
convertible currency remains a major Umiting factor. There 18 ropm here for
some new international initiative to finance a substantial expansion In the
volume of East-South r.rade

The potential aid-diversion effect could also be reduced, or even
eliminated, given the necessary political will on the part jof western
governments, for example, by increasing the resources available to the
various International financial institutions by appropriate amourits, so as to

22 Economic Survey of Ewrope, op.cit. (Table 3.3.12),

23 1bid (p. 107).




ensure that concessional flows to developing countries are m
preferably increased.
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tained or

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.
particularly to the conversion of the 'military-industrial compl
purposes, and to the creation of new institutonal mechanism

5 applies
to civilian
to ensure

that an agreed proportion of the resources released from the reduction in

military 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 Eastern 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

prolonged period of depressed prces for minerals and rnetals

might also

stimulate the main producing countries to give serlous consideration to
supply management arrangements designed to achieve more remunerative

prices while steps are taken to diversify their economies.

Lal J

yawardena

Helsinkt, September 1991
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A Post-Cold War Securlty System:
Implications foxr Europe

Richard Falk

The case for humility and disclosure:

--failure of anticipation (emancipation of E. Europe, Gulf War,
collapse of Soviet empire).

--observational subjectivity (during the Cold War the geopolitical
landscape clear; post-Cold War divergencies: unipolarity or
multipolarity; Gulf War as model or unique instance).

--globalization of world economy is a vehicle for visions of "a new
world order," but a vision without community or purpose; the
importance of counter-visions at this point in history.

Geopolitical Myopia. From a global perspective the Cold War has
not ended, especially in relation to Asia (the Pacific reality of
ideological division persists, and paradoxically may be
intensifying). But we use the rhetoric of post-Cold War world
because we remain conceptually entrapped in a Eurocentric
worldview. The Cold War has ended in Europe, but neot in the
Pacific (and was always as much pretext as text) in the Third
World. The Asian agenda persists: reunification of Korea; self-
determination for Tibet; future of Taiwan, Hong Kong; resolution of
Filipino internal war; democratization of China; unresolved
Japanese territorial claims vis-a-vis "Soviet Union"--or Russia).
War is still a live possibility on the Korean peninsula; the NDF
and New People’s Army is pursuing a guerrilla war strategy in the
Philippines, with new phase around the struggle over US bases. Is
the Cold War really over? Are we entitled to globalize the
Eurcopean changes by speaking about "a post-Cold War world."

The shifting Furopean circumstance

--before '89, Europe was seeking to regain global stature by
consolidating; since ‘89 this process is more, not less,
complicated and problematic (incorporating Eastern Europe; coping
with Yugoslavia).

--before the breakdown of Soviet power in the aftermath of the coup
(August 1991), Europe remained the most militarized region of the
world, and throughout the Cold War, represented the most
strategically sensitive area--an intrusion East or West was
generally regarded as the spark that would ignite WW III; the



centrality of Europe (and intra-European history) was a feature of
the modern world, given tangible expression via "discovery" and
"colonialism" and the world capitalist system. The failures of
“balance" within Europe produced two world wars in this century and
"the long peace" ("imaginary war") of the Cold War. Europe was the
eye of the potential geopolitical storm--all else was peripheral
(even China‘s shifts of orientation).

--a tension between Europe's attempt to recover central role (via
Euro-federalist, Delors) and the displacement of Europe by way of
"Pacific Shift" (Helsinki 1975 stabilization and the dynamic of the
Pacifie Basin trading bloc)--the complex circumstance: European
"security" improved by stabilization but its significance reduced.

--as long as Cold War persisted Europe'’s place in the world system
was central, if for no other reason than the perpetual mobilization
for WW II1 (only 2 days notice...the deterrent challenge was
focused on Europe; role of NW, etc.) (Snyder; Mearsheimer).

--the ending of the Cold War eroded this centrality to a degree,
but the Soviet collapse and the nationalist challenge to Soviet
centralism in the aftermath of the August coup was decisive--
Europe, for the time being, is unthreatened from without or within
(WW I, WW 11 generated by "German problem",; Cold War by Soviet
"threat"); the major European states are moderate in outlook and
emphasize cooperative aspects, and there exists for Europe no large
dangers from Russia or the United States.

4., Implications for Eurgpean security

--the internal regional challenge (peacekeeping in relation to
ethnic conflict--Yugoslavia). The choice: insulation or
"management"; (capital investment in East Europe--stance on
development). The choice: Western European supremacy or full
regional integration.

--the wider global challenge located in Third World, especially
Middle East (the Gulf War as text or lesson? i.e. Europe as
passive echo of US or as moving toward geopolitical independence}.

--choices
internal regional emphasis
enhanced geopolitical independence
A+ B
neither A, nor B

A digressioﬁ on "New World Order”

--Wilson, Lenin, Hitler provide antecedents; only Lenin had a truly
global conception based on revolutionary struggle of exploited




classes; Wilson's conception--Eurocentric, naive, inherently
unworkable.

--Bush's claim more ambiguous (with Soviet surrender, European and
Japanese passivity, there is a hegemonic opening for the US, but
who will pay...and can it last given the competitive weakness of
the US and its internal deterioration).

-
--since the Gulf War there is little reference to "the mnew world
order," especially not from the White House...from geopolitics back
to geoceconomics: either G-7 or tripolarity.

--can the new world order (i.e. a post-Cold War world) be
introduced effectively in Asia (China‘’s anti-democracy; Korean
split; Japan's territorial claims against the Soviet Union; still
simmering civil war in the Philippines; unresolved futures of
Tibet, Taiwan, Hong Kong).
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Nationalism and ethnicity in Europe 1
George Schopflin

The 1990s have clearly seen a major shift in the functions, perceptions and effects of
nationalism in Europe.] Whereas in the immediate postwar years, nationalism was for
all practical purposes a kind of political pariah, a phenomenon that was regarded with
maximum disfavour, 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 contributed significanty to the
pattern of politics, though it was seldom understood in this way.2 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 conceived 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 ¢laims that the world is divided
into nations and only into nations; and that each individual belongs to a nation and only
to one nation; nations may be defined by various characteristics, but crucial among
them is their relationship 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 conceptually
separate from nationalism.3 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

! Some of the arguments in this paper appear in George Schépflin, 'Nacionalizmus a
posztkommunista rendszerckben', Vildgossdg, Vol.33, No.7-8 (July-August 1991), pp.481-491.

2 Joseph Rothschild, Ethnopolitics, (New York: Columbia University Press, 1981).

} John Armstrong, Nations before Nationalism, (Chapel Hill, NC: U. of North Carolina Press, 1982).
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feudal bonds of loyalty. Itisonly 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 only claim to be
authentic statessf they were the expression of the aspirations 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
involving 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 legitimation 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 1o
connect the entire population of the state with its political institutions and claim to
exercise power or control over it in the name of popular sovereignty. This pfocess is
the civic core of nationhood, its channel into politics. Nationhood, then, should be
conceptualised as simultaneously having a potitical (civic) and a cultural (ethnic)
dimension. Of course, the role of ethnicity in politics had been present and understood
previously. 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
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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 ook place
with the end of the 18th century - the French revolution is a suitably symbolic marker.

The explanation for the sea-change lay 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 (ie
"rational") basis. In effect, the new demands were cutting across old loyalties 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 centralised 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 4

For the last two centuries in Europe, polities have subsisted on a mixture 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.>
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 decry the
ethnic aspects of nationalism and deny them any function. Yet the argument that central
constitutive element of any political community is the set of affective bonds derived
from a shared a 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, Switzeriand included (see
below). On its own, democracy is not capable of sustaining the vision of past and

4 (ed.) Charles Tilly, The Farmation of National States in Western Europe, (Princcton, NJ: Princeton
University Press, 1975); Andrew Orridge, 'Varictics of Nationalism', in (cd.) Leonard Tivey, The
Nation-State: the Formation of Modern Politics, (Oxford: Martin Robertson, 1981), pp.39-58.

5 Anthony D. Smith, National Identity, (London: Pemguin, 1991).
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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 suppbsed 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.®

What has happened in Western Europe is, as suggested already, that nationhood was
pushed out of sight and effectively ignored in the post-1945 peried, in what should be
regarded as an epic battle between liberalism and Marxism. Now that this conflict is
over, with the defeat of the laiter, 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 ideclogy 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 dominant 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 urbanised middle and workiﬁg 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 process
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 systern.”

For much of the subsequent century-and-a-half, the problem of integrating 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 redistribution of political power. Conservatism failed to produce a coherent
philosophy to tackle these issues head on, rather it tended 1o 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 community. The

6 Maurice Keens-Soper, ‘The Liberal Staic and Nationalism in Post-war Europe', History of European
{deas, Vol.10, No.6 (1989), pp.698-703.

7 Istvan Bib6, 'Rellections on the Social Development of Europe', Democracy. Revolution, Self-
Determination: Selected Writings, (Boulder, CO.: Atlantic Research, 1991), pp.421-526.
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*'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
marginalised 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 nationalism in legitimation,
but in these contexts nationalism was embedded in other conflicts and was perceived as
only the first level of explanation (eg. the Franco-Prussian War).

The period after the First World War saw a massive loss of faith in building on the
existing European tradition, understandably so in the light of the terrible devastation
that Europe had undergone. The problem of broadening popular participation
remained, coupled with a weakening of the self-legitimation of the ruling élites. This

3. :
~inevitably produced a gap in the fabric of thought and through this gap, there emerged

two broad radical alternatives - the fascist and the communist. Both these radical
S

- 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 super-powers, 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, fasci$m 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 under the transformed circumstances. Europe was now
- essentially redefined as Western Europe. As long as the countries of Central and
Eastern Europe remained under Soviet overlordship, 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 Europeans 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 criteria of liberalism, Christian

Democracy and a degree of étatism. But the commitment to pluralistic democracy and
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market economics was firm and grew firmer with success - political stability and
€Conomic 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 right, but also as a significant redefinition of
the European identity. From that time on, the identity and agendas of Europe were
inextricably intertwined with the EC and the entry of six new (Western European)
members confirmed this. There was no Europe other than the one cenired on Brussels.
This, however, had a marked impact on nationhood and nationalism. Political integra-
tion was perceived primarily as an economic, administrative 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 saliency. This attempt to divorce political community from its cultural-
affective elements had a certain political attractiveness in the immediate circumstances 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 super-power rivalry, which could not tolerate minor
conflicts with their origins in nationalism. 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
generation 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.8
Indeed, until the recognition of the independence of the Baltic States in 1991, only
Bangla Desh was successful in gaining recognition 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
Soviet Union, for which recognition would not be immediately forthcoming. Biafra
was an earlier example of a#;%m%lon that was not recognised. The Helsinki
process was as strict on this as the UN.

Decolonisation 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

8 James Mayall, Nationalism and International Society, (Cambridge: Cambridge University Press,
1930).
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" decolonised states. On the other hand, until the completion of decolonisation 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 Western 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 values. The
United States was consistently hostile to Europe’s overseas empires (eg. 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 circumsribed. 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 meaning 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 éenewed self-confidence of greater prosperity,
the narrowing of horizons with the cndicmpire and the demand for greater democratic
control based on the cultural community rather than the staie where these two did not
coincide. Itis 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 characterised by one crucial 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 provisions fors mi-
nority languages and so on. With one or two exceptions, the democratic systems were
able to cope with these movements fairly successfully - Northern Ireland and the
Basque country represent the main failures. Elsewhere a variety of techniques were
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‘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 legitimate 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 identities, while salient, were
only seldom allowed to dominate agendas; both groups and individuals found
themselves caught up in a network of competing interests and identities, which tended
to do\i'rllgrade the impact of ethnic mobilisation and permitted the operation of
compromise mechanisms. Above all, where remedies for ethnically based grievances
are feasible within the existing political framework, reductionist mobilisation does not
take place. Reductionist mobilisation is the state of affairs where all questions,
problems, arguments, demands etc are interpreted exclusively in ethno-national terms
and political articulation 1s reduced to this one cleavage. Evidently in a situation of this
kind, the normal arrangements, compromises and deals that democratic systems brin.g
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.

Consociationalism

The most significant of the techniques used to integrate multi-ethnic populations is
consociationalism,? Consociationalism is a way of governing decp]y segmented
polities. In states where there are major and strongly persistent cleavages (ethno-
national, religious, racial, linguistic), majoritarian politics will clearly be a recipe for
disruption, as each group looks to maximise its advantage to the disbenefit of others.
Indeed, if relations between two ethno-national communities deteriorate and reduc-
tionist mobilisation 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.

? There arc others, like assimilation and inlegration, cantonisation, federalism and arbitration. Sec
Brendan O’Leary, ‘Nine Grand Methods for Dealing with Ethnic Conflicts’, Conference Paper,
Bélvanyosfirds, July 1991; in Hungarian, 'Erdély = Eszak-Irorszdg 7", Vildg, Vol.2, No.37, (11
Scpiember 1991), pp.41-43.
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The key aspect of consociationalism is that it is anti-majoritarian and thus completely
alien to the Anglo-Saxon tradition of political organisation. Notably, it recognises the
collective rights of groups, both as against other groups and as against their
members.!® The may certainly derogate from individual rights and seem contrary to the
principle of the equality of all before the law, but is nevertheless desirable if the
alternative is disruption or low-level civil war (viz. Northern Ireland, where the
consociational solution was attempted too late, after reductionist mobilisation made its
chances of success futile). In fact, of course, European political systems recognise that
combinations - group rights - are a part of modem 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 to alternative ways to put its aspirations into effect, conceivably to
separation. Consequently, the majority must accept that its own codes will have 10 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 élite representation, a kind of grand coalition, although other
institutional forms can also be envisaged, like regular consultation with all groups by
the president. The basic elements of consociational system include consuliation with atl
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 supporters. The
bureaucracy should develop an ethos of ensuring that policies are implemented accord-
ingly, the government should keep much of its negotiation behind closed doors in order
to prevent popular mobilisation around a particular issue which can be related to group
identity and a set of tacit rules of the game should be adopted.!!

19 Consociationalism has nothing whatcver 1o do with the minority treatics of the interwar period,
which sought to guaranice certain protection to national minoritics, and gencrally failed, because the
statc - dominatcd by the majorily nation - rcjected these atlempts. Consociationalism deals with a
situation where the majority accepis 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.

"' The classic exposition of consociationalism is Arend Lijphart, Democracy in Plural Socicties: a
Comparative Explanation, (Ncw Haven, CT: Yale UP, 1977). Scc also G. Bingham Powell Jr,,
Contemporary Democracies: Participation, Stability and Violence, (Cambridge, MA: Harvard UP,
1982), pp.212-218,
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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 tirn, 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 group in the system as a whole - a recognition that their interests will be
taken into consideration in the bargaining. Thus the leadership 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, ie 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 1o consociationalism to base
devolution of power solely on territory. Next, the principle of proportionality 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 success 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 thi2
means a smallish élite, in which there is a strong chance that members of that élite will
share values through similar or identical educational and other experiences. There
should be an overarching loyalty to a legitimating ideology of the state and a cor-
responding 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.

The Central and Eastern European pattern

In Central and Eastern Europe the pattern was in many respects substantially
different. This had both historical and contemporary politii:al aspects. Historically the
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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 interrelationship
between the two that proved to be so significant in the evolution 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-élites were small, certainly well under 10
percent of the population, and they were not politically masters of their own fate,
because of alien, imperial rule. By and large thése sub-élites were divided in their
attitnde to empire. Some accepted the benefits, whether personal or communal, to be
derived from service, other 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 of the community’s previous political autonomy
survived and was used as a reference point by those looking to greater freedom from
the imperium. In some instances, the legacy of the past may have involved legal pro-
visions (eg. the rights of the Bohemian crown),!2 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 Hoty Alliance was, in effect,
devised specifically with the aim of preventing the reception of nationalism from being
pursued to its logical 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 Quoman power from within and the
sense that it was not wholly appropriate for Moslem rulers to govern Christian subjects,
which informed repeated Western interventions in favour of granting independence to
new Balkan states, accelerated this process.

12 Walter Kolarz, Myths and Realities in Eastern Europe, (London; Drummond, 1946).
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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 victors 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 meade it even more difficult for civil society to come into being. The ethno-
national cleavages were among the most intractable. These ethno-cultural communities,
different from the nerliy, found the attempts to mtegrate them into what they

ComE AVD,

perceived as an alien pol:tv)_rmponded with resentment and hostility. The terms of the
integration were, inevitably, loaded against the minority, in that no distinction was
made between loyalty to the state as citizen (and tax'pnyer) and loyalty to the cutltural
community. Ultimately this meant that members of ethnic. minorities were €o 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 exacerbated by the
introduction of collective principle in dealing with non-majority ethnic communities, in
an attempt to bring about ethnic purification. 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
characterises 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
characterised by an ever more desperate critique of the bourgeois order on the part of
intellectuals.!3 In Central and Eastern Europe, however, the older order was stronger
and societies were far weaker, so that intellectudls came to dominate the scene and
acquired an authority which they deployed in the definition of nationhood.

B George Steiner, /n Bluebeard's Castle. {London: Faber, 1971).
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At the same time, because the pc')litical 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 nationhood 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.!4 This high profile role
of intellectuals and the particular expression of nationalism have proved to be an
‘enduring part of Central and East 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 iong tradition of
using or rather abusing nationalism for political purposes not connected with the
definition of nationhood, like delegitimating political opponenis by calling them “alien”
or resisting the redistribution of power on similar grounds.!?

The coming of communism

The arrival of communism transformed the situation in many respects. At the level of
theory, communism and nationalism are incompatible. Communism 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 docirines,

both of which, as argued in the foregoing, were partial responses to the challenge of

. modernity, was niuch 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 Sovietisation. Gradually, and especially after
the second de-Stalinisation 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

14 Zygmunt Bauman, 'Intcllectuals in East-Central Europe: Continuity and Change', Eastern European
Politics and Society, Vol.1, No.2 (Spring 1987), pp.162-186.

13 My own views arc sct out in George Schtpflin, 'Nationalism, Politics and the European Experience’,
Survey, Vol.28, No.4 (123), (1974), pp.67-86.
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helped the explain the initial success of, say, the Ceausescu's régime's mobilisation 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, ie a demand for strengthening the civic elements of nationhood and of the
hope that society would gain greater access to power. This raised a problem, however.
Nationalism may be an excellent way of determining identity, but it has little or nothing
to say about political 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 derived
from the ethnic aspects of nationhood, although in practice this may not be anything

like as clear. In this respect, nationalism 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, programmes 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
nationat 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 constantly
examined and reformed in the light of incoming information about those very practices,
thus constitutively altering their character,”!® has been much impeded by communism,
which claimed to be guided by absolute standards. Thus the kind of relativisation that
has made nationalism a manageable problem in Western Europe, where the demands
for power on the basis of nationhood compete for 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 East European scene and will not
change until nationalism is "desacralised” and subject to other influences, thereby
reaching an equilibrium with the civic elements. In effect, what is essential is that post-

16 Anthony Giddens, The Consequences of Modernity, (Cambridge: Polity Press, 1990), p.38.
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communist polities develop cross-cutting identities, rather than cumulative ones.!?
This will take time.

One-sided modernisation

Communist rule forced these countries through a one-sided modernising revolution,
which has had a considerable impact on two areas directly affecting nationalism. In the
first place, the particular virulence of nationalism 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 modernisation, 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 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 Jugoslavia),

* for despite the absence of collectivisation, 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 new-
found 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 comumunist 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
modernisation, the gradual assimilation of the Central and East European peasantry 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 virtually 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 electrification. In this respect, Central and Eastern Europe
has been globalised and makes the reception o}igl‘f)bzll message of material aspirations
easier to transmit, though its reception will be slow. The absolute claims of nationalism
will only be relativised when the processes of reflexivity and globalisation are

'7 Sce the argument in Patrick Dunleavy and Brendan O'Leary, Theories of the State: the Politics of
Liberal Democracy. {London: Macmillan, 1987).
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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
ali. 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 nationatism, rather than in
its political expression.!8 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 community 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 bases of identity which is at the centre 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. External boundaries define the
community in question against other communities. Internal boundaries refer to the
acceptability or unacceptability of certain patterns of action or thought.1?

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

18 T have explored some of these themes in greater detail in George Schopflin, “Nationalism and
National Minoritics in Central and Eastern Europe”, Journal of International Affairs Vo0l.45, No.t
(Summer 1991), pp.51-66.

1% On boundarics, sec (cd.) Fredrik Barth, Ethnic Groups and Boundaries: the Social Organization of
Culture Difference, (London: Allen & Unwin, 1969).
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" 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.20 But because
nationhood taps into the emotions underlying collective existence, it is easy enough to
confuse the codes relating 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 reference 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.

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. Whereas in Western Europe, the strength of the
civic elements of nationhood, as expressed in the mukiiple and cross-cutting identities
and interests of individuals and groups, coupled with the attractiveness of the
integration process, are likely to be substantial enough to offset occasional upsurges of
ethnic or even ethno-national mobilisation. This does not mean 1o 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 mainienance of democracy, should be

sufficient to ensure that nationalist conflicts do not seriously destabilise 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
difficulies rather than alleviate them. Elsewhere regular adjustments in the distribution
of power should be sufficient to absorb ethno-national demands.

However, the end of communism in the Soviet Union as well as in Central and
Eastern Europe has resulted in two major changes. In the first place, the (rejunification

2 In many national ideologies, therc arc elements of sclf-perception that claim particular democratic
virtue for the nation in question; however, these are contingent and arc in no way necessarily connected
with the definition of nationhood.
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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
democratised East German state could, presumably, have continued in being, in much
the same way as a democratised Hungarian or Polish state has done, if it had had the
ethnic underpinnings, but despite the best efforts of the Honecker régime 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 offstage reference
point for those seeking independence in other parts of Europe. At the same time, there
1s more than a suggestion that the sympathy entertained By German opinion towards
Croatian and Slovenian independence derives at lcas; part from Germany's own
experience. A

The knock-on effect of both German unification and the recognition of the Baltic
States is felt elsewhere, obviously in Jugoslavia, 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.2! The Jugoslav
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 c'ollapsc of that communist legitimation has brought about the decay
of the state as such and the corresponding reversion to the much stronger nationalist
legitimations of Serbian and Croatian etc. nationhood. It appears unlikely in the
extreme that attempts to put Jugoslavia together again can be successful, provided that
those looking to keep it as a single state are committed to consensuality. A non-
consensual Jugoslavia, however, would be rather 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 fall-out in the area of identity. For the

last four-and-a-half decades, Europe has tacitly or sometimes expressty 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,

2 Financial Times, 16 September 1991,

1
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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 sociatism as well.

Post-communism and ethno-national questions

In the post-communist countries of Central and Eastern Europe, the construction of
democracy inevitably means corhing to termns with the resurgence 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
this paper. 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 make provision for the well-being of minorities. Centrally, this will
oblige them to accept and practise 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 segmented societies, have been taken on board. However, the record
of the Central European states - Poland, Czecho-Slovakia and Hungary - suggests that
there is, in fact, some readiness to avoid the worst excesses of majoritarian policies.22

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 sacralising of territory, the
belief that the particular frontiers that have come into being are in some way above
politics, is harmful, because it can fead the majority into the dubious perspective of
regarding all minority claims as an infringement of the sacred territory. There is more
than a hint that attitudes of this kind inforrn Rumanian and Serbian thinking, concerning
Transylvania and the Kosovo. Any attempt to insist that civic rights should bt denied
to those who claim different ethnic rights leads directly to major violations of human
rights.

Finally, there is the broad problem of integration. In order for democracy to operate
effectively, the great majority of the population must feel committed to it and must have
an active interest in sustaining it. Without this, democracy will become the affair of the

22 My own vicws of the problems of post-communism arc sel out in George Schépflin, ‘Central and
Eastcrn Europe over the Last Year: New Trends, Old Struciures’, Report on Eastern Europe, (Munich:
RFE/RL Rescarch Institute), Vol.2, No.7 (15 Fcbruary 1991), pp.26-28 and 'Post-communism:
Constructing New Democracies in Central Europe’, International Affairs, Vol .67, No.2 (April 1991),
pp.235-250.
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€lites and thus be vuinerable to popular upsurges of an anti-democratic nature. Various
scenarios illusrating 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-Americanisation” comes very close to being a
paradigmatic case, but the model is potentially applicable throughout the area, even with
the relatively favourable international environment. Any such a development,
ovcremphasisfi-;ng 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.
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Oleg T. BOGOMOLOV
(USSR)

CRASH-OF COMMUNIST EMPIRE OPENS DOORS
TO EURQPEAN CIVILIZATION

The transition from totalitarianism to democracy and

frxom the command-administretive system to the market is ef-
fected in the Soviet Union painfully and inconsistently.
The resistence on the part of obsolete structures, psycholo-
gical inertia, disbelief in central esuthorities, a low level
of politicals culture and morxals - all these factors make the
final results of the initiated changes still indefinite and
give rise to appearance of ' distorted forms of democracy and
market relations.

Profound Historical Changes

Ohly partial changes took place until recently. The fur
damental principles remained substantially unchanged -~ the
leading r0le of the party, domination of the state form of
ownexship, imposition of Marxism-Leninism in ideology, feax
as a tool of political power. The first attempt of perestro:l
made by Gorbachev has not satisfied the society, nor brought
it out of the crisis, but rather aggravated it. Neverthelest
it pushed up the development of free-~thinking, substantiall:
eliminated military confrontation of the two blocks.

In the light of the developments in Eastern Europe it
has become perfectly clear thet the éxisting system cannot &
improved by'péxtiai perestroixa, that it has completely dis-
credited itself. The society has realized the necessity of

cregtion of a qualitatively new social ozganiiation ensuring




missal of the command-administrative system and unitarian

empire, formation of a novel community of republics, libera-
tion from dogmatism and utopianism, prevalence of the law,
ensuring humen rights and freedoms, integration into the wozx:
economy.

Unfortunately, M.Gorbachev pziér to the take-over did nc
dare to recognize the non-viability of the existing system,
uged any pretext to demonstrate his commitment to the socia-
list idee and communist perspective. He accused both radicals
and democrats of extremism and intentions to destroy the
union state.

The failure of the coup d'etat has accelerated the deco:
position of the union Centre and such its pfﬂaxs es communisz-
party, KGB, military-industrial esteblishment. At last,
Gorbachev has recognized the viciousness of the Soviet model
0f socialism, but did not lose his faith in the socialist
idea. In Moscow, Saint-Petersburg, many other major cities o:
Rugsia, Kirgizstan democratic anticommunist revolutions oc-
curred, The empire collpased within & few days. The republic
incorporeted in the Soviet Union substantially ceased to bhe
subordinated to the Centre, proclaimed their state indepen-
dence and desire to effect their relations on a principally
different basis.

In the terxitoxry of the former USSR thexe formed a moi-
ley mosaic of states with different polifical regimes: anti-
communist, neocommunist, communist-feudal. Lithuania, Latvia
Estonia, Georgia, Moldova went a full separstion. Others,

not without hesitation, debate the possibility of the forma-




LY

3.

tion of a Union of e confederation tyve with unified strate-
gic armed forces and some common institutions for coordine-
tion of policies and joint actions in the develonmént of ec:
nomy, science, technology, eavironment protection, control-
ling terrorism and crime, etc.

In suppression of the putsch the decisive role was pla:x
ed by democratic foxces of Russia headed by B.Eltsin against
whom the plot of thne reaction was directed in the firsti plac
The victory has sky-rocketed the authority of Russia and its
leader. At the same time, the growih of its political influ-
ence and a clearly pronounced anticommunist character of the
processes ongoing in it has frightened communist elites in
some other republics, the more so that the weakened Centre
ceased to be a kind of counterweight in respect of Russia.
This revived nationalistic moods and desire to acquire inde-
pendence in Ukraine, Kazakhstan, Byelorussia, Uzbekistan.

All these developments ere ongoing ageinst the backgro-
und of a true landslide in the economy. While in 1990 the
GNP reduced by about 5 pexcent, in 1991 its expecied drop is
by 15-20 pexcent. Due to a low harvest which, in addition,
is not fully gathered, traditional losses in trensportation
and storage of grain, potatoes and other products, reluctanc
of producers to supply egricultural produce to cities for
devaluated money there comes the threat of hunge:r.

The former Union Centre proved to become & full finan-
.cial'bankzupt. Not only Union, but republican budgets have e
huge deficit. The "hole" in the budgets iz estimated as 15

pexcent of the GNP. The attempt of Pavlov's government to
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save the situation by increasing, by 2-3 times, prices for
baglic consumer goods and administrative 1lifting of prices fo
fuels, raw matexrials, many kinds of chemicals and machinery
resulted in growing inflation which threatens ‘to becbme un-
controllable, The living standards since the moment of intzro
duction of new prices in April 1991 fell by at least 1/3,
more than half of the population found themselves below the
‘poverty level, their incomes being below the living minimum.

Despite a drastic limitetion of the purchasing power oi
the population, the shelves of shops remain empty. The hoaxd
of foodstuffs stocked in anticipation of the price growth
will be exhausted, money reserveg will fade away and the dics
content with the beggarly life might splash out into the
streets. Bqually dangerous is growth of speculatvion, corrup-
tion, crime also associated with dést:uction of the consume:
market' and the system of distribution.

In view of the coming wintexr the reduction in petfroleun
and coal output causes a greet concern. The wear of indust-
rial aend transport equipment results in troubles in their og
ration and heavy accidents.

Dramatic reduction is observed in foreign trade - by
half with countries of Eastern Europe. The external debt in
hard cutrrency exceeded $60 bln.

The collapse in the economy is most frequently explaine
officially as the result of disintegration of the administr=s
tive system before energizing market mechanisms, as well as
by ethnic conflicts and separetism of the republics. In fact

the administrative system was shaken, weakened, but far from
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being destroyed. It is the consumer market that still could
not be regarded as fully developed which has been destroyed.
It pléyed an important role even within the fzamewé:k of the
command economy and owing to this market materiel incentives
for labour were preserved. Their failure resulted in lowezred
productivity and discipline of labour.

0f course, many economic difficulties were accumuleted
over decades, €.g. chronicel lagging-behind of agricultuze
and menufacture of consumer goods, rendering the economy 1lif
less by the enormous military-industrial complex. However,
the main reason of the discrder resides in the unsound eco-
nomic policy of the Centre during pexestroika, first of all
in the money-credit and budget spheres, in agriculture. Ente
prises do not want to sell their products for money which ca
buy nothing, they prefer berter deals. This resulis in rup-
ture of contract relations between entexprises to the detri-
ment 0of production on the whole.

Lack of hard currency for import of numerous materials
and components ceuses reduction or halting of the manufactu:
of many goods, since such import the share of which in the
cost of the products can be minimal has .no substitutes.

Despite the impressive victory of democratic forces in
Russia, the resistance of conservative forces, party appara-
tus, military-industrial establishment has not been suppress
ed yet. The attempts of a partial revenge in the centre and
periphery of Russia cennot be overruled. One cannot under-

estimate the discontent of considerablécmasses of the popula

tion with herdships of their life. Their political indiffe-
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rence during the putsch or even a silent approval of it can

turn into aggressiveness against new democratic authorities

from which a rapid turn to a better life cannot be ‘expected.

It is difficult to foresee negative consequences of growing

nationalism in policies of both communist and anticommunist

Yregimes in gsome republics. This should be added with the dan

ger of rebirth of if not totalitaxienism then authoritarian-
diffexent,

ism but on already /for example nationalistic basis, rathex

than on the communist one. In shoxit, instability remains in

both political and economic development and it is not time

to speak about any turn for the better.

Prospects for Rebirth

The Soviet Union ceased its existence as unitarian stat
and entered the pexriod of dismounting obsolete central powe:z

"

structures, formation of new independent states, shaping of
a new ;conomic and political community which apparently woul
not incorporate all the republics - constituents of fhe for -
mer Soviet Union. It is difficult to estimatve now the durat:i
of thig trensition period. Most probably it will take mozre
than one year. Certain optimism is inspired by President of
the USSR and leaders of the republics who understand the ne-
cessity of not perxmitiing a spontéheéus disintegration of tt
Union and of transforming former powe:r and economic structur
es smoothly and iegitimately under a joint-contzol.
The Congress of peoéle's deputies of September 1991

adopted a constitutional law establishing ftemporary mecha-

nisms of the central power over the transition period up to

signing of the new Union Treaty. By so doing, the Congress
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has substantially dismissed ifself and delegated its compe-
tence to the transformed Supreme Soviet and to the State
Council newly composed of President of the USSR and leaders
of the republics. Ndw the most important laws and Zecisions
made by these bodies will be defined by the position of the
republican leaders and authorities, by their consent. Pxési-

dent Gorbachev has noticeebly lost his former power.

'As regards reorganizaetion of the economy, common budget
division of the Union propexty, gold and currency reserves,
debts and regulation of the intexr-republican exchanges, dux-
ing the transition period all this will be the function of
the Inter-Republican Economic Committee, wherein the last se
is with the republics, not the Centre. The Commitiee has %o
elaborate a treaty on an economic alliance which will regu-
late considexable part of the matters mentioned above.

Such are the new starting positions which mark still
uncleaxr perspective of political and economic stabilization
in that geopolitical space which has been hitherfo named the
Soviet Union. Many will depend on what is the basis of the
new Union Treaty and the Treaty on Economic Alliance, whet
zeﬁub;ics sign it and on what texms. Up to now it has been
defined by the decision of the Congress.of People's Deputies
of the USSR that in the Treaty on the Union of Sovereign
Sfafes each of them can independently specify the form of it
participation, that the new Union should be based on princig
les of independence and territorial integrity of the states,

respect of humen and national rights, social justice and

democracy.




It is intended to reach an agreement on a collective

secutity and defence, while retaining unified armed forces, 1
common command of nuclear and other arms of mass déstructior ‘
Furthermore, a strict observance of &ll international agrée-
ments and obligations taken by the USSR, including those on
arms reduction and contxol,-human rights protection, as well
as external economic obligations should be steadfastly obeye

In addition to defence matters, the competence of the
intended supre-national centre will cover some other functi-
ons delegated by the Treaty participants, e.g. in foreign
policy, settlement of disputes, control of crime and terxo-
rism, etc. It is likely that political and economic institu-
tiongof the would-be Union will resemble coﬁmon authorities
of the European Community.

The interest in the formation of an economic community
(oz ailiance) is revealed on the part of evén those repub-
lics which will not sign the Treaty on the Union of Sovereis
States. It is clear that the community will have & characte:
of being opén for accession and various formsg of associatior
are allowable. In other aspects, however, the concept of th:
commuqity still zemains rather vague. If Russia is its cent:
of.czystallization, the communityaglétaﬁd will be defined t.
a great extent by Russia. The novion of a single economic~e;
legal space which the republics want to have should be mox:
cleaxrly specified. Does it envizage, fox erample, a common
currency, customs union removing any cusioms and adminisira-
tive barriers between the participants, common budget and

resexve funds, common external economic policy? It seems as

i deé.»ﬁut;within the short run it is more realistically to
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rency. It will be hardly possible to stabilize the rouble
and to turn it into & sound monetary unit on the zcale of i
entire Union with great differences in the economic situa-
tion in various republics, their disbelief in the Union c2:z-
tre and its money-credit policies. It is possible to balanc:
the money and commodity masses eithex by lifting every cont-
r0l over prices and recognizing hyperinflation, or by placir
into the market turnover enormous new values which hithexto
have never been'xegarded as cdmmcdities, namely: land, flat:
and houses, shares of enterprises. But this very property
located on the tex:itofy 0f the republics each of them dec-
lares its own., Is it possible to reach an egreement that a
part of it be assigned to the centre to ensure purchasing
power .of money?

The use of a sound and then a converiible common money
unit will necessitate observence of other very important
accordyg regaxrding the permissible limits of deficits of re-
publican budgets and growth of their internal debts, wnifi-
cation of taxation, cusioms, price and social policies,
strict keeping of the unified rules of. banking activities

and granting credits. The ineviiable problem of e common re-

‘gulation of the foreign indebtedness and currency contribu-

tions of the republics for its servicing and repeyment will
also arise. It seema to be difficult to come to an acccrd i:
all these matters, though refusal from a single currency wi:

erngendexr great complications and considerably hamper inter-
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In my opinion, it would be.expedient to maie attempts
to establish a banking and payment union with a common cur -
xencj and joint reguletion of the money and credit emission
Several republics might agree for such expexiﬁent. I2 withis
the Union framework it ic impossible To stahilize the money
unit and carry out coordinated policies in areas decigive £
its existence, there still be hope that Russia will be able
to recover its monetary system and meke its national currem
(the rouble or chervonetz )} the currency for inter-republicar
settlements.

The departure from the former system of arrenging the
Union budget and inter-republican trade basqd on rather ar-
bitrary prices is inevitable, since 1% is dictated by the
desire of the republics to restore the violated equivalence
of mutual exchanges and use of the GNP produced by theix
joint efforts. As a resuli, one may expect an increase of
the active balance of Russia in its exchangg with goods and
services with other republics. Accodingly, the interests of
Ukraine, Byelorussia, Baltic and Central-Asian republics wi.
suffex. To weaken the shock, it would bs very important to
reach an éccoxd on a gradual txansition.fzom one situation
into the other and, probably, not to hurry with the decom-
position of the single monetary sysvem,

Now the republics are more resolute in taking their de:
tiny in their own hands end in,finding the way out of the
economic difficulties without relying any moie on "wisdom"
and possibilities of the Union centre. Russia, for example,

ia ready to teke vigorous and redical measures for economic
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stavilization and use of market mechanisms within the frame-

work of the economic community or, if the formeiion of the
latter ig complicated, independently. ‘

The first indispensible step is heeling of the monetar:
system and creation of real, sound money. A great money ove:
hang with its continuing rapid growth is the result of an e:
cessive money and credit emission intended Mainly for covex-
ing the budget deficit. Under prices controlled by the state
the market was devastated by the unsatisfied demand for gooc
and services. Normal trade was replaced with barter deals;
material incentives turned to be undermined; labour discip-
line lowered. The econdmylfound itself in the state of a fre
fall.

It can start to recover on the basis of a changing et-
titude of people to their lebour and, hence, growing output
and productivity of lebour. To do so, it is necessary to in-
roduce real material incentives, ensure motivation by means
real money and changed relations of ownership, in agricul-
ture in the first place.

What is to be done to make the rouble g real hard cur-
rency with its subsequent trensformation. into a convertible
currency? Can this be achieved in the short xun? In my opi-
nion, there is such a chance, at least in Russia.

It has become clear today that the money system reform
cannot be delayed. However, the measures taken up to now by
central authorities proved to be unsuccessful. Doubling and
tripling of prices by way of administrative decisions with e

purported gradual liberalization of pxices turned out to be
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hopeless., Contrary to calculations, & strong impetus to in-
flation spiral untwisting, further stagnation and reduction
of output took place which resulted eventually in & growing
social tension. '

Fiscal measures lowering real incomes of the populatior
are insufficient. Many other things are required, in additic
to them, for stabilization of the monetary system, first of
all, expansion of supply of goods to the merket and a reso-
lute yeduction of the budget expenditures and the budget de-
ficit. The state can offer a part of its properiy - land
pldts, houses and appartments, shares of enterprises - fox
sale in the market., This property assessed by Western ex-
perts in merket prices and hard.cuxzency could become an an-
cor ensuring stebility of our moneta&y and credit systems,
provided that, of course, a considerable part of this prope:
ty wodld be tradable in the maxrket.

At the same time, one should not undexestimate the re-
leted difficulties. The population whose incomes have been
intentionally restrained by the government at such level as
to prevent big money accumulation, is incapable to buy out
even an insignificant portidn of the state property. Beside:
the population is puzzled by the ﬁ:oﬁosél to buy out the pr:
perty from the state, since it has been'always declared tha“
this property is a whole-national wealth and each citizen
theoretically is its co-owner.

For this reason, in Russia and some othexr republics the
idea of granting to every adult member of the society a cer-

tificate (voucher) or opening a benk account for a certain
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sum equal to about 30-40 percent of his poxrtion in the com-
mon property obtains a growing suppoxrt. This vouchexr can be
used for buying a land plot, house or a flat, shares of en-

4.

terprises or can be deposited in a bank with the right to
use the money after 2-3 years. A considerable portion of the
state property could be subjected to distribution by means
of such certificates, while the remaining amount could be &
thé disposal. of authorities of d%ffaxent levels a2nd be =c¢if
by them in the market.

This mode of privetization theoretically can strengther
the market and the monetary system owing to expanded supply
of goods and assigning'propexty to a large stratum of owners
i.é. owing to the creation of a middle class which would ove
interested in the progress of market relations and a furthe:x
accumulation of property. A part- of incomes frdém sales of
such propexrty should ve withdrawn from circulation ox frozer
for 3-4 years.

The restorxation of money and credit systems, of course,
would necessitate other measures: strict rules reguleting
bank.-credits and loans, an antimonopoly law creating & com-
petitive atmosphere, liberalization of: prices and import anc
introduction of market rates of exchange for a foreign cuxr-
rency. It is vexry likely that a money reform would be needec
with exchange of old money for new one with the view to 1i-
miting the solvent demand.

But one of the main prerequisits, of course, is liquides

tion of the enormous budget deficit and bringing state exper

-, . ditures -in consistence with its incomes. Demilitarization of
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the economy and reduction of military spendings have become
an urgent economic and political imperative. Howevex, the
military-industrial complex is strongly resistant dgainst it
At the same time, the country cannot alieady bear the burder
0f excegsive military expenditures and large-scale investmen
programs financed out of the budget. Aftexr failure of the
putsch major cuts in expenses for military puxrposes have be-
come quite real. It is also clear that one cannot any longe:
postpone sirict budget restrictions on subsidies to loss-mak
ing enterprises.

A relatively fast improvement of the situation could be
reached in egriculture -if a more radical, then up to ncw,
reform of agrarian relations and elimination of the feudal
system of obligatory deliveries of agricultural products are

-

performed. It is about time to xscognize-the priviate owner-
ship Jf lapd and allow trade with it (even for some catego-
ries such as plots foxr counbry houses, lodging facilities)
and to permit to agricultural producers affer paying vaxes
(probably in e physical form - with grain, meat, milk) to
sell the remeining producis. The land allodated to collectix
and state farms for eternal and free use must be returned
into ownership of state authozitie;,.whexeafter it can be
bought out or rented by formexr or new éwners. Artificial ba:
riers in the developmenf of private farms should be removed
and stafe support should be rendered to such farxms, includir
manufacture of necessary machinery, fexrtilizers and material
for them.

Such ‘are, in my opinion, the primary measurés which axe

capable df catalyzing the turn for the.better in the econom;
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inspiring people with the hope for & possible zebirth., But i

ES

will take many years to create 2 normally functioning market

'

economy.

Overcoming Isclation from the World Economy. Western
Support |

The revolutionary changes in Russie which are also spre
over other republics fecilitate overcoming of isolation fron
the world economy and open new promising markets for interns
tional trade. This is evidenced by the removal of the state
monopoly for foreign trade, new laws pxomoting foreign in-
vestments, creation of joint ventures, etc. However, there
are still numerous obstacles hindering business cooperation
with the West. This relates to the order of obtaining export
and import licences, customs duties and rules, provision of

joint enterprises. with raw materials and components, taxa-

tion and banking regulations. But the mein point is in that

both in Russia and in other republics the required maxrket
environment with convextible currency is lackxing. And this :
now still the most serious obsfacle for integration into th-

world economy.

EN

Actuation of market mechanisms will make it posgsible ic
find additional opportunities for increasing expoxts andg,
hence, for buy;ng goods ebroad. Such opportunities axre avai:
eble at small-business enterprises, municipal authorities.
But iestxuctuzing of big industries is algo required in the
interests of the formation of a powerful and competitive

eXpozt sector of the economy.

Conva151on .0f the defence industry opens an access to

-the hlgh technology of the military-industrial complex. Its
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commexcialization will enable export o principelly new zood
possible. This is one of the most promising areas for joint
ventures with Wéstexn companies.

We cannot set great hopes for expansion of import of
mechinery and equipment from the West on a cfedit basis. AL
the present time the price of such credits is very high.
Taking into consideration the inefficiency of exploitation
of the imported equipment (which, unfortunately, is charac-
teristic for us), it is clear that a further growth of fore-
ign indebtedness will be e heavy burden for the economy. Fo:
this reason, it is likely that preference will be given to
other forms of collaboration such as indust&ial cooperation.
joint enterprises, direct foreign inve gtments and free eco-
nomic zones for joint ventures established in the terxritory
of Rugsia. Unfortunately, & poor state of the economy force
the republican governmeni to find new credits.

While regarding prospects for a deeper involvement of
Russia into the world eccnomy, one zhnould rave in mind the
role that is playeéd by transnational corporafions in the in-
tegration processes ongoing in the world. Despite the conv-
radictory character of their activities from the perspectiv:
of national interests of the countries where they have thei:
effiliates, these corporations do contribute to acceleratio:
of technological advance and a greater interdependence of
different countries. They exext a growing influence on the
dynamism and geogrephical flows of the world trade. Among
developed countries of the world only Soviet:Union did not

have its own large-scale transnetional companies with affil:
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ates all over the world. Neither hz=s it affiliates of iVles-
texn companies in its ferrifory yet. But it is quitfe cleex
that Russzia, Ukraine and other republiics will heve'fto creaie
favourable economic environment for the activity of foreign
companies, On the other hand, with time 1t is possible %o
expect investments of Russian, Ukranien, Kazakh capital in
Western countries.

The basic means and resources for economic récovery
that the initiated enticommunist revolution is intemnded to
¥Yelease are inside this country, noit outside. They are con-
cealed both in socio-politicel and economic spheres. Democre
tization of society, emancipation of public consciousness,
awakening of talents, moral and cultural upéuxge of the po-
pulation are the decisive factors of our rebirth. The main
obstacles in this xoad - insuffici;nt meturity of the civil
socie‘fy, lack of experience and professionalism in new stru:
tures of power.

The West can substantially speed up the renovation of
the Soviet gsociety by showing its readiness to reach a comp-
romise on the issues of reduction of conventional and nucle-
ar weapons, by continuing political dialogue with central a:
republican leadexrs and widening cdntacgs and cooperxation in
all spheres. The difficulf process of demolition of totali-
tarianigm end transition towards democracy and market needs
not only moral é.nd diplomatic support of the leading indust-
rielized states, but their technological assistance, parti-

cipation of Western capitel in modernization of industrial

and agricultural enterprises, " managerial expertise. An ecs

‘senfiéi:helb_éaﬂibé'éffected by elimination of restrictions




18.

on transfer of technology, zranting most—fa%ouxed—nation
treatment, accession of the new Union or its individual mem-
bers to international economic oYganizations. '

The troubles in pzo&ision of urvan vopulation with fooc
stuffs and pauperization of numerous strata of population ir
Russia and other republics have raised the problem of huma-
nitarian help by the West. Of course, it will be accepted
with thanks irrespective of its painfulness for dignity of

those who take it. Our people got in troubles due to the

£ilthy social system and its leaders. The food supplies and

otk

other assistance will make it possible to a cextain extent
relief the dangerous teénsion and facilitate.the transition %
the markei economy. But 1f efficieni mechanisms of distribu-
tion of this eid with participatiocn of the West are not four
it'migﬁt not reach those who need it, but fell into hands of
speculators and bureaucratic structures.

The greatest contribution to the recovery of our eco-
nomy can be made by direct investments into the industries
which define the improvement of humen life, betiter quality
of products, reduced losses, ligquidation of acute shortages
of goods, propagation of high technologies. To encourage the
inflow of such investments it 1is necessary to have guaran-
tees eithexr on the part of governments or banking institu-
tions. Governments of Wesbexrn countries could do much to giv
such guarentees and form appropriate banking mechanisms.

0f course, until political instability and non-settle-
ment of inter-republican relations are preserved, a cexrtain
restxaint on the part of Western business partners will-take

¥pféce;"
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At the same time, during this very pexiod of the development
of democracy and market in this country the West is capable
of rendering & very substantial support to this process by
showing the required broad-minded approach. The aid in vari-
ous forms including free one is needed for the new sector o:
entrepreneurs, family farmers, entexprises of merket infra-
structure, democratically elected authorities. However, it
will be also requested by those who would like to prevent i
dismounting of obsolete structures.

In other words, the West faces a difficult problem of
elaboration and coordination of its policy of rendering eco-
nomic aésistance to new democracies origineting in the ruins
of the former Soviet Union. It is desi:able.that the West
could exert a productive effect on the development of these

-~

difficult transformetions.

~

New Realitieg in European Policy

The crash of the last world empire and originetion of :
new international formation in the fterrifory of the USSR wi’
bring about essential cheanges at the political map of Buronpc
This will have serious consequences for the global system o:
. international relations. At the mqmeﬁtiﬁt is impossible o
fozésee'all effects of this process. Bdf it is clear that
the victory of democratic forces in Russia, removal of the

communist party from power, market reforms will clean the

independence into the global civilization, the prospects fo:
international cooperation will be much better. Howevex, the

|
road for incorporation of the republics gaining their stafte
pr@gagsqs,of decommunization, market and democratic trans-
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formations have not yet acquired an all-round.character,
they are going inconsistently and non-uniformly. The poli-~
tical instability in the aecomposing Soviet Union bears a
threat fdx international security and nuts forward a number
of new problems facing foreign policies of Western states.
How to make a better use of the historical chance for impro:
ing internetional climate formed by radical changes in the
Soviet Union and Fastern Europe? What should be done to avo:
destabilization cof the interngtional situation,_eSpecially
in the European -continent, as a result of acute contradic-
tions and economic difficulties of the transition period?
There are only most general answers to thesq questions.so f:
The enormous military potential of the Soviet Union
to a lessening extent can be regarded as a threat Ifor the
West. The xepublics on whose territory nuclear arms are de-
ployed - Ukraine, Byelorussia, Kazakhstan - intend to become
nuclegr-free zones and to give their nuclear arms to Russgia
Thié will meke the Russien leadership actively strive for
reduction of strategic nuclear and conventional arms, liqui-
dation of tactic nuclear weapons, The location of the most
. dangexous arms on the Russian texxitp;xﬁgnd, aprarently,
undex coqtfol of the democratic anfiéohﬁunist presidential
power minimizes the risk of any incidents. In the fixst plac
'Russia can become a guarantor of a strict observance of all
hitherto taken, on behalf of the Soviet Union, internationa.
obligations within the CSCE framework for control and reduc-
tion of armaments, in the human rights area, etc.

The ideologization of international relations with its




"class approach" that so noticeably hindered achieving comp-

romises in the past and maintained "“cold war" has ceased.
It is possible to forecest with assurance ihat the’ coordi-
nated foreign-policy course of the new Upnion which will ap-
peaf instead of the USSR, that of Russia and Ukraine in the
first place, will be aimed at joining the European civiliza-
tion, integreting into European and global political and ec
nomic structures. As it seems, this fully meets the intezres
of the West. Today, like never before,'the integrity of Eur
pean security is felt. Prospering Westexn Europe cannot suc
cessfully develop further being fenced-off from Eestern
Europe, from newly appearing states in the USSR territory,
from their problems and tragedies. The split of Burope into
poor and rich one might become a source of an equal tension
es its separation into two systems with the opposite ideolc
gical\oxientation. It is important to concert efforts, to
agree to render the required assistance in order to avoid
all this.

Stabilization of ithe situation in the East-European r¢
gion will depend to a great extent on the mannexr of resolv-
ing ethnic and territorial pxoblegs wh%gh came to the fore-
-f:ont as & result of crash of totélitafian sysfems. Taking
into consideration weakness, inexperience and immaturity of
.'the emerging democracies such ethnic dispates might turn
into armed conflicts like, for exemple, in Transcaucasus an
Yugoslavia. The European community now faces a very difficu
task to contribute to settlement of these conflicts., Effec-

. tive international mechanisms, go-~between procedures are




required. to ensure resolving of inter-ethnic conflicts both

inside states and between them only by peaceful, political
measures.
¥ 15 obvious thet peace in Euxope should rest not onl
on recognition of the right of nations for self-determina-
tion and inviolability of the existing borders. To maintain
it, all states have to take gound obligations to respect
humen rights, as well as righbs of ethnic minorities, not
resort to force in solution of domesbic:ethnic problems.
The decomposition of the Warsaw Treaty and COMECON hes
created a cerfain vacuum in the European political situatio:
The Soviet Union has lest its interest in Fastern Euzrope,
while the West is not in a hurry to occupy fhere its formex
pogitions. There are, however, signs that this vacuum will
soon be filled with new forms of political and economic in-
texacéion. Russia shows initiatives in resuming, on a new
basis, relations with Czechoslovakia, Ppland, Hungary. At
the same time, the latter countries make attempts foxr a
"tripartite" cooperation in the military-political axrea.
They have very much in common. In particular, they are more

advanced in carrying out market refoxms _than othex count-

rles. Their relations are not clouded Ey political oxr ter-
ritorial disputes. All this creates prerequisits fqr a sub-
regional integration which can be jolned by other states,
e.g. Lithuenia, Latvia, Estonia. Similax tendencies towards
alliances and associations of states on a subregional basis
can. play a positive rxole in the pan-Buropean process.

The situation in Bastern part of the European continen

does not give a great Optlmlsm [0 fax in respect of const-
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Prof.rihaly SIMAL

GLOBALISM, REGIONALISM, NATIONALISH. _
(End Century Dilemmas about  Opportunities and Roaoblocks for a
New World Order and the Future of Eurore.) o

"Every age has had its burden of
misfortunes and dangers and has
nurtured its hoees”

Aurelio Peccert,the founder of
the Club of Rome).

From among the many ideas and movements which emerged,faded awsy
or survived several "isms" claimed the Zo-th Century so far.The
agenda of national and world politics has also beerr very rich in
misfortunes,concerns and false or real hopes in this turbulent
century,

Ideas and concepts about 3" new order” which will bring peace and
haopiness to humankind or at least for some groues of it

apreared also in the vocabulary of different political move-

ments and political fivu-es since tne begirita ot the Century.
Sometimes those concepts snd demands became the motive forces

of different costly actions which rather often failed to achieve
their goals but at the same time they became the sources of human
suffering.

At the early 1990-s from among the many new or older’isms which
agre still with us  nationalism.regionalism_and qlobalism as_
ideologies or auiding principles of acticns seem to be especially
pertinent ones. Will they together or any of them separately be
the final "tag" on the Z0-the Century or the 'catchword’ for the
future historisns #trying t0 understend and explain ocur century
will be something else,like "The End of Great Empeires”

“The Fra of the Great Global Changes” "The Begginmig of a New
Global Peace Order” or the prelude to the era predicted in
doomsday pProchecies:to Megaeroblems and Megacrisis”.Will it be
rossible at all to characterize our century with one catchword or
it 1s more feasible to label shorter reriod within 1t? The answer
of the'rrophecies"to those aquestions would have been certainly
different in the different eceriods of this turbulent Century and
by the various actors of socio-political life on our Globe, It is

and it will be difficult for the future historians (ot cnly for
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the prophets) to give g universally acceptable catchword even to
the shorter eras within the century.It 1s also well known, that
such radeas as globaiism, regionalism and nationalism appeared
&also 1n one way or another in various political movements and
iceologies in many concrete forms and served many,often

diverging gosls.

The ansivers may also differ today 1f the above three categories
are consigered from the point of view of those fighting for self
determination for national identity or from the point of view of
intemnational political economic or ecological govemnance.

The interests and values behind nationalism,regionalism or
globalism were of course far from identical either.They were
interwoven with many other problems, and they represented a
"burden of misfortune” and ‘“dangers’for some but ‘“hopes” for
others as the history moved from the era of the great empires to
the world of about 170 states(and their number is still on the
increase) end their system of intemational organizations, from
the realities of 1,6 bilion reople to the concems of more than 6
billion,from the promises of the electric power automotive
vehicle and large scale mass production to the challenges of the
information age,biotechnoloay and ecological catastrophies, from
the promises of o1l a5 a8 new and extremely efficient fossile fuel
to the nuclear enerqy and the dangers of a nuclear holocaust.

All those changes represented new chal ?efvges and hopes, brought
about new conflicts and offered new possibilities in building
new ‘peace regimes” and paved the way for their collapse.

From the point of view of the future it is a fundamental question
to what extent the global changes at the late 1880-s5, early 1997
s represent a regl tuming point in history not only in concerns
and hores but also in the role of globalism,regionzlism and
nationalism. The answer to that aquestion cannot be given in
abstract, theoretical terms.While the theories of intemational
relations may well be influenced by the changes the concrete
analysis of therr implications 1s & fundamental task even from
the point of view of the theories.In this paper I have to confine
the investigations to the interrelationship of the changes with
those factors and trends which are behind the contemporary prob-
lems of globalism regionalism and nationalism as they apoear on
the flag of different contemcorary political actors which may
have a grven sometimes decisieve influence on the changes.

The transformstion in the Soviet Union and in Central and
Eastern Europe which resulted the collapse.of the post Second
world War political status quo in Europe marked the end of the

A



-~

3.

Cold War period with imoortsnt global consequences. The causes and
the conseauences of the changes cannot be uwnerstood in a one
dimensional way and cannot be defined only in short term
rerspectirves,

The short term perspectives represent only one, and for certain
political actors uwndoubtedly very imeortant dimension for the
evaluation of the changes. The glabal system of the Ilate Zo-the
Century however is an extremely complex formation as old and new
macro and micro actors and issues are simultaneously present

and new interrelationship has developed not only between ststes
but also between political and economic factors.There are
important changes in the factors and conditions determining

the shifts in the global power structure due to the new and
rervasive role of new technology and the changing technolo-

gical foundations of the society, the iricreasing importance

of transnational caeital movements, the globalization and
integration of markets, the new forms of carnﬁetmm and
cooreration on global level.

Bevond the more than 170 states - of different political
economic and technological capsbilities interests and values,
there are imoortant transnational  actors:transnational
corporations,banks,about 30 regional economic orgsnizations.
Interaovermmental organizations of @global character are
functioning in almost every imoortant field where the interaction
of the states is strong and where more global cooperation and
common rules of ackions are required. and many “nongovernmental”
Hterriational organizations exists with wide intermnations.
networks,

There are many new problaems in the gicbal system which are

the conseaquences of the changes and the solution or even
mitigation of which gamands global political thinking and & much
higher level of fnfernational! coorperation. The needs however

have to be translated into global actions and this process
reqiire not only noble 1deas and declarations but mechanisms

for the harmonization of intersts and goals of countries.The more
the global processes infiuence differently(favourably or
acversly) the countries(technology for example has been a major
polarising factor)the more difficult this harmonization will be
on global level.The new actions require changes in naticnal
thinking and 1n the speed and erfficiency of national decrision
making which upgraded the importance of the functioning of
national political regimes from global point of view since
Flexibility,adsptibi ity and the cacabrlities for the efficient
use of resources eseecially human resources became fundamenta]
factors in international performmance of countries.Rigid dictato-
rial regimes with their hierarchical structures asre less and less

able to live with the new challenges.
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The changes which have been taking place in the global system
mage highly probable that the 199-s will be & far more
turbulent and difficult decade than the one we passed,at the same
time new possibrlities emerged to deal with the causes and
consequences of the problems and thus regucing the inherent
confrontation between globalism,regionalism and nationalism.

The process however will not be easy and smooth.

The transformstion in the Soviet Uhion, the revolutionary changes
in Central and Eastem Europe gave birth to new 1oeas and hores
about a new era of peace,disanmament and international coorera-
tion.Almost thirty vears after the famiis book of Daniel Bell
about “The end of ideology was prublished and became the star-
ting point in the debates of global dimension about the role

of ideologies in general in the modermnm societies,about the caps-
bilities of fading ideologies to adiust,change and come back
again and in general about such i1ssues how 1deologies end,

some political analists started talking sbout the disamppearance
of the basic conflict and systemic confrontation and about 7ts
implications.One of them went as far as the belief, that the
changes represented the "final act” of the humsn drama, the
fulfiliment of the famous Hegelian pProphecy concerming "the
end of humsn history".

The essey of Francis Fukuvama inspired by the sudden changes 1n.
Central and Eastermn Furope and in the U.5.5.R.by the collapse of
the commnist regimes brought the i1dgea of Hegel into the
turbuient world of the late Zo-th Century.lt was however not
Fukuyams and his essey which resulted the more recent dis-
cussion about the "new glabal order” but the victory =of the
"grand coalition” in the deserts of Iraq and the famous statement
of President Bush.fukuvama's ideas about the last word of history
were discussed and questioned in agetails in the dialogue on the
rages of "The National Interest” from different ascects.Aristotle
views were quoted, that all forms of government democracy,
oligarchy,aristocracy, monarchy, tyranny- were inherent 1y
transitional and that the "stability of all regimes s corrupted
by the corrosive power of time".The history of the world so far
wW3s & convincing proof for the correctness of Aristotle.

The issues which were raised by Fukuvama and by the different

particirants of the debate were however not complietely irrelevant

from the point of view of the discussion conceming the new .
global order which has been anticipated by President Bush.

It is g fundamental question how the post Cold War global system
could be characterised and how it will function?Did the collapse
of the Yalta system bring a&bout changes which m3y result a
politically, ideologically more homogenous Qlobal order in the

framework of which the interests of the nations could be
harmonised more eastly or the ‘bipolar stability” will be
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replsced by multicolar instability?Is it Justified to state that
from now on the central theoretical and practical problems of
intemational relations will be connected with the collective
management of the new order or all those and other favourable
changes represent only a rpart of the picture mayvbe a parenthesis
in the turbulence?

1./ POST COLD WAR PERSPECTIVES IN ELRCPE.

Euroce which has been the main "thestre” of post war
confrontation betieen the two global powers witnessed of course
the most  fundamental changes.The cold war situation which
“Wiinated the post war era and determined the relations between
the countries in is over.The political and economic changes, the

the Warsaw pact and the OMEA, the withdrawal of the Soviet troops
from the region represented a strategic contraction and setback
for the Soviet Union but not a Cold War type strategic gain for
the Lhited States as the Soviet Uhion has given up global contest
with the leading power of the Western world and the multirpolar
character of intemational relations and not the era of new
American hegemony is replacing the post war bipolar system. This
multipolarity is however still more of hierarchical na-

ture, The Lhited States is still the largest power in the world.
The size of her national economy is at lgast twice as large as
that of Japan and more than three times larcer than of the uni-~
fied Germany.She 1s still the strongest country in the field

of- R&D,especially in the most modern technology.She gained 3
stronger strategqic. gosyiicr 1n her comeetbition awd rivalry with
the Soviet Uhion.The Gulf war proved that in the global hierarchy
the only maJor power which is able(and ready) for massive
military actions basically awwhere in the world is still the
Lhited States.Those theories of Tfnternational relations howsver
which were based on the "balance of power" or the "balance of
terror”in expelaining events and recommending strategres will have
to chance some of their . =~ paradians.

The outcome of the changes in the Soviet Union at this stage
is highly uncertain and there are meny altermative "scenarios”
possible. It will take a long time even under optimal domestic
and extarmal conditions to move out from the serious economic
political, ideological,moral and ecological crisis of that
country. The changes will be for a.long time hamoered by intemal
political power struggles,religious and ethnic conflicts.

The historical changes in Imeerial Russia or in the Soviet
thion had never been smooth and sureprisefree events due

to size of the country the multiplicity of the "built in”
problems and conflicts and the inertia of buerocratic rigidity
. resisting reforms and modernizatioin efforts.
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The Soviet Union (and its central power the Russian Remublic,
whatewer form the Union will take in the future '
a looser economic space,a confederation or a mixture of different
relations)will  remain a power of maJor importance and a the
changes in that country will have a strong influence on the
stability of global affairs but especially in Furope and in Asia.

As an important consequence of the changes in her structure, she
will have to redifine her strategic position and interests an the
bhasis of the new realities.The dilemmas for her former
saversaries are not too-simpie either in their relgtions wiin e
Soviet thion.The altematives for the Uhited States are still the
subJects of importent debates within the groups of decision-
makers ©n strategic issues.On one hand the U.S. needs her
cooperation in many areas of global relations,as it has been
proven during the QuUIf war and its consequences in the Middle
Fast.0n the other hand she must be prepsred to different
glternative scenarios in the domestic develomment of the region
and also in the internation@al relations of the Uhion or Russia.
(Including the dangers of civil wars,ethnic and social conflicts)
The maJdor policy adJjustments which are still ahead for the United
States in her relations with the new Eurcpean concentration of
economic rower, (which will become & formidable economic force if
all the measures resulting the single market, the monetary union
with a common currency will be succesfully imelemented)will also
be influenced by the future U.5-Soviet relations.

For the united Germany which in itself represents an important
new challenge for the U.S and Japan the changes in the Soviet.
Uhion and in Central and Eastern Europe offer new opportunities
in global competition.Japan which is actively promoting the
establishment of an economic zone in the Pacific region has been
influenced by the changes in the Soviet Union in

different ways.As the cold war factor 1i1s gradually disaprearing
from the Asian politics she s modifying her relations with the
USSR and the content of her strategic allience with the thited
States is also in the process of re-definition.As dJapan 1s
becoming an  even more important factor and stronger force, the
"second” superpower in global politics and economics she will
have to elaborate a new globsal strateay.

The former allies of the Soviet Uhion,in Central and Eastern
Eurcre will have to find also same form of accomodation with
her not only because of 1ts political imoortance but also because
of the economic relations developed during the past 4o years.

The dramatic political changes in Central and Eastermn Eurore

were to a great extent the results of the transformation in the
Soviet Uhion which had to agree in. the German reunification
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and to give up her “strategic defence” and political influence
zone in Central and Eastern Euroce (The German reunification
affected not only Eurcpean tut also global politics and will have
an important and multidimensional (political,economic,) influerce
on the future international system.In spite of the fact that the
former EastGerman part .of the united Germany will suffer for some
time from differen social and economic problems connected with
the transition. to a modern western tybe market system, (indicating
also the dimension of the transition problems in other,less
deve?o;:ed Central and Eastern European countries) and that the
Western part will have to pay a high price (in terms of transfer
of funds,pressure on wages etc) for reunification,Germany &s a
country gained a substantial strength not only in relation to the
UK. and France within the Communities but also to Japan and to
certain extent to the United States and the Soviet hion. While it
has been generally recoanized that the new unified Germany is a
- strong democratic state, in is not the "second” or the "third”
Reich,still the fact that Germany carried the main responsibility
for two world wars in this Century caused concem to some
countries about the future path of develomment of the united
country. (Some political groups in Europe formulated a delicate
question:will the country be the Germany of EFurope or will the
united continent be the Eurore of Germany?). -

The reunif r’céi'r'c:n certainly contributed to the efforts for the
acceleration of the integration process by some forces within the
Communttres,

It has stimulated many experts to think about the establishiment
of 8 new security arrangamentt which would control also the
military and political role of Germany in a regional structure.

The reunification of Germany and the strong German state will
have a maJjor influence on the future international political and
economic relations of the Central and Eastern Eurceean countries.
Their future however will be determined by the complex interplay
of different international and domestic factors, forces and
Coroblems. The raeid and often unexeected chances in the political
system in that region took place in the environment of ceep
economic crisis caused by the inefficient,rigid system which
could not adiust and modernise their society and economy
according to the requirements of the global eccriomy of the late
Z0-the Century,by the outdsted and one sided nature of their
external economic relations and by different other external fac—
tors.There is no - hope for fast improvementt in the economic
situation which may be resulting in frustration and threatening
the Ht%‘br Ity of the new regimes.Uhder any circumstances the
Central and Eastcm. Eurcrean countries will have to face a long
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and painful process of domestic secic-economic and institutional
adiustment in their transition to the market system.The problems
are gogrevated by other factors.The political and ethnic
frontiers which were established in this region after the first
and basically restored after the second world war created built
in sources of conflicts and tensions.The dominating regimes
during the past 4o years were not able (and ready) to solve those
problems. The rigid economic and political frontiers even agareva-
ted the situstion.All of & sudden many old and certain new
problems came into the surface, fueling nationalism,confrontation
and  resulting  violence:  ethnic  clashes,national  minority
issues, border disoutes. (There are Six potentially exriosive
border conflicts and 14 major minority 1issues in the region
without counting the problems of the Soviet Unhion.)The civil

war 1n Yugoslavia is a tragic example for the nature and size

of the problems in the region.

Conflicts connected with the revival or strengthening of
nationalism which could become potentially dangerous for the
future and may be resulting in disintegration and fragmentation
are of course not confined to Central and Eastem Eurore.

According to one of the well known experts of the multi-ethnic
states, there are more than booo different ethnic oroups in the
world and many of them with their own territorial base. (Rodolfo
Stavenhagen:Problems and Frospects of Multi-ethnic States.The
U.N.Uhiversity, 1986, JMost of those groups could claim nationhood
and nation-state.

In Europe, there are ethnic prob Zems in the U K. in France, Spain
Belgium etc.besides those in the Eastern part of the Continent.
The recent events in India witnessed the importance of ethnic
probiems in that country.The Middle East is of course an other
example for regions where the ethnic problems-together with other
" 1ssues are sources of conflicts and violence.

Those 7ssues connected with nationalism, frontier disputes
minorities and ethnic groups in Central and Eastern Europe are
receiving however greater global attention,because of their
srpecial  nature:resulting also  intermnational  confrontation
simultaneously. Those conflicts were playing the role of the spark
in the two world wars of our century. The mass murder of many
minorities auring the second worlid war, especially of

Jews and Gypsies became a part of the "historical memory” of

the globe about this region. The hatredness among certain nations
of the region has also traditional roots.Central and Eastem
Eurore has been historically a buffer zone in  which the
confronting gareat powers could utilize the efforts of the
gitrorent rmatHfonalities o establish their awr state or to
oporess others. That region of the world has wazk o o Ggamachatic
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and liberal traditions.The search for national identity and the
restoration of national continuity has been considered of course
as g legitim coal of the people in the region by many experts and
observers.Unfortunately,due to historical reasons which include
such important factors as past policy s, traditional efforts
for forced assimilation,dernial] f minority  rights.the
consequernces of the two peace regimes which followed the two
world wars in this region of the world the frontiers between what
could be considered as legitim search for national identity and
=the outbresk of "violent” nstionalismare in certsin c8ses very -
 GLun and there is a danger that in the process of restoring.

' natronal identity  policies may be resulting in
chauvinism,xenophobia, the search for scapegoats for the past
dr fficulties. These would  Jeoparadise the future of democracy in
the region and would be the source important danger for
political stability of the whole continent but of course
especially for the reseective countries where the economic and
socigl problems 10 general and m connectron with the transition
are exteremely severe.

Under those circumstances the success of the changes in Central
and Fastern Europe depend not only on the wisdom and capabili-
ties of the new regimes to establish a national concensus but

to @ great extent also on the external support what the Western
countries can provide.They need not only moral.political and
massive material support but the readiness of the countries and
institutions of Western Europe to sccept them as real partriers on
" an equitable basis.kithout that suoport the Central and Eastern
Euiropean countries will not be able to utilize the historical
opeortunity for modernization offered by the changes. There are
many polititicians and Experts in the West who understasnd very
well the options and the alternatives and see very well the don-
gers that the national euphoria connected with the revolutionary
changes in  Central and Eastern Europe is not ooing to be long
lived. The uphill tasks in the economy and the social challenges
are alresdy  eroding the political coslitions which were
struggling together against the communist—-etatist regimes. it is
also better understood, that the political support of the people
to their oovernment decends not only on 7ts democratic election
but also on the effectiveness of those governments to satisfy
public expectations. Concerted national and international efforts
are needed during the 1990 in order to avoid the emergence of g
new zone of conflicts and instabitity in  the international
system.

2 /REGIONALTSM AND GLOBALISM IN A MULTIFPOLAR WORLD.

Meaningful regional cooperation as an answer to the dangers
aF Fe-Efefaing mariongl condrontationeotential tensions
and violent conflicts  emerged in the infernational system
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at the very first time in Western Europe as the resuit of a
unique coincidence of interest of the United States and the
countries of Western Furope in certain issues.

It was slso an important fact.that from among the continents
awvided by systemic conflicts and Tiving with the tensions and
other grim realities of the Cold War confrontation,only Europe
had been able to develop a regional system of security and
cooperation in which United States &nd Canada were 3lso
participating. This system in & way was & result of
understanding, that in the increasingly complex

pofttical e economc enviturimenieven in the "old” structure

the stability in Europe could not be based any more on the
traditionsl ‘balance” of mutual deterrence and the dsnger of
mutual annihilation.New institutional structures were needed in

the European region corresponding to the resglities and which
could manage future problems in a constructive way.The changes in
Central and Eastern Europe and in the Soviet Union necessitated .
further progress in the construction of the system.In November
1990 at the meeting in Faris, the CSCE rrocess was institutiona-
lised.Beyond the regular meetings of the hesds of governments,
foreian ministersnnually) and of their seniour officials(twice

8 year),full review meeting will be held in every second year.

A permanent secretariat was set up in Pracue, a8 conflict
prevention center started working in Vienns. The events in
Yougoslavia already proved not only the importance of such
institution but also the fact that in order to be more efficient

L.

7t requires greater power and support from all the countries..” .~

The continuity and further institutionalization of the process
which was based on the Helsinki Final Act and which has been
playing a very important /and not always fully apereciated/role
in helping the changes in Central and Eastern Europe could became
the most important all -Europesn-North Atlantic structure in the
post cold-war Europe.

This system may become the political-strategic side of @ new
European order with @ new military balance. The system however
does not correspongd to the economic side of a new future orver.

Can the much a&sadvertised Europesn Economic Sepace become the
“economic foundation” of a new order in Europe?

This -according to the plans of Jacaues Delors,which is shared by
the maJority of. the experts in the Communities- could be
functioning in the 1990-s in & peculiar way. The European
Communities with 1ts current 12 members will be the "core” around
which concentric circles will be formed, The first circle will be
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the EFTA countriss.than the three 'new democracies of Central and
Eastern Europe, together with Turkey,Cyprus and Malta,than other
circles will  follow.Countries in the inner circles would set
closer to the Communities with potential membership towards the
end of the Century.It is evident that not only the content of the
relationshios between the countries in the. different circles will
have to be elaborated but also the auestion how such a system
will function in an  economically rational and efficient way in

the changing global economy.

The issues with which @ new security system in Europe will have
% qeal may include ethnic conflicts,debates and conflicts which
may emerge from the disintegration of certain multinational
countries and from efforts to redraw frontiers in  the
Continent.Domestic problems in certain countries may also result
civil war which could Jeoparadise Eurorean security.While it is
hichly imorobable that in the coming decade(s) mador military
conflicts will brake out in Europe,conflicts in the developing
world with global and( within this)European implications may

create important problems for European security reauiring

common policies and actions. There could also be non-military
challenges for the security of Eurore:mass migration,envi-
rormental disasters,massive violation of human rights,major

social problems in the FEastetc.The further progress in the
istitutionalization of  European  System  of  Security and
Cooceration will most probably develop towards the establishment
of an EFuropean Political Counciltwhich would be both a permanent
Fegotiating body and an Europesn Security Counciiiseers to be
“highly desirable after the dissulution of the  Warsaw Pact and
taking in to account the changing functions of NATO.This
institution could initiate and supervise the different Eurorean
disarmament measures and monitor their implementation It 1s a
very important requirement however,that the FEuropean Regional
Security System should not undermine the global security system
of the United Nations.Just the opposit,it should be conceived
raht way in Europeland maybe later in.other continents)that it
should strengthen the efficiency of the UN. in peace Keeping as
well as in olher areas of global security.

Regionalization,as it has been reflected also by the changes in
Europe,including the reunification of Germany but also

in other parts of the world 7s an important sign and conseauence
of the disintegration of the old world order.

The increasing imeortance of regionalism  may be reflected by
different trends and the proces has  several dimensions.in
economic terms it 1s @ concentration of trede,direct investments
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and other forms of capital Fflows, technological relations and
migration within a region i comparison to interregional
relations. It may mean the institutionslization of regional
cooperation by the establishment of regionsl political and
economic  organizations,development banks,supranational regional
gecision-making centers. The process may take place as a result of
efforts of & political and economic power with decisive role in
maJor areas of international relations,like Japan in the FPacific
region or the U.S. in the American continent, or as the result of
the integration processwhich 1s the European pattern.

The regionalization process may take different forms in the
international system as different interests may be sttaﬂhed
to one or an other dimension of the process.

Social sciences-in any case will have to devote much greater
attention to the process in which new economic and geo-strategic
regions are formed and to such questions how they function in a
system where at the same time other forces are present which
Promote fraamentation or globslization.Are there differences
between regions which oeveloped into an interdependent structure
throuch long historical processes and between those which

came into existence as the result of a deliberate process in the
framework of which a group of countries within a specific area
established some form of cooperation for the achievement

of certain goals or for performing some functions.

The igeas about the establishment of deliberate regional e
cooperation appeared of course niot only recently but many

times in human history and they were serving & great variety of

@oals also in the the Zo-the century. Several factors and forces

are sueporting the process at this stage in  the global political

and economic system.

The arowing importance of regionalism is  a conseaquence of the
multipolarization process - and the increasing diversity of
eroblems,interests and values .Under those circumstances

more intensive functional cooperation is evolving within the -
regions and it is easier to coordinate policies and actions.

The international problems which may result in disputes,confron-
tations and armed conflits are aimost excilusively of regional
nature. It is g very important requirement,that those conflicts
should be settled within the region and that they should not
escalate into global hostilities.

Regionalization may a&also be reflecting the efforts of certain
more important and strong regional (and  @lobal) powers to
strengthen their global competitive position by stimulating the
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formation of different spheres and. blocks within the framework of
which they have strong position and influence.The United States
is designing a free trade zone in North America The Asian-Pacific
region is 3150 in the process of adJustment which may result

new cooperation structure during the 1990-s.While developing
countries are also stepping up efforts towards regional coopera-—
tion in the later part of the 1990-s most probably three regio-
nal ecoriomic "arowth and cooperation centers”,the North American
the Eurocean and the Asian-Pacific,will play a key role in the
global economy. Those economic aroupings will not not be abie to
function as mutually exciusive and self sufficient "fortresses”

in an -interdecendent world.connected with galobal flows of
Gapital,goods, technology  and  people  and  with  such global
. mstr tutions as the transnational corporations without causing
stbstantial damages to each other.In the world of

fnterdependence and transnational institutions where the
,crmcrples of reciprocity are extremely important in both

positive and negative sense,only liberal structures can

facilitate and promote the smooth functioning of the system.
There are of course important dangers,that as the results of
intensified global competition which will not be mitigated in
the future by the cold war block discieline) the regional
economic zZones will serve more as an instrument of common
protectionism and that as the result of competition new
coalitions may be formed at least in certain issues,

(-8 U.S.~Japanese coalition against Europe or a

U:S.European coslition against Japan etc) if procer global
institutional structures will not be able to cope with the
harmomization of the regional aroups in an interdependent

. dilobsi system.

Several other important issues could be raised in connection
with the future of regionalization The homogenity of the above
mentioned three regions is far from being the same.In the Asian-
Pacific region for examplethcountries are extremely diverse in
terms of economic development level and economic potentials,there
are important systemic differences between them which mskes
multilateral cooperation in security.in political field and even

in economic areas difficult and complicated to organise.The
European space is also more diverse than its core,the European
Communities( which became also more - heterogenous by Tts
extension and by the German reunification).

The heterogenity of interests within the regions requires areat
flexibility and  sophisticated mechanism to facilitate the
functioning even in those cases when the common institutions are
of supranational character.It is aglso a crucial question from the
point of wview of the functioning of the international system
whether the relationship between the main groupings and the
countries which are outside of the blocks could be established




4.

on the basis of eaquality or the stronger bargzining position of
the economic aroumings will increase further global inequslities.

Europe,where the modern nation state was born,is serving &8s an
important and interesting example for the simultaneous presence
of forces and interests of national fraamentation and

regionalization.

In that period of the Eurocean history,when the natiron-states
were formed,nationalism was associgted with individual liberties

and indepengence expressing the interests of the victorious
burgeoisie and basically a1l the other social groues which were
Tiberated by the changes.National interests were defined more

in g systemic way,acainst ‘the “oid regine. 'Even thanin that ers
much blood was shed in Europe for the rights and possibilities to
use officially the name of the nation the Iasnguege the
flag,citizenshic and other symbols of national irlentity and
sovereignty.later when nationalism became more orgsnic and
exclusionary.national interests were increasingly

defined against other nstions.The expansionary,racist,militant,
belliciose and totalitarian nationalism of the first half .
of the Z20-the Century was the peak of that process a&nd
represented the Jast stage in the history of great modern
empires. In the contemporary world of incressing

interdependence and transnationalization the strongest economic
interests are. attached to structures beyond tha traditional
nation state in the Western part of Europe which is an integral
part of the global markel system.In that system  ownership
patterns,proguction.markets,sourcing . are increasingly
international, the definition of national interests cannot be mage. . .
n the traditional ways. . - .
Even competition 1s not any longer & zero sum game between
nations.National policies which disregard the interests of other
countries and which want to force unilateral solutions to the

global system are more harmful today in the era of globalization.
This reality was not only recoamged in Europe since the Second
World War.but increasingly strong common ‘regional”interests

were present in the integration process beyond the often
mentioned interests in ‘common protectionism” against the main
competitors.But there has been an even more important factor
involved. The Communities were able to develoe common policies

and such instruments as price mechanisms,special funds etc.for
the balancing of g3ains and losses and thus building more on

the harmonised structure of diverse interests.Regional interests

in an intearated international community tmply shared values
reciorocity and mutual responsiveness not only from states(macro-
structures) but also from the masority of the micro~-actors of

the region.This does not exclude the fact,that there are

still important garoups in the member states interested in
maintaining political and economic frontiers,protecting some of
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the  basic political and economic  pillars  of national
sovereionty.This is more than the efforts for the protection of
cultural identity in an integrating continent.This diversity of
interests 1s reflected in the fwo main trends,in the two
contrasting models of the European political integration.One
imoortant groupr wants to strengthen the central institutions of
the European Communities and faster progress towards a unitary
state of FEurope. The other group 7s advocating increased Euroresn
cooperation in @ wide range of issues together with decentralised
institutional structures which are sufficiently flexible to
accomodate differences between the relative economic strength and
domestic interests of the member states including the role of
thew diverse democratic procedures.This latter group has been
emphasrzrna the necessity of benefiting simultaneously from

the economic and monetary union and from allowing nations the
freedom and opportunity to express their identities.”...the
architects of Europe-writes a columnist in the magazrh "European”
-should learn  from the colisese of the Soviet Union and
Yugoslavia, two federations masauerading as countries. Their recent
history has shown that while nationalism can be suppressed for g
time, it cannot be destroyed.Any attempt to impose a rigid central
government system will be resented and cause a revolt'(The
European, 13-15 Sep.1991.p.8.)

There is an other imerortant lesson of the European Experience.
The existence of common,regional intersts in  the global system
does not mean and does not reaquire homogenity within the area. It
demands however strong transnational forces the interests of
which corveseond to the given pattern of regionalization.

The protection of the national identity and sovereionty is
naturally stronger in the developing countries which lived

vnder colonial rule for centuries and they are still in a

highly assimetrical position in an interdependent global

svstem.For them national aspirations represent a strong factor

in their domestic politics and for the population national

identity and sovereignty is also an emotional issue.

3./THE DISAPPEARING "THIRD WORLD'AND THE NEW NORTH-SOUTH DIVIDE.

Any approach to a new global oraer when analysing the problems
and implications of nationalismregionalism or globalization has

to take into account the special problems,interests and socio-
political actors of the part of the world which is identified as
the South.This s the world of the gareatest number of people and
countries:large  structures hke India and China and mini and
micro-states the number of which 1s still growing.
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It 7s (and will be for some timela hichly odebated issuehow the
new global  situation has been and will be influencing the
developing countries. The future path of those countries will have
& maJor impact on global politics.economics and ecology

since the maJority of humankind 7s living in Africa,Asia and
Latin America in more than 130 countries.

In the second half of the Z0-th Century,the decolonization and
rise of the "Third World" had profound historical sianificance

in the global political and economic system.Such important prob—
lems of those countries as commodity prices,terms of trsae, the
condition of availability and the volume of external

Financial resources, technology  imports and gependence, 1cressing

alobal inequalities, international  polarization, famine,poverty
etc.became fundamental aquestions for the whole international
community.

National self determ:hatfbn and the formation of nations within
the multi-ethnic states established in the process of political
decolonization will be a crucial issue of the political future.

The 1980-s as & decade for the vast madority of the developing
countries was the era of stagnationMany disasters hit the
countries and there had been a rapid marginalization with more
than one billion people Iiving in poverty.

It 7s too early to Judge of .consequences of the global politi-

cal changes for the geveloping countries and it is highly probab-

le that the different parts of the South will feel the impact of - "= . =,
the changes at & varying way.Most of the discussions in the C -
framework of the international organizations were speculations or
economic calculations which wanted to ‘measure’the economic

consequences of the changes in Central and Eastern Europe for the
aeveloping countries.According to those investigations

on the level of the globsl political and economic

system there will be certainly adverse and favourable conseauern—

ces of the changes for those countries.

One of the first consequenices of the changes may be the in the
global system since the end of the late 1980-s, the
"Oisappearance” of the"Third World” as a category from the
vocabulary of international relstions as the 'East” in Europe

wants to become increasingly a part of the ‘North” and in other
parts of the world/ the Asian Socialist Countries for example/

had more common problems with the South.The diversification

of the developing countries during the past decades questioned
the relevance of the concept of a homogenous and unified

“Third World" anyway.The aradusl calming and elimination of
certain crisis centers trough political solution has been the
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other,more meaningful consequence of the fading cold war period
for the developing worldNamibia gained indecendence,the war
between Iraq and Iran ended,there has been a political settiement
in Nicaraaia the Soviet troops left Afgaristan, the indecendence
of Kuwait has been restoredimeortant steps have been taken
towards a political settlement in Cambodia ard in Ancols.

The developing world however is still far from being tranauil and
it is full of old and new sources of instability.Political
tension and armed conflicts in the develoring world will

have areater sicnificance in the post Cold War world from

the point. of view of global stability.The role of superpowers in
s mstrgatmq or cooling down those conflicts will become

mor*e limited. The Gulf war has been considered by many observers
85 g pattern for tvoical future conflict in the South.

The settlement of those conflicts will reaquire the full and
actwe cooperation most probasbly of the countries in the

given region.The poliferation of weapons for mass destruction
will represent 3 much areater danger in this circumstances.

To prevent the poliferation of nuclear,chemical,biological

and conventional weapons will become an important task deman—
dw'ngt regional and global agreements and institutional arrange-—
ments, .

After the decades of political decolonization which took place in
different forms,from the fighting for national Nberation

to. various agreements and compromise, North-South relations were
influenced mainly by economic  problems and conflicting economic
interests.In the new global environment of the 1990-s.in the rost
Lol war period characterised by multioolarization, ,
-regionalization and  global intercependence  political and
ecological issues will become increasingly sianificant beyond and
together with the economic problems.

One of the very concrete political and at the same time economic
issues has been formulated by many developing coutries about
the changes in Central and Eastern Europe:will those changes
and their implications for the international demend of capital
and better access to the markets of the West than before
aaversly influence the position of the developing countries or
not?There is no unarmimity In Judging the consequences.

The UN.Committee for Development Planning in fts 1997 report
emphasised orportunities as well as oroblems. The opportunities
for more trade,international assistance etc.will be materialised
in the future if the reforms and changes will be succesful.The
difficulties as a result of the changes in Central and Fastern
Europe and in the USSR were the greatest for those countries
which depended very heavily from them:CubaNorth Koreas,Ethiopia,
HMongolia, Vietnasm etc, The slowdown and decline in  the economic
arowth in Central and Eastern Europe  resulted not only decline
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in development assistance from those countries but also in the
purchases of raw materials, industrial consumer @oods.

For certain developing countries stiffer competition for capital
and for markets will also be a "tangible’result of the changes.

The dimimishing Cold War factor from international relations and - _
the future of the disarmament process and Tts conseauences for
the military sector in the qeveloping countries will reduce the -
“Third World dimension” of the global power games.The future of
the disarmament process in the developing world is very much an
orpen issue at this stage.The Japanese government has been
contemplating an imoortant anti-arms trade move:

the condition of «'demilitarization”in connection with its

. internstiors! assitance program. This approach may. become &

new element i the relatins of the post Cold War system.

The economic changes and the political maturity of the
developing countries will result in sesrching new regional and
global agreements with the developed countries in the main issues
of the global economy. The developing countries in their efforts
for achieving compromises gave up some of the unrealistic demands
of the 1970-s for the establishment of & new international
economic order and made important adJiustment in their domestic

- economy. This however was only partially matched by measures in

the developed countries.High interest rates on the growing
interational debt,declining foreian investments and development
finance, the net outflow of Ffinancial resources,deteriorating
terms of trade and protectiornism agarevated their problems and
made the 1980-s "the lost decade” for the majority of the deve-
loping countries. The disparity between the developed and
developing world will increase further auring the 1990-s5 in the -

~environment of sharpening global competition in which science and. + - -

technology will play an increasingoften determining role,

As the deteriorating economic conditions in the developing
countries are unagermining not only their own political and social
stability but pose threats for the whole world it is a universil
interest to achieve progress in some of the maJjor,pressing

issues of debt,trade and development finance It 71s the United
Nations system which should take the inttiative and provide a
comorehensive framework for 8 new round of giobal negotiations.
The globalization process and the. improviment in the efficiency

of global cooperation 1s therefore an issue of fundamental
interests for the developing countries.There are of course
regional cooperation organizations which exist and function in
every continent and aimost agll developing counttry belong into at
least one of themRegionalism however did not and could not
result so far meaningful and efficient cooperation between them.
This does not mean of course that in the coming decades regional

. cooperation will not become a very useful factor of economic

arowth in the developing countries. This may take several forms
including the establishment of more structured coopration than
the Lome agreements with Europe. with North Am@r LA AR,
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4./WILL THERE BE A DIVIDEND OF PEACE AND FOR WHOIM?

Any aprroach to the establishment of a new global order must

give priorities to the problems of the giobal militarization as

manty fundamental issues of the future global order and global
cooperation are connected with the perspectives of the
dissrmsment process. '

The issues -which are discussed in this paper about nationalism,
regionalism and @lobalism are also closely connected with the
future approaches to security on the above three level If the
main actors of international life will be continuing the concent-
ration on the military instruments of national security and in
the developing world the armies will still be as important
syvinbols of national independence and instrument of policies as

in the past 1t will be impossible to establish the new global
order.As the matter of the fact.the key issue from the point of
view of the character of the changes will be the attitude of the
world,of the regions and of the nations to the use of force in
international issues and hence the future of the arms race.

There are important.eromising signs of the changes:the U.S.-
Soviet agreement on START,the declaration of China about the
acherence to the non-eroliferation treaty,the shrinking defense
expenditures in the main industrial countries,etc.

Inspite of the fact,that iwportent agreements have been
concluded between the United States and the Soviet Union in
arms control and disarmament and that those agreements reeresent
erogress unprecedented in their relations since 1945,the nuclear
arsenal of the two powers still & global danger and
the number of potenttial nuclesr powers 7s still increasing.

The arms race in  the world is still going on.The GuUIf war

was an imeortant showcsse for the aualitative aspects of the
arms race in high technology conventional weaoons and for its
spread in the developing world and the dangers of potential nuc-
lear capabilities in the world. The establishment of a new
peaceful world cannot be achieved without Niberating humankind
from the threats of the mass accumulation of weaoons,from the
powerful arms lobbies,military-industrial complexes and gigantic
armies.A new multicolar worid without mador steps in global
disarmament could become increasingly dangerous in the future.
The economic dimension of the disarmament 1s "also a very
mmportant issue and a fundamental condition for the solution

of many social and economic problems in both the developed and
developing world. The economic dimension of disarmament includes
the lmitation,control and rrohibition of the international



trade in arms,the de-militarization of the national economies

and the national and international redistribution of the

"eesce dividend'.De-militarization of the national economies

implies not only demobilization, the conversion of the defense
naustries and research institutions for non-military use but in

& W3y Tt changes the functioning of the whole economy in
countries with large military sectors and machinery It has a
certain effect on income distribution and redistribution both
. between different moups of the popllstion and regions o the
countries. The conversion process does not agngd cannot result
automatically peace dividends but it may  cause important
temporary economic and socigl problems 1 7t 1s not properly

planned and managed.

It is even more indispensable to reach internstional agreements
between the countries to ensure that a part of the the potentigl
peace dividend should be available for adevelopment financing.

All the countries which spent a large part of their resources

for military purposes have many domestic mroblems to soive

which may be more important for the political leaders of the
countries than the international redistribution even a part of

the actusl peace dividend,

5. /GOVERNANCE, SECURITY AND FPEACE.

The search for & new world order of pesce and Justice the one =~ -

“which advances human rights and provides the condition— of
economic proaress for the vast madority on the globe has never
been more hopeful in the past half a century as it 1s today

gt the same time the problems,difficulties and rosablocks

are Clearly indicating the necessity of much greater concerted
efforts by all countries and especially by those which have a
maJjor influence on the disarmament orocess,world trade,capital
markets and which have the largest concentration of human and
material resources, The road towards a new world orager will be
hard and long even in an optimal global environment.

The capacity of the international orgamizations in the past to
develop efficient cooperation for the solution of the major
problems of humankind was seriously limited and many efforts were
blocked by the Cold War factor.The North-South dimension of cor-
flicting interests made the gar between the needs and the
possibilities larger during the decades.

The worid of the 1990-s and beyond is and will be an extremely
complex structureNew problems,unprecedented in human history
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will have to be dealt with as a conseauence of demographic
chanaes. The most direct implications of the increasing population
and global economic development will be on the ecological system.
The global crisis of the ecosystem demands fast and far reaching
changes in the functioning of the global economy. -

Multipolarity means new concentrations of power and interests.The |
chances in  the relations between the global and regional powers {
may become the sources of newconflicting or cooperating |
N \

\

|

structures. ) .

7:13 re than 170 countries,old ~and new forces of ethnic conflicts,
nationalism,diversity and fraamentation,regional and subregionagl
groups of  different  strengthincreasing  globalization of
science, technology,capital, transnational firms and other
institutions on micro and macro levelnew  actors and.
relationshies will have to coexsist on the finite

planet.New global problems will have to be mansged and solved,
There cannot be any new order in this global environment without
a system of areater security which requires common institutional
quarantees for the peaceful solution of international debates,
against agressors, against the massive violation of human rignts.
Such a system implies new obligations for areater reliability,
predictability and accountibility in the world of increasing
uncertainity and unpredictability. Any new political thinking

about measures required in the coming years must give priority
to the actions for strengthening global security and the institu-
tional capacity for global risk manasement.

As we have seen the global changes did not result so far new
global structure of interests so that the traditional national
interests are still very strong and in certain areas they became
the sources of conflicts and civil war.In some areas they

have been reformulated.supplemented or supersided by regional or
global interest and values which are strong enough to stimulate
changes in the attitude of the countries and in the functioning
of the international system.The international system became more
complex with important new sources of uncertainities.There are a
few " jssuyes Bhe anawer Yo .- which will be very
important in shaping the future:

-what are the bestloetimal)l national policies and behaviours
which may  result grester security and which policies and
behaviours are resulting confrontationhostility and increasing
problems and tensions,

-how responsibility and accountibility could be increased in the
future international system,
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~-15 7t possible to reform the present system of international
organizations for the governance of the evolving world or
funasmental changes are required to combine and coordinate global
and regional structures,

—what should be the priority areas for those changes around which
an action oriented global concensus could be achieved,

~how should the evolving global institutional system function in
order to cope with the realities and become more relevant from
the point of view of the problems.

Whiig 1t is easier to define of aid to give concrsts exprassion
to national and even to regional interests in the policies of
governments and in cases of their regional cooperation
nstitutions,global interests represent a category which 1s much
more difficult to identify and translate into national or inter-
national actions It is of course true,that at the last stage of
the Z0-th Century,msjor changes took place in the

hierarchy of interests and values as the result of the dangers of
nuclear war and global ecological catastrophy,.the drug problem

and other gilobal dangers and concerns which go much beyond the
concerns formulated in the earlier part of this Century.

The very survival of humankind became endangered.In the more re-
cent history - one could find examples for
coopergtion in 8 multilateral  framework between different
countries of the worldbeyond the military alliences)at a scale
reaquired by the i1ssue,when the interests were strong the problems
were global and endsngered the madority of the population. This fer exam?le :
was the common struggle against the maJjor epidemics which
decimated the world popuiation in the earlier parts of history.

On the basis of the different global problems of the late Zo-th
Century,general  humari interests could  be identified in
survivalin the protection of the ecological svstem and in
agvoiding military,economic and ecological crisises which could
Jeoparadise the future of  humankind It  has  become &lso
ncreasingly  evident, that the maJor  powers besr special
responsibilities since their actions  influence  more the
functioning of the world political and economic system and their
role is also greater in the progress - of the mtematwona?
orasnizations. At the early part of the 199-s

in the post Cold War system, the maJjor global powers have been
taking some very important steps towards the strengtheriing of
global  cooperation and  common  security. There s less
international discord and tension in the system. The progress in
disarmament and the fast decrease of military confrontation in

all continents but especially in Europe has given & strong
meetus to the further improvement of international relations.
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There has been a maJor advancement in human rights as the result
of the changes in the Soviet Union,Central and kastern Europe
and in other parts of the world,including Soutfy Africa.

The global summit for children in September 1450
reeresented a new aperoach to global social issues. There are good
chanices, that the global summit on environment in 1992 will bring
meaningful results in the protection .of the global eco-system.
Those and other changes will not pave the road automatically

The eradication of povertyhunger,illiteracy, the imerovement of
the health conditionhousing and other global "diseases” reauires
further concerted actions and stronger,more efficient framework
for international cooperation. This is a high time to address the
issues of the system of international cooperation because both
the new needs and the new possibilities are there in spite of
maJgor roadblocks in the diversity of interests,values and
attituges on national and regional level.

B./TOWARDS A NEW GLOBAL POLITICAL CONCENSUS IN THE WORLD OF
DISORDER.

The political concensus which may be emerging between the main
gctors of international life,that the system of the United
N&tions should be the main giobal institutional structure oF e
new order. The system however will have to be harmonised with the
realities and needs of the late Zo-the Century and beyond:with
the increasing globalization, interdependence,multicolarization,
regionalization and heterogenity of the international society.
Such important economic powers as Japan,Germany will have to
share areater responsibilities by institutionalizing their

_gregter role in the system.Other important regional powers

- will have to be recognizes also 3s maJjor actors.

The reform of the United Nations system cannot be confined to
techricalities,such as better coortination or the role and
composition of the secretariats.Such lofty ideas 35 democracy,
human rights, freedom,self determination of people,national inde-
pengence,peace,proseerity and social well being which were the
ideal manifestation of the post 1945 world order will have to
receive new auarsntees and will have to be translated into new
rolicy measures.Such issues for example as full emeloyment or the
‘freedom from fear or want” Formulated by Fresident Roosevelt in
1941  reaquire aualitatively new approach internationally and
within the countries in g world where within a decade several
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hundred million new Jobs have to be found for those young people
who enter into the working age, in an era when the new technology
has an unprecedented labour saving potentigl. [he eradication of
poverty cannot be undertaken only by internal policy measures in
an interdependent world economy,which 15 increasingly polarising
the countries.It is necessary to find greater convergence betweern
the universally shared values,policies and the means for their
achievement.All  those and other  tasks require a better
conceptualization of the present and future international life

and its implications for the functioning of the international
system.The  internationalization of the states and the
© relstionship - between ~ national - an  ntérnigiions! policy
instruments, the conseaquences of the areater mobility. of people

85 students,workers,scholars,economic refugees etc must be for
example better understood among other, eaqually important 1ssues.
The institutional reforms will have to deal with the relations
between the World Bank,IMF and the different UN. specialized
gaencies(the system of which will have to reformed).

All the global agencies dealing with economic and social problems
could exist and work together under a new ECOSOC which may
become -as it has been advocated by some expert-a global economic
and social security council,coordinating also regional and global
institutions. The global hierarchical multipolar system resulted
certain centers of decision making with the participation of the
maJjor economic powers which also play a fundamental role in the
global political system.The "Grour of Seven’ the summits of the
mador powers are functioning outside the system of the United
Nations, their decisions at the same time mifluence the policies- -
of the maJjor countries within the United Nations system and

the functiomng of the World Orgsnization. This form of "global
governance” is  often  criticised by  other  countries,as
unacceptablee and ineffectice. (See for example the document
“Common  Responsibility”,the  Stockholm Imtiative on Global
Security and Governance,April 22,1991 The Prime Ministers Office,
Stockholm, 199101t is however an important reality.

The necessity of acting on the basis of global norms in a system
which clearly defines rights and obligations of nations is &lso
emphasised by the authors of the above document."The norms must
araagually acquire the status of law.The world therefore aiso
needs a system of sanctions to deal with those situations when a
country, for whatever reasons chooses not to comply with the order
it has agreed upon.'/p.36./

All  those changes reauire a new concept of soverevmty The
political transition to such a new orager seems to be not only
difficult for the areater powers but also for the small countries
in the global system. The larger countries which could directiy
influence their international environment by their military
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political or economic power. will have to understand the im-
portance of giving ue ‘unilateralism” as policy instrument. For

the smaller countries for whom sovereianty beyond its symbolic
importance  was an instrument  of  protection important
international sageguards are needed At the same time they have

to become more flexible and capable of faster adiustments.

_In the global system of international organizations:it will be
necessary to recognize the fact,that the scope and epropensity of
cooperation may areatly differ in the various regimes on global

- and also on regional level in many issues.A desian for the
organizational structure in the global system must be extremely ,
§“‘7"'7@)(705’45' at the same time sufficiently coordinated and harmonised -
- all its major functions. :

A Teading American expert of global intergovernmental cooreration
defined those functions of international governance in the
following overlapping categories:

information creation and exchange;formulation and promulgation of
orinciples and promoting consesual  knowledge affecting  the
general internatioinal  order.regional orders and particular
issues on the international agenaa;

aood offrces,concrhation mediation and compulsory resolutron of
disputes;

regime formation,tending and execution; ..

atloption of codes and reaulations:allocation of material and
Program resources:rovision of technical assistance

and  development programs;relief,huns anitarian, emeraency and
disaster aciivities;peace and oraer maintenance. "Finkelstein:what

7s  International Governance'.Faeer,cresented — at the annua]
convention of ISA.Vancouver,?] March,1991.

One could of course excand the above areas and add a couple of
task.but I think,that the essence of global governance were
included in the above definition.

The cultural.ethnic.political and economic diversity of the world
together with strong forces and Ffactors of globalization
indicate,that @ strart- Jacket of uniformity under the direction

. oF @ powerful "world authority” cannot be the essence of giobal
governance in the emerging rew order.This would contradict to the
global realities and would be condemned to failure from the very
beginning. The whole  system must  be however mocdernised,its
structure updated,its operational.managerial efficiency imeroved.
The mandate of certain bodies,like the Security Council must be
broadened taking into account the potential role of the World
Orasnization in the future conflicts and their resolution.
A’eiatron shic between intergovernmental organizations and the

non state’actors of international life will have to become

Ay
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more orgsnic as the role of the new actors s increasing and
their international intercornectedness represent an important

factor especially in such issues as human rights,environment,
the position of women,science and technology.

The world of the 1990-s and bevond needs more efficient
international orgsmzations of global.regional or subréegional

nature. Their succesful functioning 1s a /maJdor precondition of

& more harmonious and eaquitable global order. :

It wouid be & historical mistake ot 1o nve with the present
opportunity,unprecedented since the Second World War ror the
restructuring and strenathening the system of international
orasnizations by imolementing mador reforms and changes.

This could be done in the framework of & giobal 'packace
adeal'connected with the bo-th annyversary of S5an Francisco.
Graactial “incrementalism” may be more agttractive to others since
1t 75 easier to agree in Nmited issues and on that basis secure

further progress.

A specigl  issue of the Joumnal'International Oreanizatiorr'on the
occasion of the Z0-th anmiversary of the U.N. (Summer 1965)

i 7ts concluding article staeted'We cannot be unconditionally
certain that the United Nations has a future.We can only assert
that there 1s a clear need for the Orgamzation.. that appears to
be gsnerally recogrized.'Since than the UN, lived throuah 27

- grfficult years. Today 1t seems to be safer to prouect the

the future of global agovernance into the 199-s end the raxt
Century &and within its framework the future of the Urn'ted
Nations. The naw glob3l concensus 1s much stronger in accepting

the new needs and the main directions of future actions towards

a more secure world than it was 25-30 yesars ago.It is also
evident that the tasks are not easier and the world is still far
from being able to harmonise the diveraing interests and coals

of the nations angd other mportant actors for the level of
cooperation which would permmit the creation of & real global
community of nations sharing the umi§ersal values sand interests

of humaniing,
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