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Beneath the Commerce of Nations:
A Theory of International Economic Structures
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Drawing upon the theory of hegemonic stability, this paper advances a theory of
international economic structures. It places particular emphasis on analyzing the
whole structure of the international economy, and not simply the absence or
presence of hegemony. It finds that there is no axiomatic relationship between
hegemony and free trade or declining hegemony and protection. By differentiating
between non-hegemonic structures, moreover, the theory of international econo-
mic structures also calls into question the appropriateness of the ‘British’ or ‘1930
analogy for the future of the present international economy. Finally, the theory is
briefly examined through the cases of American trade policy in the inter-war period
and the 1970s and early 1980s. The conclusion argues against simplistic analogies
between the two periods and maintains that a considerable potential does exist for
collective leadership of the international economy in the 1980s.

Drawing upon the decline of the Pax Britannica in the late 19th century and the inter-war
period, current variants of the theory of hegemonic stability predict that America’s
declining hegemony will lead to increased economic instability, international conflict
and national protectlomsm Gilpin, in particular, has argued that there are three
possible scenarios for the present and future international economy.

The first is that the original core [i.e., the United States] somehow manages to
retain or reassert its dominant position relative to the emergent cores; it continues to
set the rules . . .. The second possibility is a shift from a hierarchically organized
international economic system to one composed of relatively equal cores; the
several cores together negotiate the rules governing trade, money, and invest-
ment . . .. Finally, the system can break down and fragment into conflicting
imperial systems or regional blocs. ... Although none of these possibilities is
inevitable . . . the third possibility is most likely (1975:72).

Two years later, Gilpin reflected upon this same point.

Drawing parallels between the contemporary period and past eras is obviously a
risky undertaking . . . . Yet, the strains and tensions of the present are there, and the
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experience and lessons of the past indicate cause for concern over the future of the
international economic order in an era of weakened international and domestic

leadership (1977:61).

Both Krasner (1976) and Kindleberger (1973), although less directly, echo Gilpin’s
apparent pessimism for the future of the liberal international economy constructed
under the Pax Americana.

With the growing popularity of the theory, the views of these authors have been
reduced to a simpler and more axiomatic form. Keohane (1980:132), for example, states
that the theory

holds that hegemonic structures of power, dominated by a single country, are most
conducive to the development of strong international regimes whose rules are
relatively precise and well obeyed. According to the theory, the decline of
hegemonic structures of power can be expected to presage a decline in the strength
of corresponding international economic regimes.

Keohane’s simplified account of the theory of hegemonic stability has since been
subjected to several varied tests, with mixed results (se¢ Cowhey and Long, 1983;
Lawson, 1983).

In this paper I examine the appropriateness of the ‘British’ or ‘1930’ analogy for the
present period of declining American hegemony. I argue that both the original variants
and subsequent tests of the theory of hegemonic stability suffer from an inadequate
conceptualization of the international economic structure (IES). By failing to distinguish
between the structurally derived interests of non-hegemonic nations, past studies have
been unable to discern differences between non-hegemonic international economic
structures. Differentiating between such structures is, I believe, necessary for a proper
understanding of the politics and processes of the international economy. Once it is
recognized that differences between non-hegemonic structures may exist, the assumed
parallel between the decline of the Pax Britannica and the decline of the Pax Americana
becomes questionable. In fact, as I shall try to show, the analogy is quite misleading.

My plan is to proceed by first reviewing the principal variants of the theory of
hegemonic stability. Second, I present a summarized version of a theory of international
economic structures. In subsequent sections I examine the IES and American trade
strategy during the 1920s and 1930s, and then during the late 1960s and 1970s. Finally, I
conclude by suggesting some lessons for the present international economy that may be
drawn from past experiences.

The Theory of Hegemonic Stability

There are two principal variants of the theory of hegemonic stability, both of which
address the question: “Why does a liberal international economy—that is, an economy
characterized by relatively free trade, currency convertibility, and freedom of capital
movement—remain intact rather than fragment into autarkic national economies and
regional or imperial groupings?’ (Gilpin, 1975:39) The first variant, associated with
Kindleberger’s (1973), The World in Depression, 19291939, focuses on the provision of the
collective good of international stability, where instability is defined as a condition in
which small disruptions (e.g., the 1929 Stock Market Crash) have large consequences
(the ‘Great Depression’). Predicated on the assumption that markets are inherently
unstable (or non-homeostatic systems) and tend toward stagnation and fragmentation,
Kindleberger argues that the international economy will be stable only if a single leader
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is willing to assume responsibility for ‘(a) maintaining a relatively open market for
distress goods; (b) providing -counter-cyclical long-term lending; and (c) (re-)
discounting in a crisis’ (1973:292). Kindleberger has since added that the leader must
also undertake to (d) ‘manage, in some degree, the structure of foreign-exchange rates’
and (e) ‘provide a degree of coordination of domestic monetary policies’ (1981:247).

The second variant, drawn from the writings of Gilpin (1975, 1977) and Krasner
(1976), attempts to explain the strength and content of international economic regimes.
Both authors share Kindleberger’s assumption that markets are non-homeostatic
systems. Yet, according to this variant, liberal regimes collapse not only because of
inherent flaws in the self-regulating international market mechanism, but also because
nations often pursue goals other than aggregate national income and welfare. Krasner
suggests nations may also be interested in the additional goals of social stability, political
power and economic growth (1976:319). Gilpin takes a similar position, arguing that
‘Other than in a few ... exceptional circumstances, societies . . . have placed much
greater emphasis on security values such as social stability or self-sufficiency than on
income gains from the free operation of markets’ (1977:22). Consequently, the political
task facing a nation is not only one of curing market disfunction through hegemonial
market intervention, but also of creating an international regime which meets the
security needs of nations so that they can pursue the gains from freer trade.! Both Gilpin
and Krasner argue that strong liberal international economic regimes are most likely to
be created when a single hegemonic leader exists within the international economy.

Despite the similarity of their conclusions, each of the authors defines the IES
differently. Kindleberger defines the IES by the single dimension of relative size, which
he divides into three categories: small, middle and large sized countries (1981:249-51).
Gilpin defines the IES by political-military power and relative efficiency (1977:22) and
he identifies three categories of nations within the international economy: hegemonic
leaders, peripheral states and growth nodes (1975). Like Gilpin, Krasner defines the IES
along two dimensions, but focuses instead on the degree of equality (or inequality) in
both the level of development and size of nations, dimensions along which he suggests six
hypothetical distributions of potential economic power (1976:323).

A Theory of International Economic Structures

Of the three authors, Gilpin’s definition of the IES provides the best framework for
investigating the relationship between the IES and the trade strategy of individual
nations over time. As recently noted by Ruggie (1982), Kindleberger’s focus on the
single dimension of relative size ignores the ‘dimension of social purpose.’ This narrowly
delimited conception of the IES, Ruggie continues, can explain only ‘the form of the
international order, but not its content’ (1982:382). As a result, relative size can explain
only the necessary, but not the sufficient, conditions for the emergence of a liberal
international economy. Krasner’s definition of the IES, because it applies to the level of
the system only, is of limited usefulness in specifying the interests of individual nations
within the international economy.

Although Gilpin’s definition allows the IES to be analytically dissolved into its
constituent parts, there are two problems with his dimensions. First, despite the obvious
relationship between the political-military power of the United Kingdom and the
United -States, and their ability to organize a liberal international economy, the
relationship between political-military strength and economic influence diminishes as
the analysis is extended beyond the category of hegemonic leadership. The Federal
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Republic of Germany and Japan, for instance, possess much greater influence over the
international economic regime today than their political-military strength would
indicate. And despite the large arms purchases of some, much the same is true of the
OPEC nations. As a result, Gilpin’s first dimension would appear to be of only limited
explanatory capability. By drawing upon Kindleberger, we can find a more appropriate
indicator of international economic influence in relative size operationalized by issue
area.?

The second problem with Gilpin’s analytical framework is his use of the term
‘efficiency’. Strictly defined, efficiency indicates the least wasteful means of production.
It thus applies to production processes, and not to the nation as a whole. The concept
Gilpin appears to be referring to when he uses ‘efficiency’ is actually productivity, or
output per unit of input.

In this study, the IES is defined by the two dimensions of relative size and relative
productivity. As the focus is on the international trade issue area, relative size will be
measured by a nation’s proportion of world trade. Relative productivity will be
measured by national output per man-hour relative to the average national output per
man-hour in the other middle and large sized nations. In the remainder of this section I
consider in some detail how each dimension of the IES affects the international economy
and trade strategy in individual countries.

Relative Size

Relative size affects both a nation’s ability and, because of the free rider problem, its
willingness to assume responsibility for stabilizing the international economy and
creating or maintaining a strong international regime. ‘Small states,” Kindleberger
writes, ‘have no economic power. At the same time they have no responsibility for the
economic system, nor any necessity to exert leadership.” Small states, in other words, are
free riders. Middle sized countries are, by contrast, ‘[b]ig enough to do damage to the
system, but not substantial enough to stabilize it . . . .> (1981:249-251) Since they tend
to act as if they were small free riders, middle sized countries are extremely destabilizing
and are the ‘spoilers’ of the system. Only large states, Kindleberger concludes, have both
the capability and responsibility for leading the international economy: “The main lesson
of the inter-war years,” he argues, is ‘that for the world economy to be stabilized, there
must be a stabilizer, one stabilizer.” (1973:305)

Kindleberger’s analysis is similar to that developed by Olson and Zeckhauser in ‘An
Economic Theory of Alliances’ (1966). Olson and Zeckhauser argue that in the
provision of any collective good, there is a strong tendency for the largest members of the
group to bear a disproportionate share of the burden of providing the good because they
place a higher absolute value upon it. Likewise it can be argued that a hegemonic leader
will place a greater absolute value upon a liberal international economy than others
and, as a result, will undertake to stabilize the international economy and construct a
strong regime in order to achieve this goal.

Kindleberger argues that it is precisely because international economic cooperation is
unstable that only a single hegemonic nation can lead an international economy. ‘With
aduumvirate, a troika, or slightly wider forms of collective responsibility,” he states, ‘the
buck has no place to stop’ (1973:299-300). But the willingness of nations to participate
in the provision of a collective good is also affected by the content of state interests and
the degree of uncertainty within the intérnational economy, and under certain
specifiable conditions, collective action may well occur in non-hegemonic structures.

A nation’s willingness to participate in the provision of a collective good will be



