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Foreword of the Editor
Dear colleagues, friends,
It is my pleasure, on behalf of doctoral students of the Jan Masaryk Centre of
International Studies, to present you with the proceedings from the XII
International Conference of Young Scholars, Prague 2009. This shows again that
the conference is a viable event which enables young scholars from all over the
world to present the results of their research, as well as to exchange their ideas
and opinions.
At this point I would like to thank the institutions which every year enable us to
organize the meeting – the Faculty of International Relations of the University of
Economics, Prague, the Centre of European Studies, the Konrad-Adenauer
Stiftung and the Czech United Nations Association. Without their financial help
the conference could only hardly take place. A special gratitude goes to PROF.
ING. EVA CIHELKOVÁ, CSC., the vice dean of the Faculty of International
Relations, without whose assistance this collection of papers could not be
published, and to PROF. PHDR. ZUZANA LEHMANNOVÁ, CSC., the head of the Jan
Masaryk Centre of International Studies, for her kind and lasting support.
It is also the participants and their contributions in the form of papers that make
this tradition continue. Let me therefore express a wish that with your help, as
well as with the help of the above-mentioned supporters the tradition of the
International Conferences of Young Scholars in Prague will carry on.
With thanks to all,
ADAM FIREŠ
Editor
Jan Masaryk Centre of International Studies
The Centre was founded in 1991 and named in the honour of Jan Masaryk, a
well-known Czech politician who served as a first post-war Minister of Foreign
Affairs of Czechoslovakia and was a symbol of democracy in the post-war years.
The Centre takes an interdisciplinary approach toward teaching and training in
the field of International Relations. We put stress on a strong theoretical
knowledge but we focus also on practical issues the world has to face, with
special emphasis on the European Union, globalisation, etc.
The Centre cooperates with a number of institutions and universities throughout
the world. We are the founding member of the Central and East European
International Studies Association (CEEISA) and a partner school of the
International Affairs Network.
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Research Plan of the Faculty of International Relations
The Faculty of International Relations of the University of Economics, Prague
(FIR) is a pedagogical and scientific institution specialising in international
economic relations, including their political and legal aspects. As a matter of the
fact, the FIR represents an interconnected network of teachers and researchers able
to conduct basic, as well as applied research of complex economic, political, social
and legal issues. Based on the institutional support granted by the Ministry of
Education, Youth and Sports, in the call for research projects of which the FIR
proposal succeeded, in January 2007 the faculty has started to conduct the research
plan ‘Governance in Context of Globalised Economy and Society’. About
30 experts from the Departments of International Trade, Commercial Enterprise
and Business Communication, Company and European Law, Political Science,
World Economy and Jan Masaryk Centre of International Studies are involved in
its solution. Thus they represent an interdisciplinary team able to capture the
complexity of economic and social processes of the current world.
The team is divided into research groups which deal with particular aspects of the
changes in governance. The group involved in ‘Economic Governance’ can
provide strategic knowledge to entrepreneurs, international businessmen, as well as
to those who form economic policies of the Czech Republic and the EU.
Determinants of effective and flexible combination of particular levels of
governance are studied by the group dealing with ‘Good Governance’. The reality
of globalised world is, however, also influenced by supranational entities, on the
activities of which focuses a group specialised in ‘International Regimes and
Ethics’. The team does not neglect the determinants of a ‘Balanced and Sustainable
Development’. Finally, the group focusing on ‘Global Governance’ identifies the
prerequisites of a successful involvement of the Czech Republic in global order
being currently formed as a matter of globalisation.
The timeliness and availability of complex information on the current trends of
global, European and national development, being the aims of the research plan,
shall enable the government, private companies and civic society to react in time
to the changes in their environment. Combining theoretical approach with its
application to the national, regional and global level will create a complex and
interconnected mosaic of opinions, impulses and recommendations which will be
ready to be applied in economic, foreign, as well as regional policies in the
Czech Republic. Subsequently, this will positively influence its active
involvement with the EU. A timely and just understanding of and reaction to
globalisation opportunities is, indeed, a key factor of national and regional
competitiveness and economic success of firms.
8
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The Chess Board: Turkey as the Bridging Shah
ISTEMI BERK, DAMLA AKTAN

Abstract
The globalizing world turned the international arena into a chess board where the
big powers started to play based upon energy resources. This chess board is
somehow exceptional; we have multiple players instead of two chessmen. The EU,
with its 27 members nearly encompassing the entire European region, started to
come face to face with the rising powers China and Russia, and the long-term
reality the USA. It is a reality that the „world politics‟ mostly started to turn around
the energy politics since 20th century because of the energy intensive technologies
of civilized nations. Moreover, the natural gas and petroleum reserves, mostly
located in the Middle East, Basra Gulf and Caspian Basin, are diminishing day by
day. Thus, all the players in this game try to optimize its own role and power
within the international arena through using the „energy‟ element. Even if it seems
that USA, countries in the EU, and Russia are the key players of this chessboard,
there is a backbone player in the back of the stage: Turkey. With its geostrategic
location surrounded by seas, Turkey is maybe the only and the most powerful
bridge between the energy resources and importing countries. This paper aims to
analyze Turkey‟s rising importance in bridging Eurasian and Middle Eastern
energy supply and Western, mostly the European Union demand. In the first part of
the paper, current geopolitical events in Middle East and Eurasia and their linkages
with global energy issues will be discussed. The second section will briefly explain
dimensions of global energy supply security with upstream and midstream energy
market imperfections. Third part will handle the European energy demand, and
supply routes. Finally, in the fourth part Turkey‟s rising importance in this
perspective will be analyzed. To sum up, this paper concludes that, Turkey has a
crucial key role in European energy politics, with its geostrategic natural bridge
structure, and should not be overlapped as a strong strategic actor in European
Union integration period.
Keywords: Energy, Europe, Turkey, Geopolitics
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Introduction
From the middle of 20th century, due to its main characteristic of being the
fundamental input for all industries energy has become crucially important for
countries. The reason was that, after World War II during recovery process, all
developed economies including USA, European Region, Russia and Japan, have
been transformed to a highly energy intensive industrial structure which made
energy the elementary factor of production. Starting from 1950‟s till today,
mentioned statement was the reason behind the increasing world energy supply and
demand balance. Following figure illustrates global energy balance from 1980 to
2006.

Figure 1
World Primary Energy Balance
World Primary Energy Balance
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Source: BP Statistical Review of World 2008, Energy Information Administration
(EIA)
As it is clearly seen from the figure, world has an increasing trend of both supply
and demand for primary energy sources, i.e. crude oil, natural gas, coal, nuclear. In
1980 world energy balance was approximately 7 billion tones of oil equivalent; in
2006 this value has increased for nearly 72% to 12 billion tones of oil equivalent.
One must keep in mind that, mentioned primary sources are all depleting over
time.
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According to Hotelling (1991), price of exhaustible resources are tend to increase
over time as depletion continuous. In addition to that, Fattouh (2007) states that
there are three main approaches to understand the behavior of energy prices and
drivers behind them which is obviously out of scope of this paper. Yet, it would be
convenient to state that increasing energy prices have an impact on countries‟
energy policies because of the foreign trade deficit. Figure below represents the
relationship between increasing oil (as a representative of primary energy source)
prices, and import cost of G7 countries.

Figure 2
Oil Prices and Total Value of Imports of G7 Countries
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Source: IMF Statistics, BP Statistical Review of World Energy 2008
Although further econometric analysis will better explain if there is a positive
correlation between oil prices and value of total import for developed countries, it
may be clearly seen from above figure that trend of both variables are upward
during the subjected time period.
Yet impact of energy on economies is not limited by relationship between prices
and trade deficit. One other dimension of energy management for countries is that,
for a sustainable growth, developed countries have to provide a sustainable energy
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supply for their industries. Rising political crisis in energy producing regions, i.e.
Middle East, Eurasia, North Africa and transit routes, i.e. Ukraine, Georgia leads
developed and importing countries to revise their energy politics. Countries started
to diversify their suppliers and transit routes. Obviously, if it is possible to divide
risk as systematic, that could not be managed by risk managers and non-systematic,
that may be hedged, in energy industry, price volatility is the systematic and
diversification of energy suppliers and routes is the nonsystematic parts of the risk.
Therefore, in 21st century, energy has been a rising factor in countries foreign
policies. Trade deficit, which is caused by dramatic increase in energy prices in
20th century, of energy importing developed countries and getting complicated of
sustainable energy supply are the two main reasons why most of the countries seek
for diversified energy supply sources and routes.
The main aim of this paper is to analyze the importance of policy of diversification
of energy transit routes for the case of European Union, and Turkey‟s role in this
policy regarding European Union‟s integration process. In the first part of the
paper, current geopolitical events in Middle East and Eurasia and their linkages
with global energy issues will be discussed. The second section will briefly explain
dimensions of global energy supply security with upstream and midstream energy
market imperfections. Third part will handle the European energy demand, and
supply routes. Finally, in the fourth part Turkey‟s rising importance in this
perspective will be analyzed. To sum up, this paper concludes that, Turkey has a
crucial key role in European energy politics, with its geostrategic natural bridge
structure, and should not be overlapped as a strong strategic actor in European
Union integration period.

Current Geopolitics and Dimensions of Energy Security
In order to analyze the policy of diversification of energy transit routes and
Turkey‟s role in this policy regarding European Union‟s integration process, one
should first deeply understand what‟s going on in the international arena-which we
have defined as the „chess board‟ for the ongoing energy games. In this part, the
ongoing international events on the chess board will be analyzed before stepping
up to the European Energy demand, the suppliers and the transit routes.
As Birsel (2005) states, the energy geopolitics is something dynamic which not
only changes according to different country policies but also due to the advantages
of those countries on the energy concept. Those advantages for the countries might
said to be having large geographic areas encompassing the potential borders
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available for the pipeline projects, the large seas providing some countries a strong
sea power, strong economic advantages, etc. All those advantages determine the
policies of the world countries in the international arena, on the other hand the
players of the chess board.
Most of the world energy resources are centered all around the Arabian Gulf and
the Caspian Sea. As long as acquiring and having control on those energy
resources is the ultimate aim of this game, the strategies of the players turn around
the ways to realize this dream. To categorize the most visible players of the chess
board, one can state that USA and the Russia (the ex-Soviet Union) are the two that
took the scene first. The European Union is the next player stepping up to the scene
together with the globalization. Through the enlargement policies and the member
countries‟ powers, the EU also started to take powerful assaults against the other
two rivals on the play. Let‟s examine those actors one by one starting from the
USA.

The USA and the USSR
The USA, whose main aim during the Cold War is to become the super power and
to limit the geopolitical advantages of the USSR, followed the main strategy
known as the “Containment Policy”. According to this policy of the USA which
Birsel (2005) defines as the „World Domination Project‟, the USA plans to contain
the area around the USSR- the borders starting from Greece and including Turkey,
Iran, India, the Arabian Peninsula, Japan, South Korea, Afghanistan, and Pakistan.
Surrounding those borders starting from Norway to the Adriatic, the USA would
have the chance to contain and control the borders which have crucial importance
for the energy games. It is important to state here that Turkey is still taking part in
those borders today, which one might easily say that Turkey‟s geographical
borders make it crucial for realizing even this policy.
Through controlling those borders, the USA would have the chance to play its
planned step on the chess board, the “petroleum and gas pipeline strategies”. As
Birsel (2005) examines, energy domination through the control of those borders
available for pipeline projects is the basic stone of its World Domination Project.
While the USA is having such planned moves on the chess board, the USSR,
thanks to its strong sea power, the nuclear submarines, and the intercontinental
ballistic missiles, could stand against and came over the strong steps of the USA.
As Yavuz (2007) defines, the „deterrence of the USSR sea power‟ gave the USSR
the chance to play strong steps against the USA. He indicated that, such two strong
13
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actors came face to face on the international arena, and that‟s the reason why the
Cold War has lasted so long.
After the Cold War ended, the USA started a new strategy. The first move of the
USA dates back to the 20th century. A new strategy started with the Afghan
invasion under the UN umbrella during 2001-2002. During the same period, the
USA found a way to settle in the Middle East through establishing military bases in
the Kazakhstan, Kirghizstan, and Uzbekistan.
A second step came after the Afghan invasion-the September 11 attacks followed
by the Iraqi War led by the USA and its long term strategic alliance the Great
Britain. Even if the reason for the Iraq War had been shown by the USA as Iraq
acquiring and producing nuclear weapons and helping terrorist El-Kaide, it could
not make even China, Russia, UN, France and Germany to believe those reasons.
As those steps started to be used by the USA to gain power and rise in the
international arena, Russia, coming out after the dissolving of the USSR, started to
abandon its long term passive foreign policy. Because those steps increased the
petroleum prices and this made Russia advantageous against the USA, Russia
preferred using this as a strategic policy instrument against the USA in order to be
a dominant power once again in the international arena. As Yavuz (2007) indicates,
that‟s the point what turned Russia into a „chess player‟ against the USA. As he
examined, one of the best examples of Russia‟s careful and clever movements is
cutting the gas going to the Ukraine, which was a part of the ex-USSR and tried
gain its independence through becoming a member of the EU after the collapse of
the USSR.

The EU Stepping up to the Chess Board
While all those steps are being played by the actors on the board, a new player
stepped um to the scene together with the bombing effect of the globalization, the
European Union (EU). The Nabucco Project is one of the best examples that shows
the EU members are not laying themselves down against those strong players the
USA and Russia.
The Nabucco project which will be discussed deeply in the following sections
includes the formation of a gas and petroleum pipeline that will scratch from
Eastern Turkey and encompass the borders of Bulgaria, Romania, and Hungary
carrying Iranian and Azerbaijani gas to Europe.
Another carefully planned assault of the EU comes with the enlargement policy
which enables them to reach up to most important borders related to the oil. Let‟s
14
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see what happened with the EU enlargements until today and what might happen in
the near future.
The first large EU enlargement after its foundations is the 2004 enlargements in
which Cyprus, Malta, Hungary, Poland, Slovenia, Slovakia, the Czech Republic,
Latvia, Lithuania, and Estonia became the members of the union. With this
enlargement, part of the Nabucco project seemed to be realized thanks to the
membership of the Hungary. Later, the 2007 enlargement gifted the EU with
Romania and Bulgaria again completing parts of the dreamed Nabucco project.
What Birsel (2005) indicates is that the next target for the EU might expected to be
Georgia, Azerbaijan, and Armenia because the EU aims to control the South
Caucasus.
Even those enlargements show us that the EU is step by step enlarging its borders
parallel to the energy resources. If this is realized by the EU, this would be a very
strong trump for the EU against Russia and the USA. Having somehow a control
over those borders thanks to their membership will affect the other countries in
different ways. First, Russia will loose its domination over the energy resources,
which is being used as a strong foreign policy instrument and an economic control
mechanism against the EU. Secondly, the USA will loose its trump of controlling
the EU. As long as the European countries, especially France and Germany who
are much more dependant on energy resources, do not prefer the USA to have the
ultimate control over the energy resources, they were much more for the
cooperation with Russia which might balance the game on the board. They
believed that reaching the energy borders over Russia would be easier. However,
the collapse of the USSR changed the balances and that‟s the cornerstone for the
EU which led them to turn their policies to reach those regions through the
enlargements.
Here, it would be better to examine how balances on the board changed the game
in advantage for Turkey. One should take a glance at the latest developments in the
international arena. After Russia's invasion of Georgia last August, Turkey became
more heavily engaged in the Caucasus. The war not only showed the limitations of
U.S. and EU influence in the region but also showed the vulnerability of pipelines
that have been carrying oil and natural gas from Azerbaijan to Western markets via
Georgia since 2006. The Baku-Tbilisi-Ceyhan pipeline carries 1 million barrels of
crude per day to Turkey's Mediterranean coast. The pipelines were targeted
unsuccessfully during the Georgia war.
All these show us that the energy demand of countries determines their policies
and creates the assaults of the players on the chess board. As long as in this paper
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the importance of Turkey for the European Union in their policies is the focus
point, the European energy demand will first be discussed in the next chapter.

European Energy Demand, Suppliers and Transit Routes
After analyzing current geopolitical events and energy security in today‟s world
which directly affect the policy of European Union countries, it would be
convenient to investigate the technical background of energy supply of the
European Union.

Figure 3
European Union Total Crude Oil Production and Consumption

Source: BP Statistical Review of World Energy 2008
Figure above clearly represents increasing gap between crude oil production and
consumption, which interprets increasing total crude oil import of European Union
countries for period 1965-2007. That is the main reason of increasing importance
of sustainable energy supply policies for European Union countries. In 1965 total
crude oil production in European Union is 707 million barrels per day and total
consumption is 7.9 billion barrels per day. Nearly 7 billion barrels of crude oil
demand is covered by import in mentioned year. Prior to 2007 production has
increased gradually to 2.4 billion barrels per day and consumption has increased
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dramatically to 14.8 billion barrels per day which pulls total crude oil import of
European Union to nearly 12.6 billion barrels per day. This gives us an idea that
energy intensive economic structure of European Union has merged very sharply
in mentioned period, if one keep in mind that crude oil is the primary energy
source and crude oil demand is the representative of total energy need.
With this respect, suppliers of this demand have a rising importance. Middle East,
Eurasia and North Africa are the regions that meet the energy demand of the
European Union. The table below shows the significance of energy sources in the
mentioned regions for Europe.

Table 1
European Union Primary Energy Import
Crude Oil

Natural Gas

Supplier

USA
Middle East
Eurasia (FSU)
North Africa
Total Supply
to Europe

(thousand
barrels per day)
359
2957
6726
1923
13953

% of Total
2.5
21.1
48.2
13.8
100

(trillion cubic
feet yearly)
0.268
4.799
1.480
13.861

% of
Total
1.9
34.6
10.6
100

Source: BP Statistical Review of World Energy 2008
According to table above, with nearly 48.2% of total crude oil and 34.6% of total
natural gas flows, Eurasia is the biggest supplier of European Union which clearly
states the importance of an energy supply security policy towards Eurasia and
Former Soviet Union. As mentioned above, supply security has mainly two
dimensions; sustainability of production and organized and systematic
transportation.
Production sustainability and stability are dependent upon policies of producing
countries toward liberalization and technical activities of international companies
and current situation of reserves. It‟s not possible to affect these parameters in the
short run because they are whether about producing countries or about
technological advances. On the other hand, countries may choose to diversify their
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suppliers and so they would have empowered their policies of sustainable energy
supply.
Transportation of produced energy sources from reserves to consumption regions is
more complicated. Supply which planners need to organize the transit route has
become a more serious problem than the production of sources in 21st century.
Case of the European Union supply security demonstrates this fact. Nondiversified resource and transit routes distress European diplomats against Eurasian
counterparts. More specifically, Russia is dominating European energy supply, i.e.
4.392 trillion cubic feet of natural gas yearly, and pipelines carrying 80% of
European energy supply passes through Ukraine. One can easily point out the fact
that crisis or breaks in one to one relations between Russia, Ukraine and Europe
would lead a serious and severe problem namely energy deficit for European
economy.
Map below shows main transit routes of European energy supply. Nearly 45% of
total energy import of the EU is being transmitted from Central Asia and Russia
through former soviet, eastern European countries.

Figure 4
Total Energy Flow to Europe from Eurasia, Middle East and North Africa

Source: Authors and BP Statistical Review of World Energy 2008
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European crude oil and natural gas imports from Middle East and North Africa are
transmitted by tankers and undersea pipelines. This type of transportation is
relatively secure when compared with import from Eurasia. Yet, 45% of European
energy supply passes through politically risk regions including Georgia, Chechnya
and Ukraine. Mentioned regions are the parts of the board on which Russia and
USA play chess for 15 years.
With this view it‟s not so hard to understand that Europe has non-diversified
energy supply policy which limits European act on Eurasia. Svedberg (2007) states
that the natural gas dispute between Ukraine and Russia 1, through creating a shortterm crisis for manufacturing industry in Europe, has pointed out the sensitivity of
the issue.
One obvious outcome so far is that, countries in the European Union should
diversify transit routes. Next chapter will handle the probable impact of Turkey‟s
interference to global energy industry as a key player in energy transportation. As a
case study, Nabucco project will be analyzed in detail.

Turkey’s Rising Importance for European Energy Security
As European energy demand rises, which has been mentioned in the previous
section, importance of alternative sources and transit routes has emerged as a vital
issue. In this part of the paper, we would like to analyze Turkey‟s crucial role in
this chess game. Turkey is not a net energy producer whereas geostrategic location
of Turkey, which lies between producing and consuming regions, leads her to
consider energy based policies as a part of foreign diplomacy.
In this respect, main objective of this part is to prove the importance of potential
natural gas supply to Europe from regions nearby Turkey, via pipelines through
Turkey. Natural gas inflow via pipelines is more crucial than crude oil supply for
Europe because, stable crude oil transportation may be provided with tankers from
all regions of World, whereas natural gas transportation is more complicated than
technically. In order to carry natural gas with tankers, firstly physical phase would
be changed from gas to liquid by compressing and cooling natural gas. This
process is called liquefaction and new product is named as Liquefied Natural Gas
(LNG). This type of transportation becomes more dangerous because of the
pressure due to the compressed gas. Therefore, for a sustainable natural gas supply,
1

On January 1 2006, Russian national energy company Gazprom has cut the gas
supply to Ukraine due to a dispute on natural gas pricing procedure. After 3 days
cut-off, Gazprom restored the supply.
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countries would choose pipeline transportation. This technical analysis would be
meaningful, if one take the case of Europe, which we have mentioned before that
there is a dependency to Russia in natural gas supply, in to consideration. As a
preliminary result, we would point out that Europe has to diversify natural gas
suppliers and transit pipeline systems.
Table below shows total natural gas resources, namely estimated reserves and total
production of Turkey‟s nearby countries as the end of 2007.
Table 2
Total Natural Gas Reserves and Production of Selected Countries Nearby
Turkey at the end of 2007
Country

Total Natural Gas
Reserve
(trillion cubic feet)

Azerbaijan
Turkmenistan
Iraq
Iran
Saudi Arabia
Qatar
Total

45.13
94.22
111.95
981.75
253.03
904.06
2390.14

Total Natural Gas
Production
(trillion cubic
feet/year)
0.365
2.372
3.942
2.664
2.117
11.460

Life of Reserves
R/P Ratios
(years)
>100
39.6
>100
>100
94.3
>100
>100

Source: BP Statistical Review of World Energy 2008
Not surprisingly, one may easily figure out that there is significant mass of natural
gas sources in represented countries. Reserves in four of these countries have a life
greater than 100 years. Total yearly production of these six countries is 11.460
trillion cubic feet which is absolutely 82.6% of European yearly natural gas
demand. That means; instead of Russia, European policymakers may consider
choosing these countries as energy suppliers.
This would imply the methodology of reaching a sustainable energy supply for
Europe. Although there is a dispute about nuclear weapons between developed
western countries, including European countries, and Iran, table points out the fact
that Iran, second biggest producer of natural gas after Russia, should not be
neglected in terms of natural gas supply. Also Azerbaijan and Turkmenistan, with
high production capacity, rise as a new actor for European supply. Moreover, Qatar
emerges as a new power with extreme natural gas reserves.
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On the other hand, today Europe, provide nearly 14% of total energy need from
Middle East. So, for better understanding, further analysis on current natural gas
sources and flow streams would be discussed in detail.
Table 3
Current Natural Gas flow to Turkey from Selected Countries nearby
Natural Gas Flow Direction
(Source-Transit Countries)

Situation

Azerbaijan-Georgia-Turkey
South Cacaus Pipeline (SCP)
Turkmenistan–Azerbaijan-Georgia-Turkey
Trans Caspian Pipeline (TCP)
Iraq – Turkey
Iran – Turkey
Saudi Arabia – Syria – Turkey
Qatar – Kuwait – Iraq –Turkey

UC*

Capacity
(billion cubic
feet yearly)
310

P**

1059

UN***
E****
NA
NA

354
-

Source: International Energy Agency, Wikipedia
*UC: Under Construction
**P: Planned
***UN: Under Negotiation
****E: Existing
Table 4
Current Natural Gas flow to Europe from Selected Countries nearby Turkey
Natural Gas Flow Direction
(Source-Transit Countries)

Situation

Turkey – Austria
Nabucco Pipeline
Will be fed by SCP and TCP
Turkey – Greece – Italy
Will be fed by Caspian Sea, Middle East,
Russia

UC

Capacity
(billion cubic
feet yearly)
158-459*

E**

247

Source: International Energy Agency, Wikipedia
*Projected volume to be transmitted by 2020 is 1094 billion cubic feet yearly
** Turkey-Greece section is constructed but Greece-Italy section is under
construction
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These two tables show existing, planned and potential gas supply to Europe
through Turkey. Especially the Nabucco project with planned capacity of 1.1
trillion cubic feet per year has the power to diversify energy supply routes to
Europe. Project would provide nearly 8% of European total energy demand,
whereas it‟s not sufficient. European policymakers with their Turkish counterparts
should focus on Middle Eastern gas more. Here a paradox rises for European
diplomats, whether to depend on monopolistic Moscow or to corporate with
nuclear threat Tehran. Yet Iran seems to be new regional powers in the energy
game which we should take in to consideration. One other actor here is, relatively
more stable Qatar. With its significant size of reserves and geographical location,
Qatar enables Turkey and Europe to come together for another project; QatarKuwait-Iraq-Turkey pipeline which would feed Nabucco and Turkey-Italy-Greece
easily.
Projects mentioned in this part of paper would be considered as some technical
advisory for European executives to diversify energy suppliers. On the other hand,
both projects include Turkey. In his article Roberts (2004) states Turkey‟s role in
global energy industry as useful and important because she would be a challenging
competitor against Russia.

Conclusion
In this paper, the determinants of the energy policies of big powers within the
international arena and the rising importance of Turkey as a strategic partner have
been analyzed in regard to the energy demand of those countries.
As discussed above, the European Union is one of the rising powers on the chess
board who plays due to both the changing balances since 1950s and the energy
demand of the member countries. As the international events and the erasing of the
borders through globalization changed the balances on the game, Turkey, a secular
Muslim nation of 70 million people, is taking on a growing role as a regional
player in the Caucasus and the Middle East. Thanks to its strategic location
available for the pipeline transportation, Turkey is a country which should be
inside any project regarding the transfer of energy resources from Eurasia to
Europe.
It is a reality that any unexpected assault of player countries, such as Russia or the
USA, may instantly and sharply change the rules of the game and ruins the regular
order of the ongoing energy transportations between countries; it becomes a
necessity to diversify the energy routes. In this manner, Turkey is the best option
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for the diversification due to its strategic location and contacts with many
countries. As the European Union is searching for new energy counterparts, instead
of taking risks and obscurities through cooperating with Iran, Iraq, or Qatar, where
political uncertainties occur, they should better take into consideration Turkey as a
partner. One should here claim that this partnership may be realized even without
realizing Turkey‟s membership to the EU. Of course this is possible even through a
„privileged partnership‟ as France wishes to do. However, through such a
partnership, it will again not be possible and sure to create a collective response in
any crisis situation, thus will not be a guarantee for preventing any other energy
crisis. A Turkey, as a member of the EU bounded by the “EU acquis”, would be in
advantage not for Turkey, but even much more for the EU.
It‟s like a chess game. Who plays better finally gains. However it is a reality that
when the game is over, both the shah and the pawn are put into the same box. It
should not be ignored that among all the strongest players of this game, Turkey
might said to be the bridging shah between them and should be focused on very
carefully before being ignored.
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The Mediterranean Policy of the European Union:
A Capabilities-Expectations Gap Analysis
SIBEL ALAMAN ZENGIN

Abstract
This article applies a capabilities-expectations gap analysis to the Mediterranean
policy of the European Union (EU), which was initiated with the EuroMediterranean Partnership (the EMP or Barcelona Process). The analysis will be
used to compare the capabilities and expectations of the Mediterranean policy
when the EMP was launched in 1995, and to argue for the existence of a
capabilities and expectations gap (CEG) today. Expectations involving peace,
stability and prosperity in the Mediterranean area were high when the EMP first
came out as a strategy. It has mostly been considered as a disappointment so far,
concerning the unsatisfactory and weak progress. This paper will analyze the
development and challenges since its take-off whether EU-Mediterranean
capabilities have increased and/or expectations have decreased.

Introduction
The Mediterranean has always occupied a prominent role in the attainment of
European peace due to its critical geopolitical position, representing the crossroads
and natural bridge between continents (Chryssochoou and Xenakis, 2003; 47). The
Euro-Mediterranean Partnership (the Barcelona Process), launched in November
1995, was intended to be a multilateral framework of regional integration and
cooperation between the EU and southern Mediterranean states, namely Algeria,
Cyprus, Egypt, Israel, Jordan, Lebanon, Malta, Morocco, Syria, Tunisia, Turkey
and the Palestinian Authority. Bringing together the Ministers for Foreign Affairs
of the 15 EU member states and the 12 Mediterranean non-member countries,
Barcelona Declaration was adopted at the Euro-Mediterranean Conference
(Commission of the European Communities, 1995). The creation of the EuroMediterranean Partnership (EMP) has been the EU‟s grand, challenging, and long
lasting framework of foreign relations. It was intended to strengthen and shift the
relations with the countries across a variety of economic, cultural, social, and
political and security issues. Moreover, the projection of the EU norms to be
emulated by Mediterranean partners was perceived as a means of extending the
EU‟s influence in the south through non-coercive instruments, including dialogue,
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with the 12 Mediterranean partners (Pace, 2006; 3). Three aspects that the
Partnership concentrates on are as follows (Commission of the European
Communities, 1995):
“the political and security aspect aims to establish a common area of
peace and stability; the economic and financial aspect hopes to allow the
creation of an area of shared prosperity; the social, cultural and human
aspect aims to develop human resources and promote understanding
between cultures and exchanges between civil societies”

At present the Euro-Mediterranean has increased to 39 members with the EU
enlargement of 2004, the year that the European Neighbourhood Policy (ENP) was
also developed furthering the Partnership. The ENP was designed to deal
simultaneously with trade, aid and migration flows between the European Union at
27, and a series of countries in its immediate external periphery (Tovias, 2007; 1).
While complementing the Barcelona Process, the ENP provides additional bilateral
opportunities to individual countries.
This article focuses on capabilities – expectations gap analysis that gives us an
evaluation of what has happened with respect to the European Union policy on the
Mediterranean. Christopher Hill first introduced the CEG as a framework on EU‟s
Common Foreign and Security Policy (CFSP). His aim was “to look at the
functions which the Community (EC) might be fulfilling in the international
system, but also the perceptions which are held of its role by third parties (Hill,
1993; 306). This refers to the distinction between what Europe is expected to do
and what it can indeed accomplish (Tzifakis, 2006; 237).
The paper illustrates a statement of capabilities and expectations, if the CEG for
EU-Mediterranean has changed since its first launch in 1995. A CEG analysis will
be carried out in order to observe in what trend the EU‟s the Mediterranean policy
is experiencing a capabilities-expectations gap today. The paper will first review
the framework of capabilities and expectations gap (CEG). Then, the framework
will be examined in a realistic view to assess what the EU‟s Mediterranean policy
was expected to achieve and how it responded to the demands. In this paper it will
be discussed that the expectations became high when the initiatives (the EMP, the
ENP, etc.) were first introduced. This indicates a gap between the capabilities and
expectations in the policy.
Barcelona agreement turned out to be a more advantageous one for the EU than the
Mediterranean non-member countries. Although the EMP could not provide the
stabilization, cooperation and prosperity of the region, some progress has been
made with the establishment of the European Neighbourhood Policy. This brought
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the capabilities a little higher, narrowing the gap. Conversely, with the
establishment on the new institutional governance of the Barcelona Process,
„Union for the Mediterranean‟ (European Commission, 2008), it could be predicted
that the gap may be larger again, because the latest developments represent an
increase in the expectations of the Community‟s relations with the Mediterranean
while the capabilities have not yet advanced significantly. As a result, the gap
seems to become larger in the near future whilst shortcomings continue to occur in
the objectives and action plans.

The Capabilities- Expectations Gap: An Overview
The framework of the CEG was first introduced by Christopher Hill in his article
entitled „The Capability-Expectations Gap, or Conceptualizing Europe’s
International Role’ in the Journal of Common Market Studies in 1993. Hill used
the CEG analysis to find out whether there is the existence of a capabilitiesexpectations gap in the EU‟s international policy, namely the Common Foreign
and Security Policy (CFSP) that was established in 1992 and came into effect in
1993 by the Treaty of Maastricht. Dividing it two parts, Hill‟s hypothesis in CEG
was clear: first, the functions which the EC has already carried out and the
potential functions that will be performed in the future must be examined. Second,
the perceptions held of EU‟s role by third parties must be conducted. If there is a
large gap between what is expected and what can be achieved, then there are
certain things that the EC cannot or will not do (Hill, 1993; 326).
As one of the two indispensable concepts, Hill defines actorness as “providing us
with a theoretical perspective which can incorporate both the internal dynamics of
institutional development”, and the other presence as “consequentialist notion
which emphasizes outside perceptions of the Community and the significant effects
it has on both the psychological and the operational environments of third parties”
(Hill, 1993; 308). Based on the two integration theories, intergovernmentalism and
supranationalism, he suggested that the EC should use both of these concepts in
that it must pursue sound and effective foreign policy in demonstrating its impact
on third parties. This would also restore the EC‟s image in a powerful way. Then,
he proposes a CEG analysis to clearly analyze what is demanded from the EC on
its policies and what is presented or fulfilled accordingly. The main question here
is whether the capabilities and/or expectations are lowered/advanced to narrow the
gap.
In his following article five years later, „Closing the Capabilities-Expectations
Gap?’ (Hill, 1998), Hill observes and evaluates the previous CEG that has
developed and changed over time. In this article, he tries to understand the
progress that the EC has made within its international policy. He tries to cross27
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check the role of the EC‟s foreign policy after a period of time. He found out that
the expectations lowered within five years although some of the capabilities
improved by the Maastricht. Looking at capabilities and expectations he
concentrates on „over-commitment‟ and „under-fulfillment‟;
The CEG might have narrowed from its post-Maastricht extreme, but it has
hardly
disappeared. Indeed, the risk of over-commitment and underfulfillment seems almost as high as five years ago. (Hill, 1998; 33)
Proceeding to the analysis with CEG, the role of the EU in the Mediterranean area
is going to be conceptualized and what capabilities the EU has over the
Mediterranean policy will be realized first. This will provide an evaluation of the
achievements and future indications in a broader context.

EU-Mediterranean Capabilities
Since the end of the Cold War, various initiatives have been produced for
Mediterranean regional cooperation by the EU. The Mediterranean is often
described as a dense network of diversities and dividing lines among different
political and socio-economic (sub)systems, cultures, civilizations, languages, forms
of association and expression, and religious denominations (Chryssochoou and
Xenakis, 2003; 52). There have always been socio-economic disputes and security
concerns over the region. To obtain stability in the Mediterranean and boost its
future economic capabilities, the EU leveraged its economic capabilities, binding
the southern Mediterranean countries to the European center and opening their
markets to European exports (Saleh, 2007; 80).
Launched in 1995, the Euro-Mediterranean Partnership (the Barcelona Process)
and the European Neighbourhood Policy (ENP) in 2004 were intended to build a
more integrated Mediterranean region. The Barcelona Process can be regarded as
an economic, political and cultural project designed to export the EU‟s values and
norms to the Mediterranean region as a whole (Cebeci and Raz-Netzer, 2004; 176).
The ENP, alternatively, can be taken as a supplement to the EMP, not a substitute,
as it simply adds new incentives to be given to them framed in a context of positive
conditionality and reflecting a more active engagement of the EU instead of a more
passive one (Tovias, 2007; 5).
So far, there have been diverse results in terms of the capabilities of the
Mediterranean policy. The problem is that; although political relations between the
EU and Mediterranean were constructed with the said policy, the Mediterranean
did not become a more integrated and prosperous region as a result. One of the
reasons was that there have always been intensifying tensions in the Mediterranean
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and Middle East such as the Arab-Israeli conflict. Persisting trans-Atlantic
differences over the Mediterranean and the Middle East, as well as the re-emerging
gap between processes of integration and stabilization north and south of the
Mediterranean have clearly exposed the danger of the EMP becoming weak and
irrelevant (Aliboni R. and Aly A.M.S, 2000; 212). Moreover, after the 9/11, the
situation deteriorated on security issues and „war on terrorism‟ was strongly
emphasized. The importance of the Mediterranean with regard to European
security has increased significantly after September 11, since the Mediterranean
with its nature being the meeting point of three religions, and the stage for conflicts
and economic and social and political grievances, constitutes an important
challenge in the EU‟s neighbourhood (Cebeci, 2004; 207).
The EU‟s fundamental objective in the EMP was strengthening the security issues
by preventing immigration, terrorism, organized crime, drug and human trafficking
from the South Mediterranean to Europe. Through the EMP, the Mediterranean
countries would control the aforementioned security problems and assist the EU in
opening up South Mediterranean market, receiving aids in return. This resulted in
Mediterranean countries understanding and feeling that the EU was more
concerned with its own security and interest through the Mediterranean policy
rather that bringing „developments‟ in the region. However, in development areas
of regional security, the rule of law, human rights and democratization, the EU
could not produce a fulfilling strategy and failed.
With more attention to commercial, economic and financial aspects, it can be said
that progress was made more in the economic side of the EMP: “Some progress on
trade liberalization was made, financial support was stepped up, two of the original
EMP countries (Cyprus and Malta) subsequently became EU members, and one
(Turkey) became a candidate for accession, macroeconomic stability has improved
in most Euro-Mediterranean countries and social indicators in general improved”
(Nsouli, 2006). However, there were also problematic areas that were limiting the
capabilities and fell far short of expectations: “overall, living standards in EuroMediterranean countries have failed to converge towards EU levels, employment
growth in the region has failed to keep pace with increases in the labor force, EuroMediterranean trade integration has been limited, only little South-South regional
integration took place, the increase in inward foreign direct investment (FDI)
became slower than hoped and only little progress on "behind the border"
structural reforms could be made (Nsouli, 2006).
Aiming at building the Euro-Mediterranean Free Trade Area (EUMEFTA) by
2010, European Union agreed to support the countries in the region that have
problems in economic restructuring. Yet it seemed EMFTA was not the right tool
to improve the economic growth of the region countries. The partner countries
have been slow to sign the agreements as the developments to take advantage of
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partnership have been insufficient. In addition, the EU utilized the MEDA
programme (financial cooperation package) to strengthen its relations with its
Mediterranean Partner countries. MEDA I continued from 1995 to 1999, and
MEDA II began in 2000 and ended in 2006. In practice MEDA funds support the
purpose of turning the southern Mediterranean countries into export-led economies
(Saleh, 2007; 80). This too was clearly a usual EU policy to attain its own goals
instead of providing a significant economic growth in the region.
In sum, EU‟s policies on the Mediterranean seem to have focused more on the
meetings rather that the concrete projects and results. Instead of advancing
political, economic, etc capabilities with the Mediterranean policy, the EU‟s
capabilities have mostly been limited in negotiations which led to further meetings,
agreements and list of programs but also intangible outcomes. These weak
arrangements were actually the proof of the inability of the EU.

EU-Mediterranean Expectations
There were high expectations on both the Mediterranean side and the EU side
when the EMP was first introduced in 1995. The end of the Cold War, the fall of
the Berlin Wall and the Gulf War 1 brought in security concerns in the region.
Furthermore, there were a mixture of problems in the Mediterranean region
(abovementioned crossborder regional conflicts, illegal immigration, and criminal
activities) and these were needed to be fixed. It was hoped that a feasible strategic
development in the region would favour both the European and Mediterranean
sides. Main expectations were peace and stability in the region, economic growth,
integrations of different cultures and people. The Barcelona Declaration in 1995
set out a number of elements as being involved in the creation of such „a zone of
shared prosperity‟:
- the acceleration of the pace of sustainable socio-economic development in
the Euro-Mediterranean countries
- the improvement of the living conditions of their populations, the
increase in the employment level and the reduction in the development gap
in the Euro-Mediterranean region
- the encouragement of regional cooperation and integration
In order to achieve and meet these expectations; free trade, financial aid and
knowledge transfer were intended to be offered to the Mediterranean countries.
Expectations in relation to the Mediterranean initiative were in general higher
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inside the EU than in the Mediterranean countries. It was one of the most
ambitious projects of the EU that was built on a long-lasting cooperation. It would
also reinforce the authority and increase the influence of the EU in the region. The
dominant objective of the EU on the Mediterranean policy could be understood by
looking at the structural efforts and agreements (the Conference on Security and
Cooperation in the Mediterranean, the Mediterranean Forum, the EMP, the ENP,
the Union for the Mediterranean) that have been made so far and constantly revised
by the EU. Even sometimes the steps have been taken even without the
consultation of the Southern partners such as the MEDA regulation and the relaunch of Barcelona under the name of „Union for the Mediterranean‟. Despite the
expectations through the EMP, a ten-year long progress has demonstrated that the
Barcelona Process has been a border-drawing rather than a region-transformation
and boundary-eradication exercise (Tzifakis, 2006; 244). It came as a
disappointment with lack of distinctive and definite programs and lack of financial
resources provided. After the 2004 enlargement, the new policy (the ENP) aimed at
bringing Europe and its neighbours closer. It was welcomed by the Mediterranean
partners. In view of the launching of the ENP, many critiques of the EU‟s previous
policy for the Mediterranean countries, (the EMP), hoped for an opportunity
through which the EU can contribute to systematizing and reinvigorating what has
been built over the past decade or so through EU-Mediterranean Relations (Pace,
2006; 7). Bilateral relations between the EU and each neighbouring country were
given more emphasis than before. The neighbouring countries of the enlarged EU
also have expectations towards this regional entity, but they differ in intensity and
content (Delcour and Tulmets, 2007; 228). However, not each neighbours‟ specific
expectations were taken into account by the EU. Negotiations cover the four ENP
action areas to: strengthen the rule of law, democracy and respect for human rights,
promote market-oriented economic reforms, promote employment and social
cohesion, and cooperate on key foreign policy objectives such as counteringterrorism and the non-proliferation of weapons of mass destruction (Commission
of the European Communities, 2004). All the same, the ENP with a combination of
the EMP has remained unsatisfactory regarding to the low progress made.
Finally, as one of the recent Summits of 2008, in the Paris Summit of the
'Barcelona Process: Union for the Mediterranean‟ (the UfM), the European
Commission adopted proposals to upgrade the partnership between the EU and its
Mediterranean neighbours (European Commission, 2008). The Union for the
Mediterranean was initiated by French President Nicolas Sarkozy, as a new stage
of the Euromediterranean Partnership. Bringing together all EU members with
several non-EU countries that border the Mediterranean Sea, it aims at giving a
new energy and vision to the EU‟s relations with its partners in the Mediterranean
region. Commissioner for External Relations and European Neighbourhood Policy,
Benita Ferrero-Waldner added as follows (European Commission, 2008):
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The Barcelona Process has its champions and critics. While we recognize
that much has
been done in our near 13 years of Partnership, we are
also aware that much remains to be done if future achievements are to
match expectations. We are deeply committed to the Mediterranean
region. Today‟s proposals underline that commitment, and our desire for a
more coherent partnership based on co-ownership of the process.
The new initiative could increase capabilities as it was produced to lift up stability
and economic opportunities. However, „the Union for the Mediterranean‟ did not
receive extensive support, from all European countries (Zweiri M. and Pantaleo N.,
2008). So, it came with its criticisms across the Mediterranean and from the EU
members. The Union for the Mediterranean is now hoped to have a clearer
direction after the failure of the EMP and the ENP. It is necessary to conduct
political will from both sides. While it is not simple to comment on the capabilities
of the new initiative, „the Union for the Mediterranean‟ may produce better
capabilities:
- By upgrading the political level of the EU`s relationship with its
Mediterranean partners
- By providing for further co-ownership to the Euro-Mediterranean
relations
- By making these institutions more concrete and visible through
additional regional and
subregional projects, relevant for the
citizens of the region
(Joint Declaration of the Paris Summit for the Mediterranean, 2008)
Hopes for this new project may also bring the expectations a little higher.

Conclusion: Bridging the Capabilities-Expectations Gap
According to Hill (1998; 23); capability mean resources, instruments and
cohesiveness; resources could be population, wealth, technology, human capital
and political stability, together with cohesiveness, or the capacity to reach a
collective decision and stick to it, and finally instruments of foreign policy could
be the use and threat of force, diplomacy, economic carrots and sticks and cultural
influence. Resources in terms of Mediterranian policy have been mostly sufficient,
but also problematic sometimes. There has been noteworthy financial assistance
from the EU to the Mediterranean partners, such as the MEDA I and MEDA II
development assistance programs within the EMP, but not all the other objectives
were met by the EU. In addition to resources, as a strong asset, enlargement to 27
countries in 2004 increased the total population of the EU up to 495 million. The
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cohesiveness of the EU in its policies toward the Mediterranean has not been
maintained satisfactorily throughout the Mediterranean policy. Looking at
cohesiveness as the ability to take decisions and to hold them (Hill, 1998; 28), then
the Mediterranean policy is not any positive for the reasons mentioned above
previously. Lastly, regarding to the instruments, especially joint actions -joint
decisions and implementations-between the EU and Mediterranean countries have
not been properly implemented although economic sanctions and aids have been
frequently used for the region. These aims have also been supported through the
MEDA Democracy programme. The Mediterranean policy of the EU showed that
there have been diverging expectations. Expectations on the EU side are mostly
about exporting the EU norms to the neighbours, while on the Mediterranean side
expectations are economic/financial, social/cultural and political.
The capabilities and expectations analysis of Mediterranean policy presented above
suggest that expectations have not been met by a parallel increase of capabilities.
So, it seems that there is a large gap between the capabilities and expectations of
the Mediterranean policy of the EU today. As far as capabilities are concerned, it is
uncertain whether the EU will be able to achieve the expectations of its own
member states or of its neighbours (Delcour and Tulmets, 2007; 229). While the
ENP, with the last enlargement, and „Union for the Mediterranean‟ have
moderately increased the capabilities, these have not been enough to support
expectations. There has not been a considerable change in capabilities as the EU
has been unable or unenthusiastic to provide the necessary instruments, resources
and political support. As a result, the CEG analysis of the Mediterranean policy
exposes the existence of a gap between the capabilities and expectations. If the gap
grows, the reputation gets damaged. There are two choices in order to narrow the
gap; one is increasing the capabilities to meet the existing expectations, and second
decreasing the expectations to meet the existing capabilities.
As Hill states (Hill, 1998; 27-29), “disappointment always leads to lower
expectations”, and “success breeds expectations”. Past attempts of the
Mediterranean began with enthusiasm (high expectations) but resulted in
disappointment (low capabilities). Question remains whether the EU systems and
determination will actually enhance the capabilities. Here, I would suggest the
second choice above to narrow the gap at least for today.
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Beyond Obamania – Change in U.S. Foreign Policy and
the Consequences
for German-American Relations
ALEXANDER BRAND
But radical change ...
comes easier as campaign slogan than governing practice.
(Huq 2008)

Obamania... or: The Quest for (Foreign) Policy Change
Bringing change to Washington as well as changing how the world sees the United
States after 8 years of unilateralism and interventionism under George W. Bush
arguably have been core messages of the election campaign of Barack Obama.
These messages have proven extremely resounding with the voters: that there has
been a felt need for change, change „one could believe in‟, change in almost all
policy areas from health care to war, from environmental to energy policy. As
newly elected president Obama made clear from the start of his presidency, with
early decisions on policies and personnel, however, was that change was not only a
popular slogan to mobilize people, but at least partially indeed his agenda. 1 Most
notably, his immediate decisions to suspend the trials at Guantanamo Bay prison
and to revoke many of the heatedly debated policies established under his
1

It remains, of course, debatable whether his first decisions regarding his preferred
political personnel indeed signalled a deep and comprehensive shift, especially
with regard to foreign policy. Choosing office holder Robert Gates as Secretary of
Defense may have helped his attempt at establishing bipartisan consensus, as well
as nominating his former contender Hillary Clinton for the position of Secretary of
State indicated his willingness to overcome fractions within the Democratic camp.
Both decisions in any case disappointed supporters who had waited for more
radical change. Most surprising have been the nomination of an intelligenceoutsider and vocal opponent of the debated interrogation techniques (Leon Panetta)
as head of the CIA and the appointment of former NATO commander James Jones
as National Security Adviser. Albeit this choice indicated the preference for a
soldier-diplomat as against a foreign policy geek who could regularly feed new
ideas into the administration, it nevertheless also embodied an element of
continuity, not least since James had belonged to the high-ranking military
personnel under the Bush administration.
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predecessor (such as: restrictions on stem cell research and the allowance for oil
drilling in wilderness areas) symbolized his will to break with the Bush
administration. In doing so, he also catered – albeit largely on a symbolic level – to
the aspirations of observers worldwide; that a crowd of 200.000 people had
gathered the summer before in Berlin to see, greet and hear then-presidential
candidate Obama speaking in this regard could be interpreted not just as an act of
curiosity, but also of hope for change. „Obamania‟, in other words, not only
referred to a pop-star hype around the allegedly hip personality of Barack Obama,
but to a general and multi-faceted hope for political change as well.
These aspirations, domestically as well as at the international level, underscore the
normativity of any expected change under the Obama administration. Although the
U.S. president is still elected by the American public, this climate of almost
worldwide expectations formed the context of Obama‟s successful bid precisely on
the grounds of promising change. As Lieber has described the initial situation:
„Criticism of America„s world role [during the Bush years] has been characterized
by rhetorical excess, partisan acrimony, and ideologically driven assessments, …
ad hominem denunciations of the Bush administration, ritual incantations about
multilateralism and an acrimonious climate of blame and counter blame…“2 This
has been true for both levels: the international one, especially regarding the
transatlantic relationship, and the domestic one, not least given an increasingly
hostile and divisive debate on some of the most controversial Bush policies
(Guantanamo and torture, Iraq war and one-sided pro-Israel policies as well as
economic issues such as deregulatory measures contributing to the collapse of the
financial sector and failed energy policies before). Urquhart has summed up the
general criticism of the Bush administration (obviously entertained above all by
those engaged in making a policy change happen as political activists and
campaign supporters) as follows: “A fog of know-nothing ideology, antiintellectualism, cronyism, incompetence, and cynicism has, for eight years,
enveloped the executive branch of the United States government.”3

Foreign Policy Change, Analyst-Defined...
The question then, given an obviously felt need for change, a successful campaign
built on the theme of change and the indicated will to break with policies, is: Has
change really materialized? And, from a political science standpoint, can „change‟
be turned into a meaningful analytical concept (as apart from simply conceding or
denying that „change‟ has taken place), and if yes, how so? In this paper, I will
restrict my ambitions to foreign policy change and this for two reasons. „Foreign
policy‟, still more than various domestic policy areas, often has been interpreted as
2
3

Lieber 2006, p. vii.
Urquhart 2009.
37

Alexander Brand

a policy subfield dominated by political elites in the executive branch and experts,
diplomats and a relatively small number insiders guided by some foreign policy
consensus mainly informed by rather unchanging „national interests‟. On the other
hand, foreign policies do change, a fact easily to be made empirically, but much
harder to access, analyze and explain. Thus, the change of foreign policy remains
somewhat under-researched, at least with regard to not just assuming or stating that
„it has changed‟, but actually analyzing what has changed to what degree (or not)
and why so.
The second reason for analyzing U.S. foreign policy change is related to the
already described importance of U.S. foreign and world policy and the interest of
attentive publics worldwide in either observing such changing patterns or even
monitoring such processes to some degree. Apart from what could be said in
abstract about „policy change‟ or „policy continuity‟ and the task of a researcher to
come up with explaining factors for both4, it is still of utmost importance for
almost any policy initiative and development in international affairs, how the
United States relates to it. In other words, the opportunities for agency, the
respective room to manoeuvre for actors in certain international policy arenas is
dependent to some degree upon what policy ideas and initiatives are forged within
the United States. Clearly the United States does not constitute an empire in any
meaningful sense nor has it uphold its hegemony at the same levels since World
War II. Nevertheless, actions of other states and non-state actors in the
international system require at least tacit „approval‟ on behalf of or noninterference with the leading U.S. policies; in a host of policy subfields the U.S.
still does exert substantial authority over other states in a range of hierarchical
relationships, rendering the question of any development of U.S. foreign policy
relevant for these states.5
Although there are then good reasons for scrutinizing (U.S.) foreign policy change,
such studies as studies of „change‟ taken seriously in analytical terms do not
abound. The statement of Medick-Krakau, almost a decade old, that it is quite
4

‚Change‟ from this perspective cannot simply be assumed or inferred from
political statements. There might be a general mismatch between rhetoric and facts
(leading to the conclusion that in order to be successful in elections, one has to
resort to rather illusionary promises); even more so there will be structural barriers
to agency and, by that, change. These impediments might systematically or
sporadically block the intentions of political actors, which is quite different from
cynically playing with the electorate‟s aspirations in order to get elected.
5
U.S. policies in this regard might ‚consent to‟, ‚ignore‟ or ‚repudiate‟ a certain
class of actions. For the formative role of U.S. foreign policy despite its at least
temporary hegemonic decline under the Bush administration, see e.g. Ferguson
2008; Lake 2008, Sterling-Folker 2008.
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staggering that change as an analytical concept has only rarely been taken
seriously in academic debates concerning foreign policy and international relations
in general6, still largely holds true today. To be sure, there are several newer
strands of literature which deal with the question of explaining foreign policy
change by various key factors or a combination of them. 7 But almost all of them
rely on a taken-for-granted notion of „change‟, while there is hardly any consensus
as to what change really means. Change thus really is in the eyes of the beholder,
largely without attempts at clarification or differentiation between, for instance,
levels or degrees of change or any criterion of distinction between „change‟ and
„continuity‟. Very different notions of change do mix as a result of such usage of
the term in descriptive rather than analytical terms; in-between „everything changes
constantly‟ (resembling what could be termed a current history-account devoid of
any abstraction) and ‚nothing really changes‟ (guided by the belief in timeless and
law-like mechanisms guiding the behaviour of states and characterizing the quality
of the international system) a host of ideas concerning „change‟ are being
discussed.
However, the question of an analyst-defined change is not trivial, not only for
reasons of avoiding to falling prey to political rhetoric (through a priori buying into
an actor-defined message of „change we need‟). It is the very definition of „change‟
guiding any analysis that decides upon whether one sees or denies change, or:
continuity for that matter.8 The task therefore is to make visible the idea of change
one entertains and to insert a level of differentiation by discriminating between
different degrees of change. Several authors have attempted to set up such
categories resulting in a hierarchical order of various levels of foreign policy
change ranging from adaptation/sector-specific adjustment of instruments to
changes in the grand strategy. 9 In what follows I will draw upon such attempts at
developing a differentiated account of change in foreign policy by distinguishing
between three qualities of change (largely continuity, adaptation and substantial
change) and the objects of change (goals, instruments and strategies). „Largely
6

Medick-Krakau 1999, p. 6.
See, e.g. the work by Welch (2005) and Gustavsson (1999) on the one hand and
Baumann/Hellmann (2001) and Rynhold (2007) on the other. While Welch and
Gustavsson try to carve out the general conditions conducive to foreign policy
change (cost-intensiveness of actual policies in the face of meager results,
anticipation of failure in case policy is uphold etc. or more general: changes in
fundamental structural conditions and the presence of some crisis),
Baumann/Hellmann and Rynhold focus on a specific dimension in its importance
for making foreign policies change, i.e. the cultural-discursive embeddedness of
political actors and their societal contexts.
8
Medick-Krakau 1999, p. 9.
9
For a good overview, see ibid., p. 12.
7
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continuity‟ in this regard indicates that there have been only minor alterations,
while the overall portfolio of goals, the bandwidth of instruments as well as the
amount of resources deployed has largely remained the same.10 „Adaptation‟ in
contrast, refers to the introduction of significant new elements which has led to a
broadening/narrowing of goals and changes in the instrumental dimension (core
instruments have been added or removed), while the general orientation towards a
specific issue remains largely the same. „Substantial change‟ finally indicates a
comprehensive re-orientation, a break with once established foreign policy goals
and the abandonment/substitution of the core instruments chosen; in this, the
notion of „replacement‟ is characteristic for and taken to be indicative of
substantial change.11

U.S. Foreign Policy Under Obama – Some Preliminary Remarks
One surely has to take care not to get carried away while attempting to describe
and analyze the foreign policy of an administration only a few months after it has
taken office. Thus, I insert a note of caution at this point. There may be two
problems with the general concern of trying to elucidate the contours of U.S.
foreign policy change already in mid-2009: temporal proximity and selection bias.
As for temporal proximity, the point of this paper is not to reach a final conclusion
on the issue of change or the outlook of foreign policy under the Obama
administration. It may be the case that two years from now a wholly different
picture emerges and this for quite different reasons. Thus, the paper aims at taking
the campaign message of Barack Obama serious and looks for instances of change,
where change has been promised before in order to tackle the more general issue of
prospects for U.S. foreign policy change and impediments to it. In order to avoid
overly „selection bias‟ the selection of cases/foreign policy subfields has been
guided by two criteria. The very issues or foreign policy subfields chosen have
figured prominently in the run-up to the 2008 election campaign (signalling a will
to deal with these issues, mostly under the perspective of a needed change) and/or
these foreign policy issues have already been areas of activism throughout the last
six months.12 Second, in order not to focus on traditional military/security-related

10

It does not make sense to restrain ‚continuity‟ to a definition of pure absence of
any change in this regard.
11
This is similar to Holsti‟s notion of change, see ibid., p. 7. In general, this is of
course rather weak definition of different degrees of change, not least since it is
still debatable whether a phenomenon or an action has to be classified this or that
way. However, the point is not to come up with a solution to the problem of the
very term „change‟ (which is not attainable), but to make transparent what guides
one‟s own analysis.
12
Foreign policy is thus seen in this paper as a set of policies directed towards
issues rather than consisting of diverse bi- and multilateral relationships.
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issues of foreign policy alone, a wider range of issues such as environmental and
foreign trade policy has been included. Again, the aim is not to give a general
account on the shape of foreign policy under the Obama administration (which
would be impossible after half a year) nor to give a comprehensive overview of all
instances of change and continuity respectively (more subfields would have to be
analyzed then, for instance development policy/foreign aid). Rather, by comparing
the general thrust of various U.S. foreign policies up until the end of 2008 with the
contours of policy in these subfields after the administration had changed, I attempt
to shed some light on the prospects for U.S. foreign policy change in the years to
come and in general.

The Iraq War
Arguably the central foreign policy issue in the election campaigns of both
candidates, John McCain and Barack Obama, has been the military engagement of
the United States and its „Coalition of the Willing‟ in Iraq.13 Although thenpresident Bush had declared the war – which had been waged for various reasons
and with several and changing attempts at legitimization (the alleged threat of an
Iraqi program for development of weapons of mass destruction, the alleged
proliferation of such WMDs to terrorist groups and lastly, the necessity of regime
change and „democratization‟ of the whole region) 14 – over already in 2003,
American military involvement in Iraq continued to be significant. Surging U.S.
troop levels were deployed in order to stabilize Iraq against violence, internal
fragmentation and insurgency with the stated aim of an ordered transfer of powers
to an elected Iraqi government and capable administrative structures. Thus, at the
end of 2008, about 150.000 U.S. troops were stationed in Iraq, with a body count
of officially about 4.000 dead American soldiers. Not only the growing public
opposition at home given the death toll, but also the overall (and rising) costs of
this war – some estimates which include also second-order costs such as
replenishment of military infrastructure, demobilization as well as care and
treatment for veterans give the number of more than 3 trillion USD15 - had already
turned the U.S. invasion into a major foreign policy problem during election
13

This is true especially for the time before the financial crisis and its domestic
impact came to dominate the political agenda in mid-2008.
14
For a lucid discussion of mixed motives and the need to secure support for a
military operation within a factionalized, bureaucratic context of policy-making,
see Boeckenfoerde 2005.
15
This refers to a study by Joseph Stiglitz et al., see Die Tageszeitung (taz), 08-0313. The burden sharing between the U.S and the assembled „Coalition of the
Willing‟ has arguably materialized, apart from the exception of Great Britain, more
on the symbolic level of alignment. For a good account of the motives of members
of this coalition to join, see Newnham 2008.
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campaign. This was only reinforced by the world political ramifications of this
invasion, i.e. the deterioration of the transatlantic relationship and the exacerbation
of all threats identified prior to 2003.16 Judged from the situation „on the ground‟,
there has undeniably been a partial stabilization within some regions of Iraq,
especially around its capital Bagdad, and a fairly stable government has been
installed; nevertheless, from the point of view of then-presidential candidate
Obama the situation in Iraq largely resembled a mess. In 2007, he called the U.S.
invasion in Iraq a “dumb war”, which should be brought “to a responsible end” in
order to “refocus attention on the broader Middle East”. 17 Seen in this perspective,
the Iraq war had been a diversion from the proclaimed fight against global
terrorism, inflicting tremendous human costs (on all sides), wasting money and
resources, while in turn spurring anti-Americanism throughout the region and
worldwide. As declared in mid-2007, Obama set up the goal of removing all
combat brigades as soon as possible, establishing no permanent military bases and
leaving only a minimal military force to protect American personnel and to train
Iraqi security forces. As election night came closer, his wording had subtly
changed, however. In mid-2008, he iterated his claim for troop removal, but spoke
of the need of “carefully getting out” (as the United States had been “careless
getting in”).18 Nevertheless, his promise was that of a phased withdrawal as soon as
possible – by then within 16 months – with only residual forces for limited
missions remaining within Iraq. The interesting thing was that Obama never spoke
of an immediate withdrawal nor displayed a general pacifist orientation; on the
other hand, his allegedly principled „anti-war-stance‟, which was in essence an
anti-Iraq-war-stance, certainly helped him drawing not just a few of his supporters
and campaign volunteers.19
Elected with a mandate to change things in Iraq – one of the few foreign policy
issues that had any influence of the election outcomes – the Obama administration
so far has proceeded only cautiously. Although troop withdrawal from Iraqi cities
(!) has begun in June, the schedules for the overall phased withdrawal have been
re-written time and again, last time in February to prolong the withdrawal of
combat forces by three months. According to the agreement between the Iraqi
government and the Bush administration, all American troops are supposed to be
out by 2011. This very Status of Forces Agreement on the other hand also leaves
16

See on that Francis Fukuyama‟s remarks (Wall Street Journal, 08-08-15). He
points to the fact that recruitment to terrorist cells has obviously shut up all over
the world and that North Korea and Iran have accelerated their nuclear weapons
programs in the light of the Iraq War.
17
These and the following quotes are taken from Obama 2007.
18
Obama 2008; accentuation is mine.
19
See e.g. Street 2009, pp. 134-146. Street underscores that Obama‟s „opposition
to the (Iraq) war from the start‟ has been the leading policy-specific selling point of
Team Obama and by that has also been crucial for success and mobilization.
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room for any eventual return of U.S. troops as long as they are in their bases in the
desert or close to the cities and in case the Iraqi government calls them. 20 The
withdrawal from Iraqi cities also does not cover residual training forces (up to
50.000 troops according to estimations, an exact number is nowhere given), which
are supposed to remain in Iraq for the training of Iraqi forces. Thus, after half a
year the American strategy in Iraq has not substantially changed; while relying on
a heavy troop presence – despite all claims to shift its resources from Iraq to
Afghanistan – the U.S. has proceeded rather cautiously regarding the planned
phased withdrawal. Explanations for this approach are manifold; most observers
however agree that the pentagon bureaucracy and the U.S. military command on
the ground have slowed down the process, not least on the grounds that they have
successfully argued that U.S. troops‟ presence might indeed avoid sectarian
violence at least in some regions. This, in sum, leads to the conclusion that the U.S.
strategy in Iraq has been moderately adapted with some troop reduction and
withdrawal already taking place. Nevertheless the general preference for first and
foremost military instruments and the paramount goal of securing environments for
its own troops and Iraqi people indicate elements of continuity, after the more
grandiose schemes of a „democratization export‟ had been abandoned already
under the Bush administration. Of crucial importance for assessing any future
change of U.S. policy in this regard will be the strength, the mandate and the
armament of the still somewhat nebulous residual training forces and the eventual
shifts at the instrumental level (development aid, assistance in refugee management
etc.).

Afghanistan
The calculus for the reduction of U.S. military presence in Iraq undoubtedly has
also to do with the intention of the Obama administration to shift emphasis toward
dealing with resurgent Taliban in Afghanistan. Needless to say that the U.S.-led
Operation Enduring Freedom (OEF) – mainly conducted in Afghanistan, but also
in Africa and the Philippines – which started in October 2001 as the most open
military part of the global war on terrorism had become an „orphan‟ of U.S. policy
lately21, at least compared to the attention and resources which were levelled at
Iraq. In addition to the once declared aim of finding and eliminating training bases
of transnational terrorists and capturing terrorist leaders, U.S. and other OEFtroops have increasingly become involved in local and regional insurgencies,
sectarian strife and civil war. This has been true as well for the U.S. troops under
the command of the NATO-led International Stabilization and Assistance Force
(ISAF); at the end of 2008 thus, some 20.000 U.S soldiers under OEF-command
and a contribution of 15.000 U.S. troops to ISAF have been on Afghan soil,

20
21

Economist, 09-06-30.
Bearden 2009.
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increasingly embroiled in a country-wide (albeit differing in its intensity from
region to region) process of violent internal destabilization. While in contrast to the
Iraq War, U.S. military operations within Afghanistan have been backed by United
Nations‟ decisions and a strong consensus on behalf of the American political
elites that this was a „righteous fight‟22, some indicators already in mid-2008 hinted
at a growing public unease with regard to American involvement in Afghanistan.
Thus, more and more people in the run-up to the election told pollsters that the
United States may have made a mistake in sending military forces there and that
the costs have not been worth its benefits. 23 Consequently, there has been a
growing reluctance as to whether the United States should uphold or even increase
its military engagement in the face of a downward spiral resulting from civil war.
But not only the public opinion seemed increasingly wary, the National
Intelligence Estimate of 2008 also pointed to a marked lack of stabilization and
reconstruction efforts, a lack of visible improvement for Afghan people given a
highly visible presence of foreign troops resulting in increased hostilities towards
U.S. troops.24 During election campaign, Obama challenged the strategy followed
by the Bush administration with regard to several points. First, he criticized the
narrow interpretation of U.S. military goals in Afghanistan as being primarily
interested in bringing down the Taliban regime and hunting terrorist suspects
involved with Al-Quaeda, leaving other tasks to other forces. On the other hand, he
took issues with the political rhetoric of comprehensive democratization pursued
by the Bush administration, not least given the mismatch between ambition and
actual investment, both qualitatively and quantitatively.25 Thus, to make
Afghanistan the central front in the war on terrorism required to reinforce the
troops‟ strength, but also to develop a more holistic approach, mainly through
involving neighbour states and focussing on the borderland to Pakistan.26 He also
intended to pressure NATO allies to remove limitations placed on their forces and
pleaded for more effective aid programs. Nevertheless, the overall U.S. strategy in
Afghanistan largely remained the same, relying heavily on military instruments,
which is even underscored by the most visible form of change, the „minisurge‟ of

22

Crowley 2008.
Ibid.; Crowley refers to a USA Today/Gallup poll of August 2008, in which the
share of those who found that the war had been a mistake had been risen by nine
points within a year to 34 percent of Americans. Especially regarding the eventual
sending of more troops, the public became increasingly sceptic and reluctant. See
also Bergen 2009.
24
Ruttig 2008.
25
As Crowley (2008) describes, Obama in this regard pleaded for a more modest
goal of stabilization, albeit he recognized that in order to reach such a level of
stabilization, the strategy would have to be adapted.
26
Obama 2007.
23
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spring 2009.27 Thus, a moderate escalation strategy, allowed for at least partially by
troop reductions in Iraq, of increasing the troops‟ strength by 17.000 in spring and
summer 2009, and the announcement of sending 4000 „trainers‟ later this year have
been the most apparent changes so far. However, some leading congressional
Democrats have already voiced scepticism about sustaining current force levels, set
to reach 68.000 by the fall, while the administration itself has questioned whether
„piling on more and more troops‟ would lead to success. 28 The pressure on NATO
allies to increase their forces and remove limitations has, on the other hand, been
rather modest, as the discussions at the NATO summit in April 2009 indicated.
While generally endorsing the „new‟, more holistic approach of the Obama
administration, which up until now mainly is in planning and under discussion,
other NATO members only agreed upon dispatching temporarily some forces to
protect the presidential elections in August and sending some more civilian experts
to help the consolidation efforts of the Afghan government. Albeit the much
debated new „holistic‟ approach seems to be in the making, it has not yet
materialized and significantly changed the U.S. policy. Key elements within such a
new strategy seem to be: a change in the regional dispatch of forces 29; a reachout to
moderate and seemingly reconcilable elements of the Taliban 30; the abandonment
of the illusion to create a functioning democracy while concentrating on winning
hearts and minds of the Afghan people through stabilization, decreasing levels of
violence31 as well as through sustainable development aid programs.32 This also
entails an effort to involve more states – neighbours as well as on the international
scene in general (Russia, India) – in a more comprehensive approach towards
27

As Ruttig (2008, pp. 72-73) notes, the non-military aid measures proposed even
before by the Bush administration had continuously been watered down in the
appropriation process in Congress; besides, they are easily dwarfed by the militaryrelated budget. What is more, the preference for NATO involvement remains
unshaken, there are no signs for a growing discussion of any UN-involvement on
behalf of the United States.
28
Washington Post, 09-07-31.
29
Dorronsoro 2009. As Dorronsoro points out, unless there is a general strategic
overhaul, the U.S. will be “… going to do the same thing we are already doing.
Operations in villages at night, bombing places where we think that there are some
Taliban [...] So, we are not going to change the rules of the game.”
30
See the discussion of the necessity of such a step in Bearden 2009.
31
This is not least indicated by the replacement of the U.S. commander in May.
The new commander McChrystal has arguably been installed because of his
experience with counterinsurgencies; as he stated bluntly: “You‟re going to have to
convince people, not kill them.” See Wall Street Journal, 09-06-12.
32
Washington Post, 09-06-19. The difference to already existing U.S. aid programs
in Afghanistan seems to lie in an effort to generate not only „discrete success
stories‟ through free-market- and private-sector-oriented projects.
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Afghanistan.33 As these new strategy incrementally evolves, significant elements of
continuity of the U.S. strategy in Afghanistan persist. What is more, growing
public and Congressional scepticism34 as well as reluctance on behalf of key allies
and regional powers to be involved seem to slow down the change of U.S. strategy
considerably.

War on Terrorism: Torture/Guantanamo
The global war on terrorism declared by the United States in the aftermath of the 911 terrorist attacks not only led to U.S. military involvement in Afghanistan, it also
entailed and still entails the controversially debated issue of how to handle terrorist
suspects from all over the world. Although this is clearly a topic of domestic
politics as well, it has significant international implications and reverberations such
as the involvement of foreign suspects, U.S. prisons on foreign soil and the whole
question of transboundary detention procedures, but also the impact of allegations
of and evidence for torture on the image of the United States worldwide. Seen in
this light, it is taken here as a „foreign policy issue‟. Three kernels of criticism have
evolved since it became apparent in 2002 that the United States would use
unconventional and even outright illegal methods in handling terrorist suspects.
First the right to indefinite detention and the limitations placed on suspects‟ rights
to challenge their detention has come under severe criticism. Second, increasing
awareness for grave misconducts on behalf of the U.S. military personnel as well
as commissioned private security firms has led to the scrutiny as to whether
„torture‟ has been an endemic feature of U.S. policies, backed by or at least helped
through materials (most notably of the Justice Department‟s Office of Legal
Counsel, OLC) created precisely to shift the boundaries of what could be termed
legally acceptable. Third, the whole issue of the handling of terrorist suspects
culminated in the debate around the U.S. detention center at Guantanamo Bay.
While other prominent prison facilities such as Abu Ghraib (Iraq) or Bagram Air
Base (Afghanistan) at least seemed to be intimately related to the region of combat,
Guantanamo from its very beginnings became the symbol of a facility created in a
juridical vacuum to siphon suspects and alleged terrorists from all over the world
to be policed in an extraordinary(-legal) environment. The general thrust of the two
Bush administrations with regard to the disputed legality of such unconventional
measures has been either to come up with legal notes, memoranda and opinions
which justified these actions (among others through murky „executive privilege‟
arguments and the resort to the non-state actor quality of some suspects), to claim

33

New York Times, 09-02-18; Economist, 09-03-27.
A key moment in this regard will be how Congress decides upon the relevant
budget requests. Total annual spending in Afghanistan is set to soon exceed that in
Iraq from the perspective of the administration: 65 billion USD versus 61 billion
USD in the fiscal year 2010 budget request.
34
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that grave misconducts, where they had become public, were singular instances of
personal wrongdoings („bad apple theory‟), and to suppress any legal measures
which could in turn challenge the legality of the detention/interrogation policies by
invoking „states secret‟ clauses. One has, however, to bear in mind that a defiant
Congress only challenged the administration reluctantly and only since the 2006mid term elections, in which the Democrats won. 35 The Supreme Court alone had,
beginning in 2004, successively rejected the Bush administration‟s legal defenses
of it detention procedures (concerning the possibility for „enemy combatants‟ to
test the legality of their detention through a petition in federal courts; the
unlawfulness of trials before military commissions under rules laid down by the
Bush administration; and, finally, the Constitution‟s guarantee of Guantanamo
detainees‟ right to habeas corpus).36 Obama, while not making the issue central in
his pledge for presidency, nevertheless indicated his ambitions to change the
policies established. As he stated in 2007, his main calculus may have been that in
the wake of the torture scandal at Abu Ghraib, “the world has lost trust in our
purposes and politics”.37 Thus, the whole complex of controversial detention
procedures and interrogation techniques/torture had become a huge problem on the
symbolic level for U.S. leadership in world political terms. At the background of
such an intended, but not specified planned change of methods, has also been a
growing consensus among intelligence experts that, in the end, the procedures were
not only detrimental to U.S. policies and inflicting enormous costs, but also had
failed to produce significant new and valuable information. Thus, as Baer has put
it, the U.S. had “tortured people for almost no verifiable information.” 38 Arguably
one of the most visible changes of U.S. policies under Obama, indeed signalling a
break with the policies of the Bush administration, was the almost immediate
announcement to suspend the trials at Guantanamo prison and to work towards its
closure in January 2010. Another important step of distancing itself from the
former approach was the release of the so-called torture memos of the OLC in
April 2009, which not only made public, on which legal grounds the Bush
administration sought to establish a right on behalf of the CIA to use „enhanced‟
interrogation techniques such as waterboarding 39, but also seemed to symbolize a
will to completely break with such procedures. On the other hand, the Obama
administration has uphold surprisingly much of the policies and even continued to
use similar arguments to justify their usage: In March, it underscored the general
right of the President to order detention without criminal charges 40; frequently, it
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has also invoked state-secrets as an argument to exclude evidence from trials or to
shut down lawsuits.41 During his confirmation hearings, Leon Panetta, about to
become new head of the CIA and generally regarded as a critic of the interrogation
procedures, mentioned that he would ask, if the approved techniques were not
sufficient, for „additional authority‟ in producing intelligence. This in sum
conforms to a rather mixed picture of elements of continuity next to bold signs of
at least intended change with regard to the handling of terrorist suspects. As
Margaret Satterthwaite from the Human Rights Center at New York University
Law School has pointed out, in some respects the position of the Obama
administration is that of „Bush redux‟. 42 On the issue of Guantanamo, as mentioned
also important on the symbolic level, the Obama administration has come in a
difficult situation, not least since congressional Republicans attempt to use the
closure plan for partisan politics (accusing the Democrats as usual for being weak
on terrorism), while the Democrats in Congress by no means unanimously give
their consent to the idea, especially if they come from states to which the suspects
are supposed to be transferred.43

Nuclear Proliferation/Arms Control
The United States‟ gradual retreat from arms control arguably reaches back to the
aftermath of the Cold War and is, by that, not an aberration that has occurred under
the two Bush administrations. Although party politics – a hostile Republican
Congress that refused to ratify the Comprehensive Test Ban Treaty in 1999 signed
by then-president Clinton three years earlier, for instance – may explain the
hampered ability of the U.S. to lead in arms control measures on the international
scene, such failures also resulted from a relatively low level of interest on behalf of
political actors across the party spectrum.44 The incoming Bush administration,
already wary of international agreements and other cooperative institutions such as
the ICC and the Kyoto Protocol, could consequently not be expected to lead on
arms control initiatives. It was, however, the combination of an aggressive antiproliferation stance (rhetorically and, at times, leading to political action) and
efforts at renewing nuclear arms capabilities that became the hallmark of Bush‟s
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nuclear policy. On the one hand, the 2001 Nuclear Posture Review seemed to
expand the scenarios under which the U.S. would use nuclear weapons 45, a
tendency only exacerbated in the wake of 9-11 and the war on terrorism. 46 In this
regard, the talk about producing a new generation of so-called bunker bombs –
smaller nuclear warheads to hit and destroy facilities hidden deep under the surface
and, on a more general level, the question of usability, really using such weapons,
not only station them for deterring purposes – had become popular throughout the
last decade. Arms reduction and/or arms control on the other hand were seen as a
potentially infringement on the flexibility needed in the war on terrorism; even
more so, they were not regarded as belonging to the toolbox of non-proliferation
efforts.47 Thus, while the proliferation of weapons of mass destruction and the
eventual attainment of such weapons by terrorist groups became issues paramount
in the security discourse since the mid-1990s, the impact of arms control on such
phenomena was at best ignored. Open disinterest and even disdain for cooperative
measures of arms control in contrast was stronger than ever und Bush, as the
withdrawal from the ABM-Treaty (for the sake of pursuing the National Missile
Defense-project), the lack of any U.S. effort at the 2005 verification conference of
the Non-Proliferation Treaty and the „deal‟ with India in 2006 which effectively
undermined this treaty‟s aims showed. 48 The only, albeit half-heartedly, arms
control/reduction initiative under the Bush administration resulted in the Moscow
Agreement of 2002, which aimed at the reduction of immediately operable nuclear
weapons at American and Russian arsenals without establishing any verification
mechanism.49 That Obama would seek to change U.S. policy as president-elect had
become clear very early, not least since he successively drew a link between the
necessity of non-proliferation efforts and a need to de-emphasize the role of
nuclear weapons generally. 50 As some observers pointed out, in doing so he took
serious what had been the never really respected goal of the non-proliferation
regime since its inception: the reduction of nuclear arms to zero.51 Crucial from
this point is the issue of „credibility‟: attempting to curb proliferation not as a
means to hold down contenders, but to generally reduce the possibility of usage of
such weapons, which is in turn also achieved through a reduction of one‟s own
arsenals. As Obama pointed out in a speech in 2007: “We need to change our
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nuclear policy and our posture […] More nuclear weapons and more nucleararmed nations mean more danger to us all. Here's what I'll say as President:
America seeks a world in which there are no nuclear weapons.” 52 In advertising
such a need for change, Obama was supported by former top-foreign policy
personnel such as Henry Kissinger and George Shultz, indicating that this was not
an opinion from the fringes of the political spectrum. Although it would be
premature to rush to any conclusions, it appears that arms control has really had a
comeback under the Obama administration. Apart from his lauded and at least on a
symbolic level hugely important speech in Prague in April 2009, where he
reiterated his plea for a world free of nuclear weapons 53, he has more than once
also made clear that he will seek aggressively the ratification of the CTBT in the
U.S. Senate. Perhaps most importantly, the Obama administration has invested in
launching comprehensive talks on the successor treaty to the U.S.-Russian
strategic-arms agreement (START) which expires at the end of 2009.54 There has
been also a remarkable shift of priorities as regards the trade off between NMD and
arms control measures; although it seems unlikely that the missile defense systems
in Middle and Eastern Europe will be scrapped altogether – for reasons of alliance
politics and not provoking domestic opposition from some parts of the Republican
party – such plans are hardly enforced anymore.55 Taken together the
developments in the field of nuclear arms control policy point to a marked break
with earlier policies, at the level of ambitions as well as regarding first policy steps.
In most respects, a complete turnaround of U.S. nuclear arms policy seems to be in
the making, while foreign policy change indeed has already materialized.

Rogue States: Iran and Cuba
Although it seems strange, Iran and Cuba as two obviously very different states
have since the mid-1990s become somewhat „similar‟ under the official U.S.
perspective, since both have been singled out as outcasts in the international
system belonging to a category that has had changing labels such as „rogue states‟
or „states of concern‟.56 Such simplifying metaphors in the end are used to garner
domestic support and mobilization for an internationally active foreign policy and
specific engagement towards such states of concern. 57 In the case of Iran and Cuba,
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both countries also do share some traits besides the obviously different qualities
and dynamics of hostilities vis-à-vis the U.S., i.e. both have been deeply enmeshed
in U.S. foreign policy for decades, both have a political leadership that derives its
legitimacy partially from its open opposition towards the United States, in both
cases well-organized interest groups have their say in U.S. domestic politics 58
influencing harsh sanctions policies targeted at regime change abroad. While Iran
had become added to the by-now famous „axis-of-evil‟ through the Bush
administration, meaning that it was regarded as a state sponsor of terrorism with
aspirations to develop weapons of mass destruction, most notably after the 9-11
attacks, the Cuba policy of the United States has not been that much in the focus in
the last decade. The aggressive sanctions policy of the Bush administration towards
Teheran coupled with a tendency to advocate regime change und backed up by
military threats, however only continued the former stance, albeit in a nuanced
manner. As the National Security Strategy of 2006 put it, there has been at that
time “no greater challenge from a single country than from Iran”. This stance
certainly was weakened through some policy initiatives during the second Bush
administration, which for instance supported European diplomatic efforts at
negotiating the possibilities of civil use of nuclear power with the Iranian
government. By the end of 2007, it also had become apparent that there was –
according to the National Intelligence Estimate compiled by 16 U.S. intelligence
services – no imminent nuclear threat and that Iran‟s government reacted fairly
rational towards outside offers and pressures. 59 Thus, already in 2008 the failure of
unilateral containment and sanctions policy was obvious, while the prospects for
the success of a multilateral sanctions regime were weak. 60 The situation with
regard to Cuba was even more paradox: on the one hand, U.S. policy makers held a
relatively stable image of Cuba as „rogue‟/state of concern 61, while the sanctionsbased policy towards Cuba more and more came to be regarded as a disaster. The
contours of this “failed Cuban policy” became nowhere more apparent than in the
attempt to isolate the island, which was justified with the need for spurring
democratic change and mostly aimed at appeasing conservative Cuban-American
voters in Florida, while significant parts of this community welcomed the
temporary easing of restrictions under Clinton and increasingly articulated
economic interests in better relations towards Cuba. 62 Besides, as some studies
have shown, the case of sanctions policies having detrimental effects on regime
change (i.e. further stabilizing regimes) can be made with regard to the Castro
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government as well.63 The intended change with regard to rogues has been
unevenly articulated by Obama throughout the campaign. While Iran got a lot of
attention, especially in the context of involving it in a Greater Middle East plan and
Afghanistan as well as challenging it on the issue of nuclear weapons 64, Cuba was
hardly mentioned. Team Obama, however, made it clear that it intended to be
tough on Iran, willing to use even military force if needed, but generally open to
explore the option of high-level talks. Although it remains debatable whether the
offer of unconditional high-level talks in itself constitutes substantial change, the
Obama administration has shown a remarkable will to break with behavioural
patterns of the predecessor administration. In January 2009, news was leaked that
the new administration had commissioned a letter to Iran officials aimed at
unfreezing the U.S.-Iranian relations.65 Obama‟s first televised interview from the
White House, conducted by Al-Arabiya, aimed at an audience in the Greater
Middle East region and hinted at a more friendly approach towards Iran as well,
while downplaying any intention of regime change. In April 2009, a first face-toface high-level meeting between U.S. envoy Holbrooke and Iran‟s then-deputy
foreign minister took place on the sidelines of a conference, while Obama‟s
videotaped message to the Iranian people on the occasion of their New Year‟s
holiday got much publicity worldwide.66 At the same time, the alarmist rhetoric
regarding the nuclear bomb became muted. The controversial Iranian elections of
2009 and the cracking down on protests in the aftermath arguably have made such
diplomatic offers more difficult; thus, the Obama administration has taken a fairly
cautious stance.67 This immediately drew the ire of Republicans politicians
accusing Obama of being too timid, while experts agreed that it may have been
politically wise not to interfere too openly. Sadjadpour remarks: “The United
States now faces a unique challenge. After 30 years of not having official relations
we finally prepared ourselves to recognize the legitimacy of an Iranian
government, only to find that legitimacy has arguably been squandered. Today the
Obama administration has the difficult task of reconciling when and how to deal
with a disgraced regime.”68 As for the case of Cuba, the policy of the Obama
administration has shown a similar change in instruments through the lifting of a
broad set of sanctions which had been in place since the Kennedy administration. 69
This easing of travel and spending restrictions on Americans with family on the
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island and the lifting of the ban on U.S. telecommunications companies may
indicate a final awareness of the detrimental effects of the sanctions policy as well
as the changing opinion climate among Cuban-Americans who generally favour
such initiatives.70 Despite the obvious differences between both cases – Iran and
Cuba – nevertheless, significant changes at least on the instrumental side have
already taken place: the will to diplomacy, negotiation, easing of limitations on
transboundary civil contact stands in stark contrast to the policies pursued by the
Bush administration.

Middle East
The core dynamic of the complex and multi-faceted conflict situation in the Middle
East, in which the United States has been a key player for decades, these days is
the struggle between Israel and the Palestinians clustered around several issues of
contention. While throughout the last decades, several U.S. presidents have
successfully brokered peace deals in the region or at least attempted to do so, the
Bush administration will be remembered for its erstwhile lack of attention, almost
withdrawal from the scene and its comeback as staunch defender of Israel‟s
interests. This is somewhat surprising given the fact that the Bush administration
was seen as a fairly neutral one with regard to the conflict when entering office. 71
But the disinterest in being an active broker of any peace talks on behalf of
President Bush only fuelled institutional and bureaucratic rivalries within the
administration resulting in a steadily growing role of Vice President Cheney and its
fairly pro-Israel staff.72 This tendency was only reinforced in the aftermath of the
9-11 attacks, when the administration came more and more to side with the Israeli
government, and by this, with a government that pursued an aggressive policy of
punishing and preventing violence from the Palestinians. As Mead has argued this
not only had to do with a vocal pro-Israel community in U.S. politics – which
should also allow for explaining criticism of Israel‟s policies given the
heterogeneity of the Jewish-American community – but with a general increase in
pro-Israel public opinion during the Bush administration. 73 Crucial for a nonneutral and hardly pro-Palestinian public mood was in this regard the non-elite and
non-Jewish support of Israel‟s controversial policies (the erection of walls, the
ordered assassinations etc.) which indicated that the interpretation of common
enemies within a global war on terrorism had prevailed. Thus, while the general
(Greater) Middle East policy of the Bush administration hardly reflected
disengagement, it did not openly intervene in the core conflict, at least not as
honest or neutral broker. It did, however, support the Israeli side with massive

70

New York Times, 09-04-21.
Kaim 2003, p. 328.
72
Ibid., p. 320.
73
For the argument sketched briefly here see Mead 2008.
71

53

Alexander Brand

levels of assistance and at the symbolic level, while at the same time it sporadically
interfered with Palestinian politics such as regarding the encouragement of the split
between nationalist Fatah and Islamist Hamas. 74 Only at the end of its second term,
the Bush administration reanimated diplomatic instruments in the context of the
proclaimed Annapolis process, which has failed by now, not least because the
deeply fractionalized Palestinian side is not represented fully at the table and the
image of the U.S. as neutral broker has been damaged. That the lack in U.S.
leadership might prove one of the biggest problems, besides the seeming onesidedness of its empathy, has been the core message of Obama‟s election campaign
with regard to peace in the Middle East. As he stated, Israelis, Palestinians and
Arab leaders had for a long time looked for such leadership in conflict resolution,
but in vain.75 Beneath such a general commitment to renew the central role of the
U.S. in the peace process, especially concerning the core conflict whose impact on
the whole region had been neglected by the Bush administration, no specific policy
proposals were put forward however. Compared to the ambitions to involve Iran
and Syria, for instance, by re-orienting them away from more radical agendas
through political and economic incentives, no detailed peace plan for the IsraelPalestinian conflict was unveiled in the election campaign. Consequently, the
balance sheet of the Obama administration on the Israel-Palestinian conflict has
been rather meagre. There has been little in terms of efforts at comprehensive
peace talks, some piecemeal interventions and punctuated responses as well as
comments. In February, the administration announced 900 million USD in aid
money for the Gaza strip, and starting in April, both President Obama and
Secretary of State Clinton repeatedly criticized Israel for its settlement policy and a
general disrespect for the Palestinian side.76 This is surprisingly little given
Obama‟s declaration towards Arab audiences in the televised interview mentioned
above that it was “the most important thing for the United States to get engaged
right away”, but more understandable given his proclaimed approach of listening
first instead of dictating.77 Nevertheless, as former National Security Adviser
Brzezinski remarked, the one thing Obama had not done in the first 100 days is the
big Middle East speech where he outlined his plan.78 Although Obama since then
has, on a couple of occasions, addressed either the Israeli side („being honest with
friends‟) or the Arab world at large (think of his speech at Cairo focusing on the
possibilities of partnership with the Muslim world 79), an alternative and
comprehensive U.S. policy targeted at conflict resolution between Israelis and
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Palestinians still is hardly visible, making despite all claims and rhetoric this
subfield a case in-between continuity and some adaptation.

Foreign Trade Policy
U.S. Foreign trade policy certainly is a complex and contradictory policy subfield,
not least given the difference in shared competences between the White House and
Congress as compared to security-related issues. It is even more multi-layered and
full of ambivalence, since it spans the levels of domestic politics (including subnational fractionalization) and international politics (bi- pluri- or multilateral trade
agreements) and combines intense interest group competition, competing claims,
actions and retaliatory actions as well as settlement mechanisms which most often
deal with any dispute settlement after a considerable time lag. On top of that,
throughout the last decade there has hardly been an elite consensus (let alone a
public one) on what concept of trade is in the general interest – free trade,
liberalized trade embedded in welfare state measures or protectionist policies.
Thus, the foreign trade policy under the Bush administration is best described as a
mixture of bi- and plurilateralism (often combining trade agreements with other
policy goals, for instance in the context of anti-terrorism policies80), with genuine
multilateralism having been only a reserve strategy.81 This also indicated that the
opening-up of foreign markets largely did not follow the logic of free trade, but
that of neo-mercantilism (gaining more than others through an advantageous
position in formally binding agreements), not least underlined by a preference to
resort to fair trade ideas mainly in cases where economic rivals realized massive
gains through trade liberalization.82 President Bush got so-called Fast track
Authority/Trade Promotion Authority by Congress in 2002, only to see it expire in
July 2007. This authority allowed him to negotiate trade agreements that the
Congress can only approve or disapprove but cannot amend or filibuster (delay or
bloc in Senate ratification); arguably, such an instrument delegates and bundles
power in the hands of the President, leading to an increase in trade agreements with
the tendency to spur trade liberalization in the face of a more protectionist inclined
Congress.83 That this authority was not granted again in 2007 undoubtedly had to
do with the new majorities in Congress after the Republicans‟ loss in the 2006 midterm elections, it was however also a sign of a growing „trade fatigue‟. Emblematic
for this opinion climate was the growing criticism of the North-American Free
Trade Agreement (NAFTA) in U.S. politics and media, most notably the fact that
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the U.S. had lost 3.1 million manufacturing jobs since NAFTA‟s inception, while
its trade deficit with Canada and Mexico had risen to about 140 billion USD in
2007. As the L.A. Times reported, lawmakers critical of the Bush administration‟s
trade policies had picked up 37 congressional seats in the 2006 election. 84 Thus, it
was generally expected that the successful incumbent in the 2008 presidential
elections would face a very cautious Congress on matters of trade. Obama – as
compared to his contender McCain – besides catered to the popular trade
scepticism when necessary, especially in many key industrial states, where
outsourcing, offshoring and job losses had become significant issues.85 Expectable
given the talking points of Team Obama was then a willingness to review trade
agreements on grounds of their fairness, fair trade and environmental standards. In
general, a much less activist trade policy seemed to be in the making, as the newly
appointed U.S. Trade Representative Kirk said during his Senate confirmation
hearings, there would be no „deal fever‟.86 So far, an uneven picture emerges,
indicative that it might be still too early to assess any eventual change in foreign
trade policy. Commentators are still split on whether Obama will seek Trade
Promotion authority (and whether this will be wise as regards the congressional
climate). Obama has on the one side warned on the dangers of protectionism in the
context of the global economic crisis87, on the other side he also suggested to open
a debate with the public on whether the still unratified agreements with Panama,
Colombia and South Korea are a good idea or should be reworked. Such a
reworking then would include social issues, climate change and environmental
safeguards that might be used to „green-wash‟ protectionist impulses. This position
of simultaneously welcoming trade liberalization and requesting substantial
changes has nowhere been more visible than in the debates on the controversial
„Buy American‟-clauses in the domestic stimulus package. Thus, when spending
money from these stimulus funds, U.S. state and local governments are obliged to
buy materials made in the United States and by U.S. firms only, discriminating
even against U.S. companies with a partially foreign production process.88 Clearly
a protectionist measure enacted through this legislation, Obama has only sought to
legitimize it by stating that „Buy American‟ in any case has to be compatible with
existing trade agreements.
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Environmental policy
Contrary to popular assumption in the wake of the U.S.‟ rejection of the Kyoto
protocol, the United States have at times be at the forefront of national and
international environmental conservation and protection efforts. As Holstrup has
shown, there are five factors which in combination have decided upon whether
there was U.S. leadership in this area or not: an established and working national
policy, the absence of veto players (interest groups rejecting environmental
legislation), the cost-effectiveness of the measures proposed, a scientific consensus
in the existence of a problem and its solubility and a high probability of the
effectiveness of international agreements. 89 Seen in this light, the decision of the
Bush administration can be explained by several hurdles: intense domestic
opposition by both powerful lobby groups as well as against the construction of an
agreement based on special rights for emerging markets. The opposition to Kyoto
thus by no means was restricted to the Bush administration as the famous ByrdHagel resolution of the U.S. Senate already back in 1997 made clear. Nevertheless,
its refusal to have this treaty ratified nurtured fears that the Bush administration
would end any U.S. effort at an international climate policy worth its name. And,
indeed, during its first term international climate and environmental policy hardly
became a priority, only to make a certain comeback during the second term in the
context of debates on energy security and in the face of regional initiatives on
curbing emissions, enhancing energy-efficiency, developing clean-air-technologies
and exploring the potential of renewables. 90 The obvious permeability of the two
Bush administrations as regards industrial interest groups, especially from the
energy and car sectors, however also resulted in a tendency to support voluntary
measures. A holistic approach was not in sight, when Obama underscored in 2007
that the U.S. as the world‟s largest producer of greenhouse gases had a
responsibility to lead.91 His alternative policy, he promised, would rest on two
pillars: the introduction of a cap-and-trade system to reduce carbon emissions and
increased foreign assistance and export promotion to help emerging powers to
leapfrog emissions-intensive stages of development. Indeed (and important as
international leadership is said to be based on established national regulations),
under the Obama administration the Congress has finally worked out a bill
designed to reduce carbon emissions through a cap-and-trade mechanism. This,
however, has not come without strings attached. Most importantly, the goals
agreed upon in the Waxman-Markey bill of June 2009 have been significantly
scaled back from the original text, seeking only a 17 percent reduction of
greenhouse gas emissions by 2020; secondly, the bill originally called for all states
to get 25 percent of their electricity from renewable sources by 2025, while after
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revision, the standard had been lowered to 15 percent by 2020; thirdly, emissions
rights will not be auctioned off with the money funnelled to energy-efficient
projects as some environmental groups had requested. 92 Most of these
compromises had to be forged within the Democratic camp of the U.S. House (the
Senate still has to consent to this legislation) with Democrats of the East and West
coast pitted against their own party‟s Congressmen from industrial states. The final
passage of the bill in the House by 219 to 212 with 44 Democrats voting against it
showed the stark regionally bounded opposition to such legislation, which almost
ushered in the failure of such efforts. 93 Consequently, the final version of the bill
has brought up a lot of disillusioned environmentalists and once-supporters of
Obama against „Obama the compromiser‟. The situation with regard to the
Waxman-Markey bill and its potential to signal a change in U.S. environmental
policy is a classical example of whether one regards the bottle as half empty or half
full. It certainly, as an attempt to install a nationwide policy and with its emphasis
on an alternative policy goal, stands for a break with former policies; its concrete
provisions however might result in outcomes that undermine the impression of
things have changed. Interestingly, the Obama administration has not restricted its
environmental activism on supporting the passage of such climate legislation in
Congress, it has, where possible through revisions of former executive orders and
support of initiatives spurned rapid policy reversal for instance on an international
mercury treaty, the establishment of a national greenhouse gas registry with the
Environmental Protection Agency and the reconsideration of the Bush
administration‟s denial of state requests for the allowance of stricter fuel efficiency
standards.94 This has established the administration also as a key player in the
changing discursive context of U.S. climate and environmental policy, in which the
importance of environmental regulation for reasons of security seems to gain
acceptance.
By analyzing these 8 foreign policy subfields, a mixed balance sheet of foreign
policy change under the Obama administration emerges:
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Issue

Change Intended? Quality of Change

Iraq

Y (i; g?)

Ai

Afghanistan

Y (i; g/s?)

Ai

WoT/ Torture

Y (i)

Ch i / Co i

Proliferation/
Arms Control

Y (i; g; s)

Ch i, g, s

Rogue States

Y (i; g?)

Ch i, g? / Co i

Middle East

Y (i)

Co / A i

Trade

Y?

Co?

Environment

Y (i; g/s?)

Ch i, g

Table 1 Different degrees and dimensions of foreign policy
change under the Obama administration (as of mid-2009);
second column: Y = yes; third column: Co = (largely)
continuity, A = adaptation, Ch = substantial change, both
columns: I = instruments, g = goals, s = strategy, ? = unclear
yet

How to Explain Different Degrees of Change – Impediments
There has been change in almost every foreign policy subfield under study, but the
quality (depth and reach of change) differs markedly. The „time factor‟ may
explain why certain changes – intended and promised – have not materialized yet,
it thus may be the case that it is simply too early to assess whether change is in the
making in several foreign policy subfields. Far more important, however, is the
question for impediments to change, structural conditions that might inhibit change
either sporadically (if they can be altered easily) or systematically (if not). In this
regard, it has become obvious that the Obama administration certainly cannot
induce policy change voluntarily, but has to operate in an international and
domestic political context already structured by earlier decisions, the actions of
others and restrictions evolving from certain political constellations.
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What is more, before trying to map such impediments to change as they have
surfaced within the last six months one has to bear in mind that the „change‟
intended and announced by Obama throughout the election campaign, was of a
certain quality itself. The most programmatic statement from this perspective
seems to be the bold assumption that “the American moment is not over but must
be seized anew”95, as Obama himself put it. This clearly conforms to a liberalinternationalist conception of U.S. world political leadership/hegemony96, which in
turn excludes certain sorts of change, at least renders them highly unlikely. It also
reveals an intention to anew leadership through changing instruments primarily, to
multilateralism, diplomacy, dialogue and other measures to bolster attempts at
leadership where less cooperative instruments have shown to fail. 97
Besides that, there have been remarkable obstacles to change that became visible
throughout the first half year of the Obama administration, stemming either from
domestic politics or the international level. At the domestic level, the impact of the
financial crisis, obstruction politics by the Republican opponents, various splits in
the camp of the Democrats as well as a generally more assertive Congress and
processes of radicalization within small segments of the public eventually
impacting on public opinion in general can be identified as potential impediments
to foreign policy change. At the international level, the new multipolarity, the
eventually lasting damages done to U.S. leadership by the controversial Bush
administration‟s policies and the financial crisis might form a context which might
inhibit a renewal of U.S. hegemony as envisioned by the Obama administration.
On the domestic side, as has been said, the financial crisis in its impact on the U.S.
economy, the job market and general societal turmoil arguably also has
implications for planned foreign policy change. As the crisis hits home, more
inward-directed policies are to be expected and will be demanded by the
electorate.98 Beyond that, right from the beginning it was clear that resources (also
95
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for costly foreign policy ambitions) would not abound thus making change an
expected option only in case it would be cost-saving. As the Obama administration
faces the twin challenge of managing the deficit (2008: 1.8 trillion USD; 2009, est.:
1.4 trillion USD) and the swelling national debt (11.7 trillion USD as of August
200999), the direction of any policy change except for emergency measures is to a
large degree pre-determined.
What has become clear with regard to (party) politics is that the Republicans not
only resent their loss of leadership in Congress and at the White House. Some
segments of the party seem especially eager to obstruct the political process and,
by that, to spoil the policy initiatives of the Obama administration. While one
could argue that this is normal politics – the competition and rivalry between
government and opposition – up to a certain point, the Republicans have arguably,
wherever possible, tried to slow down the political process or even to obstruct the
political debate by various tactics, and mainly for tactical reasons, precisely in
order to inflict a loss of face on the Obama administration. In this, they have been
helped by the at times overly accentuated will to bipartisanship by Obama. The
Republicans have up until now only been modestly successful in slowing down the
nominations process via last-minute drop outs (Judd Gregg‟s final decline to
become Secretary of Commerce after having agreed to it 100) or filibustering
Obama‟s nominees during the Senate confirmation process. 101 The transition phase
has been slowed down consequently, indicating that a significant portion of
Republicans have no intention whatsoever of cooperating with the Obama
administration. As they lack more and more leverage – even more so, since the
Democrats have gained at least technically a 60-seat majority in the Senate – they
tend to use all leeway that has remained to undermine the success of the
opponent‟s presidency. Even more dangerous from the perspective of Democratic
leadership is a strategy employed with regard to domestic debates, health carreform above all, to organize „public‟ protest – while in effect fusing some
grassroots activism with targeted actions on behalf of party activists – in an effort
to torpedo policy initiatives. Again, the point here is not to criticize the opposition
for doing what is their job, but to underscore the obvious focus of such activism on
simply undermining the presidency instead of engaging in policy debate given a
climate of offered bipartisanship.102 Although the slowing down of the nomination
process has arguably had more foreign policy implications (quite a number of
foreign policy posts still are not filled) than the organized protests, which largely
99
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clustered around health care, there are already signs that the conservative
movement has taken issue with Obama‟s foreign policy as well. 103
Since July 2009, the Democrats technically have a solid 60-vote majority in the
Senate and, by that, are „filibuster-proof‟104 in principle meaning that the
Republican senators cannot any more slow down the political process by
obstructing or ignoring initiatives and nominations. However, this very majority
also needs to be organized, as voting patterns have never been that strict on party
line, especially in the Senate. On the one hand, the Democratic Senate caucus
consists of 58 Democrats (two of them ill and often absent) since July, when Al
Franken was finally confirmed105, but also of 2 independents. On the other hand,
the Democrats are by no means unanimous in their political interests. This is even
more apparent in the House, where a notoriously fractionalized Democratic
majority faces a rather disciplined Republican minority. Thus, the socially and
fiscally conservative Blue Dog Democrats are pitted against East and West Coast
liberals, trade union-backed Democrats from the coal- and industry-heavy states
quarrel with West Coast environmentalists, antiwar liberals (of which there are
only few in the new House) confront more cautious centrists etc. 106 Although the
intensity of fractionalization varies according to policy fields – environment, trade,
economic stimulus, military engagement – there are a number of policy questions
especial regarding so-called „intermestic issues‟ which could fall prey to innerDemocratic rivalries.107
That, on the other side, the Congress will take a more active role vis-à-vis the
White House has been a demand by most Democrats (while in opposition then) for
years. This will especially be felt now in those foreign policy areas where Congress
traditionally has a say such as foreign trade. However, it will indirectly also
become apparent through the „power of the purse‟, i.e. the power of the Congress
to decide over funding and spending as the recent decision to terminate a funding
bill for the closure of Guantanamo showed. As the Bush administration has
103
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extensively used the „unitary executive‟-doctrine and in general, exceptional claims
to presidential authority108 to increase its leeway in (foreign) policy making, the
Congress will not restrict itself again to be a second-class political institution.
There is some irony in it, when Democratic Majority Leader Reid declares that
Congress “won‟t simply be taking orders” by the White House, while such a
reassertion of checks and balances might potentially make life very difficult for a
Democratic president.
Lastly, there may be a public backlash against the Obama administration in the
making, which sounds surprising these days in the face of still strong approval
rates. Two points can be made nevertheless: First, job approval rating for Obama
has steadily declined during the first half of 2009, from almost 70% in February to
only 60% in July.109 The leap of faith seems to erode, especially with regard to the
once stronger bipartisan support. It remains to be seen whether the people will
uphold their general perception that others than the Obama administration bear the
bulk of responsibility for the severe economic problems. As for foreign policy
issues, there has been an interesting tendency during the first months of the Obama
administration, as a Gallup poll in March noted that both the approval and the
disapproval rates for Obama‟s foreign policy were up with the segment of those
undecided shrinking, indicating not only that Americans were forming opinions
about this policy but also some polarization. 110 Parallel to slowly growing
dissatisfaction (on behalf of a minority, to be sure), there has also been a tiny
segment of the population which fundamentally rejects the person Obama and his
policies respectively. Thus, a fairly radical(ized) movement has continuously tried
to influence the opinion climate by accusing Obama first of being a closet Muslim
bent on selling out the U.S. to „the Muslims‟, then labelling him a „socialist‟ for his
planned and alleged „strong government‟ economic policies only to finally calling
him a „fascist‟ on the basis of some conspiracy theory accounts. Such „Obama
bashing‟ and „Obama hate‟, while never as popular as „Obamania‟, has continued
to thrive and arguably will do so in case the economic performance of the U.S., for
whatever reasons, does not improve.111
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At the international level, foreign policy change as envisioned by the Obama
administration might be impaired by a mismatch between U.S. ambitions (to renew
world political leadership) and the multipolar realities of the international system.
In other words, the Obama‟s grand strategy might be out of touch with the new
realities on the ground. In this regard, it seems crucial what role the U.S. under
Obama wants to take in world political terms, more so, what image of itself the
United States is capable of projecting. To simply attempt to renew leadership as
first among equals could prove disastrous since it will inflict severe costs and usher
in confrontation with and open antagonism of its main contenders. 112 At the
rhetorical level, the wording of Secretary of State that the U.S. is attempting to
build a “multi-partner world”113 could indicate a shift in thinking as to how and on
what premises leadership is to be re-built.
A related question is that for the eventual long-term damage done to U.S. claims
for leadership by the divisive policies of the Bush administration. As Kupchan
argued back in 2003, at that moment the United States seemed to have
compromised its most valuable international asset: legitimacy, even in the
transatlantic context.114 Undeniably, there has been an „Obama effect‟ in
international terms as well, arguably increasing the possibilities for consent and
eventual approval of policies. However, it remains to be seen whether there has not
been a tipping point of deterioration of U.S. hegemony reached during the first
decade of the 21st century. All consultation with partners, former allies, other states
and even adversaries, all measures of cooperation might prove not enough to turn
back the clock. As Lake has put it: “Once restraint has been overthrown and
ambition revealed, authority is lost – and is difficult to reclaim.”115 The level of
worldwide America-scepticism and outright anti-Americanism has soared, not only
within the respective public, but also at the elite-level; and even, that has to be
underlined, in the special transatlantic relationship. 116 Already in 2002, public
opinion polls in several Western European countries (Great Britain, Italy, France,
Germany) revealed that significant portions of the respective societies were of the
opinion that US foreign policy in general had contributed to the terrorist attacks of
9-11.117 Data compiled by the Pew Research Center in 2007 only underscored that
the United States had become a „hated hegemonist‟ by then, not only in the Arab
Obama and Adolf Hitler or simply calling Obama „a nazi‟. On „Obama haters‟, see
Pitzke 2009.
112
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world, but also within closely allied countries of Western Europe: In France and
Germany especially, a negative attitude towards the United Stated prevailed by
then. Although the Pew Global Attitudes Survey 2008 showed a widely positive
reaction towards an eventual Obama presidency it could be questioned whether any
„Obama effect‟ can alter temporarily stable opinion patterns. This deteriorated
image of the United States, finally, is not helped by the global financial crisis,
which arguably puts the so-called Anglo-American economic model into question,
only further eroding the capacity of the U.S. to serve as an attractive role model.

Beyond Obamania:
relationship?

Towards

a

new

German-American

Is „Obamania‟ – and change that has undeniably materialized – already
transforming the once special German-American relationship? Media accounts of
Obama‟s visit to Berlin in summer 2008 as a presidential candidate as well as his
trip to Dresden and Weimar as incumbent in 2009 seem to suggest that there has
been a revival of positive attitudes at the public as well as optimism at the political
level.118 Whether the „change‟ intended by the Obama administration might also
have a lasting impact on German-American relations, and what impact this will be,
however depends on the position taken on the question what caused the brawl
between the U.S. and Germany.
Some observers explain the deterioration with the „Bush factor‟, i.e. the political
style and substance of the two Bush administrations. 119 Personal resentment
between political actors might have added to conflicting political interests and
strategies, as is easily illustrated by the mutual disrespect of former German
chancellor Schroeder and then-President Bush. In turn, that the relationship had
improved at the political level even during Bush‟s second term has been
fundamentally related to the change of German government and a better getting
along between chancellor Merkel and the U.S. president. Nevertheless, one should
not underestimate that the impression of an American “arrogance of power” might
have been a formative experience for political actors and the public alike. The
baseline message that the U.S. was not interested in coordination and consultation
worth its name, its at times open repudiation of multilateralism (by that,
challenging the European way of doing politics), has – in the eyes of German
society and among political elites – been tied to the then-incumbent of the U.S.
presidency. Because of his „difference of style‟ and his message of change, Obama
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would from this perspective be an ideal candidate to initiate a return to „normalcy‟,
not unanimity, but to a pragmatic and value-based partnership.
Another interpretation focuses on a continuous drifting apart of the U.S. and
Germany since the end of the Cold War; given this development, Bush‟s
personality and his policies only made this visible by exacerbating the trend. There
are two sides to this argument: the end of the Cold War has eroded the basis for
transatlantic cohesion because a unifying and immediate common threat
(perception) has evaporated; second, especially for the U.S., multilateralism is not
any longer necessary, only a reserve strategy in the transatlantic context as well.
This perspective focuses on the repudiation of multilateral treaties by the Bush
administration and the unilateral security conception of the U.S. following 9-11 as
only striking instances of a general tendency. This being a tendency, as has to be
said, that mostly focuses on U.S. calculus, the future of transatlantic relations and
German-American relations from such a perspective is dependent first and
foremost on what is happening on the U.S. side. 120 Thus, it all depends on what
measure of change – acceptable to or even demanded by Germany – the Obama
administration is able to deliver. At the moment, it does not seem too far-fetched
that the Obama administration, while striving for a good working relationship, by
no means focuses on repairing the transatlantic relation; its foreign policy priorities
lie elsewhere, with Germany/Europe a potential partner, but not at the center of
attention.
But are Europeans, or: Germans for that matter, really “hungry for American
leadership” as Jeremy Shapiro of the Brookings Institute has asserted? 121 They are,
for sure, “tired of American arrogance”, as he put it, but still, couldn‟t it be that a
generally more distanced relationship has evolved? Some indicators lead to the
conclusion that especially at the societal level, there may have been a divergence of
normative backgrounds which was only fuelled by the controversial Bush era.
Szabo in this regard speaks of a real gap in values that has long existed but is only
now gradually acknowledged (concerning the societal role of religion, the attitudes
towards the death penalty, social conservative values, different capitalisms, ageing
vs. dynamic societies, exceptionalism vs. multilateral embeddedness etc.). 122 If one
is to escalate this idea, this means that there may be no way back to status quo ante,
neither as a „natural fallback‟ through a change of personnel nor through policy
changes that render the U.S. the close friend and ally of Germany again. If a set of
120
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shared values and a certain amount of value convergence is necessary for stable
patterns of cooperation, as Medick-Krakau has underscored123, the normative
divergence between the U.S. and Germany may not be halted by a new U.S.
president and new policies (at best it might be attenuated). The pop-star like
reception of Obama – „Obamania‟ in short – has certainly given a different
impression, but it remains to be seen whether latent anti-Americanism won‟t break
up as soon as some policies the U.S. pursues fit the mood necessary for such
gestures of distancing.
Lurking „dangers‟ which might produce future frictions between Germany and the
U.S. are in this respect: the eventual U.S. demand for more German troops in
Afghanistan (reasonable given the planned U.S. strategy, but starkly at odds with
German political preferences); the handling of the Guantanamo closure (important
at the level of symbolic politics and thus demanded, while a transfer of terrorist
suspects is denied by Germany); the future policy on Iran (as a stricter sanctions
regime may be enforced by the U.S., which might in turn hurt German economic
and commercial interests); and the general future of foreign economic policy
(while „Buy American‟ seems to hurt especially Canadian firms by now, the
intention the re-direct US investment towards the domestic economy 124 might
constitute a problem given the enormous degree of economic interdependence,
trade and investment and jobs on both sides).
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‚Lagos is not Lehman‘ – The Differentiated Impact of
the Global Financial Crisis on Emerging Markets and
Developing Countries
ALEXANDER BRAND

The dynamics of a severe global financial and economic crisis have not only
dominated the headlines around the world throughout the last months, their more
or less immediate conseqeunces have also been felt by a growing number of people
worldwide. Recession, unemployment, rising personal and public debts,
investments turned „toxic‟, lost savings and vanished pension schemes – all such
phenomena have increasingly become part of citizens‟ lifeworlds in the so-called
OECD-world, the developed, (post-)industrialised countries within the Euroatlantic realm. As these processes of societal crisis and attempted crisis
management have evolved and only re-inforced the inward-orientation of the
respective societies, there has been a popular assessment of the crisis‟ contours at
least up to the second half of 2008, namely that it is a crisis first and foremost of
the „North‟, a financial meltdown that tends to have its most noticeable impact on
the societies of the United States, the European Union and their respective
peripheries. The global „South‟, on the other hand was said to be in a more
favorable position, not least since it had not been integrated thta much into global
financial flows. The equation „less integration = less affectedness‟ guided the
understanding of experts and researchers for quite a long time. As the Overseas
Development Institute (ODI) wrote in October 2008:
“With a recession already underway in the UK, Germany, France,
the USA and other developed countries, it is quite startling to hear
the Malawian finance minister argue that Malawi‟s economy is
projected to grow by more than 8% this year. Yet this is today‟s
stark reality. The USA is going through the greatest financial crisis
since the 1930s, but, as the Financial Times has reported, Lagos is
not Lehman. Nigeria, held back by decades of economic
mismanagement, is growing at nearly 9%. Leaders in China suggest
that they can help the world by offering growth rates of up to 10%,
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and many African countries still gain significantly from this (they
are growing at 6-7%).”1
Although this might sound somewhat outdtated these days, one nevertheless has to
bear in mind that this was the initial idea of the crisis dynamics held by large
chunks of academia, researchers, and not least political actors: that the South had
been to some degree de-coupled2 from (or for that matter: never really integrated
enough into) the financialized business cycles of the developed world, and by this,
spillover of crisis symptoms would be rare. What had been described as a
fundamental disadvantage of the so-called developing world before, now suddenly
turned into an asset, it seemed.
Of course, the overall assessment of the global crisis situation has changed in the
meantime. The World Bank initially proposed to establish a so-called
„vulnerability fund‟ in January 2009 in the run-up to the World Economic Forum at
Davos. As its president Robert Zoellick stated, the developed countries should
dedicate 0.7 percent of their economic stimulus packages to a Fund to be
monitored by the World Bank, the United Nations and regional development banks
in order to finance health, education and nutrition services as well as infrastructure
projects within developing countries actually hit by the global downturn.3 In April
2009, the G-20 summit followed along the lines of such thinking, when it
concluded in its „Global Plan for Recovery and Reform‟ that emerging markets and
developing countries are also now facing challenges which add to the downturn in
the global economy and proposed to make available additional resources through
the International Monetary Fund and regional development banks. 4 Although these
forms of re-assessement mainly took place on a rhetorical level so far, some of the
proposals have already materialized through new programs, for instance a new
World Bank Infrastructure Program (INFRA/ICF) epecially targeted at poorer
countries negatively affected by the financial crisis.5
1

te Velde (2008), p. 1.
See the remarks e.g. in: Fan (2008), Subbarao (2009).
3
Given that the stimulus packages at this time amounted to about 2-3 tn USD, a
0.7 percent infusion of development funds would have added about 14-21 bn USD
to the funds already allocated. Compared to an estimated need of up to 1 tn USD
(Birdsall 2009), this figure becomes almost negligible.
4
G-20 (2009), pp. 4-5.
5
INFRA (the Infrastructure Recovery and Assets Platform) is to provide 45 bn
USD for infrastructure projects in such countries where public spending is severely
hampered due to externally inflicted crisis dynamics, an increase in 15 bn USD.
ICF (the Infrastructure Crisis Facility) is a facility to gather up to 2 bn USD in
addition for privately-funded infrastructure projects or public-private partnerships
in these areas.
2
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Thus, the initial idea of a global financial and economic crisis impacting first and
foremost on the OECD-world, with some contagion effects in the immediate
neighbourhood (Eastern Europe, for instance), has been scrapped. It is, however,
not just a telling story of ignorance and self-centeredness on behalf of the North
that the truly global dimension of the crisis has reached the attention of reserachers
and policymakers with some delay. One could make the case that, to the contrary,
there have been some indicators that may have justified the idea of different
degrees of affectedness through peculiar forms of crisis. Therefore, as I will argue
in the following paper, it is important to think through by which mechanisms the
financial crisis has spilled over to the world of emerging markets and the
developing world, respectively. Second, the effects of the economic downturn have
been distributed rather unevenly throughout the global South. It thus is necessary
to give a differentiated account of how different crisis dynamics have played out in
various countries so far. In this regard, it seems useful to compare countries
exhibiting differing economic outlooks and different degrees and forms of
integration (if at all) into global financial flows. I have included in my sample:
China, India and South Africa (commonly termed nowadays emerging markets and
regional powers, albeit differing in their integration into global finance) on the one
hand, and Kazakhstan, Honduras and Madagascar on the other. The last three
countries differ widely in their economic structure, but could serve as model cases
(each for a different set of other countries) for a) resource-centered middle income
economy, b) a relatively poor country dependent upon trade and, to quite a
remarkable degree, remittances sent home by migrants temporarily working
abroad, and c) a poverty- and conflict-stricken country largely dependent upon
foreign aid.6 Comparing those cases should allow not only for a more nuanced
understanding of the global aspects of the current crisis; a second aim is to focus
on possible (expectable) future trends in global development policy, be they related
to aid- and remittance-flows and their importance or the much discussed role of
China as a re-emergent donor.

The global financial crisis – Primary and secondary mechanisms
As has been said, there is at first glance some plausibility to the idea that the global
financial crisis – epitomized in the „new‟ vocabulary of a „hosing bubble‟ in the
6

It should be noted that the study design had been put up before both Madagascar
and only lately Honduras experienced a military coup. In the short country
analyses that will follow, it is mentioned whether dynamics of the global economic
crisis have had any impact on the domestic political conflicts; generally, they do
not seem to have played a decisive role. However, rising unemployment and
poverty-levels, dried up public budgets and impeded access to foreign credit may
of course all but relax the tense situation within both countries.
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American market, Collateral Debt Oligations (CDOs) and other new and
innovative financial instruments, hedge funds, „toxic‟ papers and bailouts etc. – has
been restricted somewhat to the economies and societies of the North. It is, in the
end, a crisis that came to the fore for much of the public through the bubble burst
in the US housing market, the collapse of Lehman Brothers and ongoing political
debates in Germany, the United States etc. on bailing out (and/or: taking over)
banks or firms of „systemic importance‟, meaning: enterprises which are too big to
fail or simply highly integrated with other enterprises, thus pulling down a large
chunk of the whole economy by eventually going bust.
That is, from the perspective of the causes of the crisis – assumed that there is
some consensus somewhere inbetween the radical answer that the inherent
instability of capitalism is to be blamed and, on the other side of the spectrum, the
„managerial‟ perspective that some technical device in the banking sector (for
instance, CDOs) has proven too risky – it is all too understandable to remain
preoccupied with dynamics and mechanisms prevalent within the highly integrated
and financialized OECD-world. As Bieling has argued recently, then the story of
the crisis can convincingly be told as the story of a conjunction, or better: sequence
of the following developments.7 At the center stands the development of then new
and profitable investment opportunities, especially the introduction of risky
subprime mortgages in the United States since the beginning of the 1980s,
paralleled by the allowance to bundle such credits together with first-class stocks
etc. and sell them as CDOs with an excellent rating, thereby concealing the at least
partially and potentially „toxic‟ character of such investments. This, in combination
with a boom in the US housing and real estate market (itself spurned by the loose
monetary policy of the Federal Reserve) led to a credit-financed stimulus of
significant parts of the world economy through US consumerism. On the other
hand, the new and innovative financial instruments attracted investors from all
parts of the globe, not least from Western Europe. And it is this transmission belt
of new investment opportunities, an excessive securitization of risk together with
the growing integration of financial markets across boundaries (allowed for and
enacted through de-regulatory measurements in the era of a „neoliberal
restructuring‟) and the at times dubious role of rating agencies8, which lie at the
heart of the financial crisis in international terms. Stiglitz‟ description of bankers‟
behaviour nicely captures one of the fundamental mechanisms that has laid the
foundation for the crisis which then evolved as a systemic consequence resulting
7

See Bieling (2009); I rely on his treatment of the crisis in the following two
paragraphs. Other explanations abound, although for the most part because they
single out and focus one or two of the aspects described above; without making
any claim to present an exhaustive list, see: Johnson (2009), Skidelsky (2009),
Stiglitz (2009).
8
See, e.g., Lewis/Einhorn (2009).
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from the decisions of multiple actors: “Banks got themselves, and our economy,
into trouble by overleveraging – that is, using relatively little capital of their own,
they borrowed heavily to buy extremely risky real estate assets. In the process, they
used overly complex instruments like collateralized debt obligations. The prospect
of high compensation gave managers incentives to be shortsighted and undertake
excessive risk, rather than lend money prudently.” 9
As usual, when the euphoria recedes (in this case, because the US housing market,
especially the credit-backed financing via subprime mortgages, went bust, while
the then-turned „toxic‟ assets had come to dominate bank balance sheets), panic
erupts. Banks and hedge funds, Special Purpose Vehicles etc. were not able to sell
their assets anymore; at this point, the subprime crisis became a credit crisis, not
least since banks more or less stopped to lend each other money, mainly because
nobody could be trusted not to have too much invested in „toxic‟ papers. Contrary
to the Asian crisis at the end of the 20th century, which remained realtively
restricted to bond markets, this time the crisis has spilled over from the housing
and bond market to the credit and insurance market. The financialization of
economies around the globe, driving the economic cycle throughout the last decade
now has become a destabilizing force due to the fact that liquidity has dried up
dramatically. Taken together, these developments make up the primary
mechanisms of the current crisis; and it should be pretty clear that any assessment
of the immediate affectedness of a country depends on whether some country (via
public institutions or private actors) has been involved in these kinds of
financial(ized) transactions. It is in this regard not by chance that most of the
accounts of the crisis‟ victims remain focused on the OECD-world: Noelke, for
instance, describes varieties in the crisis affectedness among the United States and
the United Kingdom on the one hand and continental Europe and Japan on the
other, thereby firmly remaining within the confines of the developed North. Some
emerging markets (China, India etc.) get a mention in passing, but only with regard
to what could be termed „secondary mechanisms‟ (see below). 10 In his
comprehensive list of banks that had suffered tremendous crisis-inflicted losses up
to November 2008, nine US banks, four banks from the UK, eight banks from
continental Europe and one Japanese bank show up.
Seen as a problem of a shortage of liquidity (above all), a deleveraging process
resulting in a moribund interbanking market as well as a drying up of financing
opportunities for enterprises in the home markets of the banks affected, the
immediate effects indeed seem restricted to the OECD-world. Here the much
discussed questions are: Should we allow the markets to correct itself and at what
cost actually, how much should the respective states become involved in the
9

Stiglitz (2009).
Noelke (2009).

10
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markets (bailouts, takeovers, control/regulation, stabilization), what firms and
banks ought to be saved and why etc.
The real problem for emerging markets and developing countries from this
perspective evolves through secondary mechanisms of the crisis. Such secondary
effects can be grouped together within at least five categories:
- the worsening of the investment climate in the wake of a general
shortening of abundant money;
- the worsening of the credit climate generally, but specifically with regard
to credit opportunities for more risky and/or long-term investment in
developing regions;
- the shrinkage of employment opportunities in both the export-oriented
sectors of emerging and developing economies and in those sectors of the
job market in the North that disproportionally absorb temporary migrant
workers from the South;
- shrinking demand – by political will (protectionist measures) or sheer lack
of resources to buy – for certain commodities and goods which will hit
rather non-diversified and strictly export-oriented economies;
- and the expectable (to some degree even understable) thinning of
development aid (ODA) expenditures in a time of tighter public budgets
and increasing competition among different forms of public expenditures
in the developed world.
Given these five secondary mechanisms, the following general problem structure
for emerging markets/developing countries can reasonably be expected: less
foreign direct (or portfolio) investment (FDI) either through reduction or
termination of investments; problems in financing development projects through
impeded access to credits; job losses and a dramatic reduction in remittances
(money sent back home by temporary migrant workers); intense pressure
especially for non-diversified, resource-centered economies to uphold financing
their public budgets; and, especially dramatic for the poorest countries relying to a
considerable degree on aid flows, the fear of a breakdown of any sort of external
financing.
Of course, data so far suffers from a certain time lag; at best it shows mild trends or
gives a selective account. Where data really „makes‟ a case, it is more often than
not based on estimations and/or historical analogies. Thus, before discussing two
of the crisis mechanisms which will with a high probability hit poorer developing
countries (shrinking ODA-levels and remittances), I will try to carve out a more
differentiated account of the actual affectedness of several countries, thereby
preliminary answering the questions: Which type of country will suffer to what
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degree and why? 11 Although introduced as either „emerging markets‟ (China,
India, South Africa) or „developing countries‟ (Honduras, Madagascar) with
Kazakhstan somewhere inbetween12, it should be clear that a undifferentiated
account for a specific structure of affectedness for either (all) emerging markets or
(all) developing countries does not make much sense. Rather, the countries have
been chosen not only because of differences in their general
economic/developmental outlook (line 1), but specific forms of integration into
global financial flows (line 2).13
CHINA

Economic/
developmental
outlook

Integration
into
global
finance

INDIA

SOUTH
AFRICA

Emerging Markets

KAZAKHSTAN

HONDURAS

MADAGASCAR

Resource-rich
MIC

Agrarian
lower MIC,
high poverty
rate

LDC (HDI),
aiddependent
country

Liberalized
banking system;
Financialization+

Low level of
FDI;

Low level of
FDI;

Remittances!

(‘Integrated’
via)
aid
flows!

+ Regional Powers
Foreign
currency
reserves;

(More)
closed
economy;

Statecontrolled
liberalization

Tight
regulation

Liberalized
banking
system;
Financialization

Table 1 The cases under study – 6 emerging markets and developing countries
with their respective economic outlook and specific forms of integration into
global finance; MIC = middle-income country according to World Bank criteria;
LDC = least developed country according to the HDI = Human Development
Index of the United Nations Development Program (UNDP).

11

In the meantime, similar research projects have been conducted, see e.g. te Velde
et al. (2009): In this synthesized account of ten country case studies, a wholly
different set of cases has been studied: Bangladesh, Benin, Bolivia, Cambodia,
Ghana, Indonesia, Kenya, Nigeria, Uganda and Zambia.
12
In comparison to the three other emerging markets it is generally not labelled a
„regional power‟.
13
See also the criticism in Kroh (2009), p. 3. In his statement to the public hearing
of the Committee on Economic Cooperation and Development of the German
parliament, Kroh pointed out that the crucial factors to assess the actual impact on
the ground are: degree of integration into world trade and global finance, export
dependence, level of indebtedness, size of the domestic market and outlook of
domestic economy. I have somewhat condensed most of these factors in the two
categories described above. This country-specific perspective differs from the
method most other researchers employ when they attempt to carve out channels of
crisis mechanisms more generally, see e.g. Naudé (2009).
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The Cases Under Study
China
The decision to include China rests on a double argument: On the one hand, it
undoubtedly is the most widely discussed „emerging market‟; on the other hand,
China has become a country of specific importance for many so-called Third
World countries lately, both as a (potential) donor/investor and a role model, given
its impressive developmental record during the last three decades. 14 This said,
China nevertheless exhibits a high degree of internal heterogeneity and uneven
distribution of wealth, turning the realities on the ground in much of the rural
heartland closer to that of a classical developing country. As an authoritarian
developmental state under single party-rule, it has enjoyed impressive growth rates,
which have been in turn to an important degree export-led. China thus has an
export-oriented economy, as such it overtook the US to become the world‟s second
largest merchandise exporter after the EU in 2007.15 It is thus the foreign trade
sector which employs roughly 80 million people that has already felt the shrinking
global demand, especially some sectors as toy exporters. 16 China nevertheless is
not wholly dependent on foreign trade, since its huge domestic market at least
potentially gives it some independence from global economic cycles. 17
Foreign direct investment (FDI) to China has grown steadily (only recently from
75 bn USD in 2007 to 92 bn USD in 2008) making it the third largest FDI recipient
worldwide after the EU and the United States. Altough there has been a
considerable slowdown of GDP growth from 11.9% in 2007 to 9.8% in 2008 (the
estimates for 2009 are between 6.5 and 8.4% for 2009 and at around 7% for
201018), China nevertheless shows growth rates impressive enough to make other
nations envy. In the Chinese case, as some observers have pointed out, it is
however necessary to achieve a 8%-growth rate at the minimum in order to uphold
societal stability in the face of growing demands (managing internal and foreign
migration, demographic pressures, rural unemployment etc.). 19 What China to
some degree distinguishes from other countries is the fact that it has proven able to
counter the looming economic downturn through a domestic stimulus package
worth more than 450 bn USD.

14

The possibilities for emulating this development path are more than
questionable, however, see e.g. Stiglitz (2008).
15
Morrison (2009).
16
The Economist Intelligence Unit estimates that foreign exports will contract by
20% in 2009, see EIU (2009).
17
On that, see the remarks in: Hilpert (2009).
18
Data is from Morrison (2009) and EIU (2009).
19
Wahl (2009), p. 3.
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As for China‟s integration into global financial flows, the impressive size of FDI
has already been mentioned. Altough some investments might have been
withdrawn, mainly because of the investor‟s needs to recapitalize, not China‟s
ratings turned sour, the general level of FDI does not seem to shrink in the wake of
the global financial crisis. The real extent of China‟s exposure to the fallout from
the US subprime crisis however remains unclear. In 2007, the state-owned Bank of
China and the Industrial and Commercial Bank of China have suffered substantial
losses and a rising bad asset ratio in the banks‟ books may be in the cards. 20 In
general, however, it is hard to find exact data, not least since the government does
not release detailed information on holdings and thus the level of exposure. It is
generally agreed that the Bank of China has reduced its investment in asset-backed
securities backed by US subprime mortgages.21 China nevertheless is most famous
for its huge holdings in foreign reserves totalling approx. 2 tn USD, of which a
significant portion has been invested in long-term bonds such as U.S. Treasury
debt. This, in combination with the specific contours of a state-controlled and
circumscribed liberalization process also in the banking and finance sectors have
contributed to the relatively modest direct impact of the global financial crisis on
China. Since there are numerous restrictions on capital flows, especially outflows –
not least to preserve the state‟s ability to manage the currency‟s value – Chinese
private investors had only small exposure to global investement opportunities. It
have been, consequently, government entities such as the 200 bn USD-sovereign
wealth fund China Investment Corporation that had invested in some more risky
assets and papers.22 In sum, however, China has so far shown a remarkable ability
to cope with some crisis mechanisms (falling global demand, worsened investment
climate, investment losses), as is also indicated by the fact that the Carnegie
International Economic Bulletin has ranked China no. 1 on the list of the countries
least affected by the global financial crisis.23

India
The world largest democracy und up until recently the world‟s second economic
powerhouse24 has shown GDP growth rates equally impressive as China. Annual
GDP growth of about 9% throughout the last decade has slowed down somewhat
in the wake of the global crisis and put some pressure on the Indian success model
(growth rates are estimated at around 7.3% in 2008 and between 5 and 6% in
2009). Owing to the fact, however, that economic growth in India has been and
continues to be to a large degree based on domestic consumption and investment,

20

See Kroh (2009), p. 2; Fan (2008), p. 7.
Morrison (2009).
22
See Hilpert (2009), Morrison (2009).
23
Dadush et al. (2009).
24
Hugh (2009).
21
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the global crisis has not hit home that much as in other places. 25 That the eventual
slowdown is serious, but not an outright disaster 26, has to do not least with a less
strongly developed export orientation. The demand from the center of the global
crisis may have weakened, but since India‟s share of exports in GDP is only 1520% - as compared for instance to Vietnam, where it is nearly 100% - there has
been a lot less pressure on India.27
The New Economic Policy since the early 1990s thus has led to a liberalization of
trade, which increased India‟s share in world exports of goods and services from
about 1% in 1990 to about 4% in 2007.28 The unfolding global crisis may thus have
repercussions in India through the „trade channel‟, not least since 40% of the
Indian exports go to the United States and the European Union. Subbarao has
pointed out that this conforms to a synchronized downturn of those markets that
absorb most of India‟s exports.29 The International Labour Organization (ILO) in
that respect fears large-scale job losses and significant downward pressures on
wages in the whole Asia-Pacific region; its forecasts point to additional
unemployment between 7.2 million (low) and 23.3 million people (high), all the
while some 20 million new jobs would be needed to absorb India‟s growing labour
force.30 But there are also more optimistic scenarios, especially since it can safely
be assumed that global business process outsourcing will not stop as Western
companies will be forced to cut costs further. Thus, the already strong Indian ITservices industry may also gain from the crisis, at least in the middle run.
As regards India‟s integration into global finance, almost all observers agree that it
remains a relatively closed financial market. The tight regulation of banks and
external capital transactions, the fact that India‟s central bank has been under fierce
control of the Finance Ministry and the reluctant and sceptic attitudes on behalf of
key players with regard to private actors‟ doings in a de-regulated environment
have arguably insulated India from the excesses of global finance in important
ways.31 „Liberalization‟ the Indian way has thus seen the decrease of tariffs and
attempts to attract FDI, but also left in place strict limitations as regards the access
to foreign credit and opportunities for foreign portfolio investment. This fairly

25

Data is taken from ILO (2008); for the strong domestic sector thesis, see e.g.
Hilpert/Wagner (2009).
26
Hugh (2009).
27
See e.g. the remarks of the Governor of the Reserve Bank of India (Subbarao
2009); Kroh (2009), p. 4.
28
De (2009).
29
Subbarao (2009), p. 7. Data is from Hilpert/Wagner (2009), p. 33.
30
ILO (2009).
31
Panagariya (2009).
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conservative approach32 relying on a public banking sector as well as strong
regulation and control through India‟s Reserve Bank has prevented any significant
involvement of India‟s banks in the US subprime market. As foreign funding for
Indian enterprises has become more popular during the last decade (and has been
allowed to some degree), India has been integrated somewhat more into global
finance; this is not least indicated by the fact that the stock market fell by more
than 50% in 2008 mainly due to a withdrawal of foreign capital.33 But since the
overall level of overseas investment in India is still modest compared to domestic
investment patterns, India has avoided a huge suffering so far. In sum, the
withdrawal of foreign investments and a reduction in global demand for Indian
goods are realities, but given India‟s relative closedness, these dynamics have had
a less dramatic impact so far.34 Domestic stimulus has come mostly in the form of
a lowering of taxes35, indicative of the comparatively modest impact of the global
crisis on the Indian ecomony. There is even a certain degree of entusiasm with
regard to India and its alleged power resulting from its huge domestic market in
combination with its insulation from global turmoil. 36

South Africa
South African is frequently presented as a role model in a double sense: It has,
compared to its neighbours, a rather functioning democracy, and it is widely
regarded as the economic powerhouse on the otherwise troubling sub-Saharan
African continent. This is true despite the still remarkable social grievances and
imbalances that mark the transition process from a society marked by racial
segregation. The general assessment of its current economic performance as
relatively stable entails the assumption that there has not been any dramatic impact
of the global financial crisis up until the end of 200837, even though GDP growth is
said to be slowing down from a „normal‟ rate of 5% to an estimated 3% in 2009.
As a resource-based and open, export-oriented economy the country depends on
revenues from commodity exports. Reduced demand and falling prices for some
primary commodities such as gold, platinum and coal38 as well as manufactured
goods (which make up two thirds of South Africa‟s exported goods) should
therefore have an impact on the economic performance of the country. Given that
foreign trade makes up for 60% of South Africa‟s GDP and the domestic market is
decidedly smaller than in the case of China and India, it is remarkable that South
32
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Africa so far has not been hit harder. There are, however, sectors of high concern,
such as mining; but the mining sector has been under pressure already before the
global financial crisis, leading to successive lay-offs and relatively high
unemployment. What is more, South Africa has been able to counter the
termination and postponement of planned substantial investments from overseas 39
and the capital flight by, above all, US investors 40, through a domestic investment
program worth some 60 bn USD, in addition to the funds flowing into the
country‟s prestige project: the organization of the Football World Cup in 2010.
With regard to its integration into global finance, the common assessment has been
until quite recently,that South Africa would emerge relatively unscathed from the
crisis, being insulated from the worst of the financial contagion by the vestiges of
the exchange controls introduced decades ago to prevent capital flight.41 South
African banks were consequently prevented to a certain degree by exchange
controls from investing in derivative instruments available internationally.42 On a
smaller level, there has however been a steady financialization of South African
economy. As Hattingh argues, some South African banks have indeed been
involved in speculations on the global derivative markets and have incurred losses,
e.g. Old Mutual.43
There are, nevertheless, three other crisis-related dynamics detectable in the South
African financial market, which might, with a time lag, prove problematic for the
future economic development. First, South Africa runs a substantial current
account deficit financed largely by foreign portfolio investment. 44 It thus remains
highly dependent on already turbulent international financial markets and the
calculations of key investors/creditors. Second, there has already been some
disinvestment from South African equity and bond markets in recent months, for
instance, as US investors sought to improve their liquidity by repatriating funds
invested abroad.45 This withdrawal has also implications for the exchange rate of
the local currency; the rand has been put under severe pressure. Third, as Marrs has
pointed out, the growth of a black middle class has arguably been one of the
biggest successes of the post-apartheid era. Many of these new middle class people
have entered the housing market and are highly indebted; a prolonged period of
39
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high interest rates would thus be both socially and politically explosive. 46 On the
other hand, it appears necessary to uphold high interest rates to attract (new)
investment: its dependence on attracting capital inflows may in the future thus have
dire consquences domestically. 47 All in all, and indicating the strength of the
country to cope with the crisis and contagion effects so far (rather than suggesting
a situation of non-affectedness) South Africa has been ranked third on the list of
the 10 least affected countries compiled by the Carnegie International Economic
Bulletin.48

Kazakhstan
Kazakhstan‟s economy is best described as resource-centered: Its huge endowment
with oil, gas and minerals had turned it into a middle-income country with
„emerging market‟status, but without any significant diversification. Consequently,
its growth has been resource-driven during the last decade, growth rates of about
9% have been normal before the crisis set in. In 2008, GDP growth has slowed
down considerably to 3.2%. Due to its revenues from exploitation and export of
raw materials, Kazakhstan has bulit up a pretty strong national reserve, the
National Oil Fund. Since the crisis has begun, global demand for oil, gas and
minerals has fallen as have the prices done. Tackling the decline in revenues, the
Kazakh government has already used parts of this fund to avoid any cancellation or
delay to planned development projects, especially with regard to infrastructures in
the energy sector. Not least since the projected GDP growth rate for 2009 is only at
1% and some foreign disinvestments in the Kazakh industry have led to surging
unemployment, Kazakhstan issued a domestic stimulus program worth 18 bn USD
(approx. 2.2 tn Kazakh tenge), a quarter of which consists of tax cuts for Kazakh
enterprises. The progressive reduction in corporation tax in this regard will
partcularly benefit companies outside the extractive industries 49, indicating the will
to diversify the industrial sector in order to decrease the vulnerabilities of the
Kazakh economy. One might interpret this as a growing awareness, triggered by
the global financial crisis and falling outside demand, that Kazakhstan suffers to
some degree from the symptoms of „Dutch disease‟, i.e. in addition to increased
vulnerability to external shocks its economy is characterized by a structural
46
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inhibition to diversification and investment in other branches as long as revenues
from the exploitation and export of natural resources remain a safe, stable and
abundant source of income.
Due to its rich endowment with natural resources, Kazakhstan has been able to
attract international investment to a significant degree during the last decade. What
is more, it has rather early and extensively privatized its banking sector.50 Its
integration into global financial flows drew mostly praise from the international
scene before the crisis broke out; with the global financial crisis spilling over from
one banking sector to another (if integrated), the huge share of foreign investment,
the emerging housing bubble in the home market 51 as well as a high level of
indebtedness overseas (105 bn USD, roughly 90% of the country‟s GDP) have hit
Kazakhstan‟s financial sector hard. Dramatic capital flow reversals as a
consequence of a general loss of confidence and the will to re-capitalize on behalf
of foreign investors have not only led to pressing liquidity problems, they also put
the local currency tenge under pressure, which finally had to be devalued by 25%
in February 2009.52 The growing indebtedness (already on a high level before the
crisis due to excessive borrowing in times of easy and cheap credit) can be at least
partly attributed to an ongoing attempt on behalf of the private and public
borrowers to refinance their foreign debts. Of the 10 bn USD the government has
already withdrawn from the National Oil Fund, it had to use 5 bn USD to
recapitalize Kazakhstan‟s four largest banks, two of which have in effect been
nationalized by now.53 The banks‟ problems in turn stemmed from two factors:
massive borrowing on international capital markets when loans were relatively
cheap (which puts pressure on the borrower in case liquidity dries up and the credit
climate worsens) and investments in papers now turned „toxic‟54 (only
exacerbating the pressure). Contrary to the country cases described before, the
Kazakh economy has been hit relatively hard by the global financial crisis, it thus
also makes it on the list mentioned above, albeit on the list of the 10 most affected
countries (rank: 8).55
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Honduras
Undoubtedly a fragile democracy with a strong dualism between president and
parliament (this dualism has been at the core of the recent military-backed ousting
of the country‟s president) and a history of internal conflict and strife, Honduras
gives a mixed picture regarding its economy and macroeconomic data. According
to World Bank standards, it is a lower middle-income country with a rather
diversified economy (manufacturing, especially a strong textile sector, and
agriculture: mostly coffee and bananas). It is surely one of the most open
economies in Central America with a strong dependence on export opportunities
and demand for its exported goods. Thus, sluggish demand in the wake of the
global financial crisis certainly is a factor behind the slowing GDP rate – from
6.3% in 2007, still 4.0% in 2008 to an estimated fall in 2009 by 2,0%.56
Characteristically for Honduras‟ economy and its societal structures however are a
fairly high level of poverty and endemic inequality, only worsened since Hurrican
Mitch at the end of the 1990s brought along a massive destruction of already
crumbling homes in poor neighborhoods. The Inter-American Development Bank
thus calculates a poverty rate of about 70 percent, while the World Bank estimates
that 59 percent of the population live below the poverty line, 36.2 percent below
the exteme poverty line.57 Since large parts of the population work in the informal
sector, the unemployment rate may be modest; nevertheless „precarious labour‟ is a
common scenario58, contributing as a push factor to a relatively high level of workrelated migration towards the United States. As a country with such high levels of
poverty and regional underdevelopment, Honduras is a World Bank client involved
in a Poverty Reduction Strategy Process with the bank financing 16 projects
totalling 449 mio USD currently.
Although Honduras‟ privatized banking sector exhibits strong ties to U.S. banks,
the level of foreign investment on behalf of Honduran banks is negligible. Rather,
these banks aim at attracting FDI. FDI has thus grown from around 550 mio USD
(in 2004) to approx. 800 mio USD in 2007. It is, however, another kind of financial
flows to Honduras, which accounts for the largest part of capital inflow:
remittances from migrant workers temporarily working abroad. The level of
remittances to Honduras has risen dramatically from equalling 7.5% of the total
GDP in 2001 to 20.8% in 2007 to an estimated 25% nowadays.59 Remittances, by
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these standards, are the main source of foreign currency in the country today,
trumping over export-related income for agricultural products or tourism or FDI
for that matter. Under this perspective, they form the main channel of the country‟s
integration into global finance: Via Western Union/Money Gram and a few other
companies specialized in transferring private money mainly from the United
States, Honduras is integrated in international financial flows in a very specific
way. Tellingly, with regard to the global financial and economic crisis, the World
Bank country file lists contracting remittances as the primary crisis dynamic which
is about to hit Honduras.
Although the level as well as the volatility of remittances is notoriously hard to
measure, it can safely be assumed that the remittances sent back to Honduras will
shrink. The Central Bank of Honduras estimated the total size of remittances to
Honduras at around 2.7 bn USD in 2008 (an increasing of 8-9% compared to
2007), only to stagnate in 2009.60 Meins has pointed out that 2009 most likely will
be the first year with a shrinkage of remittances since the Inter-American
Development Bank has begun to estimate and measure the level of such money
transfers.61 As should be obvious with regard to Honduras, the country‟s trade and
remittance flows show a strong pattern of dependence on the US market: 91.4% of
migrating Hondurans have settled there at least temporarily making the United
States the main destination of Honduran immigrants.62 Given a disproportionally
high unemployment rate of Hispanic people in the US (11% and rising), the
specific crisis-affectedness of some sectors of the American economy, such as the
construction sector linked to the plunging housing market, and the concentration of
significant shares of Hispanic immigrants within these sectors, it is not too farfetched indeed to underwrite the assumption of a dramatic collapse of remittance
flows to Honduras.

Madagascar
Madagascar, as the first half of 2009 has made clear, is at best a weak democracy
in the sense that elections take place, but in a deeply fragile and potentially violent
societal and political context. Thus, the presidential elections at the beginning of
the year ended in a military-backed coup and successive episodes of internal strife.
Since March, consequently, World Bank operations in Madagascar are guided by a
policy called “Dealing with de facto Governments”, only indicating the instability
and fragmentation of society and political institutions alike. Weakend statehood in
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this case goes hand in hand with an extreme level of poverty; Madagascar is thus
frequently dubbed one of the poorest countries on earth. 63 With a poverty rate of
around 85%, it has been ranked place 143 (out of 177) in the Human Development
ranking of the United Nations Development Program in 2007/08.64
Madagascar‟s GDP growth rates are notoriously volatile, jumping to a 9.8%
growth in 2003 after a plunge of 12.7% in 2002, with an average growth of around
5% since then, only to (likely) plummet again as a consequence of internal turmoil
in 2009. Responsible for Madagascar‟s economic growth throughout the last years
has been the former president‟s Madagascar Action Plan, a strong pro-business
strategy of neoliberal restructuring of the economy. As has been well-known from
other structural adjustment programs implemented elsewhere for reasons of
attracting outside investment and creating a „sound‟ business climate, the Action
Plan contained strategies which in turn fueled strong popular unrest. In
Madagascar‟s case, it led to a massive form of what is these days termed „land
grabbing‟, i.e. the renting out of huge lands to foreign companies 65; here, the local
dissatisfaction with a deal between the government and South Korean Daewoo
Logistics Corporation concerning a land lease of about 1.3 mio hectares for
growing corn and producing palm oil (the lease was said to expire in 99 years,
while the products are grown for exporting them, in the face of hunger and
abysmal food shortage within the country) may have finally triggered the
overthrow of the government. Beyond its agricultural base (or: potential),
Madagascar‟s economy is made up of some resource-exploitation ventures
(graphite, chrome, precious stones) and a gradually growing tourism branch. None
of these sectors, however, is thriving.
These sketches should underscore that Madagascar hardly has a self-sustaining
economy, let alone a financial and/or banking sector to be involved (or not) in
global transactions. It is, nevertheless, in a certain way integrated into global
financial flows, mainly through development aid. Since its level of FDI has been
rather low except for the last two years in the wake of the land lease mentioned
above (85 mio USD in 2005, almost 1 bn USD in 200766),
63
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development aid has been crucial to financing the public budget, infrastructure
projects etc. during the last decade. Albeit failing to pass the “investing in people”category, Madagascar has scored above median on a host of indicators and thus
been successful in the selection process for funding under U.S. assistance program
Millennium Challenge Account (MCA). It has been eligible for funding from this
account each year since its inception in 2004, undoubtedly a success given the
selectivity and – compared to other aid schemes – rather strictly developmental
orientation67 of the process. This has guaranteed Madagascar 110 mio USD in aid
money from 2004 to 2009, besides additional funding by the U.S. Agency for
International Development (~20 mio USD 68), World Bank project funding (964
mio USD), World Bank funding under IDA-rules (~215 mio USD), European/EU
development aid (~137 mio USD) and some bilateral funding, e.g. from Spain
(~135 mio USD) and France (estimated at around 150 mio USD annually). It is
generally assumed that approx. 1 bn USD in development aid annually goes to
Madagascar, contributing a substantial part to its public budget and expenditures.
Although, as has been said, the coup at the beginning of 2009 was not caused by
the global financial crisis, the effects of this crisis – the worsened investment
climate, less demand, less tourism, any eventual drying-up of aid funding – may
pose special risks for fragile states, as Othieno has argued. 69 In the case of
Madagascar, heavily dependent on external financing, this has been made painfully
clear, since almost all donors have temporarily suspended their disimbursement
following the political turmoil. Thus, Madagascar now finds itself in a situation
that could have evolved, although with lesser intensity, even without the military
coup: If aid budgets were to be cut in the wake of the global financial crisis,
countries such as Madagascar would be seriously hit.
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Table 2 The cases under study – Main crisis-related dynamics identified
Although one should refrain from all-encompassing conclusions, a fairly
differentiated account of how the global financial crisis has affected different
emerging markets/developing countries has emerged. There seems to be general
tendency that, while emerging markets may be more capable handling the
situation, the crucial factors regarding affectedness are – rather less surprising – the
level of exposure to global financial markets and the dependence on foreign
financial flows (FDI, remittances and ODA respectively). The higher the degree of
financialization of an economy, the higher the pressure stemming from the crisis.
But even non-exposure or a low level of financialization does not translate into
non-affectedness, although a few secondary mechanisms will only materialize with
a certain time lag.
Thus, the question of financing development will almost certainly become more
pressing for some („real‟) developing countries. In the remainder of this article I
will therefore sketch out the looming problem for financing economic and
societal/human development in rather poor countries.

Financing Development in Times of Crisis – A Crisis of ODA as
well?
Of course, it could be argued that Official Development Assistance (ODA) and
remittances flows are easily dwarfed by FDI in developing countries, although it is
more difficult than expected to give a reliable account of FDI going to developing
countries, not predominantly emerging markets, since often both types of countries
are lumped together. Given the specific circumstances of the global financial crisis
(reluctant investement climate etc.), however, aid flows and money transfers may
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play an even more important role for poorer countries which do not attract
impressive foreign investment even in „normal‟ times. General estimations of the
overall annual level of foreign aid and remittances respectively give figures of
around 100 bn USD in ODA and 300 bn USD in remittances worldwide.70
As Naudé has argued in this regard, it seems plausible that the total flow of
financial resources to developing countries will shrink by about 300 to 400 mio
USD as a result of the global financial crisis. 71 Against the background of already
shrinking overall ODA levels during the last couple of years (if debt release is not
counted as ODA) – from 107 bn USD in 2005 to 104 bn USD in 2006 and 103 bn
USD in 200772 - this means a more dramatic decrease of official flows of
development financing seems to be in the making. As the data in the usually
optimistic OECD-Development Cooperation Report makes clear: massive debt
relief to e.g. Nigeria and Iraq has already served as a way to uphold the idea of a
continued donor‟s commitment to ODA-spending throughout the last years. 73 The
global financial crisis in this situation may alter the preferences of the donor
community further; as Othieno has pointed out, there may well be a re-evaluation
of development aid budgets in favor of more inward-oriented, domestic spending. 74
Such a re-prioritisation would, on the other hand, hurt especially the least
developed countries which are more dependent now than before the crisis on ODA,
mainly because ODA remains almost the only instrument of stabilization through
external financial investment in welfare, public budgets, expenditures, social and
health services etc.
Aid prediction, of course, must necessarily be an inaccurate science: It relies on
historical analogies, tries to tracks trends and spending cycles, estimates and
forecasts on the basis of non-determinant data. Interestingly, the OECDDevelopment Report 2009 is decidedly cautious on predicting the level of ODA in
the years to come: “[…] Recent declines in net official development assistance
signal that aid targets for 2010 are slipping further out of sight” or, a few pages on:
70
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“With debt relief set to decline, other forms of aid will need to rise substantially if
the targets are to be met.”75. Thus, although there seems to exist an official
consensus that drastic aid cuts will not be feasible, if such huge bailout and
domestic spending programs are possible, it is hardly convincing that aid
expenditures will go unquestioned, let alone grow (as would be necessary under
the OECD scenario). Two dynamics contradict such wishful thinking already.
First, some countries (France, Italy) have cut down, some even several times
(Ireland), their aid budgets in 2008 citing ballooning domestic budget deficits.
Second, in case aid budgets are measured as shares of Gross National Income
(GNI), as the EU does for instance, absolute aid expenditures will fall anyway.
The most powerful argument for the likelihood of falling aid budgets has been
made by Roodman.76 If history is any guide, he reminds us, then it is perfectly
clear (and to some degree even reasonable) that states hit by a financial crisis cut
back on their foreign aid spending. In his tracking of four historical cases since the
1970s, he convincingly shows that in each instance – Japan in the 1990s, Finland,
Norway and Sweden in 1991 – aid expenditures took a nosedive after the crisis had
set in. While Sweden‟s and Norway‟s aid totals recovered within 6-9 years,
Finland‟s and Japan‟s aid budget never reached pre-crisis levels again. The
respective drops in aid expenditures ranged from 10% (Sweden) to about 62%
(Finland). As has been said, this is not to claim ignorance, irrationality or
recklessness on behalf of the affected donor countries. To the contrary, a growing
inward-orientation seems to be quite rational given severe domestic hardship. As
Elliot argues: “Let's not be naive here. In tough times, nations circle the wagons.
They think about survival. They look after their own people. They make hard
choices when it comes to spending taxpayers' money.” 77
Although some studies reach the conclusion that evidence for any significant aid
shrinkage at this time is at best spurious 78 and that there are reasons for a prolonged
75
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stable level of ODA79, caution seems to be the order of the day with regard to
predicting future levels of foreign aid. There is a certain probability that, while
bilateral aid flows might contract, more funds will be channeled through
multilateral instutions. On the other hand, this might be a disadvantage for least
developed countries, since many of the proposed measures in the context of the
IMF and the World Bank are rather targeted on emerging markets and middleincome countries. The aggregate aid figures might thus not decline significantly,
but much of the resources would then bypass the poorer, more dependent and
vulnerable countries.80

Financing Development - Remittances
Money sent back home by migrant workers at first glance hardly qualifies as a tool
for financing development, at least not if seen through the lens of ODA as
official/public and concessionary spending in a donor-recipient relationship.
Nevertheless have remittances become something of a obsession within
development circles in the last decade, mainly because they arguably can have an
impact on development processes in the countries where the money goes. Thus, it
is remittances‟ alleged and proven impact as well as their sheer size, which account
for the recent interest in these financial flows. Estimations speak of a share of
around 30% of all financial flows to the developing countries made up of such
private money transfers in the mid-2000s. By this, as Burgess and Tinajero point
out, remittances exceeded all private and public capital inflows in 36 out of 153
developing countries.81
Their specific contribution to development lies in the fact that roughly 20 to 40%
of the money sent back home is not immediately consumed by living costs but
rather saved or invested in small enterprises.82 Remittances are consequently the
key for achieving long-term financial independence and the nurturing of own
capabilities beyond pure subsistence-maintenance. Besides, the effect of
remittances precisely on eradicating extreme forms of poverty and the relieving of
public budgets should not be underestimated, especially since most remittance-
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senders come from the lower strata within their home societies. Within the last
copule of years, there have also been some more collective forms of developmenttargeted money transfers. In some cases, well-organized migrants have been able to
organize and create government programs at home to channel collective
remittances for community development.83 Thus, there is a remarkable degree of
differentiation between types of remittances: family support, philantropy/charity,
investment in social and educational infrastructures back home as well as more
profit-generating types of investment realized via remittances.
As has been the case with ODA, perhaps even more difficult to show statistically
(since remittances are for obvious reasons hard to track down), one can make a
plausible case for a drop in remittances in times of crisis. Mostly due to layoffs,
rising unemployment in certain economic sectors etc., income opportunities for
migrant workers have been and will be reduced in the near future. Drawing on a
complex model of remittances‟ outflow determinants, Cali and Dell‟Erba have thus
estimated that remittances to developing countries could drop by between 25 bn
USD and 67 bn USD in 2009.84 These forecasts are slightly larger than those put
forward by the World Bank; both estimates however agree that the drop in
remittances will vary greatly according to the region where migrants are employed,
with Central and Latin America a region of severe declines.
Thus, to give a forecast of the impact such a shrinkage of private money transfers
might have one has to bear in mind that some states – such as Honduras – rely
heavily on remittances, other relevant cases are, e.g.: Tajikistan (45% of GDP),
Tonga (35%), Haiti (20%). It has already been mentioned that the World Bank
shifted course on their predictions of the stabilty of remittance flows during the
financial crisis: While at the end of 2008, it assumed these flows to remain resilient
and growing modestly85, it recently estimated that Mexico for instance had
probably suffered a 4.4% decline in remittances in 2008, that remittances to South
Asia would be stagnant in 2009 (after a 16% growth in 2008) and that there will be
a 7% decline in the Middle East/North African region. The World Bank Core
Scenario for remittance growth in 2009 thus has been corrected from 0% to -5%,
while the negative scenario now predicts a contraction by 8.2%; Cali and Dell‟Erba
assume on the premises of their model that this still is a fairly conservative
estimate given their own worst case calculation of up to -22%.86 Other, selective
forecasts point in a similar direction such as the projected 13% decline in
remittances for the whole Central American region in the first quarter of 2009
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(Inter-American Bank) as well as the estimated 9.2% decline in the Mexican case
and the 12.8% decline of remittances to Honduras in 2009.87

China as Saviour?
Given the predictable drying-up of funds channeled to developing countries in the
wake of the global financial crisis, there has been much discussion as to whether
China could and will step in and compensate for the losses. These discussions have
as their background the rise of China in world political terms, even more so the
already mentioned contours of China as an alleged role model and as a potent
donor able to re-shape development discourse and policy in the years to come. It is
particularly China‟s role as „re-emerging‟ donor, as embodiment of a return of nonDAC donors88 above all to African countries, which has captured the attention,
although its real aid spending remains indeterminate (official data and non-official
estimates range from 1 bn USD annually to more than 8 bn USD).89
There are, however, at least five reasons that counter the nowadays fashionable talk
of a „Bejing consensus‟ as enduring and all-encompassing feature of development
in the 21st century. First, China, as has been mentioned, has incurred some
substantial losses while investing on international capital markets, especially in the
United States. These bad investments as well as the experience of investment
losses will almost certainly make the China a more reluctant investor abroad.90
Second, Chinese aid expenditures have tended to be aligned closely with the goal
of securing political influence or buying political leverage. This is true not least
with regard to a wave of loans to traditional allies as well as new partners in March
2009, not by chance in the context of a discussion of creating a new global reserve
currency to replace the U.S. dollar.91 As Chin notes: “This is China playing the
long game... If this ultimately translates into political influence, then that is how
the game is played.”92 Thus, it is almost for sure a combined pragmatic strategy of
securing diplomatic support and (!) economic resources that accounts for China‟s
motivation behind its aid policy.93 Third, questions of market access, access to
87
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resources as well as transit routes are certainly deeply interwoven with China‟s
rationale to spend money on foreign aid. As Jerve argues, Chinese aid programs
have been intimately linked to its expansion of trade and investment activities in
oil producing countries from the very beginning.94 It is above all the fact that
China‟s aid policy is predominantly bilateral in outlook, not involving any donor
coordination, that underscores the commercial rationale behind it. Both aspects –
the political leverage-rationale and the commercial interests – undeniably play a
role; with regard to the question whether China thus might qualify as a saviour for
troubled developing countries, one has to be cautious, because this heavily depends
on whether a country is seen as intersting under both perspectives. In other words,
aid flows guided primarily by such secondary motives, as has become clear with
the whole development aid project during the second half of the 20 th century, tend
to be pretty selective.
Fourth, there is already a growing rate of social unrest within China at least partly
resulting from the current global financial crisis. Migratory flows – 200 million
migrating people internally from rural areas to urban and manufacturing centers,
most of which cannot be absorbed given large-scale layoffs in the export sector;
and a growing rate of return by jobless Chinese people overseas – only add to the
looming demographic problem of a potentially stabilizing surplus of young
males.95 It is consequently only reasonable to assume a growing inward-orientation
necessitated by cracks and fissures within Chinese society. The 475 bn USD
domestic stimulus package, fifth, has already indicated that the Chinese
government will focus more heavily on domestic issues, attempting to restructure
the economy more towards domestic consumption, the creation of social safety
systems and the development of its rural backwaters etc. In sum, Chinese aid will
continue to be a feature of development politics within the next decade, but its is
highly questionable, whether it will increase substantially and whether the pattern
of spending will be less selective; in any case, one should not bet on Chinese aid as
a compensation mechanism for the problems of financing development in the wake
of the global financial crisis.

Conclusion
The global financial crisis has become truly global in the sense that not only the
highly integrated financial markets and economies of the OECD-world have been
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hit, but increasingly also emerging markets and developing countries suffer from
the economic downturn, even though only some of them might have been involved
in risky financial transactions and investments. Secondary mechanisms of the crisis
such as falling global demand, a worsened investment climate, a decline in
remittances as well as (looming) ODA cuts have hit some of these states, while
others were able up to this point to cope with the crisis dynamics. What can be
learned from an analysis of the situation in different countries is that there are
varying degrees of affectedness as well as differences in the quality of how states
are affected. Where emerging markets have been nurtured through developmental
states – i.e. states capable of steering and regulating economic policies and, to
some degree, withholding from excessive financialization or liberalization of the
finanicial sector – the situation seems to be less problematic. Financialization and
non-diversification of economic structures already have put some states under
severe pressure, not least because capital flow reversals and the difficulties to
attract investment on the one hand, vulnerabilities stemming from falling global
demand and prices for key commodities have on the other hand had a negative
impact on the income structure of states and their opportunities to re-finance
development strategies. For the poorer and least developed countries, there is
almost certainly a problem in the making: Falling remittances and probably
shrinking ODA-levels loom, albeit there is hardly any statistical evidence by now.
It can however safely be assumed that countries which are highly dependent on
these forms of financial input will suffer severely from the global crisis, albeit with
a time lag.
Will the global financial crisis of 2008/09 have any impact on the future of global
development (policy)? Some might be tempted to see the financial crisis as final
proof for the non-sustainability and non-viability of a neoliberal developmental
model: Is neoliberalism thus dead (again)? Caution is necessary, not least since
“...the Washington Consensus has been severely criticized for years, nevertheless
the minimal state, by and large, has remained the guiding idea of developmental
policy.“96 Certainly, there will be a more cautious approach with regard to market
dynamics and their developmental impact and to the reliability a private actors. It
remains however to be seen whether new and strong market-regulatory
mechanisms will be established even within the OECD-world, let alone at the
global level. Recent debates about any structural reforms of global multilateral
institutions have only highlighted the differences between aspirations, admitted
necessities and political will.
What seems predictable, however, at least in the short run, is that – in the context
of tightened budgets at home – aid expenditures will be questioned. The framing
for this debate seems to be the comeback of the „deadly aid‟-thesis, which mostly
96
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blames underdevelopment precisely on outside interference via aid transfers. It is
in this regard not by chance that some authors have made it to bestselling lists and
are widely cited for their work, who are highly sceptical of development aid or
outright reject it.97 To be honest, their accounts only partially give a romanticized
picture of unfettered endogeneous development, if only development aid would
cease to exist. The ironic thing is that the increasingly popular baseline argument –
aid is unhelpful, at least not necessary – tends to be taken out of context (Shikwati,
for instance, frames his plea in a decidedly pro-market approach, hardly the most
fashionable approach these days) and will almost certainly be used to legitimize a
retreat from development aid. This is not to argue against a healthy scepticism
towards development policies given their long tradition of being a haven for a host
of other motivations. But there is a degree of cynicism in any eventual retreat of
the global North from aid, especially in times of global economic crisis, when
more and more countries might be hit by crisis dynamics without having enough
resources and capabilities even to stabilize the situation.
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Iran, still an active terrorism state-sponsor
How far is Iran willing to go despite its internal
disorder?
SUN YOUNG CHANG

The occurence of the current global terrorism has been derived from the end of the
Cold War. From that time on, the United States has so far managed to be the sole
super power,sometimes being the influential leader in the international stage or
most of the time playing the role as the so-called "international police.” During the
process of defending the global peace for the rest of the world, U.S. has provoked
some countries to form an opposing line to act against its diplomatic action
guideline. The most drastic and unfortunate outcome of this resistance has been the
"9.11 attack (terrorism)" by the Talibans from Iraq. Of these anti-U.S. activist
countries and non-state actors, Iran stands in a central position not only by taking
decisive actions to contain or weaken the influence and power of U.S., but also by
supporting other countries who share the same stance as it does by supporting their
opinions or by supplying weapons like WMD. The inclusion of the nuclear
weapons have been one of the most fearful reasons that has drawn the attention
from the international community. Despite the global movement to prevent the use
of nuclear weapons, Iran has been successful in maintaining this both explicit and
implcit alliace and support towards these so-called "rogue states"by refusing to
abide by the international rules and claims to go its own way.

I. Background
Iran has become a state-sponsor of terrorism since 1979, at the time of the Islamic
revolution. The United States has identified the following countries as the state
sponsors of terrorism: Cuba, Iran, North Korea, Sudan, and Syria. Although there
are strong arguments that there are more dangerous and threatening new state
players in terrorism than the old states on this list, the U.S. who is obviously
considered as the enemy of such terrorist sponsors still perceive Iran as one of the
most active state sponsors of terrorism. 1 Iran has been accused of being the sponsor
1
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for the terrorist actors such as Muslim Shi’a groups in Iraq, Bahrain, Saudi Arabia,
Pakistan, Kuwait and even more. A recent report by the U.S. State department
claims that “Iran has been involved in Lebanon, Iraq, Afghanistan and in the
Palestinian territories threatens efforts to promote peace, economic stability in the
Gulf and democracy.”2 The continuation of the involvement and support that Iran
has been persistently and its influence to the so-called proxies of Iran prevent the
international community to turn its attention away from Iran despite the rising
terrorism the newly emerging state sponsors of terrorism in other countries that
have not been included in the list. It is hard to predict how far Iran is willing to
proceed with this sponsoring and how far it can do it, especially it is in the midst of
the post-electoral nationwide chaos and disorder. Nevertheless, the international
community, under the guidance of U.S., should keep its eyes on Iran and put
efforts into preventing Iran’s next dangerous move.

II. Changes in the essence of its sponsoring actions
The original root cause of Iran’s radical movements, that have been perceived as
terrorism by the external society lied in the clerical reasons and ideology. So to
speak, Iran’s previous actions before the 1980s have been based on the conviction
to “extend the sovereignty of God’s law throughout the world.” However, the
propensity and the nature of Iran’s terrorism sponsoring movements have been
substituted by practical intentions. Although the rationale and the solidarity that
Iran is appealing to its proxies remain religious and ideological, Iran has started
using terrorism sponsoring as means for strategic positioning, power display and a
response to the pressure from the U.S.

III. Iran’s supports charged to be state sponsor of terrorism
Iran has been suspected and been charged for multiple terrorist-sponsoring
movements over the years to this day. After the Israel’s invasion upon Lebanon,
Iran supplied arms, trained, financed, inspired, organized, and supported Lebanese
Hizballah. Hizballah has been one of Iran’s most important and closest proxies due
to the close ties with Iran based on Iran’s support. Moreover, Hassan Nasrallah,
Hizballah’s Secretary General, is regarded the most popular figure in the entire
Arab world and Iran’s support for Hizballah thus offers the Islamic regime status
by association. Most important of all, Iran has obtained loyalty from the Hizballah

2
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which has strengthened their ties providing Iran of its proxy as executors of
terrorist acts suspected to be controlled and demanded by Iran. 3
Another active support by Iran has been focused on the Palestinian violence against
Israel, the central actors of which are known to be Hamas and the Palestine Islamic
Jihad. Iran has expressed genuine commitment to help the Palestinians fight what
Tehran regards as an illegitimate colonial regime. The conflict between Palestine
and Israel has a directly related national interest for Iran. Let alone the fact that
Iran shares the border with Israel, but since Israel is represented to be one of the
strongly supported allies of the United States. In addition, helping the Palestinians
will enhance Iran’s prestige throughout the Muslim world, enabling Iran to prevent
its isolation in the Muslim world.
The third case of Iran’s involvement and support for terrorists has been for the
Radical group in Iraq. As the neighboring country sharing the border, Iran has been
deeply concerned about the security and alert in the threat that the disorder of
Iraq’s national security can pose to Iran. Iran also has a strong interest in the fate of
Iraq’s Shi’a majority that includes leading actors in the new Iraqi government. The
ideal situation that Iran would pursue is the stability in Iraq, since greater
instability in Iraq could spill over into Iran and fears the potential for U.S.
retaliation. Therefore, the involvement and support for the radical groups in Iraq
would be to maintain the status quo in Iraqi government. However, the
involvement of Iran in this situation makes it easier for Iran to step in and deter the
situation if the United States appears determined to stay indefinitely in Iraq or if
the United States hardens its position in other areas, such as the standoff over
Iran’s nuclear programs.

IV. Major driving sources of Iran’s state sponsorship of
terrorism
1. U.S. factor: means of self-defense
The involvement of U.S. in the Middle Eastern regional affairs and its intervention
and expanding influence is in the core of Iran’s state sponsored terrorism
movements. U.S. has not hesitated to explicitly express its distrust and opposition
against Iran. The confrontation has been deteriorated at the time of Bush
administration which declared the “war on terrorism” and had put Iran on the list of
3

Daniel L. Byman, The Changing Nature of State Sponsorship of Terrorism. The
Saban Center for Middle East Policy at the Brookings Institution (May, 2008)
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the “axis of evil” and identifying it as a so-called “rogue state.” Bush regime’s
antagonism against Iran has not been limited and has been expressed in different
forms; from political denunciation to indirect and directs economic sanctions.
Not only has Iran succeeded in overcoming the economic sanction imposed
initially by U.S., followed by the EU that has been persuaded and almost
threatened by U.S. to do the same to Iran; but it has learned to become a tactic
player in order to survive in the potential and indirect arms threat from U.S.. As
Bush administration’s threat became extreme and having witnessed the
announcement of U.S. of “using military actions if needed” being put into action,
Iran’s willingness to counterbalance the power and influence within the region and
defend themselves from the antagonistic U.S. regime have become stronger than
ever. Notwithstanding the deterrence of U.S. to minimize and reduce the influence
of Iran in the region, Iran has consolidated close ties with its proxies and attempted
to encourage its proxies to carry out the terrorism as Iran has intended, or by
actively supporting the proxies’ terrorism movements that were in line with Iran’s
intentions.

2. Strong desire to rise as an influential regional power
With the support from its proxies scattered in numerous countries within the
Middle Eastern region, Iran has managed to be a smart player and even an
influential player in the region. After Iraq and Afghanistan had to deal with the
payback from the U.S., Iran has gained an escalated position and influence within
the region. As a means to strengthen its position, Iran has developed nuclear
claiming that it would only be used for peaceful purposes as energy resource.
However, many assumptions have been made regarding the level of its nuclear
technology and it hidden intentions of developing nuclear.
Another big involvement of Iran in the regional affairs is in the IsraelPalestine conflict. Iran has multiple reasons of its involvement in this matter. Israel
is not only a close ally of U.S., but it also has equipped itself with nuclear, not
having been recognized by the international community as a nuclear retaining state.
Furthermore, Israel shares border with Iran and it is obvious how expansion of the
land and influence of Israel would be the last thing that Iran would want to happen.
Supporting Palestine implies the indirect confrontation with Israel, which in a
broader perspective, expressing its anti-U.S. sentiment and its intention to attenuate
the power and influence of U.S. and ultimately expelling the U.S. influence from
the region. Weakening the U.S.-Israel alignment will allow Iran an opportunity to
increase its influence. Having these interest-based real intentions behind, Iran has
volunteered to play the role as the regional police and a defender of regional peace
and security by putting in efforts to prevent Israel’s attack on Palestinians and
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expelling external power (U.S.) from the region. Iran would have considered that
this would not only give Iran a plausible justification to intervene in the IsraelPalestine conflict, but furthermore, it would be able to be respected by the proxies
and countries in the region.

V. Iran’s real intentions
1. Aspiration for reemergence of ancient glory as a super power
What are the intentions that lie behind Iran’s tactic sponsoring of terrorism? The
fundamental desire lying under its terrorism-sponsoring actions is the succession of
the great Persian Empire. As descendants of great powers o the past often does,
Iranians also has nostalgia for the glorious past achieved by their forefathers. Some
people say this could be the fundamental orientation of Iran’s radical movements
of terrorism sponsoring.

2. Power projection as a key stakeholder
By becoming an influential regional power having control of radical terrorism
throughout the region, Iran wants to become a key player and a regional power in
the Middle East region. In order to achieve its goal and having U.S. intervening
politically and militarily constantly, Iran would have decided to show its influence
and potential that can be proved to vie with U.S.

3. Defensive measure to overcome power asymmetry
It could also be perceived as a defensive measure to survive in the current and
potential threats and attacks imposed by U.S. In order to sustain the long term
confrontation and fight with the U.S. under the asymmetrical power structure, Iran
would have figured that Iran’s arms of survival is to sponsor terrorists at the back
strengthening its position and influence in the region. In addition, being a sponsor
for these terrorists would allow Iran to secure armed forces (its proxies) as its
supporters and allies.

4. A channel to gain international attention
By proving itself as an influential regional power who is also involved in
defending the region from the external power, Iran really wants the recognition
from the international community and wants its regime to be authorized
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internationally. Faced with intervention and deterrence by the U.S. Iran would have
chosen to “play hard to get,” manifesting its underground influence spread in the
region to draw the attention from the international community.

VI. Other factors that can change the game: Iran vs. U.S. and its
allies
1. Iran’s current presidential election and the post-electoral
internal disorder
From Iran’s presidential election that has recently taken place on 12 th June, 2009, a
suspicion has been diffused regarding the ballot counting among Iranian public.
Despite the charged manipulation of the election results, the previous president
Ahmadinejad had been declared to have won in the election. Nationwide
demonstrations and protests have taken place in different parts of Iran
simultaneously. Recent exposure of Iranian regime’s suppression using force
shooting an Iranian girl to death including many other victims on You Tube has
deepened Iranians’ discontent. This is perceived as expression on not only the
suspicion on the result of the election per se, but more as the spurted out desire for
freedom and opposition against dictatorship by the international community.
Such incidents have manifested Iranian regime’s inability to gain respect and
support from Iranian people. It has not only proved that Iran has to deal with its
internal problems before intervening in regional and international matters; but it
also made Iran lose its prestige by deceiving its people. It would be difficult for
Iran to face criticism of being an incompetent internal ruler, let alone a regional
power. On top of having to worry about international condemnation, Iran will have
to gain back support from its people and stabilize its internal disorder. It would be
hard for Iran to poke its nose into other countries’ business be it in the form of
sponsoring terrorist attacks on certain countries or protection of another. After all,
even if Iran would want to try to proceed with its terrorism sponsorship, Iran does
not have military capability and capacity to respond both to the internal uprising
and spare to train and support the terrorists.
Although it would be a long-term process, however, this nationwide protest has
shown the international community that the majority of Iranians favor and cherish
freedom and peace. Therefore, the international community can support the Iranian
people to fight against the minor group of radicalists who are in the center of
terrorism sponsorship. The most powerful change agent is the bottom-up uprising
and move for change within the civil society. The international community will be
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able to expect an internally-driven change of the Iranian government into a peaceloving government in the long run.

2. Iran’s nuclear retention and its use
Iran has been suspected to have developed and retained nuclear power. Iran’s
response to the international presumption has changed from denial in retaining
nuclear to its claim to use the nuclear power for peaceful purposes. However, its
assertions have failed to convince the international community since it has refused
to join the NPT and allow safeguards inspection from the IAEA. IAEA periodic
reports indicated that Iran is estimated to have capability to accumulate enough
Low Enriched Uranium (LEU) to enable it to further enrich it and produce 25
kilograms of High Enriched Uranium (HEU) by the end of 2009.4 Although Iran
might be willing to use its nuclear retention as a means to strategic posturing and a
negotiating tool, terrorist sponsor having access to nuclear and being able to supply
it increases the risk of Iran being a threatening terrorism sponsor. If Iran is to
supply nuclear arms or even technology to develop nuclear arms to a terrorist
group, the whole world will be at much greater stake.

3. Power coalition between the anti-U.S. actors
The leaders of Iran, Afghanistan and Pakistan have been reported to have met in
Tehran in late May this year to discuss the Taliban insurgency in Afghanistan and
Pakistan. Iran has already been known to have influence and control over its
proxies that are assumed to be spread over the region. However, Iran’s such
attempt to build closer relationship with such rogue states with shared objective to
contain the power of U.S. in the region increases the risk of potential terrorism.
Such alignment will allow these violent actors to get support with military strength,
armament, and even with shared knowledge in nuclear development from each
other. If the alignment is sustained, these states will be able to overcome the
scarcity of resources and create more tension in the region and moreover in the
international arena.

VII. New approach and attitude expected from the U.S.
In order to dissuade Iran from being involved in state sponsoring of terrorism, the
U.S.-Iran bilateral relation has to be improved. In order to do so, U.S. has to play a
4
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responsible and an important role at the forefront. It is hard to deny that terrorists
have been provoked and their movements have become more extreme after the
declaration and implementation of Bush administration’s “war on terrorism.” Past
experience between U.S. and Iran have manifested that antagonistic hard-line
policy will only stimulate Iran to take extreme countermeasures.
The newly elected president of U.S. Obama has taken promising actions by
expressing respect to Iran by addressing it as the Islamic Republic in a public
speech. Obama administration has declared its policy to seek a “nuclear-free
world.” Iran’s movements to develop nuclear have been definitely in
contraposition with Obama regime’s policy. However, Obama’s relatively prudent
approach in dealing with the radical actors leaves room for improved relations.
Obama administration should bear in mind that it needs to know where to draw the
line between its role as the world peace-defender and respect for regional
autonomy. Having that in mind, the U.S. is expected to be a responsible and
competent tuner and coordinator of would peace including the one in the Middle
East and not a violent conqueror who steps into every country and region’s affair.
Moreover, the international regulation has to be fairly adjusted so that the official
nuclear-retaining countries and the emerging illegal nuclear developers can make
mutual concessions for the sake of a peaceful and a violence-free world.

VIII. Concluding remarks
U.S. and the rest of the anti-terrorism society need to bear in mind that Iran is not
an easy player to beat against. To bring them to the negotiation table and to invite
them to “play by the rules,” we need to offer a tactic, but plausible proposal so that
the confrontation would not develop into armed conflict. Having the terrorists’ and
their sponsors’ movement under monitor is the safest way to turn the ongoing
unpredictable and risky game into a more predictable and risk-less game. Finding
out the way to keep their movements under surveillance and using soft ways to
dissolve the coalition and solidarity between the rogue states will be a slow but a
practical way to solving the confronting issue. As such case with North Korea has
shown, the pivotal point lies in not revealing the real intention behind the
negotiation and making Iran feel secure in not being attacked by the U.S.-led
power for unjustifiable reasons.
Supports from multiple groups are needed since Iran and its proxies need to believe
that any proposal by the U.S. is not a unilateral trap. For instance, bilateral efforts
and approach from countries such as China and Russia should take place. China
has been passive in raising its voice to prevent Iran’s terrorism-sponsoring
movements as in the case of exercising its veto in the UN Security Council’s
decision on UN taking stricter measures to sanction terrorists sponsor states. Iran
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has to feel that it has nowhere to turn but make concessions to behave more
responsibly and in order for this to be realized, multi-polar support other than the
pro-U.S. countries is desperately in need.
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The true meaning of China's military strategy
CHENG YU CHIN

The White Paper—China's National Defense in 2008 has published, and this
publication demonstrates this country sincere heart to international community;
however, China's military strategy has been concerned very much in this era. Since
fiscal year 2000, Pentagon has reported China military power to Congress annually
for years. Because US realizes that China will become very competitive
counterpart after Soviet Russia collapsed.
Therefore, US focuses on China military development a lot and tries to maintain its
dominance via understanding China's intention. Frankly, however, it is one open
secret that China never reports true meaning in Chinese military white paper.
Regard with that, it is very hard to reach China military research.
This paper applies case study methodology to analyze China's strategy, and
simultaneously employs open source intelligence method to process data and
information. At the same time, this paper is based on organizational decisionmaking theory to make analysis of China's military strategy.
Serving purpose of deep analysis of China military, this paper contents three main
parts--China military development, China military strategy and China military in
international community.
Keywords: China National Defense, China’s Military Strategy, China Threat
Theory

Introduction
How strong is China? Napoleon had said, “Let China sleep, for when she
wakes, she will shake the world.”, and Wilhelm II, German Emperor (also named
Prinz Friedrich Wilhelm Viktor Albrecht von Preußen) had insisted to send troops
to conquer China, and had sworn that “no Chinese will ever again dare to look
cross-eyed at a German.”. It’s hard to say that the word—China had mentioned
firstly in Europe, but it can dare speak that the Napoleon’s and Wilhelm II, German
Emperor’s comments are the origin of China Threat Theory. Since late 19 th century,
China national power had worsened, and no doubt, this state was the pie of national
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interests for Western Superpowers. Even in WWI and WWII, democratic China
had still been the pie of national interests for international Superpowers,
particularly for imperial Japan.
In 1949 China was separated because of civil war, and later Korean War
escalated, and these two key factors stroke China military power severely. After
Korean War, China military power has not often emphasised by international
Superpowers; however, China military development has been the core of
international security issue since this nation succeeded to reform communism. The
communism of Chinese characteristics (富有中國特色的共產主義, fù yǒu zhōng
guó tè sè de gòng chǎn zhǔ yì) achieves to reform Chinese economics and politics
respectively, and the reform of ideology paves the way for China to become rich;
consequently, China is becoming rich, and has great ability and capacity to start off
the revolution in military affairs (RMA), and to enhance military technology
innovation.
With regard to China rising military power, US Congress has authorised that
Pentagon has reported China military power to Congress annually for years since
fiscal year 2000. Not only US but also other international Superpowers and
China’s neighbouring countries are keen on identifying the true meaning of China’
military strategy, particularly China has been unclear to explain her defence
intention and purpose.
This study applies open-source intelligence method to review literature, and
employs case study to fit methodology, and theory base is used organizational
decision-making theory. This paper consists of three main parts— China military
development, China military strategy and China military in international
community, and first one also focuses on the change of China military technology,
and second one also emphasises on the diversity of China military strategy in
various issue, such like South China Sea, Taiwan Independence, and border
conflict with neighbouring countries. At last but not least, third part will analyse
the respond and attitude of other nations toward China military power rising.

China military development
Before China successful economic reform, the particular developments of this
state are mass army designed for protracted wars of attrition on its territory, and
replies and depends on Soviet Russia weapon trade-off. In that time China
emphasised much on its border conflict and Taiwan independence issue. Therefore,
how to sustain and keep a mass army and the ability of naval troop projecting is
very crucial and vital for China. In addition, China Air Force had been ignored in
accordance with political reasons that General 林彪（ lín biāo） betrayed Chinese
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President 毛澤東（máo zé dōng ）, and President Mao judged all army officials
were suspicious after this incident.
By reason of the success of civil war, Communist China had believed that
Nationalist China had even great and cutting-edge weapons from US-led alliance,
but unfortunately, Nationalist China had still been defeated by communist mass
army. This practice and theory could satisfies People’s Liberation Army (hereafter
abbreviated to PLA), but it cannot work anymore. In the era of Cold War, many
nations were keen on develop cutting-edge weapons and reform the philosophy of
war to fit the purpose of fulfilling their national interest and securing their national
security. A small number of nations can afford great injury of soldiers and civilians
without public critics, but instead most nations had considered how to modernise
their military strategy and weapons, including People’s Republic of China (official
name of Communist China).
RMA theory was initiated by Soviet General Nikolai Vasilyevich Ogarkov in
1970s and 1980s, and was highly valued by US department of defence; by this
theory, US has succeeded to modernise and reform technology and organisation of
military circle.1 In Gulf War of 1991, Kosovo War of 1997, Iraq War of 2003, US
army win the wars with small cost of injuries, and that military practices surprised
Chinese army leaders and generals, and decided to let RMA in the process of
Chinese army modernisation. In the beginning of RMA promoting, most Chinese
military leaders and generals prejudged that RMA is a weapon reform, and they
devoted most energy to import state-of-the art military technology and equipment
to narrow Chinese military gap among nations.
After several years, China army clarifies the RMA, and has carried out
military strategy reform; having said that, China has one leap after understanding
RMA, and the China threat theory returns again to international community after
hundred years. In accordance with the report of Military Power of the People’s
Republic of China in 2008, US army observes China military development still
continues RMA in traditional troop, such like army, navy, and air force, but she
tries to shift her focus in space and cyber warfare.
Chinese military expert 王新俊 (wáng xīn jun) comments that China is one of
nations that suffer intensive cyber attack, and this threat triggers the same damage

1

Nikolai Vasilyevich Ogarkov born Molkov, Kalinin Oblast 30 October 1917;
Chief of Staff and Marshal of the Soviet Union 1977-84; died Moscow 23
January 1994. Retrieved from
http://www.independent.co.uk/news/people/obituary-marshal-nikolai-ogarkov1409674.html
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as well as conventional weapons; with regard to this new challenge, China must
include cyber warfare into China military development, and build up the
mechanism of counter cyber attack cooperation with nations. 2 Besides cyber
warfare, China follows other Superpower’s step of military development in space.
By Russian military inspiration in 2001, China has been active to build the Space
Army （天軍, tiān jun ）to defend the Forth territory—space. Chinese military
expert 王法安（wáng fǎ ān ）comments that China must build space army in
order to manage new international politics; particularly but bascially, China is not
allowed to lose the space competition with EU, Japan, India and Iran.3
Besides development of space army, PLA upgrades Air Force from second
role to main one, and that means PLA returns emphasis on the innovation and
development of Air Force. The current fighter teams of Air Force will replace and
upgrade toward the Fourth Generation Fighter within 10 years. Deputy of general
researcher 張 繼 高 （ zhāng jì gāo ） conducts the programme of the Fourth
Generation Fighter, and enhances the invisibility of fighter to radar; moreover, 何
為榮（hé wéi róng）, the deputy commander of Air Force, comments that the
Fourth Generation Fighter is able to compete with US F-22 while having interview
with CCTV. 4 Recent advance in innovation of fighter development mean that the
Fifth Generation Fighter may be ready to carry out.
Because of successful modernisation in PLA Air Force, Expert 陳光文（chén
guāng wén ） of China military comments that “PLA Air Force (hereafter
abbreviated to PLAAF) tries getting rid of minor position, but instead it is keen on
major one. In addition, the latest doctrine of PLA Air Force is “PLAAF triggers fist
2

Researcher 王新俊 (wáng xīn jun) serves in the Department War Theory and
Strategic Research, Chinese Academy of Military Sciences. Retrieved from
http://www.chinareviewnews.com/
doc/1004/5/4/8/100454858.html?coluid=48&kindid=0&docid=100454858
3
中央社台北. (2009). 中國軍事專家倡議籌組航太部隊新兵種 (zhōng guó jun1
shì zhuān jiā chàng yì chóu zǔ háng tài bù duì xīn bīng zhǒng). Retrieved June
15, 2009, from
http://www.cnanews.gov.tw/mnd/mndread.php?id=200906120275&Lev=3
4
In the history of development of Air Force fighter, most military experts
categorise fighter into four generations. Generation One is like sub-sonic fighter,
such like US F-86 and Soviet Mig-15; Generation Two is like super-sonic fighter,
such like US F-4, Soviet Mig-21, and China J-7; Generation Three is like multifunctional super-sonic fighter, such like US F-15 and F-16, Russia Mig-29 and
Su-27, and J-10; Generation Fourth is like invisible, super-cruise, high mobility,
information integration, such like F-22 and F-35, and China J-14.
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shoot, and PLAAF involves war from start to end, and deploying PLAAF means
success.” （首戰用我、全程用我、用我必勝）（shǒu zhàn yòng wǒ 、quán
chéng yòng wǒ 、yòng wǒ bì shèng）5 With regard to the future of PLAAF, he
adds that PLAAF will be assigned to fulfil with missions individually.
Furthermore, China military development has been designed to achieve
strategic and regional conventional strike since 2000. US department of defence
emphasises in the report of China Military Power of the People’s Republic of
China, “China has the most active land-based ballistic and cruise missile in the
world…and CSS-6 and CSS-7SRBMs to units opposite Taiwan, CSS-5 ASBM
provide the PLA the capability to attack ships at sea, including aircraft carriers in
the western Pacific Ocean….,and the DF-31, with a range of 11,200km, can target
any location in the continental United States….”.6 Applying cutting-edge military
technology demonstrates that China military development has not adopted the rules
of mass army anymore, and that witness China military development is in the new
revolution.

China military strategy
Mass army had been the centre of China military strategy before RMA
programme. Most Chinese generals and leaders believed that weak military
equipment and weapons could not stop PLA ambitions and achievements. Having
said that, China believed that military quantity could overcome quality; therefore,
how to mobilise civilians and soldiers in short time was the first priority of China
military strategy. In that time, China troops were projected to help communist
bother countries, of which suffered attack from capitalist countries, and to conquer
border conflict. In that moment, China troops were the protector of PRC regime
and territory. Even the end of Cold War and Tiananmen incident happened to
China, the Chinese troop is still the protector to secure Chinese political stability.
Since RMA in China, China military strategy has changed and defined news
terms for her troops—winning short duration, high-intensity conflicts along its
periphery against high-tech adversaries and military struggle (軍事鬥爭, jun shì
dòu zhēng); in accordance with US Pentagon research and investigation, China has

5

中央社. (2009). 中國空軍提升戰力 因應立體作戰 (zhōng guó kō
ng jun1 tí shēng
zhàn lì yī
n yīng lì tǐ zuò zhàn). Retrieved November 12, 2009, from http://udn.com
6
US Department of Defense. (2008). China military power of the People’s
Republic of China. US: US Department of Defense, p.48 Retrieved from
http://hongkong.usconsulate.gov/uploads/
images/pAw-Xhv1qHB7cBNrkQbc3A/uscn_others_2008030301.pdf
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been ready for tech-tech strategy and tactic to compete with her high-tech
opponents through new defence doctrine—integrated network electronic warfare
（ 網 電 一 體 戰 , w ǎ ng diàn y ī t ǐ zhàn ） and three warfares ( consist of
psychological warfare, media warfare, and legal warfare) （三種戰法, sān zhǒng
zhàn fǎ）7 In particular, having mentioned here, military struggle has been a new
concept, practice, theory, and doctrine and philosophy of China military strategy
since 2005.
In Chinese terms of military struggle, Chinese Academy of Military Sciences
(hereafter abbreviated to the Academy) defines and controls the course, content,
and method of military struggle; in accordance with the Academy publications,
military struggle redefines current China military strategy and tactics, and troops
development as “one well-integrated system of C4ISR （一體化作戰指揮體制, yī
tǐ huà zuò zhàn zhǐ huītǐ zhì ）and joint-combat system”. （聯合作戰體系, lián hé
zuò zhàn tǐ xì ）In 2005 the Academy addressed that “China is at the key time of
preparation of military reform based on Chinese characteristics and military
struggle”, and got ready to form a front unit of military struggle investigation to
put military struggle into practice.8
In 2006 the front unit of the Academy has travelled and investigated around
Chinese War Zones in order to fit the purpose of putting military struggle into
practice; furthermore, military struggle emphasises cyber warfare, and simulates
combat environment via computer-aid software and hardware—War Lab（戰爭實
驗室, zhàn zhēng shí yàn shì ）The development of War Lab means that PLA
highly weights and replies on data and experiment to conduct her and adversary’s
military ability and capability; briefly speaking, PLA becomes replying and
depending on computer-aid decision-making in combat.
In other words, PLA has not chosen combat as the only approach to tackle
military problem; instead PLA has tried to employ Confidence Building
Mechanism (CBM) to manage hot potential conflict, such like South China Sea
and Taiwan independence. In 1990s China addressed the Doctrine of South China
Sea—“Put off argument, Start off collaboration” （擱置爭議、共同開發, gēzhì
zhē
ng yì 、gòng tóng kāi fā）to cooperate management of maritime resource with
south-eastern Asian countries. Not surprisingly, PLA still applies force to protect
7
8

Ibid., p.15-p.17
汪莉絹. (2007). 共軍智庫「軍科院」研究軍事鬥爭準備(gòng jun1 zhì kù
「jun1 kē yuàn 」yán jiū jun1 shì dòu zhēng zhǔn bèi). Retrieved August 18,
2009, from http://udn.com
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its territory while Vietnam and Philippine breaking into. With regard to Taiwan, 王
衛 星 （ wáng wèi x īng ） , the Deputy Minister of Ministry of Military, the
Academy, addresses that “CBM between Taiwan and China is designed to reduce
hostility and to increase hospitality” However, PLA has no doubt to employ its
military power to threaten Taiwan if Taiwan independence is being in the course.
China military strategy has been from mass army to military struggle since
1949, and that means not only the change of international politics faced by PLA,
but also means new threat and technology shape China military strategy. In terms
of mass army, PLA believes mass quantity of soldiers overcomes the weakness of
its poor military equipment, and it still can win; in terms of military struggle, PLA
prefers modern Blitz Krieg to shorten combat time, and to lower amount of injuries,
and puts high emphasis on the capacity and ability of C4ISR, joint-combat, and
computer-aid decision-making in combat. In brief, the outline of China military
strategy is mass army, RMA, and military struggle.

China military in international community
There are various meaning of China military for international community
consisted of neighbouring countries and Macht countries. China’s neighbouring
countries are South and North Koreas, Japan, India, Taiwan, Russia, south-eastern
Asian countries, and her Macht countries are US and Australia. In 1962, China and
India had fought for border conflict, but both sides rebuilt relationship after
military conflict. Since 2006, India and China have carried out military cooperation
on counter-terrorism, counter-pirates, and maritime rescue mission, and launch the
first joint military exercise in southern China in 2007. Although cooperation goes
well between them, India is still worried that China Blue Water strategy may
damage her national interest and security.
In other words, some of Indian military experts are worried about China
military, particularly Harsh V. Pant who serves in King’s College London. Mr.
Pant publishes the article— “White Paper, Red China” to address his concern of
China military power; he writes that“India needs to urgently review its defence
preparedness vis-à-vis China. As the policy paralysis post- Mumbai has revealed,
we seem to have lost our conventional superiority vis-à-vis Pakistan. The real
challenge for India, however, lies in China’s rise as military power.” 9 Mr. Pant
warns that the ambiguity of China military development and her purpose or
intention broadens; he adds that China’s military power have been beyond her

9

Retrieved from http://www.indianexpress.com/news/white-paper-redchina/417988/2
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fundamental needs, and he doubts that China has developed and modernised troops
in fulfilment of untold intention, which could damage Indian national security.
Among abovementioned nations, Taiwan has faced great strong threat of
China military since 1949. Because of unification, China has not abandoned
Taiwan, but it is believed that China might have succeed to make unification come
true if Korean War did not happen. In advance of RMA and military struggle,
China had been worried about poor performance of military power projecting and
worse weapons; currently, China still has worry, but it is not the same; instead,
China is worried that how to suffer less while counter Taiwan independence. With
reference to Military Power of the People’s Republic of China, China will not
doubt whether she attack Taiwan while breaking “red lines” included: 10
Formal declaration of Taiwan independence;
Undefined moves toward Taiwan independence;
Internal unrest on Taiwan;
Taiwan’s acquisition of nuclear weapons;
Indefinite delays in the resumption of cross-Strait dialogue on
unification;
Foreign intervention in Taiwan’s internal affairs;
Foreign troops stationed on Taiwan.
In theory, China demonstrates strong willing to make Taiwan return; but in
practice,
China realises herself lack of super military power to compete with the
hegemony—US. According to US Taiwan Act and American practices, US has
broken China Red Lines; therefore, China has development two doctrines to
manage Taiwan Issue—narrowing military gap between China and US, and
insisting Red line on Taiwanese government. To fit the purpose of narrowing
military gap, China has intensively developed the cutting-edge military technology
and the system of six armies joint-combat (ground-navy-air force-cyber-spacestrategic missile); at the same time, China applies military-politics complex
method to terrify Taiwan independence via saturation bombing and attacking, such
like SRBMs, and adopts the political frame of One China Principle to justify “no
intervention of domestic affairs”

10

China Military Power of the People’s Republic of China, p.42
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Since RMA and military struggle, China ground troop and navy force have
been superior to Taiwanese ones, but Taiwan Air Force has a dominant military
power; nevertheless, PLAAF starts to control dominance after 2005, of which the
Fourth Generation Fighter is produced.

Figure 1 Taiwan Strait Military Balance, Air Force
Retrieved from Figure 12 in China Military Power of the People’s Republic of
China, p.62

It is very obvious that PLAAF has not only the superiority of the Fourth
Generation fighter but also the advantage of mass Air Force. Because of military
superiority and political enforcement, Taiwan is the top priority of China attacking
list, and is also weighted the high flash point of international conflicts.
In connection with Taiwan, US is on the second priority of China attacking
list because of Taiwan Issue. After enforcement of Taiwan Act, China has argued
with US for years, and even US navy and China missile army happened crisis
during Taiwan Strait Missile incident in 1996. In addition, China and US have
already had conflict over air ground and maritime surveillance for decades. In
particular, US views China is the second powerful counterpart following Russia
since 2000, of which the Pentagon is assigned and authorised to report China
military power to Congress. Compare and contrast with the two abovementioned
conflict factors, Taiwan Issue is more possible to trigger war.
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Because of South China Sea, south-eastern Asian countries sustains the
doctrine—“Protect territory, Share maritime sources”; those states surrounding or
neighbouring South China Sea have been active and keen on build military and
civilian infrastructures in order to broaden Exclusive Economic Zone (EEZ). With
that effort, these nations can share much bigger pie of maritime sources, and
extend their naval sphere. By the same reason, China has the same ambitions, and
it has triggered military conflict with south-eastern Asian countries. Therefore, the
hostility between China and south-eastern Asian is hard to reduce in the area of
South China Sea.
The rising of China military power upsets Australia, and she concerns the
imbalance of military power among Asian countries. In April 2009, Australia
announces to strengthen her military power, and to increase military expenditure
on one purpose of balancing China military power. Australia tries to modernise Air
Force and navy, and build Missile Shield to ensure national security for two
decades. Furthermore, Australia had signed the protocol of mutual security with
Japan to balance China military power; moreover, Australia has had intensive
cooperation with US in tradition, and the US-Australia-Japan alliance troubles
China military power. In accordance with South and North Koreas, the Korean
Peninsula is the ammunition tank of East Asia, and China military power are two
meanings for the South and the North respectively before China economic reform;
the South is still frightened, because China may help the North again like Korean
war, but the North welcomes strong China military power, and believes China is
willing to help her counter US troops.
However, the North starts to doubt whether strong China military is good for
her since China carried out economic reform. To the North’s mind, China betrays
the fundamental ideology of communism, and the worst of all, China cooperate
with US to host “Six Talk Party” to repress its development of nuclear weapons. In
the other hand, the South respects China for its political system, and starts to
collaborate with China in trade and business on the base of capitalism. It is obvious
that China economic reform is the dependent variable for both Koreas in
connection with China military power.
In final, having mentioned Russia, China has received the help of Russian
military technology and weapons since 1949. Since 2000, China military has been
divided into three parts—Philosophy, military strategy, weapon acquisition. With
regard to philosophy, China military adopts Sun Tzu’s the art of war to define war
and the time of force applying; in connection with military strategy, RMA shapes
China military strategy, and further generates military struggle military strategy.
（軍事鬥爭軍事戰略, jun shì dòu zhēng jun1 shì zhàn luè）. With matter of
weapon acquisition, Russia has great influence and impacts on China; even though
these two countries had fought for border issues, they still continue weapon
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acquisition. In particular, Russia transits the cutting-edge military technology to
China while having mature skills of military technology. Having said that, Russia
is the key promoter of the modernisation of Chinese military weapons.

Conclusion
Since the Opium Wars (Anglo-Chinese Wars) burst in 1839, how to become
“rich and strong” （富強, fù qiáng） has been the key issue for China. After
successful economic reform, China becomes approaching the gate of fù qiáng in
the late 20th century. In the 21st the century, China is capable of standing on the
threshold of fù qiáng, and her military power is more competitive with other Macht
countries. The true meaning of China military strategy is the intention to protect
the stability of communist ruling, and to expel any invasion out of her territory for
China; however, in the other hand, the true meaning of China military strategy is
aggressive and frightened for neighbouring and Macht countries.
Even though China declares no intention or plan to dominate world, most
countries still doubt whether China pledges peaceful resolution to resolve conflicts.
In addition, China pledges to adopt defensive defence policy, but more and more
countries doubt if China makes military expenditure and the development of
military technology more transparent for publics. The trend of China military
strategy will be conducted by high-tech ammunition, and that can lead China military
strategy reshape in connection with weapons.
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Globalization of financial markets and elimination of traditional borders between
banking sector, insurance system and capital markets brought about also debates
about better regulation of these integrated markets, especially about establishment
of integrated regulator of financial markets. As a consequence of current financial
and economic crisis, debates on this topic became even more frequent and
determined. My paper will concentrate on regulatory activities within the
European Union because integration is the most advanced here and European
regulatory efforts have much more concrete features than any other activities in
this field.
There are different ideas about how to improve regulation of European financial
markets. European Central Bank is convinced that Capital Requirements Directives
(2006/48/EC and 2006/49/EC) issued by European Commission (so called CRD
directive) do not reduce the risk of turbulences. Revision of CRD in reaction to the
global economic crisis is designed to reinforce the stability of the financial system,
reduce risk exposure and improve supervision of banks that operate in more than
one EU country. Under the new rules, banks will be restricted in lending beyond a
certain limit to any one party, while borrowing banks will effectively be restricted
in how much and from whom they can borrow. There will be also clear EU-wide
criteria for assessing whether 'hybrid' capital, i.e. including both equity and debt, is
eligible to be counted as part of a bank's overall capital – the amount of which
determines how much the bank can lend. Rules on securitised debt – the repayment
of which depends on the performance of a dedicated pool of loans – will be
tightened. Firms (known as 'originators') that re-package loans into tradable
securities will be required to retain some risk exposure to these securities, while
firms that invest in the securities will be allowed to make their decisions only after
conducting comprehensive due diligence. If they fail to do so, they will be subject
to heavy capital penalties. National supervisory authorities will also have a better
overview of the activities of cross-border banking groups. The so called ´Colleges
of supervisors' will be established for banking groups that operate in multiple EU
countries. The rights and responsibilities of the respective national supervisory
authorities will be made clearer and their cooperation will become more effective.
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For banking groups that operate in multiple EU countries, their liquidity risk
management – i.e. how they fund their operations on a day-to-day basis – will also
be discussed and coordinated within 'colleges of supervisors'. 12
However, according to European Central Bank, CRD directive is not sufficient for
effective supervision of financial markets which requires new European system of
banking supervision. Although supervision is feasible also on national level, this
way of regulation has, according to European Central Bank, significant weak
points, especially in the field of coordination and decision-making. This is why
ECB prefers adoption of common rules and institutional framework which would
allegedly better prevent another financial crisis. European Central Bank (ECB)
proposes establishment of new institutions of supervision where individual
member states would be represented. Moreover, new competences should be
tranfered to the ECB which would serve as an institution of surveillance.
According to ECB, this model has many positives because strenghtening of
macroeconomic surveillance is possible only on ECB level - not on national level and stresses the independence of ECB, its capacity of synergy of informations and
decentralized structure of ECB.3
Another model which was presented by Czech presidency - and shared by many
other member states - prefers revision of CRD directive for banking sector,
adoption of Solvency II directive 4 for insurance sector and adoption of regulation

2

Commission proposes revision of bank capital requirements rules to reinforce financial
stability,
http://europa.eu/rapid/pressReleasesAction.do?reference=IP/08/1433&format=HTML&aged
=0&language=EN&guiLanguage=fr
3

Speech of Lorenzo Bini Smaghi in European Parliament in Brussels on 12th
February 2009
4
The European Commission has proposed a ground-breaking revision of EU
insurance law designed to improve consumer protection, modernise supervision,
deepen market integration and increase the international competitiveness of
European insurers. Under the new system, known as 'Solvency II', insurers would
be required to take account of all types of risk to which they are exposed and to
manage those risks more effectively. In addition, insurance groups would have a
dedicated 'group supervisor' that would enable better monitoring of the group as a
whole. The Commission aims to have the new system in operation in 2012. This
proposal is part of the Commission's Better Regulation strategy and its firm
commitment to simplify the regulatory environment and cut red tape. It will mean
replacing 14 existing directives with a single directive. ('Solvency II': EU to take
global lead in insurance regulation
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on rating agencies and crossborder payments in EUR as key European legal rules.
According to Czech presidency, the biggest shortcomings are on the national level
of regulation (fragmentation of supervision on national level) and this is why the
stress should be on enhancing the effectivity of supervision on national level. Other
prefered steps are harmonization of law and supervision through coordination and
better cross-border crisis management which would enable early intervention in the
case of turbulances.
The final model of regulation of financial markets adopted by ECOFIN is
compromise of above mentioned models. Main principles of supervision reform
adopted by ECOFIN are included in the report of Jacques de Larosiére. They
include establishment of new authority for macro-surveillance - European
Systemic Risks Council (ESRC) with the key role of central banks which would
cooperate with organs of supervision. ESCR should gather and analyse
informations, share them with national supervision bodies, issue recommendations
and establish system of warning and implementation of measures. ESRC would be
chaired by the ECB president and should be set up under the auspices and with the
logistical support of the ECB. ESCR should be composed of the members of the
General Council of the ECB, the chairpersons of CEBS, CEIOPS and CESR as
well as one representative of the European Commission. The ESRC should pool
and analyse all information, relevant for financial stability, pertaining to macroeconomic conditions and to macro-prudential developments in all the financial
sectors. A proper flow of information between the ESCR and the micro-prudential
supervisors should be ensured. Under the auspices of the ESCR and of the
Economic and Financial Committee (EFC), an effective risk warning system
should be put in place. The ESCR should issue macro-prudential risk warnings.
There should be mandatory follow up and, where appropriate, action shall be taken
by the relevant competent authorities in the EU. If the risks are of serious nature,
the ESRC shall inform the chairman of the EFC. The EFC, working with the
Commission, will then implement a strategy ensuring that the risks are effectively
addressed. If the ESRC judges that the response of a national supervisor to a
priority risk warning is inadequate, it shall, after discussion with that supervisor,
inform the chairman of the EFC, with a view to futher action being taken against
that supervisor.5
On microeconomic level (micro-surveillance), supervision of individual
institutions on financial markets should be carried out mainly by supervision
bodies of member states
http://europa.eu/rapid/pressReleasesAction.do?reference=IP/07/1060&format=HT
ML&aged=0&language=EN&guiLanguage=en)
5
The High-Level Group on Financial Supervision in the EU chaired by Jacques de
Larosiere: Report, Brussels, 25 February 2009
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but competences of supervisision authorities should be harmonised and their
independece should be strenghtened. Rules, standards and sanction competences of
member states should be harmonised. This system should be complemented by
European system of financial supervision, it is strenghtening of powers of
Lamfalussy Commitees of third degree (CEBS, CESR, CEIOPS) and establishment
of colleges of supervisors.
The Commitee of European Banking Supervisors (CEBS) is composed of high
level representatives from the banking supervisory authorities and central banks of
the European Union. Its role is to advise Commission, either at the Commission´s
request, within a time limit which the Commission may lay down according to the
urgency of the matter, or on the Committee´s own initiave, in particular as regards
the preparation of draft implementing measures in the field of banking activities.
Committee also contributes to the consistent implementation of Community
Directives and to the convergence of Member States´supervisory practices
throughout the Community and enhances supervisory co-operation, including the
exchange of information.6
Committee of European Securities Regulators (CESR) was established under the
terms of the European Commission´s Decision of 6 June 2001 (2001/527/EC). It is
one of the two commitees envisaged in the Final Report of the Committee of Wise
Men on the regulation of European securities markets, chaired by Alexandre
Lamfalussy and endorsed by European Council (Stockholm Resolution of 24
March 2001) and European Parliament. The role of CESR is to improve coordination among securities regulators, it is to develop effective operational
network mechanism to enhance day to day consistent supervision and enforcement
of the Single Market for financial services. Having agreed a Multilateral
Memorandum of Understanding, CESR has made a significant contribution to
greater surveillance and enforcement of securities activities. The role of CESR is
also to act as an advisory group to assist the EU Commission, in particular in its
preparation of draft implementing measures of EU framework directives in the
field of securities and to work to ensure more consistent and timely day-to-day
implementation of Community legislation in the Member states.7
Committee of European Insurance and Occupational Pensions Supervisors
(CEIOPS) is the Level 3 Committee 8 for the insurance and occupational pensions
6

Commitee of European Banking Supervisors, http://www.c-ebs.org/
Committee of European Securities Regulators, http://www.cesr-eu.org/
8
The Committee of Wise Men, chaired by Baron Alexandre Lamfalussy, outlined
in its report of 15 February 2001 several shortcomings in the legislative systém for
securities. The report proposed a four level approach with regard to the legislative
process in order to solve these problems. Futhermore, the Committee proposed the
7
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sectors under the so called „Lamfalussy Process“. CEIOPS is composed of high
level representatives from the insurance and occupational pensions supervisory
authorities of the European Union Member States. CEIOPS is involved in both
Level 2 and 3 Lamfalussy activities by providing advice to the European
Commission on drafting of implementation measures for framework directives and
regulations on insurance and occupational pensions (Level 2 activities) and issuing
supervisory standards, recommendations and guidelines to enhance convergent and
effective application of the regulations and to facilitate cooperation between
national supervisors ( (Level 3 activites“). Consequently, CEIOPS is currently
advising the Commission, either at the Commission´s request or on the
Commitee´s own iniciative, in particular on the preparation of draft implementing
measures in the fields of insurance, reinsurance and occupational pensions,
contributing to the consistent implementation of EU Directives and to the
convergence of Member States´supervisory practices throughout the Community,
acting as a forum for supervisory co-operation, including the exchange of
information on supervised institutions and dealing with convergence in the
supervision of insurance companies and occupational pension funds. 9
Proceeding reform of above mentioned Commities is aimed at enhancing of current
status of these Commitees. Within two phases of reform (2009 - 2010, 20112012), Commitees should be transformed in new European Authorities providing
them with adequate powers, tools and increased resources to discharge any duties
and responsibilities allocated to them.
creation of the European Securities Committee (ESC), which primarily has a
regulatory function , and CESR which has an advisory function. The ESC and
CESR were formally established in June 2001 and held their first meetings in
September 2001. The approach proposed can be summarised very briefly as
follows. Level 1 measures set out the high level objectives that the securities
legislation must achieve. Level 1 principles should be incorporated in new types of
directives or regulation in the field of securities which are to be decided by normal
eU legislative procedures (i.e. proposal by the Commission to the Council of
Ministers/European Parliament for co-decision procedure). The nature and the
extent of the technical implementing measures that should be taken at level 2 have
to be specified in these EU directives and regulations. Moreover, the European
Commission should inform the European Parliament on any of these level 1
proposals and seek understanding with the European Parliament on any of these
level 1 proposals and seek understanding with the EP on the scope of level 2
implementing measures. Futhermore, European Commission should consult,
beforehand, with market participants, end-users (issuers and consumers), Member
states and their regulators on any level 1 legislative proposal.
9
Committee of European Insurance and Occupational Pensions Supervisors,
http://www.ceiops.org/
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In the first stage, national supervisory authorities should be strenghtened with a
view to upgrading the quality of supervision in the EU. Member states should give
consideration to aligning supervisors´ competences and powers on the most
comprehensive system in the EU, increasing supervisors´ remuneration, facilitating
exchanges of personnel between the private sector and supervisory authorities,
ensuring that all supervisory authorities implement a modern and attractive
personnel policy. The level 3 Committees should intensify their efforts in the areas
of training and personnel exchanges. They should also work towards the creation
of strong European supervisory culture. The European Commission should carryout, in cooperation with the level 3 Committees, an examination of degree of
independence of all national supervisors. This should lead to concrete
recommendations, including on the funding of national authorities. In this first
stage, the European Commision should immediately begin the work to prepare
legal proposals to set up the new Authorities. In the first stage, EU should also
develop a more harmonised set of financial regulations, supervisory powers and
sanctioning regimes. The European Institutions and the level 3 Committees should
initiate a determined effort to equip the EU with a far more consistent set of rules
by the beginning of 2013. Key differences in national legislation stemming from
exceptions, derogations, additions made at national level or ambiguities contained
in current directives should be identified and removed, so a harmonized core set of
standards is defined and applied throughout the EU. The European Institutions
should set in motion a process leading to far stronger and consistent supervisory
and sanctioning regimes in the Member States.The Group recommends also an
immediate step-change in the working of the level 3 Committees.The level 3
Committees should benefit from, under the Community budget, a significant
reinforcement of their resources, upgrade the quality and impact of their peer
review processes and prepare the ground, including through the adoption of
adequate supervisory norms, for the setting-up of supervisory colleges for all
major cross border financial firms in the EU by the end of 2009.
In the second stage (2011 – 2012), the EU should establish an integrated European
system of Financial Supervision (ESFS). The level 3 Commitees should be
transformed into three European Authorities: a European Banking Authority, a
European Insurance Authority and a European Securities Authority. The
Authorities should be managed by a board comprised of the chairs of the national
supervisory authorities. The chairpersons and directors generals of the Authorities
should be full-time independent professionals. The appointment of the chairpersons
should be confirmed by the Commission, the European Parliament and the Council
and should be valid for a period of 8 years. The Authorities should have their own
autonomous budget, commensurate with their responsibilities. In addition to the
competences currently execised by the level 3 Committees, the Authorities should
also have competence to to mediate between national supervisors (legally binding),
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to adopt binding supervisory standards and binding technical decisions applicable
to the individual financial institutions, oversee and coordinate colleges of
supervisors, designate - where needed - group supervisors, license and supervise
specific EU-wide institutions (e.g. Credit Rating Agencies, and post-trading
infrastructures) and cooperate - binding - with the ESRC to ensure adequate macroprudential supervision. National supervisory authorities should continue to be fully
responsible for the day-to-day supervision of firms. The Group recommends that
planning for the 2 stages of the new system be started immediately. To this effect,
a group of high-level representatives of the Finance Ministries, the European
Parliament, the Level 3 Commitees, and the ECB to be chaired by the Commission,
should come forward before the end of 2009 with a detailed implementation plan. 10
To evaluate above mentioned approaches, there is a consensus about the fact that
current financial crisis was caused by insufficiences of supervision. But it is often
fogotten that one of the causes of crisis was fragmentation of supervisory activities
on the national level. Complicated financial products often distorted real amount of
risk premium and thus also the relation of creditor and borrower. Regulation and
supervision did not react to it because it was fragmented (e.g. American banking
and capital market were supervised separately). Fragmentation of supervisory
activities and unharmonised supervision of participants on financial markets
facilitated the emergence of current crisis because it enabled provision of
unstandard mortgages, their bringing out of balances of banks, creation of financial
derivates and trading with them. If integrated supervision over the whole financial
market existed, the weak part of chain would be found sooner. Current European
proposals, however, are still based on sectoral approach which separates
supervision over banking, insurance sector and capital markets. They suppose only
more intensive cooperation and exchange of informations between these sectors.
But the solution of current problem of regulation and supervision does not consist
in creation of supranational regulator but in harmonisation of processes of
supervision on national level. Uneffective sectoral fragmentation of supervision on
the national level is the real problem - especially in the case of need of quick action
- because problems in one sector of financial market can easily spill to another
one.11
The first goal should be therefore to achieve effective consolidated supervision on
national level. The supervision could be concentrated in independent national
central bank because it has the function of creditor of last instance and
responsibility for financial stability. Integration of these functions in one institution
10

The High-Level Group on Financial Supervision in the EU chaired by Jacques de
Larosiere: Report, Brussels, 25 February 2009
11
Tomšík, Vladimír, Zamrazilová, Eva: Jedna velikost všem nepadne, Euro, č. 14,
6. dubna 2009, s. 84 - 85
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has significant positives both in the case of decision making in critical situations
and monitoring of financial stability. Plans of new regulation and supervision
should respect historical differences and specifics of national financial markets
because one model is not suitable for everyone. Unification of supervisory
activities within individual segments of financial market of all member states of the
EU is therefore not the proper key to solution of current problems.
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The Roots of Piracy in Somalia
KONRAD CZERNICHOWSKI
Ruch Maitri1

Piracy is not a water-borne disease.
It is a symptom of anarchy and insecurity on the ground.
(Ban Ki-moon)2

Introduction
Somalia belongs to the least developed countries. It is considered a failed state due
to lack of effective government. The aim of the article is to present political,
economic and social situation in Somalia, as well as verifying what (if any) impact
it has on piracy in the Gulf of Aden, which has become an international problem.
There have been no governmental structures since 1991. The number of acts of
piracy has dramatically risen for the last four years. In 2008 the Somali pirates
seized over 100 ships, 40 of which were successful, and received ransoms of more
than 60 million USD3. Besides, a terrorist attack on an American guided missile
destroyer was carried out in 2000.
The article begins with defining piracy. Afterwards its consequences are described.
The next chapter explains what piracy looks like in Somalia. The thesis of the
paper is that too less attention is given to eliminate the crime in this country by
economic means. Instead, all efforts are made to solve the problem by military
intervention. Information about the state was put intentionally at the end of the
article since it is very much connected with the postulated economic solution.

Definitions of Piracy
1

Movement of Solidarity with the Poverty-Stricken of the Third World “Maitri”:
http://www.wroclaw.maitri.pl/; http://maitri.jinak.cz/.
2
Cited after: Funds to boost Somalia security,
http://news.bbc.co.uk/2/hi/europe/8014902.stm (23.04.2009).
3
Q&A: Somali piracy, http://news.bbc.co.uk/2/hi/africa/7734985.stm (9.01.2009).
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According to the International Maritime Bureau, “piracy is the act of boarding any
vessel with an intent to commit theft or any other crime, and with an intent or
capacity to use force in furtherance of that act” 4. Much simpler definition was
given by Marcus Tullius Cicero in the ancient times: “Piracy is a crime against
civilisation itself”.
A lot of media classify piracy as an act of terrorism. There are several reasons for
it:
the bands of pirates form extraterritorial enclaves,
they aim at civilians,
they involve acts of destruction and sometimes homicide
fighting with terrorism is nowadays a main topic on agenda at different
international fora,
international terroristic threat is connected with enormous costs of
protection,
last but not least – it seems to be an “attractive” topic for television crews.
However, international law hasn’t recognized the link between terrorism and
piracy5.

The Consequences of Piracy
The consequences of piracy are very hard for global economy. A major political
consequence is an impact of global security, perceived by nations. Besides, piracy
raises an international tension. It was confirmed by the Security Council resolution
1831 from 19 August 2008: “The situation in Somalia [caused by the incidents of
armed robbery against ships] continues to constitute a threat against international
peace and security in the region” 6. It was repeated in the resolutions 1844 from 20
November 20087 and 1853 from 19 December 20088.
Economic consequences are mainly tied up with the ransoms that pirates demand.
Their level determines higher insurance premiums, security costs, extra fuel in
order to omit risky regions, such as the Gulf of Aden.
4

M.S. McDaniel, Modern High Seas Piracy,
http://www.cargolaw.com/presentations_pirates.html#what_piracy (22.05.2009).
5
D.R. Burgess Jr., Piracy Is Terrorism,
http://www.nytimes.com/2008/12/05/opinion/05burgess.html (22.05.2009).
6
Resolution 1831 (2008), United Nations Security Council, 19.08.2008.
7
Resolution 1844 (2008), United Nations Security Council, 20.11.2008.
8
Resolution 1853 (2008), United Nations Security Council, 19.12.2008.
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Piracy in Somalia
Piracy in Somalia is not a new phenomenon. Graph 1 shows that the phenomenon
of piracy exploded in the twenty-first century. It existed earlier, but its scale was
very small. Before 2005 there were fewer attacks than five9. There were over 100
pirate attacks in 2008. 40 of them were successful 10. The first four months of the
year 2009 accounted for very similar incidence of piracy as the whole year 2008 11.
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Graph 1. Incidence of piracy (2005-2008)
Sources: B. Møller, Piracy off the Coast of Somalia, Danish Institute for
International Studies, Copenhagen 2009, p. 1; Pirate attacks off Somalia already
surpass
2008
figures,
http://www.iccccs.org/index.php?option=com_content&view=article&id=352:pirate-attacks-offsomalia-already-surpass-2008-figures&catid=60:news&Itemid=51 (12.05.2009).
Before 2008 the number of pirate attacks along the east coast was higher than in
the Gulf of Aden. It affected mostly the Somali population itself by limiting their
9

Pirate attacks off Somalia already surpass 2008 figures,
http://www.icc-ccs.org/index.php?option=com_content&view=article&id=352:pira
te-attacks-off-somalia-already-surpass-2008-figures&catid=60:news&Itemid=51
(12.05.2009).
10
Q&A…, op. cit.
11
Pirate…, op. cit.
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access to the humanitarian aid. Piracy acts on the north coast, where traffic is very
dense, become to the contrary larger and larger problem for international shipping
linking Asia with Europe12. One of the most spectacular attacks was hijacking a
tanker transporting 2 million barrels of oil to the United States13. This case was
even mentioned in the Security Council resolution 1851 from 16 December 200814.
Nowadays, the Gulf of Aden accounts for over 30 per cent of pirate attacks all over
the world15. Pirates very often use satellite phones or GPS (i.e. Global Positioning
System) devices16. They are armed with AK-47, rocket-propelled grenades17 and
sometimes even air defence systems18. There is a suspicion that money from
ransoms is going to Al-Shabaab19, which was designated terrorist by the US
government20. Al-Shabaab is the organisation that is linked to Al Qaeda 21.

Two ways of Fighting Piracy in Somalia
A military intervention, which is commonly used to fight piracy, reduces only its
consequences. It seems to act at once, but it is ineffective. In 2008 the United
Nations Security Council adopted as many as five resolutions concerning piracy in
Somalia: 1816, 1838, 1844, 1846 and 1851. They expressed its concern that vessels
with humanitarian aid are attacked by Somali pirates.
Moreover, the resolution 1816 from 2 June 2008 encouraged states whose vessels
operate in the region to cooperate with the Transitional Federal Government of
Somalia and the International Maritime Organization in deterring acts of piracy.
For the period of half a year the resolution allowed states to enter Somali territorial
waters in order to repress piracy. It called upon states to cooperate in creating

12

B. Møller, Piracy off the Coast of Somalia, Danish Institute for International
Studies, Copenhagen 2009, pp. 1-2.
13
M. Zaraska, Pożycz tankowiec, (in:) „Polityka”, 29.11.2008, p. 88.
14
Resolution 1851 (2008), United Nations Security Council, 16.12.2008.
15
Q&A…, op. cit.
16
B. Møller, op. cit., p. 1.
17
Q&A…, op. cit.
18
B. Møller, op. cit., p. 1.
19
D.R. Burgess Jr., op. cit.
20
Somalia: ‘Djibouti Agreement does not concern us’: Al Shabaab,
http://www.garoweonline.com/artman2/publish/Somalia_27/Somalia_Djibouti_Ag
reement_does_not_concern_us_Al_Shabaab.shtml (22.08.2008)
21
D.R. Burgess Jr., op. cit.
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jurisdiction and detaining people responsible for armed robbery in the Gulf of
Aden22.
The resolutions 1838 from 7 October 2008 and 1846 from 2 December 2008
condemned all acts of piracy23. The resolution 1844 from 20.11.2008 underlined
that it was forbidden to supply weapons or military equipment to individuals or
entities24.
However, there is no legal system, which would determine what to do with pirates.
Governments seem to avoid costly proceedings. Sometimes states whose frigates
caught pirates prefer to let them go (a very good example of such situation can be a
German Navy frigate Emdem, which rescued a Japanese tanker)25. Some say that a
specialized international court should be established 26, but it would require
recognizing piracy as a sort of international crime 27.
The economic solution eliminates the very roots of piracy, but it requires plenty of
time. It is impossible to get 9 million Somalis out of poverty within just 1 or 2
years. Although it is a long-term solution, it would appear more effective since it
eliminates the very roots of this phenomenon, whereas military interventions
deepen poor Somalis’ dissatisfaction.
Of course, this economic solution is not easy at the present political condition of
the state. Its difficulties will be described in the next chapter.

Profile of Somalia
Political, social and economic conditions of Somalia explain to a large extent
causes of piracy. Somalia belongs to the group of 50 least developed countries in
the world. There hasn’t been an effective government since 1991, when Siad Barre
was overthrown28. It is the worst governed state29. It has disastrous consequences
on the size of piracy. There is no coastguard or effective police force 30. It results

22

Resolution 1816 (2008), United Nations Security Council, 2.06.2008.
Resolution 1838 (2008), United Nations Security Council, 7.10.2008.
24
Resolution 1844 (2008), op. cit.
25
D.R. Burgess Jr., op. cit.
26
Q&A…, op. cit.
27
D.R. Burgess Jr., op. cit.
28
Somalia: ‘Djibouti…, op. cit.
29
Survey Picks Best, Worst Governed Nations, http://allafrica.com/ (26.09.2007)
30
B. Møller, op. cit., p. 2.
23
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not only in pirates’ feeling of impunity, but also in dumping toxic waste on Somali
beaches by foreign vessels31.
The real power is divided among many clans. Two semi-autonomous republics
(Somaliland and Puntland – see map 1) declared their independence. However, it is
not recognized neither by the national government nor by any other state in the
world32.
Due to fighting over 1 million people in Mogadishu experienced homelessness33.
Nearly 50 per cent34 of 9.8 million Somali citizens35 need food aid. The
unemployment rate is very high36. Other important data are gathered in the table 1.
What is striking is that half of population is less than 17.5 years old. As a
consequence of its age structure and a total fertility rate (it is the fifth country in
the world), Somalia has a very high birth rate (seventh place in the world). The
religion structure is uniform.

Table 1. Social situation of Somalia (2009)
Population
9.8 million
Median age
17.5 years
Total fertility rate
6.5 children born per woman
Crude birth rate
43.7 births per 1,000 population
Religion
Sunni Muslim (99.8%)
Improved water source
29% of population 2004
Improved sanitation facilities
26% of population 2004
Life expectancy at birth
48 years 2006
Mortality rate of children under 5 years old
14.5% 2006
Prevalence of HIV of population ages 15-49 0.9% 2005
Sources: Ph. Gardner, A. Scott, M.S. Rohan, A. Shackleton, Geografia państw
świata,
MUZA
SA,
Warszawa
1996,
p.
297;
Somalia,
https://www.cia.gov/library/publications/the-world-factbook/geos/SO.html
(26.06.2009); World Development Indicators, The World Bank, Washington 2008,
an electronic document.
31

R. Middleton, Piracy symptom of bigger problem,
http://news.bbc.co.uk/2/hi/africa/8001183.stm (15.04.2009).
32
The world this week, (in:) “The Economist”, 11-17.05.2002, p. 8.
33
Somalia ma nowego premiera,
http://wiadomosci.gazeta.pl/Wiadomosci/1,80631,4699165.html (24.11.2007)
34
Q&A: Somali piracy, http://news.bbc.co.uk/2/hi/africa/7734985.stm (9.01.2009)
35
Somalia, https://www.cia.gov/library/publications/the-worldfactbook/geos/SO.html (26.06.2009).
36
Q&A…, op. cit.
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In these conditions the perspective of getting ransom is more attractive than risky
for pirates37. Somalia could earn about 150 million USD in ransom payments in
2008. A part of this sum was invested in high technology equipment, more
powerful weapons, faster boats. Thus, one of main reasons for piracy is
lawlessness within Somalia38. Besides, fighting for control of Mogadishu has a
higher priority for the official government than combating pirates 39.

Map 1. Somalia
Source: Somalia,
https://www.cia.gov/library/publications/the-world-factbook/geos/SO.html
(23.06.2009).

Two main direct reasons for a sudden increase in the incidence of piracy are the
following:
Somalia was heavily affected by the tsunami in December 2004 and as a
result fishing industry, which was one of the most important branches of
Somali economy, severely suffered;
Ethiopian invasion in 2006 left the majority of population without any
sources of income.

37

R. Middleton, op. cit.
Q&A…, op. cit.
39
R. Middleton, op. cit.
38
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The main indirect reason is a rapid growth of humanitarian aid coming in to
Somalia, for instance in the years 2004-2009 food delivered there by the World
Food Programme increased in size ten times, reaching the level of 185,000 metric
tons40. Due to denser traffic it is easier to attack a ship with aid.
While the Security Council resolution 1831 emphasised that strenghtening public
institutions, peace and stability are crucial for a full eradication of armed robbery
off the coast of Somalia and the African peace forces should create the conditions
for stability, requiring the withdrawal of other than AMISOM (the African Union
peacekeeping Mission in Somalia) forces from the state41 – the state occupied the
first position in the list of failed states in 2008. The ranking was made by the Fund
For Peace on the basis of Failed States Index. Lack of political stability, being one
of the least developed countries (LDC), extreme poverty of the majority of
Somalis, the presence of religious fanatism exert all influence on the criteria taken
into account when constructing the Failed States Index.
There are four social, two economic and six political indices within the Failed
States Index, which range from 1.0 (the best) to 10.0 (the worst). Somalia scored
10.0 in five out of six political indices: criminalization and/or delegitimization of
the State, progressive deterioration of public services, operations of security
apparatus as “state without state”, rise of factionalized elites, intervention of other
states or external political actors42. This other state that has intervened in Somalia
was Ethiopia, which fought against the Islamic Courts Union (ICU) in 2006. The
other external actor is AMISOM, which is still present in Somalia.

Conclusions
It is beyond dispute that Somalia belongs to failed states. It opens the list of failed
states prepared by the Fund for Peace. There has not been an effective government
since 1991. At the same time Somalia is one of the poorest countries all over the
world.
Both factors create a very good background for piracy. This phenomenon, although
is not new, has been reinforced recently. As much as 30 per cent of all pirate
attacks take place in the Gulf of Aden.

40

B. Møller, op. cit., pp. 1-2.
Resolution 1831 (2008), op. cit.
42
Failed States Index,
http://www.fundforpeace.org/web/index.php?option=com_content&task=view&id
=99&Itemid=140 (26.06.2009).
41
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The problem cannot be solved by the international community by force. It is
necessary to eliminate poverty of Somalis, whose large part live for less than a
dollar per day. The Transitional Federal Government of Somalia has to be
supported in its efforts to stabilise the political situation.
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Sustainable Development and the Provision of EU
Subsidies for Rural Development: The Case of Bulgaria
IVAN IVANOV AND JULIA DOBREVA

Abstract
This paper examines the problem of the effect on sustainable development caused
by subsidies to private and public goods, provided in the form of financial support
for investments in rural development. The analysis is based on the optimization
model and its aim is to design a method for measuring sustainable development
through the rural development policy of the EU. The theoretical model is a threedimensional mathematical optimization model which provides a comparison
between subsidized public and private goods, on the one hand, and EU grants
provided for the financing of environmentally friendly activities in rural areas. Our
model provides evidence that the subsidies allocated to the three dimensions have a
substantial positive impact on the levels of sustainability and sustainable
development, in general, in rural areas. We argue that the effect of these subsidies
is localized by providing as an example the case of Bulgaria as a New Member
State and the implications of its Rural Development Programme for the period
2007-2013. Our conclusions are in favor of EU policies and programmes
containing as an inherent element the achievement of sustainable development and
we propose our three-dimensional theoretical model as an instrument for
measuring the effect of such programmes/policies.
Key words:
development

duality,

three-dimensional

optimization,

sustainability,

rural

Introduction
Ever since the late 1950s a major preoccupation of governments around
the world has been the idea of economic and social improvement, with a significant
attention given to environmental protection. The definition of sustainable
development as firstly introduced by the World Commission on Environment and
Development (1987) is “development which meets the needs of the present without
compromising the ability of future generations to meet their own needs”.
Sustainable Development, roughly speaking, combines economic, social, and
environmental sustainability. According to Richard Norgaard (1994) we can
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maximize only one of these objectives at a time and “it is impossible to define
sustainable development in an operational manner in the detail and with the level
of control presumed in the logic of modernity”. Indeed, as Harris (2000) claims, we
often refer to the three dimensions of sustainability as “systems” – the economic
system, the environmental system and the social system – and each system has its
own logic, so it seems almost impossible to analyze all of them at once.
However, in this paper we will try to provide such an analysis by
proposing a three-dimensional optimization model of sustainable development and
its representation in the EU rural development policy, with a particular example
which we find in the Bulgarian Rural Development Programme for the
programming period 2007-2013. We propose that the sustainability effect can be
studied through the impact of subsidies, provided by the European Agricultural
Fund for Rural Development and we claim that they have a great impact on the
shifts in sustainability levels and that as a financial instrument they have had a
significant social and economic impact on the country‟s development for the last
year.
Further on we make a distinction between sustainability and sustainable
development by comparing the results of the three dimensional optimal decisionmaking in time. Therefore, following the dynamical model of the Slutsky equation
suggested by Sedaghat (1996) we introduce the time factor in our model and we
postulate that sustainability turns into sustainable development when there is a
steady increase in the values of the arguments of our proposed objective function
and in the value of the solution to the dual problem. This positive growth is traced
by comparing the results obtained for each moment with the preceding as well as
with the initial one. Thus, we make a differentiation between temporary
sustainability and sustainable development.
The economic processes of sustainable development with regard to the
change of the economic operations and their transformation into more sustainable
structures have been analyzed by Demange and Heunet (1991), Hensler and
Edgeman (2002), Kamihigashi and Roy (2007) and Kratena and Wueger (2004).
The object of study in these papers is the relation between optimization processes
and the notion of “sustainable development”. The optimization models have a wide
application in the analyses of economic processes, such as those which can be
found in the theoretical approaches of Friedman (1990), Mas-Collel (1995),
Moschandreas (1994), and Varian (1992). In this paper, following the approach of
Menezes and Wang (2005) and also Sedaghat (1996), we claim that the solution to
the proposed three-dimensional maximization problem leads to the definition of its
“dual” in which we swap the places of the constraint and the objective function and
find a solution for a minimum. What distinguishes our model is the mathematical
analysis of the unique solution to the maximization and the minimization problem
(proposed by Ivanov and Dobreva, 2007a). The common solution found indicates
the relation between the maximum and the minimum and hence leads to the
definition of the Slutsky equation, on the basis of which we typify the variables
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which are arguments of the objective function. Ivanov and Dobreva (2007b)
provide an application of the model in the processes of sustainable consumption
and sustainable production and in the assessment of the governmental policy for
sustainable development. In this paper we develop the idea by proposing the threedimensional model of sustainable development and we also analyze the changes in
optimal decision-making in time. Our ultimate aim is to prove that sustainable
development can be judged by observing all the three elements at once.
By applying the classification of the different types of variables in the
analysis of the optimizing behavior of economic agents in the three dimensions,
namely business activities, environmental policy and social policy, we show that in
the log-run we can study the optimal choice of public and private goods which
balance economic growth with social cohesion and environmental protection. The
analysis of the policy for sustainable rural development is discussed in the context
of Bulgaria‟s first steps in EU membership and the impact of the financial
assistance provided under the European Agricultural Fund for Rural Development
(EAFRD).

The Model
In our analysis we shall introduce the function

 ( x, y, z) , defined in a

convex and compact set ( x, y, z )  X  R , which is continuous, monotonic,
twice differentiable, quasiconcave and homogenious of degree 1 and this set is also
characterized by local non-satiation. The function  ( x, y, z) is an objective
function, which we wish to maximize under a given linear constraint. In the ndimensional case the model takes the following form:
n

max  ( x, y, z )

x0, y 0, z 0

such that

a1 , x  a 2 , y  a 3 , z  b

x  ( x1 ,..., xs ) , y  ( y1 ,..., yq ) , and z  ( z1 ,..., z ) are
vectors of the arguments of the objective function (and s  q  w  n ),
a  (a1 , a 2 , a 3 ) is a vector of parameters a1 (a11 , a12 ,...,a1s ),
where

a 2 (a12 , a22 ,...,aq2 ) , a 3 (a13 , a23 ,...,aw3 ) , which are positive numbers and influence
the constraint. The scalar is b, which determines the value of the constraint and
b≥0. The solution to this problem is the vector m*, which is the optimal vector and
in which the arguments of the defined objective function (x, y, z) take values in
which the function (x, y, z) reaches its maximum.
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The graphical representation of the function  ( x, y, z )  k , where k is
some number, gives the coordinates of the points (x, y, z), in which the objective
function has one and the same value of k. We consider the three-dimensional
example x  R , y  R , z  R . On fig. 1 this function is represented by
surface curves, which are defined upon changes in the value of k. The second
element of the model is a linear constraint, which is the surface
1

1

1

l : a1 x  a 2 y  a 3 z  b , where b is some constant.

Fig. 1 Three-dimensional optimization model
The aim with this model is to find the vector m*  ( x , y , z ) , for
which the function  (x, y, z) has a common point with the constraint and at this
point it reaches its maximum value. We will prove that point А(x*, y*, z*) in fig. 1,
*

*

*

represented by the vector m*  ( x , y , z ) , in which the curve is tangent to the
constraint l, is a solution to the maximization problem.
*
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We introduce the value function v (a, b) which takes the following form:

v ( a, b) 

max  ( x, y, z )

x 0, y 0, z 0

(1)
such that

a , x  a2 , y  a3 , z  b
1

In our equation the value function v (a, b) is decreasing in a  (a , a , a ) and
increasing in b, homogeneous of degree zero in (a, b), quasi-convex in a, and
continuous for all a>0, b>0.
The solution to equation (1) is the vector m*(a, b) which defines the point
of maximum.
As the value function v (a, b) is monotonic with regard to b, then for each
surface curve  (x, y, z) = k we can get the minimum value of
1

2

3

a1 , x  a 2 , y  a 3 , z , necessary for obtaining a certain level of k with a
given vector a.
We now introduce a second value function g(a,k), which represents this
dependence and we can formulate the problem for obtaining a minimum value of

a1 , x  a 2 , y  a 3 , z :
g ( a, k ) 

min

x0, y 0, z 0

a1 , x  a 2 , y  a 3 , z

(2)

such that  ( x, y, z )  k
The function g (a, k) is increasing, homogenious of degree 1, concave and
continuous in a. The solution to this equation is h*(a, k), which defines the point of
minimum.
Thus, we have found a solution to the so called “dual” problem by
swapping the places of the objective function and the constraint. The point of
minimum coincides with the point of maximum, i.e. the solution to the two
problems is one and the same vector.
We shall now formulate the following Theorem, proven by Ivanov and
Dobreva (2007a):
Theorem 1
If the function φ(x, y, z) is continuous and defined in a three-dimensional space,
consisting of convex and compact sets х  X  R, y  Y  R and z  Z  R, then
the optimal vector m*, which is a solution to the problem for maximizing φ(x, y, z)
determines the optimal vector m*, which is a solution to the problem for
minimizing

(a1 , a 2 , a3 ), ( x, y, z ) . And vice versa, the optimal vector m*, which
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is a solution to the problem for minimizing

(a1 , a 2 , a3 ), ( x, y, z ) determines

the optimal vector m*, which is a solution to the problem for maximizing φ(x, y, z).
This dependence takes the following form:
v (a, b*) = max φ(x,y,z)
= φ(m*) = φ*

a 1 , x  a 2 , y  a 3 , z  b*
and
g (a, φ*) = min
b*

a 1 , x  a 2 , y  a 3 , z = a, m * =
φ(x,y,z)  φ* .

Hence, from Theorem 1 it follows that we can formulate the following
identities:
g (a, v (a, b)) = b and v (a, g(a, k)) =k
(3)
and
m(a, b) ≡h (a, v(a, b)) and h(a, k ) ≡ m (a, g(a, k))
(4)
From identities (3) and (4) and by applying the chain rule we can derive
the following equation:

mi (a * , b * ) hi (a * , k * )
m (a * , b * )

 m j (a * , b * ) i
for
a j
a j
b

i, j = 1, …, n.

(5)
In this equation we will call hi / a j substitution effect, m j  mi / b we
shall define as constraint effect, and mi / a j we claim to be the total effect.
The substitution effect determines a surface which is tangent to the surface of the
function φ(x, y, z). The total effect mi / a j determines the change of some
variable, respectively ∂hi or ∂mi, as a result of the change in a given parameter
from
the
vector
а
and
this
is
shown
through
the
difference hi / a j  m j  mi / b .
Using equation (5) we get:

mi (a, b)
h (a, v(a, b))
m (a, b) m j (a, b)
a j  i
a j  i
a j
a j
a j
a j
b
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By substituting with а and b in the equation from the two-dimensional case, the
total effect is the following vector:
By solving equation (5) and depending on the changes that occur in the
values of the vector a and the parameter b, we can propose a classification of the
variables x, y, and z, contained in the optimal vector m*. Thus, following the
general equilibrium theory, and depending on the changes in the values of the
constraint, we can classify the variables as normal, ordinary, luxury, necessary,
inferior or Giffen variables, and also as substitutes or complements.

Temporary sustainability and sustainable rural development
We shall analyze sustainable rural development by introducing the time
factor t, where t  1,  . If E is the aggregate quantity of activities and



products aiming at environmental protection, B is the aggregate quantity of
private investments for business activities, and S is the aggregate quantity of
public goods that contribute to social welfare, then the value function (1) in our
model of sustainable rural development takes the following form:

v t ( p t , M t )  maxt u( E t , B t , S t )
E , B , S 0

(6)
such that  p E , E    p B , B    p S , S  M ,
t

t

t

t

t

t

t

p Et is a vector of the price for environmental goods, p Bt is a vector of the
t
price for private consumer goods and p S is a vector of the price for public goods
where

and other social welfare activities; E  ( E1 ,..., E s ) is a vector of the quantities
t

of environmental goods for the period t,

t

t

B t  ( B1t ,..., Bqt ) is a vector of the

quantities of private business production for the period t, and S  ( S1 ,..., S w ) is
t

t

t

t

a vector of public goods and services provided; M is the budget of a given
consumer in terms of labor and non-labor income.
According to the analysis of the Slutsky dynamical equation (Sedaghat,
1996) the vector

xt*  xt* ( p t , M t ) which is a solution to our problem (6) is

“locally asymptotically stable”, and each change in the income and prices

p t  ( p Et , p Bt , p St ) is followed by a change in the value of the optimal vector
x t* . In order to analyze the consumers‟ behavior with regard to the three types of
products and to evaluate the level of sustainability, it is necessary for our model to
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be analyzed in dynamics, i.e. to find the solutions to the problem for finding an
extremum after the period t. If t  1,2, then the solutions to the problem for

t1  1

and

t2  2

will

be

accordingly

x1* ( p 1E , p 1B , p 1S , M 1 )

and

x ( p , p , p , M ) . We will claim that namely the difference x  x for
*
2

2
E

2
B

2
S

2

*
2

*
1

period t 2 compared to the one for period t1 indicates sustainable development in
the transition from period t1 to period t 2 , or for the vector v2 we will have

v2  x2*  x1*  0 .
By substituting with the arguments of the value function (6) in the
expenditure function (2) we get:

e t ( p t ,u) 

min
t

E 0, B
t

0 , S t

0

 p Et , E t    p Bt , B t    p St , S t 

(7)

u t ( E t , B t ,S t )  u .
The solution to the minimization problem for period t1  1 is the vector
h1* ( p1 , u1 ) , and for period t2  2 is the vector h2* ( p 2 , u 2 ) , and we also have
such that

e2  h2*  h1*  0 .
By applying Theorem 1 and the Slutsky equation (5) in our model of
sustainable rural development, we introduce the following two definitions:
Temporary sustainability: sustainability which is present when the solution for a
maximum of the utility function and minimum of the expenditure for period t is
higher in value than the solution to the same model for period

t  1, 

or:
t 1

x ( p , M )  h ( p ,u )  x ( p , M
*
t

t

t  1, where

t

*
t

t

t

*
t 1

t 1

t 1

)  h ( p ,u
*
t 1

t 1

).

This sustainability is localized as it provides data for the optimal decision taken in
two time periods. Therefore, we refer to it as temporary sustainability. In order for
the temporary sustainability to turn into sustainable development we have to
include more than two time periods. By applying the Slutsky equation and the
classification from the optimization model in Section 2 we shall introduce the
following definition:
Sustainable (rural) development: development which is analyzed in a threedimensional optimization model in which the quantities of environmental goods,
private goods and social welfare goods increase over time along the optimality
path, i.e. they are either normal, ordinary or luxury goods. We have a process of
sustainable development from moment t0 when in each moment t that follows
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 t0 ) the goods remain of the type they were in the locus of the temporary
sustainability ( t 0  t1 ) .
(t

The proposed two definitions represent two different approaches to the
concept of sustainable development.
If for period t one of the aggregate products E ( E1 ,..., E s )  R ,
1

B( B1 ,...,Bq )  R1 or S ( S1 ,..., S w )  R 1 is an inferior good or a Giffen good,
i.e.

x j
M

 0 or

x j
p j

 0 and xt* ( p t , M t )  xt*1 ( p t 1 , M t 1 ) , and

respectively ht ( p , u )  ht 1 ( p t 1 , u t 1 ) , then the principle of sustainable
*

t

t

*

development has been violated.

The EU policy of financing sustainable rural development as a
three dimensional model
The EU policy of financing sustainable rural development can be
represented in our three dimensional optimization model as it is entirely based on
its three directions, viz. environmental protection, economic growth through
encouragement of private investments, and improvements in the social welfare by
increasing the quantity and quality of public goods. The Common Agricultural
Policy is an inseparable part of the contracts, establishing the European
Community and it has three fundamental principles: free trade within the
Community on the basis of common prices, preferences for the European
production on the Community markets as well as common financial responsibility.
It was promoted for the first time in 1962, when the EC founding countries were
coming out of a long period of food crisis, as a policy of subsidizing main
agricultural products to stimulate their production. Nowadays, the aim of the
European CAP policy is to increase the standard of living in rural areas, to provide
for quality foods at reasonable prices, to preserve the European heritage in the rural
regions, and all the while to provide for the protection of the environment. The
main instruments of the CAP are the direct payments and market measures (1 st
pillar) and the policy for rural development (2nd pillar).
The sustainability principle is laid down in the modern rural development
policy as a three-dimensional model by covering the three main dimensions, i.e.
environmental protection, economic growth through encouragement of business
activities, and increased quality of public services which improves the level of
social welfare.
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We can apply problem (1) from Section 2 to formulate a problem for
maximizing the utility from the subsidies for rural development for a given period
t:

vt ( t , F t )  t max
W (u1 ( E t , Bt , S t ),...uN ( E t , Bt , S t ))
t
t
E , B , S 0

(8)
such that

1t E t   2t B t   3t S t  F t ,
t

t

t

t

t

t

where the objective function W (u1 ( E , B , S ),...,u N ( E , B , S )) is the
social welfare function in the choice of a bundle of subsidized environmental
products, private goods and public social welfare goods, E

t

is the total
t

(aggregate) quantity of subsidized environmental commodities for period t, B is
the total (aggregate) quantity of subsidized business products in the form of private

S t is the total (aggregate) quantity of subsidized public goods;  1t is the
t
cost for the financing of investments which aim at environmental protection,  2 is
goods,

the amount of grants for the financing of goods in the form of private investments,

 3t is the amount of grants for the financing of public goods and service and F t is
the total amount of the budget constraint (budget for rural development measures)
available to the government for these two activities for period t. We define the
function v( , F ) for the purposes of our analysis as the indirect social welfare
function, expressing the utility from the financed environmental and nonenvironmental private and public goods. The solution to problem (8) is the function
t

t

 E t  t , F t  


xt* ( t , F t )   B t  t , F t   , which in our model we define as the Marshallean
 t t t 
 S ( , F ) 



function in the choice of the government between subsidized environmental goods
(activities), private and public goods at moment t.
Also, by applying problem (2) from Section 2, we can formulate the dual
(inverse) problem of (8) for cost minimization. This problem takes the following
form:

e t ( t ,W t ) 

min
t

E 0, B 0 , S 0
t

t

1t E t   2t B t   3t S t

such that W (u1 ( E , B , S ),..., u n ( E , B , S ))  W
t

t

t

t

t

t

t

where we define the function e( , W ) as the function of governmental
expenditure for subsidizing the three-dimensional rural development activities. The
t
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solution to this problem is the function ht ( , W ) , which we refer to as the
*

t

t

Hicksian demand function, defining the political optimal decision for sustainable
rural development. By applying Theorem 1 we can claim that the following
identities are fulfilled:

xt ( t , F t )  ht ( t , v( t , F t )) and
ht ( t ,W t )  x t ( t , e( t ,W t )) .
It is necessary to solve a number of problems for finding an extremum (a
minimum and a maximum) in different time periods in order to assess the policy
for sustainable rural development. By deriving and solving the dynamic Slutsky
equation in this application of our model and thus analyzing the substitution effect,
the budget effect and the total effect, we can classify the goods, subsidized by the
budget for rural development. Hence, we can claim that a successful sustainable
rural development policy is a policy in which the solution for a maximum of the
social welfare function and minimum of the expenditure for subsidized production
for period t is greater in value than the solution to the optimization model for
period

t  1, where t  1,  or:
xt* ( t , F t )  ht* ( t ,W t )  xt*1 ( t 1 , F t 1 )  ht*1 ( t 1 ,W t 1 )

To make the differentiation, a sustainable rural development policy from moment
t0 is a policy in which we observe sustainability when in each moment t that

 t0 ) the subsidized commodities/activities remain of the type they are
in the locus of temporary sustainability ( t 0  t1 ) . This means that the sustainable
follows ( t

rural development policy is positive if the subsidized goods are normal in moment
t1 and they remain normal in the next periods and also if the goods/activities are
luxury goods in moment t1 and they remain such in each subsequent moment.

Sustainable rural development and its incorporation in the
Bulgarian Rural Development Programme for the period 20072013
On the basis of the strategic guidelines of the Community for the
development of rural areas for the period 2007-2013 for the achievement of the
main EU priorities with regard to employment, growth, and sustainability (Lisbon,
Goteborg), to guarantee the complementarity with the other EU policies (cohesion,
environment, coordination with the structural funds), and on the basis of the social
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and economical conditions, prevailing in the Bulgarian rural regions, their strong
points and potential, the following strategic goals have been set up in the Bulgarian
Rural Development Programme for the period 2007-2013:
 Development of a competitive agriculture and forestry sector;
 Protection of the environment and natural resources in the rural regions;
 Increase in the employment levels and in the quality of life in rural
regions.
These goals have been incorporated in the three main priority axis of the
programme and it is evident that they correspond to the three dimensions of our
theoretical model.
The first axis is targeted at the modernization of farms and enterprises in
the food and forestry sector through increased productiveness and competitiveness
of the sector. The strategic approach includes the following measures under which
support is granted for private investments:
• Modernization of technologies and introduction of modern agricultural
production practices;
• Encouragement of innovations in the food chain with a view to the production of
products with high value;
• Improvement in the knowledge and skills of the work force;
• Modernization of the farms and forests to provide for the protection of the
environment;
• Adaptation of the structure of the holdings and the land property;
• Improvement of the agricultural and forestry infrastructure.
The first axis will encourage the production growth and competitiveness of
agriculture, the food industry and the forestry sector and will thus contribute to the
achievement of the strategic goals form Lisbon for economic growth.
The second axis aims at the protection of the environment and
preservation of the natural resources. The measures, included in this axis will
provide for the achievement of a sustainable and integrated development of the
rural regions. The subsidies are directed towards activities that aim at preservation
of the bio-diversity, traditional agriculture, environmentally friendly activities, and
organic farming. The support for organic production is based on the possibilities
offered by the increased demand of quality and healthy foods on the internal and
external market as well as the reduced use of fertilizers and pesticides during the
last decade. The second priority axis will contribute to the attainment of all
requirements set out in the Kyoto protocol and the conventions for the protection
of the bio-diversity. The activities financed under this axis will contribute to the
EU goals as laid down in Goteborg for sustainable development.
The third axis aims at the increase in the employment possibilities and
improvement in the quality of life in rural areas. It completely follows the third
strategic goal of the Community, viz. the improvement of the quality of life in rural
regions and the encouragement of diversification in their economics. The
Bulgarian rural regions are populated with vital rural communities, well preserved
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environment, and rich historical and cultural traditions. In order to achieve a longterm economic and social sustainability in these regions the current tendency
towards migration and economic downfall has to be stopped. The strategy laid
down is targeted at the development of rural regions through the setting up of new
employment opportunities and improvement of the quality of life. These targets
can be achieved through providing subsidies to improve the quality of the public
services for the rural communities and increase investments in rural infrastructure.
The measures to support activities under the third axis will contribute to the
diversification of the rural economics and the setting up of new jobs, thus
complying with the Lisbon strategic goals.
The programme was launched in April 2008 and its total budget amounts
to 3.2 billion euros. The data provided in Table 1 is summary information on the
available financial resource for the period 2007-2013.
Table 1 (in EUR)
Measure

Public
co-financing
102 413 694
102 413 694

Private
co-financing
0
0

Total expenditure

572 311 816

468 255 122

1 040 566 938

24 097 340

16 064 893

40 162 233

240 973 396

294 523 040

535 496 436

144 584 038

0

144 584 038

142. Setting up producer groups

12 048 670

0

12 048 670

143. Consultancy services

6 024 335

0

6 024 335

Total Axis 1 – Improvement of
competitiveness
in
the
agricultural
and
forestry
sector
211.
LFA
payments
for
mountain areas
212. LFA payments for areas
other than mountain areas
214.Agri-environment payments

1 204 866 983

778 843 055

1 983 710 038

233 218 233

0

233 218 233

38 869 706

0

38 869 706

435 340 701

0

435 340 701

223. First afforestation of
agricultural and non-agricultural
land
226. Restoration of the forest
potential and preventive actions
Total Axis 2 – Improvement of

40 424 494

7 133 734

40 424 494

29 540 976

0

29 540 976

777 394 110

7 133 734

784 527 844

111. Professional training
112. Setting up of young
farmers
121.
Modernization
of
agricultural holdings
122. Improvement of the
economic value of forests
123.
Adding
value
to
agricultural
and
forestry
products
141. Semi-subsistence farms

102 413 694
102 413 694

157

Ivan Ivanov and Julia Dobreva
the
environment
and
preservation of the natural
resources
311.
Diversification
of
agricultural activities
312.
Support
for
the
establishment
of
microenterprises
313.
Encouragement of the
tourist activities
321. Basic services for the
population in the rural regions
322.
Development
and
renovation of villages
Total Axis 3 - Improvement of
the quality of life in rural
regions and diversification of
the economic activities
Total Axis 4 – LEADER
Total Axis 1, 2, 3, and 4

140 426 670

75 614 361

216 041 031

127 261 669

54 540 715

181 802 384

30 718 334

7 679 583

38 397 917

412 503 341

45 833 705

458 337 046

166 756 670

41 689 168

208 445 838

877 666 684

225 357 532

1 103 024 216

76 988 306

25 111 774

102 100 080

2 936 916 082

1 036 446 095

3 973 362 177

The data provided in Table 2 is summary information on the absorption levels of
the financial support for the period April 2008 – May 2009.

Table 2 (in BGN)
Measure

Public
co-financing
(subsidy)
0

Reimbursed
expenditure

111. Professional training

Applied/
Contracted
expenditure
30 137 365

112. Setting up of young farmers

196 545 840

35 225 958

15 425 426

1 012 517 940

236 918 188

43 066 052

0

0

0

176 881 011

0

0

6 351 558

0

0

58 675

0

0

0

0

1 129 483

1 422 492 389

281 795 570

59 620 961

121. Modernization of agricultural
holdings
122.
Improvement
of
the
economic value of forests
123. Adding value to agricultural
and forestry products
141. Semi-subsistence farms
142. Setting up producer groups
143. Consultancy services
Total Axis 1 – Improvement of
competitiveness
in
the
agricultural and forestry sector
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211. LFA payments for mountain
areas
212. LFA payments for areas
other than mountain areas
214. Agri-environment payments
223. First afforestation of
agricultural and non-agricultural
land
226. Restoration of the forest
potential and preventive actions
Total Axis 2 – Improvement of
the
environment
and
preservation of the natural
resources
311. Diversification of agricultural
activities
312. Support for the establishment
of micro-enterprises
313. Encouragement of the tourist
activities
321. Basic services for the
population in the rural regions
322. Development and renovation
of villages
Total Axis 3 - Improvement of
the quality of life in rural
regions and diversification of
the economic activities
Total Axis 4 - LEADER

Total Axis 1, 2, 3, and 4

0

0

43 171 961

0

0

14 058 693

6 217 446

0

0

2 953 928

0

0

3 163 783

0

0

12 335 157

0

57 230 653

10 810 024

0

0

138 520 901

0

0

2 213 198

0

0

1 086 717 364

0

0

251 151 555

0

0

1 489 413 042

0

0

15 342 030

0

0

2 939 582 618

281 795 570

116 851 614

According to the empirical evidence provided, only for the first year of
implementation 60% of the total budget for the whole programming period under
axis 1 has been applied for and contracted and 87% of the budget under axis 3. On
the other hand, the data in tables 1 and 2 shows that less than 1% of the EU grants
under axis 2 have been absorbed for the monitored period. Evidently, by applying
the data from both tables to our theoretical, three-dimensional model we will
observe that both the consumption of private goods (in the form of business
investments in agriculture) and public goods (supported investments in rural
infrastructure and public services) has increased for period t1 in comparison to the
initial moment t0 . Thus, the private and public goods financed under axis 1 and 3
of the Bulgarian Rural Development Programme are both considered to be normal
goods, and the public goods under axis 3 may be classified as luxury goods,
considering the extremely high percentage of investment activity. In other words,
we may accept that we have local sustainability in the two dimensions, i.e.
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economic growth and social welfare. Yet, in order to have perfect sustainability
and to confirm that this one-year period has contributed to the successful
implementation of the strategy for sustainable rural development, we have to have
a similar increase in the arguments of the third function (the third dimension), i.e.
the protection of the environment, which, unfortunately, is not the case. However,
it should be also taken into account that the investment activities both under axis 1
and 3 are financed through the so called “bound subsidies”, i.e. they are bound
with specific requirements, related to the protection of the environment and natural
resources. This means that there is an inherent increase in the production of goods
from the third dimension and due to the bounding effect it is of the same intensity
as the increase along the other two dimensions. Therefore, even though the budget
under axis 2 is seemingly still available, our overall conclusion is that the
Bulgarian Rural Development Programme has led to the achievement of
sustainable development in the rural areas for the first year of its implementation.

Conclusion
This paper examines the relation between a theoretical three-dimensional
model and the results of the EU policy for sustainable rural development in
Bulgaria. Its main purpose is to prove how a mathematical optimization model can
be used in a practical application, namely the planning of political decisions by
taking into account the precise measurement of their intended impact. The analysis
in the paper shows that the Bulgarian Rural Development Programme for the
period 2007-2013 provides substantial financial resource for achieving the targeted
sustainability levels. Moreover, according to the available empirical evidence,
more than half of the financial resource has been absorbed for the first year of its
implementation, which demonstrates high levels of sustainable development in the
Bulgarian rural regions.
Our conclusion is that sustainable rural development is not a selfregulative phenomenon. It is a process which greatly depends on exogenous
factors, the most influential of which is the implementation of bound subsidies and
similar mechanisms for financial assistance.
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Perception of the terrorist threat in the 21st century
VLADIMÍR DOLINEC

Introduction
The purpose of this paper is an attempt to critically evaluate the way our
society perceives the threat of terrorism in the 21 st century, and as well, to describe
what shapes the way we perceive the threat. Social constructivism was the
approach to the issue, mainly the concept of securitization and the social
construction of threats. The aim of this paper is to depict the way that the terrorist
threat is constructed and on the other hand its perception by the audiences is
shaped. I argue that the construction of the terrorist threat, also known as the
securitizing move (Buzan 2005) is based on a lot of myths which I will try to
challenge. I devote some attention to the role of mass media, which I consider a
major player in what I understand is threat construction.

Theoretical basis
First, I must point out what I understand under social construction of threats
and securitization. Social constructivism‟s central point is that social and political
life, the social and political reality is not one that is objective. It is not a physical
entity or material object, which is out there like the solar system, for example.
(Jackson, Sorensen 2007) According to social constructivists in the security
studies, security itself is a social construction. It is not something objective, true
for everyone. Security may be understood, for example, as the preservation of a
group‟s core values. However, these values, as well as the threats to those values
are different in different contexts and they develop through different social
interactions among different actors. If security is a social construct, how can a
threat to it be an objective reality?
Social constructivists argue that „threats are brought into being rather than
meeting an abstract set of criteria about what counts as a security issue.”
(McDonald 2008) That means, that any issue can be put forward as a threat,
although there are no objective criteria, by which we could say whether the threat
is “real”, “existential” or not. The Copenhagen School went further into this with
their concept of securitization. Securitization is the discursive construction of a
threat. It is “the process whereby a securitizing actor defines a particular issue or
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actor as an „existential threat‟ to a particular referent object and this move is
accepted by a relevant audience.”(McDonald 2008:70) The securitizing actor must
create a message, stating: “If we do not solve this issue in time, everything else will
become of none importance, because we will not exist or we will be constricted by
something.” (Buzan 2005:35) If a relevant audience accepts that an issue is an
existential threat, the securitizing actor can avoid normal political procedures and
resort to extraordinary measures in solving the perceived threat or crisis situation.
This is a so called successful securitization move. The Copenhagen School authors
call securitization a “speech act”, however, I argue that in the 21st century, the
speech act itself is often enriched by pictures, images, audio and video content.
In my point of view, the threat of terrorism is itself is a social construct. The
absence of a clear and generally accepted definition of this term is one of the
biggest challenges to the objectivity of this particular phenomenon. I do not know
how many times the aphorism that one man's terrorist is another man's freedom
fighter has been used. However, it shows that different perceptions of the same
phenomenon occur in the case of terrorism. Nevertheless, terrorism is by many
perceived as a global threat. Why is it so? The Copenhagen school authors would
argue that in this case a successful securitization has taken place. It is really
difficult to say who the securitizing actors are in the case of securitizing terrorism,
and there have been a lot of them since 9/11. The political elites, states,
governmental and non-governmental organizations, mass media and other actors
can all speed up the securitization move and add to constructing of the threat.
I will focus on how the terrorist threat is perceived and thereby constructed
in the Euro-Atlantic region by some state actors, European Union as a whole, as
well as NATO. The perception of the terrorist threat will be looked at by analyzing
key strategic documents of the above stated actors. While mass media play a
crucial role in construction of threats, the way they contribute to the process will be
described briefly.

State actors and international organizations
In security issues, international organizations, the state, its representatives
and political elites still have predominance. It especially accounts for the military
sector. In the end, representatives in the particular departments decide on what
issue is or isn‟t constructed as the greatest threat, and how it will be officially
perceived. Perception of threats by individuals often unwinds from the decisions of
state representatives, such as ministers, other members of the government, ministry
officials, experts and other people who decide over how important issues are
framed. Even mass media, despite the myth of their control function against the
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government adopt their depictions, and thus they extend the power of the state
actors in constructing threats.
To begin the analysis, the European security strategy was chosen. In the
strategy, terrorism is placed as the first threat in the „Key threat‟ section. It shows
the importance which EU assigns to terrorism, showing that out of all issues that
create concern, terrorism is the first one to mention. In the words of the strategy
terrorism „...seeks to undermine the openness and tolerance of our societies, and it
poses a growing strategic threat to the whole of Europe. Increasingly, terrorist
movements are well-resourced, connected by electronic networks, and are willing
to use unlimited violence to cause massive casualties. The most recent wave of
terrorism is global in its scope and is linked to violent religious extremism.“ (A
secure Europe... 2003). It is important to note what terrorism is. Terrorism is a
strategy and method of fighting. At this point, it is important to state that it is
impossible for a fighting strategy, which is according to many authors as old as the
mankind itself, to seek to undermine the openness and tolerance of our particular
societies.
Terrorist threat is mentioned again in the WMD section when saying that
“the most frightening scenario is one in which terrorist groups acquire weapons of
mass destruction. In this event, a small group would be able to inflict damage on a
scale previously possible only for states and armies.” (A secure Europe... 2003)
Terrorism is brought to forefront again at the end of the „Key threat‟ section :
“Taking these different elements together – terrorism committed to maximum
violence, the availability of weapons of mass destruction, organised crime, the
weakening of the state system and the privatisation of force – we could be
confronted with a very radical threat indeed.” (A secure Europe... 2003) The
European Union counter-terrorism strategy even states, that “terrorism is a threat
to all States and all peoples.” (The European Union counter... 2005)
Looking at the Security Strategy of the Slovak Republic which was adopted
in 2005, no big differences in the terrorist threat perception is seen. Generally
speaking, the authors have copied a lot from the EU strategy. Among others it
states: „The greatest threat with potentially the most serious consequences for the
Slovak Republic and its allies is a possibility of acquisition and use of weapons of
mass destructions and certain WMD carriers by terrorist groups and/or failed
states.”(Bezpečnostná stratégia... 2005) The authors of the strategy constructed the
idea of the greatest threat, based on a terrifying scenario, which is not completely
impossible, but such incident (acquisition and use of WMDs by terrorists) has not
happened so far in Europe. Why place it as the greatest threat then?
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NATO, another important security actor within the Euro-Atlantic area has
also contributed to the construction of threat by the way it states it perceives the
terrorist threat. At the Riga Summit in 2006 NATO declared that “terrorism,
together with the spread of weapons of mass destruction, are likely to be the
principal threats to the Alliance over the next 10 to 15 years.” (Riga summit
declaration 2006)
All these strategic documents of the security actors in the Euro-Atlantic area
however have one important predecessor, which set the agenda for the beginning
of the 21st century. It was the National Security Strategy of the United States,
which was adopted in September 2002. Speech acts within this document are very
similar to the ones stated in the European security strategy and the Security
strategy of the Slovak republic.
National security strategy of the United States of America adopted in 2002
states that “Now, shadowy networks of individuals which can bring great chaos
and suffering to our shores for less than it costs to purchase a single tank.
Terrorists are organized to penetrate open societies and to turn the power of
modern technologies against us.“ (The National Security Strategy… 2002) It even
calls the allies of terror „enemies of civilization“. The introductory part of this
document devotes its attention only to the threat of terrorism and weapons of mass
destruction1, which again confirms the importance which is given to the terrorist
threat at the beginning of the 21st century. In the third chapter called „Strengthen
Alliances to Defeat Global Terrorism and Work to Prevent Attacks Against Us and
Our Friends‟ the USA is declared to be a state in a war with terrorism with a global
reach. This chapter also gives the definition of terrorism as „premeditated,
politically motivated violence perpetrated against innocents.“ (The National
Security Strategy… 2002)
Chapter V called „Prevent Our Enemies from Threatening Us Our Allies,
and Our Friends with Weapons of Mass Destruction‟ is another important factor in
constructing the terrorist threat. It claims, that „new deadly challenges have
emerged from rogue states and terrorists.”
To sum up, the three presented strategic documents show, how the terrorist
threat has been perceived by the important security actors in the Euro-Atlantic area
– EU, NATO, USA and the impact which it may have had on the perception of
small states as the Slovak Republic. Among other factors, ideas, texts, speeches,
documents the presented ones have had, in my point of view, the biggest impact
on, on one hand the construction of the threat of terrorism and on the other hand
1

HIV/AIDS and poverty are also mentioned in one sentence
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the way it is perceived by audiences in the Euro-Atlantic, as well as wider
geographical area.
States, international organizations, or political elites, when speaking
generally, have the important prerogative of so called „primary definitions‟. That
means that the political elites 2– whether they are representatives of states,
international organizations, and generally people with high social status have the
„right‟ to frame issues and set the lines along which the issue will be further
perceived.(Critcher, Hall, Jefferson 2006) In another words, they have the power to
construct.

Mass media
Securitization is a proces is a proces, which is described by the authors of the
Copenhagen School as a quite simple process. This description misses a number of
important factors which speed up or slow down the process of securitization. One
of these factors is the role mass media play in the process. Mass media play a very
important role in the process of constructing threats in general. In the process of
securitization they can act as mediators of the speech act as well as the actors of
securitization. In addition, there are other effects of mass media as the ones with
short time effect. For the purpose of this article, two main long-time effect methods
used by the media will be looked at, and they are agenda-setting and framing.
Agenda-setting in sociology and political sciences is the “process of pushing
of some topics into the public discourse and simultaneous exclusion of some topics
from this discourse... In media studies, it is the hypothesis about the effect of mass
media on the content of thinking of public and political discourse, according to
which media are able to purposely or non-purposely expose some events and
simultaneously determine the order of importance of the exposed events, which
create part of the public space.” (Reifová 2004:16)
The public not only gets their information about public events from the media,
the media also set the
rate of importance, which the people should assign to each topic. It is done by the
emphasis which the media put on particular topics exposed. In the printed press the
importance is determined by the placement of an article about a particular topic,
the space which this topic is given in the paper, the size of the headline and etc. TV
news use the placement of particular events in the headlines, the time assigned to
the topic in the news programme or the whole time period (for example week or
2

Although mass media share some of this prerogative, too
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month coverage) etc. This setting of importance on a daily basis creates a serious
effect, where people tend to copy the pattern of coverage in the public discourse.
(McCombs, 2002)
Trampota has summed up the results of a 30 year old research of agenda
setting into 5 points:
1. Different media devote similar attention to particular topics in
particular time periods. They tend to have the same proportion of
news stories to particular topics.
2. Indicators of the real world are relatively unimportant by setting the
media agenda.
3. The process of agenda setting is one of the social constructions, by
means of which the key actors construe how media and environment
affect the coverage of a topic.
4. Scientific research plays no significant role by agenda setting.
5. The placement and position of the topic in the media agenda affects
its position in the public discussion. (Trampota 2006)
Points 2., 4., and 5. are the most important for this paper. Those points
support the idea of a rather subjective dimension of the term security, where the
subjective threat is only a perception of a particular phenomenon as a threat, or the
greatest threat. For people, not the elite, the process of securitization starts when
they come across an issue in the media. When the media assign a particular
problem a certain degree of importance, people tend to think that the particular
issue is “really” important. An issue covered by the media and presented as a threat
becomes a threat in the heads of people watching the news every day. A person,
who does not watch the news, has a completely different set of priorities in terms
of threats (assuming he is not influenced by the public discourse affected by the
media). Therefore, if mass media present viewers, listeners or readers with news
concerning terrorism, and label it as the greatest threat, this will manifest itself in
the perception of some events by those viewers. Scientific research about the
particular issue plays no significant role by these topics.
Increased media coverage of acts of terrorism after 9/11 speeds up the process
of securitization of this issue. Terrorism gets deeper into the subconscious of
people, and it is perceived as the greatest threat. 3 People are then more susceptible
to accepting the extraordinary measures allegedly aimed to fighting terrorism. And
that is the most important part of the securitization move – to persuade the
3

while it is proven that in terms of human security, there are far more greater

threats than terrorism as it will be described later in this paper
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audience about the seriousness of the threat so the securitizing actor can use
extraordinary means to get the referent object rid of the threat.
In addition to agenda setting, what is also important in the process of
securitization of certain issues in connection with the media is the process of media
framing of particular issues. While agenda setting effect determines which issues
are perceived as the most important ones, media framing affects the way
percipients think about the particular issues and how the coverage of the issues is
done. Individuals have limited cognitive ability to simultaneously think and
consider all potential dimensions of the particular issue. Thus, various frames and
specific presentations are implemented, which have the potential to favour one way
of thinking about the issue before another. The favoured way is simplified to the
extent which makes it easier to be memorized. (Haider-Merkel 206) The
Frameworks Institute defines frames as “constructions which enable us to interpret
evolving events”. (Framing public Issues...) The public does not come across
exposed issues on a daily basis, people do not have all necessary information and
all necessary data to connect the exposed issues to a meaningful story, so the media
do it for them in advance, thereby creating an official line or a “package” of the
story. Media communication “packs” each story into a specific textual and visual
context thereby creating specific messages. The way media “pack”, i.e. formulate
the story, can have serious effects on perception of an event, issue, problem,
conflict etc.
Media framing is kind of directing the percipient‟s attention with the aim of
forming his understanding in a way desired by the author of the media content. To
frame means to select some aspects of perceived reality and emphasize them.
Frames which media offer are manuals or instructions for thinking about particular
issues. (Yang 2001)Sometimes, as in the case of terrorism, they include the
solution of the issues as well. The solution pressed on by the media after 9/11 was
a military answer by the USA. (Ryan 2004, Kellner 2007, Haider-Merkel 2006) In
other words, framing is an extreme simplification and selection of those facts,
which make an issue more simple to remember and suitable to the author of the
frame. Reframing is than a very difficult procedure, especially when the author of
the frame has a relatively big base of listeners, viewers or readers. The frame is
also often shared by the media which is another face of what is called inter-medial
agenda.
Haider-Markel et al. confirmed in his paper, which was supported by
a survey using questions and answers posed to 1641 people in the period between
6th November and 8th February 2002, that media framing significantly affects
people„s thinking about the future terrorist threat. This analysis also confirmed that
exposure of individuals to framing of terrorist threats increases people„s support
for security measures to be taken in order to prevent the terrorist threat to evolve.
168

Perception of the terrorist threat in the 21st century

Among other results, one also confirmed that framing is the most effective when it
is used together with the proposal of a solution to the given issue. (Haider-Merkel
2006)
In addition, mass media do not expose issues based on their own will. A
number of studies have confirmed that there is an accord between the side of the
media and the politicians. In most of the cases, media take their explanations and
stories from political elites and people with high social status. It is confirmed by
the theory of primary definitions and the theory of cascade activation of Robert
Entman. The framing by politicians of the terrorist threat is taken on by the media,
which then affect the perception of the terrorist threat by the people.
It is not only the mass media and political elites who are responsible for how the
terrorist threat is perceived in the 21 st century. However, they do have the by far
largest share of responsibility for enforcing the following perception of the terrorist
threat. Terrorism in the 21st century is perceived as:
a new phenomenon
the greatest threat
global and connected
with high technological background
determined to use unlimited violence
capable of acquiring WMDs and use them
determined to undermine democracy
Al-Qaeda – centred
However, a rather challenging and critical approach to these perceptions is
needed. The phenomenon of terrorism as a global threat is a social construct, which
came to existence by primary defining of the most influential actors. As Turk
(2004) stated, “contrary to the impression fostered by official incidence counts and
media reports, terrorism is not given in the real world, but it is instead an
interpretation of events and their presumed causes.” The same counts for terrorism
as a „global‟ phenomenon.

Challenging the perception
From the strategic documents and other speech acts widely spread by the
political elites and media, it is clear that the threat of terrorism is perceived as a
new phenomenon. A very common and shared statement is that „Our world has
changed after the 9/11‟. However, one could object that it is not the case. The
world has not changed, what has changed is the western political elites‟ perception
of the world and terrorism. These groups, mainly the political elite have the power
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to shape the perception of larger audiences through the speech acts and their
prerogative of primary definitions. Thus, the image of the contemporary terrorist
threat is portrayed as something new, more terrible and dangerous than before. As
evidence, specific terrorist attacks which have happened in the 21st century are
presented, mainly the September 2001 attacks in New York, 2002 Bali bombings,
2004 Madrid Bombings, London 2005 bombings.

Graph 1: Acts of international terrorism 1975-2003

source: (Krejčí 2007)

Graph 1., however, contests this idea. Figures show, that the yearly
numbers of international terrorist attacks at the beginning of the 21st century did
not radically change, in comparison to the numbers of attacks which took place
before the start of this century or 9/11, if this should be the landmark. The graph
also shows that the number of attacks changes over time, when for example in
1987 there were 665 acts of international terrorism which is by 300 attacks more
than the 365 acts of 2001, and by 440 more than the 205 acts in 2002.
Looking at the speech acts of the authors of the key strategic documents,
which were presented in the first part of this paper, as well as other speech acts
presented by a lot of European and American politicians, we can conclude that the
terrorist act is perceived as the greatest threat of the contemporary world. Rogers
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(2008) challenges this perception and states that terrorism is still minor threat in
terms of human security. The reason of this is, that the number of fatalities caused
by the 9/11 attacks, where almost 3000 people were killed, is at least the amount of
children that die across the South from avoidable intestinal diseases including
diarrhoea and dysentery. In the mid-1970s, it was estimated that over 400 million
people suffered from malnutrition, but today this has risen to at least 700 million.
Across the world, more than two billion people survive on the equivalent of two
US dollars a day or less. The diseases of poverty are mostly avoidable yet kill
millions of people each year. Although not an international security issue, it is
estimated that road traffic crashes cause around 1.2 million fatalities globally
(Global Road Safety... 2007). Compare those numbers with the Graph 2. Not
thinking about imaginative scenarios really is it really the biggest threat to all
peoples?

Graph 2: Total Casualties from Terrorist Attacks, 1998-2004

source: GTD2 (http://www.start.umd.edu/start/data/gtd)
Another perception of terrorism in the 21 st century is that it is global and
that the terrorist network is globally connected. John Mueller (2006) calls this
creating a myth of an omnipresent enemy. The perception of terrorism as a globally
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connected network is best expressed by the quote from the first page of the
founding manifesto of the Department of Homeland Security, which repeats the
quote of Donald Rumsfeld that “a terrorist can attack at any time in any place
using any technique“(Rumsfeld 2003) Terrorists are presented as individuals
possessing super powers, global reach, and a possibility to use the advantages of
modern technology to connect globally and carry out attacks using any weapons
any techniques. Mueller asks a heretical question – “if they are so demonically
competent, why haven‟t they done it?“4
One must admit that terrorism evolves as well as the society does and the
advances in technology and the use of modern communication techniques are
something which does not bypass terrorist networks. One cannot expect terrorist
not to use a mobile phone, once it has been created. Terrorists are part of the
society they live in, and the logics of their struggle makes them use every possible
means they have, including the modern technology. However, these people do not
want to be caught as well. Communication via internet and various data transfers
are easy to track and monitor and are therefore risky for the terrorist networks to be
used. Thus the global connection of terrorist groups is not as easily achievable as
we often hear. Such a connection and network would be revealed very quickly,
especially in the age of a global terrorist hunt. There is of course an
interconnection among some terrorist groups; claiming, however, that there is one
global terrorist network, under the auspices of Al-Qaeda is delusive and clear
evidence is needed.
Furthermore, looking at Graph 3, it is clear that while we are often
presented information about the ultimate powers and possibilities of terrorists, the
by far most used weapons are explosives and firearms, which have been used for a
lot more than 50 years. If Osama Bin Laden is so rich and terrorists are determined
to use the most terrific violence possible, why do not they do it? They stick to
traditional weapons, although they could do much more damage. However, using
extraordinary means of terror and causing massive casualty toll counted in hundred
thousands is not what the terrorist seek to achieve. They use mass media to spread
to message of fear among millions of people, where this fear is the most important,
because it moves the public opinion and forces politicians to change policies.
Therefore, spreading the idea of terrorism being the greatest threat is kind of
supporting terrorists in their activity and helping them fulfil their goals. Restricting
human and civil rights in order to fight terrorism is very paradoxical, too. It is not
the terrorists who undermine democracy, but those, who adopt these steps.
Claiming that it is the terrorist who do so is not absolutely correct. It is the
politicians and lawmakers, who decide which steps to adopt in reactions to
4

After 9/11 and in the USA, author‟s note
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particular problems. All kinds of restrictions, surveillance, CCTV cameras on
every corner, exaggerated airport searches and many others are means not adopted
by terrorists, but politicians in countries which are often proud to be “democratic”.
If terrorist seek to “undermine democracy” it is the media and politicians who, in a
way, really help them to do so.

Graph 3: Distribution of terrorist attacks by weapon type 19982004

source: GTD2 (http://www.start.umd.edu/start/data/gtd)

Conclusion
Security, threat and terrorism are all phenomena that we can safely label as social
constructs. It is often said that the greatest threat to “our” security nowadays is the
terrorism connected with the threat of weapons of mass destruction. However, who
is “us” and who is “them” is often unclear, while it is often felt that “us” is the west
and “them” is the rest. In terms of human security the rest suffers from phenomena
a lot more serious in terms of loss of lives than terrorism. It is often presented
though, that terrorism is the greatest threat to all peoples. It is the political elite of
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states and the mass media with global influence who shapes the perception of the
terrorist threat.
The perception of the terrorist threat is shaped by many ways. The one
described in this paper was mainly the process of securitization of the issue of
terrorism, which is speeded up by the agenda setting effect and media framing of
mass media. Interconnection of political elites and mass media create one big
process of securitization, which in the case of terrorism can be labelled as
successful, considering the extraordinary measures taken by the western politicians
in order to “prevent” the terrorist threat and their acceptance by the audience.
The process of terrorism securitization is speeded up by enforcement of a
number of myths and creating an omnipresent enemy which is demonized and
assigned superpowers. This makes the audience accept almost any extraordinary
measures taken to prevent this threat. A critical approach to the myths and the
whole depiction is necessary, in order to avoid such extraordinary measures, which
would undermine the real security of people not only in the West but in the regions
where anti-terrorist actions are taken.
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The process of European monetary integration: euro as
a positive impetus in the euro area economy
AGNIESZKA DYBIZBAŃSKA

Abstract
Is is more than 50 years since the process of European integration began,
constituing an area of economic and political stability. At the end of the past
century the monetary integration as the last stage of integration process has taken
place and has become a natural consequence of single market establishment. The
aim of the paper is to analyse and summarize the role which euro has played in the
process of integration in Europe, paying special attention to the benefits flowing
from introducing single currency.
The first part of the paper describes changes in economic and financial
environment of the euro area and presents some examples of evidence that Euro
area economies are gradually becoming more interdependent. A brief literature
survey, particularly focused on an impact of euro on intra- and extra-euro area
trade, foreign direct investment and financial markets is being made.
The second part of the paper discusses the single currency impact on completion of
the single European market and as a consequence forceful contribution to more
integration. The attempt is made to show challenges that lie ahead for the single
currency, particularly financial crisis, economic integration and future
enlargement.
The article takes up and open a discussion on challenges on the road from
European Union to euro area membership both for current and prospective euro
area members.

Main subject
It is almost ten years since euro - a single currency was introduced as an important
contribution to the completion of the Europe‟s single market. On 1 January 1999,
11 countries became members of European Monetary Union.
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Before the euro was set up there were many reservations about the stability of the
future single currency. However, first ten years have shown that single currency is
as stable as its predecessors and other international currencies.

Analysis of crucial accomplishments of EMU
Price stability
In the past decade the average annual inflation rate in the euro area was 2,2%
(Figure 1.1), which is about 1 percentage point less than in the 1990s. In
comparison to the past, in the 1980s, the rate was 2,9%, and in the 1970s 4,9%.
The ECB‟s Governing Council has defined price stability as an inflation rate of
below, but close to, 2% in the euro area, over the medium term. However, the
results are perceived to be good, especially taking into account many fluctuations
of oil and food prices during these times.
Inflation stabilization under EMU has been accompanied by two further key
developments. Firstly, the disappearance of inflation persistence, defined as the
tendency for inflation to deviate from the central bank‟s price stability objective
following a shock, rather than quickly reverting to it and secondly, the stabilization
of inflation expectations, with the disappearance of an impact of actual inflation
outcomes on agents‟ expectations, which is a clear indication of the credibility of
our price stability objective1.
This suggests that monetary stability is now well entrenched in expectations.
There exists today a general awareness of the fact that stable prices are indeed a
fundamental condition for sustainable economic growth and employment.

1

Ten years of the euro: successes and challenges; Speech by Jean-Claude Trichet,
President of the ECB Osnabrück, 12 February 2009
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Figure 1.1 Annual average rate of change in Harmonized Indices
of Consumer Prices (HICPs) in 1997-2008

Source: Eurostat;
http://epp.eurostat.ec.europa.eu/portal/page/portal/statistics/themes

Sustainable economic growth
What is quite a spectacular success, price stability over the euro area was not
achieved at the expense of economic growth and stability. The GDP growth rate of
the euro area over the last decade has been similar, by and large, to that of the
previous decade, both in absolute ( Figure 1.2) and in per capita terms ( Figure
1.3). Unemployment has been lower on average and employment growth stronger.
All this has been achieved in spite of the more rigorous budgetary policies of the
Member States, at least compared with the previous decade.
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Figure 1.2 Real GDP growth rate - percentage change on
previous year

Source: Eurostat;
http://epp.eurostat.ec.europa.eu/portal/page/portal/statistics/themes

Figure 1.3 GDP per capita in Purchasing Power Standards (PPS)
(EU-27 = 100)

Source: Eurostat;
http://epp.eurostat.ec.europa.eu/portal/page/portal/statistics/themes
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Labour market
Price stability, which is a necessary precondition for sustainable growth and
employment, in the euro area did not come at the expense of employment too. This
is reflected in numbers again: between the introduction of the euro in 1999 and
2008, the number of persons employed in the euro area increased by more than 16
million. The average employment growth rate between 1997 and 2008 was 1,33%
(Figure 1.4). In the years before, from 1990 to 1998, the increase in persons
employed was less than 6 million. On the other hand, the unemployment rate
decreased from 10,6% in 1997 to 7,5% in 2008 (Figure 1.5). New jobs in the euro
area were not obviously created by the euro. There is no direct relationship
between employment and euro introduction because the change in employment is
affected by many different factors. Nevertheless, it is a clear confirmation that
ECB‟s monetary policy oriented towards price stability is compatible with job
creation.

Figure 1.4 Employment growth by gender - annual percentage
change in total employed population

Source: Eurostat;
http://epp.eurostat.ec.europa.eu/portal/page/portal/statistics/themes
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Figure 1.5 Unemployment rate by gender - %

Source: Eurostat;
http://epp.eurostat.ec.europa.eu/portal/page/portal/statistics/themes

The euro as a contribution to the completion of the single
European market
The guarantee of price stability in the euro area is the main reason why the euro
has been perceived to be a great success so far. However, it is not the only reason.
The introduction of the euro was an important contribution to the completion of the
single European market.. “One market, one currency” statement occured to be a
catalyst for monetary integration in Europe. The advantages of the single market
has been mentioned many times since the process of European integration began
and these include:








Lower transaction costs,
Elimination of exchange rate risk,
Price transparency and the convergence of prices,
Promotion of competition,
Increase in direct investment within the euro area,
Increasing number of mergers between companies in the euro area,
Increase in cross-border security investments within the euro area.
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Extra and intra trade
Completion of the single European market has contributed to increase in extra and
intra trade among the EMU members. First of all, the cross-border trade in goods
and services in the euro area has increased by about 10 percentage points in
relation to GDP since the single currency was launched. This can be partly
attributed to the euro and partly to other factors like better cost and price
transparency2. As a result, trade between euro countries now accounts for about
half of their total exports and imports. However, at the same time, extra euro area
trade developed very dynamically (Figure 1.6 and Figure 1.7). What is important,
increase in trade integration within the monetary union did not come at the expense
of trade with third countries.

Figure 1.6 Extra-EU27 trade, by main partners, total product.
Share in Total Extra-EU exports (%) in 1999

Source: Eurostat;
http://epp.eurostat.ec.europa.eu/portal/page/portal/statistics/themes

2

The process of European economic and financial integration Speech by JeanClaude Trichet, President of the ECB Opening session at the conference “EMU
Governance and Euro Changeover: Malta on the path to the euro” held in Malta on
1 October 2007.
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Figure 1.7 Extra-EU27 trade, by main partners, total product.
Share in Total Extra-EU exports (%) in 2008

Source: Eurostat;
http://epp.eurostat.ec.europa.eu/portal/page/portal/statistics/themes

Financial markets
When it comes to financial markets, integration is more advanced in the areas close
to the single monetary policy and it depends on the market segment. The euro area
money market, the segment closest to the single monetary policy, reached a stage
of “near perfect” integration almost immediately after the introduction of the euro.
Financial integration has been fastest in the government bond market, where yields
have converged and are increasingly driven by common factors, although local
factors and perceived differences in credit risk continue to play a role. The similar
situation can be observed at the corporate bond segment, which is also more
integrated as the various markets have merged into a single, yet diversified euro
market. As a result, country-specific factors have become less important in
determining corporate bond prices and spreads.
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Cross-border holdings of long-term debt securities of monetary financial
institutions grew from about 15% in 1999 to nearly 40% in 20073.
Integration in the equity markets is less advanced but shows signs of improvement.
Between 1997 and 2006, euro area investors doubled their holdings of equity
issued in other euro area countries to 29% of their total portfolio of euro area
equity assets.

What challenges lie ahead for the single currency?
The long-term success of European Monetary Union crucially depends on four key
issues:
 Increasing the long-term growth potential of the euro area;
 Structural reforms in the euro area countries;
 Sound fiscal policies;
 Completion of the single market;
 Further enlargement of euro area.
Despite the fact that the euro area economy under EMU is generally perceived to
be stable, its performance in terms of average growth rates has been less
impressive, especially in comparison to the United States economy. Since the
beginning of the 1990s, euro area real GDP growth has been equal, on average, to
2,1%, compared with 2,8% in the United States (Figure 1.2). Since the beginning
of EMU, the annual growth rate for the euro area has averaged 2,2% per year,
compared with 2,7% in the United States. The main reason for the euro area‟s
moderate performance is the comparatively low trend growth in labour
productivity.
In the 1980s, the average annual growth rate of labour productivity in euro area
was equal to 2,3%, in the 1990s it declined to 1,8%, and between 1999 and 2007 it
decreased to 1,2%. In US over the same periods average hourly labour productivity
growth accelerated from 1,2 to 1,6, and then to 2,1%. The reason of decrease in
labour productivity growth in the euro area are specific policies targeted at
increasing employment - in particularly for the unskilled segment of the labour
market4.
3

ECB Report on Financial Integration in Europe;
http://www.ecb.europa.eu/pub/pdf/other/financialintegrationineurope200804en.pdf
; p.12-14
4

Challenges for the Euro at ten Speech by Gertrude Tumpel-Gugerell, Member of
the Executive Board of the ECB at the conference „The Euro at ten: Governing the
Eurozone in a globalised world economy‟, Berlin, 8 December 2008
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Labour supply developments, however, can only explain a minor fraction of the
overall deceleration in labour productivity growth, with the dominant portion being
instead due to a significant slowdown in total factor productivity growth, which is
generally taken as a measure of technological progress, and of improvements in the
organization and overall efficiency of all the factors of production. growth in the
euro area, was equal to 1.6 per cent in the 1980s, and it declined to 1.1 per cent in
the 1990s and to 0.7 per cent between 1999 and 2007.
The difference between the euro area and US might be explained by advances in
information and communication technology in US, due to a favorable environment,
a superior ability to redesign management and organizational systems, the relative
ease of reallocating, retraining, and shedding workers, and continued investment in
research and development5.
It means that it should be crucial for EMU to support a more innovative and
entrepreneur-friendly economic environment.
Another key challenge, which relates to long term growth potential of euro area
and its worse performance in terms of labour market in comparison to US, is
necessity of structural reforms which will improve competitiveness of euro area
economy. Such structural reforms relate to the markets for goods and services, and
the labour market.
Reforms of the goods and service markets should strengthen competition and
labour market reforms should have two goals: to promote appropriate wage-setting
and to facilitate labour mobility – the mobility between sectors of the economy and
between regions. Flexible job markets are important particularly in a monetary
union as exchange rate adjustments are not possible in response to economic
developments and changes in competitiveness. That is why, wage policy in the
individual countries takes a special responsibility. It largely determines labour
costs and thus a country‟s competitiveness. It must take into account productivity,
the employment situation and the competitiveness of the respective country.
The third key long-term challenge is implementation of sound fiscal policies and
the Stability and Growth Pact. There are several reasons why sound fiscal policies
are crucial for the monetary union‟s long-term success. First and foremost, they
allow to minimize the risk of fiscal policy, both into monetary policy and, more
generally, across countries. They prevent the fiscal policies of one country in the
euro area from having negative effects on other countries. Beyond that, sound
finances make a national economy more flexible.

5

Current challenges for the euro area; Speech by Jean-Claude Trichet, President
of the ECB “Lunchtime discussions” with the Spanish business community
Madrid, 27 October 2008
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The next challenge is to provide completion of the Single Market, which will lead
to increase in competition and efficiency as well as improve adjustment
mechanisms in the face of adverse shocks. Despite the fact a significant
improvement in this area can be observed, there is still a lot to be done, especially
in terms of product market regulation as in the euro area considered as a whole it is
still meaningfully higher than in the United States.
The last challenge for single currency area is its further enlargement. Euro was
introduced ten years ago into 11 EU Member States as a single currency. Today it
comprises 16 countries with a total of 329 million inhabitants. In the past ten years,
five new members have joined: Greece, Slovenia, Malta, Cyprus and, on 1 January
of this year, Slovakia. Slovenia and Slovakia were the first former communist
countries from central Europe to join.
The euro area is open to all Member States of the European Union, however in
order to join it, a Member State has to fulfill the Maastricht convergence criteria
and what is even more important achieve high real convergence of its economy.
Nominal criteria relate to inflation, long-term interest rates, exchange rates and
state finances whereas real convergence means smooth integration with euro area
with lower risk of negative results of been affected by adverse shock.

Conclusions
To sum up, since its existence single currency has bring a lot of benefits to the
Member States of the euro area especially leading to sustainable economic growth
of their economies. What is significant, this was achieved not at the expense of
price stability and employment. However, it is not time for complacency yet, as a
lot of challenges lie ahead the single currency. In order to maintain further
sustainable economic growth and minimize risk of been negatively affected by
adverse shocks, it is crucial for Member States to implement structural reforms of
goods and services as well as job markets and secure sound government finances.
A completion of single market it also desired in terms of further improvement of
adjustment mechanisms. This is not only significant for Member States but also for
further successful enlargement of euro area.
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France, Czech Republic, Sweden – a Troika of
partnership or rivalries?
MARIE FATUROVÁ
Troika is a trio of three EU countries following the Presidency in the EU, they
create together the 18-months joint programme in the interest of preserving the
continuity of the Presidency. Historically, the first joint programme was introduced
for the period from January 2007 till June 2008 (DE, PT, and SI). The basic
framework of the 18months programme is embodied in the Council Decision
20067/683/EC, which states (Art. 2, Prg. 4) 1 . The priorities of the three
presidencies differ. However, they are very close. The Czech Presidency
underlined the priorities as follow: Economy (Lisbon competitiveness agenda,
fixing financial crisis, and better regulation), Energy (Climate – finding balance
between environment, competitiveness and security, diversification (Southern
Corridor, Nabucco, transcaspian summit with suppliers and transit countries) and
External Relations (trans-atlantic, Eastern Partnership). 2 Similarly, French
Presidency focuses on Growth and employment (Lisbon Agenda, focus on
strengthening growth, competition and employment policy), Europe's role in the
world (relationships with Russia, the Balkan countries and Africa, as well as the
Mediterranean countries,
“genuine Mediterranean Union”), the future
Europe (environment, stimulating research and innovation and supporting small
businesses by developing a risk-capital system, as well as the development of the
European Institute of Technology and the Galileo) and protection of citizens and
immigration (the fight against crime and immigration, matter for the southern EU
countries) 3 . Last but not least – are the Swedish Presidency priorities: Climate
change (The Kyoto Protocol contains undertakings on emission reductions up until
2012. Decisions on new undertakings for the 2012–2020 period are to be adopted
at the UN climate meeting in Copenhagen in December 2009), eco-efficient
economy, biodiversity and marine environment (strategy for the Baltic Sea) 4.
1

“Every 18 months, the three Presidencies due to hold office shall prepare, in close cooperation with the
Commission, and after appropriate consultations, a draft programme of Council activities for that period.
The three Presidencies shall jointly submit the draft programme no later than one month before the
relevant period, with a view to its endorsement by the General Affairs and External Relations Council,
Convened in a meeting as referred to in paragraph 2(a) (1). “1
2

Work Programme of the Presidency, pp. vi - viii
Programme French Presidency of the Council of the European Union Work Programme pp. 5-9
4
Work Programme of the Swedish Presidency of the EU, pp. 2-3
3
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As pointed out, the three presidencies have much in common. Particularly, it
covers following areas: Economy, Energy, Climate, External Relations –
Enlargement and Institutional Questions.

The Negotiation on the 18months Programme
The priorities of the three President countries, however similar, differ in its
conceptions. Therefore, the drafting of the united 18months 5 programme was
attended by difficult negotiation. Under the circumstances of the global financial
crisis, economy became top on the agenda.
The opinions on economic issues differ among the “Troika”. While France and
Sweden tend to more social model and welfare stat the Czech Republic is a
supporter of liberalism, spending cuts and minimalist power of regulation
authorities disposal of transitive periods in the labor market and services
liberalization.6
France, on the other hand, prefers more active economic policy of the European
Central Bank. It focuses on the R&D support and regulatory environment
improving. Sweden, as well as the Czech Republic focuses on reducing of
administrative burdens and active employment policy. Sweden enriches the
agenda with eco-proportion. The different points of views were discussed
profoundly when drawing up the 18months programme. Nevertheless, the gap
became more obvious when the global financial crisis erupted.
When analyzing the text, the three countries trail is obvious. France succeeded
pushing the Common Agricultural Policy (CAP), however, Sweden and the
Czech Republic have denied to accept the formulation “securing agricultural
production” drafted by French counter partners. The final formulation is as follow:
“The common agricultural policy has always been one of the important areas of
the European construction. Agriculture remains a vital activity..”7

5

18-month programme of the Council, pp. 5-9

6

Sucess of the CZ PRES in the field of Economy/Competetivness
implementation of the European Recovery Plan (within the 3 months more then
400 billions EUR pumped into the economy)
anti protectionism battle won, perserving the inner market rules, at the financial
summit (March 1) confirmed the single position of the EU
compromise on the 5 billion package (infrastructure project in the energetic area,
Internet and CAP)

7

Trio předsednictví a 18měsíční program, MPO, 01/09/2008
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As well as in the scope of financial perspective were the three countries forced to
look for compromise – while Swedish aspiration was relatively ambitious, France
tried to relativise the outcome of the 2005 December council in order to push
more financial aid. An other disputable point became the Internal Market and
reciprocal benefits. The formulation “the Union will promote free trade and
openness, based on reciprocal benefits, as a means of
fostering economic growth, employment and development”8 indicates the
influence of the “non-liberal” point view (“reciprocal benefits”) and more liberal
(“free trade”).
Similar lines are to analyze in the other defined areas of the priorities such as
External Relationships and Enlargement. While the Czech Republic and Sweden
belong to the supporters of next enlargement, Franc is more skeptical using the
argument of “lack of absorption capacity”. France support, as well as the other
members of the trio, the Croatian entry. However it underlines the importance of
quality and denies the “speed up of the process”. The opinions differ about
Turkey – while the Czech Republic supports Turkey’s entry, France has the
opposite view. As Mr. Sarkozy pointed out when kicking off the French EU
elections campaign, Turkey "is not intended to become an EU member"9,
France prefers an association with Turkey to the full membership – nevertheless,
it will not disturb the opening of that chapter which is directly connected to the
accession.10
In the document the trio commit that “it will actively work to implement the EU's
enlargement strategy and take forward the accession negotiations with Croatia
and Turkey in line with the relevant Council conclusions. These negotiations are
an open-ended process, the outcome of which cannot be guaranteed beforehand11.
The different interests are especially obvious in the sense of neighborhood policy.
While France concentrates on the Union for Mediterranean12, the Czech Republic
and Sweden concentrate on the Eastern Partnership, prospectively non-conflict
Baltic Sea Strategy in Sweden. Very different opinions dominate especially to the

8

Trio předsednictví a 18měsíční program, MPO, 01/09/2008
Euractiv.com, Sarkozy kicks off French EU elections campaign
10
For technical reasons during the CZ PRES not even one chapter was opened
11
18-month programme of the Council, p. 12
12
development of the Euromediterranean Partnership, also known as the Barcelona
Process. The union should be established on 4 pillars – Environment and
Sustainable Develpoment, Intercultural Dialogue, Economic and Social
Developlment and Establishing of Mediterranean Safety Space. EU should be the
full member of the Union, especially through the EC.
9
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doublet Union for Mediterranean 13 v. Eastern Partnership. The Mediterranean
Union was not supported by the Czech politicians. As Prime Minister Topolánek
claimed at the press conference hold November 15, 2007: “The Union for
Mediterranean is a project not supported by number of the Mediterranean
countries – in this sense it is only French idea. Many countries, including Spain,
think that the Barcelona Process is sufficient enough.” Consequently Mr.
Topolánek demonstrated his attitude when not taking part on the first conference
in June 2008. The Czech Republic was represented by Deputy Prime Minister for
the European Affairs Mr. Alexandr Vondra. Reciprocally, President Sarkozy did
not attend the initiating summit of the Eastern Partnership initiative held May 7th
in Prague. France was represented by Prime Minister François Fillon and
Minister for Foreign Affairs Bernard Kouchner. Despite of tough discussion and
very discrepant position, both initiative became part of the 18months Programme:
“The Union's European Neighborhood Policy (ENP) will be further enhanced in
its eastern and southern dimensions as an efficient tool to sustain the political
and socio-economic reforms undertaken by the countries neighboring the
European Union in order to promote security, stability and prosperity”.

The handover France – Czech Republic
At the beginning of the French Presidency was the global economy hit by the
French Presidency became one of the most important issues on the agenda, and
later as well as one of the main source of the tension between the French and the
Czech Presidencies.
The global crisis spread out in the autumn 2008 when the Lehman’s Brother
company fell down into serious troubles. This crisis spread out in several months
across the ocean and hit Europe. The American administration reacted with a
bailout in volume exceeded 700 billions USD and in the very next moment came
the European Union with its own measures14.
In October the EU states agreed on a coordinated action aimed specifically on the
in the financial sector (inter-banking guarantees, state guarantees).
The European Recovery Plan was launched by the Commission. This covered in
time budget impulse as high as 200 billions EUR (1,5 % GDP). While France
presented the Recovery Package as one of the biggest success of its presidency,
which should practically heal the European economy, the Czech Government has

13

Press conference of the Prime Minister of the Czech Republic Mirek Topolánek
and Prime Ministry of Turkey Recep Tayyip Erdogan, hold 15/ 11/ 2007
14
7 Questions About the $700 Billion Bailout. 2008.” Time.
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never declared its real commitments – this implies that the CZ PRES understands
the package more like a political declaration as a real commitment.
First, on October 7th, the Ecofin decided to increase the minimum amount of
deposit guarantees up to 50,000 Euro. Only five days later, on 12 October a
summit of the euro-area countries was held in Paris to lay down a joint plan of
action for the members of the euro area and the European Central Bank to tackle
the current financial crisis. The Eurogroup representatives adopted a declaration on
a concerted plan of action in the euro-area countries. a resolution of 22 October on
the October European Council meeting, the European Parliament called for
measures to improve financial control. It repeated its call for legislative measures
to strengthen the regulatory and supervisory framework and crisis management in
the European Union, i.e. bank regulation and supervision, the role of credit rating
agencies, securitization, hedge funds, leverage, transparency obligations, windingup rules, clearing for over-the-counter markets and crisis prevention mechanisms15.
The meeting of Ecofin of October 12 th became an impulse to promote the
Eurogroup to next level – official institutions with real powers - the President of
the EU Nicolas Sarkozy started to consider to establish a “crisis” group built up
from the euro zone member states. This was not acceptable neither for the Czech
Republic nor for Sweden – both following presidencies would be practically
excluded from the decision making process at one of the most important issue of
the coming months. Mr. Sarkozy would notably empower the French position in
the EU. The gap between French and Czech Presidencicies has deepened.
The draft of the “economy government of the EU” was rejected – mainly cause of
the opponent position of the German Chancellor Angela Merkel who claimed the
financial crises a problem of the whole European union, not only Eurozone. She
stayed on this position four month later (February 2009) when Mr. Sarkozy tried to
initiate the extraordinary summit in London, though not France, but the Czech
Republic presided the European Union.
With the end of the French Presidency, Jean Pierre Jouyet 16, Secretary of State in
charge of European Affairs, stepped down, though he was a key contact between
French and Czech administration, which made the interaction more difficult. The
tensions between French and Czech Presidencies escaled in February, in the
“Protectionism Battle”. The dispute started Mr. Sarkozy´s Speech held in national
public TVs. On Thursday February 5, 2009, one week after more than a million
strikers took to the streets to protest, Mr. Sarkozy carried an interview
simultaneously on several television networks and in a major prime-time. He
defended his handling of the economic crisis while admitting that the French have
every right to be concerned. He promised more reform, more spending into the
15
16

General Report 2008
replaced by Bruno Le Maire
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social systems and refused the British way of beating the crisis – demand support.17
Moreover, he attacked the Czech Republic economy claiming that “'irresponsible
for cars for the French market to be produced in the Czech Republic.' 18 " This
comment was immediately criticized by Czech Prime Minister Mirek Topolánek
and started the “Protectionism Struggle”. As the situation became untenable, the
Czech Presidency started to consider calling an extraordinary summit. However,
the timing did not seem right, as an ordinary summit was scheduled on middle of
March. The French Presidency tried to call a special summit to London. Very
special role played Germany. Though the German Chancellor did agree with
organizing a summit, she insisted it must be initialized by Czech Presidency.
Therefore, Angela Merkel and Nicolas Sarkozy invoked the Czech Government
(Prime Minister Topolánek) and European Commission (José Manuel Barroso) and
appealed an organization of an extraordinary summit n an open letter - that finally
took place on March 1, 2009. In the meanwhile Mr. Sarkozy continued in
supporting of domestic car makers (with a financial aid of 6 billions Euro)19 which
evoked doubts even at Mrs. Merkel, who relooked her position and ranged herself
with the Czech Presidency. Therefore, the extraordinary summit became a
manifestation against Protectionism Fight. This became a key moment in the
French – Czech relationships, or more precisely, protectionist and liberal track in
the European Union during the Czech Presidency. The tension in the Union
shortly before summated exceed the limit of tolerance and Union was, cause of the
economical fractionalism, losing its credibility. The European media reflected the
situation in tens of analysis as i.e. Focus Online.
The internal crisis ended up in March at the extraordinary financial summit where
all the Member States unanimously forwent in a joint position enforced by the
Czech Presidency protectionism. This slowed down the French activism in the
European issues – nevertheless the question of Economy Recovery remained on
the top of the Presidency agenda. The topic of the financial market regulation, de
Larosière´s Report on European Financial Regulation and Supervision20 topped
the agenda of the summit in June.

The role of Sweden
As pointed above, Sweden is not member of Eurogroup, and compared to
Germany, France or Great Britain are its negotiations power limited. Although
17

Sarkozy's protectionism jeopardizes Lisbon treaty, says Topolanek. France 24
Czech Premier Topolanek criticizes Sarkozy TV interview, Europe News
19
ČTK.“Rozhádaná unie: Sarkozyho kritizuje už i Merkelová“. Týden.
18

20

Armitstead, L. (2009)
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the Economy is among the Swedish priorities, Sweden focuses more on
implementing eco-efficient economy and the main priority is linked to the climate
issues. However, Sweden overtakes the European union in the middle of the
financial crises and this topic can not be abandoned. The cooperation with the
Swedish partners works very well - minister designated Štefan Füle understands
the need to finalize the Czech Presidency successfully as a priority. Immediately
after he entered the office (May 11, 2009), he met with his counter partner Cecilia
Malström in Swedish Malmö. Economy was on the top of the agenda and both
politicians followed-up the meeting of the National Lisbon Coordinators held on
April 22nd in Prague 21 as well as follow-ups G20 left-overs, de Jacques de
Larosière´s report and the Job Summit.
The Swedish Presidency underlines especially the necessity to take use of this
situation and proclaims “green” investments. The top priority of the Swedish
Presidency is the conference in Copenhagen planned for December 2009. It is
expected that the other industrial countries will have the same ambitious
approach to the topic, which should replace the Kyoto agreement. Till now, the
progress was quiet little because of the negative attitude to the agenda (USA) or
lack of common position (EU).
With regards on the current financial crisis has the Swedish Presidency set an
other priority – Crisis management. Financial crisis can cause unexpected
challenges, inclusive social and political, in the different parts of the world.
According the Swedish Minister for European affairs Cecilie Malström is the
ability of the EU to solve the crisis situations limited. First, only when just one
sector is affected, second, the crisis management has been till now always
provided “ad hoc”. However, there is a lack of ability to count with expected
risks and predictable evolution. Therefore, there is a need for the EU for more
complex approach. One of the crucial measures is termination of differentiation
between “exterior” and “interior” threats. Nevertheless, for promoting the crisis
management to the next level, is in the Swedish opinion, the acceptance of the
Lisbon Treaty necessary.
When the development between France and the Czech Republic was affected by
the Protectionism Struggle, in the Czech-Swedish relationship the fall of the plunge
of the Czech Government on March 24th was the most important affair. The second
half of the Czech Presidency is remarked by uncertainties about the next
evolvement. Besides the economic package are on the top of the agenda the

21

meeting of National Lisbon Coordinators held April 22nd in Prague on the future
focus of the Strategy (to support growth and thus deliver more and better jobs)
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Institutional Questions22. The Czech Republic got all the support from the Swedish
site and conversely, the Czech Republic outlined the priority of finishing the
Presidency without postpone any agenda on Sweden. Though, the lack of
credibility of the Presidency was apparent from the absence of the ministerial
representants at the last two informal summit in Mariánské Lázně (Informal
Meeting of Ministers for Regional Development) and Litoměrice (Ministers for
Transport) As the media reported, (e.g. IDNES.cz on April 23, 2009) the informal
meting in Mariánské Lázně was attended by 7 ministers, at the other one in
Litoměřice ten of the EU ministers took part.

Conclusion
The cooperation of the current Troika in the European Union is remarked by
numerous factors. First, it is the different cultural, economical and political
background and orientation in the countries (social- regulatory France, liberal
Czech Republic, social-ecological Sweden). These conditions influence the form of
the Trio even before it started its task in the European union. Under the condition
of the global financial crisis the agenda of Economy and accompanying areas
(Competitiveness, Regulation, and Protectionism) became most visible.
The position of the countries differs as well in the area of International
Relationship. This is loudly apparent among others in the Enlargement attitudes or
the Neighborhood Policy. Though very different points of view, the trio was able
to set up the united and coherent 18months programme which takes into account
the diversity within the countries. (CAP v. free trade).
As the run of the Trio exposed, the countries cooperated on the chosen priorities.
Especially apparent was the support of the Czech Presidency after the plunge of the
Czech Government, when the Swedish site declared its confidence in the ability of
the Czech Republic to finish its commitments.
On the political level was the situation more complicated regarding France,
especially in the first half of the Czech Presidency. The relationship was remarked
by protectionism battle between France and the European Union represented by the
Czech Republic. An other dimension put the European media (mostly French)
which impeached the ability of the “small” Czech Republic to preside the
European Union. These movements were supported by the precedent President of
the European Union, Mr. Nicolas Sarkozy, who attempted to establish a formal
economic European government, which would exclude both of the consequent
countries and practically make France possible to preside the Union till 2010.
22

European Parliament Elections (June 5 – 7th), appointment of the new European
Commission President (EU Council in June), appointment of the new Commission,
finalizing of the Lisbon Treaty ratification process
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These political ambitions stayed dissatisfied, mainly thanks to the attitude of
Germany, which supported the Czech Presidency and thereby the unity of the EU.
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Transformations of general approach to international
relations: new challenges and new values
SOFIYA R. FEDYNA

The objective of this article is to outline the main directions of transformations in
general approaches to international relations, then to define the main challenges
that emerge nowadays and to show the alternative new values that could become a
framework for new system outbreak, and to suggest several hypothesis of future
activity.
Nowadays, the world is divided to the scale it has never been before: high
inequality in access to the education, food, self-realization, enormous disproportion
between rich and poor, partition to North and South, East and West, democratic –
non-democratic countries, etc. All these factors are determinative in shaping the
new conflicting as well as cooperative relations. That depends only on the way
they will be used by politicians.
Modern international relations pose new and different challenges to the world
politics in general and to every country separately. The system of international
relations we have now is full of tensions, weapon threats, energy wars, plenty of
local conflicts that could be easily transformed into global ones. To add, the global
interdependence, high speed of information spread that could provoke conflicts all
over the world and new evoking global problems that separate country is not able
to avoid.
In order to analyze international situation, to find the ways for the resolution of the
burning problems and to understand the transformation process I would like to
pose several questions that are to be answered:

1. What system of international relations we have now?
It was clear that the 19th century was the time for balance of power strategy. After
the World War II, there appeared the ―Cold war‖ system. What system we
achieved after the end of Cold war is not clear enough, but one of the possibilities
to name it a ―Post Cold war‖ system.
As states Edward Morse, modern foreign policies, the values that go into them, and
the international system itself are very different from those assumed when the
Peace of Westphalia shaped the world. But there is no new consensus: practice lags
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behind perception, and paradoxes imperil prediction. The resulting instability is a
force for change, but what it will lead to remains a puzzle.1 The modern world is
full of disproportions, challenges and variety problems that on the one hand reflect
all deviances that were present on different stages of development of world society
but on the other hand there are being created new features of international system
and international relations in general.
The modern system could be characterized as multidimensional, nonhomogeneous, unstable, generating conflicts and disputes, but at the same time
providing a plenty of possibilities for cooperation and opportunities to gain profits
from it.

2. How it is being transformed if it is being transformed?
I would consider that the modern system is being transformed, as it is in a
permanent transition process. The system of international relations is being
transformed with every change of global players and correlation of influences, with
changes of economic situation.
Transformation is also reflected in a countries development level: some countries
have already reached the highest level of informational society development, some
represent agricultural and industrial societies, but actually none stops in its
transformations. This sphere is very vulnerable to conflicts arising, and it should be
taken into account while making political decisions.

3. Who are the main actors in modern international system?
There are several approaches to perceive modern international system: one names
it the system of one superpower that means the USA. But actually in this approach
there are neglected the other actors of international arena that play very important
role in international processes: the EU, China, India, Arabic countries… the other
tell us about internationalization of the system and the main roles within it play not
the countries but transnational corporations and suprastate actors.
According to different approaches, we can outline the following categories of main
actors:
- One player system - the USA and the rest of the world (but this approach
seems to be out-of-date; it was the system of the beginning of 1990s.);
- the system of G8 (Canada, France, Germany, Italy, Japan, Russia, the United
Kingdom, and the United States; in addition, the European Union 2);
- the system of G20 (he G-20 is made up of the finance ministers and central
bank governors of 19 countries: Argentina, Australia, Brazil, Canada, China,
France, Germany, India, Indonesia, Italy, Japan, Mexico, Russia, Saudi
Arabia, South Africa, South Korea, Turkey, United Kingdom, United States
of America, The European Union, who is represented by the rotating Council
presidency and the European Central Bank, is the 20th member of the G-20);
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On the other hand, we can say about the process of change of the main actors on
international arena. As we can notice the former superpowers (USA, Russia) they
loose their dominating points as the new players such as China, India, Brazil, etc.,
appear at the international arena. We should not forget the non-state actors like
EU, UN, ASEAN, MERCOSUR that represent interests of the whole regions and
their position is becoming more important than the thoughts and needs of separate
states.

4. Who can be named as new actors of international
relations?
The mentioned above Peace of Westphalia has proclaimed the states to be the
main actors in international relations and to be those, who define the
developments in international sphere. The sovereignty of the states was the main
principle to conduct the foreign policy and the international law had created
clearly defined principles of co-existence. Nowadays the sovereignty of states is
being questioned, taking into account active integration processes when the
countries give up the part of their sovereignty for creation of the common security
system. Therefore, any kind of international security or defence system may
become more effective player on international arena than a separate country.
Furthermore, there are being formed new structures that may take the leadership in
shaping international politics – that are transnational corporations(some of them
posses bigger financial capital than some countries, therefore they use it to shape
politics in a suitable for them way ), different organizations and associations,
among them organized crime and terrorist groups, that gain more and more power
to influence international system.

The new system requires new approaches, mechanisms and measures of
conducting international relations. Therefore, we should pose a further set of
questions the answers to which will outline the further way of research.

1. What should be the main instruments of international
relations: power or diplomacy, economic factors or
mutual respect and understanding;
Formerly, one of the main statements to depict international relations was that the
rulers are ―Soldiers and Diplomats‖; as for now ―Tourists and Terrorists‖ is more
often used.
This example refers to the change of the priorities as well as values of the modern
world. The time when all the problems were to be resolved with the help of
Soldiers and Diplomats have passed, as war and violence are not regarded as main
mechanisms of international politics and influence, and the expansion of the
territory has remained the objective of very few countries.. The world had changed
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to the extent that the new values and priorities emerged, and economic, political,
informational and even cultural influence is nowadays of more importance.
Tourism is considered as one of the most profitable businesses with great potential
to be developed. It is a phenomenon that seems to have enormous influence on
vital activities of human beings and states, and for the moment has no measures of
counteraction.
Diplomacy continues to play leading role in international processes but I would
consider to active and diversified use of it in different spheres of co-existence. The
main problem of diplomatic measured is that they are often used after the conflict
situation started. Here we should underline the vital role of preventive diplomacy,
that could be actively used to avoid the outbreak of dispute or conflict.
Whether economic factors seem to be main in international politics?
Materialistic approach to the world perception had become merely ideology in the
modern world and primarily economic profit seems to determine the policy of the
countries. But the economic and financial crisis of 2008-2009 testifies that
economic factors are not the only one to direct foreign policy of the countries and
there is a great need for some other foundations for the international system to
operate effectively.

2. Do the existing mechanisms of regulation of international
relations seem to be effective?
On the one hand, as the world is not on the edge of global war – we can say that
the regulation process is going on effectively. On the other hand, some factors
show ineffectiveness of the regulation:
First, current financial and economic crisis. The world economy appeared to be too
dependent on the economy of one country – the USA. Within the system of global
interdependence, such a situation is inappropriate.
Second, international scale of problems outlined in Millennium Development
Goals. These problems take their origin first in economic sphere; primarily they are
grounded in inequality and disproportion of living standards.
Third, the so-called frozen conflicts are the conflicts that have long historical
background, and all the modern mechanisms appeared to be unable to find the
resolution way. Furthermore, these conflicts absorb new modern elements that
favour evolution of the conflict to the next, not less perilous state.

3. Who should be the watchdog for the implementation of
international law principles and adherence to
international agreements?
This thesis seems to be one of the most burning issues in international relations, as
the majority of the organizations that are to control the accomplishments or
compliance to agreements appear to be unable to provide this process. Very often,
there are no definite mechanisms and regulations; furthermore, there are no
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institutions to compel the states to adhere to the treaties or to inflict a penalty on
the definite countries. Consequently, some countries act on international arena
violating the international rules and agreements as they know that there will be
adequate reaction from international society.

4. What kind of international theory concept is up to day to
be used: realism, idealism, liberalism, postmodernist
theories, or should the humanity invent something else.
I would consider that none of the existing nowadays concepts of international
relations is good enough to make these relations more effective and more profitable
for all the players on international arena.
Realism tries to see the international relations without any veil and to find out the
real possibility of balance of power but it rejects peace as a value that could be
reached - at the same time people want to live peacefully; liberalism gives more
emphasis on economic freedom and that seems to be more applicable to the
modern situation, but at the same time not all the countries can adapt to the
following context and to gain profits; we can regard institutional approach to be
one of the most up-to-date but the level of bureaucracy prevents the organizations
to work effectively and to react rapidly on the challenges of modern world; revival
of Marxist approach in the modern world send us back to the Soviet times; global
governance or international society theories seem to be impossible in so divided
and so diversified world.

5. Is it possible to improve peace in international relations
and what new mechanisms of its implementation can we
found today;
The dichotomy of war and peace has always been the main problem of
international relations. Only in the mid 20th century, peace research started its
development as independent scientific branch, which was based on the belief that
peace is possible state of modern international relations; just some negative factors
should be eliminated.
Could peace be reached within this system?
Answering the question whether peace is achievable within the modern system of
international relations, we should underline that there are different approaches to
understanding peace and, therefore, different possibilities of its establishment.
The most common definition of peace is the absence of war. Further, we can say
that peace is the absence of open fire and the absence of violence. Could this type
of peace be reached – I think yes. It has been reached in many regions using
peacemaking, peacekeeping and peace enforcement operations. Nevertheless, the
problem of this kind of peace is that it is not secured from re-occurrence of war and
conflict. For the conflict not to be renewed, it is of high importance while resolving
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the conflict not to generate new reasons for conflict and misunderstanding. That
could be reached through the reconciliation and mediation procedures, through the
creation of basis for dialogue of all the possible parties to the conflict.
Norwegian scientist J.Galtung introduced its own approach to the understanding of
peace and its typification. To his point of view peace is a notion that on the one
hand includes the absence of direct violence, structural violence, sufferings caused
by economic and political structures and the absence of cultural violence. On the
other hand, it foresees the presence of positive dynamics of the process that could
be reached through presence of cooperation, mutual understanding, adherence to
human rights, respect to human dignity, etc. I.e., the absence of stated above
negative factors and situations creates negative peace.3 А presence of positive
factors creates positive peace. In its turn only the unity of positive and negative
peace could create full value phenomenon of peace we strive for.

The prospects for positive peace implementation in modern
international relations.
Peace making activities of states and international organizations in their majority
try to pose the state of peace even with violence measures, but the practice proved
them to be ineffective
The main aspect in conflict management or dispute resolution is to provide the
state or situation when the future conflict will be scarcely probable. Having
analyzed the historical context, we can conclude that the majority of the so-called
peaceful agreements were based on proclamation of the fault of that that lost the
war, and redistribution of the territories. In this situation there were created all the
necessary preconditions for the new war, new conflict in the future. The events of
the end of the World War I and the beginning of the World War II are the suitable
illustration of the situation described above.
The peace implementation prospects seem nowadays to be illusory unless several
steps to be put into effect.
Education improvement. Here we can outline two aspects: education for peace and
education about peace. Education about peace foresees shaping of the knowledge
about situations when peace was not infringed, when peaceful measure were
successfully used not to let the conflict or war to begin. Once again looking back at
out history, we can wee that we celebrate the victories in war, we honour those
who had won in the war, but we barely know those people who created peace.
Without that kind of knowledge, the majority of people assume that peace is
impossible and stop the process of it creation. Actually, history is full of events that
give us the possibility to assert that peace is possible to exist.
Education for peace reflects the other context of peace establishment. First, we
should realize that all the people and all the countries are very different. Almost
every has its own traditions, customs, mentality, style of living, and these
differences for many centuries were the main background for the
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misunderstandings and conflicts. As it was stated above, the world space narrows
and we all start to be more dependent on the processes that take place even on the
other end of the world. So, at least to provide co-existence without open violence
and war we have to search for the common ground of mutual understanding. What
can become this common ground? First of all realization that differences are not
necessarily to be the reasons for war. Secondly, education for peace should teach
the people more tolerance, responsibility for their actions, and to make the people
understand, that all of them were born equal regardless of skin colour, religion,
place of living, language and traditions.
All these factors are to build the ground for mutual understanding and dialogue.
That would be the beginning of positive peace establishment.
Religions‘ dialogue. There exists a point of view that the considerable part of
conflicts arises from religious background. Nevertheless, if to analyze the sacred
texts of main world religions we may see that all of them condemn war and those
who start the war, and glorify those who work for peace. Thus, the main
misunderstandings and confrontations are caused by the manipulations and
provocations with an objective to reach personal interests or to gain influence. To
resolve conflicts that had raised on the basis of religions difference we have to start
from the mutual understanding and dialogue, and what furthermore to realize that
all the people are different, they have their right to be different but there are
general values that can united the humanity.
One of the consequences of transformation process is that new interests and new
values appear and they can change the approach to the way of performing of their
policy. The great role in this process is played by the culture.
Cultural issues are often neglected in international sphere, as people pose a
question of what use can it be? On the one hand, for a long time cultural factor has
been more conflicting issue, especially through the propagation of the definite
culture as the only applicable one. However, with the development of humanity the
modern role of the culture has been expanded to broader scale, as several factors
superposed on it:
- Creation of institutional basis in the culture sphere;
- Political admission of culture to international relations;
- Development of mass communication that creates international environment
for the definite values;
- Development of inter-human contacts;
- Transcend of culture definition out of just artistic culture;
- Recognition of more freedom for societies in a sphere of cultural choice;
- Culture itself gives us the possibility to understand the representative of the
other culture (country, civilization) and to get a chance to reach mutual
understanding4
The scientists in their recent researches more often consider culture as a
global dominating idea that is able either to deepen the division of the world or to
provide a new quality of its unity. There could be created another project that may
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be contrasting to the collision of cultures and civilizations: the dialogue of cultures
that can provide the movement towards unity on global, personal and local levels. 5
The culture of peace embodies many different aspects. Among them, to
my point of view, it is worth to outline the following:
The culture itself can facilitate the overcoming of the most negative
heritage of 20th century – distrust, hatred and bereavement of value
orientation points, what was the result of hegemonic struggle among the
nations. The achievement of peace should be based on overcoming of
prejudice, hostility and intolerant attitude to the definite countries. As it is
stated in UNESCO constitution, ―so far as wars take their origin in the
thoughts of people, then consciousness if people should become a
framework for search for measures to secure peace‖. 6
Culture is a factor that provides the transition to common co-existence to
cooperation and joint creation of all the countries in order to establish
universal peace, as a peace is a movement towards global and universal
civilization, the unity of which is rooted in diversity, in comparison and
reconciliation of differences.7
Dialogue should become the starting point in the endeavour to create new
civilization.8
The world needs the new culture, the common system of values and new
patterns of behaviour for individuals, groups and nations, as without them it would
be impossible to resolve the main questions of international peace and security.9
The next issue to play significant role in a transformation of approach to the
international relations is environment. This sphere requires more attention from
politicians as it can drastically change the vector of international activity, and
already nowadays determines the frameworks for cooperation as well as for slight
confrontation.
Among the environmental issues, we can determine several of high importance to
the relations among the countries: these are:
Climate change – global warming, sea level rise, greenhouse gas; nuclear issues —
nuclear fallout, nuclear meltdown, nuclear power, radioactive waste; resource
depletion — exploitation of natural resources, etc. these problems pose a threat not
only for separate country but for the humanity in general and only joint endeavour
of all the countries or at least of majority of them will give the possibility to find
the resolution for them.
Though some politicians and researches reject the context of such processes as
global interdependence, influence of culture on international relations,
environmental issues, we need to outline their influence on the system that is being
transformed and to find out the consequences of such kind of influence; On the one
hand these issue are causing problems for every definite country and for all the
world community in general but on the other they could become the platform for
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joint cooperation. That is one of the chances to transcend the borders of
Hobbesian type confrontation system and to create a new on based at least on
cooperation.

What factors influence the shaping of the new approach to the
international relations nowadays?
Here we can outline several different aspects of the development of situation:
• The influence of international financial and economic crisis to the redistribution
of spheres of influence in the world and possibility of new actors to come to
international arena;
One of the most developed, secured and rich countries – the USA – had become
the starting point of the world economic and financial crisis. The countries that
have preserved the most remunerative position were the new rapidly developing
countries, first of all China. Though China has also suffered a lot from crisis
manifestations, it has the strongest ability to recover to such an extent that some
other countries hope that China will help them to recover too. Can the USA and the
EU still be named as superpowers?
As to return to the international financial and economic crisis, many scientists
claim that it has become the crisis of materialistic world, where the money and
welfare have become the starting point for all the beginnings. As trying to get
better living conditions and to welfare people forgot that it is impossible to live in a
fully materialistic world. Some scientists consider that current economic crisis is
much deeper and more diverse that the one of 1930 th. It requires the change of
world system that will last for many years.
• Development of new technologies and as a result of new sources of energy may
change the proportion and the amount of gas and oil supplies and as a result of the
position of the countries that posses that natural sources;
One of the most burning issues in modern politics is energy: energy sources,
owners, suppliers, consumers, new energy sources. For today regardless of new
inventions, countries in their vast majority are dependent on gas and oil.
Due to the last statistics from the moment of the last gas conflict between Ukraine
and Russia, Russia had survived the 15 % decrease in gas supplies to the Europe,
loosing the huge part of income, as the European countries are trying hard to
diversify the sources of energy and to get gas supplies from other countries than
Russia.
In this context I would like to make a mention of three big international projects
that could also influence the modern international relations, especially in Europe –
that is the construction of alternative gas pipelines: Nord Stream (Nord Stream is a
gas pipeline to link Russia and the European Union via the Baltic Sea. It will carry
natural gas to supply both businesses and households. ); South Stream (Russian205
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Italian joint project to transport Russian natural gas to the Black Sea to Bulgaria
and further to Italy and Austria) – two gas pipelines that are to avoid gas transit
through Ukrainian territory and to diversify the gas supplies to Europe, and the socalled White stream - (also known as the Georgia-Ukraine-EU gas pipeline) pipeline project to transport natural gas from the Caspian region to Romania and
Ukraine with further supplies to Central Europe.
I have mentioned these projects as they provoke confrontation of the interests of
the countries, they pose ecological threat and they do not resolve the problem for
the future when in some 50 years there will be no more gas deposits.
The way out of the following situation is to pay more attention to the elaboration of
alternative sources of energy but some groups are afraid that these new sources of
energy will redistribute the spheres of influence. That creates paradox situations
when for example Ukraine has elaborated many alternative possibilities to have
cheap energy sources but it continues to buy expensive gas from Russia.
• Modern world runs the risk of not global but local conflicts that are able much
easier to be transformed into hot war;
To explain my statement I would like to start from the concepts of hot and cold
peace and hot and cold war.
Hot peace involves active joint endeavours to create bridges between past and
future rivals. This foresees the search for common ground for resolution of
humanity problems. These new challenges can embody the infringement of human
rights, air and water pollution, reduction of energy sources, destruction of ozone
layer, hunger, poverty and illiteracy. Hot peace contributes to and respectively is
determined by global interdependence, human rights, democratization processes
and contraction of state sovereignty. Cold peace reflects neutral perception of
possible future enemies. Only slight hostility is present but at the same time, there
is a lack of mutually beneficial relations, directed at the development of trust,
interdependence and cooperation. This situation might be represented my
nationalism and isolationism at the same time. The main objective is absent, as
there is no specified enemy. 10
Dialectical pair to hot and cold peace are to be hot and cold war. In a hot war, that
is usually named just simply War, there is present a state of mutual hostility and
active physical intrusion through all the possible forms: artillery, missiles,
warheads, bombs, mortars, etc. The main objective is to destroy the live forces of
the enemy or his surrender. The result is a presence of winner and defeated. In a
cold war there is present a state of mutual hostility but without active attraction of
military forces. Intimidation and means of suppression are the only possibilities to
prevent hot war.
This condition is characterized by active propaganda,
preparations to the war, arms race – at the expense of citizens. The main objective
is to reach a state when none of the parties will be able to initiate aggression –
nuclear or conventional – taking into consideration extreme power of response
attack.
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The situation in the modern international relations we can perceive as both a cold
war and cold peace depending on the definite region. That is to testify that there are
no clearly seen the threats and potentially the conflict is able to appear everywhere.
There are enough frozen conflicts, dispute territories, unresolved historical disputes
- Just to name a few - South/North Ossetia, Kosovo, African continent as a
permanent source of variety of local conflicts, Afghanistan, Iraq, Pakistan…etc. –
that, depending on what countries will support definite party to the conflict, have
the potential to grow from local to international level.
• The role and effectiveness of Weapons of Mass Destruction (WMD) in so
interdependent world; the number of the countries that possess nuclear weapon
may increase, as it becomes a question of your status;
As it is stated in the declaration of WMD Commission, existing arsenals,
proliferation of nuclear weapons and non-state actors using terrorist methods and
aspiring to acquire weapons of mass destruction are seen as the principal hazards
and threats.11 On the other hand, the countries keep providing themselves with
weapons, as it is stated for the defence reasons. Such a position was followed by
the concept of nuclear peace:
The countries that posses nuclear weapons should become those who will
guarantee the non-use of the other conventional weapons by the other countries.
Actually, here arises a question: who will guarantee that these countries will not
use any kind of weapons themselves; and what to do with the aspiration for gaining
any kind of nuclear weapons by the rest of the countries. Furthermore, can this
kind of so-called peace be effective – the use of nuclear weapon means the
ruination for the entire world, so is it remunerative to use it.
As though in the declaration adopted by the Weapons of Mass Destruction
Commission Washington DC on 30 April 2009 it is stated that ―… all big powers
see greater virtue in cooperation rather than confrontation in advancing their
national interests‖ and for that there is a need to ―translate the new momentum for
arms control; and disarmament into political reality.‖ There is only a need to get an
answer for the question if the cooperation is more applicable for the policy of big
powers then what strategy is more remunerative for ―not big powers‖ or for the
countries that are eager to gain some influence in international politics.
• Implementation of the new rules of international ―game‖: what should be the
framework for it, which has to impose them, who will take care of their
implementation or at least adherence to them?
This problems seems to be even deeper than we can perceive at the first glance: the
system of international agreements and so called guarantees has always lacked the
definite mechanisms that would be able to make all the parties to the agreement to
adhere to it and to impose some sanctions for those who violate the provisions of
the agreements. Therefore, even the best and the most necessary treaties were not
able to provide the stability environment in relations among the countries.
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Consequently, with the transformation of approach to conducting of international
relations the problems of rules, control and guarantees has been raised once again
and it is now one of the most burning issues for international politics.
After the World War II there was an attempt to ensure the environment of peace
and stability in the world through the activity of universal organization – United
Nation‘s Organization. Nevertheless, at the beginning of XXI century it appeared
to be completely ineffective to respond rapidly to the challenges of the modern
world. The main UN problems are:
UN proved to be ineffective to resolve main international problems –
responses post factum for new challenges.
Security council reform, necessity of it transformation as the new countries
entered main international arena,
More and more countries see UN as an obstacle for effective resolution of
the international problems.
The other international organizations have no such a universal character; therefore,
they can only promote problem resolution in their definite sphere. The suggested
way out is a reform of the UN to make it more effective.

Conclusions:
The new time requires new approach, but to name any definite one would
be too controversial:
New powerful actors of international relations are the old ones, but those
who acted ‗undercover‘: transnational corporations, terrorist structures,
civil organization of world-scale, etc.
The usual methods/ mechanisms of regulation of international relations
and peace improvement in their majority seemed to be ineffective –
therefore there is a need for alternative ones
The theory of international relations now is also unable to explain what is
going on in the world politics, so there appear attempts to adjust old
theories to the new reality.
The world economic crisis has showed that the system of international
relations, system of cooperation needs a new impulse to start to work
correctly.

Hypothesis
The implementation of positive peace concept to all the spheres of international
relations may ease the communication among its actors, as people will get involved
into the process of dialogue that would be more profitable and rivalry.
To the contradistinction of rich-poor, North-South, democratic – non-democratic,
etc. should be applied the ―quality and value‖ approach (what you are doing for the
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common good of your country to be achieved and how these actions correlate
with international system and international politics.);
The world should change its approach to conducting international relations, as
there is a threat of global catastrophe. However, there are no clear suggestions
what should be done…
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Terrorism and Nuclear, Chemical and Biological
Weapons as a Global Threat
ADAM FIREŠ

Abstract:
The aim of this study is to assess the threat of terrorism with use of nuclear,
radiological, chemical and biological weapons. This study analyzes the
possibilities of the WMD use, the weapon types and their attractiveness for
terrorist use. The first part deals with the threat of nuclear weapons, their
characteristics and possibilities of their acquisition by terrorist groups. The threat
of electromagnetic pulse generated by a nuclear explosion, as well as the
possibility of radiological attack with conventional explosive and radioactive
material is also analyzed. In the next part, chemical weapons and possible types of
chemical attacks are described, including release of chemical warfare agents and
sabotage of a chemical plant. Finally, the threat of biological weapons and
bioterrorism is assessed, with the main attributes of biological agents as a terrorist
weapon.

Keywords:
weapons of mass destruction, nuclear weapons, fission material, electromagnetic
pulse, radiological weapons, chemical weapons, biological weapons, terrorism,

Introduction:
The possibility of terrorist attacks using nuclear, radiological, chemical or
biological weapons is a continuing threat in the 21st century world, being a
favorable option for terrorists to cause a higher number of casualties. In the entire
world, the possibility of terrorist use of the weapons of mass destruction (WMD)
poses a growing threat from several reasons: the broader proliferation and diffusion
of the related technology, dual use of many technologies both in civil and in
military industry, loose control of technology and stockpiles in many countries,
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and wide availability of information related to construction and possible use of
WMD.

Terrorist motivation for use of WMD
The attractiveness of WMD for terrorist groups is potentially high, but there are
also factors that discourage many terrorists from using it. Most of terrorist groups
have political goals or ethnic, nationalist, ideological or traditional associations.
These groups want to gain politically and ideologically from attacks, as well as
gain enough attention without diminishing their base of support. However, terrorist
fanaticism and erosion of traditional values is growing, and the consequences may
no more pose a problem for determined terrorist groups or individuals. It is even
not necessary to use WMD, as the World Trade Center attacks demonstrated. The
9/11 attack caused almost 3000 casualties, and the conventional bomb attack in
Oklahoma City killed 168 people and injured 450 more, with use of a truck with a
bomb consisting of agricultural fertilizer (ammonium nitrate) and motor-racing
fuel. As can be seen from this example, an individual with enough skills can be
more dangerous than a numerous terrorist group. As can be seen, the highest
probability use of WMD or highly sophisticated conventional terrorist attack can
be connected with groups or individuals with apocalyptic vision, charismatic
leadership, high ideological motivation, sense of paranoia or grandiosity and
preemptive aggression.1 The terrorist leaders can also be obsessed with particular
types of weapons – for example, Shoko Asahara, the leader of Japanese Aum
Shinrikyo group (in English “Supreme Truth”) had a special interest in nuclear,
chemical and biological weapons as ideal means of destruction of the Japanese
government followed by creation of a future world in which Asahara and his
followers would rule.2

1

Bowman, S. 2002. CRS Report for Congress – Weapons of Mass Destruction:
The Terrorist Threat. U.S. Department of State.
http://fpc.state.gov/documents/organization/9184.pdf
More studies in this field available from the Monterey Institute of International
Studies, http://www.miis.edu/
2
Parachini, J. 2003. Putting WMD Terrorism into Perspective. The Washington
Quarterly, Autumn 2003,
http://www.twq.com/03autumn/docs/03autumn_parachini.pdf
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Types of weapons of mass destruction, their characteristics and use
The meaning of the term “weapons of mass destruction“ covers nuclear, chemical
and biological weapons, with addition of radiological weapons.3 After the World
Trade Center attacks, the term WMD is sometimes also used for all weapons or
means capable of causing mass casualties, but the primary aim of this study is the
threat posed by nuclear, radiological, chemical and biological weapons.

Nuclear weapons
A nuclear weapon is a device with high explosive energy, which is usually stated
in kilotons or megatons of TNT – a commonly used industrial explosive. The basis
of the TNT equivalence is that the explosion of 1 ton of TNT is assumed to release
109 calories of energy. The released energy is derived from a fission process, or a
combination of fission and fusion processes. Explosion of a nuclear weapon causes
catastrophic damage due to a combination of all effects - high temperature,
radiation, electromagnetic pulse, shockwave and persistent residual radiation.
Basically, the simple nuclear fission weapons, as those used against Hiroshima and
Nagasaki, are not highly difficult to make from the technical point of view, but the
key condition for any construction of a nuclear weapon is the possession of a
sufficient quantity of plutonium or weapon-grade enriched uranium.
Nuclear fission weapons produce the energy by splitting the nucleus of an atom –
usually plutonium or enriched uranium. Each nucleus releases energy and
additional neutrons that initiate a chain reaction. In a nuclear reactor, the chain
reaction is controlled and limited, while in nuclear weapons the released energy is
uncontrolled, and takes place in a very short time (in tenths of a microsecond). The
key part of any nuclear weapon is the central core of fissile material. To create a
chain reaction, the core of nuclear material must be formed into a critical mass enough fissionable material divided into two ore more parts is directed in a
sufficiently small area to create the critical mass and enable a fissions chain
reaction to take place (when more neutrons are released than are absorbed). The
amount of material required to produce the critical mass differs according to the
isotopic composition of the material being used (for example, the mass is different

3

Radiological weapons or radiological dispersion devices (RDDs) are weapons
designed to spread radioactive material. There can be more types of RDDs, but
they are usually designed to use conventional explosives to disperse radioactive
material. A radiological weapon is also known as dirty bomb, and can become an
effective terrorist weapon to create panic in any densely populated area.
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for different purity levels of U–235 and Pu–239), a pure form of U–235 will have a
smaller critical mass than that of a less pure form.
The International Atomic Energy Agency (IAEA) publishes figures on the
quantities of nuclear material required to produce a nuclear weapon. The
“significant quantities” that IAEA specifies are 25 kilograms of highly enriched
uranium and 8 kilograms of plutonium, but the exact required quantities depend on
the weapon design and other conditions. According to the U.S. Department of
Energy and the U.S. National Academy of Sciences reports, only 4 kilograms of
plutonium are enough quantity for a basic nuclear weapon.
All nuclear weapon designs are based on the principle of a fission chain reaction
caused by the creation of a critical mass of fissile material. This can be created in
one of two ways: by shooting one subcritical mass into another subcritical mass (a
gun design nuclear weapon) or by design based on a subcritical sphere of fissile
material which is directed to be compressed uniformly into a critical mass (an
implosion weapon type). The basic gun design is the most unsophisticated of all
nuclear weapon designs. When one uranium part is shot into the second shaped
uranium part, the rapid combining of the two parts creates a critical mass, leading
to a chain reaction and a nuclear explosion. The nuclear bomb dropped on
Hiroshima on August 6, 1945, was this gun-type weapon and was used without
being tested before, as this design was expected to function without any major
problem.
The more sophisticated implosion weapon design is based on compressing a
subcritical sphere of nuclear material uniformly into a sphere sufficiently small to
create a critical mass, leading to immediate chain reaction. The first nuclear
explosion ever, known as the Trinity test, on July 16, 1945 at Alamogordo in New
Mexico, was the implosion-design weapon, as well as the second nuclear bomb
dropped on Japan on August 9, 1945 in Nagasaki. This weapon design is more
complicated but makes possible construction of more compact weapons, such as
those used in missile warheads.
The relatively uncomplicated design and construction of the gun-design weapons
makes them the easiest option for terrorist use. However, it can only use uranium
as a fissile material. Plutonium in a gun design will begin producing too many
neutrons as the two parts approach each other, preventing the formation of a
critical mass for a full chain reaction and resulting in only a small amount of
energy being released. Therefore, with only uranium being possible to be used in
the simple gun design, production and proliferation of enriched uranium is one of
the key security issues in the world.
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In the more sophisticated implosion design, both uranium and plutonium can be
used, and more additional design elements in a nuclear weapon can also change the
amount of material needed to achieve a critical mass. A significant improvement
can be a neutron reflector added around the subcritical parts in the weapon. In this
case, escaping neutrons are reflected back into the mass of nuclear material, which
is a common design used to reduce the amount of material needed to create the
chain reaction. There are even more sophisticated designs, based on addition of
other elements, such as tritium, resulting in even higher energy release rate.

Thermonuclear (fusion) weapons
The more sophisticated thermonuclear weapons (sometimes referred to as
hydrogen bombs), use the nuclear fission as a catalyst to create the extremely high
temperatures necessary for a fusion reaction of light isotopes of hydrogen (usually
deuterium and tritium). The thermonuclear reaction releases even higher energy
and causes much more devastating effects than the fission reaction. While the first
fission nuclear explosions had the energy output with destructive power of
approximately 15 kilotons of TNT (15 000 tons), the experimental Soviet
thermonuclear explosion of so called “Tsar Bomb“ resulted in more than 50
megatons (50 million tons of TNT) explosion, with a maximum theoretical power
of 100 megatons.4

Main threats
In nuclear security, the International Atomic Energy Agency has identified
following potential malicious acts:
a stolen nuclear weapon;
an improvised nuclear explosive device made from stolen nuclear material
a radiological dispersal device (RDD)
sabotage of, or attacks or threats of attacks on installations, locations or
transports containing nuclear or other radioactive material, which could
result in its dispersal.

The numbers of nuclear facilities and the quantities of nuclear material worldwide
are a key component in assessing the global risk. There are 442 operating power
reactors worldwide and 248 research reactors in operation. In addition, there are 18
4

For more information on nuclear weapons, see http://nuclearweaponarchive.org/
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conversion plants, 40 fuel fabrication plants, 7 re-processing plants, 13 enrichment
plants, 89 separate storage facilities and 74 other facilities under safeguards.
Safeguarded facilities contain 641 significant quantities (SQs) of highly enriched
uranium (HEU) and 11 233 SQs of separated plutonium (Pu) outside of reactor
cores. Considerably more plutonium is contained in irradiated fuel in reactor cores
or in spent fuel. There are also additional nuclear fuel cycle facilities and materials
in nuclear weapon states and non-NPT (Nuclear Non-Proliferation Treaty) states.
In addition to the facilities, there are transports carrying fresh and spent fuel,
radioactive waste and other nuclear material. The total amount of spent fuel is
estimated to 190,000 tHM (tons heavy metal). To protect these facilities and this
material from theft or sabotage present a formidable security challenge. 5

The threat of electromagnetic pulse (EMP)
A very serious threat related to nuclear weapons is the electro-magnetic pulse
(EMP). This pulse can be caused by a detonation of any single nuclear warhead,
and is able to cause catastrophic consequences to any developed country. EMP is
generated by any nuclear weapon explosion at any altitude above approximately 40
kilometers, with the height of explosion being significant in determining the area
exposed to EMP.
To generate an EMP, it is just needed to launch one relatively unsophisticated
missile with nuclear warhead designed to detonate at altitudes from 40 to 400
kilometers above the Earth’s surface. Such action would result in devastating
consequences, and any EMP attack would represent a highly successful
asymmetric strategy against any country dependent on computers, electronics,
computer and telecommunications networks, modern transportation systems etc.
The tests of nuclear explosions in space conducted by both the U.S. and Soviet
Union revealed the vulnerability of any modern society. For example, during the
Starfish nuclear weapons tests above Johnston Island in the Central Pacific in
1962, the EMP was an unintended result of a nuclear detonation at an altitude of
about 400 kilometers. The effects approximately 1400 kilometers away in Hawaii
included “the failure of street lighting systems, tripping of circuit breakers,
triggering of burglar alarms, and damage to a telecommunications relay facility.”
Nuclear tests conducted by the Soviet Union, also in 1962, produced damage to
5

International Atomic Energy Agency. 2006. Nuclear Security – Measures to
Protect Against Nuclear Terrorism. IAEA.
http://www.iaea.org/About/Policy/GC/GC50/GC50Documents/English/gc5013_en.pdf
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overhead and underground buried cables at distances as far away as 600
kilometers, together with surge arrester burnout, spark-gap breakdown, blown
fuses, and power supply breakdowns. Today, in the society dependent on modern
electronics, the destruction caused by an EMP explosion would be, of course, even
far more catastrophic than in 1960’s.6
Because of the long-range effect caused by the EMP, the nuclear weapon needs not
be detonated directly over the target area itself to cause major damage to all the
modern infrastructures such as computer networks, telecommunications, banking
and finance, fuel, energy and transportation systems, government institutions etc.
Therefore, for a terrorist group or rogue state, there is no need for smuggling a
nuclear weapon over the border or launch a missile to hit a selected city. Such a
group or state can just launch an unsophisticated and cheap missile from a ship in
international waters just at least around 40 kilometers in the air and then detonate it
by remote control. This possibility can give any potential attacker the capability to
destroy critical electronic and technological infrastructures of any developed state.

Radiological weapons
Radiological weapons are designed to use conventional explosives to disperse
radioactive materials. The most common method for their use is an explosive
surrounded by radioactive material in the form of pellets, powder etc. The area of
dispersal depends on the energy of the explosion and other conditions. The
radiation can contaminate large areas, expose the victims to high levels of
radiation, and require very expensive decontamination. A source of radioactive
material, such as nuclear reactor or spent-fuel storage depot, could be targeted to
disperse high amount of radioactive materials into the atmosphere and surrounding
area. In the case of radiological weapons, the most serious security risk poses the
large number of radioactive sources in use or storage. The precise number is not
known, but it is estimated that there are probably well in excess of 100,000
Category 1 and 2 sources and the number of Category 3 sources exceeds
1,000,000. In all, there may be over 3,000,000 sources worldwide. Many are not
suitable for use in a simple radiological dispersal device (RDD) but estimates of
how many might be used for malicious purposes are complicated by consideration
of the disruptive and psychological effects of an RDD; immediate casualties and
destruction are not the only considerations. There are, therefore, a large but
unknown number of radioactive sources which could be used in an RDD. States
participating in the IAEA Illicit Trafficking Database (ITDB) have reported 535
6

“The emerging EMP threat to the United States”, United States Nuclear Strategy
Forum,http://www.nipp.org/National%20Institute%20Press/Current%20Publicatio
ns/PDF/EMP%20Paper%20Final%20November07.pdf
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confirmed incidents involving radioactive sources since 1993. The large number of
incidents indicates that measures to control sources are not adequate and that, for
sources that can be used for terrorist use in RDDs, security needs improvement. 7

Chemical weapons
Chemical weapons use toxic chemical substances to cause physical or
physiological harm to an enemy. The poison gases, such as mustard gas, phosgene
and chlorine, were widely used during the World War I. Later, more chemical
agents, because of their low costs and ability to produce resource-debilitating
casualties, were used during the Iraq-Iran war (1981-1989), where extensive use of
chemical weapons such as mustard gas resulted in serious casualties. High
mortality, morbidity, injuries, and chronic side effects were typical results of use of
chemical agents on the battlefield. The most efficient chemical agents for military
or terrorist use with the highest mortality rate are nerve agents, such as sarin,
tabun, soman or VX. These nerve agents attack the nervous system of the human
body, and are lethal in far smaller quantities than the simpler substances. The nerve
gases are effective both when inhaled and when absorbed into the body through the
skin. The effects of these substances are very long lasting and cumulative, and
even those who survive almost always suffer chronic neurological damage.
For use in chemical terrorism, toxic industrial substances - chemicals as chlorine or
phosgene are relatively easily available and do not require special skills or
sophisticated technological background to be adapted into chemical weapons. The
nerve agents, as sarin, soman or tabun, are much more difficult to produce. The
production requires a synthesis of multiple precursor chemical substances, hightemperature processes and also creates dangerous by-products, which makes the
production almost impossible without an advanced laboratory. Toxic blister agents
such as mustard gas can be produced with less equipment needed, but also require
large quantities of chemicals for their production. Probably the easiest way for
terrorists is acquisition of toxic industrial chemicals. Although such substances are
hundreds of times less lethal than nerve agents, they can still cause significant
casualties if released properly and under optimal conditions. Even ordinary
chemicals are very dangerous if released in an enclosed space, such as office
building or commercial center.

7

International Atomic Energy Agency. 2006. Nuclear Security – Measures to
Protect Against Nuclear Terrorism. IAEA.
http://www.iaea.org/About/Policy/GC/GC50/GC50Documents/English/gc5013_en.pdf
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The possible types of chemical terrorism can be divided into following categories:
Release of a chemical warfare agent (military-grade agent or other
chemical weapon) against a civilian target with the intent to cause
casualties
Sabotage of a chemical plant, storage facility or mean of transport (e.g. a
rail tank car) in which toxic materials are held in gaseous liquid or solid
form, releasing toxic gases, vapors or liquids or having the capability of
reacting with air or water to release toxic substances
Contamination of public water or food supplies (reservoirs or water
distribution networks) with toxic agents
Targeted use of a chemical agent to assassinate specific individuals

For terrorist use, there are more problems that a potential terrorist has to deal with:
chemical weapons are hazardous to store, handle and deliver. Effective delivery of
the chemical agent to the targeted area is not easy as well: there needs to be an
explosive, mechanical or other system. The most effective mean of delivery is
aerosol, which disperses the chemical substance as small droplets into the air.
On March 20 in 1995, the Japanese Aum Shinrikyo religious cult attacked the
Tokyo subway system with nerve agent sarin, attacking five trains and killing 12
people, with thousands others suffering injuries ranging from mild to severe. The
terrorists used simple plastic bags loaded with sarin. This case was unusual
because the terrorists had made this chemical agent in their own facilities, but
fortunately they developed a low-quality agent with low concentration. If a highconcentration sarin was used, there could be hundreds or thousands of casualties.
The second potential scenario, attack on a chemical plant, can be even more
dangerous. In 1984, a Union Carbide pesticide plant in Bhopal, India, released
around 30 tons of methyl isocyanate in a sudden accident, resulting in death of
thousands of residents of Bhopal and affecting up to 500 000 of the population.

Biological weapons
The biological weapons have a very dangerous potential to cause mass casualties.
The ideal characteristics of biological weapons for the terrorist or military use
consist in their high effectiveness and high potency and lethality, if delivered
efficiently. The infection can also spread and cause secondary infections in other
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areas. The main kinds of biological warfare agents are bacteria, viruses, rickettsiae
and fungi. The biological agents can often be manufactured easily and quickly, but
the effective delivery to a target is more complicated. The most effective and most
dangerous form of delivery is an aerosol, but this form of distribution is connected
with several technical difficulties.
The most dangerous biological agents that can be used for weaponization are:
anthrax, smallpox, plague, hemorrhagic fevers (especially Ebola and Marburg
virus), cholera, tularemia, typhus, brucellosis, yellow fever and Rift Valley fever.
Some of the diseases, like some strains of Ebola and Marburg virus, have a fatality
rate of 90%.8 Many countries have the capability to produce sufficient quantities of
biological agents, including Iran, China, North Korea or Syria. Even the civilian
biotechnological infrastructure can be easily used for an offensive biological
weapons program.

Weaponization of microorganisms
Following five attributes characterize a “perfect” military biological warfare (BW)
agent. They are as follows:
1) High virulence coupled with high host specificity;
2) High degree of controllability;
3) High degree of resistance to adverse environmental forces;
4) Lack of timely countermeasures to the attacked population;
5) Ability to camouflage the BW agent with relative ease. 9
The growing threat of biological terrorism is based on the following main facts:
- the capability of any state or terrorist group to develop a biological weapon is
increasing. The main reason is general diffusion of the technology and know/how
and use of many related technologies in science and civil industry
- genetic engineering can develop and produce biological agents with increased
lethality and resistance

8

Biologický a chemický terorismus. Prymula, R. Prague: Grada, 2002
Zilinskas, R. 2000. Possible Terrorist Use of Modern Biotechnology Techniques.
Instituto Nazionale di Fisica Nucleare.
<http://lxmi.mi.infn.it/~landnet/Biosec/zilinskas1.pdf>
9
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- detection of biological agent development is difficult because much of the
technology has legitimate dual-use applications in medicine and agriculture.
- unlike chemical or radiological/nuclear events, detection of a biological release
may be delayed for days until individuals first display symptoms which are
diagnosed accurately.

Conclusion
Nuclear weapons are extremely lethal, but obtaining them poses the greatest
difficulty for any terrorist group. Construction of this type of weapon requires
availability of a sufficient quantity of fissile material – plutonium or enriched
uranium. The simplest design of a nuclear weapon is the gun-type, which makes it
the easiest option for terrorist use. However, this type can only use uranium as a
fissile material. Therefore, production and proliferation of enriched uranium is one
of the most important security issues in the world. Other significant threat
connected with nuclear weapons is the electromagnetic pulse generated by a
nuclear explosion. Because of its strong and long-range effect, the pulse can cause
major damage to all the modern infrastructures such as computer networks,
telecommunications, banking and finance, fuel, energy and transportation systems,
government institutions etc. This possibility can give any potential attacker the
capability to destroy critical electronic and technological infrastructures of any
developed state. Another weapon category are the radiological weapons – devices
designed to spread radioactive material – which are a much simpler option for
terrorists, with large number of radioactive sources in use or storage as a serious
source of potential threat.
For use in chemical terrorism, especially the toxic industrial substances are
relatively easily available, and the most serious threat can be a sabotage of a
chemical plant, storage facility or a rail tank car. Production of more sophisticated
chemical warfare agents is much more complicated and requires sophisticated
technological background, synthesis of multiple precursor substances and an
advanced laboratory, but is not impossible for a skilled and highly motivated group
with good financial and technological background, as could be seen in the
chemical attacks conducted by the Aum Shinrikyo religious cult in 1995 in Japan.
Therefore, chemical and biological weapons are often called a “poor man's atomic
bomb”. Biological weapons pose a special category among the weapons of mass
destruction. They have a very dangerous potential to cause mass casualties,
especially because the infection can easily spread and cause secondary infections
in other places in the affected country or entire world. One of the main security
risks is the fact that the civilian biotechnological infrastructure can be easily used
220

Terrorism and Nuclear, Chemical and Biological Weapons as a Global Threat

for an offensive biological weapons program, and capability of any state or
terrorist group to develop a biological weapon is increasing. Therefore, the threat
of the weapons of mass destruction shall never be underestimated. In general, the
possibility of terrorist use of WMD poses a growing threat from the reasons of
broader proliferation and diffusion of the technology related to nuclear, chemical
and biological weapons, dual use of many technologies both in civil and in military
industry, loose control of technology and stockpiles in many countries, and wide
availability of information related to construction and possible use of WMD.
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International Civil Aviation – All Together or All
Against All?
MARTIN GRANČAY

Introduction
International civil aviation has without doubts worked as one of the strongest
drivers of globalization for the past 30 years. It is paradoxical that although it
helped liberalize multiple industries, the aviation sector itself remains highly
protectionist, governed by 60-year-old framework of the Chicago conference.
In 1944, United States of America organized an inter-governmental conference in
Chicago. The aim was obvious: to create a liberal international aviation regime,
where all the airlines from all the countries of the world would have the same
rights and would be able to operate scheduled flights between any major airports
without restrictions. Unfortunately, this attitude wasn’t shared by the majority of
participants. A group of mainly European countries led by the United Kingdom
preferred a more protectionist structure. The aviation infrastructure of European
countries had been severely damaged in the Second World War – therefore, they
felt a liberal regime would serve the interests of the United States and would
increase their dominance in civil aviation. Thus, since the Chicago conference,
economic structure of international civil aviation has been based on bilateral air
service agreements (ASAs).
Scheduled air transportation services can only be operated between countries that
have signed an ASA. ASAs contain a set of rules valid for air transport between the
two signatory countries: they specify permitted routes, designate airlines, set
capacity, frequency and pricing restrictions. As every country-pair in the world
needs to have an ASA to establish aviation relations and every ASA is a separate
treaty containing different combination of provisions, the system based on ASAs is
very robust and complicated. If we take into account that there are approximately
200 countries today we come to a total of 20,000 agreements needed for troublefree aviation relations between all the countries!
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The nature of air transport agreements ranges from very restrictive to completely
liberal. The most important factor in determining how liberal an ASA is, is market
access. Market access is granted in terms of “freedoms of the air”. There are nine
freedoms of the air. The first two of them – also called “technical freedoms” – are
included in all the ASAs and they constitute a right of an airline from the first
country to overfly or to make a technical stop in another country. Freedoms threefive are “commercial freedoms”. They include a right to carry passengers from the
home country to another country and back, and the right to carry passengers from
the home country to another country with a stop in a third country. Freedoms sixeight are combinations of the first five freedoms. The ultimate freedom is called
cabotage: it is a right of an air carrier to operate independent domestic flights in a
foreign state.

The freedoms of the air are shown in the following table.

Table 1: The freedoms of the air
Technical freedoms
To overfly one country en-route to another country.
To make a technical stop in another country.
Basic commercial freedoms
3rd freedom To carry PCM from the home country to another
country.
4th freedom To carry PCM to the home country from another
country.
5th freedom To carry PCM from the home country to another
country, then continuing to a third country.
Derived freedoms and cabotage
6th freedom To carry PCM between two foreign countries with a stop
in the home country.
7th freedom To carry PCM between two foreign countries without a
stop in the home country.
8th freedom To carry PCM from the home country to another
country, then continuing to another airport in the same
country.
9th freedom Cabotage.
A – home country, B a C – foreign countries
PCM – passengers, cargo and mail
1st freedom
2nd freedom

B
B
A-B
B-A
AB-C
BA-C
B-C
AB-B
B-B
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ASAs differ in number of freedoms granted. The more freedoms they include, the
more liberal they are. Technically, an ASA containing all nine freedoms would
imply a common aviation market between the signatory countries.

Partial liberalization and its effects
Until 1978, almost all ASAs were restrictive in terms of market access, that is,
points to be served, and capacity and price controls. 1 They used to include only
first to fourth freedoms, designate single airline and set strict limits on capacity and
tariffs. The driver of change was – as in many other cases – the United States. First,
the Carter administration liberalized domestic US market, by allowing every USowned airline to operate air transportation services between any city pair within the
USA. Economists from the Brookings Institution and George Mason University
have estimated that consumers save some $19.4 billion per year thanks to the lower
fares resulting from a competitive airline marketplace. 2 In the same year the
administration started signing liberal ASAs with like-minded countries including
the Netherlands, Belgium and Germany. R. Doganis calls these “open market”
agreements. 3 They set new rules on market access and eliminate capacity and
frequency restrictions. In the field of price-setting, open market agreements
introduce the concept of double disapproval – proposed tariffs become operative
unless they are rejected by both governments (as opposed to the double approval
method used in pre-1978 ASAs).
In Europe, aviation markets were protected and fragmented, dominated by stateowned carriers and airports. This began to change in mid-1980s thanks to an effort
of the European Commission and a 1986 decision of the European Court of Justice.
The change has been brought about by means of so-called “three liberalization
packages,” approved between 1987 and 1992. The path of regulatory reform
culminated with the creation of a single aviation market in 1997. The reform
introduced a concept of “community carriers” – all the airlines licensed and owned
by a EU-citizen have equal rights to provide aviation services anywhere in the EU,
including cabotage. Later, the single market was extended to include Norway,
Switzerland and Iceland.
In 1992, the US government decided to bring liberalization of its international
aviation relations to a higher level by starting to conclude “open skies” agreements.

1

DOGANIS, R.: The Airline Business, 2006. P. 29.
POOLE R. – BUTLER, V.: Airline Deregulation..., 1998. P. 6.
3
DOGANIS, R.: The Airline Business, 2006. P. 32-37.
2
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This inaugurated a new phase of international deregulation. The key elements of
“open skies” agreements were as follows:4
open route access – airlines from either signatory country can fly to any
point in the other with full traffic rights;
multiple designation of airlines;
unlimited fifth freedom rights;
no frequency or capacity control;
no tariff controls (unless tariffs are too high or too low);
airlines free to code share or make other commercial agreements.
Since 1992, the United States government has signed almost 100 open skies
agreements with countries all over the world.5 It has become a template to follow
and many other countries have changed their ASAs to comply with the open skies
rules. However, the majority of bilateral ASAs are still restrictive: for each liberal
ASA there are at least 5-10 restrictive ones.
The most recent example of liberalization tendencies is the US-EU Open Skies Air
Transport Agreement in force from March 2008. The two regions, being the two
largest air transport markets in the world and accounting for more than half of all
global scheduled passenger traffic 6 opened the North Atlantic market to greater
competition. The agreement allows all EU and US air carriers to fly from any point
in the EU to any point in the USA, removes restrictions on air fares, allows airlines
more freedom to cooperate in marketing arrangements such as leasing, codesharing etc. Thus, it is an important step on the way towards full liberalization of
the North Atlantic air transport market. Various studies predict it will generate 26
million additional passengers, 72,000 new jobs, bring a consumer surplus worth up
to €12 billion, 7 etc. To sum up, the three main efficiency effects will be cost
savings, price reductions and output expansion. 8
However, except for intra-European common aviation market, even the most
liberal ASAs stop short of full liberalization. US-EU Open Skies Agreement is no
exception.

4

DOGANIS, R.: Flying Off Course, 2007. P. 62.
For an up-to-date list see: http://ostpxweb.dot.gov/aviation/X-40%20Role_Files/
bilatosagreement.htm .
6
ALFORD, E. – CHAMPLEY, R.: The Impact of the 2007 U.S.-EU…, 2007. P. 1.
7
Brattle Group:The Economic Impact of an EU-US Open Aviation Area, 2002. P.1.
8
ROBYN, D. – REITZES, J. – MOSELLE, B.: Beyond Open Skies..., 2005. P. 58.
5
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Obstacles on the way towards full liberalization
We identify three crucial obstacles on the way towards full liberalization:
Nationality clauses – almost all the ASAs contain a nationality clause
stating that “only airlines that are substantially owned and effectively
controlled by nationals of the signatory state can operate direct service
between signatory states.”9 For example, Air France (as a French-owned
airline) is not allowed to operate a direct service from Germany to Canada.
Nor is Lufthansa (as a German-owned airline) allowed to operate direct
service from France to Canada.
Investment restrictions – foreign ownership of airlines is restricted.
Usually laws don’t allow airlines to sell the majority of their shares to
foreign companies. In the European Union, the limit is set to 49%, that is,
the majority share has to be controlled by European citizens. In many
countries of the world the limit is even lower – the United States keeps it
down at 25%.
Restricted cabotage – cabotage is a right of an airline to operate domestic
flights in a foreign country. For example, Mexicana (as a Mexican-owned
airline) would be allowed to operate flights between two US cities. Thus,
cabotage is the highest level of air transport liberalization. It is restricted
in 99 percent of ASAs. The only noteworthy exceptions are internal
market of the European Union and a bilateral agreement between
Australia and New Zealand.
What are the reasons behind these obstacles? After a thorough analysis we divide
them into four groups.

1. National security issues
National security is a primary goal of governments everywhere in the world.
Aircrafts, airports and the whole aviation infrastructure are a vital part of war-time
strategies of every country. Therefore, governments tend to restrict access to these
only to domestic investors.
One of the best examples can be found in the United States – a program called
Civil Reserve Air Fleet (CRAF). As a part of this program “selected aircraft from
9

Ibid. P. 55.
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U.S. airlines […] support Department of Defense airlift requirements in
emergencies when the need for airlift exceeds the capability of military aircraft.” 10
The program is voluntary. However, the airlines that decide to participate get a
lucrative access to government-funded traffic. Currently more than 1,300 aircraft
from all the major US carriers are enrolled in the program.11 The Department of
Defense (DOD) officials are concerned that loosening foreign investment
restrictions might have negative impacts on the willingness of US airlines to
participate in the CRAF, especially in case they will be owned by foreign
companies. Therefore the DOD is likely to block all the attempts to liberalize
investment rules.
Currently there are more than 19,000 airliners in service. Boeing predicts this
number will almost double in the next 20 years.12 Supposing average capacity of an
aircraft is 100 passengers and applying simple mathematics we come to a total
capacity of more than 3 million people in 2027. This means if a single country was
to own all the aircrafts it would be able to transport more than 3 million soldiers on
a daily basis. Such a power constitutes a serious global threat. Although the
situation is clearly hypothetic, it is taken into account by national governments
when deciding about liberalizing ownership rules.
Another potential security issue of air transport is terrorism. As demonstrated on
9/11/2001, civil aircraft may be used as a weapon of mass destruction. To
minimize the risk of terrorism countries seek to execute the highest level of control
possible over the airlines. This implies not allowing foreign ownership of airlines
and including nationality clauses in ASAs.

2. Economic security
All countries view aviation as vital to their national economic well-being. It
enables personal contact between distant regions and movement of persons, cargo
and mail between any points in the world within 24 hours. Disruption of air
transportation in a country could have serious effects on the national economy,
especially if we take into account that in some markets air transport provides for
more than 35% of the value of trade. Moreover, some goods (like hi-tech products
or perishable goods) can only be transported by air.
Some of the most intensive opposition to liberalization of ownership rules comes
from labor unions. Their members have a legitimate fear of possible discrimination
by foreign airlines. Exactly as in other industries, investors routinely seek to
10

US Air Force: http://www.af.mil/factsheets/factsheet.asp?id=173
Ibid.
12
Boeing: Current Market Outlook 2008-2027, 2008. P. 3.
11
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employ the cheapest laborers. For example, airlines could consider hiring Thai
flight attendants instead of Japanese or American workers, because Thai workers
can be paid up to 90% less.13 In this manner opening the labor market in aviation
will lead to huge job losses in developed countries.
A general rule states that liberalism prevails in times of welfare and economic
growth, whereas hard times always wake up protectionist tendencies. These days
are no exception. Economic security concerns will almost surely intensify as a
result of the current global crisis. It is hard to imagine a government that would
open access to its air transport market in times of economic insecurity.

3. Safety
Another important obstacle are safety concerns of Western countries. Nationality
clauses and other protective measures in ASAs prevent the emergence of “flags of
convenience.” In the current regulatory system airlines have a clear national
identity determined by the identity of their majority shareholder. Thus, every
aircraft has to be registered and licensed in the country of its owner. If ownership
rules were to be loosened, airliners could be registered in any country in the world.
This would lead to an emergence of so-called open registries as we know them
from maritime transport – countries like Liberia or Panama would set attractive
technical rules and low taxes in order to have foreign owners register aircrafts in
their national registries. As a result of this many experts warn that “changing the
ownership rules may lose protection from flags of convenience, with companies
able to escape safety regulations and labor laws.”14 On the other side of the debate,
advocates of liberalization analyze the situation in maritime transport and come to
a conclusion that open registries have no adverse impacts on safety.

4. National pride
National carriers, also called flag carriers, are an important element of national
pride of many countries in the world. For the biggest part of the 20th century civil
aviation was funded and organized by governments and every country had its own
national carrier. Although the situation today is different and the largest airlines are
no longer directly controlled by governments, the merits remain the same:
Lufthansa is still considered a part of German national pride; Air France is one of
the most influential French companies; Qantas is as Australian as ever. In many
parts of the world it is unimaginable that a “flag carrier” might be sold to foreign
investors.

13
14

WARDEN, J.A.: Open Skies at a Crossroads..., 2003. P. 251.
CHANG, Y. – WILLIAMS, G.: Changing the Rules…, 2001. P. 208.
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As a result of the four factors mentioned, countries are unwilling to open
international aviation markets to competition and tend to protect their national
carriers, even if they show low productivity level and their survival is
economically doubtful.

Conclusion
Most aviation experts agree that nationality rules and investment restrictions have
become obsolete in a globalized economy. However, the opinions of these experts
differ from opinion of general public and from policies followed by the majority of
world governments. We identified various reasons accounting for this fact.
Probably the most important of them are national security issues, economic
protectionism, safety concerns and national pride. The world is not governed by a
single power that would try to maximize global welfare. Rather the world consists
of 200 countries, each of them following the goals of its own.
Taking into account all the factors mentioned we do not foresee an era of
intergovernmental cooperation in the field of civil aviation. There are various
evidences that support our claim:
There has been a single attempt to liberalize air transportation on global
level – the Chicago conference of 1944. After its failure to achieve a
worldwide open aviation area no further attempts have been made, not
even within the framework of International Civil Aviation Organization
(ICAO).
General Agreement on Trade in Services (GATS) specifically excludes air
transport from its agenda.
The United States – as the largest aviation market in the world and former
driver of change – doesn’t seem to be interested in air transport
liberalization any more. The Obama government has made clear signals it
is not willing to revoke restrictions in foreign ownership of US airlines.
Currently the only world region willing to advance with liberalization of
air transport is the European Union. In the atmosphere of global crisis it
will not achieve its objectives and protectionism will prevail.
Therefore civil aviation of the next decade will still be marked by an “all against
all” structure. Where unity us unachievable ambivalence wins.
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Impact of the Economical Growth of China on
Unemployment
PAVLÍNA IVANOVÁ

Abstract
According to the information of European committee, the GDP of China
is almost four fifths of the USA and it is similar for the EU 25. Considering to the
higher dynamics, it is highly probable that they will be equal in the foreseeable
future. On the contrary, the other great economies, such as Japan and India, are
following with a rather greater gap. Their GDPs are smaller than just a half of that
of China, and considering their slower pace, the gap is even more widening. 1
Also, on behalf of these facts, it is clear that there are three Great Powers
approximately the same size in the world. One of the symptoms is the fact that the
world already competes for the entry to this dynamic market. Secondly, China is
becoming the leader of the world economic growth, to which China itself
contributes annually by one percent.
This leadership of China, however, achieved mostly by its vast size and by the vast
population which is 2.8 times greater than the population of USA. On the other
hand, if we compare the GDP per capita, China it is at the level of only one fifth of
that of the USA and approximately 30 % of the EU 25.
When analyzing the unemployment in China, it is clear, that we would
find many differences between the development and operation of the labor market
in China and in developed countries.
According to the Chinese national statistical office, even high GDP growth cannot
solve the unemployment problem.

Introduction
The People’s Republic of China is one of the greatest countries of the
world. It covers an area of almost 10 million square kilometers, with the population
1

Pick, M., Global consequences of chinese economic reforms, available at:
http://www.blisty.cz/art/27578.html
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of 1.3 billion. This counts for 20 % of the total inhabitants of the world. The
special position of China originates from the fact that China is still a socialistic
country, being the one most successful from amongst the other four countries that
have such a political system. China is still more acceptable for the less developed
countries than the EU or the USA.
Increased attention is paid to China because it is both the greatest country and the
greatest market of the world, and because of the way how a market economy was
implemented despite of the communism regime.
China is an example of a dynamically growing economy, using the computer
technologies, as well as the know-how economy, but neglecting and disrespecting
the social models and other economical aspects of development.

Growth of economy in China
Since the start of the economical reforms in 1979, China has become one of the
fastest developing economies of the world. During the last 30 years, the average
annual GDP growth is over 9 %. Many economists suppose that China is going to
be the most productive economy of the world in the foreseeable future.
The reinforcement of its position on the world market has
undoubtedly an impact on its foreign policy, too. China is becoming an important
player on the international scene and together with the Asian less developed
countries it is creating another central point of globalization, right after the USA
and the EU.

Reforms:
Socialistic economical reforms in China have begun in 1978. Their
process can be divided into two phases: the first phase happened between the years
1978 and 1992 and its main feature was implementation of the contractual bond.
The second phase began in the year 1992 and it lasts till now, and it can be
characterized as a free market implementation, with the control of the producing
processes using the market information. After the market mechanism was
implemented, serious problems arose. The first task was to solve how a public
property, formerly compatible with the central planned economy, can exist within a
nowadays market economy. The second problem touched the formerly publicly
owned labor force, which however, was transformed into public goods selling itself
on a market. Last, not least, such a huge income differences started up that we had
to face the problem of potential social class creation. 2

2

http://www.fmprc.gov.cn/ce/cecz/cze/zggk/t126982.htm
235

Pavlína Ivanová

The state property loses its value continuously, creating problems with the
property rights. Furthermore it is not clear anymore which person is responsible for
the state property. Existence and development of the non-public property has
inevitably brought about the changing of the traditional socialistic principle of the
redistribution of the sources.

Economy:
Before the policies started in the year 1978, and the opening to the foreign
world, China had a policy of integrated public property, which showed to be
insufficiently vital. Since the new political direction, the Chinese government
supports various types of property, while, the public property is still the most
preferred. As a result, the economy of both private and public sector is growing
rapidly.
The weakest part of the Chinese economy till 1978 was the agriculture
and the misbalance between the heavy and light industry. In order to achieve
higher optimization, coordination and balance of the Chinese economy, a range of
political and economical decisions since 1978 was taken. As a result of this,
development of the light industry took place, import of high quality consumption
goods started, a basic industry creation was reinforced and the attention became
focused on the development of the tertiary sector. Evidently, the bonds between
different industries and within them themselves improved the share of the heavy
industry on the total production decreased, while the share of the light industry and
a tertiary sphere increased. Formerly, the growth of the Chinese economy was
determined by the heavy and light industry, but now the focus moved to the light
industry and a tertiary sphere. In the last decade, the main engine of the fast
economy development was the light industry. 3
The overall national economical structure of the country is changing and
big changes are taking place within the industries themselves. In the agriculture,
the share of the purely agricultural commodities decreased while the wood
production, cattle production and fishing share is increasing. The industry structure
has re-oriented to the purely investment oriented type. In the tertiary sector, a share
of the traditional branches such as communication, transportation and business fell
down, while the share of banking, insurance businesses, and real estate and of
telecommunication grew up rapidly.
In the industry section the position of the consumer industry changed
remarkably. The most important industry is the clothing industry, whose share in
all industries is over 15 %. China achieved in this industry a complete coverage of
the raw materials by the domestic resources.

3
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Graph 1: Percentage of employment by types of industry 195220074

Source: China Statistical Yearbook 2008
The main part of the manufacturing industry is the engineering, which accounts for
approximately 27 % of the total GDP. Dynamics of its growth was at the
respectable level of 10 % average. The preferred industries were the radioelectronics, automobile industry and production of the long-term consumption
goods. High developed are the industries of the complex facilities for the mining
industry and for the coal enrichment.
The electronics industry is developing most dynamically in China. Since the 1980s,
when the main purpose of this industry was just the military production, is now
concentrated mainly on the household equipment. This has grown approximately
ten times in size till the mid 1990s. People's Republic of China now produces a
wide range of products varying from the electronics through the household to the
computing technique and even electronic products for aviation and rocket
technique. The achieved knowledge of big companies, research capacities and a

4

According to the explanatory notes of National Bureau of Statistics of China for
Statistical Yearbook 2008 primary industry refers to agriculture, forestry, animal
husbandry and fishery and services in support of these industries; secondary
industry refers to mining and quarrying, manufacturing, production and supply of
electricity, water and gas, and construction; tertiary industry refers to all other
economic activities not included in the primary or secondary industries.
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huge market give China an opportunity to become one of the leading countries in
the world.
Dynamically developing is the chemical industry, whose share in total industry
production has increased to 12 %. It was mostly the production of natrium acid,
sodium chloride and some artificial fertilizers that developed. Other most
developing industries are rubber manufacturing, plastics production, and artificial
fibers for the clothing industry and chemical products for the household.
Deficit of the electric power is still notable, and it constitutes in a big scale to the
20 % under-capacity production. Despite this, China is the world leader in coal
production, and the fifth in the oil production.
According to the information of European committee, the GDP of China
equals to almost four fifths of the USA, and it is similar for the EU 25. Considering
the higher dynamics, it is highly probable, that they will equal in the foreseeable
future. On the contrary, the other greatest economies, such as Japan and India, are
following with a rather greater gap. Their GDPs are smaller than just a half of that
of China, and considering their slower pace, the gap is even more widening. 5
Also on behalf of these facts, it is clear, that there are three Great Powers,
approximately of the same size in the world. One of the symptoms is the fact that
world already competes for the entry to this dynamic market. Secondly, China is
becoming the leader of the world’s economic growth, to which China itself
contributes annually by one percent. This leadership of China, however, achieved
mostly by its vast size and population, is 2.8 times greater than the population of
the USA. On the other hand, if we compare the GDP per capita, China is only one
fifth of that of the USA and approximately 30 % of the EU 25.
The presented level of China is the average value of two absolutely
different parts of it. The modernized eastern part, which was the main recipient of
all the reform efforts, achieves two to three times higher result than the average
and is approaching the standards of middle developed countries of the EU. From
this part of China, three main agglomerations around Peking, Shanghai and the
delta of the Perl River have already reached the standard of the developed EU
countries. They produce 35 % of the Chinese GDP. Becauce of this developed part,
China is moving up in the world technological development chart. Beside the
exports of clothing, China expands its production and export of computing
technologies, has a program to build an aviation industry, produces high-capacity
airplanes and maintains and produces space satellites. Import of high-tech
components and foreign direct investments constitute a huge part of this rise. The
share of foreign companies in the industry was almost 30 % and it reached over 50
% in the criterion of added value and of export.
This dual face of China has dual consequences. It is a risk of potential
social and economical conflicts on one hand as a result of the deep lag of China's
5

Pick, M., Global consequences of chinese economic reforms, available at:
http://www.blisty.cz/art/27578.html
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undeveloped part. On the other hand, this dual face is an advantage, too. The
developed part of China can be a motivation and a big help to the so far
undeveloped part which represents a huge potential building site of the world, thus
becoming a big opportunity for the foreign investors.
China has even achieved it to the leading nations that have invested the most to the
research and science. According to the OECD, China's expenses on the research
and science in the year 2006 were 136 billions dollars, which is more than Japan’s
six billions dollars.6 From 1995 till 2004, China has doubled its investments to the
research and science, so that it constitutes 1.2 % of GDP. In the same period, the
number of scientists and researchers has increased by 77 per cent to become 926
thousand. It ranks second following the USA where approximately 1.3 million
people work in science.
Table 1: GDP growth in China 1960 - 2008

6

Period

Average annual growth %

1960-1978(before the reform)

5,3

1979-2005(after the reform)

9,7

1990

3,8

1991

9,3

1992

14,2

1993

14

1994

13,1

1995

10,9

1996

10

1997

9,3

1998

7,8

1999

7,6

2000

8,4

China wants to be the number one in research and science, 8.12.2006.
http://www.itapa.sk/index.php?ID=2696
239

Pavlína Ivanová

2001

8,3

2002

9,1

2003

10

2004

10,1

2005

10,2

2006

10,7

2007

11,4

2008

9

Source: Official statistics of Chinese government
Graph 2: Average annual GDP growth 1979-2008
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Impact of the economical growth of China on unemployment
When analyzing the unemployment in China, it is clear that we would find
many differences between the development and operation of the labor market in
China and in developed countries. It is important to note the historical influence of
the state on the economy and its structure.
During the central planned economy in China, of the main goals of the
government was to ensure the full employment of the city inhabitants provided by
the employment packages. The packages should have taken care of every employee
from birth until death. Local government placed those citizens to working positions
which supplied them not only a job, but also a living place and, healthcare, social
security benefits and education for their children. Since the reform started in 1980s
and 1990s, government gradually loosened its control over the labor market. The
total share of the state controlled work positions has decreased from 76 % to 52 %
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from 1980 to 1992. Since 1992, the old system of the state controlled distribution
of the labor force applies only to university graduates and to big state and public
companies.
By granting more rights and freedom to the labor market, government
abandoned the idea of full employment at the same time. By the end of the 1990s,
unemployment began to grow gradually as government started with the reform of
the state companies. Approximately 20 million of people lost their jobs because of
the structural changes, merging or bankruptcies. Employees lost their confidence
about the whole life experience, evaluation being based on the output. These
changes mostly touched the low-educated or unqualified labor whom it was hard to
find a new job. As a result, unemployment began to pose a serious problem for the
government.7
In the table below, there is shown the development of the Chinese unemployment
since the reform start till 2008. There are shown the official numbers, which do not
give an objective testimony. We will deal with this in the following text.
Table 2: Unemployment in China 1978 - 2008
year
unemployment % year
2000
1978
5,3
2001
1980
4,9
2002
1985
1,8
2003
1986
2
2004
1987
2
2005
1988
2
2006
1989
2,6
2007
1990
2,5
2008
1991
2,3
1992
2,3
1993
2,6
1994
2,8
1995
2,9
1996
3
1997
3,1
1998
3,1
1999
3,1
Source: Official statistics of the Chinese government

unemployment %
3.1
3,6
4,0
4,3
4,2
4,2
4,1
4,0
4,2

7

Unemployement in China, last update 14.december 2007, http://www.chinalabour.org.hk/en/
241

Pavlína Ivanová

Official unemployment rate
Chinese unemployment rate attained values from 2 to 5 % during the last
two decades, which is less than in most EU countries. At the end of the 1990s and
at the beginning of the 21st century when the effects of economical reforms and
capital sphere restructuring was strongest, unemployment rate even slightly passed
4 %.
It is important to note that official statistics include only the city citizens
who are registered as unemployed and ignores the rural labor that has either
migrated to town and searches for a job, or is unemployed in the country.
According to the Chinese labor office, unemployed are only those who fulfill those
conditions:
1. are residents of a city,
2. are of a particular age (from 16 years to the retiring age),
3. are able and willing to work,
4. are registered at the local labor office.8
As a result, there are plenty unemployed who are not included in the
statistics. Some opinions claim that if the 150 million redundant employed in
countryside was calculated, unemployment rate would exceed 20 %.
Graph 3: Registered urban unemployment rates 1980-2007

8

Unemployement in China, last update 14.december 2007, http://www.chinalabour.org.hk/en/
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Does high GDP growth solve the problem of unemployment?
According to the Chinese national statistics office even high GDP growth
can not solve unemployment problem. During the ninth five-year plan (1996 2000) GDP growth of China achieved the average level of 8.6% and 8.04 million
work places were created annually. However, in the next period (2001 - 2005),
GDP grew even 9.5 % annually, but number of created workplaces decreased to
7.48 millions per year. During the period between 1996 and 2000, every
percentage point of GDP growth was responsible for employment growth by
0.13 %, whereas during the period from 2001 to 2005 it was only 0.11 %.
This phenomenon can be caused by several factors. One of the causes
might be the migration of the labor force from country to the urban areas, or
structural interventions in economy, the impact of reforms and the decline of
particular state enterprises.
More than 100 million rural citizens who formerly worked in agricultural
sector have moved to the cities to find a job - mostly as workmen or other job
positions where further qualification was not needed. Considering the economical
structure of China, it was mostly the capital-demanding and high tech sectors that
were growing rather than labor demanding sectors. Currently, the economy is
dependent on technological innovations and capital injections rather than on cheap
labor force.9
Statistics offices also mention the impact of structural changes
and decline of state enterprises. In 1995 approximately 112 million people was
employed in these enterprises as opposed to 65 million people in 2005. Those
unemployed employers are not registered as unemployed, because they are still
registered as the employees of the state enterprises. They receive some
fundamental subsidies to cover the basic needs instead of receiving the
unemployment benefits. Most of them are unqualified middle-aged workers who
used to work in the traditional sectors, such as clothing and machine production.
Their lacking qualification poses a big obstruction in getting a new job position in
the market economy.

9

Economic Growth Does Not Solve Unemployment, Official, Xinhua News
Agency August 29, 2006 , available at:
http://www.china.org.cn/english/MATERIAL/179467.htm
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Table 3: Economical growth and unemployment in China 1994-2008
1994

1995

1996

1997

1998

1999

2000

2001

2002

2003

2004

GDP growth

13,1

10,9

10,0

9,3

7,8

7,6

8,4

8,3

9,1

10,0

10,1

unemployment
%

2,8

2,9

3,0

3,0

3,1

3,1

3,6

4,0

4,3

4,2

Source : World Development Indicators database (1994-2006), National Bureau of
Statistics of China (2007-2008)
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GDP growth and unemployment in China
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Considering the table and to the graph, we can conclude that the GDP
growth is during the recent years constantly high, almost 10 % on average, which
shifts China to the category of fastest developing economies in the world.. Some
experts assume that China would become the greatest economy in the world in
foreseeable future.
But what is the impact of such a high growth on unemployment? At a first glance
on the table, we might think that unemployment is not the parameter that causes
much worry to the Chinese government. However, the opposite is true. Hidden
unemployment is a big problem, even though it is not included in the official
statistics. Ironically, one of the causes might be the high economical growth as
well, because high economical development causes structural changes - decrease of
the share of the primary sector and increase of the tertian sector share, shift from
the low-qualification labor sectors to the capital demanding and high-tech
production. Human labor is being replaced by technique, and the demand for highqualified experts is increasing.
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This fact might become a big problem exactly in the most populous country of the
world, because of the vast labor. Millions of rural workmen are searching for a job
outside agricultural sector. At the same time, they are moving to the Chinese cities
and they are increasing the tension on the local labor markets. The Chinese
government is trying to solve this problem by particular measures. It is obvious,
that it is the matter of several decades.

Conclusion
From the Okun's Law point of view, when applying to a particular economy, we
can conclude that Okun's Law can not be applied to China. This is because of the
absence of real statistics, as the official statistics do not reflect the real situation on
the labor market. However, if we only wanted to verify the rule about decreasing
unemployment as a result of high economical growth, we would most probably
reach a conclusion that this relation does not apply in this case. As we have already
mentioned, thanks to the unique Chinese economy, despite the constant high GDP
growth, the unemployment problem is still an important issue.
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Unity in Latin America in the new millenium?
MARTINA JENÍČKOVÁ

Abstract
The idea of Latin American unity lasts from the period of Latin American fight for
independence. However, its results are not satisfactory. But in the integration of
last twenty years we can find the new aspect which is the more complex character
of the integration and deeper interconnections among all the dimensions of
integration. It is not only economic one, but also political, cultural or security
dimension whose importance has risen. As an example of integration of this type
UNASUR can be mentioned. UNASUR is a new integration initiative in the Latin
American region. It was established on December 2004 in Cuzco by the twelve
states lying on the South American continents. The paper aims to review the
development of this new initiative and challenges and threats of this new bloc.

Introduction
Today’s reality of the international relations could be characterised by two
tendencies: integrative and disintegrative process. Integration is generally deepen
by economical factors and disintegration on the other hand by e.g. national or other
identity, nationalism or different level of every single region of integrated area.
These factors were elected because, in my opinion, all three are present in Latin
American region. In spite of these problems there is in my opinion tendency to at
least co-operation and dependency connected with the globalisation.
Integration is a process which appears all over the world, Latin America is no
exception. How we define Latin America? By the term Latin America is generally
understood an area lying from the Rio Grande, which means from the US –
Mexican frontier on the North to Tierra del Fuego on the South. Defined by prof.
Opatrný, it is a cultural-historical and geographical term which indicates that part
of American continent which belonged from the end of 15 th or the beginning of 16th
century to Spain or Portugal. There are therefore being used the languages based
on Latin that means Spanish and Portugal, in some parts also French. Specific
territories were of course lately administrated by other countries – Great Britain
(some islands in Caribbean, Belize), Holland (Suriname, Hollandaise Antilles) or
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United States (Puerto Rico, US Virgin Islands)1. For the purpose of this paper I
would like to narrow this definition only to the sub-continent of South America,
which comprises the twelve states from Colombia to Argentina2. The countries are
the closest each other culturally, which would underline deeper unity among them
and are forming the regional blocks together3. But of course it is necessary to take
into account the northern part of the Latin America 4 and also other parts of the
world especially the United States.
The regional integration is connected with the term regionalism and region. There
are different concepts of regionalism. According to Russett the region is
understood as a limited number of states geographically close, with high
interdependency (specially economic aspects) and which are more or less
homogeneous. The homogeneity is considered by e.g. shared economic system,
values, religion, language, history or level of development. But none of that three
criteria without at least one more of this three is sufficient to mark some area as a
region.5 Considering this, Latin America could be classified as a region, despite the
economic dependency is relatively low (differs from country to country).
Integration is a complicated phenomenon which consists of many dimensions. The
most marked are in my opinion the economic and political ones and also a cultural
or security dimension are substantial. All of them are closely connected. Analysing
some of the Latin American integration blocs I assume the character of the LatinAmerican integration is different compared to the 1960s model. I see the main
difference in the fact that the integration of 1960s was based exclusively on
economic dimension contrary to the integration “of new age” that includes also
other dimensions, which are moreover deeper interconnected, particularly the
economic and political ones. This feature of Latin-American integration has been
even strengthened in the new millenium. Furthermore, it is also Latin American
identity which is being more often considered and mentioned e.g. in basic
documents of integration blocs and by the highest officials’ speeches. The question
is, if this new character of Latin American integration would bring more success
and Latin America will make a step forward to its unity.

1

Opatrný, J.: Amerika v proměnách staletí, pg. 309-310
Argentina, Bolivia, Brazil, Chile, Colombia, Ecuador, Guyana, Paraguay, Peru,
Suriname, Uruguay, Venezuela
3
E.g. Mercosur (Argentina, Brazil, Uruguay, Paraguay and Venezuela), Andean
Community of Nations (Bolivia, Colombia, Ecuador, Peru) or UNASUR which
this paper deals with
4
Central America and Mexico
5
See e.g. in Oyarzún Serrano, L.
2
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The idea of unity is nothing new in the region. Its origin goes back to the beginning
of the 19th century, when most of the Latin American states gained the
independence6. That means the integrative tradition in this region is much more
longer comparing to Europe, nevertheless the European integration is a model to
the Latin America for last five decades. Moreover almost the whole region had
been integrated once under the administration of Spanish kingdom. However, in
spite of this long tradition the results of integration in Latin America are poor.
After the long stagnation of integration after creation of new states which
concentrated on own consolidation the process was renewed in 1960 as well as in
the other parts of the world, which is connected with the post-war economic boom.
But in this process dominated mainly the economic dimension, as it was said
above. In 1970s not only the economic but also the political conditions in the
region worsen and this led to stagnation of integration again. E.g. in 1980s Latin
America was the biggest debtor of all world regions. Renewal of integrative efforts
came in the end of 1980s which is in my opinion the result of the following three
main events in the international relations:
1. Transformation of Latinamerican regimes to democracy
2. The fact that Latin American states faced the similar problems such as
inflation (and generally unfavourable economic conditions) and the
transformation to the democratic regimes. This fact in my opinion
contributed to the increasing co-operation among the states.
3. The end of the Cold war which in that period brought the global cooperational tendencies. Also the globalisation can not be forgotten.
As an example of above described situation can be cited the renewal of the cooperation in the framework of Andean Pact and its transformation to Andean
Community or the creation of Mercosur in 1991.
Considering the integration in the region in the new millenium, one of the most
interesting event was a creation of the new integration bloc South American
Community of Nations (SCN) in 2004 which was renamed to Union of the South
American Nations – UNASUR (La Unión de Naciones Sudamericanas) in 2008.
The initiative comprises the twelve South American countries and could be seen as
a reaction on deepening disputes during the Free Trade Area of Americas
negotiation and an effort of the Latin American states of emancipation of the US
influence.
In the following text I would like review a little the UNASUR as a new initiative.

6

The most important personalities are e.g. Simon Bolivar or Jose Martí, the
representatives of Latinamerican fight for the independence. The main Bolivar’s
integrative ideas are presented e.g. in his “Letter from Jamaica”.
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UNASUR – origins and development
South-American Community of Nations (SCN), the predecessor of UNASUR, was
created on December 2004 in Peruvian Cuzco on the third South-American summit
by all twelve South American states (Argentina, Bolivia, Brazil, Ecuador, Guyana,
Chile, Colombia, Paraguay, Peru, Surinam, Uruguay and Venezuela). This project
should underline the unity among South American states and should make them an
entity in the international relations. This new project is planned not only as an
economic group but also the political bloc with an ambitious aim to form the
regional bloc similar to EU in 15 years. It counts with the terms as an improvement
of standard of living for people by the rise of economies, better access to education
and the health care, sustainable development, support of democracy and peace, cooperation in the fight against poverty, drugs and crime, co-ordination of foreign
policies, co-operation in the environmental issues etc. SCN is the initiative mainly
of Brazil administrative headed by I. Lula da Silva and reassumes the idea of his
predecessor F. Cardoso. Creation of this new bloc is a result of a risen co-operation
between Mercosur and Andean Community. Also the main institutional structure
stands on the structure of these two blocs. What is important is the participation of
Chile and also Guyana and Suriname. The member countries appeals to unity,
common future and the great homeland without borders inspired by Bolívar’s
dreams. In case of success it would be the third largest block in the world 7 with an
area of about 17 million km2 and about 360 millions of inhabitants8. Its GDP
exceeds 900 billions USD and the block posses about 27% of world’s resources of
sweet water, huge cultural and natural heritage including large areas of rain
forests9. Moreover common actions on the international forums would also give
UNASUR greater political power and may make it one of the pole of multipolar
international relations10.
What is also important is the bloc tries to co-operate closely in the infrastructure
field including the physical and energy sector. There exists an opinion that this
kind of co-operation is so important that the “infrastructure integration” is defined
as a new dimension of Latin American integration.
The Cuzco declaration reminds the importance of the fight for independence and
also its representatives Simón Bolívar and Antonio José de Sucre or José de San
Martín as an unifying factor and moreover the Panama Congress, the first congress,
initiated by Bolivar, where the idea of unity of the region was discussed in a

7

After EU and NAFTA
Cardona, D.C.: Tiene futuro la Comunidad Sudamericana de Naciones?
9
See on the UNASUR’s official webside:
http://www.comunidadandina.org/sudamerica.htm
10
What UNASUR wishes
8
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formation of republican confederation was proposed, but without any acceptance.
The Declaration points out the common history and duration of integrative ideas by
these notions. It also mentions the shared South-American identity and common
values which both strengthen the unity. Essential for functioning of the bloc is
democracy and democratic institutions. From the Declaration and following ones
we can read how the Latin America see the “ideal” settlement of the international
relations which is according to them democratic multilateralism, peace and
security.
So, to summarise, in the document (and also in the following ones) we can see the
complexity of thinking11. There is stated not only the main goal but there is also
described how Latin America imagine the IR and which field of action Latin
America considers as essential for its unity and development. It is also an example
of my presumption that integration in Latin America of the “new age” is more
complex, which is its new attribute. The principles are following:
1. “The concerted and coordinated political and diplomatic efforts that will
strengthen the region as a differentiated and dynamic factor in its foreign
relations.
2. The deepening of the convergence between MERCOSUR, the Andean
Community and Chile through the perfecting of the free trade area, with
efforts based, as pertinent, on Resolution 59 of the Thirteenth Ministerial
Council of ALADI of October 18, 2004, and its progression to more
advanced stages of economic, social and institutional integration. The
Governments of Suriname y Guyana will collaborate in the process
without neglecting their obligations under the revised Treaty of
Chaguaramas.
3. The physical integration and integration of energy and communications in
South America based on the deepening of existing bilateral, regional and
subregional experiences, with the consideration of innovative financial
mechanisms and current sectoral proposals that will allow for better
implementation of investments in physical infrastructure for the region.
4. The harmonizing of policies to promote rural and agrifood development.
5. The transfer of technology and of horizontal cooperation in all scientific,
educational and cultural spheres.
6. The growing interaction between enterprises and civil society in the
integration dynamics of this South American area, bearing in mind
corporate social responsibility”.12

11

which successful integration requires
See Cuzco Declaration on the South American Community of Nations:
http://www.comunidadandina.org/ingles/documentos/documents/cusco8-12-04.htm
12
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Following documents develop the integrative idea and concretise the goals and
tasks which should lead to deeper unity and also the institutional structure13. For
example Declaration of Cochabamba from 2006 again reflects the changed reality
of international relations after the end of cold war, defines the main goals of
integration and also six principles which the integration should stand on. The
principles are following:
1. “Solidarity and co-operation in the search for equality, diminution of
poverty and asymmetries and reinforcement of multilateralism as a
basic principle of IR.”14 This shows how Latin American States
imagine the system of IR, as multilateral, and it is also possible deduce
that they refuse the hegemony in the IR concretely the strong US
influence.
2. “Sovereignty and respect to territorial integrity, self-determination of
peoples according to the UN; provision of own strategies of
development without external intervention to its internal matters”15.
These are the basic principles of IR cited e.g. in Chart of UN. We can
see the reluctance to external interventions which is in my opinion
reminder of repeated interventions of US into the internal matters of
Latin American countries. The respect to sovereignty of every single
state is also very important for possible overcoming of typical
nationalism.
3. “Peace for being able to remain the zone where the disputes are
solving by peaceful instruments”16. Let me note that Latin America is
the region with very little number of international conflicts comparing
to other developing regions and tries to be the nuclear weapons free
area.
4. “Democracy and pluralism for fix the integration without dictatorships
and for respecting the human rights and dignity (...)”17 This is
important due to Latinamerican historical context. The article also
focuses on respect and rights of people of all races and genders
especially the minorities such as indigenous people and promises to
recognise the right of people to participation on the democracy and
integration.
5. “Human rights are universal, depending and indivisible”18. Declaration
points out the necessity to develop civil and political rights as well as
economic, social, cultural rights and the right to development declares
13

It has to be noted that the progress is slow again.
Declaration of Cochabamba online
15
Ibid.
16
Ibid.
17
Ibid.
18
Ibid.
14
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6.

as essential. In this could be also seen the historical consequences not
only of dictatorships of 20th century but also of colonial era.
“Harmony with the nature which will bring the sustainable
development (...)”19 This paragraph proves that Latin American States
are aware of climate changes and necessity to protect the environment
and scarce ecosystems. The protection of ecosystems and biodiversity
should be taken into account especially during the work on physical
and energy projects.

There is also the “strategic plan” as an integral part of the Declaration. Articles C,
D and E are notable. Part C pays attention to the negotiation with third countries
and other blocs. It is at least the evidence that Latin American states are aware the
necessity of diversification of their orientation which would reinforce their position
in the IR. Moreover in my opinion this could be interpreted (taking into account
also the statement about the necessity to reinforce the multilateralism) as a wish of
Latin American states to be one of the poles of this multilateral IR. Article D takes
in account that it is necessary to co-ordinate the policies during the WTO and other
global financial organisations negotiations to strengthen the position of Latin
American States especially the small ones. This can be seen as a manifestation of
declared solidarity. Article E deals with the organisational structure and calculates
with the creation of South American Parliament, which should consist of
parliaments of Mercosur, Andean Community and Chile, Guyana and Suriname to
reinforce the bloc.20
The increased attention to energy sector is paid with the first energy summit that
took place on the island of Margarita in 2007 in the SCN framework. The political
dialogue was agreed and in final declaration the principles of co-operation in the
energetic field and building up of large projects agreed. The risen importance of
telecommunications and transport and energy infrastructure co-operation was
underlined by creation of the special institution for support of this sector in 2000. It
is called Initiative for the integration of regional infrastructure of South America
(Iniciativa para la Integración de la Infraestructura Regional de América del Sur) –
IIRSA21.
Moreover the new television channel – TELESUR is being built. It should support
the cultural and political integration of the region. Channel would comprise the
content of public channels of different Latin American countries to show Latin
19

Ibid.
The whole document available in spanish: Declaración de Cochabamba
(Colocando la piedra fundamental para una unión sudamericana):
http://www.integracionsur.com/sudamerica/CumbreSudamericanaBolivia06.pdf
21
More on the IIRSA web page: www.iirsa.org
20
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American reality better. News and space for public bodies would also be the
important part of the broadcasting. The problem is that finally not all the states
joined this project. It was Brazil, Colombia and Peru who refused. Brazil declared
that it would like to build own project – TV Brazil. Non-participation of the
biggest state of the region is in my opinion fatal for the fulfilment of its goals.
Colombia protested that there was planned some emission with one of the leader of
FARC. Peru didn’t joined because of increasing tenseness between Peruvian and
Venezuelan president – A. Toledo and H. Chavez. Other problem is that Venezuela
has the biggest proportion and therefore there is a danger of too large influence of
H. Chavez. What is furthermore interesting is that Cuba joined this initiative.22
Concerning the financing mechanisms notable step was made on December 2007,
when the “Bank of South” was created, which would resolve one of controversial
points of integration plans, which is financing of planned projects. The negative
aspect is that not all the states participate again. Only Argentina, Bolivia, Brazil,
Colombia, Ecuador, Paraguay and Venezuela joined but the rest of states is invited
to participate. Character of such institution requires in my opinion participation of
all members.
As one of the essential treaties of the bloc I consider that one which was sign on
23rd May 2008 in Brasilia. It is the South American Union of Nations Constitutive
Treaty by which SCN was renamed to South American Union Of Nations (Unión
de Naciones Suramericanas) –UNASUR23 and what is more important it gives the
new bloc legal personality. The treaty repeats and summarises the principles and
what were agreed until the date of its signature but also brings some new aspects.
There can be also seen the connection with the European integration because this
steps can be interpreted as a wish the treaty becomes similar to European
“Maastricht”. Firstly let’s look at the preamble, where we can see the principles of
integration and Latin American point of view on the IR.
“BASED on the shared history and solidarity of our multiethnic, multilingual and
multicultural nations, which have fought for the emancipation and unity of South
America, honouring the vision of those who forged our independence and freedom
in favour of that union and the building of a common future”24 This is the reminder
of shared history and the fights for independence, when the first integration ideas
22

More e.g. Cañizáles, A. – Lugo, J.: Telesur. Estrategia geopolítica con fines
integracionistas
23
Change from „Community“ to “Union” could be seen as symbolic. E.g. as a
parallel to the change of European Communities to European Union if we consider
the main goal of the bloc.
24
South
American
Union
of
Nations
Constitutive
Treaty:
http://www.comunidadandina.org/ingles/csn/treaty.htm
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appeared. It is one of the features which can deepen the unity among South
American nations.
“INSPIRED by the Cusco Declaration (December 8th, 2004), the Brasilia
Declaration (September 30th, 2005) and the Cochabamba Declaration (December
9th, 2006);
AFFIRMING their determination to build a South American identity and
citizenship and to develop an integrated regional space in the political, economic,
social, cultural, environmental, energy and infrastructure dimensions, for the
strengthening of Latin America and Caribbean unity”25 Firstly it is an evidence
that the states are aware of complexity of the phenomenon of the integration. But
what is may more important is the intention to build a South American identity
(and citizenship). The presidents evidently believe that the collective identity will
reinforce the unity and will help to create an integrated unit. This could be reason
why the common history and fight for independence with its heroes as a unifying
factor is frequently mentioned by Latin American officials when calling for unity
as we can see in the precedent paragraph.
“CONVINCED that the South American integration and South American unity are
necessary to promote the sustainable development and wellbeing of our peoples,
and to contribute to the solution of the problems which still affect our region, such
as persistent poverty, social exclusion and inequality”26 Till now is has been very
difficult to solve these crucial problems by every single state. Deeper co-operation
among them can help find some effective solution to reach a reasonable standard of
living all over the region.
“CERTAIN that integration is a decisive step towards the strengthening of
multilateralism and the rule of law in international relations in order to achieve a
multipolar, balanced and just world, in which the sovereign equality of States and
a culture of peace prevail and in a world free of nuclear weapons and of weapons
of mass destruction” This article is in my opinion crucial because it shows the
Latin American point of view on the international relations. The South American
integration is comprehended as a mean to strengthen the multilateralism, which is
evidently desirable. Implicitly there could be seen the wish to play a role in such
world and also the wish to emancipate from world’s powers (especially US)
influence. The interest to diversify territorially the activities and may play more
important role in the IR could be seen also below in article 15 of the treaty which is
dedicated to the relation with third parties. During its short existence UNASUR has
established dialogue and relations with other states or integration groups (e.g.
South African region, Arabic countries or South Asia).

25
26

Ibid.
Ibid.
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“CONFIRMING that both South American integration and the South American
union are based on the guiding principles of: unlimited respect for sovereignty and
territorial integrity and inviolability of States; self-determination of the peoples;
solidarity; cooperation; peace; democracy, citizen participation and pluralism;
universal, interdependent and indivisible human rights; reduction of asymmetries
and harmony with nature for a sustainable development”27 This paragraph shows
which principles are basic for the integration in this region. These principles
together with above mentioned “unlimited respect for sovereignty and territorial
integrity and inviolability of States” and “solidarity of our multiethnic, multilingual
and multicultural nations”28 are essential conditions how to overcome a typical
Latin American nationalism which is one of the aspects discouraging the
integration process.
“UNDERSTANDING that South American integration should be achieved through
an innovative process, which would include the progress achieved so far by the
MERCOSUR and CAN processes, as well as the experiences of Chile, Guyana and
Suriname, and which goes beyond the convergence among them;
CONSCIOUS that the process of building a South American integration and union
is ambitious in its strategic objectives and will be flexible and gradual in its
implementation, ensuring that each State honour its commitments according to its
own reality;
RATIFYING that fully functioning democratic institutions and the unrestricted
respect for human rights are essential conditions for building a common future of
peace, economic and social prosperity and for the development of integration
processes among the Member States”29 These last paragraphs may do not need
more comments. Important is fully functioning democratic institutions and the
unrestricted respect foe human rights due to Latin American history again.
So, to summarise main points of the preamble, the states refer to shared history and
building of a common future and South American identity which is the feature that
can reinforce the unity. But also emphasise “solidarity of our multiethnic,
multilingual and multicultural nations” and “unlimited respect for sovereignty and
territorial integrity and inviolability of States”. Respect to specifics of every single
country and to its sovereignty is in my opinion essential for overcoming a typical
Latin American nationalism, which is one of the aspects discouraging the
integrative process. The states are furthermore aware of complexity of the
phenomenon of the integration considering the paragraph where all the dimensions
of co-operation are named.

27

Ibid.
Ibid.
29
Ibid.
28
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If we continue in reading the Treaty among ordinary regulation of functioning and
structure of the bloc there are some remarkable points:
Firstly the reception of decisions not typical in the Latin American region. The
Treaty established a typical Latin American consensus but at presence of at least
three quarters of the members. This is the new aspect because it is theoretically
possible that some arrangement would have been adopted despite the indignation
of some state supposing its absence. This provision opens the possibility of
supranationality which has been unthinkable till now in Latin America and
therefore it is a break-through in Latin American integration.
Not less important is that the treaty is opened to other Latin American countries,
which means that the creators count with final unity in all Latin American region
as the Simon Bolivar (whose heritage they refer to) dreamt about. But there is also
a provision about the possibility of a withdrawal from the group. The problem of
the Treaty is that the settlement of disputes is arrange insufficiently.
One of the newest events, which I consider as important, is the creation of the
Council of Latin American Defence on the last summit held in December 2008 in
Brazil. The summit on the one hand showed rising disputes among the states but on
the other hand brought chance to co-ordination their acting on multilateral forums
and above mentioned creation of the defence council. The council firstly met in
March 2009.30
Conclusions
The main goal which is (as it was cited above) to form integrative bloc similar to
EU in fifteen years seems a little unrealistic but we have to see also the positive
aspects which can this co-operation bring. And is there finally the start of the real
Latin American unity represented by UNASUR?
In my opinion, UNASUR is a promising project and it seems the politicians are
aware of the fact that this functional co-operation would bring better position of the
region in the international relations. First of all I would see as a very good start that
all twelve South American states joined. It is may the greatest success. Moreover,
the group is opened to other Latin American countries. But recently it seems that
Guyana and Surinam will rest only as the associate members.
As we can see not only from mentioned documents the creators have built this
project as a complex one. How it was mentioned the integration is a phenomenon
which consists of several dimensions and in this case we can see the integration has
30

See the declaration:
http://www.comunidadandina.org/unasur/10-3-09com_defensa.htm
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overgrown the economic co-operation and all aspects of this complicated
phenomenon are being developed.31 The bloc would have been an example of
neofunctionalist spill-over concept in some of dimensions of co-operation e.g. the
physical integration.
The basic treaties refer to the common identity and demand unity but in the same
time the respect of the specifics of the members and the equality of the members
which is important due to typical Latin American nationalism which would be
overcome more easily this way. There have to be seen also common language,
shared history, religion and values that is a factors which in general simplify the
integration. Also the role of public and private sector is essential for strengthen
unity.
There is also one new aspect. The UNASUR Constitutive Treaty admits possibility
that some decisions can be accepted by the three-quarters majority. It means some
decision can be accepted even though some state does not agree in case of its
absence. I see this as a starting supranacionality.
From the basic treaties we can also see the Latin American imagination about the
international relations. The South American region wishes the multilateral
international relations (without nuclear weapons and arms of mass destruction).
But implicitly I would also see the aim to become one of the poles of such
multilateral arrangement. In my opinion reinforced position of Latin American
states in the international relations is desirable. And following from this it is an
expression of Latin American (better to say of some states mostly with more or less
leftist regimes) efforts to reduce the influence of world powers especially the US to
their policies and also the evident deflection from the neoliberalism (the USA are
the main representative). The key factor would of course be the intentions of the
new Obama administration towards Latin America.
Very interesting is the physical and energy dimension of Latin American
integration. The region needs the development in infrastructure area (supposing
protection of rare ecosystems). But there is another aspect of the co-operation on
common project of this type. It would bring the greater dependency among the
countries and therefore the step back in the integration will be more and more
harder and inconvenient. So the unity would be the spontaneous consequence of
this process.
The group could serve as a forum to settle the persisting disputes among the
states32 which definitely requires political will. And vice-versa the political will to
31
32

this refers to my hypothesis about changed integration in the new millenium
E.g. Chile-Bolivia, Argentina-Uruguay, Colombia-Venezuela
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solve the disputes among the states is a presumption for co-operation in scope of
the bloc. The unity in the region is conditioned by the development of the relations
among the states and also between Mercosur and CAN.
Nevertheless there are also threats to the successful functioning of the new group.
First of all the disputes among the states have to be solved and than it is necessary
to solve the key problems of the region such as social problems, poverty, access to
the healthcare, education etc.
Moreover there exists the possibility that Brazil will desire to use UNASUR as a
tool to reach regional hegemony which was historically its goal (the latest
manifestation of this could be the “fight” over the permanent place in UN Security
Council). It was Argentina who was its rival in this aim. The rivalry between the
two states was weakened in the Mercosur framework. In these days it is Chavez’s
Venezuela that tries to strengthen its position.
Finally, the main problem - which is that the states primarily follow their own
interests and co-operate on deepening of the integration only when it is convenient
for them, remains. There is also the threat connected with an approach of Latin
American administrations to the United States which is hardly unified and
therefore could bring and brings new disputes (such as the recent ColombiaVenezuela case).
Regrettably the unity in Latin America still does not exist but there are some signs
of the evolution of relations and integration (deeper and more complex character of
the integration). It is difficult to evaluate UNASUR for now because of its
relatively short existence but in my opinion it is a promising new integration bloc
which tries to co-operate in many fields and could be finally a step forward to
Latin American unity and may also a solution of the persisting problems of the
region.
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Appendix 1 – Selected economic indicators of the UNASUR in 2008
Rozloha
(km2)

Počet
obyvatel
(mil.)

HDP
(mld. USD)

HDP/obyv.PPP
(USD)

Argentina

2 766 889

39, 746

395, 685

14 413

Bolívie

1 098 580

10, 028

11, 368

4 330

Brazílie

8 511 965

195, 138

853, 707

10 326

Ekvádor

283 561

13, 801

23, 526

7 685

Guyana*

214 970

0, 772

1, 13

3 800

Chile

756 626

16, 770

104, 585

14 510

Kolumbie

1 138 914

46, 702

134, 239

8 215

Paraguay

406 752

6, 230

9, 496

4 778

1 285 216

28, 214

84, 252

8 580

Surinam*

163 820

0, 481

2, 984

8 900

Uruguay

177 414

3, 342

26, 369

13 295

Venezuela

912 050

27, 912

167, 353

12 785

389,136

1 814,694

6 350

Peru

CSN/UNA
15 332 961
SUR
* According to CIA
Sources: ALADI, CIA
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Market-Based Action Guidelines to Retain Profitability
of Middle-Sized Companies
PETER KÖGLER

We trust we have some theoretical ideas to offer to the conference main focus,
Enlargement of the EU: The Chances of South-Eastern Europe. As there is an
existing project having been carried out on the topic of company viability, and its
outcome is also to be used for a software tool to design solutions for company
troubled periods (though not only such), but troubled periods are now a very vital
point due to the global economic crisis, resulting in financial crisis/instability,
which has been a hot issue with interested company analysers, basing our research
on following development in companies of three different countries – Germany
(re-united after 1989, with ex-West Germany having been the EU member for
several years and a well-settled, progressive and active one, too), Poland (a post
communist country with a market very flexible and fast adapting to the new
situation, with large manufacturing and exporting potential) and the Czech
Republic (also a post-communist country with a different attitude to production,
import and export, also a new EU member). The two ex-communist countries, plus
partly some German producers too, share the experience of turning companies
from state-owned into private-owned, and therefore fighting for their own
sustainability or disappearing from the range of existing manufacturers. We
analysed the co-existence of the markets within the new marketing and political
structures. The highly interesting outcome of the research can be helpful to start
active marketing policy and businesses in South-Eastern European countries, as the
features of starting business activities there are very similar to the project-analysed
countries, and realising that, the countries can gain a lot from avoiding the initial
blunders (not only in the respect of financial investments) in their businesses,
learning from other country’s experience. The knowledge can make the
development of business more successful, therefore more motivating and, prior to
all, profitable – as well as viable.

About the project
The early warning system (Fruehwarnsystem, FWS) project was launched in May
2007 and the research showed outcome at the end of 2008. A team of researchers
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(Oliver Croenertz, Peter Koegler, Oliver Zimmert), led by Dr Artur Friedrich,
professor of management in middle-sized companies with the University of
Technology and Economics in Dresden, where he focuses his interest on
researching the factors influencing company growth within the region of Dresden
(Germany).

The project is concentrated on the development of a system able to recognize first
signs of critical development and chances in middle-sized companies. This system
enables the entrepreneur to prevent critical loss of the company or predict critical
moments together with chances in the development of business. The reasoning for
such a strategy to be used in business planning is fairly logically compared to a
feeling we all know – the “funny tummy” feeling of intuition, but here, a new
system of predicting the future in business is being developed, and as it is to use
the data and information reflecting the reality of business outcomes, it can help
companies get prepared in cases of critical periods, warn companies and “tailor” a
specific business program to save the entrepreneurial activities and well-being of a
business.

The researching team has found ten dimensions of success, all described by 51
factors, with these 51 factors being described by 250 indicators.

A. Introduction
“Early warning systems” seem to be logical things in many a sphere of our
everyday life. We find it natural to build anti-flood shields at river banks much
earlier than there are any signs of high waters, also health insurance is paid in
advance without a second thought as well as we find prevention of terrorist
behaviour a natural thing. With businesses, the situation is similar, we need to be
prepared for times of less successful development and need to learn from the
experience and prevent it for the future growth of the company. Therefore we
understand we need the same, and that is: basic information on business activities
and relevant data outcomes to get an early opportunity to interpret and analyze the
data and find the best measures to bring the business back into its profitability as
soon as possible. We also realize this can be done only if we react fast and
effectively enough.
This approach to company planning strategies seems highly important. Especially
in markets with great dynamics and complexity of activities, production, services
and profitability, it can be a matter of “life and death”, in more professional words,
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“profit or loss”, or else: sustainability or non-sustainability. This attitude is not
only applied from its negative side in cases of saving a business, but also in well or
fast growing businesses to improve their chances to take advantages of obtaining
the best positions in the trade or market to reach higher profits as well as avoid
risks endangering the profitability of the trade. Successful businesses show us they
often sustain their profitability by careful analyzing of their existing data with
regard to its future use. The team has chosen to research the specific data
influencing the existence and growth of company profits, with basing their work on
finding the individual elements of the “success factors” within the company data
(statistics).
Realizing that the sustainability of a company grows with the earliest possible
problem-solving management, the team based their research in the industrial
companies of the Dresden area. The main goal of the survey is to find what makes
a business a successful; that reads “viable” or “sustainable” one.
We ask if it the personality of the businessperson in charge making the business
successful, or whether it is the planning strategy the company uses, or if it is the
quality of used sources in the company development. Also, it is necessary to ask
ourselves: Do we know the real reasons for a company’s success? Can we use the
early warning system in both happy as well as unhappy periods of company
production equally?
The software expected to be developed on the basis of the research will be
designed as qualitative and (quantitative) concept of future planning, and will be
designed to help businesspeople in a “playful” way (meaning user’s friendly),
ready to accept the important company data of the past activities for better and
more precise predicting and organizing of business on the market. With the end of
2008, the team has created and launched the first model of reference for Dresden
mechanical engineering industries. The work was started with literature-based
research, interviewing and questioning the businesses for detailed information. The
year 2010 should offer the managing directors cooperating on the survey some
basic tools for directing their businesses as required (with respect to data outcomes
from the early warning system).
The model entrepreneur for the project is a “typical” Dresden middle-sized
mechanical engineering company. The project allowed the team to describe the
person in charge of the whole company, with main respect to features bringing
success and best results to the company. On average, making up the character of a
businessperson in charge according to the findings of the research, they are a
person with technical education and salesperson’s knowledge and experience.
Often, these people are also familiar with the old method of “doing business”,
which helps them understand customers and foresee potential risks or chances, but
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when there is the need of making a decision instantly, there are high chances of
being too rushed, and that is described by March and Simon1 as a reaction of mere
habit. In the discussed case, we find that businesspeople often look for alternative
solutions once a critical point or a case of discontinuity has already occurred,
which is, we are sorry to say, often too late.
As our aim is to reduce entrepreneurial men rush decisions (from subjective to
more objective), as they can often be the core of failure, we realized we needed a
steady source of data, which can only be acquired from a business by following the
company’s “diary”, as that show the concept (planning), production details
together with chances, everyday experience and intuitive decisions (here we can try
and understand what made the person in charge decide on such an option, as we
see the process of things happening), the details will later be segmented, evaluated
and put into a system of scoring to achieve relevant informational value. The goal
of the project is to help professionals with their decision making, developing a
functional system they can rely on, a system taking into consideration their own
individual experience and needs.

B. Structure
There are five project phases of the early warning development system (see
reference model). Firstly, literature sources were analyzed for the best theoretical
background of the research, finally coming up to 75 sources in books, the Internet,
magazines and newspapers. Secondly, the team needed the best specialists for the
project and selected a group of co-workers to be interviewed about their opinions
and experience. Thirdly, a group of managing directors was asked to give
interviews. Later, with a theoretical base and real people for survey, we needed
some real-life outcomes, and organized a workshop where professionals,
specialists as well as people in business had an opportunity to meet and discuss the
practical side of the research. Interviewees were asked for vital information in a
form of questionnaires (written forms) and this group of people reached the
number of more than 50 and gave relevant data for the project. With the five parts
we have now mentioned (literature analysis, interviewing professionals,
interviewing business people, workshops, and questionnaires) we were able to
create a model of reference. The model of reference reflected all data in the vital
dimensions of the research and also included the factors of success (failure), and
the criteria for future analysis in the research. With the interview, the reason was to
find factors influencing the business (its short-term and long-term success or
failure); the technique of interviewing chosen was narrative interview (offering the
interviewee a large scale of options and their own ideas to share) and the critical
incident method was chosen for the methodology of the poll.
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Literature-based
model

Experts-based
model

Entrepreneur-based
model

Modelling
Profile forming
Draft model of reference

Workshops

questionnaires
Feedback
Final collection of data
MODEL OF REFERENCE

pic.1: Project Schedule; Origin: Project FWS, 2008

C. The Theory behind the Project
I. Early Warning Systems
Early warning systems uncover early signs of both, risks as well as opportunities
for company growth. The strategy of developing early warning systems started as a
system oriented on spotting risks, later developed into its advanced formula
concentrated on risks and promising opportunities, and nowadays we can see the
complex system of early warning consists of spotting risks and promising
opportunities together with diversions and business strategy recommendations.
Although our base is in German, the phrase of early warning system is well known
to English speaking professionals (economists, business people, salespeople,
entrepreneurial people etc.) The phrase needs no further explanation of what its
main purposes are as it is so clear and accurate. In German, we speak of
Fruehwarnsystemen. Up to present, there are four generations of early warning
systems in existence.
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pic.2: Methodical Classification; Origin: Project FWS, 2008

1 s t ge n era tio n co ns id er e d t he i n fo r ma tio n o n fu n ctio n i n g o f t he
b u si n es s a nd ga ve a n o u tco me i n f o r ms o f fo rec as t a nd e val u at io n.
2 n d ge n era tio n ad d ed e x t er n al i n fl u e nce o n b u si n es s a ct i vi tie s to
ma k e e arl y war n i n g mo r e el ab o r a ted b y u si n g o u t -o f -co mp a n y d a ta
to ma ke re so l u tio n s mo r e v al u ab le .
3 r d ge n era tio n ad d ed e x t r a fac to r s to t he p r e vio u s t wo ite ms . It
al so co n sid ered t he i mp o r ta nc e o f d yn a mi c s o f ch a n ge s vi ta l fo r
th e co mp a n y p ro gr e s s a n d it v al ued t he mi no r a s p ect s a nd we a k
si g n al s t o ma ke t he a na l ys i s mo r e d e ta iled .
4 t h ge n era tio n ( it i s wh e r e we b a se o ur r e sear c h and ne w mo d el o f
he lp i n g b u s i n e s se s) i s a str ate g y co mb i ni n g al l t hre e p re v io u s
ge n era tio n s i n to o ne , m o r e co mp le x, t heo r y - b as ed , o p era ti v e,
mu l t i -d i me n s io na l e ar l y wa r ni n g s ys t e m.

267

Peter Kögler

II. Early Warning System in middle-sized companies
Originally, and logically too, first early warning systems were used with large
corporations. Large companies gave enough time to foretell the company future, it
also gave more useful data, more analogies to previous activities, and it was
possible to give ideas for business in 5 years or even longer periods of time in
which the dangers can be prevented. For obvious reasons, we are interested in
middle-sized companies, as they may find the system very useful. In today’s
situation of economic insecurity as well as crisis it seems logical to save companies
which are able to be sustained and survive, as their business is useful, profitable
and promising, often irreplaceable. This area has not been so often uncovered, so
middle-sized companies offer a chance for our team to get absolutely new
information on new strategies and alternatives.

Our team likes to imagine the situation of warning systems (following old patterns
of systems and progressive systems, too) as follows: In the traditional way, this
situation would be an easy-going ship flow of knowing what we want to do, trying
to do it (and be successful) and carrying out our project (as well as the company
can).
With the modern approach, there is a more complicated and complex way to reach
the target of being profitable (understanding that this is the core philosophy of any
business).
In this image, the ship (the entrepreneur) sets on its way knowing and trying to
work with the knowledge on potential icebergs (risks), therefore cleverly avoiding
them (by being well equipped to do so because of a pre-travel plan and research),
and later reaching the isle (goal) successfully, with a higher probability of
reaching it, of course.
With this image, the sea is the market, wild and untamed, with its open dangers
(now hidden deep on the sea bed, lying uncovered, but dangerous as ever). Other
influences there are to be considered are the weather, the accidental situations of
sea-sickness, nervousness, bad communication due to an urgent matter to be
solved etc (external influences). To complete the image, it needs to be said there
have to be other ships in the sea (market), and logically, they are competitors. The
captain also knows their potential, strategies etc, once again, because the captain
(entrepreneur) has been researching the situation in advance.
With large companies, well settled in business and on the market, if they “hit the
iceberg in the wild sea”, there will be many a company, business or institution
willing to help (to save their own strategies, investments, future plans etc.), so
large companies will not offer a good example of “risk management”, as risk
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management of large corporations is often connected to other activities not
originally concerned about the future risks, briefly put, there may be other interests
of companies to sustain a business (imaginary tankers).

pic.3: Tactical Early Warning System, Origin: Project FWS, 2008

III. Early Warning System as an integrated decision-making tool
To make the early warning system tool more practical, helpful and functional, it is
necessary to realize it also should make decision-making processes more feasible
(as well as efficient). A company future often depends on a decision only, so we do
realize the importance of that step and keep in mind it has to be made in a reliable
and responsible manner. With all vital business data, it is possible to develop the
criteria for evaluation, based on entrepreneur’s experience. We use the method of
scenario simulations to make the decision-making process possible.
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D. The Research Draft
I. Amoeba model
Amoeba, literally speaking, is a single-cell organism, living for its pure existence,
showing a great capability of survival. As it is with all living organisms, its main
purpose is to survive, and this is where there is an analogy between the cell and
business. The intelligent structure is using minimum incentives and elements for its
survival, that means, speaking now more economically, to reach a level of
sustainability (viability), profitability and a potential for better (faster or more
efficient) growth in business. Here, we use amoeba as a metaphor to describe the
system of early warning procedure. The idea of metaphorical amoeba has been
transferred into an amoeba model, showing great viability, naturally avoiding risks
and danger by mere avoiding it. As the cell is so primitive (in reality), its only
defence, and brilliant one too, is to get out of the way. Obviously, there is always
some environ in which things (people, companies, ideas, and amoebas) exist, and
the environment can give great insecurity to one’s existence (activities).
Now to a more realistic view of the amoeba model – taking a business as a living
organism, we know it exists within an atmosphere of changes, dynamics and
market. Here, the defence is the strategic company management. If there is a
change in the environment of the organism, a EWS is activated, and it is easy to
see that only well-informed and well- prepared businesses are able to survive the
“environment of commerce”. The inner data of experience and success as well as
failures within a business then form the business policy, and what is more, there is
one major rule for its survival/viability of an organism – keep active movement!

pic.4: 10-D-Model; Origin: Project FWS, 2008
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II. Features of viability (10-D-model)
The company viability depends on a number of influences along with the basic
concept of future business. The dimensions (influences) here figure as base stones
of the business structure. The influences are segmented into ten dimensions (as
seen in the picture of the amoeba model). It covers
- targets and strategies
- personality and character of the entrepreneur
- company background
- structure
- resources
- business progress (activities)
- behaviour of collaborators
As vital part of the model, there are the essential conditions of existence
- market
- environment
And the factor involving dynamics, growth, progress and development are viewed
as
- processes of change
The model stands for the EWS concept.
As for targets and strategies, today, we understand that past activities (and also
failures) are of great importance and must be a part of our future concepts as they
too belong to the complexity of a business.
With business people characters/personalities, we need to realize the owner is
not always the person who runs the middle-sized company, or at least is not the one
directly responsible for all of its decisions, or, as the case may be, not even taking
part in the decision-making process. Knowing this and taking it as a fact, we have
to analyze and understand the reflection of personalities (their strategies,
understanding, concepts, views, ideas etc.) and take them into consideration in
company future planning and forming the core company policy.
Company background is the dimension that can be defined by company
experience and identity, also the history of the business, its development as well as
this dimension values the role of the region, stressing the fact that the company
often functions within certain environ, and the region here is of highest importance.
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An important influence on business success comes from business progress, rather
logically including activities of such quality that they are repeatedly implemented
into the company functioning, with the individual input being developed
(improved, taken advantage of) so that the outcome reaches the highest level
possible.
The structure is the framing within which the activities are realized and also
showing the limits of business activities and expansion.
As the centre of business consists of various parts, resources need to be kept under
our knowing observation. Through resources, we are able to realize the potential of
a business (as it depends on the quality and quantity elements of business reflected
in resources, covering the efficiency of workers and co-workers, their role in
decision-making processes, also the human resources in the structure of company
etc., phrased as behaviour of collaborators in the intial list of viability features)
This sphere also includes company advertising policy, as there is mutual coexistence of the business potential and advertising. As the market is dynamic, we
have to see the aspect of changes and shifts in business (processes of change).
It is always necessary to know what should be changed to support or enliven the
business or also change targets and strategies obviously dying out within the
process of business; all these are features of natural behaviour of the market (e.g.
customers, suppliers and providers and competitors, their reliability, behaviour,
also their viability). All changes within the market happen in certain environment
(living environment, strictly speking as well as metaphorically), which is the
reality the business acts in (there are limits of all business activities outlined by e.g.
company policy, global politics, laws, ethics, EU restrictions as well as demands
etc.)
We also need to analyze high technology used in the business, sources used,
workers´ qualification, and distribution of goods…) to get the most realistic
viability feedback possible. We analyze the status quo of business to see how it
complies to what we aim the business to be. To be able to do the right changes (if
we can influence them) while making decisions, both rush and strategic, and
involve innovative approach, we have to be aware of the changing processes and
the way they function.
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pic. 5: Structure Plan FWS-Concept; Origin: Project FWS, 2008

III. Model reflection
As a major part of the research depended on consulting professionals, there was a
need to create questionnaires, evaluate them, find important information and data
in the interviews, get feedback, form the statistics and arrange a scale giving some
statistic outcome of the research so that the information is of value to the EWS
software tool preparation.

pic.6: Graphs Diagram; Origin: Project FWS, 2008
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IV. Evaluation criteria
The need of precise evaluation of data led the team to creating mathematical
calculation and the concept of self-evaluation of the company. If the software tool
is to be helpful, the entrepreneur needs reliable feedback of the business. Even if
the data loaded into the system was partial (for some reasons), the feedback should
be accurate, reliable and complex. Therefore adequate methodology was used. As
this paper does not allow us to describe the procedure of evaluation methodology,
our audience is welcome to contact the presenter in case of doubt or interest.

V. Model of Reference
Model of reference is a complex of data shown in graphic organization. The
principal model has been developed with the use of professional literature,
professional advice and company counselling.
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pic.7: Model of Reference; Origin: Project FWS, 2008

VI. Vision Software
The aim of the researching project is to give base for developing an efficient early
warning software system. As the research was carried out on scientific level, the
transfer of reliable data, information and experience is to enable the development
of the software.
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Asian giants in Africa:
How different is business modus operandi of the
Chinese dragon and the Indian elephant and what it
means to African countries?
DOMINIK KOPIŃSKI

Abstract
China and India go hand in hand in exploring economic opportunities that are to be
found abundant in the African continent. They are primarily interested in tapping
natural resources, desperately needed to fuel its continued economic expansion that
is slowly but steadily elevating both countries to the world elite of the economic
superpowers. They are also increasingly attracted by African domestic markets
where cheap, labour intensive, low-technology Asian goods can easily find their
way to the African consumption patterns. Both rising powers continue to build
their policy upon the South-South partnership rhetoric and the principle of noninterference which very much contrast with the North-South cooperation defined
within the rubric of neo-colonialism. The Asian giants’ growing presence in Africa
has garnered a lot of attention and provoked equally as many concerns as hopes. It
has been portrayed as a zero-sum game and a menace to the long-term economic
and political development of African countries. It is suggested that owing to the
growing demand for natural resources, which supply a steady stream of export
revenues, the corruption in some African countries thrives, democracy weakens,
badly needed reforms are put on hold, economic diversification is impeded and the
countries are more vulnerable to external price shocks. Others argue, however, that
if managed properly, the business relations with China and India can yield major
economic benefits and eventually lift the trajectory of African development.
Despite many similarities, the business modus operandi employed by the “Chinese
dragon” and “Indian elephant” in their quest for African riches and markets is to a
remarkable extent different. This concerns both trade and investment flows. The
article will attempt to examine the business model of the Asian powers in Africa
and establish how it affects the continent’s development.
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Introduction
The Asian giants, India and China, are becoming new economic power
centres of the global economy. Their links with the rest of the world are
increasingly more complex and far-reaching. Both countries have been also
vigorously expanding its ventures into Africa mainly in search for oil and minerals
needed to fuel fast developing economies. Africa is also an increasingly popular
trade destination for Chinese and Indian goods and services. Nonetheless, Asian
economic relationship with the continent is not a new phenomenon. It dates back at
least to the Middle Ages, when the Silk Road was explored by Asian merchants
trading with kingdoms of East Africa. In the fifteenth century a gigantic Chinese
fleet led by the general Zheng He paid a courteous visit to the East African coastal
region (today Kenya). Interestingly, the Chinese sailed away empty-handed,
bringing home only a giraffe1. The more contemporary involvement of Asian
giants (mainly China) in Africa can be traced back to the time of the Cold War,
when the continent became a political battlefield. In the sixties the Chinese
expanded its diplomatic relations with a number of newly independent African
states, fostering anti-colonial and post-colonial solidarity. China was also looking
for political supporters of its stance on Taiwan issue. Attempts to spread Maoism
across the region (for example in Tanzania under Julius Nyerere) were ambitious,
albeit politically ended with modest effects. The “material” imprint was more
lasting. The Chinese undertook a series of grand investment projects, both in West
Africa, where several Olympic-style stadiums were constructed, and East Africa,
which is epitomized by the Tazara railway, built by 50 000 Chinese, which linked
Tanzanian port of Dar es Salaam with Zambia's copperbelt region.
All past relations with the continent, however, cannot be compared to the
recent economic activity of India and China in Africa. This concerns not only
quantitative facets. The style of the Asian expansion is unprecedented. The current
approach is free of ideology and strikingly pragmatic, targeted precisely at
economic benefits. The economic ties with Asian partners have been burgeoning in
the last few years in many dimensions: trade, investment, aid, loans and debt
cancellation. The rates of growth in trade and investment flows speak for
themselves. Between 2001 and 2006, Africa’s exports to and imports from China
rose on average by more than 40 and 35 percent 2. Whereas in 2000 the ChinaAfrica trade exchange accounted for only 3,7 billion USD, in 2007 the value of
exports and imports stood at 72,9 billion USD3.
1

S.M. Wilson, The Emperor's Giraffe, Natural History, Vol. 101, No. 12,
December 1992.
2
J. Wang, A. Bio-Tchané, Africa’s Burgeoning Ties with China, Finance and
Development, Vol. 45, No. 1, 2008.
3
WTO International Trade Statistics Database, http://stat.wto.org
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Figure 1: Sub-Saharan Africa’s trade with China and India,
1991-2006

Source: UN Comtrade database, http://comtrade.un.org/db/
China now ranks as the Africa’s second top trading partner, behind the
United States, and ahead of the two traditional partners, former colonial powers France and UK. The scale of the India’s involvement in the continent, measured
either by trade or investment inflows, is somewhat less impressive. Some argue
that there is actually no race between the two powers as the Chinese left the Indian
“far, far behind”4 and that, given the long cultural and commercial ties, India is in
fact “making up for lost time in the African continent” (a decade ago India-Africa
trade was higher than China-Africa). This view is difficult to rebut. The trade
exchange between Africa and India constitutes half of that of China. The India’s
trade with Africa soared to 30 billion USD in 2007. It is further projected to grow
to 50 billion USD by 2012 - the volume that China already reached in 2006.
Nevertheless, measured by growth rate of trade and investment flows the
performance of the “Indian elephant” is impossible to ignore. According to
forecasts, the quest for raw materials will further intensify in the upcoming years.
It is projected that by 2025 India will overtake Japan to become the world's thirdlargest net importer of oil, stepping back only before the US and China.
4

India follows China's path with Africa overture, Financial Times, April 8, 2008,
www.ft.com (Accessed on May, 9 2009).
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While India and China assert that they are in no competition over Africa,
their pursuit for African riches and markets is usually characterized as a head-tohead race. The evidence is plentiful. India has lost several lucrative oil deals to
China in the last years. The case of Sudan clearly shows that both giants’ interests
in Africa are conflicting. The government-owned Oil and Natural Gas Corp.
Videsh Limited (ONGC) has invested 720 million USD in Sudan to secure a share
of oil fields, and plans to spend 200 million USD on a 741 kilometers pipeline 5.
There is also a visible competition between India and China in the Gulf of Guinea,
especially in Nigeria, India’s second largest oil supplier, with 15 percent of share.
India has been recently undertaking more ambitious, political efforts to catch up
with China in securing the access to the African natural resources and penetrating
local markets. Inaugural India-Africa Forum Summit in New Delhi6, which took
place in 2008, is seen as a riposte to the China-Africa Cooperation Forum of 2006,
only exercised on a smaller scale7.
The economic relations between Asian giants and Africa can be
investigated on different levels: trade, foreign direct investment (FDI), loans and
aid, debt relief. In the following article the business policy of China and India and
its resulting impact on African economies will be evaluated in the areas of trade
and FDI. Given the growth rate of trade and investment but also availability of data
this methodological approach appears to be the most useful. The limitation of
many studies is that they attempt to analyze the economic presence of India and
China in Africa using the same set of assumptions. Both countries are
characterized as driven by oil and other primary commodities to feed the voracious
appetite of domestic industries and its burgeoning consumer base. Both are seen as
desperately looking for foreign markets that might absorb domestically produced mostly labour-intensive and low-technology – goods. Lastly, both countries'
growing involvement in Africa is presented as part of the foreign policy “going
global” strategy which is pursued in a “non-interference” manner in a new SouthSouth partnership framework that emerged out of contestation of the traditional
cooperation between North and South. This policy stance is particularly appealing
for pariah regimes like Sudan and Zimbabwe annoyed with a demanding approach
of the West, where the central stage is occupied by governance, fighting corruption
and human rights. Whereas on the general level these similarities are true, the
patterns of engagement of two economic powers are to a remarkable extent
different. Having said this, their trade and investment endeavours may have
different implications for Africa’s current economic stance and future
development. These differences might decide whether the Asian giants’
5

On China's heels, India vies for its old edge in Africa, Christian Monitor, May 5,
2008, www.csmonitor.com (Accessed on June 10, 2009).
6
India doubles credit to Africa, the Hindu, April 09, 2008, www.hindu.com
(Accessed on June 10, 2009).
7
India follows China’s path in Africa, Financial Times, April 8, 2008.
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involvement - and whose in particular - will be more of a destructive or
constructive one. It is very important (and useful), however, to refuse the high
moral line in assessing the Asian giant’s push into Africa8.
The thesis of the following paper is that when the trade and investment
profiles of two Asian giants are disaggregated, despite many similarities, the Indian
model appears to be more conducive for development and poverty reduction in
Africa. This is not to say that China does not hold the potential for playing a
catalyst role in development of African states, only, at this stage, India appears to
be better-equipped for this mission. The reason is twofold. First, Indian trade
structure is slightly more diversified and the composition of labour-intensive goods
appears to be higher, offering African partners opportunities for higher value
addition. The more central point pertains to FDI, however. It is argued that the
Indian foreign investment operations create more opportunities for local
economies. They are more labour-intensive, thus leading to job creation and human
capital development, better at spurring indigenous capitalism and engaging local
business in a more inclusive way. It is safe to say that in this sense they open up
more chances for economic diversification which is a precondition for long-term
development. Chinese firms, on the other hand, are on average less integrated with
the African fabric and more capital-intensive. Many of them operate as “enclaves”
and create little linkages with local economies. Moreover, Chinese companies
frequently deal directly with government structures instead of private business.
While this contributes to significant government revenues (taxes, royalties,
dividends) which cannot be ignored, given weak governance, widespread
corruption, poor financial management and a general lack of transparency in many
African countries this approach may have limited positive impact. It is interesting
to note that strategies adopted by both Asian powers in Africa derive to a
remarkable extent from domestic models of development and terms of doing
business - private-enterprise led, bottom-up approach in India and state-led, topdown approach in China.

Trade
India and China’s trade position vis-à-vis the African continent is still
very uneven, with much trade business clustered in several countries. The vast
majority of Asia’s imports from Africa come from countries with abundant mineral
resources, more specifically, import structure is determined by oil deposits. For
8

There is obviously a great deal of hypocrisy in the West as illustrates the example
of oil-rich Equatorial Guinea which despite poor human rights record enjoys a
favorable treatment from Europe and the U.S. see: Lawsuit on Africa leaders
'valid', BBC News, May 6, 2009, www.news.bbc.co.uk (Accessed on May 15,
2009); EQUATORIAL GUINEA: Human Rights Drowning in Oil, Inter Press
Service, News Agency, www.ipsnews.net (Accessed on June 1, 2009).
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example, in 2006 as much as 73% of the African exports to China were from five
oil-exporting countries: Angola, Congo, Equatorial Guinea, Gabon and Sudan.
Interestingly, India’s imports in 2006 were even more concentrated, with Nigeria,
the largest trading partner in the region, accounting for 70% of all the trade flows,
mostly in crude oil.
Both countries’ export to Africa is also to a significant degree
geographically clustered. The main chunk goes to the Africa’s largest economy,
South Africa (China – 31%, India – 26%). Also Nigeria, mostly due to a relatively
large size of its economy, ranks high among the top trade destinations of both India
and China. There is an important pattern to be observed with respect to Indian
trade. The most popular trade direction of Indian exports is East and South Africa
with 60% of total flows (Mauritius for example receives 9% of Indian exports).
This pattern can be partly explained by substantial expatriate Indian communities
leaving in the region whose origins can be traced back to the policy of the British
Empire in the late nineteenth century. Currently, the Indian diaspora in Africa is
estimated at 750 000, whereas the number of Chinese leaving in Africa is around
130 000 people9. The strength of the Indian diaspora largely determines the Indian
trade links with Africa.

Figure 2: China and India’s imports from Sub-Saharan Africa,
2006

China

India

Source: UN Comtrade database, http://comtrade.un.org/db/

9

Distribution of the Overseas Chinese Population, Ohio University Libraries
http://www.library.ohiou.edu/subjects/shao/ch_databases_popdis.html (Accessed
on 20.09.2009).
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Table 1: China and India’s top trading partners in Africa by
export (million USD), 2006
No.
1
2
3
4
5
6
7
8
9
10

China's
top
partners
South
Africa
Nigeria
Benin
Sudan
Angola
Ghana
Togo
Kenya
Liberia
Ethiopia

Export
volume

%

India's top
partners

Export
volume

%

57 677

31%

South Africa

22 424

26%

28 522
14 521
14 103
8 942
8 031
7 040
6 210
5 298
4 308

15%
8%
7%
5%
4%
4%
3%
3%
2%

Kenya
Nigeria
Mauritius
Ghana
Sudan
Tanzania
Angola
Mozambique
Senegal

13 131
9 018
7 352
4 602
4 028
2 883
2 001
1 914
1 520

15%
11%
9%
5%
5%
3%
2%
2%
2%

Source: UN Comtrade database, http://comtrade.un.org/db/
The product structure of trade also exhibits considerable asymmetries.
African countries are linked to the global economy mostly through primary
commodities markets. On the other hand, their predominantly small and open
economies are highly dependent on imports of manufacturing products. In
principal, there is no significant difference between the Asia-Africa trade patterns
and Africa’s exchange with other countries. The trade relations with India and
China generally mirror the broader African’s export structure, with a number of
unprocessed goods, namely oil, ore, metals, and raw agricultural commodities.
While trade patterns may be perceived as a reflection of unilateral interest by
China and India in exploiting natural resources, they are more likely to be driven
by factor endowments, comparative advantages and the stage of economic
development10. Africa exhibits comparative advantage in natural resources and its
Asian partners in manufacturing products and skilled workforce. Additionally,
trade policies of both China and India may not be encouraging for African
producers to move up the value added chain. It is due to the escalating tariff-rate
structure, which discriminates export of high value-added processed goods (e.g.
ground coffee, cocoa powder. Nonetheless, when the trade structure of both China
and India is disaggregated and compared, some important features emerge.
10

J. Wang, A. Bio-Tchané, op. cit.
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China’s imports can be characterized by little diversification and very low
composition of labour-intensive goods. It is highly concentrated on primary
commodities, particularly fuels and mining products. In 2006 and 2007 those
goods accounted for 85% of the Chinese imports, whereas “fuels” category stood
at respectively - 73% and 72%. Imports include also agricultural commodities, like
cotton or food products, that usually are to some degree processed in Africa and
then sent to China for further processing, before they are put on the market. The
significance of this category of goods is, however, limited. Export, on the other
hand, is biased towards manufacturing products that account for 94% of all export
flows (2006 and 2007). This imbalance in trade structure, reinforced by the
primary commodities boom, may impede diversification of African economies
away from traditional products. The African business is exposed to influx of cheap
manufacturing goods, which flood local markets, posing a risk of crowding out
domestic production, reducing output, firm closures and job losses. Chinese
imports tend to swamp local markets and drive many African manufacturers out of
business. The risk primarily involves textile, clothing and personal and household
goods that in 2007 accounted for 31% of imports. The problem is best exemplified
by the Zambian textile giant that was forced to shut down due to the cheap Chinese
imports. The irony of the situation was that it was the Chinese that had helped
build up the company and had sent the expertise to run it 11.
The problem of adverse impact of Asian import products – both Chinese
and Indian - on local economies can be further analyzed in two dimensions: time
and place. Primarily, there is a need to distinguish between current and potential
risks for industries. Secondly, the African producers face Asian competition not
only on the domestic level but also in the third markets. As the Export Similarity
Index calculated by Goldstein and alias 12 reveals the competition between African
and Asian producers in export is currently limited to several countries (Kenya,
South Africa, Ghana, Ethiopia). Furthermore, the analysis shows, that on average
the Indian export bears more similarities to African export than the Chinese. This
may indicate a higher risk for those of the African companies that look for export
opportunities in third markets. When the potential competition is taken into
account, the African producers are even more exposed to risk of displacement by
Asian competition. This argument holds not only for sectors covered in the
research, but more importantly, the nascent industries that may help African
economies diversify away from traditional exports. The textile sector is often
quoted as an example of having the potential for becoming an export engine in a
number of East African countries, such as Kenya, Uganda and Ethiopia (mainly as
11

Thanks China, now go home: buy-up of Zambia revives old colonial fears ,
Guardian, Monday 5 February 2007, www.guardian.co.uk (Accessed on April 17,
2009).
12
A. Goldstein, N. Pinaud, H. Reisen, X. Chen, The rise of China and India:
what’s in it for Africa?, OECD Development Centre Studies, Paris 2006, p. 61.
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the result of African Growth and Opportunity Act). The decreasing
competitiveness of African products in third markets may be actually further
strengthened due to the erosion of trade preferences regarding the market access in
developed countries and MFA being phased out 13.
On the positive side, imports of other manufactures, machinery and
equipment, at competitive prices, help sharpen the competitive edge of local
industries that ship products to foreign markets. Furthermore, the cheap imports
lead to benefits for local consumer households who enjoy goods at lower prices.
The question is, however, whether the consumer gains will outweigh the losses of
producers. While this can surely happen in the long run, in the short term, the
Chinese imports may create serious problems for local economies which are
usually characterized by structural rigidities that impede resource reallocation14.

Figure 3: China and India’s import structure, 2006

Manufact goods
classified chiefly
by product
Food and
4%
live animals
4%

Chemicals
4%

Machinery and
transport equipment
1%

Crude materials,
inedible, except fuels
9%

China

India
Mineral fuels,
lubricants and
related products
78%

Source: UN Comtrade database, http://comtrade.un.org/db/
India’s trade with Africa is of less spectacular value, but its growth rate is
equally impressive. It soared from 967 million USD in 1991 to 35 billion USD in
13

Ibidem.
R. Jenkins, C. Edwards, The economic impacts of China and India on subSaharan Africa: Trends and prospects, Journal of Asian Economics, Vol. 17, 2006,
p. 215.
14
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2008. India expects to triple trade with Africa over the next five years to reach 100
billion USD15. In principal, India follows the footsteps of China in trade with
Africa in a sense that it is mainly securing its access to natural resources. The crude
oil and metals account for a lion’s share of the imports. Nevertheless, the import
patterns appear to some extent different in going beyond oil and metals. This
difference can matter for development of African partners in the long run (if, of
course, these patterns persist). The Indian imports is more diversified and the
proportion of labour-intensive goods higher, especially in raw agricultural products
and manufactured materials. In the seminal study of Broadman these products
account for 33% of India’s imports, while in the case of China only 13%16. India
for example imports considerable quantities of edible vegetable and fruits
(Ethiopia, Tanzania, Ghana), nuts (Benin, Cote d’Ivoire, Guinea, Mozambique, and
Tanzania) or cotton (Benin, Côte d’Ivoire, Mali, Sudan, Tanzania). Many of the
agricultural labour-intensive products engage local workforce and bring spill-over
effects for local economies, the cotton industry being a prime example. The
benefits might be even bigger when the processing industries are put in place.
These sectors are regarded as strategic in promoting broader development and
poverty reduction in contrast to mining, which is enclave-type, capital-intensive
and lacks linkages with the rest of the economy.
A future trajectory of Africa-India trade exchange can be anticipated
based on the available documents and official sources. Recommendations of the
private sector, such as FICCI study, titled “Destination Africa: India’s Vision”,
suggest a following group of products that could act as “engines of growth” in
trade relations between India and Africa: pharma and health sector17, IT, water
management, food, processing and education18. It has also stipulated eight
geographical destinations for Indian exports - Nigeria, South Africa, Kenya,
Mauritius, Ghana, Tanzania, Algeria and Sudan. It must be noted that with this set
of target countries, there is a considerable risk of overlapping interests with China,
especially in Nigeria, South Africa, Ghana and Sudan. Rajan Kohli, deputy
15

India plans to triple trade with Africa, deepen ties, Reuters India, January 21,
2009, http://in.reuters.com (Accessed on June 9, 2009).
16
H. Broadman, Africa's Silk Road: China and India's New Economic Frontier,
World Bank, Washington DC 2007, p. 81.
17
Indian pharmaceutical companies are already actively involved in trade. One
example is Ranbaxy, a leading Indian pharmaceutical company that provides
HIV/AIDS drugs to countries such as Nigeria, Kenya and Zambia, another is Cipla
that provides Anti-retroviral drugs to 1 in 3 patients in Africa. See. V. Haté, India
in Africa: Moving beyond Oil, Africa Policy Forum, http://forums.csis.org
(Accessed on June 10, 2009).
18
Destination Africa: India's Vision, report by the Federation of Indian Chambers
of Commerce and Industry, 2005 http://www.ficci.com/studies/destinationafrica.pdf (Accessed on May 18, 2009).
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secretary general of the Federation of Indian Chambers of Commerce and Industry
in New Delhi warns that “if you try to follow China, you will not succeed. They
have more resources to give, and our decision-making is very slow". "We have to
play to our strengths”19 – he adds.

FDI
The second important dimension of economic engagement of the Indian
Elephant and the Chinese Dragon in Africa is foreign direct investment. In general,
Africa attracts a relatively small share of the inward flows of FDI, yet its position
in the investment portfolio of rising Asian powers has recently been on the rise.
While the Chinese FDI stock in Africa constitutes merely 3% of its global
outreach, India’s FDI in Africa accounts for 17% of its total FDI 20. The structure of
Asian FDI is chiefly concentrated in resource-based sectors, which is a reflection
of the global trend. According to OECD study “depending on the country 50-80%
of FDI in Africa is in extractive sectors: oil and metals” 21. Over the past years the
primary commodity boom has been propelled by the rising prices in the global
markets. It should be stressed that recently the investment portfolios of Asian
giants have become more diversified as investors from China and India are more
keen to embark on business operations in apparel, food processing, real estate,
construction services, tourism, power plants and telecommunications. The
expansion in those sectors is, however, constrained by an extended list of factors:
regulatory red-tape, restricted access to finance, high transport costs, small
domestic markets, scarce human capital, deficient power supply, macroeconomic
and political instability.
Africa makes an especially appealing destination for Asian investors
specializing in extractive industries. The FDI influx is facilitated by
complementarities between the two regions in terms of capital (provided by China
and India) and raw materials (provided by African countries). As for labour, the
complementarities are less clear. In general, human labour in Africa is relatively
expensive and skills are scarce. Having said that, Chinese firms tend to rely on
Asian personnel, their Indian counterparts are keener to employ local workforce
(this issue will be discussed further below). Examples of Indian investors include
both big players, such as companies of Mittal family which are increasingly active
in Africa (for example the overseas arm of ONGC-Mittal Energy exploiting oil in
Nigeria or Mittal Steel mining iron ore in Liberia) and small and medium
19

On China's heels, op. cit.
UNCTAD, Asian Foreign Direct Investment in Africa, Towards a New Era of
Cooperation among Developing Countries, UNITED NATIONS, New York and
Geneva 2007, p.19.
21
A. Goldstein, op. cit., p. 76.
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enterprises spread across different sectors. The list of Chinese companies includes,
inter alia, oil giants such as CNPC, CNOOC or SINOPEC, construction state-led
companies, such as China Overseas Engineering Corporation, China Roads and
Bridges Corporation, China Railway Construction Corporation or Harbin Power
Corporation. In the recent years the composition of Chinese investment has
increasingly shifted towards small to medium operations (many of those are
affiliates of state-led companies). Due to a little absorption capacity of local
markets most of FDI is export-oriented operations in traditional sectors, although
this pattern has also been altered recently. Despite a growing number of FDI, the
investment in non-traditional exports is of a limited scale, which may be explained
by high costs of logistics and regulatory barriers.
China tops India, both in scale and number of investment operations.
China's investments are concentrated mostly in resource rich countries like Sudan,
Angola or Congo. Only as recently as in 2004 around half of all Chinese FDI was
concentrated in Sudan, where CNOOC was helping to develop oil fields. Now the
FDI allocation has become more diversified both geographically and sector-wise;
however, countries with abundant oil (and ore) deposits are still prime markets for
the Chinese capital. By the end of September 2006, China had established more
than 800 enterprises in the continent22. While the Indian record is poorer, it is
argued that its undertakings in Africa carry more opportunities for local economies.
They create more backward and forward linkages, offer more spill-over effects,
engage local labour force in a more inclusive manner.
There is a significant divergence in the perception of Chinese and Indian
investors in Africa. Generally, the expansion of Chinese companies is often
portrayed as a pillage of the African riches. The reputation of Indian companies is
less disturbing, which gives the Indian business a significant handicap. China’s
strategy is perceived as purely “mercantile”, “profit-driven” and offering little
value addition. It is commonly referred to as “cash-and-carry policy”. It explains
why the Chinese face bitter reactions and resentment throughout the continent. As
Guardian reports, quoting a Zambian diplomat: “We've had bad people before. The
whites were bad, the Indians were worse but the Chinese are worst of all” 23. India,
on the other hand, is regarded as less aggressive and expansive, but more interested
in value addition and creation of local job opportunities. In contrast with China's
mercantilist approach, India maintains that its strategy is based on “empowering
Africans through capacity building and skills development in projects” 24. As
India's junior foreign minister Anand Sharma argues “India is helping Africa
develop its own infrastructure and in value addition of its resources. India believes
22
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in the philosophy of jointly developing resources to the mutual benefit of both
India and Africa “25. India's Minister of State for Commerce, Jairam Ramesh, told
representatives of 14 African nations at the April summit in Delhi: “China goes out
and exploits the natural resources; our strategy is to add value”26. Obviously, the
very similar assurances can be heard from the Chinese officials who regard the
critical view of China being interested “exclusively in mining and drilling” to be
entirely unfounded27. To support this argument the examples of successful Chinese
business ventures are multiplied: a “businessman from Wenzhou, a city in east
China's Zhejiang Province who shifted one fourth of the production capacity of his
Hasan Shoes Co. to Nigeria in 2006 or the Chinese papermaking company, China
Paper (Tanzania) Ltd., that has hired more than 70 local workers for its production
facility”28.
The different perception of India and China in Africa can be partly
explained by distinctive features of investment operations and their likely impact
on local economies. These in turn mirror - to a remarkable extent – ways of doing
business at home. Alden notes that Indian companies have emerged out of a highly
regulated system and they are successful "despite government, not due to its
support”29. There is a long tradition of a strong private sector in India. The
companies are predominantly run according to Westernised standards by English
speaking executives. The internationalization process of Indian business started
well before the Chinese. Indian companies are more flexible and better-equipped to
integrate into the global system. In contrast, Chinese companies are very much
“supported by the state”. The biggest players “going global” are actually an
extension of the Chinese state, closely relying on its financial and other assistance.
Chinese managers reportedly have a different mindset, which manifests itself in
striving for a short-term profit and “leaping from one opportunity to the next”
which is considered a natural response to “regulatory inconsistency and opacity”30.
Before disaggregating China and India investment models one needs to
address a possible methodological pitfall in assessing the Asian deepening
involvement in Africa. The reason why the Chinese face particularly bitter
reactions and criticism on the African soil can be much more straightforward. It
can be that the underlying reason for attracting so much bad press is simply a
larger exposure of China in Africa. The Indian investors while also present in many
countries continue to operate “below the radar”31. The methodological risk
25
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notwithstanding, there are important, objective differences in modus operandi of
the two Asian giants. Drawing on the previous studies 32, it is useful to review and
compare distinctive features and common characteristics of the Asian FDI. This
helps to understand a potentially diverse impact the Indian and Chinese FDI may
have on African economies.
Employment. There are both direct and indirect effects of Asian FDI on
African economies to be identified 33. The direct effects take a form of new
employment opportunities and accumulation of human capital through training and
acquiring new skills, knowledge by local staff. In general terms, due to the sectoral
characteristics of a great deal of Asian investments (resource-based, capitalintensive) but also capacity of African economies (shortage of skilled workforce)
both Indian and Chinese companies create relatively few jobs in Africa, sometimes
they even take jobs away, causing protests and hostility of local people. It is
assumed therefore that with several exceptions (e.g. a number of high employment
growth firms are concentrated in the garments and textile sectors or construction
companies; the firms supplying global markets are mostly located in Madagascar
(especially Chinese), and in Kenya, Mozambique and Tanzania 34) the direct effects
of the Asian FDI with respect to job creation are, generally, at best moderate.
Nevertheless, there is a pattern to be found. While Chinese companies rarely
employ local workforce and prefer to bring in its own Asian personnel for cultural,
linguistic and technical reasons35, Indian business is keener to hire local staff.
Although it is difficult to support this argument with crude data, the Indian officials
estimate that four-fifths of the work- force and executives in Indian projects in
Africa are in fact Africans36.
Sectoral allocation, spill-over effect and multiplier effect. While both
India and China concentrate the lion’s share of its investments in the extractive
sectors, there are some patterns to be discerned. The size of Indian companies
determines that beyond natural resources they are more often looking for profit in
niches in traditional import substituting sectors. A bulk of India's FDI is in
manufacturing, non-financial services such as IT. The Chinese have been
overwhelmingly focusing on mining and drilling (the pattern has shifted slightly
over the past years). The sectoral composition bears implications for the magnitude
of spillover and multiplier effects (amount of additional income that one invested
32
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dollar can generate in the host economy) - the most desirable effects of foreign
investments in the host economy. Any FDI allocated in light manufacturing sector
carries on average larger spill-over gains and is more growth-enhancing than FDI
in natural resources sectors (it is assumed that gains are larger when the technology
gap is narrower). This is equally true of multiplier effect. For local companies
spill-over effect means accumulating valuable skills, expertise, knowledge and
technology by either cooperating or competing with foreign entities.
Geographical allocation. Asian investments share one important
similarity: the biggest chunk of all operations is located in South Africa. That is,
however, where the similarities end. As for India, two out of three Indian FDIs are
concentrated in East Africa. Only two countries in this region - Sudan and
Mauritius – are destinations of 18% of India’s FDI flows37. This pattern can be
explained by two factors: a relative geographical proximity and cultural
longstanding ties which are reflected in the strong Indian diaspora residing in East
Africa. China does not share historical/cultural memory nor have strong diaspora
that would galvanize its investment ties with particular African countries. The
result being the Chinese FDI is more geographically scattered. It should be
stressed, however, that the decisions about capital allocation are in most cases
ultimately driven by access to raw materials. In other instances both geographical
and sectoral allocation is to a significant degree determined by actual and potential
business opportunities and terms of doing business in African countries (“pull”
factors). There is a number of countries able to attract foreign capital into the nonmineral sectors such as financial, telecom, electricity, retail trade, light
manufacturing.
Vertical integration and value chain effect. There is another indirect
impact of Asian investment to be expected. This is called the value chain multiplier
effect and it is observed along the value chain of production of goods and services.
It relates both to forward and backward linkages of a foreign affiliate, i.e. if setting
up FDI pushes up the output of local suppliers or sales operations of local
business38. Chinese firms are mostly vertically integrated, i.e. they rely on suppliers
based in China and often sell their production directly to government or
government institutions (participation in “state orders”). Doing business with the
state is often associated with the size of the company (larger companies tend to rely
more on transactions with the government). Acquiring upstream assets in order to
secure resources and commodities may be exemplified by Sinopec’s investments
operation in Sudan and Angola’s oil sector. On the other hand, the example of
China National Offshore Oil Corporation’s (CNOOC) illustrates that Chinese firms
are expanding into downstream activities by movement into retail, petrochemicals
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and power generation39. This “enclave”- type strategy may be of relatively limited
benefits to local economies given weak governance, widespread corruption, rentseeking behaviour and lack of transparency in many African countries. Indian
companies, conversely, are far more integrated with the local business. They prefer
to procure supplies either locally or internationally, though purchasing supplies
from India is not an uncommon practice. As for the output, it is mostly sold to
private firms rather than to government entities.
Mode of entry. If Asian operations in Africa are considered by the mode
of entry, the predominate form is green field foreign direct investment, followed by
merger and acquisition (during the period 2002-2005 there have been 126 FDIs and
26 M&A). These are the Indian companies that account for the most greenfield
entries (48 new investments), which are followed by Chinese companies (32
investments)40. According to Broadman there is a pattern to be discerned here. The
difference between the Chinese and Indian preferred mode of entry is that “Chinese
prefer to build facilities from the scratch (greenfield investment), while Indian
companies choose to purchase already established business facilities”. More
recently, this pattern, however, is becoming less clear. While Chinese investors
continue to overwhelmingly favour the greenfield investment strategy41, they are
increasingly keen to use equity joint venture entry mode as a way to circumvent
import quotas imposed on Chinese import products.
Ownership and size. Indian companies are mostly stand-alone, private or
public-private (hybrid), owner-managed firms on average of a relatively smaller
size (rarely large, although this may also be the case in extractive industries, for
example in Sudan or Nigeria, and rarely state-led, with a few exceptions such as
India’s Oil And Natural Gas Corp in Sudan). Conversely, an average size of its
Chinese equivalents is medium to large (although increasingly more small-sized
firms are entering African markets). One important feature of the Chinese
companies is that they usually have a different ownership structure. Major
investors in Africa, such as CNOOC are state-controlled companies. The picture
might be slightly different when the size of a company is ignored and the crude
number of entries is analyzed. According to China’s Ministry of Commerce among
800 Chinese enterprises doing business in Africa, only about 100 are state-owned,
mostly investing in extractive industries. The rest of the companies are regular
private business units operating in trade, manufacturing and processing, services,
communications, agriculture and natural resource sectors42. The reliability of these
data is however discussed. J. Wang also notes that the exact shareholder structure
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of many large Chinese firms is increasingly difficult to determine as the
government restructures and sells shares in state-owned enterprises43.
Risk aversion. Many Chinese companies may rely on the state financial
backing (“deep pockets”). This allows them to strike deals at the price that is not
economically acceptable for the Western and Indian rivals. Additionally, they offer
tie-in development projects that appeal to local political elites. To give an example,
China clinched a 3 billion USD agreement with Gabon to start an iron ore mine at
Belinga in exchange promising to build a 310-mile railway to link it to the coast.
Reportedly, the same project was turned down by BHP as “too expensive” 44. In
some instances Chinese firms have been making unprofitable bids just “to get a
foot in the door for future undertakings”, as the example of construction companies
in Ethiopia shows45. More importantly, “deep pockets” work as a counterbalance
for political investment risk. Cheap loans extended by the state-banks make the
risk aversion of Chinese companies significantly lower and encourage them to
embark on operations in countries and regions perceived too politically risky by
competitors (for example Sierra Leone). To sum up, Chinese firms have usually
relatively lower risk aversion and tend to see opportunities where their Western
and Indian counterparts see difficulties.
Integration of workers. Chinese workers are on average poorly
integrated with the African social fabric (the vast majority of Chinese immigrants
retain the Chinese citizenship), opposed to Indian workers that are relatively more
integrated into the African communities. The Chinese have a reputation of being
insular and reluctant to integrate; they usually choose to live in closed
communities. This triggers not only wariness but occasionally also hostility of
local people (see Zambia). In contrast, Indian business community is much better
integrated which can be mainly explained by its cultural and historical ties going
much deeper. This has not been deterred by the horror of citizens of Indian origin
in Uganda who under the despotic regime of Idi Amin in the seventies were
expelled from the continent. Importantly, the English language, the inheritance of
the colonization era, facilitates business communication. The degree of integration
has probably also to do with an average age of a company. The Indian company is
on average 12 years old (in 2005), which results in being better and more deeply
anchored in the region. Chinese firms are relatively new, their average age is 7
years46.
The above review may suggest that on the whole the Chinese FDI is less
conducive for the development of African countries. What is more, in some
43
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instances the gains may be offset by detrimental effects (impede export
diversification, weaken state, halt reforms, deepen corruption etc.). It appears that
the eventual impact of the Chinese investment will be contingent on a number of
factors. Deborah Bräutigam suggests that the Chinese may actually play a positive
catalytic role in African countries if they choose to replicate the “flying geese”
model that the Japan business had adopted throughout the South-East Asia after the
second world war47. Japanese companies began expansion on foreign markets (e.g.
Thailand) via export strategy with the help of local (Chinese) distributors. As the
labour costs in Japan were rising, in due course , the production was shifted
overseas and the cooperation with local partners tightened. Eventually as the
indigenous firms gained strength and moved up the learning curve they took over
the Japanese companies and dominated the market. Bräutigam notes that the
variation of this strategy is currently being vigorously implemented by the Chinese
in Mauritius and already led to the establishment of robust export-oriented
industrialization. There is, however, a pessimistic scenario, equally likely to
materialize, to be considered as well. This would entail further deindustrialization
of African economies, overreliance on extractive industries and a risk of reducing
the role of Africa in the global economy to the natural resource-basket. For the
latter strategy Bräutigam uses the term “hidden dragon”.

Conclusion
China and India’s massive push into Africa has already garnered a great
deal of attention. Given its dynamism and unprecedented scale it is easy to see
why. Over the last years China has become the second largest trade partner of
Africa (only behind the United States), increasing the trade exchange more than
tenfold since 2000. Trade with India, while of more modest volume, has been also
burgeoning in the past years. In 2008 it accounted for 32 billion USD which is half
of the trade value between China and Africa. There is a significant parallel in the
policy of both countries. The strategy of “non-interference” employed by China
and India is not an ideological vehicle. Their ambitions regarding political
influence, a hallmark of an engagement in the Cold War period, have been
trimmed down and economic agenda put to fore. Both countries are very pragmatic
and profit-oriented, making their objectives very clear. China and India mainly
seek to secure access to raw materials badly needed to sustain rapidly growing
economies. At the same time, both powers are increasingly interested in markets
that might absorb domestically produced goods and services. Obviously, these
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endeavours do not come unnoticed and provoke a heated debate on their possible
implications for Africa’s future.
It is very common to investigate the engagement of China and India in
Africa based on the same set of assumptions and/or depict India merely as a
follower of China. This approach appears to be incorrect, although to some degree
understandable, given a lack of comprehensive data, especially concerning FDI.
Trade exchange with Asian partners closely reflects Africa’s trade patterns with the
rest of the world and can be to a significant degree explained by comparative
advantages, stage of development and factor endowments of Africa. Nonetheless,
there are differences to be observed, particularly in imports. China’s imports can be
characterized by little diversification and a very low composition of labourintensive goods. The Indian imports are more diversified and the proportion of
labour-intensive goods higher, especially in raw agricultural products and
manufactured materials. The divergences in trade structure, however, are not as
pronounced as with respect to FDI. According to Broadman Indian investment can
be characterized by “deeper infiltration into the macroeconomic fabric of the
continent", while Chinese investors tend to “operate as enclaves”48. It is argued that
Indian investments create more opportunities for local economies. They are more
conducive to job creation, better integrated with the indigenous business (stronger
vertical integration and chain effects). The Chinese more often rely on state orders,
tend to deal directly with government structures instead of private businesses
(which given deficiencies of African states pose numerous problems), operate as
“enclaves” (few linkages with the rest of the economy), with the lion’s share of
FDI involving capital-intensive drilling and mining.
It should be, nevertheless, stressed that the China/India-Africa commercial
ties, while already of a massive magnitude, are still a relatively new phenomenon,
which implies a dose of uncertainty regarding their developments (there is also a
need for more detailed research on the individual country level). That said, there is
a risk that the conclusions drawn in this study may lose some of their original
value. The recent years demonstrated that both Asian giants constantly adapt and
develop their business model in Africa. Moreover, it is becoming increasingly
difficult, if not impossible, for governments of China or India to centrally
command and control the economic expansion into the African continent. This is
particularly true of China whose strategy has long been portrayed as an extension
of Beijing’s foreign policy. As Ian Taylor aptly notes both trade and investment
relations are gradually becoming “normalized” – more diversified and involving
multiple actors and individuals on different levels 49. The role of the state-led actors
and Beijing as a driving force of economic activity in the continent is currently far
less meaningful. This may lead to a classic principal-agent dilemma and raise
48
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internal tension in the China’s bureaucratic system50. The future direction of Asian
giants’ engagement in Africa remains to be seen. It depends on a range of domestic
and exogenous factors. One factor that might encourage moving up the ladder of
the value chain and diversification of African economies is a rise in relative
production costs in China and India as both countries continue to grow. This would
help to spur labour-intensive manufacturing and processing industries in the
continent which could harness growth and help cut back poverty rates. Put this
way, however, Africa is trapped as a hostage of exogenous changes. Therefore, it is
predominantly in the hands of the African government to embark on reforms and
policies that might boost productivity and reduce production costs of doing
business in Africa. This would facilitate change in both export structure and FDI
allocation as policy environment would be more conducive to expand the exportoriented and labour-intensive industrial base.
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Contemporary Transformation of Chinese Agricultural
Policy
DOMINIKA MALCHAR-MICHALSKA

Introduction
Nowadays, the Chinese economy arouses interest from theoretists as well
as business people. It seems that during discussions on economic success and
failures which have taken place in China, the issue of Chinese agriculture is often
omitted. China accounts for almost 24 percent of the world’s rural population (that
is 56 percent of Chinese society), a figure which should not be forgotten. China is
today the largest agricultural country in the world what has significant influence on
the global food market. Also, national economic policy and food security remain
extremely important points. One should remember that Chinese agriculture
supplies food for almost 1.3 billion people, using just 10 percent of country area
for agricultural production. Current challenges for further development of the agrifood sector are limited access to land and water as well as competition from other
industries for investments and labour. Furthermore, it is also necessary to built
modern market institutions and infrastructure in rural areas.
After 30 years, which the process of introducing market based reforms
was started, the living conditions in China changed radically. Chinese people now
earn more money, influencing consumption patterns. As the result of this economic
transition, China has also started introducing agrarian reforms. They will probably
have enormous impact on the situation of rural population, economic conditions of
this sector and also on the equilibrium of the international agrarian commodity
market (with the appearance of a new global player in the market).
The current strategy of development for this sector, called “A New
Socialist Countryside”, does not just focus on traditional issues like agricultural
growth, farmers’ income and food security. It also contains questions about nonfarm, social and environmental objectives (for example: new jobs on rural areas). It
should be emphasized that this shift in agrarian policy is based on the experiences
and recent trends in developed countries. This has been labeled a “new rural
paradigm”.
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It should not be forgotten that the new agrarian policy reform has been
introduced at the beginning of 2009, and has been the most important agrarian
reform in China. The key point of new rural strategy are land reforms which are
connected with the granting of property rights to land for all Chinese farmers.
The main objective of this article is to analyze the basic challenges that
China faces during the implementation process of its new agrarian reforms. In the
first part of paper, the author presents the current situation of Chinese farming (the
quantity of production, the shares of domestic production in world agri-food trade
and the influence of Chinese import and export on the global food market). Next,
the author presents China’s rural policy development process from the end of the
1970s to the present, and describes the main goals of this reform and its social and
economic effects. The third part of paper relates to basic problems with the
implementation of current agrarian reforms, focusing on those at institutional level.

The China’s Agriculture Sector
China had been a typical agricultural economy for centuries, with small scale farms
dominating the agrarian structure. Nowadays, it is difficult to imagine that this
country, no more than 30 years ago, was very poor and isolated from the rest of the
world. At the beginning of the 1950s, Chinese government introduced the strategy
of collective agriculture that was similar to the Soviet model of farming. In 1979, it
retreated from the implementation of this way of economic development in the
agrarian sector. Now, China is one of the most important points on the world trade
map, and is a popular investment destination for multinational companies. Similar
changes can be observed in the Chinese agriculture sector. Enormous shifts in
quantity, structure and organization of farming production have appeared over the
last 30 years.
Modifications in the functioning of marketing systems for agri-food goods are the
consequence of current domestic and foreign increased demand for high quality
food. In spite of the introduction of market based reforms by China, strong
interventionism in agricultural sector still remains. The main aim of this approach
is to ensure domestic food security and stability on the Chinese food market.
Looking at Chinese agriculture, it can be observed that it is still significantly less
integrated with the global market than the Chinese industrial sector - this situation,
however, is typical for most countries. Since the introduction of an industralization
and urbanization strategy in China, two sectors - agriculture and industry have
competed for limited amount of natural resources such as water and land.
China is one of the most populated countries on Earth, creating an enormous
domestic demand for food. Generally, Chinese society has not suffered food
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shortages due to consumption patterns for years. The traditional Chinese diet is
based on local grain products like rice or wheat. For several years, as Chinese
income has grown and economy has become more opened, the structure of
domestic consumpion has been changed dramatically. In 2002, the average Chinese
person covered 63 percent of their energy demand by consuming grain, compared
to 97 percent in 1930.
Nowadays China is the largest world agriculture producer (with regard to
production quantity1) of agricultural products such as: wheat, rice (paddy), barley,
millet, potatoes, vegetables (e.g.: lettuce, onion, garlic, cabbages, carrots,
tomatoes), fruits (e.g.: pears, apples, plums), tea, sheep milk, tobacco leaves, and
honey2 (see figure 2). It is surprising that, though China is the largest consumer of
agri-food products, it is also an important exporter of following categories of
products: fruits (e.g. apples), vegetables (e.g. garlic), livestock products (e.g. pork,
poultry) or aquaculture products 3.
Traditional Chinese agricultural production is connected with two main goals:
assurance of domestic food security and social stability on rural areas. They are
mainly achieved by adopting a national strategy of self-sufficiency in the
production of basic grains (like wheat, rice or corn), oil seeds and by limited
migration process of rural people to big cities (hukou system). Chinese selfsufficiency in production of grains has currently reached 97 percent and most of
agrarian areas are designated for wheat, rice and corn cultivation. Since the year
2000 China has become the largest importer of soybean originated from the United
States and Brazil. The growth of domestic demand for this seed is resulted of the
patterns of Chinese consumption, where soybean is used for production of soy
milk, tofu or soy souce, which are the main ingredients in traditional Chinese
cuisine. Furthemore, soybean is used to feed animals as a main component of
fodders. As domestic consumption of meat increases, it in turn causes the growth
of demand for this seed.
In the beginning of 1990s it was not assumed that China would become important
player on the world food market. Countries which are main world agricultural
exporters, expected that China would become significant sale market for their
1
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http://www.fao.org/es/ess/top/topproduction.html?lang=en&country=351&year=20
05 (accessed 11.04.2009).
3
Lohmar B., F. Gale, F. Tuan, J. Hansen, China’s Ongoing Agricultural
Modernization. Challenges Remain After 30 Years of Reform, USDA, Economic
Information Bulletin, Number 51, April 2009, p. 10.
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agricultural products (especially for grains and meat) after the accession to the
World Trade Organization (WTO). In 2001, when China joined the WTO, the last
state monopolies on exports and imports of agricultural products closed, tarrifs
lowered and opened trade regime.
It should be emphasized that before 2001 Chinese foreign trade in agricultural
products was on relatively low level. After the accession to the WTO this situation
has started to change and both export and import have grown rapidly (see figure 1).
Nowadays, China is leading importer of large amounts of cotton, rubber, soybeans,
animal leathers and vegetables oils (it imports land intensive commodities). What
is more important here, is that China has not become the leading grain importer
and now it is self-sufficient in this domain. It is surprising that during these seven
years China has become the significant world exporter of labor intensive
commodities like fruits, vegetables and livestock products. In 2007, China was
among of the first fifth world largest exporters and importers of agricultural
products (see table 1).
Figure 1. China’s agricultural export and import beetwen 1995-2008

Source: B. Lohmar, F. Gale, F. Tuan, J. Hansen, China’s Ongoing Agricultural
Modernization. Challenges Remain After 30 Years of Reform, USDA,
Economic Information Bulletin, Number 51, April 2009, p. 9.
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Figure 2.China’s world shares of agricultural production in 2005
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Source: B. Lohmar, Who will China Feed?, Economic Research Service/USDA,
Amber Waves, Volume 6, Issue 3, June 2008, p. 4.
Analyzing the composition of Chinese international trade in agricultural products,
it should be noted that import dominates over exports and since the accession to the
WTO this disparity has been made deeper. What is very interesting is that both
categories have increased significantly. According to the WTO statistics in 1990
the value of exports amounted about $10 billion (U.S. dollars), in 2000 it had
jumped to $16,3 billion (U.S. dollars), while in 2007 it rose to $38,85 billion (U.S.
dollars). The value of imports rose from $7,8 billion (U.S. dollars) in 1990 to about
$65,2 billion (U.S. dollars) in 20074.
In 2008, China exported agricultural products mainly to Japan, the United States,
Hong Kong and South Korea5. Analyzing the composition of Chinese agricultural
trade, it can be observed that the important position have the United States. In
2008, the value of Chinese imports from the United States totaled about $12,2
billion (U.S. dollars)6 (it was about 21,4% of total Chinese agricultural imports)7.
4

WTO, International Trade Statistics 2008, Geneva 2008, pp. 52-53.
http://www.ers.usda.gov/Briefing/China/trade.htm (accessed 11.04.2009).
6
In 2006, imports from the United States was $6,7 billion (U.S. dollars).
5

7

http://www.ers.usda.gov/Data/FATUS/Webtables/Webtables.asp?flow=EXPORTS
&YEAR=
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Traditionally, China imports from the United States mainly cotton and soybea
explaining why the value of imports grew so dramatically in 2008. These changes
are also releated to the world food crisis during 2007-2008 and to the growth of
world agricultural commodities prices (especially grain prices).
Table 1. Leading exporters and importers of agricultural products, 2007
(billion dollars and percentage)
Exporters
European
Union (27)
extra UE
(27) exports
United
States
Canada
Brazil
China
Argentina

Importers

Share in world
exports

Annual percentage
change
Value
20002007 1980 1990 2000 2007 2007 2005 2006 2007
487,74

-

-

41,7 43,3

11

7

10

19

108,66

-

-

10,1 9,6

10

8

13

15

7
5
18
13
13

4
2
14
19
12

12
7
13
13
11

22
10
22
19
35

113,51 17 14,3 12,9
48,67
5 5,4 6,3
48,22 3,4 2,4 2,8
38,85 1,5 2,4 3
28,81 1,9 1,8 2,2

10,1
4,3
4,3
3,4
2,6

Share in world
imports

Annual percentage
change
Value
20002007 1980 1990 2000 2007 2007 2005 2006 2007

European
- 42,3 44,4 11
6
9
20
Union (27) 528,54 extra UE
- 13,2 12,5 10
5
9
20
(27) imports 149,46 United
109,4 8,7 9 11,5 9,2
7
9
8
6
States
68,86 9,6 11,5 10,4 5,8
1
1
0
5
Japan
65,24 2,1 1,8 3,3 5,5 19
7
14 26
China
27,34 1,8 2 2,5 2,3
9
11 12 14
Canada
Russian
- 1,5 2,3 16
22 22 15
Federation 26,88
Source: WTO, International Trade Statistics 2008, Geneva 2008, p. 51.

2006&COUNTRY=5700 (accessed 12.04.2009).
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Since the 1970s, when the process of reforming agrarian sector in China was
started, the amount if agricultural production has grown as well. The production of
the three main grains (wheat, corn and rice) has increased from 247 mmt (million
metric tons) in 1978 to 339 mmt in 1984 and to 470 mmt in 2008. This rapidly
growth has been also observed in livestock and dairy production. Nowadays, about
200 millions farm households operate in China. They cultivate about 122 millions
hectares of land. According to China’s 2007 agricultural census, the average size of
farm household was about 0.6 hectare. In 2005, the share of employment in
agricultural sector reached nearly 39,5% of all Chinese workers.
Farming in this country belongs to an intensive model of production which
accelerates the growth in using of pesticides and artificial fertilizers. During the
cultivation process farmers often use seeds which allow two or three crops per year
to be obtained. Analyzing the Chinese marketing channel of agri-food
commodities, one can observe that private traders and marketing companies as well
as local and state government-owned companies (it depends on the type of
agricultural market and of agricultural products which are fundamental for
domestic food safety, e.g. grain). Generally, one can say that the state is no longer
a monopolist in the sale of agricultural products 8.
Chinese demand for food has significant influence on the global market of these
commodities. For many years, China has effected the world equilibrium of food
markets. It can be said that one of the reasons of global food crisis of 2007-2008
was the growth of Chinese incomes and in consequence the rise of domestic food
demand. It caused enormous increase of world food price, especially grains 9. The
similar situation happened between 1992 and 1994, when Chinese demand on
wheat caused the growth of wheat world prices for about 20% 10.
It can be observed that the Chinese retail food prices has increased since 2006.
This stable growth is caused by changes on the world agricultural market and in
domestic economy (changes in use of natural resources, availability of man-power
and composition of agricultural production). In 2007, the price of pork was at

8

B. Lohmar, F. Gale, F. Tuan, J. Hansen, China’s Ongoing Agricultural
Modernization. Challenges Remain After 30 Years of Reform, USDA, Economic
Information Bulletin, Number 51, April 2009, pp. 5-8.
9
The other reasons of global food crisis are: strong demand of food (especially in
Asia), climate change, high oil prices, the change in the food equation through
biofuels and the malfunctioning of world grain markets. M. Robles, M. Torero,
J. Von Braun, When Speculation Matters, IFPRI Issue Brief 57, February 2009,
p. 2.
10
J.W. Hou, The Challenges Facing China Agri-Business, Introductory Talk
presented at IAMO Forum 2008, 25-27 June 2008, Halle (Saale) Germany, p. 2.
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record-breaking levels, which caused an increase in government intervention in the
market (as the incentive to encourage farmers to increase hog production, the
subsidies for pork production and insurances were introduced).
In response to difficult situation on domestic food market, the government also
decided to introduce temporary export taxes on grain and flour. The main goal of
this move was reducing the grain export and cooling domestic grain prices11.
Moreover, responding to the world food crises 2007-2008, Chinese officials
established the measures to control situation on the domestic market (see table 2).
A heavy barrier for the increase of grain production is the lack of land for
agricultural purposes, which is often allocated instead for industrial purposes
which gives higher profits for local officials.
The necessity of ensuring food security increases research and development
projects into agricultural production and leading to the introduction of new crop
varieties. They refer also to the intensive work on the mass exploitation of
genetically modified (GM) crops in Chinese agriculture. Considering the problem
of GM crops in Chinese farming, one can ignore the issues of biodiversity, ethics,
influence on human health, the role of global biotechnology companies or the
protection of intellectual property rights. This completely different approach to this
problem in China than in the developed countries is the result of a different socioeconomic model. Chinese government accepts genetically modified crops and
food. That is why the governmental programs assume he comprehensive
introdution of GM crops throughout China in about 10 years.
The expenses on research about genetically modified organisms (GMO) have been
increasing for years. In 2003, about $200 million (U.S. dollars) was spent on
agricultural biotechnology research investments (about $121 million U.S. dollars
were spent on new GM plants). Today China is one of the largest investors in plant
biotechnology in the world12. The acceptance by China of this way of domestic
farming devlopment can influence the agri-food exports. It should be emphesized
than among researchers there is no consensus about the effects, both positives and
negatives of the GMO use. People from developed countries do not want buy GM
food, which influences their exports value.
In the case of further expansion Chinese agri-food commodities on the world
market, close attention will need to be paid to the issues of food quality and safety.
The changes in life style and the growth of incomes can also cause an increase in

11

B. Lohmar, Who will China Feed?, Economic Research Service/USDA, Amber
Waves, Volume 6, Issue 3, June 2008, p. 5.
12
J. Huang, China’s Agricultural Development and Policy, presentation at IAMO
Forum 2007, 27-29 June 2007, Halle (Saale) Germany.
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demand for higher quality food13. There have been introduced numerous quality
programs and food control systems. One of the main goals of this approach is to
improve the image of Chinese agri-food commodities on world market. In spite of
the progress in Chinese food quality, still remains an important challenge because
of the factors such as the detoriorating envorinment, lack of up-to-date food safty
regulations, inefective governmental supervision, backward food technique and
lack of general public awerness14.
Table 2. Policy measures taken by Chinese government
Consumer orientated
Macroecono
Market
mic

Producer orientated
Trade orientated
Product Market Impor
Export
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t
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ed
procurem r credits
m
t
ive
price
rates
l and
stock
ent and
and
producer tarrifs export controls
taxes
other
other
prices
and controls and tax
and other other
measure
s
Allowed the
Price Releas Stopped
Increase Increased Reduc Imposed Suspend
juan (CNY) control
ed
approval
d
minimum
ed
export
ed VAT
to appreciate
s on
stocks
for any
subsidie purchase tarrifs licences
export
cookin
of
new grain- s for the prices for
for a
on
rebates
g oil,
grain
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purchase wheat and variety grains, on grain
pork,
biofuel
of farm
rice
of
soybean products
eggs,
processing machine
produc , flour
, later
instatnt
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ry, fuels,
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reinforce
noodle
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d by
s, milk,
s and
ng
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gas,
fish,
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electric
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fertiliser
peanut
s
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13

See: F. Gale, K. Huang, Demand for Food Quantity and Quality in China,
USDA, Economic Research Service, Economic Research Report, Number 32,
January 2007, pp. 23-24.
14
L. Hongfei, L. Ning, Z. Wennuan, Strategy and Management Path of Food
Safety in China, paper presented on conference “Agri-Food Business: Global
Challenges – Innovative Solutions, IAMO Forum 2008, 25-27 June 2008, Halle
(Saale) Germany, p. 7.
306

Contemporary Transformation of Chinese Agricultural Policy
Source: OECD, Agricultural Policies in Emerging Economies. Monitoring and

Evaluation.

Highlights, Paris 2009, p. 6.

Evolution of China’s Agricultural Policy
Development of China’s agricultural policy follows a gradual approach. The term
“gradual approach” here means that the policy formulation process is not
comprehensive and it often based on local-level pilot schemes. This policy has
been widely adopted since Deng Xiaoping started the process of China’s transition
to a market economy. It is important to notice that before implementing the
agrarian reform in the entire China, this new strategy or programs are tested on the
local level. It should be also emphasized that using these pilot’s programs causes
significant diversification of agricultural policy throughout numerous provinces.
This approach has both advantages and many constrains. However, the gradual
approach often results in a number of uncoordinated efforts that are not always
effective, or sometimes are not coherent with the national strategy. This approach
brings the lack of transparency of running pilot’s programs on local level because
they are based on the significant dominance of the local officials who want to be
benefiting for an own strategy15.
Since 1949 when the People’s Republic of China was established, the agricultural
sector has played significant role in its economy. It seems that, after a period of
adapting soviet model of farming (first five-year plan 1952-1957) and first
attempts to introduce market-based reforms the agriculture has become the ignition
spark for economic development of China. During the time of collectivization,
Chinese farmers were forced to work in highly centralized communities where the
agricultural production depended on local officials decisions (it should have been
coherent with central plans) causing low agricultural production and the lack of
food safety.
In the late 1970s, the new process of economic reform in agriculture started. The
main point of this reform was the decollectivization of landownership (an
important part of this reform was called household responsibility system; HRS).
The community system was officially abandoned in 1984. However, farmers were
15

A. Fock, K. Fock, Comprehensive Rural Development in China: Strategy and
Implementation Challenges, M. Petrick, G. Buchenrieder (eds.), Sustainable rural
development: What is the role of the agri-food sector?, Studies on the Agricultural
and Food Sector in Central & Eastern Europe, IAMO, Vol. 39, Halle (Saale) 2007,
pp. 249-250.
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still obligated to deliver some part of their agricultural outputs (mainly grains) for
the state and they did not have property right to the land (land tenancy). Those
institutional changes in agriculture made possible the increase of agri-food
production. Farmers could use the resources more effectively than in collective
system. At this time the process of liberalization of agricultural markets has been
also started16.
In the 1990s the issue of agricultural development became again the central point
of governmental agencies. The main reason for that how to reduce the wealth and
income gap between urban and rural areas. Moreover, the problem of
environmental pollution intencified as well as decreasing quantity and quality of
water and land resources which could have been used in agricultural production.
At the beginning this decade, the tax reform in farming was started (Rural Fee
Reform) which, in accordance to the gradual approach, was first implemented by
just a few provinces (pilot’s programs). After having achieved good results, tax
reform was widened on others regions. Agricultural tax reform was completed in
2006. For Chinese farmes it was an enormous change. The main goals of this
reform were: reducing the agricultural tax; increasing rural incomes; improving of
life quality on rural areas and decreasing social tensions in China 17.
Since 2006, the Eleventh Five Year Plan has been in force in China. The main goal
of this document is to build a “New Socialist Countryside”. This new strategy is
completely different than earlier documents. It has a wide perspective on issue of
farming and rural areas. What is interesting, is that this approach targets
agricultural productivity, land use, rural income, local governance reforms and
public-service delivery, aiming to resolve the “three rural” issues: agriculture, rural
communities and farmers18. Investment plans cover rural infrastructure like
building new roads and sport centers on rural areas. It also contains the project of
creating a New Cooperative Medical System for rural population and a new rural
social security programs. Consequently, new expenses on rural education and
environmental projects are expected. This strategy corresponds to the recent world
trend towards broader rural development policies, which have been labeled “a new

16

Ch. Xu, X. Zhang, The Evolution of Chinese Enterpreneurial Firms. TownshipVillage Enterprises Revisited, IFPRI Discussion Paper 00854, April 2009, p. 3.
17
X. Qinjiao, Agricultural tax to be scrapped from 2006,
http://www.chinadaily.com.cn/english/doc/2005-03/06/content_422126.htm
(accessed 14.04.2009).
18
OECD, Rural Policy Reviews: China, Policy Brief, March 2009, p. 4.
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rural paradigm”. One of the key features of this paradigm is the “focus on places
instead of sectors”19.
Significant changes in functioning of China’s farming will be cause by the transfer
of property rights to the land to farmers, which was implemented in the beginning
of 2009. This new solution should have enormous influence on Chinese farmers
who obtain the ownership to the land. It may also improve the agricultural
productivity and the modernization of farm households. However, it can also have
negative consequences like the growth of migration from rural to urban areas and
rise of urban slums.

Challenges related China’s agricultural and rural reforms
The new national programs for rural and agricultural development face many
institutional challenges. They combine social, environmental and economic goals
but the implementation of this strategy seems to be distant from reality. If one
wanted to consider China’s sustainable rural development, there should be the
introduction of institutional changes on rural areas. Without this shift, this strategy
will not succeed. It should emphesized that China achieves economic objectives
well, but social issues still remains kept aside.
One can suggest that one of the basic barriers in the implementation of this strategy
is disfunctional administative system which is based on a multi-tier hierarchy.
Generally, the central governement indicates only the general directions but local
officials have to elaborate programs’ details. Theoretically, the concept seems to be
function well because it should be always fitted to the local conditions and needs.
Moreover, the local governments’ own objectives sometimes compete with the
central ones. Nowadays, local officials prefer strategies which are focused on the
growth through industrial development. That caused that the rural programs are not
well adopted in entire China. What is important is that “misunderstanding” and
“misinterpretation” of central directives on the local level do not have serious
repercussions for them20.
19

A. Fock, K. Fock, Comprehensive Rural Development in China: Strategy and
Implementation Challenges, M. Petrick, G. Buchenrieder (eds.), Sustainable rural
development: What is the role of the agri-food sector?, Studies on the Agricultural
and Food Sector in Central & Eastern Europe, IAMO, Vol. 39, Halle
(Saale) 2007,pp. 248, 252-253.
20
A. Fock, K. Fock, Comprehensive Rural Development in China: Strategy and
Implementation Challenges, M. Petrick, G. Buchenrieder (eds.), Sustainable rural
development: What is the role of the agri-food sector?, Studies on the Agricultural
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There are mention four basic reasons of weakneess in Chinese local
governance21:
the modest administrative capacity of local officials (they are selected
through non-competitive processes),
low accountability (government structures are often not yet developed
enough to monitor and evaluate policies effectively alongside top-down
mechanisms),
weak rule of law (local courts have low institutional status),
limited scope, in practice, for citizen representation and participation.
Moreover, the important problem still remains the transparency of fiscal system on
the local level, in spite of the rural tax and fee reform implemented in 2006. It
caused difficulties with full implementation of rural strategies in local level
because it is not clear who is responsible for financing rural, social and
environmental programs. The intergovernmental transfer system hampers the
distribution of resources. The last rural reform tax has limited finance burden for
farmers but it has also reduced the local governments’ ability to generate funds. It
contributes to an increase in the gap between expeditures and financial resources.
That is why the local officials are willing to reduce the expeditures for rural
infrastructure and environmental programs, especially because farmers in their
provinces do not have enough negotiating power. Central government is financing
some of these programs through the central budget. The officials emphasize that
they should spread education, technology and infrastructure on rural areas in order
to accelerate the Chinese economic growth and to enhance the position of the
country on the world commodities market.

Conclusions
In case Chinese agriculture has to face many challenges. The spite of significant of
role of agri-food imports and loosening the national self-sufficient strategy, the
growth of agricultural productivity still remains very important. Nowadays, it is
essential to produce high quality food instead focusing only on quantity as a
response to domestic and world demand increase for healthy and safe food. That
also requires from Chinese farmers using less pesticides and a more reasonable
and Food Sector in Central & Eastern Europe, IAMO, Vol. 39, Halle (Saale) 2007,
p. 254.
21
OECD, Rural Policy Reviews: China, Policy Brief, March 2009, p. 5
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exploitation of natural resources like water and land. However, this is slightly
removed from the strategic goal, which is to catch up with developed countries
regarding the technology of agricultural production, biotechnogy or genetically
modified organisms.
It should be remembered that China still remains far behind the larger and most
modern agricultural producers from developed countries such as the United States
with regard to mechanization, plant and livestock genetic or use of advanced
production techniques. For the foreseeable future, China’s agriculture can become
more advanced responding at changing in domestic and overseas food’s demand 22.
Success of the strategy of modern agriculture depends on more investment project
financed in the rural economy. Chinese officials encourage financing institutions as
agricultural banks or rural credit cooperatives to make more agricultural loans.
Nowadays, Chinese farmers do not borrow money which is a result of their life’s
philosophy, financial carefulness and due to the lack of the financial credibility.
They will not be modernized and that can may be a heavy barrier for China’s
agricultural development.
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