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Turkey’s Moment
A Conversation With 
Abdullah Gul

Jonathan Tepperman

Abdullah Gul has been president 
of turkey since 2007. somewhat 
overshadowed, at least abroad, 

by his longtime political partner Recep 
tayyip erdogan—turkey’s prime minis-
ter and leader of the ruling Justice and 
Development Party (akp)—Gul has 
recently started to carve out a more 
independent political identity. While 
erdogan has become increasingly strident 
and authoritarian since taking office in 
2003, especially as the akp’s parliamentary 
majorities have grown, Gul—although 
personally pious and traditional (he 
married his wife when she was 15 and 
he was 30)—has quietly pursued a more 
moderate and progressive path. A former 
foreign minister and prime minister 
himself, turkey’s head of state and 
commander in chief has raised his 
stature (and popularity) by embracing 
seemingly contradictory principles: 
defending both turkey’s Muslim identity 
and its pluralistic values, challenging 
his own government’s antidemocratic 
excesses, championing the rule of law, 
and helping reorient his country’s foreign 
policy eastward while remaining a forceful 
advocate of integration with europe. We 
spoke in his Ankara office in october.

How do you think Americans and the 
West are getting Turkey wrong? 
turkey is a bridge between europe, 
Asia, the Middle east, and the caucasus. 
each of our neighboring countries has a 
different government and administrative 
style. in turkey, we have a vast majority-
Muslim population along with democ-
racy, human rights, and a free-market 
economy, and this makes us unique in the 
region. From a geographic and geopoliti-
cal point of view, turkey belongs to this 
region, and we have historical relations 
with all our neighbors. But from a values 
point of view, we are with the West. 

if we look at the future, it’s almost 
a mathematical fact that the world’s 
economic and power balance will shift 
toward Asia. so politics must shift, too. 
the united states and europe must start 
recognizing turkey and its importance. 
And turkey must become more important 
for them. 

Many outsiders fear that Turkey’s 
recent reorientation toward its own 
region means that Turkey is turning 
away from the West. Do you still see 
your future in Europe?
that is an unfair criticism. on the one 
hand, we have an ongoing negotiation 
process for full accession to the european 
union. We are forcing our way through 
each door en route to full membership. 
turkey has a role, a place, in all euro-
pean institutions and bodies. so the fact 
that we have become more active in our 
region, dealing with regional matters, 
should not be interpreted as turkey’s 
reorientation or distancing itself from 
europe. We are constantly adopting 
eu standards. i consider such remarks 
shallow and not well grounded, and i 
wonder if our friends from the eu might 

jonathan tepperman is Managing Editor 
of Foreign Affairs. Follow him on Twitter  
@j_tepperman.  R
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Turkey’s president in 
Istanbul, March 2012

FA.indb   3 11/27/12   9:56 PM

Return to Table of Contents



Jonathan Tepperman

4 f o r e i g n  a f fa i r s

actually be using them as a pretext to 
escape from their responsibilities regard-
ing turkey’s membership.

With its not-so-warm welcome and its 
economic and political crisis, is Europe 
still a club that you want to join?
i believe that the current circumstances 
for europe are temporary; if you go back 
through history, no depression is endless. 
After each such depression in the past, 
countries and continents have come back 
even stronger. this goes for europe as 
well. the europeans made huge mistakes, 
but they will draw lessons from those 
mistakes and enter a new era. But if 
europe wants to prevent long-term 
stagnation, the europeans have to come 
up with a broad strategic vision, and they 
must not attempt to limit their territory, 
their borders.

of course, the enlargement process 
can continue within a different structure. 
currently, the existing eu composition 
is being questioned, so perhaps a new 
composition might be envisaged. the 
united Kingdom, for example, is not a 
member of the monetary union, and it 
doesn’t fall within certain other processes. 
now there are talks about different forms 
of europe for the future.

Did the downing by Turkey in mid-October 
of a plane suspected of carrying arms 
from Russia to Syria represent an 
escalation in tensions?
the problem in syria is not a bilateral 
issue between turkey and syria. there 
is no conflict of interest or settling of 
accounts between turkey and syria. the 
problem in syria is the grave human 
rights violations being committed by 
the regime against the people, who 
have legitimate demands. this makes 

the matter something that relates to the 
whole international community.

of course, with turkey being a 
neighboring country and sharing a land 
border with syria of 900 kilometers 
[about 560 miles], the repercussions for 
turkey are different. For instance, we 
have 150,000 syrians who have come 
to turkey as a result of the problems [in 
syria]. this has led to some security 
issues and border clashes—or clashes 
on the border between the regime forces 
and the opposition, which also affect 
us. From the very onset of the crisis, 
we’ve always opted for a controlled and 
orderly change in syria. As a result of 
the escalation of events, we made it clear 
to everyone that turkey, in unity with the 
free world, will support the syrian people 
in their demands. But from the very 
beginning, i have argued that both Russia 
and iran should be invited to engage 
with the transition in syria to prevent 
further bloodshed. i believe that Russia 
in particular should be treated properly.

But how do you engage the Russians 
when they’re doing everything possible 
to keep Bashar al-Assad in power?
Russia supported [the West] in libya, 
but then the Russians were excluded 
from the transition process. so in syria, 
Russia should be engaged, given a 
guarantee it will be made a part of the 
process and that its concerns will be 
taken into account. 

Can Russia be induced to cooperate in 
building a free and democratic Syria?
i think it is really worth giving it a try. 
Because after all, what we aim for 
eventually is to have a new administration 
in syria that is representative of the whole 
syrian people.
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You have emphasized that a new Syrian 
government would have to take a strong 
position on the Palestinians. Why?
the Palestinian issue was, for a long 
time, the most critical pillar used by the 
syrian regime to legitimize its existence 
with its people. so the new regime in 
syria will have to demonstrate links with 
Palestine to show that syria is indepen-
dent, sovereign, and acting in line with 
the demands of its own people. this will 
also send a message to countries such as 
Russia, iran, and china that the new 
regime in syria is not remote-controlled. 

Are you frustrated that the United States 
and NATO are not doing more to help on 
Syria, especially on the military side? 
unfortunately, turkish citizens have 
been killed as a result of artillery fire 
from syria. But after the incident [on 
october 3], we believe the solidarity 
displayed by the united states and nato 
was sincere. And within the internal 
structures of nato, the necessary techni-
cal efforts have already been made with 
regard to the possible use of chemical 
or other ballistic weapons. But we are 
not at war with syria, so we don’t expect 
anything further from [the West]. 

on the other hand, if you compare 
the military power of turkey and syria, 
the results speak for themselves. 

But does Turkey want a multilateral 
operation to end the fighting in the 
style of Libya or some other more 
limited measures, such as a no-fly 
zone, humanitarian corridors, or a 
buffer zone? 
We wouldn’t consider it right to have 
an explicit foreign intervention like the 
one in libya. 

No?
no. But let me once again underline that 
the international community’s attitude 
toward syria must go beyond simple 
rhetoric. A year and a half ago, during 
the outbreak of the crisis, we worked hard 
for an orderly change. We established 
contacts, we maintained our relations 
with the regime to urge it to change. 
And back then, i remember very well 
certain friends from the West were not 
willing to give us any time. so i urge 
them to act in a more meaningful 
manner now.

Is Turkey working now with Saudi Arabia 
and Qatar to help arm the Syrian rebels? 
no. since we are a neighboring country, 
our doors are open to the syrian people. 
We are welcoming them, and we are 
providing them with all necessary 
humanitarian needs. 

When the relationship between Israel 
and Turkey was good, it seemed that 
both countries profited from it. Now, the 
relationship is not so good, and it seems 
that both countries are suffering from it. 
And yet Turkey’s conditions for improving 
relations with Israel, especially lifting 
the Gaza blockade, seem to set the bar 
impossibly high. So what prospect for 
reconciliation with Israel do you see? 
First of all, the current situation between 
turkey and israel is the outcome of the 
israelis’ own preferences and the mis-
takes they’ve made. the whole world 
knows this. even the allies of israel, 
who cannot express it directly to the 
israelis, clearly say it to us. second, 
the current situation in turkish-israeli 
relations has not impacted our military 
options or our armed forces. it’s true 
that we’ve procured drones, unmanned 
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aerial vehicles, from them in the past, 
and some of them still do exist. others 
were canceled or not bought. But i want 
everyone to clearly understand that 
the turkish armed forces are in no way 
relying or dependent on israel in that 
sense, or in any other sense. We have no 
weakness or lowered capability with 
regard to syria because of the current 
level of relations with israel.

With regard to israel correcting and 
compensating for its errors against turkey, 
it initiated a few attempts, but they 
were all left incomplete due to domestic 
political developments within israel. 
And with regard to the Gaza blockade, 
it’s not something that relates only to 
turkey. it is a matter that relates to 
everyone—the eu, the united nations, 
the united states—because everyone 
knows that the embargo must be lifted.

But let me here reiterate and under-
score that our country, turkey, and 
myself personally, as the president of the 
Republic of turkey, have been working 
hard and making every effort to contrib-
ute to the peacemaking process between 
the israelis and the Arabs. But the israeli 
administration has a very shortsighted 
strategic stance. What we want from the 
israelis is to appreciate the friendship 
displayed by turkey.

You have called for nuclear disarmament 
across the Middle East, but Turkey does 
not seem as concerned about the Iranian 
nuclear program as are other countries 
in the region and countries in the West. 
Why is that?
turkey does not want to see any neigh-
boring country possess nuclear weapons. 
turkey will not accept a neighboring 
country possessing weapons not 
possessed by turkey herself. We are 

not underestimating this matter in 
any way. 

But we are more realistic, and what 
we need is a more comprehensive 
solution and approach to this problem. 
What matters here is to guarantee the 
security of israel in the region, and once 
that is guaranteed, then the next step 
must be to eradicate all such weapons 
from the region. this can be done only 
through peace. 

Is this where the Arab Peace Initiative 
comes in?
of course. Because nowadays, there is no 
effort at all being put in place for peace.

But how would that address the Iranian 
nuclear program?
here what matters is to put yourself in 
the shoes of iran and consider how the 
iranians perceive the outside threat. 

So you mean the key to stopping the 
Iranian nuclear program is Israeli 
disarmament? Is that the implication?
that is the way i see it, because that 
route will help us solve the fundamental 
problems in the Middle east that affect 
the whole world.

Some foreign and Turkish observers 
have expressed concern that the Turkish 
government is backsliding on democracy. 
Does your recent criticism of the deten-
tion of journalists and the barring of 
Kurdish parliamentarians mean that 
you share this concern?
it’s not true at all that democracy in 
turkey is backsliding. on the contrary, 
we are moving forward, and we have 
many deep-rooted reforms put in place 
every day. of course, there are certain 
wrong practices, and that’s why i have 
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drawn attention to them. i talked about 
these wrong practices to make sure they 
would not cast a shadow on the whole 
reform and democratization process. i 
mean, you rightfully asked a question 
about these matters. that’s what i mean 
by a shadow cast on turkey. it saddens me 
deeply, so that’s why whenever i observe 
such a wrong practice, i immediately 
issue a warning.

Turkey’s economy and population are 
growing even as many global powers are 
becoming weaker due to economic crises 
and political gridlock. As Turkey contin-
ues to rise, what kind of an increased 
international role do you see it playing?
What matters is not to become a world 
power. What matters is for a country 
to have its own standards raised to the 
highest possible point, enabling the state 
to provide its citizens with prosperity 
and happiness. And when i say standards, 
i mean standards such as democracy 
and human rights. that is the ultimate 
objective for turkey. When you raise 
your standards, your economy becomes 
much more powerful and you become a 
real soft power. 

once you accumulate all this know-
how and once you succeed in raising and 
realizing your standards, then you start 
being followed very carefully by other 
countries; you become an inspiration for 
them. And once that happens, what mat-
ters is to combine your hard and soft 
power and translate it into virtuous 
power—for your immediate environment, 
for your region, and for the whole world.

You’ve used this term “virtuous power” 
before. What does it mean? 
A virtuous power is a power that is not 
ambitious or expansionist in any sense. 

on the contrary, it is a power where 
the priority lies with safeguarding the 
human rights and interests of all human 
beings in a manner that also entails the 
provision of aid to those in need with-
out expecting anything in return. that’s 
what i mean by a virtuous power: a 
power that knows what’s wrong and 
what’s right and that is also powerful 
enough to stand behind what’s right.

Is this the role you’re now playing  
with the new Arab democracies in the 
Middle East?
We’re not assuming any role at all in 
the Arab world. if others take us as an 
example or are inspired by us, it is their 
call. We act in solidarity with them 
because every nation experiences ups and 
downs over time. What matters is to 
display solidarity with those who are 
struggling with weakness. All countries 
are equal, and all nations have their 
dignity, and no one can write a script and 
assign roles to other countries. you do 
not prioritize, and you do not patronize. 

But isn’t Turkey a good model for 
countries such as Egypt, Tunisia, and 
Libya to follow? 
of course, we are happy with the fact 
that they take us as an example because 
we are a Muslim country, a democracy, 
and an economic success story. they 
believe that they can achieve the same 
things as well. As an act of solidarity, 
we help them and we share with them 
the reasons behind our success. But we 
have no intention to act as anyone’s big 
brother.∂
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The Fall and Rise 
of the West
Why America and Europe 
Will Emerge Stronger From 
the Financial Crisis

Roger C. Altman

The 2008 financial crisis and the 
Great Recession that followed 
have had devastating effects 

on the u.s. economy and millions of 
American lives. But the u.s. economy 
will emerge from its trauma stronger 
and widely restructured. europe should 
eventually experience a similar strength-
ening, although its future is less certain 
and its recovery will take longer to 
develop. the united states is much 
further along because its financial crisis 
struck three years before europe’s, in 
2008, causing headwinds that have pres-
sured it ever since. it will take another 
two to three years for these to subside, but 
after that, u.s. economic growth should 
outperform expectations. in contrast, 
europe is still in the midst of its financial 
crisis. if historical logic prevails there, 
it will take four to six years for strong 
european growth to materialize.

such strengthening in both regions 
will occur for one major reason: the 
crisis years have triggered wide economic 
restructuring. sweeping changes in 
government finances, banking systems, 

and manufacturing are under way, as are 
structural reforms in labor markets. All 
this is proving once again that global 
capital markets, the most powerful 
economic force on earth, can effect 
changes beyond the capacity of normal 
political processes. And in this case, 
they can refute all the forecasts of 
Western economic decline. indeed, 
in the years ahead, the united states 
and europe could once again become 
locomotives for global economic growth.

this is not to say that the crises were 
worth the pain; they most definitely were 
not. there is palpable suffering on both 
sides of the Atlantic due to unemploy-
ment and government austerity measures. 
it is tragic that so many people have lost 
their jobs and will never recover them. 
And it is socially corrosive that the crises 
have accentuated existing trends toward 
greater income inequality. But these 
events happened, and the subject being 
addressed here is their long-term impact.

the u.s. economy has been  
expanding—albeit in fits and starts—
since the recession’s trough, in June 2009. 
europe, however, is on an entirely differ-
ent timetable. unlike those in the united 
states, europe’s financial systems did 
not implode in 2008. there were severe 
problems in ireland and the united 
Kingdom, but capital markets did not 
revolt against europe as a whole, and thus 
there was not a large fiscal or monetary 
response. it was not until 2012, when 
the sovereign debt and banking crises 
hit the continent in full force, that the 
eurozone confronted problems compa-
rable to those that had afflicted the 
u.s. economy in 2008–9. As of today, 
therefore, the eurozone’s gdp is still 
shrinking, and its recession may not have 
bottomed out yet. having experienced 
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its crisis first, the united states now faces 
a shorter path to recovery. yet if european 
countries can restructure their economies 
to the degree that the united states 
has, there will be cause for optimism.

the economists carmen Reinhart and 
Kenneth Rogoff have argued that periods 
of economic recovery after financial crises 
are slower, longer, and more turbulent 
than those following recessions induced 
by the business cycle. the painfully slow 
recovery in the united states and the 
sharp economic stress in europe corrobo-
rate this thesis. But history is filled with 
examples of countries whose economies 
grew stronger after financial implosions. 
Following the Asian financial crisis of 
1997–98, south Korea accepted a tough 
bailout package from the international 
Monetary Fund, strengthened its financial 
system, and increased the flexibility of its 
labor markets; soon thereafter, it enjoyed 
an economic boom. in Mexico, the 
economy has performed well ever since 
the collapse of the peso and the u.s. 
rescue package of 1994. A similar 
phenomenon occurred in parts of latin 
America following the sovereign debt 
crises there in the late 1980s. Although 
these financial crises were far smaller 
than the 2008 collapse in the united 
states, they followed the same pattern, 
with capital markets rejecting the old 
order—and then inducing major 
economic restructuring.

RESTRUCTURING AMERICA
Why will the recent crises eventually 
strengthen the u.s. and european 
economies? in the united states, a 
resurgent housing sector, a revolution 
in energy production, a remodeled 
banking system, and a more efficient 
manufacturing industry will fuel a 

boom. Meanwhile, the reelection of 
President Barack obama and the loom-
ing “fiscal cliff ” have increased the 
prospects of a grand bargain on deficit 
reduction and a solution to the country’s 
debt problem.

First, after suffering a catastrophic 
collapse, the u.s. housing market is 
now poised for major, multiyear growth. 
historically, when the u.s. housing 
sector has been pushed down far enough 
for long enough periods of time, it has 
eventually rebounded to very high levels. 
Before the recent crisis, the housing 
bubble had inflated so much that when it 
finally burst, the sector truly collapsed. 
Between 2000 and 2004, an average of 
1.4 million single-family homes were 
built per year, but that number declined 
to 500,000 after the crisis and remained 
there until recently. sales of new homes, 
which averaged 900,000 per year during 
the bubble, fell by two-thirds after the 
bubble popped. And overall residential 
investment, which accounted for four 
percent of u.s. gdp from 1980 to 2005, 
has averaged only 2.5 percent since 2008.

Although the housing collapse meant 
disaster for millions of homeowners who 
could not service their mortgages, it 
also cleared out the abuses and excesses 
that had plagued the sector for years. 
As a result, u.s. banks have spent the 
last few years improving their mortgage-
underwriting standards and securitization 
markets, and household attitudes toward 
mortgages and home-equity financing 
have become healthier. now, the housing 
sector has finally turned a corner, with 
a key home price index—the s&P/
case-shiller 20-city composite—rising 
by eight percent since March 2012. 
the levels of relevant supply have fallen 
sharply (in other words, fewer homes 
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are for sale), mortgage credit is more 
readily available, and population growth, 
coupled with a recovery in household-
formation rates, is likely to drive high 
demand—all of which means that house 
prices are bound to keep growing. these 
factors are likely to boost total residential 
investment, which includes new construc-
tion and home remodeling, by 15–20 
percent over the next five years. this 
change alone could add one percentage 
point to annual u.s. gdp growth and 
as many as four million new jobs to 
the economy.

second, new technologies are produc-
ing a spectacular turnaround in u.s. oil 
and gas production. Advanced seismic 
techniques and innovative approaches 
to hydraulic fracturing and horizontal 
drilling have opened energy deposits that 
were previously unknown or inaccessible. 
the result has been a dramatic recovery 
of both the natural gas and the oil indus-
tries. in 2012, u.s. natural gas output 
reached 65 billion cubic feet per day, 
which is 25 percent higher than it was 
five years ago and an all-time record. 
shale gas accounted for much of this 
increase. Meanwhile, u.s. oil output 
has soared. it is estimated that in 2012 
alone, the production of oil and other 
liquid hydrocarbons, such as biofuels, 
rose by seven percent, to 10.9 million 
barrels per day. this marks the largest 
single-year increase since 1951.

Moving forward, the u.s. Depart-
ment of energy forecasts that American 
liquid hydrocarbon production will rise 
another 500,000 barrels in 2013, and the 
international energy Agency projects 
that the united states will surpass saudi 
Arabia as the world’s largest oil producer 
by about 2017. overall, this energy boom 
could add three percent to u.s. gdp 

over the next decade, in addition to as 
many as three million direct and indirect 
jobs, almost all of which will pay high 
wages. the united states could cut its 
oil imports by one-third, improving its 
balance-of-payments deficit. Also, the 
higher natural gas output will reduce the 
average consumer’s utility bill by almost 
$1,000 per year, representing a further 
stimulus to the u.s. economy. And the 
American public’s hunger for economic 
recovery and jobs has softened opposi-
tion to this energy revolution.

third, negative publicity aside, the 
u.s. banking system has been recapital-
ized and thoroughly restructured since 
2008. no one could have reasonably 
imagined the speed of the improvements 
in banks’ capital and liquidity ratios 
that have occurred since then. the largest 
banks have consistently passed the 
rigorous stress tests administered by the 
u.s. Federal Reserve, and, surprisingly, 
they are well ahead of schedule in meeting 
their required capital ratios under the 
Basel iii international regulatory frame-
work. Midsize banks are in even better 
shape. Although the job is not yet 
finished, these institutions have rapidly 
rid themselves of their troubled legacy 
assets, especially mortgage-backed 
securities. Both large and midsize banks 
have divested from broad swaths of assets 
and raised substantial new capital from 
public and private sources. in many cases, 
moreover, they have revamped their 
management teams and boards of direc-
tors. in light of these changes, the earlier, 
acute concerns about the financial stabil-
ity of u.s. banks have largely dissipated.

in fact, banks are already lending 
aggressively again to both businesses and 
consumers. According to the Federal 
Reserve, outstanding loans to u.s. 
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businesses now total $1.45 trillion, having 
increased at double-digit rates for each 
of the past four quarters. This number is 
still below the 2008 peak, but the gap 
is closing quickly. In terms of consumer 
credit, the previous record high was 
surpassed in 2011, and the total rose by 
another three to four percent in 2012. All 
this credit is boosting gdp growth, and 
the banking sector is likely to expand 
its loan totals consistently over the next 
few years.

Fourth, the Great Recession has 
quietly spurred greater efficiencies in 
the U.S. manufacturing sector. Unit 
production costs are down by 11 percent 
in the United States compared with ten 
years ago, even as they continue to rise 
in many other industrialized countries. 
And the differences between U.S. and 
Chinese labor costs are narrowing. The 
U.S. economy has added half a million 
new manufacturing jobs since 2010, and 
this growth should persist for a number 
of years. The transformation of the U.S. 
manufacturing sector is perhaps best 

reflected in the auto industry. In 2005, 
U.S. automakers’ hourly labor costs 
were 40 percent higher than those of 
foreign producers that operate plants 
in the United States. But today, these 
costs are virtually identical, and the Big 
Three—Chrysler, Ford, and General 
Motors—have regained market share 
in North America.

The resurgence of the housing and 
energy sectors will also positively affect 
the manufacturing industry. Given that 
the outlook for residential construction 
is so strong—and considering that new 
homes contain so many manufactured 
products—further manufacturing job 
growth is a near certainty. Moreover, 
decreasing natural gas prices will aid 
the petrochemical sector and all types 
of manufacturing that use this fuel.

Finally, although there are no guar-
antees, the chances that Washington 
will fix the national debt problem have 
increased. With Obama citing deficit 
reduction as the foremost goal of his 
second term—and with election results 
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that were unfavorable to Republicans, 
whose anti-tax position now lacks public 
sanction—the prospects for a decisive 
deficit-reduction agreement have im-
proved. if this occurs in 2013, it will 
provide a further boost to business 
and investor confidence, as well as to 
overall private investment.

HOPE fOR EUROPE
in europe, there is less evidence, so far, 
that economies will emerge stronger from 
the crisis years. this is largely because 
after a sharp dip in 2008, europe was 
recovering until the eurozone’s twin 
sovereign debt and banking crises struck 
in 2011. Furthermore, compared with 
that of the united states, the amount 
of economic restructuring required in 
europe is deeper and harder to achieve. 
in part, this reflects the sheer complexity 
of the european union, which is com-
posed of 27 very different countries. it 
is also an outgrowth of the inherently 
inflexible, sclerotic nature of many 
european economies. therefore, the 
consequences of the european crisis and 
the question of whether it will truly lead 
to wide-scale restructuring remain unclear. 
nevertheless, it is logical that large and 
positive changes could emerge, and a 
few encouraging signs are already visible. 
the eurozone has been fitfully moving 
toward fiscal union and banking reform. 
Across the eu, economies are boosting 
their productivity and making their 
exports more competitive, and govern-
ments are reining in their public sectors.

there are also precedents within 
europe of restructuring and strengthen-
ing after major financial crises, such as 
sweden’s experience in the 1990s. in 
that case, a credit and real estate boom 
coincided with a long period of public-

sector expansion and a debt-to-gdp ratio 
of around 80 percent. sweden, at the 
time, was widely considered the model 
of the european welfare state. in 1992, 
however, its banking system collapsed 
and unemployment rose to 12 percent, 
triggering wide-ranging economic, fiscal, 
and banking reform. stockholm raised 
taxes, deregulated the electricity and 
telecommunications sectors, and slashed 
federal spending, including on pensions 
and unemployment benefits. All these 
steps improved swedish competitive-
ness and boosted gdp growth, which 
rebounded to four percent two years 
later, in 1994. 

in the eurozone today, governments 
are making tentative progress. consider, 
for a start, the fiscal side, where there 
has been movement toward instituting a 
central fiscal authority with meaningful 
control over budgets and debt on a 
country-by-country basis. the eurozone 
members will probably not accord the 
eventual fiscal union with the legal 
authority to completely reject national 
budgets. still, if it has credibility in 
financial markets, the fiscal union will 
possess real power, because its expressions 
of disapproval could induce punitive 
reactions from those markets.

second, the eurozone’s decision to give 
the european central Bank supervision 
over the continent’s largest private banks 
is also a major step forward. As a result 
of this move, these banks will finally be 
regulated in a modern, transparent, and 
independent fashion—a far cry from the 
present situation, in which weak local 
overseers coddle the banks. it also moves 
the european central Bank closer to the 
more powerful and flexible model of 
the u.s. Federal Reserve. this is an 
essential change.
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to fully repair its banking system, the 
eurozone needs an entity similar to the 
united states’ troubled Asset Relief 
Program, known as tarp, and the recapi-
talization of spain’s banks is a first step in 
that direction. the eu’s bailout fund, the 
european stability Mechanism, is provid-
ing spanish banks with capital conditional 
on an overall cleanup of their balance 
sheets. if this approach were adopted 
throughout europe, it would ultimately 
produce a healthier financial system.

third, some countries in europe 
are in the process of improving their 
structural productivity problems, which 
were a major, albeit less widely noted, 
contributor to the crisis. it looks increas-
ingly possible that the least competitive 
european economies, mainly located 
along the continent’s southern periphery, 
will make substantial improvements in 
productivity. Without local currencies 
to depreciate, these countries have been 
cutting costs through internal devalua-
tions, which involve cutting labor inputs. 
in Greece, Portugal, and spain—the 
eurozone countries under the most 
financial pressure—unit labor costs 
have fallen significantly since 2010. 
these countries have also initiated 
crucial labor-market reforms, such as 
curbing minimum-wage requirements 
and eliminating restrictions on hiring, 
firing, and severance. ireland’s path is 
instructive. After the irish banking 
system collapsed in 2008, Dublin cut 
manufacturing costs sharply and boosted 
productivity. today, just a few years 
removed from its crisis, ireland is 
again one of the most efficient places 
in europe for production.

Fourth, exports in the peripheral 
countries—which have long labored 
under large trade deficits with Germany 

and other northern european states—
are regaining their competitiveness. As 
a result, italy, Portugal, and spain now 
enjoy reduced deficits in both trade and 
their current accounts, reflecting the 
lower costs of their exports and a weaker 
euro. in Greece, despite the severity of 
that country’s economic fall, the absolute 
level of exports has returned to pre-
crisis levels.

Finally, by beginning to trim their 
public sectors, eurozone governments are 
playing an important role in the conti-
nent’s economic renewal, as these spend-
ing cuts will create more room for the 
private sector to grow. According to the 
european commission, the collective 
deficit of the 17 members of the euro-
zone fell to 4.1 percent of gdp in 2011, a 
significant decrease from the 6.2 percent 
figure in 2010. Moreover, the broader 
eu saw its collective deficit cut by one-
third in 2011. to be sure, many of the 
european countries’ deficit-to-gdp ratios 
remain well above the official target of 
three percent, and debt actually grew 
faster than gdp in the eurozone as a whole 
last year. still, pressure from financial 
markets should continue to shrink 
european public sectors into the future.

throughout modern history, severe 
financial crises have caused great pain to 
vulnerable segments of affected societies, 
but they have also often strengthened 
underlying economies. Both of these 
countervailing phenomena are asserting 
themselves in the united states today. 
europe is inherently more fragile, but 
initial evidence suggests that the same 
dynamic is occurring there. if this 
historical pattern holds true, the united 
states and europe could defy conven-
tional wisdom and again lead growth 
in the world economy.∂
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Do Less Harm
Protecting and Compensating 
Civilians in War

Sarah Holewinski 

Everyone knows that civilians suffer 
in war. even in lawfully conducted 
conflicts waged for legitimate 

causes, they lose lives, limbs, and loved 
ones. What fewer understand is that there 
are no laws that oblige warring parties to 
help the civilians they’ve harmed, as long 
as the action that caused the harm is 
considered legal. A fighter jet can strike 
a weapons cache next to a home, a guard 
can shoot a suspicious biker at a check-
point, and a convoy can speed through 
a playground, but so long as in each 
instance the armed forces follow the 
Geneva conventions’ rules of discrimi-
nation and proportionality, they never 
have to explain, apologize, or pay for 
those losses.

Aside from being ethically bankrupt, 
indifference toward the plight of civilians 
has practical drawbacks: for survivors of 
war, nothing can generate more hatred 
toward a foreign government than never 
having their grief acknowledged. Re-
sponding is not simply an act of compas-
sion; it is an act of strategic self-interest.

the united states learned that lesson 
the hard way in Afghanistan and iraq. 
For years, Afghans and iraqis whose 
family members were killed or maimed 

took to the streets to protest what they 
saw as the Americans’ callous indifference 
to civilian casualties. After the u.s. 
military finally came to understand 
that survivors’ anger undermined the 
mission, it started tracking the damage 
it caused and responding directly to 
affected families. it managed to create 
a new culture geared toward under-
standing and addressing the civilian 
costs of its combat operations. 

the question now is whether this shift 
will survive as the wars in Afghanistan 
and iraq come to an end and Washington 
increasingly fights terrorism through 
drone strikes and special operations 
raids. After the Vietnam War, policy-
makers quickly forgot the lessons they 
had learned about the importance of 
winning over local populations. in order 
to avoid having to painfully relearn the 
lessons of the importance of recognizing 
civilian harm in its next war, the united 
states needs to turn its recent ad hoc 
progress into a permanent and formal 
policy followed not only by its own 
military but also by those of its partners.

the need is especially pressing since 
some other countries have developed an 
alternative concept of what is morally 
right and necessary to win a war, justify-
ing indiscriminate killing in order to 
stamp out insurgencies. left unchecked, 
this lethal view could undermine the 
historic strides the united states has 
made in mitigating civilian harm. 

MAKING AMENDS
the united states has long taken 
precautions to avoid harming civilians 
in armed conflict. During the civil War, 
President Abraham lincoln issued a 
rule book for union forces in battle—
the famous lieber code—which stated 
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Twitter @SarahAtCivic.
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that “the unarmed citizen is to be 
spared in person, property, and honor as 
much as the exigencies of war will admit.” 
the country entered World War i in 
part over attacks on civilians, and in 1955, 
it acceded to the Fourth Geneva conven-
tion, which protects noncombatants. 
today, Pentagon lawyers routinely sit next 
to war planners and assess the legality 
of battlefield actions.

nonetheless, in modern warfare, the 
need to protect civilians is in constant 
tension with the desire to destroy the 
enemy. Getting that balance right has 
been a rocky process, with one mistake 
after another jolting u.s. policymakers 
into improving the way the military 
deals with civilian harm. in 1991, during 
the Gulf War, American jets bombed 
a bunker full of civilians in Baghdad. 
colin Powell, then chairman of the Joint 
chiefs of staff, worried that further 
collateral damage would rob the united 
states of its moral high ground, and so 
he minimized the use of air strikes. in 
1999, in the midst of nato’s campaign in 
yugoslavia, the u.s. Air Force uninten-
tionally bombed the chinese embassy 
in Belgrade, having relied on outdated 
maps of civilian infrastructure—a mistake 
the Pentagon vowed never to make again. 

Despite these wake-up calls, Pentagon 
planners for the wars following 9/11 did 
not take civilian casualties seriously. 
speaking with reporters in 2001 about 
the war in Afghanistan, Marc Grossman, 
a top state Department official, said, 
“When the military aspect of the struggle 
is over, it will be clear that the number 
of civilian casualties is very, very low.” 
But over 11 years later, thousands of 
civilians have been killed or injured by 
u.s. and nato forces there. in iraq, 
hundreds died during the three-week-

long “shock and awe” phase of combat 
operations alone. in the years that 
followed, according to conservative 
estimates, over 100,000 civilians died.

the Pentagon’s complacency about 
civilian harm was reflected in its initial 
decision not to compensate Afghans and 
iraqis who suffered injuries, lost family 
members, or sustained property damage. 
cold as it may sound, money is impor-
tant to war victims. it can help replace 
destroyed property, restore lost income, 
and pay for medical care or burial. Above 
all, it lets civilians know that the united 
states recognizes their loss. the military 
justified its decision by arguing that 
compensation for civilian harm was 
culturally inappropriate, even though 
both Afghanistan and iraq have extensive 
traditions of remunerating victims of 
injury. the policy was especially surpris-
ing because the u.s. military had paid 
harmed civilians in conflicts stretching 
back to the Vietnam War and the Korean 
War. such payments became so common-
place in Vietnam that in 1970, civilians 
rioted outside a u.s. military base there 
when there were administrative delays 
in processing their claims. 

With no framework or funds from 
Washington to respond to civilian losses, 
some military officers pressed their 
superiors to allow informal payments; 
in iraq, they used money confiscated 
from saddam hussein’s palaces. it 
took until september 2003 for the 
u.s. government to authorize a proper 
funding stream—two years after the 
invasion of Afghanistan and six months 
after the invasion of iraq. the new 
policy worked. Many of the Afghans 
and iraqis interviewed about their losses 
by center for civilians in conflict (of 
which i am executive director) said that 
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the compensation left them feeling more 
dignified and less angry at the united 
states. one Afghan man whose brother-
in-law was unintentionally killed by 
coalition forces in 2007 reported that 
his resentment subsided after the family 
received assistance. “We thought this 
shows that they care, that they didn’t 
do it intentionally,” he said.

even as the u.s. military began 
offering compensation in Afghanistan, 
however, it still often refused to admit 
causing civilian casualties when it engaged 
in attacks. the knee-jerk denials inflamed 
the population, and Afghan President 
hamid Karzai threatened to end his 
partnership with the united states. 
Adding to the public relations problem, 
every time the u.s. military denied 
killing civilians or failed to respond 
altogether, the taliban rushed into the 
breach. they took to the airwaves with 
their own narrative of every event so 
convincingly that in late 2009, locals 
in Kandahar city still falsely blamed 
an explosion that had been caused years 
earlier by a taliban bomb on a u.s. 
air strike.

u.s. commanders finally adopted a 
new policy in 2008 of being “first with the 
truth”—vowing to respond immediately 
to an event with information and a 
promise to investigate. they took other 
steps, too. that same year, after two u.s. 
bombardments each killed 30 Afghan 
civilians, General David McKiernan, 
then the u.s. commander of interna-
tional forces in Afghanistan, restricted 
air strikes to cases in which there was no 
other way to protect coalition forces. he 
also created a civilian casualties tracking 
cell, a group of officers tasked with 
tabulating civilian harm and analyzing 
it for trends. 

When General stanley Mcchrystal 
replaced McKiernan in 2009, he pledged 
to get the civilian casualty count down to 
zero—an impossible goal but one that 
conveyed his commitment. he also 
began holding meetings with Afghan 
civil-society groups to discuss what 
his forces were trying to do and why. 
Mcchrystal’s policies were not just 
public relations ploys; they saved lives. 
even as the battle against the taliban 
heated up, civilian casualties caused by 
u.s. air strikes dropped—by 50 percent 
within a year after Mcchrystal took 
command—and with no discernable 
cost to the mission’s effectiveness.

By the time ground operations in 
iraq had ended and the united states 
announced its plans to leave Afghanistan, 
the u.s. military’s treatment of civilians 
exceeded the requirements of interna-
tional law. American soldiers, along with 
many of their allied counterparts, were 
investigating civilian casualties, tracking 
their own operations, and compensating 
victims. these practices are not perfect, 
even today, but they represent marked 
improvements in the conduct of war.

LOST LESSONS
now, however, the u.s. military risks 
forfeiting these hard-fought gains. there 
is no official in the Pentagon specifically 
responsible for monitoring civilian 
harm or figuring out ways to respond to 
it. commanders have been compensating 
civilian victims on an ad hoc basis for 
over eight years, but no standing policy 
supports them on the ground, leaving 
commanders in the next conflict to 
reinvent the wheel. in February 2011, 
center for civilians in conflict helped 
the u.s. military draft a handbook on 
mitigating civilian harm, but it is the 
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only piece of doctrine of its type and it 
focuses entirely on Afghanistan, not 
future conflicts. Likewise, although some 
troops heading to Afghanistan now 
receive practical training on what to do 
after civilians are harmed, the program 
has not become part of the curriculum 
for those deploying elsewhere.

The lack of a coherent institutional 
policy also means that the U.S. military 
is not passing on the lessons it has 
learned to the foreign militaries it fights 
with. This failure constitutes not only an 
ethical lapse but also a strategic setback: 
when other countries’ forces unneces-
sarily enrage civilians, Washington often 
shoulders the blame. Within a year of 
the U.S. military’s 2003 decision to 
offer compensation to Afghan civilians, 
Australia, Canada, and other U.S. allies 
followed suit. But since nato never set 

a binding compensation policy, each 
country’s military had its own program 
with its own levels of payment for 
deaths and injuries. Some had no policy 
at all. Since Afghans tended to view all 
international forces as American, their 
discontent often focused squarely on 
the United States.

During nato’s 2011 mission in 
Libya, the coalition’s lack of common 
policies or institutionalized memory 
once again caused problems. Although 
U.S. and allied commanders carefully 
planned their air campaign to avoid 
harming civilians, they never bothered to 
track civilian casualties or conduct investi-
gations. If they had, they would have 
confirmed what the un and other inde-
pendent investigators found: that nato 
air strikes killed several dozen civilians, a 
relatively low number for an air campaign. 
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Blood money: an Afghan man displaying cash offered as compensation for the death of 
two of his sons, in Paktia Province, March 2010
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instead, nato’s refusal to acknowledge 
any collateral damage hurt its credibility. 
its failure to track casualties opened it up 
to unfounded accusations from china, 
Russia, and south Africa—all of which 
came to oppose the intervention—that 
many more civilians had died as a result 
of the campaign. 

in Afghanistan, the u.s. military is 
now handing over security to Afghan 
forces and will be counting on them to 
maintain stability without harming the 
population. But the Afghan national 
Army still has no systems for tracking 
and responding to civilian casualties—
the very tools international forces 
learned were so essential. u.s. and allied 
officials have pressed Kabul to create 
such programs, but it is hard to imag-
ine Karzai’s government heeding their 
advice unless tangible resources back 
it up. For 2013, the u.s. budget contains 
$2.3 billion to support Afghanistan’s 
military. Washington should make at 
least some of that money conditional 
on the Afghan government’s progress 
on mitigating civilian harm. 

nor is the united states passing on 
its lessons to the other militaries it trains. 
the u.s. military regularly works with 
colombian forces to help them fight 
farc (Revolutionary Armed Forces of 
colombia) rebels. Although it teaches 
them the battlefield requirements of 
international law, it does not cover 
responses to civilian harm. the Pentagon 
also runs training programs for Burundian 
and ugandan troops headed to fight the 
al shabab insurgency in somalia; again, 
mitigating harm to civilians is not part 
of the curriculum. in the Philippines, 
commanders fighting terrorist groups 
such as Abu sayyaf instilled a mindset 
that civilian harm is unacceptable, but 

they did so with little help from the 
u.s. troops training them. For moral 
and practical reasons, the u.s. military 
has long sought to raise the standards of 
conduct for allied militaries around the 
world; there is no reason to exclude 
training on dealing with civilian harm. 

CIvILIANS IN THE AGE Of 
COUNTERTERRORISM
u.s. allies are unlikely to follow the u.s. 
military’s new playbook if leaders in 
Washington disregard it themselves. 
But that is exactly what they appear to 
be doing as the government relies more 
than ever on special operations raids and 
unmanned drone attacks to fight terror-
ism. these tools make it possible to fight 
overseas with few boots on the ground. 
yet they come with new risks. Although 
u.s. special Forces have composed no 
more than one-tenth of the u.s. military 
in Afghanistan, from 2007 to mid-2009, 
they were responsible for roughly half of 
u.s.-caused civilian casualties.

Drones may be equally problematic. 
Although President Barack obama’s top 
counterterrorism adviser, John Brennan, 
has said that they give the military “the 
ability, with laser-like focus, to eliminate 
the cancerous tumor called an al-Qaida 
terrorist while limiting damage to the 
tissue around it,” drone strikes do often 
end up traumatizing the surrounding 
tissue. in Pakistan, somalia, and yemen, 
locals live with u.s. drones buzzing 
overhead, not knowing when or where a 
strike will occur. After the u.s. govern-
ment conducts a strike, it cannot assess 
the full extent of local anger and never 
tries to remedy it. since there are no 
conventional u.s. soldiers in many of 
the places patrolled by American drones, 
it is nearly impossible for Washington 

FA.indb   18 11/27/12   9:57 PM

Return to Table of Contents



Do Less Harm

 January/February 2013 19

to investigate the collateral damage and 
explain the losses to families.

instead, civilians hear on the radio 
that the united states has denied a strike 
altogether or that only terrorists were 
killed. there is no way for a victim’s 
relatives to dispute that claim, no military 
base for them to contact, and no possibility 
that the u.s. government will compensate 
them. the lack of recourse is especially 
ironic in Pakistan, since just across the 
border in Afghanistan, the united states 
does regularly provide civilians with 
recognition of harm and help. 

in the long run, the united states’ 
counterterrorism policy may suffer as a 
result of its failure to respond to civilian 
anger. consider what one yemeni lawyer 
wrote on twitter last May: “Dear obama, 
when a us drone missile kills a child 
in yemen, the father will go to war 
with you, guaranteed. nothing to do 
with Al Qaeda.”

But Washington’s failure to apply the 
lessons it learned in Afghanistan and iraq 
to its global campaign against terrorism 
will have even wider spillover effects. 
if American leaders abandon the war-
fighting model they ultimately adopted 
in Afghanistan and iraq, they may find 
it harder to counter a more brutal and 
cynical narrative about the best way 
to win a war—one that treats civilians 
as irrelevant.

in 2009, the sri lankan military 
cornered an estimated 5,000 or more 
tamil tiger insurgents on a narrow 
strip of land, alongside hundreds of 
thousands of uprooted civilians. By 
shelling the area indiscriminately and 
summarily executing the group’s escaping 
leaders, the government wiped out the 
insurgents—and killed tens of thousands 
of civilians in the process. Just like 

Russia’s brutal war in chechnya during 
the first decade of this century, sri 
lanka’s campaign proved that if a govern-
ment is willing to expel aid groups and 
journalists and employ indiscriminate 
force, it can defeat insurgents. 

to make matters worse, sri lanka 
has been actively promoting its model 
abroad: since 1999, its leaders have 
been traveling to other countries facing 
domestic insurgencies, including 
Myanmar (also called Burma), Pakistan, 
and the Philippines, to share the lessons 
of their victory. they have staged annual 
defense seminars attended by military 
officers from across the world. sri lanka’s 
lethal counterinsurgency strategy requires 
having a strong stomach for civilian 
bloodshed and turning a blind eye to 
international criticism. But there are 
countries willing to go this route, because 
it can work. As one of the world’s 
leading exporters of military ethos, aid, 
and training, the united states can and 
should provide a counterweight. 

A PERMANENT POLICY
on both ethical and strategic grounds, 
the united states should turn what it 
has learned about saving lives and 
dignifying losses into standing policy. 
change starts with the president. As 
commander in chief, obama needs to 
signal to the military that however the 
united states fights—whether with 
troops on the ground or drones in the 
sky, whether alone or in a coalition—
the security and dignity of civilians will 
be a paramount consideration. congress, 
too, should make that clear by passing 
the legislation it is considering as part 
of the national Defense Authorization 
Act that would create a comprehensive 
policy of civilian compensation.

FA.indb   19 11/27/12   9:57 PM

Return to Table of Contents



Sarah Holewinski

20 f o r e i g n  a f fa i r s

the Pentagon, for its part, needs to 
appoint an internal advocate for civilian 
harm mitigation. the secretary of defense 
should create a team within the Defense 
Department that focuses on civilian 
harm: guiding war planning, promoting 
the acquisition of nonlethal weapons, 
revising the military’s doctrine and 
training programs, and influencing the aid 
the united states gives other countries 
that are actively engaged in combat. this 
team could go further and consider how 
to minimize the long-term impacts of 
u.s. military operations on populations, 
including environmental degradation 
and damaged civilian infrastructure. it 
should also debrief returning troops about 
their interactions with civilians, mining 
their experiences for information about 
civilian casualties and analyzing what did 
and did not work. no u.s. soldier should 
go to battle without having learned how 
to respond to the concerns of civilians.

As the use of drones becomes the 
norm, the White house needs to rethink 
its opaque policy, figuring out how to 
limit the harm inflicted on civilians in 
the first place and how to address it when 
it does occur. it is possible to minimize 
the civilian harm and mitigate the fallout 
caused by drone strikes, but that will 
require lifting the veil of secrecy that 
shrouds the cia-led drone program and 
publicly explaining how the cia defines 
civilians in this context.

Washington should also pledge that all 
drone operators will be educated about 
the culture of the places their aircraft 
fly over and receive training on how to 
distinguish between civilians and com-
batants and how to minimize needless 
harm. the united states should never 
launch a strike that could hit civilians if 
the intelligence behind it comes from 

paid or unvetted sources. When civilians 
are injured or killed, the u.s. government 
should follow up with an investigation, 
not a denial. (if an investigation is not 
possible in a given country, then the 
u.s. drone program there ought to be 
reconsidered altogether.) on discovering 
civilian casualties, Washington needs to 
make tangible amends through a part-
nership between the state Department 
and the local government.

As the united states grows into its 
new security strategy after the conflicts 
in Afghanistan and iraq, it is shaping 
future wars and the fate of civilians 
caught in their path. But as memories 
of those wars fade, there is a risk that 
the lessons learned during them will, 
too. that would be a shame. civilians 
need to know that militaries value their 
lives. And as a country that champions 
justice and humanity, the united states 
must make sure that no civilian caught 
in conflict is ever in doubt about this.∂
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Can America Be Fixed?
The New Crisis of Democracy

Fareed Zakaria 

In November, the American electorate, deeply unhappy with 
Washington and its political gridlock, voted to maintain precisely 
the same distribution of power—returning President Barack Obama 

for a second term and restoring a Democratic Senate and a Republican 
House of Representatives. With at least the electoral uncertainty out of 
the way, attention quickly turned to how the country’s lawmakers would 
address the immediate crisis known as the fiscal cliff—the impending 
end-of-year tax increases and government spending cuts mandated by 
earlier legislation.

As the United States continues its slow but steady recovery from the 
depths of the financial crisis, nobody actually wants a massive austerity 
package to shock the economy back into recession, and so the odds have 
always been high that the game of budgetary chicken will stop short 
of disaster. Looming past the cliff, however, is a deep chasm that poses 
a much greater challenge—the retooling of the country’s economy, 
society, and government necessary for the United States to perform 
effectively in the twenty-first century. The focus in Washington now 
is on taxing and cutting; it should be on reforming and investing. 
The United States needs serious change in its fiscal, entitlement, 
infrastructure, immigration, and education policies, among others. 
And yet a polarized and often paralyzed Washington has pushed dealing 
with these problems off into the future, which will only make them 
more difficult and expensive to solve. 

Studies show that the political divisions in Washington are at 
their worst since the years following the Civil War. Twice in the last 
three years, the world’s leading power—with the largest economy, 

fareed zakaria is the host of Fareed Zakaria GPS on CNN, Editor-at-Large of Time, and 
the author of The Post-American World. Follow him on Twitter @FareedZakaria.
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the global reserve currency, and a dominant leadership role in all 
international institutions—has come close to committing economic 
suicide. The American economy remains extremely dynamic. But 
one has to wonder whether the U.S. political system is capable of 
making the changes that will ensure continued success in a world 
of greater global competition and technological change. Is the current 
predicament, in other words, really a crisis of democracy?

That phrase might sound familiar. By the mid-1970s, growth was 
stagnating and inflation skyrocketing across the West. Vietnam and 
Watergate had undermined faith in political institutions and leaders, 
and newly empowered social activists were challenging establishments 
across the board. In a 1975 report from the Trilateral Commission 
entitled The Crisis of Democracy, distinguished scholars from the 
United States, Europe, and Japan argued that the democratic govern-
ments of the industrial world had simply lost their ability to function, 
overwhelmed by the problems they confronted. The section on the 
United States, written by the political scientist Samuel Huntington, 
was particularly gloomy.

We know how that worked out: within several years, inflation was 
tamed, the American economy boomed, and confidence was restored. 
A decade later, it was communism and the Soviet Union that collapsed, 
not capitalism and the West. So much for the pessimists. 

And yet just over two decades further on, the advanced industrial 
democracies are once again filled with gloom. In Europe, economic 
growth has stalled, the common currency is in danger, and there is 
talk that the union itself might split up. Japan has had seven prime 
ministers in ten years, as the political system splinters, the economy 
stagnates, and the country slips further into decline. But the United 
States, given its global role, presents perhaps the most worrying case.

Is there a new crisis of democracy? Certainly, the American public 
seems to think so. Anger with politicians and institutions of government 
is much greater than it was in 1975. According to American National 
Election Studies polls, in 1964, 76 percent of Americans agreed with 
the statement “You can trust the government in Washington to do 
what is right just about always or most of the time.” By the late 1970s, 
that number had dropped to the high 40s. In 2008, it was 30 percent. 
In January 2010, it had fallen to 19 percent.

Commentators are prone to seeing the challenges of the moment in 
unnecessarily apocalyptic terms. It is possible that these problems, too, 
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will pass, that the West will muddle through somehow until it faces yet 
another set of challenges a generation down the road, which will again 
be described in an overly dramatic fashion. But it is also possible that the 
public is onto something. the crisis of democracy, from this perspective, 
never really went away; it was just papered over with temporary 
solutions and obscured by a series of lucky breaks. today, the problems 
have mounted, and yet American democracy is more dysfunctional 
and commands less authority than ever—and it has fewer levers to 
pull in a globalized economy. this time, the pessimists might be right.

TRENDING NOW
the mid-1970s predictions of doom for Western democracy were 
undone by three broad economic trends: the decline of inflation, the 
information revolution, and globalization. in the 1970s, the world 
was racked by inflation, with rates stretching from low double digits 
in countries such as the united states and the united Kingdom to 
200 percent in countries such as Brazil and turkey. in 1979, Paul 
Volcker became chair of the u.s. Federal Reserve, and within a few 
years, his policies had broken the back of American inflation. central 
banks across the world began following the Fed’s example, and soon, 
inflation was declining everywhere. 

technological advancement has been around for centuries, but 
beginning in the 1980s, the widespread use of computers and then 
the internet began to transform every aspect of the economy. the 
information revolution led to increased productivity and growth in 
the united states and around the world, and the revolution looks to 
be a permanent one.

late in that decade, partly because the information revolution put 
closed economies and societies at an even greater disadvantage, the 
soviet empire collapsed, and soon the soviet union itself followed. 
this allowed the Western system of interconnected free markets and 
societies to spread across most of the world—a process that became 
known as globalization. countries with command or heavily planned 
economies and societies opened up and began participating in a single 
global market, adding vigor to both themselves and the system at large. 
in 1979, 75 countries were growing by at least four percent a year; in 
2007, just before the financial crisis hit, the number had risen to 127.

these trends not only destroyed the east but also benefited the 
West. low inflation and the information revolution enabled Western 
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economies to grow more quickly, and globalization opened up vast 
new markets filled with cheap labor for Western companies to draw 
on and sell to. The result was a rebirth of American confidence and 
an expansion of the global economy with an unchallenged United 
States at the center. A generation on, however, the Soviet collapse 
is a distant memory, low inflation has become the norm, and further 
advances in globalization and information technology are now pro-
ducing as many challenges for the West as opportunities. 

The jobs and wages of American workers, for example, have come 
under increasing pressure. A 2011 study by the McKinsey Global 
Institute found that from the late 1940s until 1990, every recession 
and recovery in the United States followed a simple pattern. First, 
gdp recovered to its pre-recession level, and then, six months later 
(on average), the employment rate followed. But then, that pattern 
was broken. After the recession of the early 1990s, the employment 
rate returned to its pre-recession level 15 months after gdp did. In 
the early part of the next decade, it took 39 months. And in the current 
recovery, it appears that the employment rate will return to its pre-
recession level a full 60 months—five years—after gdp did. The same 
trends that helped spur growth in the past are now driving a new 
normal, with jobless growth and declining wages.

magic money
The broad-based growth of the post–World War II era slowed during 
the mid-1970s and has never fully returned. The Federal Reserve Bank 
of Cleveland recently noted that in the United States, real gdp growth 
peaked in the early 1960s at more than four percent, dropped to below 
three percent in the late 1970s, and recovered somewhat in the 1980s 
only to drop further in recent years down to its current two percent. 
Median incomes, meanwhile, have barely risen over the last 40 years. 
Rather than tackle the underlying problems or accept lower standards 
of living, the United States responded by taking on debt. From the 
1980s on, Americans have consumed more than they have produced, 
and they have made up the difference by borrowing.

President Ronald Reagan came to power in 1981 as a monetarist 
and acolyte of Milton Friedman, arguing for small government and 
balanced budgets. But he governed as a Keynesian, pushing through 
large tax cuts and a huge run-up in defense spending. (Tax cuts are 
just as Keynesian as government spending; both pump money into 
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the economy and increase aggregate demand.) Reagan ended his years 
in office with inflation-adjusted federal spending 20 percent higher 
than when he started and with a skyrocketing federal deficit. For the 
20 years before Reagan, the deficit was under two percent of gdp. 
in Reagan’s two terms, it averaged over four percent of gdp. Apart 
from a brief period in the late 1990s, when the clinton administration 
actually ran a surplus, the federal deficit has stayed above the three 
percent mark ever since; it is currently seven percent. 

John Maynard Keynes’ advice was for governments to spend during 
busts but save during booms. in recent decades, elected governments 
have found it hard to save at any time. they have run deficits during 

busts and during booms, as well. the 
u.s. Federal Reserve has kept rates low 
in bad times but also in good ones. it’s 
easy to blame politicians for such one-
handed Keynesianism, but the public 
is as much at fault. in poll after poll, 
Americans have voiced their preferences: 
they want low taxes and lots of govern-

ment services. Magic is required to satisfy both demands simultaneously, 
and it turned out magic was available, in the form of cheap credit. the 
federal government borrowed heavily, and so did all other governments—
state, local, and municipal—and the American people themselves. 
household debt rose from $665 billion in 1974 to $13 trillion today. 
over that period, consumption, fueled by cheap credit, went up and 
stayed up.

other rich democracies have followed the same course. in 1980, the 
united states’ gross government debt was 42 percent of its total gdp; 
it is now 107 percent. During the same period, the comparable figure 
for the united Kingdom moved from 46 percent to 88 percent. Most 
european governments (including notoriously frugal Germany) now 
have debt-to-gdp levels that hover around 80 percent, and some, such 
as Greece and italy, have ones that are much higher. in 1980, Japan’s 
gross government debt was 50 percent of gdp; today, it is 236 percent.

the world has turned upside down. it used to be thought that 
developing countries would have high debt loads, because they would 
borrow heavily to finance their rapid growth from low income levels. 
Rich countries, growing more slowly from high income levels, would 
have low debt loads and much greater stability. But look at the G-20 

In 1980, the United States’ 
gross government debt was 
42 percent of its total GDP; 
it is now 107 percent.
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today, a group that includes the largest countries from both the 
developed and the developing worlds. The average debt-to-gdp ratio 
for the developing countries is 35 percent; for the rich countries, it is 
over three times as high. 

reform and invest
When Western governments and international organizations such as 
the International Monetary Fund offer advice to developing countries 
on how to spur growth, they almost always advocate structural reforms 
that will open up sectors of their economies to competition, allow 
labor to move freely between jobs, eliminate wasteful and economically 
distorting government subsidies, and focus government spending 
on pro-growth investment. When facing their own problems, how-
ever, those same Western countries have been loath to follow their 
own advice. 

Current discussions about how to restore growth in Europe tend 
to focus on austerity, with economists debating the pros and cons of 
cutting deficits. Austerity is clearly not working, but it is just as clear 
that with debt burdens already at close to 90 percent of gdp, Euro-
pean countries cannot simply spend their way out of their current 
crisis. What they really need are major structural reforms designed to 
make themselves more competitive, coupled with some investments 
for future growth. 

Not least because it boasts the world’s reserve currency, the United 
States has more room to maneuver than Europe. But it, too, needs 
to change. It has a gargantuan tax code that, when all its rules and 
regulations are included, totals 73,000 pages; a burdensome litigation 
system; and a crazy patchwork of federal, state, and local regulations. 
U.S. financial institutions, for example, are often overseen by five or 
six different federal agencies and 50 sets of state agencies, all with 
overlapping authority. 

If the case for reform is important, the case for investment is more 
urgent. In its annual study of competitiveness, the World Economic 
Forum consistently gives the United States poor marks for its tax and 
regulatory policies, ranking it 76th in 2012, for example, on the “burden 
of government regulations.” But for all its complications, the American 
economy remains one of the world’s most competitive, ranking seventh 
overall—only a modest slippage from five years ago. In contrast, the 
United States has dropped dramatically in its investments in human 
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and physical capital. The wef ranked American infrastructure fifth in 
the world a decade ago but now ranks it 25th and falling. The country 
used to lead the world in percentage of college graduates; it is now 
ranked 14th. U.S. federal funding for research and development as 
a percentage of gdp has fallen to half the level it was in 1960—while 
it is rising in countries such as China, Singapore, and South Korea. 
The public university system in the United States—once the crown 
jewel of American public education—is being gutted by budget cuts.

The modern history of the United States suggests a correlation 
between investment and growth. In the 1950s and 1960s, the federal 
government spent over five percent of gdp annually on investment, 
and the economy boomed. Over the last 30 years, the government 

has been cutting back; federal spend-
ing on investment is now around three 
percent of gdp annually, and growth 
has been tepid. As the Nobel Prize–
winning economist Michael Spence 
has noted, the United States escaped 
from the Great Depression not only 
by spending massively on World War II 
but also by slashing consumption and 
ramping up investment. Americans 
reduced their spending, increased their 
savings, and purchased war bonds. That 

boost in public and private investment led to a generation of postwar 
growth. Another generation of growth will require comparable in-
vestments.

The problems of reform and investment come together in the case of 
infrastructure. In 2009, the American Society of Civil Engineers gave 
the country’s infrastructure a grade of D and calculated that repairing 
and renovating it would cost $2 trillion. The specific number might be 
an exaggeration (engineers have a vested interest in the subject), but 
every study shows what any traveler can plainly see: the United States 
is falling badly behind. This is partly a matter of crumbling bridges 
and highways, but it goes well beyond that. The U.S. air traffic control 
system is outdated and in need of a $25 billion upgrade. The U.S. 
energy grid is antique, and it malfunctions often enough that many 
households are acquiring that classic symbol of status in the develop-
ing world: a private electrical generator. The country’s drinking water 

With only a few exceptions, 
the advanced industrial 
democracies have spent the 
last few decades managing 
or ignoring their problems 
rather than tackling them 
head-on.
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is carried through a network of old and leaky pipes, and its cellular and 
broadband systems are slow compared with those of many other advanced 
countries. All this translates into slower growth. And if it takes longer 
to fix, it will cost more, as deferred maintenance usually does.

Spending on infrastructure is hardly a panacea, however, because 
without careful planning and oversight, it can be inefficient and 
ineffective. Congress allocates money to infrastructure projects based 
on politics, not need or bang for the buck. The elegant solution to 
the problem would be to have a national infrastructure bank that is 
funded by a combination of government money and private capital. 
Such a bank would minimize waste and redundancy by having projects 
chosen by technocrats on merit rather than by politicians for pork. 
Naturally, this very idea is languishing in Congress, despite some sup-
port from prominent figures on both sides of the aisle. 

The same is the case with financial reforms: the problem is not a 
lack of good ideas or technical feasibility but politics. The politicians 
who sit on the committees overseeing the current alphabet soup of 
ineffective agencies are happy primarily because they can raise money 
for their campaigns from the financial industry. The current system 
works better as a mechanism for campaign fundraising than it does as 
an instrument for financial oversight.

 R
E

U
T

E
R

S
 / K

E
v

iN
 L

A
m

A
R

q
U

E

We built that: President Barack Obama visiting the Hoover Dam, October 2, 2012
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In 1979, the social scientist Ezra Vogel published a book titled Japan 
as Number One, predicting a rosy future for the then-rising Asian power. 
When The Washington Post asked him recently why his prediction had 
been so far off the mark, he pointed out that the Japanese economy 
was highly sophisticated and advanced, but, he confessed, he had never 
anticipated that its political system would seize up the way it did and 
allow the country to spiral downward.

Vogel was right to note that the problem was politics rather than 
economics. All the advanced industrial economies have weaknesses, 
but they also all have considerable strengths, particularly the United 
States. They have reached a stage of development, however, at which 
outmoded policies, structures, and practices have to be changed or 
abandoned. The problem, as the economist Mancur Olson pointed 
out, is that the existing policies benefit interest groups that zeal-
ously protect the status quo. Reform requires governments to assert 
the national interest over such parochial interests, something that 
is increasingly difficult to do in a democracy.

political demography
With only a few exceptions, the advanced industrial democracies have 
spent the last few decades managing or ignoring their problems rather 
than tackling them head-on. Soon, this option won’t be available, because 
the crisis of democracy will be combined with a crisis of demography.

The industrial world is aging at a pace never before seen in human 
history. Japan is at the leading edge of this trend, predicted to go from 
a population of 127 million today to just 47 million by the end of 
the century. Europe is not far behind, with Italy and Germany 
approaching trajectories like Japan’s. The United States is actually 
the outlier on this front, the only advanced industrial country not in 
demographic decline. In fact, because of immigration and somewhat 
higher fertility rates, its population is predicted to grow to 423 million 
by 2050, whereas, say, Germany’s is predicted to shrink to 72 million. 
Favorable U.S. demographics, however, are offset by more expensive 
U.S. entitlement programs for retirees, particularly in the area of 
health care.

To understand this, start with a ratio of working-age citizens to those 
over 65. That helps determine how much revenue the government can 
get from workers to distribute to retirees. In the United States today, 
the ratio is 4.6 working people for every retiree. In 25 years, it will drop 
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to 2.7. that shift will make a huge difference to an already worrisome 
situation. current annual expenditures for the two main entitlement pro-
grams for older Americans, social security and Medicare, top $1 trillion. 
the growth of these expenditures has far outstripped inflation in the 
past and will likely do so for decades to come, even with the imple-
mentation of the Affordable care Act. throw in all other entitlement 
programs, the demographer nicholas eberstadt has calculated, and the 
total is $2.2 trillion—up from $24 billion a half century ago, nearly a 
hundredfold increase. 

however worthwhile such programs may be, they are unaffordable 
on their current trajectories, consuming the majority of all federal 
spending. the economists carmen Reinhart and Kenneth Rogoff 
argued in their detailed study of financial crises, This Time Is Different, 
that countries with debt-to-gdp burdens of 90 percent or more 
almost invariably have trouble sustaining growth and stability. unless 
its current entitlement obligations are 
somehow reformed, with health-care 
costs lowered in particular, it is diffi-
cult to see how the united states can 
end up with a ratio much lower than 
that. What this means is that while 
the American right has to recognize that tax revenues will have to rise 
significantly in coming decades, the American left has to recognize 
that without significant reforms, entitlements may be the only thing 
even those increased tax revenues will cover. A recent report by 
third Way, a Washington-based think tank lobbying for entitlement 
reform, calculates that by 2029, social security, Medicare, Medicaid, 
and interest on the debt combined will amount to 18 percent of 
gdp. it just so happens that 18 percent of gdp is precisely what the 
government has averaged in tax collections over the last 40 years.

the continued growth in entitlements is set to crowd out all 
other government spending, including on defense and the invest-
ments needed to help spur the next wave of economic growth. in 
1960, entitlement programs amounted to well under one-third of 
the federal budget, with all the other functions of government tak-
ing up the remaining two-thirds. By 2010, things had flipped, with 
entitlement programs accounting for two-thirds of the budget and 
everything else crammed into one-third. on its current path, the 
u.s. federal government is turning into, in the journalist ezra 

The danger for Western 
democracies is not death 
but sclerosis. 
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Klein’s memorable image, an insurance company with an army. And 
even the army will have to shrink soon. 

Rebalancing the budget to gain space for investment in the coun-
try’s future is today’s great American challenge. And despite what 
one may have gathered during the recent campaign, it is a challenge 
for both parties. eberstadt points out that entitlement spending 
has actually grown faster under Republican presidents than under 
Democrats, and a New York Times investigation in 2012 found that 
two-thirds of the 100 u.s. counties most dependent on entitlement 
programs were heavily Republican. 

Reform and investment would be difficult in the best of times, but 
the continuation of current global trends will make these tasks ever 
tougher and more urgent. technology and globalization have made 
it possible to do simple manufacturing anywhere, and Americans 
will not be able to compete for jobs against workers in china and 
india who are being paid a tenth of the wages that they are. that 
means that the united states has no choice but to move up the 
value chain, relying on a highly skilled work force, superb infra-
structure, massive job-training programs, and cutting-edge science 
and technology—all of which will not materialize without substan-
tial investment.

the u.s. government currently spends $4 on citizens over 65 for 
every $1 it spends on those under 18. At some level, that is a brutal 
reflection of democratic power politics: seniors vote; minors do not. 
But it is also a statement that the country values the present more 
than the future. 

TURNING jAPANESE
huntington, the author of the section on the united states in the 
trilateral commission’s 1975 report, used to say that it was important 
for a country to worry about decline, because only then would it make 
the changes necessary to belie the gloomy predictions. if not for fear of 
sputnik, the united states would never have galvanized its scientific 
establishment, funded nasa, and raced to the moon. Perhaps that sort 
of response to today’s challenges is just around the corner—perhaps 
Washington will be able to summon the will to pass major, far-reaching 
policy initiatives over the next few years, putting the united states back 
on a clear path to a vibrant, solvent future. But hope is not a plan, and 
it has to be said that at this point, such an outcome seems unlikely.
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The absence of such moves will hardly spell the country’s doom. 
Liberal democratic capitalism is clearly the only system that has the 
flexibility and legitimacy to endure in the modern world. If any regimes 
collapse in the decades ahead, they will be command systems, such as 
the one in China (although this is unlikely). But it is hard to see how 
the derailing of China’s rise, were it to happen, would solve any of the 
problems the United States faces—and in fact, it might make them 
worse, if it meant that the global economy would grow at a slower 
pace than anticipated.

The danger for Western democracies is not death but sclerosis. 
The daunting challenges they face—budgetary pressures, political 
paralysis, demographic stress—point to slow growth rather than 
collapse. Muddling through the crisis will mean that these coun-
tries stay rich but slowly and steadily drift to the margins of the 
world. Quarrels over how to divide a smaller pie may spark some 
political conflict and turmoil but will produce mostly resignation to 
a less energetic, interesting, and productive future. 

There once was an advanced industrial democracy that could not 
reform. It went from dominating the world economy to growing for 
two decades at the anemic average rate of just 0.8 percent. Many 
members of its aging, well-educated population continued to live 
pleasant lives, but they left an increasingly barren legacy for future 
generations. Its debt burden is now staggering, and its per capita in-
come has dropped to 24th in the world and is falling. If the Americans 
and the Europeans fail to get their acts together, their future will be 
easy to see. All they have to do is look at Japan.∂
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The Life of the Party
The Post-Democratic Future Begins  
in China

Eric X. Li 

In november 2012, the chinese communist Party (ccp) held its 
18th national congress, setting in motion a once-in-a-decade 
transfer of power to a new generation of leaders. As expected, Xi 

Jinping took over as general secretary and will become the president 
of the People’s Republic this March. the turnover was a smooth and 
well-orchestrated demonstration by a confidently rising superpower. 
that didn’t stop international media and even some chinese intel-
lectuals, however, from portraying it as a moment of crisis. in an issue 
that was published before the beginning of the congress, for example,  
The Economist quoted unnamed scholars at a recent conference as 
saying that china is “unstable at the grass roots, dejected at the 
middle strata and out of control at the top.” to be sure, months before 
the handover, the scandal surrounding Bo Xilai, the former party boss 
of the chongqing municipality, had shattered the ccp’s long-held 
facade of unity, which had underwritten domestic political stability since 
the tiananmen square upheavals in 1989. to make matters worse, the 
chinese economy, which had sustained double-digit gdp growth 
for two decades, slowed, decelerating for seven straight quarters. 
china’s economic model of rapid industrialization, labor-intensive 
manufacturing, large-scale government investments in infrastructure, 
and export growth seemed to have nearly run its course. some in 
china and the West have gone so far as to predict the demise of the 
one-party state, which they allege cannot survive if leading politicians 
stop delivering economic miracles. 

such pessimism, however, is misplaced. there is no doubt that 
daunting challenges await Xi. But those who suggest that the ccp 

eriC x. li is a venture capitalist and political scientist in Shanghai.
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will not be able to deal with them fundamentally misread china’s 
politics and the resilience of its governing institutions. Beijing will be 
able to meet the country’s ills with dynamism and resilience, thanks 
to the ccp’s adaptability, system of meritocracy, and legitimacy with 
the chinese people. in the next decade, china will continue to rise, 
not fade. the country’s leaders will consolidate the one-party model 
and, in the process, challenge the West’s conventional wisdom about 
political development and the inevitable march toward electoral 
democracy. in the capital of the Middle Kingdom, the world might 
witness the birth of a post-democratic future.

ON-THE-jOB LEARNING
the assertion that one-party rule is inherently incapable of self-
correction does not reflect the historical record. During its 63 years 
in power, the ccp has shown extraordinary adaptability. since its 
founding in 1949, the People’s Republic has pursued a broad range of 
economic policies. First, the ccp initiated radical land collectivization 
in the early 1950s. this was followed by the policies of the Great leap 
Forward in the late 1950s and the cultural Revolution in the late 1960s 
to mid-1970s. After them came the quasi-privatization of farmland 
in the early 1960s, Deng Xiaoping’s market reforms in the late 1970s, 
and Jiang Zemin’s opening up of the ccp’s membership to private 
businesspeople in the 1990s. the underlying goal has always been 
economic health, and when a policy did not work—for example, the 
disastrous Great leap Forward and cultural Revolution—china 
was able to find something that did: for example, Deng’s reforms, 
which catapulted the chinese economy into the position of second 
largest in the world.

on the institutional front as well, the ccp has not shied away from 
reform. one example is the introduction in the 1980s and 1990s of 
term limits for most political positions (and even of age limits, of 
68–70, for the party’s most senior leadership). Before this, political 
leaders had been able to use their positions to accumulate power and 
perpetuate their rules. Mao Zedong was a case in point. he had ended 
the civil wars that had plagued china and repelled foreign invasions 
to become the father of modern china. yet his prolonged rule led to 
disastrous mistakes, such as the cultural Revolution. now, it is nearly 
impossible for the few at the top to consolidate long-term power. 
upward mobility within the party has also increased. 

The Life of the Party
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in terms of foreign policy, china has also changed course many times 
to achieve national greatness. it moved from a close alliance with 
Moscow in the 1950s to a virtual alliance with the united states in the 
1970s and 1980s as it sought to contain the soviet union. today, its 
pursuit of a more independent foreign policy has once more put it 
at odds with the united states. But in its ongoing quest for greatness, 
china is seeking to defy recent historical precedents and rise peace-
fully, avoiding the militarism that plagued Germany and Japan in the 
first half of the last century.

As china undergoes its ten-year transition, calls at home and abroad 
for another round of political reform have increased. one radical 
camp in china and abroad is urging the party to allow multiparty 
elections or at least accept formal intraparty factions. in this view, only 
full-scale adversarial politics can ensure that china gets the leadership 
it needs. however sincere, these demands all miss a basic fact: the ccp 
has arguably been one of the most self-reforming political organizations 
in recent world history. there is no doubt that china’s new leaders face 
a different world than hu Jintao did when he took over in 2002, but 
chances are good that Xi’s ccp will be able to adapt to and meet whatever 
new challenges the rapidly changing domestic and international envi-
ronments pose. in part, that is because the ccp is heavily meritocratic 
and promotes those with proven experience and capabilities.

MAKING THE GRADE
china watchers in the West have used reports of corruption—
compounded by sensational political scandals such as the Bo Xilai 
affair—to portray the ruling party as incurably diseased. the disease 
exists, to be sure, but the most important treatment is the party itself. 
As counterintuitive as it might seem to Westerners, the ccp, whose 
political preeminence is enshrined in the chinese constitution, is one 
of the most meritocratic political institutions in the world. 

of the 25 members that made up the pre-18th-congress Politburo, 
the highest ruling body of the ccp, only five (the so-called princelings) 
came from privileged backgrounds. the other 20, including the 
president, hu, and the premier, Wen Jiabao, came from middle- or 
lower-class backgrounds. in the ccp’s larger central committee, which 
was made up of more than 300 people, the percentage of people born 
into wealth and power was even smaller. the vast majority of those 
in government worked and competed their way through the ranks to 
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the top. Admittedly, the new general secretary, Xi, is the son of a 
previous party leader. however, an overwhelming number of those 
who moved up the ranks this past fall had humbler beginnings. 

so how does china ensure meritocracy? At the heart of the story 
is a powerful institution that is seldom studied in the West, the 
organization Department of the ccp. this department carries out an 
elaborate process of bureaucratic selection, evaluation, and promotion 
that would be the envy of any corporation. Patronage continues to 
play a role, but by and large, merit determines who will rise through 
the ranks.

every year, the government and its affiliated organizations recruit 
university graduates into entry-level positions in one of the three 
state-controlled systems: the civil service, state-owned enterprises, 
and government-affiliated social organizations such as universities or 
community programs. Most new recruits enter at the lowest level, 
or ke yuan. After a few years, the organization Department reviews 
their performance and can promote them up through four increasingly 
elite managerial ranks: fu ke, ke, fu chu, and chu. the range of positions 
at these levels is wide, covering anything from running the health-care 
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Chinese democracy: voting in Guangdong Province, China, March 3, 2012
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system in a poor village to attracting commercial investment in a city 
district. once a year, the organization Department reviews quanti-
tative performance records for each official in each of these grades; 
carries out interviews with superiors, peers, and subordinates; and vets 
personal conduct. extensive and frequent public opinion surveys are 
also conducted on questions ranging from satisfaction with the country’s 
general direction to opinions about more mundane and specific local 
policies. once the department has gathered a complete dossier on all 
the candidates, and has confirmed the public’s general satisfaction or 
dissatisfaction with their performances, committees discuss the data 
and promote winners. 

After this stage, public employees’ paths diverge, and individuals 
can be rotated through and out of all three tracks (the civil service, 
state-owned enterprises, and social organizations). An official might 
start out working on economic policy and then move to a job dealing 
with political or social issues. he or she could go from a traditional 
government position to a managerial role in a state-owned enterprise 
or a university. in many cases, the organization Department will also 
send a large number of promising officials abroad to learn best practices 
around the world. the likes of harvard university’s Kennedy school 
of Government and the national university of singapore regularly 
host chinese officials in their training programs. 

over time, the most successful workers are promoted again, to what 
are known as the fu ju and ju levels, at which point a typical assignment 
is to manage districts with populations in the millions or companies 
with hundreds of millions of dollars in revenues. to get a sense of how 
rigorous the selection process is, in 2012, there were 900,000 officials 
at the fu ke and ke levels and 600,000 at the fu chu and chu levels. 
there were only 40,000 at the fu ju and ju levels. 

After the ju level, a very talented few move up several more ranks 
and eventually make it to the party’s central committee. the entire 
process could take two to three decades, and most of those who make 
it to the top have had managerial experience in just about every sector 
of chinese society. indeed, of the 25 Politburo members before the 
18th Party congress, 19 had run provinces larger than most countries 
in the world and ministries with budgets higher than that of the average 
nation’s government. A person with Barack obama’s pre-presidential 
professional experience would not even be the manager of a small county 
in china’s system. 
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B razil was the first major emerging mar-
ket to enact counter cyclical monetary 
and fiscal policies, setting the stage for 

economic rebound. The country has seen the rise of 
a vibrant middle class and has become a relevant 
destination for many multinationals. Economic sta-
bility has allowed companies to extend the capital 
expenditure cycle and expand aggressively at home 
and abroad. According to Jerry O´Callaghan, CFO 
at JBS, the largest Brazilian multinational food 
processing company, “the government has tried 
aggressively to find different channels to facilitate 
business practices; such is the case of the promise 
to slash electricity prices in the latest attempt to re-
vive the country’s once booming economy.”

Nonetheless, Brazil also faces significant bar-
riers that are hindering economic and social 
progress: onerous regulations, a creaking infra-
structure, and a huge informal sector that all 
limit productivity, not to mention a dependence 
on a large global appetite for commodities that 

at some point is bound to falter. Nelson Jamel, 
chief financial officer of AMBEV , the third-larg-
est brewing company in the world by volume , 
believes that “one of the most important reforms 
that Brazil needs to tackle is the tax reform. “ 
The actual scenario does not address the causes 
of loss of competitiveness of the industry, and it 
creates distortions and injustices. “ Fiscal reform 
is needed to alleviate the tax burden on enter-
prise turnover and  thus generate more wealth 
and jobs and thus make it easier to proceed with 
other necessary reforms .”

In order to emerge from the world economic 
crisis intact, Brazil will need to rely on the de-
velopment of its different states. As the fourth 
largest state in the country, Minas Gerais is now 
recognized as one of the leading economic re-
gions (it is currently the second wealthiest in 
terms of GDP, with a land mass greater than that 
of France). The good ratings assigned by interna-
tional agencies such as Standard & Poor´s reflect 

the state´s well-diversified economic base which 
allows it to levy taxes and maintain an adequate 
fiscal performance and a track record of solid fi-
nancial management. Mr. Jose Frederico Alvares, 
president of INDI, Minas Gerais Integrated De-
velopment Institute, said “We notice that there 
is a clear diversification in progress in the  Minas 
Gerais industrial sector. Although mining remains 
extremely relevant in our economy, there is good 
performance in other sectors, such as food and 
beverage, energy, biotechnology, and others. 
We have to work on different fronts, expand the 
already strong 
sectors, and aim 
with the help of 
public policies at 
the economy´s 
diversification, 
which is already 
happening.”

Minas Gerais : The Innovation State
SPONSORED SECTION

Antonio AnAstAsiA,  
Governor of Minas Gerais

THE GATEWAY TO INVESTMENTS 
IN MINAS GERAIS

BRAZiL’s inVEstMEnt ConFEREnCE 
Featuring : The Case Of The State Of Minas Gerais 
November 28, 2012 | 2:00 PM | Council on Foreign Relations |  
58 East 68th Street, New York, New York

This timely event brought together senior government officials, global business 
leaders, and financial experts to examine and discuss the latest developments, in-
vestment challenges and opportunities that exist in Brazil and Minas Gerais:  the 
country´s second-most industrialized state and a symbol of innovation and entrepre-
neurship.  Standard & Poor´s rating agency recently assigned “brAAA” national scale 
issuer credit ratings to Minas Gerais. The state has benefited from the continuation 
of administrations under the same political party for almost a decade, which helped 
strengthen management procedures and internal systems.
After opening remarks by Mr. Antônio Augusto Junho Anastasia, governor of the state 
of Minas Gerais, the responding panel began with a series of questions and answers.
Albert Fishlow, professor emeritus at both the University of California, Berkeley, and 
Columbia University; Julia E. Sweig, Nelson and David Rockefeller senior fellow for 
Latin America studies at the Council on Foreign Relations ; Otávio Azevedo CEO 
of industrial conglomerate Andrade Gutierrez S.A.; and Riordan Roett, professor of 
political science and director of Western Hemisphere studies at the Johns Hopkins 
University, took part in the discussion.

innoVAtion PAnEL:
Over the past decade, emerging economies have become fertile sources for creativity 
and disruptive business models, and the innovation revolution is alive among both 

start-ups and the 21,500 multinationals currently located in emerging economies. A 
new report from INSEAD and the Organization for Economic Cooperation and Devel-
opment’s Development Center argues that by developing new business models, “in 
several revealing cases, Latin American businesses are redefining global business.” 
This is the case of Minas Gerais, a role model when it comes to innovation and cre-
ativity. With a rapidly growing population – currently 20 million people – the state 
of Minas Gerais has been investing heavily in infrastructure to support both trade 
and a higher quality of life. Dorothea Werneck discussed the various developments 
underway, innovation programs and the public-private partnerships created to fund 
them. Speakers participating in the debate included Olavo Machado, president of 
the Federation of Industries of the State of Minas Gerais (FIEMG); Adriana Machado,  
CEO of General Electric Brazil; Nelson Jamel CFO of Ambev; and Dorothea Werneck, 
secretary of development for the state of Minas Gerais. 

EnERGY AnD inFRAstRUCtURE PAnEL
The subsalt oilfield discoveries could generate considerable wealth, with the po-
tential to transform Brazil’s economy, but to ensure the full development of these 
subsalt fields, foreign technical expertise and massive investment are required. 
What are the major tax, regulatory and legal challenges for foreign investors in this 
industry? What are the central opportunities and challenges of investing in and fi-
nancing power-generation projects? These were some of the issues raised by pan-
elists.  Michel Di Capua, head of analysis for North America at Bloomberg New 
Energy Finance, moderated the event. Luiz Fernando Rolla , CFO of CEMIG and John 
D. Kasarda, Kenan distinguished professor of strategy and entrepreneurship partici-
pated in the vibrant question-and answer session.

Return to Table of Contents

http://www.indi.mg.gov.br/home/index.php


The Life of the Party

 January/February 2013 39

Xi’s career path is illustrative. over the course of 30 years, Xi 
rose from being a fu ke level deputy county chief in a poor village 
to party secretary of shanghai and a member of the Politburo. By 
the time he made it to the top, Xi had already managed areas with 
total populations of over 150 million and combined gdps of more 
than $1.5 trillion. his career demonstrates that meritocracy drives 
chinese politics and that those who end up leading the country 
have proven records. 

INNOvATE OR STAGNATE
china’s centralized meritocracy also fosters government entrepreneur-
ship. the practice of conducting top-down policy experiments in 
select locales and expanding the successful ones nationwide is well 
documented. the best-known example is Deng’s creation of “special 
economic zones” in the 1980s. the first such zone was in shenzhen. the 
district was encouraged to operate under market principles rather than 
the dictates of central planners. shenzhen’s economy grew rapidly, 
which prompted the central government to replicate the program in 
the cities of Zhuhai and shantou, in Guangdong Province; Xiamen, 
in Fujian Province; and throughout hainan Province. 

there are also thousands of policy experiments that rise up from 
the local level. the competitive government job market gives capable 
local officials incentives to take risks and differentiate themselves 
from the pack. Among the 2,326 party representatives who attended 
the 18th Party congress, one such standout was Qiu he, who is vice 
party secretary of yunnan Province. At the congress, Qiu was selected as 
an alternate member of the central committee, putting the 55-year-
old maverick near the top of the nation’s political establishment. Qiu is 
the ultimate political entrepreneur. Born into poverty in rural china, 
Qiu watched two of his eight siblings die of childhood illness and 
malnutrition. After taking the national college entrance exam, china’s 
great equalizer, he was able to attend university. When he entered 
the work force, he held several low-level civil service jobs before 
being appointed party secretary of shuyang county, in northern 
Jiangsu Province, in the 1990s. With a peasant population of 1.7 mil-
lion and an annual per capita gdp of only $250 (less than one-fifth 
the national average), shuyang was one of the poorest rural areas in 
the country. the county also suffered from the worst crime rate in the 
region and endemic government corruption. 
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Qiu carried out a broad range of risky and controversial policy 
experiments that, if they failed, would have sunk his political career. 
his first focus was shuyang’s floundering economy. in 1997, Qiu 
initiated a mandatory municipal bond purchase program. the policy 
required every county resident to purchase bonds to fund much-needed 
infrastructure development. the genius of the plan was twofold. First, 

he could not have raised the funds 
through taxes because, at his level, he 
had no taxation authority. second, 
the mandatory bond program offered 
the citizens of shuyang something 
taxes would not have: yes, they were 
required to buy the bonds, but they 
eventually got their money back, with 
interest. Qiu also assigned quotas to 
almost every county government 

official for attracting commercial investments. to support their efforts, 
in addition to building up the area’s infrastructure, Qiu offered favorable 
tax rates and cheap land concessions to businesses. in just a few years, 
thousands of private enterprises sprang up and transformed a dormant, 
centrally planned rural community into a vibrant market economy.

Qiu’s second focus was combating corruption and mistrust between 
the population and the government. in the late 1990s, he instituted 
two unprecedented measures to make the selection of officials more 
open and competitive. one was to post upcoming official appointments 
in advance of the final decisions to allow for a public comment period. 
the other was the introduction of a two-tier voting system that enabled 
villagers to vote among party members for their preferred candidates 
for certain positions. the local party committee then picked between 
the top two vote getters. 

Qiu initially met tremendous resistance from the local bureaucracy 
and population. But today, he is credited with turning one of the 
country’s most backward regions into a vibrant urban center of 
commerce and manufacturing. other poor regions have adopted many 
of his economic policy experiments. Moreover, the public commenting 
period has been widely adopted across china. competitive voting is 
finding its way into ever-higher levels of the party hierarchy. Qiu 
has been personally rewarded, too, moving rapidly up the ladder: 
to vice governor of Jiangsu Province, mayor of Kunmin, vice party 

The CCP’s role in saving 
China from outsiders is a 
far more durable source of 
its legitimacy than the 
country’s economic 
performance.
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secretary of yunnan Province, and now an alternate member of the 
central committee. 

BY POPULAR DEMAND
even if critics accept that the chinese government is adaptable and 
meritocratic, they still question its legitimacy. Westerners assume 
that multiparty elections are the only source of political legitimacy. 
Because china does not hold such elections, they argue, the ccp’s 
rule rests on inherently shaky ground. Following this logic, critics 
have predicted the party’s collapse for decades, but no collapse has 
come. the most recent version of the argument is that the ccp has 
maintained its hold on power only because it has delivered economic 
growth—so-called performance legitimacy. 

no doubt, performance is a major source of the party’s popularity. 
in a poll of chinese attitudes published by the Pew Research center 
in 2011, 87 percent of respondents noted satisfaction with the general 
direction of the country, 66 percent reported significant progress in 
their lives in the past five years, and a whopping 74 percent said they 
expected the future to be even better. Performance legitimacy, how-
ever, is only one source of the party’s popular support. Much more 
significant is the role of chinese nationalism and moral legitimacy. 

When the ccp built the Monument to the People’s heroes at the 
center of tiananmen square in 1949, it included a frieze depicting 
the struggles of the chinese to establish the People’s Republic. one 
would expect the ccp, a Marxist-leninist party, to have its most 
symbolic political narrative begin with communism—the writing of 
The Communist Manifesto, for example, or perhaps the birth of the ccp 
in 1921. instead, the first carving of the frieze depicts an event from 
1839: the public burning of imported opium by the Qing dynasty’s 
imperial minister, lin Zexu, which triggered the first opium War. 
china’s subsequent loss to the British inaugurated the so-called century 
of humiliation. in the following hundred years, china suffered countless 
invasions, wars, and famines—all, in the popular telling, to reach 
1949. And today, the Monument to the People’s heroes remains a 
sacred public site and the most significant symbol of the ccp’s national 
moral authority.

the ccp’s role in saving and modernizing china is a far more 
durable source of its legitimacy than the country’s economic perfor-
mance. it explains why, even at the worst times of the party’s rule in 

FA.indb   41 11/27/12   9:57 PM

Return to Table of Contents



Eric X. Li

42 f o r e i g n  a f fa i r s

the past 63 years, including the disastrous Great leap Forward and 
cultural Revolution, the ccp was able to keep the support of main-
stream chinese long enough for it to correct its mistakes. china’s 
recent achievements, from economic growth to space exploration, are 
only strengthening nationalist sentiments in the country, especially 
among the youth. the party can count on their support for decades 
to come. 

A final type of staying power comes from repression, which china 
watchers in the West claim is the real force behind the ccp. they 
point to censorship and the regime’s harsh treatment of dissidents, 
which undoubtedly exist. still, the party knows very well that general 
repression is not sustainable. instead, it seeks to employ smart 
containment. the strategy is to give the vast majority of people the 
widest range possible of personal liberties. And today, chinese people 
are freer than at any other period in recent memory; most of them 
can live where they want and work as they choose, go into business 
without hindrance, travel within and out of the country, and openly 
criticize the government online without retaliation. Meanwhile, state 
power focuses on containing a small number of individuals who have 
political agendas and want to topple the one-party system. As any 
casual observer would know, over the last ten years, the quantity of 
criticism against the government online and in print has increased 
exponentially—without any reprisals. every year, there are tens 
of thousands of local protests against specific policies. Most of the 
disputes are resolved peacefully. But the government deals forcefully 
with the very few who aim to subvert china’s political system, such 
as liu Xiaobo, an activist who calls for the end of single-party rule 
and who is currently in jail. 

that is not to say that there aren’t problems. corruption, for one, 
could seriously harm the ccp’s reputation. But it will not derail party 
rule anytime soon. Far from being a problem inherent to the chinese 
political system, corruption is largely a byproduct of the country’s 
rapid transformation. When the united states was going through its 
industrialization 150 years ago, violence, the wealth gap, and corruption 
in the country were just as bad as, if not worse than, in china today. 
According to transparency international, china ranks 75th in global 
corruption and is gradually getting better. it is less corrupt than 
Greece (80th), india (95th), indonesia and Argentina (tied at 100th), 
and the Philippines (129th)—all of which are electoral democracies. 
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understood in such a context, the chinese government’s corruption 
is by no means insurmountable. And the party’s deeply rooted popu-
lar support will allow it the breathing room to grapple with even the 
toughest problems.

ENTER THE DRAGON
china’s new leaders will govern the country for the next ten years, 
during which they will rely on the ccp’s adaptability, meritocracy, 
and legitimacy to tackle major challenges. the current economic 
slowdown is worrying, but it is largely cyclical, not structural. two 
forces will reinvigorate the economy for at least another generation: 
urbanization and entrepreneurship. in 1990, only about 25 percent 
of chinese lived in cities. today, 51 percent do. Before 2040, a full 
75 percent—nearly one billion people—are expected to be urban. 
the amount of new roads, housing, utilities, and communications 
infrastructure needed to accommodate this expansion is astounding. 
therefore, any apparent infrastructure or housing bubbles will be 
momentary. in fact, china’s new leadership will need to continue or 
even increase investment in these sectors in the years to come. that 
investment and the vast new urban work force, with all its production 
and consumption, will drive high economic growth rates. the party’s 
extraordinary ability to develop and execute policy and its political 
authority will help it manage these processes. 

Meanwhile, entrepreneurship will help china overcome threats to 
its export-fueled economic model. externally, the global economic 
downturn and a rising currency value have dampened chinese trade. 
internally, labor costs have risen in the country’s coastal manufacturing 
regions. But the market will sort out these problems. After all, china’s 
economic miracle was not just a centrally planned phenomenon. 
Beijing facilitated the development of a powerful market economy, 
but private entrepreneurs are the lifeblood of the system. And these 
entrepreneurs are highly adaptive. Already, some low-end manufac-
turing has moved inland to contain labor costs. this is coinciding 
with local governments’ aggressive infrastructure investments and 
innovative efforts to attract new business. in the costal regions, many 
companies are producing increasingly-higher-value goods. 

of course, the government will need to make some economic 
adjustments. For one, many state-owned enterprises have grown too 
big, crowding out the private-sector growth that is critical to economic 
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vitality. Plans to require companies to pay out dividends to share-
holders and other limits on expansion are already in the works. these 
will likely be implemented early on in the new administration. And 
some stalled measures encouraging financial liberalization, such as 
allowing the market to determine interest rates and the develop-
ment of private small and medium-sized lending institutions, which 
would break the large state-owned banks’ near monopoly in commercial 
lending, are likely to get picked up. these reforms would facilitate 
more efficient flows of capital to businesses. 

economic liberalization will likely be matched by a two-track 
reform of social policy. First, the process of making the party more 

inclusive, which began with Jiang’s 
inclusion of businesspeople in the 
ccp, will be accelerated. second, 
the ccp will begin experimenting 
with outsourcing certain social welfare 
functions to approved nongovern-
mental organizations. Rapid urban-
ization is facilitating the growth of a 
large middle-income society. instead 
of demanding abstract political rights, 

as many in the West expected, urban chinese are focused on what 
are called min sheng (livelihood) issues. the party may not be able 
to manage these concerns alone. And so private businesses or non-
governmental organizations might be called in to provide health 
care and education in the cities, which has already started to happen 
in Guangdong Province.

corruption remains the hardest nut to crack. in recent years, family 
members of some party leaders have used their political influence to 
build up large networks of commercial interests. cronyism is spreading 
from the top down, which could eventually threaten the party’s rule. 
the ccp has articulated a three-pronged strategy to attack the problem, 
which the new leadership will carry out. the most important institution 
for containing corruption is the ccp’s central commission for Dis-
cipline inspection. its leader usually sits on the standing committee 
of the Politburo and has more power than the state judiciary. this 
person can detain and interrogate party members suspected of corrup-
tion without legal limits. in recent years, the commission has been very 
aggressive. in 2011, it conducted formal investigations into 137,859 

The significance of China’s 
success is not that China 
provides the world with an 
alternative model but that 
it demonstrates that 
successful alternatives exist.
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cases that resulted in disciplinary actions or legal convictions against 
party officials. this number represents a nearly fourfold increase since 
the years before 1989, when corruption was one of the main issues 
that drove the tiananmen protests. one sign to watch in the next 
administration is whether the commission is authorized to investigate 
wrongdoing within the inner sanctum of the party leadership, where 
corruption can be the most detrimental to the party’s credibility. 

complementing the party’s own antigraft efforts is the increasing 
independence of media outlets, both state- and privately owned. news 
organizations have already exposed cases of official corruption and 
disseminated their findings on the internet. the ccp has responded 
by pursuing some of the cases that the media have brought to light. 
of course, this system is not perfect, and some media outlets are 
themselves corrupt. illicit payments to journalists and fabricated 
stories are commonplace. if these problems are not corrected quickly, 
chinese media will lose what little credibility they have gained.

Accordingly, the next administration might develop more sophis-
ticated political regulations and legal constraints on journalists to 
provide space for the sector to mature. officials have already discussed 
instituting a press law that would protect legitimate, factual reporting 
and penalize acts of libel and misrepresentation. some might view 
the initiative as the government reining in journalists, but the larger 
impact would be to make the media more credible in the eyes of the 
chinese public. Journalists who take bribes or invent rumors to attract 
readers can hardly check government corruption.

Also to tackle corruption, the party plans to increase open compe-
tition within its own ranks, inspired by the efforts of officials such as 
Qiu. the hope is that such competition will air dirty laundry and 
discourage unseemly behavior. the hu administration initiated an 
“intraparty democracy” program to facilitate direct competition for 
seats on party committees, an idea that received high praise at the 
18th congress. 

HISTORY’S RESTART
should the 18th Party congress’ initiatives succeed, 2012 might one 
day be seen as marking the end of the idea that electoral democracy 
is the only legitimate and effective system of political governance. 
While china’s might grows, the West’s ills multiply: since winning 
the cold War, the united states has, in one generation, allowed its 
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middle class to disintegrate. Its infrastructure languishes in disrepair, 
and its politics, both electoral and legislative, have fallen captive to 
money and special interests. Its future generations will be so heavily 
indebted that a sustained decline in average living standards is all but 
certain. In Europe, too, monumental political, economic, and social 
distress has caused the European project to run aground. Meanwhile, 
during the same period, China has lifted hundreds of millions of 
people out of poverty and is now a leading industrial powerhouse.

The West’s woes are self-inflicted. Claims that Western electoral 
systems are infallible have hampered self-correction. Elections are 
seen as ends in themselves, not merely means to good governance. 
Instead of producing capable leaders, electoral politics have made it 
very difficult for good leaders to gain power. And in the few cases 
when they do, they are paralyzed by their own political and legal 
systems. As U.S. Secretary of State Hillary Clinton travels around 
the world extolling electoral democracy, the legitimacy of nearly all 
U.S. political institutions is crumbling. The approval rating of the 
U.S. Congress among the American people stood at 18 percent in 
November. The president was performing somewhat better, with ratings 
in the 50s. And even support for the politically independent Supreme 
Court had fallen below 50 percent. 

Many developing countries have already come to learn that democ-
racy doesn’t solve all their problems. For them, China’s example is 
important. Its recent success and the failures of the West offer a stark 
contrast. To be sure, China’s political model will never supplant elec-
toral democracy because, unlike the latter, it does not pretend to 
be universal. It cannot be exported. But its success does show that 
many systems of political governance can work when they are 
congruent with a country’s culture and history. The significance of 
China’s success, then, is not that China provides the world with 
an alternative but that it demonstrates that successful alternatives 
exist. Twenty-four years ago, the political scientist Francis Fukuyama 
predicted that all countries would eventually adopt liberal democracy 
and lamented that the world would become a boring place because of 
that. Relief is on the way. A more interesting age may be upon us.∂
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Ghana:
accelerating africa’s Revival

Last year Ghana post-
ed 14 percent GDP 
growth, the world’s 
second-highest, after 
Qatar. Foreign direct 
investment amounted 
to some $7 billion 
across various sectors. 
“Right now, there is 
something spectacular 
happening in Africa,” 

said John Dramani Mahama, Ghana’s interim presi-
dent since the passing of late President John Evans 
Atta Mills in July 2012, to a recent United Nations 
assembly. “Growth is taking the place of stagnation; 
tranquility is taking the place of turmoil; democratic 
governance, founded on the rule of law, is taking the 
place of dictatorship. There is no denying the visibility 
and the viability of these significant developments.”

President Mahama believes Ghana’s progressing 
industry and private sectors are laying the 
foundation for its future. “This is the area of 
my utmost passion. We are at the threshold of 
transition from lower-middle-income to middle-
income status. This phase has been largely led by 
the government. The next phase of transformation 
must be led by the private sector.” 

Oil and gas now also play a considerable role in 
assuring nationwide growth, as Vice-President Kwesi 
Amissah-Arthur explains. “Lessons learned from our 
several decades of mining metals and the Ghana 
EITI (Extractive Industries Transparency Initiative) 

process served as a useful guide to developing 
the legal and fiscal frameworks for our recently 
discovered hydrocarbon resources. We continue to 
explore ways of making the process respond to the 
development aspirations of our people.”   

Ghana is, however, lagging behind in the attainment 
of several important Millennium Development Goals, 
including lower maternal mortality and sanitation 
coverage. Youth unemployment and gender disparities 

also remain high. The cost of environmental degradation 
(water, soils, forests, fisheries) and the effect that climate 
change has on exacerbating poverty in the country are 
equally significant. Nevertheless, Ghana’s future oil 
prospects are extremely positive, giving the country a 
long-term planning horizon with realistic expectations. 
“We are well-poised for tremendous leaps forward,” 
says Vice-President Amissah-Arthur. “Our economy 
is moving in the right direction and this is the time to 
consolidate our gains and face the challenges we have 
with a common resolve.”

Ghana, the first sub-Saharan state to gain independence, has set the standard for economic reform 
and, over the past decade, democratic stability in Africa. A major cocoa grower, gold exporter, and more 
recently oil and gas producer, Ghana has rapidly secured a top spot among the world’s fastest-growing 
economies and is steadily rising into middle-income status. With projected GDP growth rates of around 
11 percent in the coming years, how is the government translating resource revenues and rising foreign 
investment into a transparent and sustainable future?
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John Dramani Mahama,  
President of Ghana

www.foreignaffairs.com/ghana2013specialreport

“We are at the threshold of transition 
from lower-middle-income to middle-
income status. This phase has been 
largely led by the government. The next 
phase of transformation must be led by 
the private sector.” 

John Dramani Mahama, President of Ghana

This report was printed before Ghana’s December 2012 Elections.
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Making Ghana the official port of call for President 
Barack Obama’s 2009 visit to Africa was a logical 
and strategic choice. Sending out the message 
that the United States is a partner in developing 
the continent’s promise, Obama said African 
people should hold their leaders accountable for 
the future. The Partnerships for Growth (PfG) 
assistance program, initiated by the Obama 
administration, encourages “truly sustainable, 
broad-based economic growth in the developing 
of strong institutions, harnessing sources of human 
capital, and the emergence of a strong and dynamic 
private sector.” According to the U.S. leader, Ghana 
is pursuing these facets in a remarkable manner. 

In 1961, President John F. Kennedy established 
the Peace Corps, and Ghana was the volunteer 
program’s first mission. U.S. support remains 
constructive to this day, through USAID’s “Feed 
the Future” initiative as well as compacts with 
the Millennium Challenge Corporation (MCC). 
Alhaji Muhammad Mumuni, Minister of Foreign 
Affairs, emphasizes the importance of the first $547 
million, five-year MCC procurement for rural areas, 
agriculture, and infrastructure. “We are ready to sign 
the second compact, which will ensure the adequate 
and reliable supply of energy in our country to aid 
our development in industrialization.”

Deputy Minister of Economic Planning Fifi F. 
Kwetey believes that with the MCC II, the U.S. “has 
done a thorough diagnosis of our energy situation 

and has tailored their support in a way that we can 
really deal with the difficulties.” 

Seth Terkper, Deputy Minister of Finance, 
adds that for the PfG, the ministry has defined 
“sixteen projects at a total cost of $1.5 billion to $2 
billion. How do we repay that? As stipulated in 
the Petroleum Revenue Management Act, we are 
going to use 70 percent of the oil revenue flows as 
a long-term savings for sustainable capital funds 
financing to build the infrastructure that we need 
today,” says Terkper. 

“America is a big trading partner to Ghana,” 
notes Fritz Baffour, Minister of Information. Two-way 
total trade between the United States and Ghana was 
valued at $1.9 billion in 2011, a 56 percent increase over 
2010. Some of the largest U.S. companies are active in 
Ghana today, including General Electric, IBM, and 
Apple. The largest contribution, however, comes from 
the U.S.-based diaspora. “Ghanaian emigrants living 
in the U.S. repatriate money to their families here. 
In the last year around $4 billion was coming from 
outside Ghana.” Today Baffour would like to see 
increased knowledge and technology transfer from 
U.S. investors, particularly in agro-processing and 
ICT systems.

Clearly the U.S. has become an integral part of 
Ghana’s ascendance to middle-income status. A few 
months before his passing, late President John Atta 
Mills described Ghana’s relations with the United 
States as “a very rewarding friendship.” 

John Evans Atta Mills, the architect of Ghana’s 
budding oil and gas sector and an unwavering 
peace advocate, is praised by fellow politicians and 
opposition figures alike. Succeeding President John 
Dramani Mahama recalled that “Professor Mills was 
a dedicated and honorable statesman. He committed 
himself to bringing about an improvement not only 
in the lives of Ghanaians, but also in the lives of all 
other Africans and indeed the lives of individuals 
throughout the world.” 

Following the passing of Atta Mills, the 
administration of President Mahama drew up 
critical policy actions to ensure that his much-
praised work would continue to be pursued, in 
order “to maximize our resources and energies 
towards consolidating the gains that we have made 
over the last four years,” as Mahama noted. 

Atta Mills is credited with reducing Ghana’s 
inflation to single digits, maintaining macro-

economic stability, and avoiding hikes in food 
prices, applying good governance in the public 
sector, and conducting a transparent and educated 
development of the natural resources sector. His 
vision for a better Ghana included stimulating 
agriculture and industry with oil revenues, 
accelerating infrastructure developments, and 
creating jobs through improved social services 
such as health, education, and utility provision, 
especially energy and water.

“Over the past few months, Ghanaians have 
shown ourselves to be resilient, respectful of the 
values that promote peace and the institutions that 
safeguard the stability of our democracy,” remarked 
President Mahama. “In our process of healing, we 
have become more united and more determined to 
stay the course that we began in 1957, and become 
more confident than ever before in our ability to 
create a Better Ghana.”

Toward A Better Ghana: The Atta Mills Legacy

U.S. and Ghana, A Very Rewarding Friendship 
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From the very first footsteps of independence, 
attracting foreign investment to Ghana has been a 
means for comprehensive economic development. 
Sovereign Ghana’s first President, Kwame Nkruhmah, 
firmly believed science and technology would create 
a stronger nation, and a stronger Africa, saying; 
“African leaders must find the best and quickest 
means by which we can pool our economic resources 
together for our mutual benefit. If we achieve this, we 
shall raise in Africa a great industrial, economic, and 
financial power incomparable to anything the world 
has seen in our time.” 

U.S. President Dwight D. Eisenhower shared this 
vision with Nkruhmah, engaging foreign aid and 
investment to realize the Volta River Project: the 
construction of the Akosombo Dam, its hydroelectric 
power station, transmission lines to major cities, 
and the Valco aluminum smelter, built by Kaiser 
Aluminum. The Kpong Dam followed in 1982.

The dam still stands today as an achievement 
of international cooperation. Following decades of 
the mining sector receiving the bulk of FDI, large 
infusions into manufacturing, construction, and 
general trade have been made since 2006. The service 
sector is also registering increased activity, especially 
since the Jubilee oil and gas field discovery in 2007. 

The range of countries and companies investing 
in Ghana today reflects both its attractiveness and 

good standing on the world stage, particularly as a 
peace mediator in conflicts. From U.S. and Chinese 
to Israeli and Arab investments, major inflows 
include $2.1 billion by ALCOA, $4.67 billion by the 
UK’s Balkan Energy, and $2.07 billion in railway 
rehabilitation and modernization from the United 
Arab Emirates. In July 2012, Sinopec of China also 
secured a $750 million contract to develop Ghana’s 
National Gas Processing Project.

Most foreign interest comes through the Ghana 
Investment Promotion Centre (GIPC), which in 
2011 registered 514 projects worth $6.82 billion in 
FDI. Chinese backing dominated with 79 projects, 
followed closely by 77 from India, 39 Nigerian, 
and 36 Lebanese ones. However, in terms of total 
investment value, South Korea topped the list, with 
the $3 billion Asanteman Hong Group’s real estate 
and construction project. The GIPC expects 46,761 
jobs to be created as a result of these projects, 
with expatriates taking only 3,589 positions. Major 
companies currently operating in Ghana include 
Unilever, Asian agribusiness giant Wilmar, which 
acquired the Benso Oil Palm Plantation in 2011, 
Cargill, Kraft-Cadbury, and Toyota, to name a few. 

This year, the newly completed Bui Dam will 
become Ghana’s third hydro-generating source of 
power, with a $562 million loan from China Exim Bank. 
Will it be able to regenerate the Afro-Ghanaian dream? 

FDI: Ghana’s Powerful Partner
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Most investments in Ghana are centralized through 
the Ghana Investment Promotion Centre (GIPC), the 
one-stop agency that facilitates and supports local and 
foreign investors in the manufacturing and services 
sectors. GIPC’s CEO George Aboagye acknowledges 
that 2011 was an impressive year for the country, having 
booked 14 percent GDP growth, of which 8 percent 
is classified as sustainable non-oil growth. This, says 
Aboagye, has secured investor confidence in Ghana.

“We have been able to lock into the international 
business arena very effectively. GIPC has promoted 
Ghana’s opportunities very intensively in Brazil, Russia, 
China, and India. Now we are expanding our scope 
to cover Turkey, South Africa, and mainland Europe, 
particularly the Netherlands. When an investor comes, 
we assign them an assistant to guide them through the 
system, to push and get things done quickly for them, 
assuring that within the shortest possible time they 

should get their permits and register their business.”
“GIPC’s eye,” says Aboagye, is always on 

“investments that target growth-intensive sectors, or can 
move Ghanaians closer to a knowledge-based economy.” 
One such facility is the 2,000-acre Sekondi Industrial 
Estate, which will process local manganese, gold, and 
bauxite into aluminum. Previously, George Aboagye had 
overseen development of the Ghana Free Zone Program, 
which encourages the indigenous private sector. “At the 
end of the day, we have to look at who is going to move 
the economy. The education has been there, the system 
has been liberalized reasonably. The macroeconomic 
conditions have improved, but not adequately enough to 
enable the investor to get the sort of financing that other 
countries would provide. When you have people feeling 
that they are really supported either by the economy itself 
or by a conscious effort by the government, then you have 
movers that can carry the economy.”

Transparency may seem an elusive goal when 
remodeling old institutions, especially after many 
decades of military cronyism and a prevalence of 
corruption. But through reforms and reorganization 
of public entities, Ghana’s democratic governments 
are managing to introduce a new culture of integrity. 
The Ghana Revenue Authority (GRA) is a very valid 
case in point. In December 2009, four existing tax 
divisions were brought together under the new 
GRA, consolidating into a three-winged structure: the 
Customs Division, Domestic Tax Revenues Division, 
and Support Services Division. The former two focus 
entirely on revenue collection, while the latter takes 
care of management services.

Large taxpayers now also have a dedicated 
office with customized services to accommodate 
their automated filings. In addition, a computerized 
system is enhancing accuracy and efficiency, issuing 
printed receipts to taxpayers. Meanwhile, an 
integrated cargo clearance system at Ghana’s ports 

tracks raw materials being imported to cross-check 
with production numbers. 

“And the first years’ results already show an 
impressive record,” clarifies George Blankson, 
Commissioner-General of the GRA and architect 
of its restructuring. “When you compare the 2011 
revenue collection with that of 2010, the difference 
is 46 percent.” Blankson adds that the government 
target for tax revenue in 2011 was just under $4 
million, yet at the end of December 2011 the GRA 
had provisionally collected $4.6 million. “In 2010, 
the tax-GDP ratio was close to 13 percent. Then, 
in one year after the restructuring, we managed to 
grow that ratio to about 16 percent. That has hardly 
happened in revenue history.”

Blankson singled out the goodwill and support 
of taxpayers as a major contributing factor to the 
GRA’s performance in 2011. “At the heart of the 
reform, however, is the way we see and treat the 
taxpayer. Under the old system, taxpayers are potential 
evaders, so you treated them with suspicion and 
came down hard on them at the first opportunity. 
The new philosophy, paired with this modernization 
we are carrying out, is to see the taxpayer as a client. 
The concept is revenue harvesting, just like farmers 
cultivate their crops and harvest more.”

As with any transition, there are countless 
challenges. “When we have a 7,000-person staff 
that developed loyalties for separate autonomous 
organizations, bringing them together as one body will 
require a lot of hard work. But when I look back, we are 
happy about the outcome so far.”

Revenues of Integrity

Looking for the Movers: GIPC 
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Oil discoveries in Ghana are not uncommon, but the 
significant resources of oil and natural gas found in the 
offshore Jubilee field in 2007 marked a turning point for 
the country’s economy.

Phase I development of the core field by operating 
partners Tullow, Kosmos Energy, Anadarko, Sabre, and 
the Ghana National Petroleum Corporation (GNPC) 
progressed at such a rapid pace that by 2010 it had 
already started producing around 20,000 barrels of crude 
per day. Total proven reserves of the Jubilee oil field are 
around 600 million barrels. In addition, another twelve 
oil and gas discoveries have been made since, the most 
recent in September 2012 by Italy’s Eni. Now, a rush by 
big players, including Hess and Mitsui Oil Exploration 
Co., has fast-tracked the Petroleum (Exploration and 
Production) Act, which contains an important law for 
local content and participation in the sector. 

“The industry is very demanding on expertise,” 
says Christian Ibeagha, the Oilfield Service Manager for 
Schlumberger, which started its resistivity data services 
in 2007. “But we hired local employees at a very fast 
pace. Today, 73 percent of our workforce are very profi-
cient Ghanaians.”

Current production averages at 80,000 barrels per day, 
and in the first three quarters of 2012, Ghana’s oil exports 
reached $2.1 billion. This is offset, however, by oil imports 
of around $2.5 billion, including crude, gas from Nigeria, 
and refined products. By upgrading the state-run Tema 

Oil Refinery and building a second refinery with private 
investors, Ghana aims to become a net exporter of crude 
and refined oil products by 2015. Eventually, Africa’s 
newest oil producer targets a refining capacity of 120,000 
to 200,000 barrels per day by 2020.

Ghanaian industrialists and entrepreneurs are also 
being urged to become more proactive in supplying the 
goods and services required by the oil industry. Ghana Oil 
Company (GOIL) has, in addition to its service stations, 
started producing vehicle lubricants, engine oil, liquefied 
petroleum gas (LPG), and bitumen. Furthermore, the 
Ghana Cylinder Manufacturing Company (GCMC) will 
start producing specially designed Liquefied Petroleum 
Gas (LPG) cylinders for commercial vehicles.

Natural gas, say many Ghanaians, has much stron-
ger transformational qualities. It is capable of consider-
ably reducing the cost of power generation, which is still 
a major challenge in Ghana. Deputy Energy Minister for 
Petroleum Emmanuel Armah-Kofi Buah says, “Ghana is 
determined to make hydrocarbons work for the people. 
We wanted to be one of the few countries in Africa 
that have made oil a blessing and not a curse. How 
do we ensure that the revenue we get is actually used 
for public benefit? We passed the Petroleum Revenue 
Management Law, which gives us clear guidelines on 
how every Ghanaian cedi is used. For example, the 
ongoing gas project is aimed at generating cheap power 
for our industries and the production of fertilizers to 

The Oil and Gas Turning Point
5 - GHANA   |   SPONSORED SECTION

GHANA-report-FINAL-11-29-2012.indd   5 11/30/12   12:37 AM

Return to Table of Contents

http://www.gra.gov.gh/


Due to the increased modernization and economic 
activity of investing companies over the last couple of 
years, the demand for electricity in Ghana has risen by 
10 percent per annum. “We need to increase our power 

generation from 2,000 MW to over 5,000 MW,” states 
Inusah Fuseini, Deputy Minister of Energy for Power. 

An agreement made with Nigeria for a constant gas 
supply through the West African Gas Pipeline fell short 
of expectations, and so an ambitious plan was struck up 
to reach 5,000 MW of energy generation by 2015 utilizing 
Ghana’s own gas. Sinopec International Petroleum 
Service Corporation of China has been contracted to 
lay a 100-mile pipeline to connect and transport natural 
gas from the Jubilee field to the Ghana Gas Company’s 
Aboadze Thermal Power Plant in Takoradi. An earmark 
of $850 million from the China Development Bank’s 
(CDB) $3 billion loan for upgrading the country’s 
infrastructure is financing the project.

“We have also passed the Renewables Law, with 
a focus to encourage the private sector, and there are 
many incentives,” says Deputy Minister of Energy for 
Petroleum Emmanuel Armah-Kofi Buah. “We think 
that the goal for 10 percent power production from 
renewable resources, especially solar and wind, is 
very feasible.”

As a member of the West African Power Pool 
(WAPP), Deputy Minister Fuseini says Ghana could 
also have the capacity to increase access to stable and 
reliable electricity for many citizens of ECOWAS. “For 
us, everything is here. We harness the potential of solar, 
wind, biomass, and hydro, while we ensure that our 
gas is first used for the production of cheap energy.”

SPONSORED SECTION  |  GHANA - 6

Big oil already has a presence in Ghana. Since 1997, 
Total Petroleum has operated the country’s largest oil 
distribution network, with 220 service stations across 
the nation, as well as supplied the mining, aviation, 
agriculture, and food sectors. Guillaume Larroque, 
Managing Director of Total Petroleum Ghana, says 
that the advantage of its long presence has been a 
build-up of trust with Ghana’s consumers. In addition, 
Total introduced a Young Dealer Program to identify 
talent among its employees. “You may detect pump 
attendants that are very gifted, intellectually quite alert, 
and obviously very able. So we make sure that when 

they reach a time in their professional career, we give 
them all the financial support to become a dealer. It is 
not only a necessity because you want to be seen as a 
local-content-complying company, but it makes sense as 
you can never reach your goals alone.”

The vast majority of Total’s workforce, says Larroque, is 
Ghanaian, including the transport companies it contracts. 
Larroque does not see a real difference in business 
challenges between Ghana or anywhere else in the world. 
“If we are talking about the macroeconomic context, you 
may not agree all the time to proposals for new regulations, 
but we have always been able to adapt ourselves.”

Renewable Needs

Total Coverage

boost agriculture. This is expected to generate many jobs. 
In fact, our projection is that more than 900,000 jobs will 
be created in that sector alone over a ten-year period.”

Dr. Alfred Ofosu Ahenkorah, Executive Secretary 
of the Energy Commission, says that although ambi-
tious, Ghana’s plans are feasible. “Making the necessary 
impact on the national economy will require that the 
management, operations, and monitoring of the energy 
sector receive adequate focus. Teamwork and commit-
ment by all stakeholders should be the primary principle 

to ensure smooth implementation of the National Energy 
Policy,” he stressed. 

Deputy Energy Minister for Power Inusah Fuseini 
says that a great majority of Ghanaians expect that their 
poverty “will be managed very well due to the hydrocar-
bon resources.” Fuseini adds that “part of the Strategic 
National Energy Plan 2006–2020 is to ensure that, within 
a short-medium term, we have a 5,000 megawatt (MW) 
capacity installed, and we hope that by 2021 there will 
be universal access to electricity for our communities.”
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The combined efforts of Ghana’s state energy 
entities have so far achieved 72 percent distribution 
coverage nationally, and the nation has even become 
a net exporter of energy. Mr. Charles A. Darku, 
Chief Executive of Ghana Grid Company Limited 
(GRIDCo), says this is only the beginning. “The 
landscape is evolving in a very dynamic and positive 
manner,” he attests. “Private developers will bring in 

capital and greater efficiencies, so as to produce power 
in a quality and quantity that consumers want.”

Mr. Darku believes Ghana is achieving greater 
energy efficiency. “The passing of the Renewable Energy 
Law and possible introduction of unbundled tariffs are 
driving the sector to the point where maximum benefit 
and competitive prices are within reach.” 

That does not mean the energy sector is out of the 
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Ever since work on the Akosombo Dam started in 
1961, the task of fulfilling Ghana’s electricity needs 
has been in the hands of the Volta River Authority 
(VRA). From and around the Akosombo and Kpong 
Dams, VRA has built up an impressive ecosystem of 
facilities, including thermal energy plants near Tema 
and Takoradi, one of which is a joint venture with the 
Abu Dhabi energy company TAQA; real estate holdings; 
transport companies; and hotels; as well as schools and 
health clinics in regions where it operates. 

Even with VRA’s major contributions made to the 
national economy over the past fifty years, the current 
race to meet the rapidly rising demand for energy is one 
of the company’s most challenging projects to date. The 
400 MW Bui Dam Power Project is nearing completion, 
and existing thermal plants are being converted and 
prepared to run on cheaper natural gas from Ghana’s 
own Jubilee field. “Up until 1998,” recounts Mr. Kweku 
A. Awotwi, Chief Executive of Volta River Authority, 
“VRA was purely a hydro company. It produced 1,200 
MW of hydropower, which met the country’s needs. 
Today, 40 percent of our generation is thermal, as there 
are unfortunately very few hydro sites that can meet 

the demand. So in the next five years, we hope to add 
another 1,000 MW of thermal capacity.”

The company is also venturing into renewable 
energy. “We have a program to add 110 MW of 
renewable energy in the next two to three years, 100 
MW of wind, and 10 MW of solar. We have a renewable 
energy goal to meet 400 MW by 2020, so we hope to 
add another 300 MW.”

VRA has been financially viable for several years—
operating profit for 2011 stood at $88 million. “We are 
probably one of the best state-run organizations,” says 
Mr. Awotwi. Nevertheless, VRA wants to focus on its 
core business of generating electricity, restructuring the 
current portfolio to find private investors as partners 
in running VRA’s non-power assets. “Ghana is right 
in the middle of the ECOWAS region,” explains Mr. 
Awotwi. “The goal of the West African Power Pool 
(WAPP), of which Ghana is a member, is to connect 
fifteen to sixteen countries, from Benin to Mali. VRA’s 
current capacity is 2,000 MW, so we certainly have 
the scope, as well as the experience in the region, to 
manage and build new generation plants. We see that 
as a great opportunity.”

Interconnecting with the region and the future

The Generation Factor
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Accelerating growth and reducing poverty is a 
key target of the Millennium Development Goals 
(MDG) for Ghana. The current phase of the National 
Electrification Scheme (NES), which was implemented 
by the Ministry of Energy in 1990, has managed to 
increase access rates from 54 percent to 72 percent in the 
past three years. A $350 million U.S. Exim Bank-funded 
project, being executed by Weldy-Lamont Associates, 
an engineering firm from Mount Prospect, Illinois, and 
its Ghanaian partner TMG, has already become an 
internationally recognized turnkey development. 

“We are extending electricity to close to 2,100 
communities,” says John Williams, Managing Director 
of TMG, adding that the original contract stipulated only 
1,286 communities. “We are also strengthening some 
substations and transmission backbones in certain areas, 
particularly in the mid-region of Ghana.”

Working closely with the Electricity Company of 
Ghana (ECG) and GRIDCo, Weldy-Lamont/TMG 
identified a solution to a common problem: frequent 
blackouts. “Ghana uses steel cross-arms for its electrical 
distribution,” explains Williams. “But the country is 
located in a lightning-prone zone. By using fiberglass 
cross-arms, you reduce the interruption by lightning 
strikes and create more stability. By adopting this across 
ECG’s system, and proven that over time it does work 
well, Ghana will be able to say, ‘This is what we did to 
solve our problem.’”

Now in its second year, Williams believes the project 
may be completed sooner than its contractual fifth 
year, bringing a positive change to many people’s lives. 
“Country coverage should reach 85 percent by 2017. When 
people in the villages ask you, ‘What are you coming to 
do?’ and you tell them ‘I am bringing you electricity,’ they 
think it is a fantasy. But when you switch it on for the first 
time, the community is delighted, the joy is all over.” And 
that story, says Williams, should inspire other midsize 

companies from the U.S. to look at the African market. 
“This is where I come from, and I think the potential and 
the talent pool here will not disappoint them.”

Shedding distribution challenges
According to the 2012 Business Barometer Index of the 
Association of Ghana Industries, the top constraint to 
business growth is irregular power supply. This was 
due to necessary load shedding of power after damage 
caused to the West African Gas Pipeline by a vessel in 
August 2012 cut off supply to the Sunon Asogli power 
station. To ensure uninterrupted electricity to major 
industries, health centers, and security services, the 
Electricity Company of Ghana (ECG) had to shed up 
to 300 MW at peak periods from mainly residential 
networks. Although additional generation from the 
CENIT and Takoradi 3 plants has come online, the 
strain put on ECG transformers and switchgears would 
require new investment to replace them. 

“Our major concern now,” says William Hutton-
Mensah, ECG’s Acting Managing Director, “is to make 
sure that we reduce the outage frequency and duration 
to our customers and also reduce our system losses. That 
can only be done if we invest in the network to make 
sure that the electricity is available and reliable.”

As such, ECG is now vigorously and rapidly 
responding to demand by improving its capacities, 
introducing ICT network systems, cooperating with 
private-sector contractors, and adopting a more 
client-friendly approach. “We want to change to a 
new philosophy, to let our employees know we are 
now operating as a business entity, not a government 
unit,” adds Hutton-Mensah.

“Electricity is an essential commodity for life, 
enterprise, human comfort, even survival. If we are able 
to take advantage of the opportunities, we could become 
a net exporter of electricity in the West African market.”

Current Innovations: Switching On Potential

woods yet. “We have to sustain our actions so we do 
not run into supply difficulties,” says Mr. Darku. “The 
region has its own challenges, and we have to deal 
with them. The biggest challenge was to modernize 
our network. That is under control now. To me, the 
worst is now behind us.”

GRIDCo recently put finishing touches on a 
Transmission Asset Expansion Program master plan, 
and as part of an eight-year investment program it 
started building a new National Control Center, which 
will have real-time control of the network. Several other 
major projects are under construction. It is also setting 
up high-voltage interconnections across its eastern 
and western borders, three high-priority projects in 

the North, and an extra high-voltage North-South 
transmission backbone to make the grid even more 
robust and reliable. 

“We have raised a good chunk of the $1.2 billion 
needed to get the infrastructure in place,” remarks 
Mr. Darku. 

On the government’s rural electrification strategy, 
he argues that “the key aspect of rural electrification is 
not just to improve the social life of the people through 
available clean energy, but also to promote rural cottage 
industries, especially agro-based industries. He adds that 
“we are working around the clock to ensure that we stay 
ahead with infrastructural development to respond to 
demand increase arising from growth in the economy.”
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Rural-urban migration as a result of rapid econom-
ic development is commanding a rethink of spatial 
planning in Ghana—so said President John Dramani 
Mahama at the launch of two brand new urban develop-
ment projects by the Renaissance Group. Over the next 
twelve years, the Renaissance Group will invest $200 
million to build King City near Takoradi and Appolonia 
near Accra for 166,000 residents. “Ghana’s population 
in the urban and rural areas used to be 30 percent and 
70 percent, respectively,” said Mahama. “However, the 
trend is now 51 percent against 49 percent. There is 
therefore the need for more infrastructural work in the 
other regions to ease the pressure on the cities.” 

According to Joe Gidisu, Minister of Roads and 
Highways, the national road sector carries 98 percent of 
Ghana’s traffic, and thereby “facilitates the distribution 
of wealth through creating employment opportunities 
in both urban and rural communities.” The current 
network is a patchwork of urban, federal, and highway 
routes in various states of quality, but important progress 
is being made on vital coastal and inland corridors. 

“The Eastern Corridor is a flagship project of this 
government,” continues Minister Gidisu. “It will link 
the port of Accra through parts of the Volta region to the 
northern and upper east regions, connecting with Burkina 
Faso, which depends on Ghana’s ports. It is going to be 
the shortest link, reducing the travel distance by almost 
214 miles, and will open up major areas of economic 
activity. The northern region, Ghana’s food basket, will 
equally receive an effective transportation network.” 

Public-private partnerships (PPP) based on build-
operate-transfer agreements are solutions in developing 
Ghana’s road, rail, port, and liberalized aviation 

infrastructures. Mrs. Dzifa Aku Attivor, Deputy 
Minister of Transport, says the interest from private 
investors is very high, and the opportunities certainly 
abound. “In the wake of the oil find, there is pressure 
on the existing port facilities at Tema and Takoradi to 
accommodate the increase in traffic, especially supply 
vessels.” China Development Bank has provided a 
loan for the proposed expansion of Takoradi Port, 
and the South Korean government will assist in the 
construction of a deep sea port. “Once challenges are 
dealt with,” says Deputy Minister Attivor, “one of our 
major goals is to utilize our unique location to become 
the key transport hub in the region.”  

One of the local contractors expanding Ghana’s road 
network is Ussuya Ghana Limited. Founded in 1984, 
the company initially started building feeder roads and 
grew its construction capacity to create major arteries 
and highways. Among these are two major projects in 
Accra, including the rehabilitation of the Spintex-to-
Airport bypass road. 

Ussuya has been praised for delivering works 
ahead of schedule, even if this means sacrificing “some 
of the comforts,” such as subcontracting a different 
company to supply hard-to-get materials. Its Managing 
Director, Yussif Yakubu, believes Ussuya’s competitive 
advantage is its determination to excel and compete 
with international contractors, but stresses that it is “100 
percent open to all foreign contractors. Ussuya wants to 
contribute to the construction sector so that the economy 
grows as much as possible,” concludes Yakubu.
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Making Inroads

Easing the Pressure on Infrastructure
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Demand has risen as much for water as it has for energy, 
notes Minister Enoch Teye Mensah of Water Resources, 
Works and Housing. “There are six major water treatment 
plants, and they are old and obsolete, because most of 
them were established around the early 1960s.” At the 
time, the country had only 6 million inhabitants, of which 
1 million were in Accra, and the supply of 55 million 
gallons per day was sustainable. Today Ghana counts 24 
million souls, with 4.5 million settled in Accra alone. 

Kweku Botwe, Managing Director of the Ghana 
Water Company Limited (GWCL), explains the shortfall. 
“In a very crude calculation, the expected delivery 
should be about 250 million gallons per day. How much 
are we actually producing? Barely 150 million gallons.”

GWCL is now overseeing thirteen new urban 
water delivery projects, while the Community Water 
and Sanitation Agency (CWSA) has six rural works, 
facilitating everything from boreholes to desalination 
systems. “Recognizing that government cannot have all 
the resources to provide for the country’s water needs, it 
has embarked on a strategy that allows for independent 
water producers into the system,” informs Botwe.   

Of those, the Kpong Water Supply Expansion Project 
is envisaged to supply an extra 40 million gallons of water 
to the Accra-Tema Metropolitan Area. At an estimated 
cost of $273 million, the project is cofunded by the 
government and China Exim Bank, and implemented 
by the China Gezhouba Group Co.

Finally, a forty-year old plan was sealed in a joint 
application agreement in April 2012. “The Sogakope-
Lome Trans-Boundary Project,” explains Minister 
Mensah, “will enable Togo to anchor its water supply 
from the Volta River for delivery to Lome.” The payoff 

for all these interventions? “By 2014 we will be at about 
80 percent coverage, and we have already achieved the 
Millennium Development Goals (MDG) for water.”

Taking care of the future
MDG health-care targets have also improved dramatically 
in the past decade; the Ministry of Health’s Disease 
Control Unit has effectively eradicated polio and brought 
HIV/AIDS prevalence down from 3.1 percent in 2003 
to 1.5 percent last year. However, AIDS, malaria, and 
maternal health still remain serious issues. Deputy 
Minister of Health Robert Joseph Mettle-Nunoo hopes 
the 7 percent of oil and gas revenues allocated for social 
development will provide a healthy boost. “A number of 
investors want to establish hospitals, diagnostic centers, 
health parks, and health tourism centers. Already people 
from Nigeria are coming to our National Cardiothoracic 
Center. We have qualified personnel, we are upgrading 
our equipment to carry out very complex procedures 
such as spinal surgery, and as long as we continue to 
work with international medical specialists and academic 
institutions, we will always be up to date.”

Meanwhile, the education sector recently received 
a $75 million grant under the Global Partnership for 
Education Assistance program. But funds are still needed 
to support rural programs, such as turning ‘schools under 
trees’ into classroom blocks. “Concrete measures have been 
put in place to ensure the delivery of quality education at 
all levels of the education system,” says Ambassador 
Lee Ocran, Minister of Education. “This objective is 
based on the understanding that we all have a collective 
responsibility in building an efficient, responsible, and 
skillful human resource base for the country.”

Water for the Masses
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Gains in Industry and Manufacturing 
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International companies are widely present in Ghana’s 
investment-friendly climate, but how well are domestic 
companies faring? “We are the second-largest gold-
producing country in Africa after South Africa,” 
says Minister of Finance and Economic Planning Dr. 
Kwabena Duffuor. “Cocoa is doing well—our price 
has moved from $1.30 per ton to $2.05 per ton in three 
years—and now we also have oil. We are trying to make 
sure that the income levels of our people will also rise.”

The government has been aiming to elevate businesses 
across the board. The Rural Enterprises Program, which 
sets up district-level business advisory centers, trainings, 
and access to rural bank financing, started as a pilot project 
in 1996 with two districts. “In 2002 it went up to sixty-six 
districts,” remarks Minister of Trade and Industry Ms. 
Hanna Tetteh, “and right now we are going to 160 
districts. Formerly underemployed people and women 
are now building houses and shops for themselves, taking 
their products and exporting them.” Export development 
incentives were set in, while an agriculture investment 

fund and legal support mechanisms are available to help 
small and medium businesses grow. 

Exports in particular have risen, due to better quality, 
a direct result of the promotion put forth by the Ghana 
Standards Authority (GSA) for the improvement and 
accreditation of goods, services, and management 
practices. “Our accredited testing laboratories,” says 
Dr. George B. Crentsil, GSA Executive Director, “are 
helping Ghanaian products, especially fish and cocoa, to 
compete favorably in the international markets,” which 
also facilitates trade among ECOWAS countries.

As 85 percent of Ghana’s businesses are small- 
to medium-sized enterprises, the government wants 
to identify the challenges faced by family businesses. 
According to Seth Adjei Baah, President of the Ghana 
Chamber of Commerce and Industry, the sector isn’t 
performing as well as it could be. “Industry grew by 1.7 
percent last year. We need to add value to our gold, to 
the minerals that we are extracting, to timber, to cocoa, 
as for now everything is still exported in its raw state.”

Bhagwan Khubchandani experienced private sector busi-
ness in Ghana from all angles, opportunities as well as 
challenges, as he guided his family business, the Melcom 
Group, through successes and setbacks. Now aged seven-
ty-two, Khubchandani, the son of an Indian immigrant in 
Ghana, took over his father’s retail stores in the 1990s, mak-
ing Melcom a nationwide household name. 

The Melcom Group today ranks 14th among GIPC’s 
Top 100 Businesses in Ghana, incorporating plastics man-
ufacturing (Century Industries), an electronics assembly 
and certified service center for some of the world’s largest 
brands (Crown Star), travel agents (Melcom Travel & 
Tours), and a charitable organization (Melcom Care). The 
chairman’s devotion to and confidence in Ghana is evi-
dent from the group’s growing landbank for expansion in 
Accra, Takoradi, and Kumasi.

“We have made a decision that for each of our projects 
hereafter, depending on the location, we will be making 
additions such as apartments, office space, or even three- 
and four-star hotels,” Khubchandani reveals. The group is 
intent on developing secure construction and sustainable 
property investment to better serve and create employ-
ment for Ghanaians. A recent partnership deal signed with 
Sharp has raised the possibility of Melcom acquiring ten 
acres at the Ghana Free Zone to construct a refrigerator 
assembly plant, opening positions for local technicians and 
mechanics. “If Ghana wishes to achieve a middle-income 
status by 2020, we need to upgrade the skills of our people 
while at the same time increase our levels of performance,” 
he remarks, adding that his entire family wants to see 

Ghana rise higher. “My wife was born here, my children 
were all born here, and some of our grandchildren were 
born here,” says Khubchandani fondly. “Ghana has given 
me a place where I hang my hat, and we are very grateful 
to the country and its people for giving us sanctuary and 
allowing us to call this place our home.”

The Melcom Family: A Heart for Ghana
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Ghana, with its new oil and gas capacities, does 
not want to make the mistake of neglecting its 
agriculture sector, as many developing nations have 
done before. It has rich land that, if cultivated to 
commercial standards, has the ability to feed not only 
Ghana, but the whole of the West Africa subregion. 
Recent initiatives have boosted the prominence of 
palm oil plantations and shea nuts. Fisheries have 
equally high development potential, from both the 
sea and freshwater farms in the Lake Volta reservoir. 
But although 60 percent of Ghanaians are active in 
agriculture, the country still needs to import food. 

Modernization, mechanization, and marketing 
of the agriculture sector are urgently needed to 
convert from subsistence farming to market-oriented 
production. “Look at the level of investment into oil,” 
says Seth Adjei Baah, President of Ghana’s Chamber 
of Commerce and Industry. “If you put about a tenth 
of that into farms, we will get five times better profit.”  

Minister of Food and Agriculture Kwesi Ahwoi 
indicates that the United States has teamed up with 
the World Bank to fund the Ghana Commercial 
Agriculture Program with $145 million dollars, a 
helpful hand in a huge project. “Out of the 23 million 
hectares of available land, only about 8 million is 
agricultural. Out of that, about 7 million is actually 
under cultivation now. We need to turn those and idle 
land into high yield land. But we do not have enough 
rainfall. Climate change is real, and it has a dangerous 
impact on us in terms of availability of water to feed 
our crops. Desertification is taking away a lot of our 
forest land that could have otherwise been cultivated.” 
Ghana has an abundance of water flowing freely to 

the sea, which, if harnessed for irrigation, could make 
a substantial difference. By way of example, Minister 
Ahwoi mentions the landmark Central Arizona 
Project canal, which effectively turned desert into 
commercial farming land.

Ahwoi stresses, however, that the most urgent 
need is to lift small farmers out of poverty “by 
scaling up their operation and encouraging them to 
earn a lot more from that same given piece of land” 
with fertilizer subsidies and Agric Mechanization 
Centers where farmers can rent tractors and 
additional farming machinery. “We intend to have 
one such center in each of our 170 districts. About 
98 of those centers have been established now.” A 
system of small-scale producers supplying what 
the minister calls a “nucleus farmer” is already 
functioning successfully in the oil palm industry, and 
could easily work for rural food crops like maize, 
rice, soya, and sago or cash crops, including rubber 
and citrus. “After that, we need value addition, 
storage facilities, and processing capacity. That is an 
area where investors will find a lot of opportunities.”

A home-grown agricultural success story is that 
of cocoa. In 2011, cocoa brought in close to $2 billion 
in export revenue. With 1 million metric tons of 
production, Ghana is the second-largest producer in 
Africa after Ivory Coast. “What is important about the 
cocoa revenues,” says Anthony Fofie, Chief Executive 
of the Ghana Cocoa Board (COCOBOD), “is that the 
distribution is uniform throughout the rural areas. 
So you realize that whenever there is a cocoa season, 
people in the rural areas are very happy.”

And the cocoa produced in Ghana seems to 
have the same effect on consumers throughout the 
world. Known for its organic qualities, Ghanaian 
cocoa is distinguished for containing high levels of 
theobromine, an alkaloid stimulant. “Our farmers 
have learned how to harvest in the half-ripe stage, as 
then the fermentation process actually releases the 
theobromine. The heat acts on some of the enzymes 
in the beans, which together with the proper drying 
period develops the chocolate taste.”   

COCOBOD’s Chief Executive is now trying to 
rejuvenate the cocoa growers’ pool by attracting 
young cocoa farmers. Currently, their average 
age is fifty-two. Minister of Food and Agriculture 
Kwesi Ahwoi explains how serious Ghana is about 
agriculture. “If at the end of all that we are doing, 
the farmer remains poor, then we have failed. The 
state of poverty dictates the failure or the success of 
all policies and programs that government and the 
ministry are running.”

Stimulating Agriculture and Fishing to Feed West Africa 
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Yes They Can: Myroc’s Journey to Europe
Agro-processing in Ghana is slowly taking off, 
even within the private sector. The one constraint 
in expanding it, believes Charles Yao Mensah, 
Executive Chairman of the Myroc Group of 
Companies, is the lack of long-term bank financing. 
Mensah has nevertheless managed to grow a 
successful food production and canning enterprise 
that employs 2,000 people and produces up to sixty 
tons of tuna per day, of which 97 percent is exported 
to Europe at sales of over $24 million annually.  

Mensah recalls how the process of setting up 
and obtaining certifications to export to Europe was 
lengthy and costly. “The Ghana Standards Board 
really helped us, even though initially we thought 
that they were too harsh on us.” Myroc met the 
high levels of quality demanded by the European 
Union, yet additional certifications were called for 
by the British Retail Consortium. “We were given 
three months to put the things right, and that was 
a lot of money. So I had to sell a few properties 
and invest the money. Since then we have been 
growing, and as we speak, we are now a class A 
company in Europe. The UK and the Netherlands 
are considered to be two of our biggest markets, 

and we also export to Denmark, Greece, and the 
German market.”

The recent depreciation of the local cedi is better 
for exports and should motivate Ghanaians to focus 
more on local production rather than imports, says 
Mensah. “People now will think of investing locally 
and maybe farming to produce soya oil or palm oil. 
Let us improve local production and then gradually 
we will have an equilibrium.” The group currently 
operates Myroc Food Processing in Tema and 
Accra, which also produces poultry, Myroc Salts, 
the tuna fishing company ClearSkies, and Myroc 
Farms on 600 acres near Lake Volta. 

“The idea of the farm was to subsidize the youth 
in my home town,” says Charles Mensah, having 
experienced working for BP and Elf and seeing the 
need for improving not only agriculture but also 
young Ghana’s perception about it. “We will train 
students for free to use tractors, to farm, and they 
will definitely develop some interest in it.” Mensah 
welcomes foreign participation in the scheme. “We 
still have a lot of land and an irrigation system 
imported from France that is able to cover about 
2,000 acres. We can seriously increase production.”

Mining and gold exports have for over a decade 
been leading Ghana’s foreign exchange earnings. 
But most raw elements are transported out of the 
country for refinement and the government wants 
to drastically increase local value production.

“I see mining now as not being beneficiary to the 

economy the way that it should be,” says Minister 
of Lands and Natural Resources Mike Hammah. 
“The government can gain more from allowing 
the entire value chain to be done in the country.” 
Ghana Chamber of Mines CEO Dr. Toni Aubynn 
indicates that currently 14,000 Ghanaians are 

Golden State of Mining 
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Ghana today is a modern, creative, and trendsetting 
environment. The country has a vibrant film industry, 
internationally awarded musicians such as hip-
life artist Sarkodie, and burgeoning digital media 
production companies. “For a spot that promotes 

Ghana,” says Emmanuel Agyapong, a Director and 
Cofounder of young start-up Clockwork Media, “I’d 
include the usual suspects: our beaches, castles, and 
the familiar tourist sites. However, I would focus 
more on the cultural industry, such as the Kente 
weaving villages, our food, our belief and respect 
for the supernatural, and fashion, the merging of 
both traditional and contemporary.” London fashion 
designers Ozwald Boateng and Adrien Sauvage are 
also of Ghanaian descent.

Ghana’s tourism sector is still in its infancy, even 
though it contributes 6.9 percent of GDP, making 
it the fourth-largest foreign exchange earner. The 
Ministry of Tourism is now actively promoting the 
country, aiming to strengthen the creative economy’s 
capacity to engage in the world trade of creative 
goods and services. 

“Overall,” says Minister of Tourism Ms. Akua 
Dansua, “Ghana’s tourism strengths lie in the warmth 
and friendliness of its people, the unique cultural 
traditions, and strong historical heritage dispersed 
across numerous locations.” Creativity and business 
will become Ghana’s greatest attractions.
www.foreignaffairs.com/ghana2013specialreport
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Ghana’s commercial finance sector, comprising 
twenty-seven banks, is highly competitive. Total 
bank assets grew by 26.1 percent to $11.87 billion in 
2011. Minister of Finance and Economic Planning Dr. 
Kwabena Duffuor says that the existing capital, strong 
cache, high-quality assets, high rate of deposits, and 
recent mergers are making the sector even stronger. 
“We hope that the banks will spread their branch 
network into rural areas to grow the economy through 
mobilization and servicing of credit to the people.” 

Deputy Minister of Economic Planning Fifi Kwetey 

says the pace of growth within Ghana’s economy 
would be far greater if the banking sector had the 
confidence to bring interest rates down, especially to 
support large projects. “A typical business usually 
requires finance, which can take up to five, eight years, 
and sometimes much longer. But in our situation, for 
the most part, the highest period that you have to 
repay your facility will be a year, and how many people 
will be able to do that? Our work is to ensure that the 
banks continue to be confident that the macroeconomic 
stability we have now is here to stay.”

Trending Ghana’s Creativity

Long-Term Finance Perspectives

employed by the large foreign mining companies, 
and 27,000 are indirectly involved. “Most of our 
mines are located in typical rural poor areas. But 
when you go to a community like Tarkwa, you 
see the schools are quite different, because these 
companies support education. Most of these areas 
have electricity and better-quality water.”

Despite the high commodity prices and 19 
percent increase in revenues over the last year, 

profits are being held back by a broken-down 
rail network and long distances to ports. The 
Ghana Chamber of Mines would like to see a 
dedicated state effort to improving the sector, 
as well as a suggested mining revenue fund. 
Minister Hammah concurs: “I accept that moving 
forward, in exploiting our resources, we maintain 
a fine balance between the society, the ecology, the 
environment, and then the economy.”
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Democratize or Die
Why China’s Communists Face Reform 
or Revolution

Yasheng Huang

In 2011, standing in front of the Royal society (the British academy 
of sciences), chinese Premier Wen Jiabao declared, “tomorrow’s 
china will be a country that fully achieves democracy, the rule of 

law, fairness, and justice. Without freedom, there is no real democracy. 
Without guarantee of economic and political rights, there is no real 
freedom.” eric li’s article in these pages, “the life of the Party,” pays 
no such lip service to democracy. instead, li, a shanghai-based venture 
capitalist, declares that the debate over chinese democratization is 
dead: the chinese communist Party (ccp) will not only stay in power; 
its success in the coming years will “consolidate the one-party model 
and, in the process, challenge the West’s conventional wisdom about 
political development.” li might have called the race too soon. 

li cites high public approval of china’s general direction as evidence 
that the chinese prefer the political status quo. in a country without 
free speech, however, asking people to directly evaluate their leaders’ 
performance is a bit like giving a single-choice exam. More rigorous 
surveys that frame questions in less politically sensitive ways directly 
contradict his conclusion. According to 2003 surveys cited in How 
East Asians View Democracy, edited by the researchers yun-han chu, 
larry Diamond, Andrew nathan, and Doh chull shin, 72.3 percent 
of the chinese public polled said they believed that democracy is 
“desirable for our country now,” and 67 percent said that democracy 
is “suitable for our country now.” these two numbers track with those 
recorded for well-established east Asian democracies, including 
Japan, south Korea, and taiwan. 

yasheng huang is Professor of Political Economy and International Management at the 
MIT Sloan School of Management and the author of Capitalism With Chinese Characteris-
tics: Entrepreneurship and the State.
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there are calls for more democracy in china. it is true that the party’s 
antireform bloc has had the upper hand since the 1989 tiananmen 
square crackdown. But recently, voices for reform within the ccp 
have been gaining strength, aided in large part by calls for honesty, 
transparency, and accountability from hundreds of millions of internet-
using chinese citizens. china’s new leaders seem at least somewhat 
willing to adopt a more moderate tone than their predecessors, who 
issued strident warnings against “westernization” of the chinese 
political system. so far, what has held china back from democracy is 
not a lack of demand for it but a lack of supply. it is possible that the 
gap will start to close over the next ten years. 

THE NOT-SO-GREAT WALL
li acknowledges that china has problems, namely, slowing economic 
growth, the inadequate provision of social services, and corruption, 
but he claims that the ccp is more capable than any democratic gov-
ernment of fixing them. the ccp, li argues, will be able to make 
tough decisions and follow through on them thanks to the party’s 
ability to self-correct, its meritocratic structure, and its vast reserves 
of popular legitimacy. 

in its six-decade rule, the ccp has tried everything from land col-
lectivization to the Great leap Forward and the cultural Revolution 
to privatization. According to li, that makes the ccp “one of the 
most self-reforming political organizations in recent world history.” 
unfortunately, china’s prime minister does not have li’s confidence 
that Beijing has learned from the disasters of its past and can correct 
its mistakes. last March, in response to myriad corruption and 
political scandals, Wen warned that without political reforms, “such 
historical tragedies as the cultural Revolution may happen again.” 

china does seem light years beyond both the Great leap Forward 
and the cultural Revolution, which were disastrous for the country. 
But the party has never explicitly repudiated or accepted culpability 
for either, nor has it dealt with the question of how to prevent similar 
catastrophes in the future. in a system with no true accountability or 
checks and balances, Wen’s worries—and those of hundreds of millions 
of chinese who suffered through the horrors of those events—are 
sincere and justified. 

After extolling the ccp’s adaptability, li moves on to praising its 
meritocracy. here, he relates the story of Qiu he, who, thanks to his 
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innovative public policies, rose from small-time apparatchik in a back-
ward county to vice party secretary of yunnan Province. the fact that 
the chinese political system is sufficiently flexible to have allowed 
someone like Qiu to experiment with reforms is one reason it has not 
crumbled sooner. nevertheless, it is odd 
that li uses Qiu’s story in his case 
against democracy. the features of the 
chinese political system that allowed 
Qiu to experiment with policy innova-
tions, subsidiarity (the organizational 
principle that matters should be handled 
by the lowest authority capable of 
addressing them) and federalism, are actually the foundation of 
any well-functioning democracy. unlike in china, where the central 
government decrees subsidiarity and federalism, most democracies 
constitutionally enshrine the decentralization of political power. 

there is another problem with the story: for each Qiu, there 
are countless chinese politicians who were promoted up through 
the ccp for less positive reasons. systematic data simply do not bear 
out li’s assertion that the chinese political system as a whole is 
meritocratic. in a rigorous analysis of economic and political data, 
the political scientists Victor shih, christopher Adolph, and Mingxing 
liu found no evidence that chinese officials with good economic 
track records were more likely to be promoted than those who 
performed poorly. What matters most is patronage—what Wu si, 
a prominent historian and editor in china, calls the “hidden rule” 
of the promotion system. 

li contends that a person with the credentials of Barack obama 
before he was elected u.s. president would not have gone far in 
chinese politics. he is right, but so is the flip side. consider Bo Xilai, 
the former member of the Politburo whose wife confessed to murder, 
who could mysteriously afford an expensive overseas education for 
his son on a public servant’s salary, and who oversaw a red terror 
campaign against journalists and lawyers, torturing and throwing in 
jail an untold number of citizens without a modicum of due process. 
no one with Bo’s record would go very far in the united states. in 
china, however, he excelled. And before his downfall, he possessed 
the same unchecked power as Qiu, which he used to resurrect the very 
elements of the cultural Revolution that Wen spoke out against. 

What has held China back 
from democracy is not a 
lack of demand for it but a 
lack of supply.
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Another of li’s claims is about the popular legitimacy of the ccp. 
But corruption and abuse of power undermine that legitimacy. this is 
one of the lessons party leaders have drawn from the Bo Xilai affair. 
Remarkably, both hu Jintao, the outgoing president, and Xi Jinping, 
the incoming one, have recently issued dire warnings that corruption 
could lead to the collapse of the party and the state. they are right, 
especially in light of china’s ongoing economic slowdown. that is not 
to say that some individual ccp leaders are not still widely respected 
by the chinese population. But these officials tend to have been the 
reformers of the party, such as Deng Xiaoping, who initiated china’s 
market reforms beginning in the late 1970s, and hu yaobang, who 
was general secretary of the ccp during Deng’s leadership. the fact 
that such reformers remain popular today provides the ccp with an 
opportunity: it could pursue a proactive reform agenda to achieve a 
gradual and peaceful transition to democracy, avoiding the chaos and 
upheavals that are engulfing the Middle east. But the key would be to 
start those reforms now.

THE TRUTH IS OUT THERE
After walking through the positives of china’s political system, 
li moves on to the problems with the West’s. he sees all of the West’s 
problems—a disintegrating middle class, broken infrastructure, 
indebtedness, politicians captured by special interests—as resulting 
from liberal democracy. But such problems are not limited to liberal 
democratic governments. Authoritarian regimes experience them, too. 
think of the economic turmoil that struck the juntas of latin America 
in the 1970s and 1980s and indonesia in 1997. the only authoritarian 
governments that have historically managed to avoid financial crises 
were those with centrally planned economies that lacked financial 
systems to begin with. instead of sharp cyclical ups and downs, those 
types of economies produce long-term economic stagnation. 

li cites transparency international data to argue that many 
democracies are more corrupt than china. Putting aside the irony 
of using data from an organization committed to transparency to 
defend an opaque authoritarian system, li’s argument reveals a 
deeper analytic point. uncovering corruption requires information. 
in a one-party system, real information is suppressed and scarce. 
the indian Web site i Paid a Bribe was set up in 2010 as a way for 
indians to post anonymously to report incidents of having needed to 
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pay someone off to get a government service. As of November 2012, 
the Web site had recorded more than 21,000 reports of corruption. 
Yet when Chinese netizens tried to set up similar sites, such as I Made 
a Bribe and www.522phone.com, the government shut them down. It 
would therefore be useless to compare India’s 21,000 reported incidents 
with China’s zero and conclude that India is more corrupt. Yet that 
is essentially what Li did.

To be sure, there are many corrupt democracies. As Li points out, 
Argentina, Indonesia, and the Philippines have terrible track records 
on that score. But ruthless military dictators governed each of those 
countries for decades before they opened up. Those autocracies created 
the corrupt systems with which the new democracies must contend. 
Democracies should be taken to task for their failure to root out 
corruption, but no one should confuse the symptom with the cause. 
Worldwide, there is no question that autocracies as a whole are far more 
corrupt than democracies. As a 2004 Transparency International report 
revealed, the top three looting officials of the preceding two decades  
were Suharto, the ruler of Indonesia until 1998; Ferdinand Marcos, who 
led the Philippines until 1986; and Mobutu Sese Seko, president of the 
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Nothing to see here: protesting a chemical plant in Zhejiang Province, China, 
October 27, 2012 
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Democratic Republic of the Congo until 1997. These three dictators 
pillaged a combined $50 billion from their impoverished people. 

Since 1990, according to a report briefly posted a few months ago on 
the Web site of China’s central bank, corrupt Chinese officials—about 
18,000 of them—have collectively funneled some $120 billion out of 
the country. That figure is equivalent to China’s entire education budget 
between 1978 and 1998. Beyond the sheer financial loss, corruption 
has also led to extremely poor food-safety records, since officials 
are paid to not enforce regulations. A 2007 Asian Development Bank 
report estimated that 300 million people in China suffer from food-
borne diseases every year. Food safety is not the only woe. Corruption 
leads to bridge and building collapses that kill and chemical factory 
spills that poison China’s environment—and their cover-ups.

The problem is not that China is lenient on corruption. The gov-
ernment routinely executes complicit officials. And some are high 
ranking, such as Cheng Kejie, who was vice chair of the National 
People’s Congress before he was executed in 2000, and Zheng Xiaoyu, 
director of the State Food and Drug Administration, who was executed 
in 2007. The problem is the absence of any checks and balances on their 
power and the lack of the best breaks on corruption of all, transparency 
and a free press. 

DEMOCRACY IS COMING
Even as Li argues that the ccp’s one-party system is the best China 
can get, he also lays out some sensible reforms for improving it. He 
proposes stronger nongovernmental organizations, which would help 
the government deliver better services; more independent media, 
which would help check corruption; and elements of so-called intra-
party democracy, which would help air the party’s “dirty laundry and 
discourage unseemly behavior.” He is right. Ironically, these are all 
core components of a well-functioning democracy. 

No country can adopt such foundational elements of democracy 
without eventually adopting the whole thing. It would be impossible 
to sustain vibrant primary elections or caucuses, such as that in 
Iowa, but have a central government that ruled like Stalin. Consider 
Taiwan, where democracy evolved over time. In the early 1970s, 
Chiang Ching-kuo, who was to become president in 1978, began to 
reform the ruling party, the Kuomintang, in order to allow local com-
petitive elections, indigenous Taiwanese participation (before, only 
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those living in mainland china had been allowed to stand for important 
positions), and public scrutiny of the party’s budget process. he also 
released political prisoners and became more tolerant of the press and 
nongovernmental organizations. When an opposition party, the Demo-
cratic Progressive Party, sprang up in 1986, it was a natural outgrowth 
of chiang’s earlier reforms. For taiwan, it was eventually impossible 
to draw a line between some democracy and full democracy. the same 
will be true for china. 

And that is a good thing. li is right that china has made huge 
economic and social gains in the past few decades. But it has also 
proved ineffective at creating inclusive 
growth, reducing income inequality, 
culling graft, and containing environ-
mental damage. it is now time to give 
democracy a try. As the scholars David 
lake and Matthew Baum have shown, 
democracies simply do a better job than 
authoritarian governments at providing 
public services. And countries that make 
the transition to democracy experience 
an immediate improvement. Already, china is seeing some of these 
effects: nancy Qian, an economist at yale university, has shown 
that the introduction of village elections in china has improved 
accountability and increased expenditures on public services.

it is unlikely that a democratic china would beat today’s china in 
gdp growth, but at least the growth would be more inclusive. the 
benefits would flow not just to the government and to a small number 
of connected capitalists but to the majority of the chinese population, 
because a well-functioning democracy advances the greatest good 
for the most possible. 

two aspects of the chinese economy presage a path to democra-
tization. one is the level of per capita gdp. china has already crossed 
what some social scientists believe to be the threshold beyond which 
most societies inevitably begin to democratize—between $4,000 and 
$6,000. As the china scholar Minxin Pei has pointed out, of the 
25 countries with higher per capita gdps than china that are not free 
or partially free, 21 of them are sustained by natural resources. other 
than this exceptional category, countries become democratic as they 
get richer.

It is unlikely that a 
democratic China would 
beat today’s China in  
GDP growth, but at  
least the growth would  
be more inclusive.
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the second structural condition presaging democratization is that 
china’s torrid growth will almost certainly slow down, heightening 
conflicts and making corruption a heavier burden to bear. When the 
economy is growing, people are willing to put up with some graft. 
When it isn’t, the same level of corruption is intolerable. if china 
continues with its political status quo, conflicts are likely to escalate 
sharply, and the pace of capital flight from the country, already on the 
rise due to declining confidence in china’s economic and political 
future, will accelerate. if not stemmed, the loss of confidence among 
economic elites will be extremely dangerous for the chinese economy 
and could trigger substantial financial instabilities. 

to be sure, democratization is in the ccp’s hands. But on that score, 
too, things are getting better. even some of china’s establishment 
figures have come to believe that stability comes not from repression 
but from greater political and economic openness. on the eve of the 
18th Party congress, which was held in november, an open letter 
calling for more transparency and more intraparty democracy swirled 
around the internet. one of the letter’s authors was chen Xiaolu, 
the youngest son of one of the most decorated marshals of the chinese 
army, who was also a former vice premier and foreign minister and 
a trusted aid to former Premier Zhou enlai. chen and many other 
chinese elites no longer believe the status quo is viable. 

since 1989, the ccp has not adopted any genuine political reforms, 
relying on high growth rates to maintain its rule. this strategy can 
work only when the economy is booming—something Beijing cannot 
take for granted. it matters tremendously whether the ccp proactively 
adopts political reforms or is forced to do so in reaction to a cata-
strophic crisis. it would be far better for the political system to change 
gradually and in a controlled manner, rather than through a violent 
revolution. the ccp could regain its prestige by reclaiming the man-
date of reform, and it could improve china’s political system without 
having to surrender its power. not many autocratic regimes get this 
kind of an opportunity; the ccp should not squander it.∂
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istorically, Switzerland and the United States have enjoyed close 
relations ever since Switzerland opened its first embassy outside 
of Europe in Washington, DC, in the 1880s. However, the two for-
merly self-proclaimed sister republics have suffered from more 

turbulent relations in recent years, as the fallout from the UBS saga and reac-
tions to the global financial crisis have taken their toll. Now Swiss businesses 
look to the U.S. administration to rekindle the countries’ once-closer ties.

The good relationship between the two nations was based not only on 
Switzerland’s famous neutrality, but also on celebrated Swiss commercial val-
ues and business acumen. This is proved by the staggering figures showing 
that Switzerland—a country smaller than the state of Maine—was the top 
foreign investor in the United States in 2010, employing almost half a million 
Americans stateside and being the only country among leading investing na-
tions to add new jobs during the global financial crisis. 

However, Swiss business is still concerned that fallout from the UBS saga 
and the reaction in boardrooms to the Foreign Account Compliance Act (FAC-
TA) was not just a blip in the political relationship, but rather has grown into 
an anti-business feeling in Washington that could risk the traditionally strong 
business and investment partnership. 

Now Swiss boardrooms would simply like Washington to think about how 
U.S. policies could affect its country’s number one foreign corporate investor. 
This is nothing more than friendly advice from one partner to another.

ABB, the leading global power and automation technology group, is an ex-
ample of how well the two countries can work together. Among numerous illus-
trations of the partnership, the company built the world’s most powerful battery 
storage system for Alaska, and its technology is used in NASA’s Scramjet facility. 

“ABB has invested over $13 billion in the U.S., by way of acquisitions, in 
the last three years, and this shows that the two countries should be natural 
partners, but I would like to see adjustments in the tax code and a less liti-
gious society. However, there is no reason why the two countries could not 
work together even more closely than they do now,” said Joe Hogan, CEO of  
ABB. The company is creating new jobs and increasing its market reach, and 
revenue from the United States could reach between 25 and 28 percent of  
ABB’s total proceeds by early 2013.

H

Hogan remains positive about ABB in the United States, although he is 
looking for President Barack Obama’s second term to be more business 
friendly so that companies like ABB can continue to grow and create jobs.  

A good sign for ABB’s relationship with the United States is that the com-
pany continues to be one of the world’s largest innovators, and the U.S. en-
ergy market will be able to take advantage of that. ABB’s commitment to 
investment in research and development (R&D) is once again paying off: the 
company has won a monumental battle in the development of a hybrid direct 
current (DC) breaker. This solves a problem that has handicapped the use of  
high-voltage DC in transmission lines, networks, and grids for a century. ABB 
management is hailing the development as “game changing,” showing once 
again the United States—and the world—need Swiss innovation, such as 
what ABB continues to supply. 

Another Swiss company that embodies the spirit of the U.S.-Switzerland 
relationship is Novartis. They are so well integrated in the U.S. market that 
one could mistake them for being more American than Swiss. 

Dr. Daniel Vasella, Novartis’s long time chairman, is keen to point out that 
there are many positives in the U.S.-Switzerland relationship, and he chooses 
to use figures to draw attention to its importance: “Take note of the $212 
billion in cumulative direct Swiss investment in the United States and the crea-
tion of close to 400,000 jobs [from] these investments in finance, insurance, 
pharmaceuticals, research and development, and electronics. That is an im-
portant investment,” he stated. 

The numbers are equally important when it comes to Novartis. The United 
States accounts for around one-third of Novartis’s business, and the com-
pany employs more than 20,000 Americans. 

This relationship will continue, because Dr. Vasella recognizes the im-
portance and value of  investing in the United States. “If  you look at the 
environment, I would say that most important, after the market size of  the 
U.S., is the capability of  our associates there. We have very good technical 
capabilities in the U.S., especially in the scientific field,” he added, but with 
a caveat: “We do need the U.S. to work closely with us to maintain those 
high standards.”

Though the United States and Switzerland are proven to work well to-
gether, Swiss investors in the United States would like that partnership to 
be even closer. Given Switzerland’s capabilities in innovation and R&D, the 
reasons the United States needs Swiss innovation, and the Americans who 
have Switzerland to thank for new job creation, the United States would do 
well to heed the investors’ advice.

Strengthening relations with the U.S.
SWITZERLAND
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ot only did Canton Schwyz bequeath its name to the 
country, it is also the hear t and soul of  Switzerland. 
Well positioned and well connected to the rest of  the 
country and the wider European market, the canton is 

also investing in the future by building a new medtech cluster that 
will attract global companies to what will be Switzerland’s largest hub 
of  this type.

International and home-based organizations as well as foreign 
investors are already becoming aware of  the favorable conditions 
the canton has to offer, and though it may not yet share the same 
renown as other cantons, Schwyz is cer tainly cranking up its offerings 
to investors.

Building on its strong transpor tation links to the rest of  the coun-
try and neighboring nations via the A3 and A4 highways, the Gotthard 
railway, and a new direct rail link to Milan, Italy, opening in 2016, 
the canton, as par t of  the greater Zurich area, has decided to take 
advantage of  its location and attitude toward business by investing 
in a new medtech cluster.

Scheduled to come online in two years, the project, known as Med-
Tech Cluster Switzerland (MCS), is expected to create thousands of  
new jobs and attract scores of  companies to the area.

With plans for 60,000 square meters of  office space, conference 
facilities, and all the services necessary for companies to operate, 
the cluster promises to be like no other. “A lot of  regions say they 
have clusters, but that means they have office space with a hotel with 
good transpor t links. What we are doing is building the largest and 
most modern cluster in Switzerland,” explained Mr. Urs Durrer, head 
of  the Office of  Economics of  Canton Schwyz.

“Initially it will be able to provide space for up to 1,500 employ-
ees, and each additional module after that will add the potential for 
another 1,500,” he continued. With the aim of  attracting research 
and development companies in the pharmaceutical, medtech, and di-
agnostic industries, the canton hopes to link the incoming companies 
to the highly qualified staff  at a pharmaceutical cluster just down the 
highway from MCS, giving this cluster the edge over others.

The company Neuroth Hörcenter AG has already become a founding 
affiliate of  MCS, and many national and international names in the sector 
are following suit and planning to join them at the site in Küssnacht am 
Rigi, along with ancillary businesses in the surrounding area.

One challenge for the canton is how to invest in this infrastruc-
ture while protecting the area’s natural beauty. “These are some of  
the first areas changing from agriculture to industry in some time,” 
explained Durrer, adding that “nature is a very impor tant par t of  
Canton Schwyz, but we are maintaining this by having each cluster 
right next to the highway.”

Two things are clear: with many companies moving into the canton 
and MCS, many Americans will ultimately benefit from the products 
originating in Schwyz; and by being able to profit from the research 
done here when it opens in two years, MCS will help establish a closer 
relationship between Schwyz and the United States.

N
The home of Davos targets industry

raubünden is Switzerland’s largest and only trilingual 
canton. It has also hosted the globally prestigious Da-
vos World Economic Forum (WEF) for for ty-two years. 
Having always been associated with global leadership, 

with the world’s political and economic leaders congregating at the 
famous resort every January, the canton now wants to encourage 
industries to base themselves here.
Graubünden’s resorts and mountains are famous for more than being 
home to the WEF; they are also a major tourist draw. But according 
to Mr. Eugen Arpagaus, head of  the canton’s Economic Development 
and Tourism Agency, Graubünden is looking for economic growth to 
come from a newfound appetite for industry and business.
“The cantonal government has a growth plan and a ‘Vision 
Graubünden 2020,’ and the first part of  this program is growth. 
We are also working on a new law for economic development,” he 
explained. He added that, however, “we are not yet very well known 
as a place of  industry, but we want to change that, and we are work-
ing to persuade companies to take a closer look at us.”
Security and the quality of  life on offer in the canton are unrivaled, 
and given Graubünden’s excellent transport links and its highly 
skilled and multilingual population, companies would do well to con-
sider basing themselves here. Add in the favorable tax laws for 
residents and businesses, and it is hard to disagree with Mr. Arpa-
gaus’s assertion that there is no better place in Switzerland to set 
up a business.  

10 GOOD REASONS TO INVEST IN CANTON SCHWYZ
• Well located in the heart of  Europe and within the dynamic Zurich economic area

• Less than an hour to the international airport in Zurich

• Very low tax burden for companies and private individuals  

• Home to important life science and finance sectors and host of many international headquarters

• Fast-growing medtech cluster in the Küssnacht am Rigi area

• Well-educated, multilingual, and highly qualified workforce 

• First-rate education system, with private and international schools 

• Proximity to well-known universities

• Exceptional quality of  life thanks to unique natural environment

• Efficient and company-friendly administration

Testimonial : Georg Schinko, Chairman of the Board of Directors 
Neuroth Hörcenter AG
“The industrial area [Fänn] of Küssnacht am Rigi, Canton Schwyz, is a truly extraor-

dinary site—a marvelous landscape with Lake Lucerne and mountains over six thou-

sand feet high as a beautiful backdrop—that offers very favorable economic condi-

tions. We are very positive about the success of the medtech Cluster Switzerland, so 

much so that I, as the owner of Neuroth, will develop the core business park as a pri-

vate investor, and Neuroth Switzerland will be one of the first companies to move in.”

The Austrian-founded Neuroth Group is a European leader in hearing-aid retailing. 

More than 850 employees generate a turnover of approximately $130 million in six 

European markets. As a provider of premium hearing acoustics for 105 years, the 

driving force for Neuroth is offering state-of-the-art hearing solutions that give its 

clients a higher quality of life.

10 GOOD REASONS TO INVEST IN CANTON GRAUBÜNDEN
• Highest quality of  life in Switzerland (Cantonal rating, FACTS 2006)

• Moderate tax rates (8.5% in 2010; maximum 16.8% of net profit before taxes)

• Highly qualified, well educated, and loyal employees

• 25% lower wage and real estate costs than in Swiss metropolitan areas 

• Central European location (on the North-South axis of Stuttgart/Munich-Milan)

• Proximity to international airports in Zurich, Altenrhein, Lugano, Agno, and Milan  

• Excellent education system, with private and international schools in Tamins, Buchs, and Triesenberg

• Renowned universities in the vicinity

• Home to various research institutes   

• Unbureaucratic and company-friendly government

Testimonial: Andreas Wieland, CEO of Hamilton Bonaduz AG
Ideal for innovation-oriented technology
“Graubünden is an ideal location due to the low tax rates and land prices. It’s a 

great plus for Hamilton’s recruiting that our highly qualified staff  can work where 

others enjoy their holidays. Due to the high quality of  education at the local univer-

sities and research institutes, this region is ideal for innovation-oriented technol-

ogy companies. The airport at Zurich is only eighty minutes away by car.”

The U.S. company Hamilton is a global leader in laboratory automation and sensor 

and medical technology. Since 1966, the company has run product development and 

manufacturing operations in Bonaduz (Graubünden). In 2009, Hamilton Bonaduz 

opened a new 16,000-square-meter development and manufacturing facility, adding 

two hundred new jobs and bringing its total number of employees to eight hundred 

today. One-third of the employees in Bonaduz are university graduates.
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ot only did Canton Schwyz bequeath its name to the 
country, it is also the hear t and soul of  Switzerland. 
Well positioned and well connected to the rest of  the 
country and the wider European market, the canton is 

also investing in the future by building a new medtech cluster that 
will attract global companies to what will be Switzerland’s largest hub 
of  this type.

International and home-based organizations as well as foreign 
investors are already becoming aware of  the favorable conditions 
the canton has to offer, and though it may not yet share the same 
renown as other cantons, Schwyz is cer tainly cranking up its offerings 
to investors.

Building on its strong transpor tation links to the rest of  the coun-
try and neighboring nations via the A3 and A4 highways, the Gotthard 
railway, and a new direct rail link to Milan, Italy, opening in 2016, 
the canton, as par t of  the greater Zurich area, has decided to take 
advantage of  its location and attitude toward business by investing 
in a new medtech cluster.

Scheduled to come online in two years, the project, known as Med-
Tech Cluster Switzerland (MCS), is expected to create thousands of  
new jobs and attract scores of  companies to the area.

With plans for 60,000 square meters of  office space, conference 
facilities, and all the services necessary for companies to operate, 
the cluster promises to be like no other. “A lot of  regions say they 
have clusters, but that means they have office space with a hotel with 
good transpor t links. What we are doing is building the largest and 
most modern cluster in Switzerland,” explained Mr. Urs Durrer, head 
of  the Office of  Economics of  Canton Schwyz.

“Initially it will be able to provide space for up to 1,500 employ-
ees, and each additional module after that will add the potential for 
another 1,500,” he continued. With the aim of  attracting research 
and development companies in the pharmaceutical, medtech, and di-
agnostic industries, the canton hopes to link the incoming companies 
to the highly qualified staff  at a pharmaceutical cluster just down the 
highway from MCS, giving this cluster the edge over others.

The company Neuroth Hörcenter AG has already become a founding 
affiliate of  MCS, and many national and international names in the sector 
are following suit and planning to join them at the site in Küssnacht am 
Rigi, along with ancillary businesses in the surrounding area.

One challenge for the canton is how to invest in this infrastruc-
ture while protecting the area’s natural beauty. “These are some of  
the first areas changing from agriculture to industry in some time,” 
explained Durrer, adding that “nature is a very impor tant par t of  
Canton Schwyz, but we are maintaining this by having each cluster 
right next to the highway.”

Two things are clear: with many companies moving into the canton 
and MCS, many Americans will ultimately benefit from the products 
originating in Schwyz; and by being able to profit from the research 
done here when it opens in two years, MCS will help establish a closer 
relationship between Schwyz and the United States.

N
The home of Davos targets industry

raubünden is Switzerland’s largest and only trilingual 
canton. It has also hosted the globally prestigious Da-
vos World Economic Forum (WEF) for for ty-two years. 
Having always been associated with global leadership, 

with the world’s political and economic leaders congregating at the 
famous resort every January, the canton now wants to encourage 
industries to base themselves here.
Graubünden’s resorts and mountains are famous for more than being 
home to the WEF; they are also a major tourist draw. But according 
to Mr. Eugen Arpagaus, head of  the canton’s Economic Development 
and Tourism Agency, Graubünden is looking for economic growth to 
come from a newfound appetite for industry and business.
“The cantonal government has a growth plan and a ‘Vision 
Graubünden 2020,’ and the first part of  this program is growth. 
We are also working on a new law for economic development,” he 
explained. He added that, however, “we are not yet very well known 
as a place of  industry, but we want to change that, and we are work-
ing to persuade companies to take a closer look at us.”
Security and the quality of  life on offer in the canton are unrivaled, 
and given Graubünden’s excellent transport links and its highly 
skilled and multilingual population, companies would do well to con-
sider basing themselves here. Add in the favorable tax laws for 
residents and businesses, and it is hard to disagree with Mr. Arpa-
gaus’s assertion that there is no better place in Switzerland to set 
up a business.  

10 GOOD REASONS TO INVEST IN CANTON SCHWYZ
• Well located in the heart of  Europe and within the dynamic Zurich economic area

• Less than an hour to the international airport in Zurich

• Very low tax burden for companies and private individuals  

• Home to important life science and finance sectors and host of many international headquarters

• Fast-growing medtech cluster in the Küssnacht am Rigi area

• Well-educated, multilingual, and highly qualified workforce 

• First-rate education system, with private and international schools 

• Proximity to well-known universities

• Exceptional quality of  life thanks to unique natural environment

• Efficient and company-friendly administration

Testimonial : Georg Schinko, Chairman of the Board of Directors 
Neuroth Hörcenter AG
“The industrial area [Fänn] of Küssnacht am Rigi, Canton Schwyz, is a truly extraor-

dinary site—a marvelous landscape with Lake Lucerne and mountains over six thou-

sand feet high as a beautiful backdrop—that offers very favorable economic condi-

tions. We are very positive about the success of the medtech Cluster Switzerland, so 

much so that I, as the owner of Neuroth, will develop the core business park as a pri-

vate investor, and Neuroth Switzerland will be one of the first companies to move in.”

The Austrian-founded Neuroth Group is a European leader in hearing-aid retailing. 

More than 850 employees generate a turnover of approximately $130 million in six 

European markets. As a provider of premium hearing acoustics for 105 years, the 

driving force for Neuroth is offering state-of-the-art hearing solutions that give its 

clients a higher quality of life.

10 GOOD REASONS TO INVEST IN CANTON GRAUBÜNDEN
• Highest quality of  life in Switzerland (Cantonal rating, FACTS 2006)

• Moderate tax rates (8.5% in 2010; maximum 16.8% of net profit before taxes)

• Highly qualified, well educated, and loyal employees

• 25% lower wage and real estate costs than in Swiss metropolitan areas 

• Central European location (on the North-South axis of Stuttgart/Munich-Milan)

• Proximity to international airports in Zurich, Altenrhein, Lugano, Agno, and Milan  

• Excellent education system, with private and international schools in Tamins, Buchs, and Triesenberg

• Renowned universities in the vicinity

• Home to various research institutes   

• Unbureaucratic and company-friendly government

Testimonial: Andreas Wieland, CEO of Hamilton Bonaduz AG
Ideal for innovation-oriented technology
“Graubünden is an ideal location due to the low tax rates and land prices. It’s a 

great plus for Hamilton’s recruiting that our highly qualified staff  can work where 

others enjoy their holidays. Due to the high quality of  education at the local univer-

sities and research institutes, this region is ideal for innovation-oriented technol-

ogy companies. The airport at Zurich is only eighty minutes away by car.”

The U.S. company Hamilton is a global leader in laboratory automation and sensor 

and medical technology. Since 1966, the company has run product development and 

manufacturing operations in Bonaduz (Graubünden). In 2009, Hamilton Bonaduz 

opened a new 16,000-square-meter development and manufacturing facility, adding 

two hundred new jobs and bringing its total number of employees to eight hundred 

today. One-third of the employees in Bonaduz are university graduates.
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The Council on Foreign Relations’ Center for Preventive Action has released the 
fifth annual Preventive Priorities Survey ranking the most plausible conflicts on 
which the U.S. government should focus in the year ahead.

To help U.S. policymakers prioritize their contingency planning efforts, CFR asked 
experts to review a list of thirty conflicts and rank their likelihood of occurrence in 
2013 as well as their relative impact on U.S. national interests.

Which did they say constitutes a “tier one” threat: a highly disruptive cyberattack on 
U.S. critical infrastructure, or a major military incident with China involving U.S. or 
allied forces? Find out at www.cfr.org/preventive_priorities_survey.

The Top Thirty Global Hot Spots in 2013
The Fifth Annual Preventive Priorities Survey  
From CFR’s Center for Preventive Action
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The Mirage of the  
Arab Spring
Deal With the Region You Have, Not the 
Region You Want

Seth G. Jones 

As popular demonstrations swept across the Arab world in 2011, 
many u.s. policymakers and analysts were hopeful that the 
movements would usher in a new era for the region. that 

May, President Barack obama described the uprisings as “a historic 
opportunity” for the united states “to pursue the world as it should be.” 
secretary of state hillary clinton echoed these comments, expressing 
confidence that the transformations would allow Washington to advance 
“security, stability, peace, and democracy” in the Middle east. not to be 
outdone, the Republican Party’s 2012 platform trumpeted “the historic 
nature of the events of the past two years—the Arab spring—that have 
unleashed democratic movements leading to the overthrow of dictators 
who have been menaces to global security for decades.” some saw the 
changes as heralding a long-awaited end to the Middle east’s immunity 
to previous waves of global democratization; others proclaimed that 
al Qaeda and other radicals had finally lost the war of ideas.

the initial results of the tumult were indeed inspiring. Broad-based 
uprisings removed tunisia’s Zine el-Abidine Ben Ali, egypt’s hosni 
Mubarak, and libya’s Muammar al-Qaddafi from power. since the 
toppling of these dictators, all three countries have conducted elections 
that international observers deemed competitive and fair, and millions of 
people across the region can now freely express their political opinions. 

seth g. jones is Associate Director of the International Security and Defense Policy 
Center at the RAND Corporation and an Adjunct Professor at Johns Hopkins University’s 
School of Advanced International Studies. He is the author, most recently, of Hunting in the 
Shadows: The Pursuit of al Qa’ida Since 9/11. Follow him on Twitter @SethGJones.
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the prospects for further democratization, however, have dimmed. 
Most countries in the Arab world have not jumped political tracks, 
and those that did begin to liberalize are now struggling to maintain 

order, lock in their gains, and continue 
moving forward. the region’s economic 
growth has been sluggish—which is 
particularly worrisome, since according 
to a 2012 Pew Research center poll, 
majorities in several countries there 
(including Jordan and tunisia) value a 
strong economy more than a democratic 
government. And even after all the 

changes, the region comprising the Middle east and north Africa 
remains the least free in the world, with Freedom house estimating 
that 72 percent of the countries and 85 percent of the people there 
still lack basic political rights and civil liberties.

in the wake of the uprisings, many local regimes remain weak and 
unable to establish law and order. syria has descended into a bloody 
civil war along sectarian lines. iraq and yemen, already unstable before-
hand, remain deeply fractured and violent. libya’s fragile central 
government has failed to disarm the warlords and militias that control 
many of the country’s rural areas. even in egypt, the poster child for 
regional political reform, the Muslim Brotherhood–led government 
has attempted to solidify its control and silence the media using tactics 
reminiscent of the Mubarak era. Meanwhile, as the riots that spread 
across the region in september illustrated, anti-American sentiment 
shows no signs of abating. terrorism continues to be a major problem, 
too, with al Qaeda and its affiliates trying to fill the vacuums in libya, 
syria, and other unstable countries.

the demise of Middle eastern authoritarianism may come even-
tually. But there is little reason to think that day is near, and even less 
reason to think that the united states can significantly increase its 
chances of happening. Any effort by Washington to bring democracy 
to the region will fail if local social and economic conditions are not 
ripe and if vested interests in the countries oppose political reforms. 
indeed, outside powers such as the united states have historically had 
only a marginal impact, at best, on whether a country democratizes. 
until another wave of local uprisings does succeed in transforming 
the region, u.s. policy should not be hamstrung by an overly narrow 

The demise of Middle 
Eastern authoritarianism 
may come eventually. But 
there is little reason to 
think that day is near.
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focus on spreading democracy. the united states and its allies need 
to protect their vital strategic interests in the region—balancing 
against rogue states such as iran, ensuring access to energy resources, 
and countering violent extremists. Achieving these goals will require 
working with some authoritarian governments and accepting the Arab 
world for what it is today.

WAvING Off
in the 1970s and 1980s, what the political scientist samuel huntington 
called the “third wave” of global democratization led to breathtaking 
political changes in latin America, parts of Asia, sub-saharan Africa, 
and eventually eastern europe. Freedom was on the march almost 
everywhere—except for the Middle east. the immunity of Arab 
regimes to democratization was so broad and seemingly so durable that 
it gave rise to a new literature, one seeking to explain not democratic 
change but authoritarian persistence. some have argued that the Arab 
spring has changed all this and that it is best understood as a delayed 
regional onset of the third wave or even the harbinger of a fourth. 
But that misreads events and offers undue optimism.

in Algeria, for example, the protest movement that began in 
December 2010 with the aim of overthrowing President Abdelaziz 
Bouteflika and installing a democratic system has sputtered. the gov-
ernment has cracked down on dissenters and appeased others with 
symbolic reforms. even though the May 2012 parliamentary elections 
were derided by much of the population as a sham and the long-
entrenched military government declared an emphatic victory, few 
Algerians took to the streets in protest. similarly, in Jordan, King 
Abdullah kept protesters at bay with modest concessions, such as 
dismissing government ministers and expanding popular subsidies. 
Regardless of these superficial changes, the hashemite monarchy 
remains firmly in control, and Jordanian security forces continue to 
crush domestic resistance, restrict freedom of expression, and prevent 
peaceful assembly. 

in saudi Arabia, the monarchy has kept a firm grip on power and 
has used its might to prop up neighboring autocratic regimes. in 
February 2011, Riyadh ordered tanks into Bahrain to help put down a 
popular uprising that saudi and Bahraini leaders portrayed as sectarian 
agitation. What the saudis and the other members of the Gulf coop-
eration council really feared, however, was the protesters’ demands 
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that Bahrain become a constitutional monarchy. the Gulf monarchies, 
as uncomfortable with the Arab spring as they were with Arab 
nationalism half a century earlier, have once again taken up the mantle 
of counterrevolution. A telltale sign came in May 2011, when the gcc 
offered membership to the kingdoms of Jordan and Morocco, neither 
of which are located in the Gulf region. coupled with the financing 
that the gcc provided to egypt in order to gain leverage over its new 
government, these overtures demonstrated that the Arab monarchies 
intend to consolidate their power and spread their influence across 
the Middle east. 

At the same time, the Arab countries that managed to topple their old 
regimes face great uncertainty. in libya, for example, the July 2012 
elections did indeed represent a remarkable achievement for a state 

still reeling from decades of dictatorial 
rule, especially given that fears of vio-
lence, fraud, or an islamist landslide 
did not materialize. But storm clouds 
loom ahead. As in iraq, the writing of 
a constitution in libya will likely be 
hampered by divisions over the question 
of federal power between different parts 
of the country. And as the september 

killing of the u.s. ambassador and three other Americans in Benghazi 
demonstrated, the government is struggling to reestablish security and 
the rule of law. the bureaucracy is weak; well-armed militias control 
much of the countryside; and salafi groups have attacked sufi shrines 
across the country, digging up graves and destroying mosques and 
libraries. human rights abuses continue, as thousands of prisoners taken 
during the struggle to oust Qaddafi remain in illegal detention facilities, 
where they face mistreatment, torture, and even extrajudicial killings. 
And tens of thousands of displaced people, many of whom were forced 
out of their homes, languish in refugee camps around the country. 

yemen is also a mess. Following several bloody crackdowns on the 
country’s protest movement throughout 2011, President Ali Abdullah 
saleh eventually agreed in november of that year to transfer power to 
his vice president, Abed Rabbo Mansour hadi. But in the subsequent 
presidential election, hadi was the only candidate on the ballot. his 
weak government is now grappling with a shiite rebellion in the 
north, a secessionist movement and an al Qaeda insurgency in the south, 

Authoritarian governments 
have been allies in the fight 
against terrorism, and 
keeping such cooperation 
intact is imperative.
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and powerful militias and tribes that control substantial swaths of 
territory. All signs indicate that violence will persist and the economy 
will remain in the doldrums. 

Egypt recently held the first competitive presidential election in 
its history, but the country does not have an easy path to stability and 
prosperity. President Mohamed Morsi of the Muslim Brotherhood has 
wrested substantial political and military control from the Supreme 
Council of the Armed Forces. Like Mubarak before him, he has tried 
to vest himself with enormous power; he currently holds significant 
executive, legislative, and judicial authority, and he has attempted to 
silence the media. Yet the generals continue to exercise influence through 
the National Defense Council, and secular liberals are challenging 
Morsi’s consolidation of power in the courts. And one of the strongest 
political challenges to the Brotherhood comes not from liberals but from 
al Nour, a Salafi party that supports strict implementation of sharia. 
Political instability and a difficult period of civil-military relations 
will continue to weigh heavily on the economy, which has been crippled 
by a lack of foreign investment, disruptions in manufacturing, and a 
decline in tourism.
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Out with the old, in with the old: graffiti in Cairo depicting the December 2011 
protests, months after the fall of Hosni Mubarak
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tunisia has emerged as one of the few success stories of the region’s 
upheaval. it has evolved from an authoritarian state to an electoral 
democracy whose new leaders have supported moderation, civil liberties, 
and the rule of law. the press is vibrant, civil society has blossomed, and 
the leadership appears committed to tackling corruption. Although 
tunisia faces some of the same problems as its neighbors, such as a 
weak state and a challenge from radical salafists, at least for now, the 
country is moving in the right direction. unfortunately, the futures 
of few other countries in the region look as promising.

IT’S GOOD TO BE THE KING
scholars have long puzzled over the hurdles to democracy in the Middle 
east, particularly given the rapid expansion of freedom elsewhere in 
the world. classical modernization theory holds that democracy will 
follow when a society reaches a certain level of economic development. 
But even in the wealthiest Arab countries, democracy has not yet 
materialized. Another common but false assumption is that doing away 
with a dictatorship necessarily leads to freedom. yet as huntington and 
others have pointed out, when authoritarian regimes fall, they some-
times give way to other authoritarian regimes rather than to liberal ones. 
Despite the developments of the last two years, certain structural factors 
will continue to block the spread of democracy in the Middle east.

some governments in the region, especially in the Gulf, derive the 
majority of their revenue from energy exports and foreign aid. Relying 
heavily on such income streams allows these regimes to avoid taxing 
their populations significantly, removing a central source of popular 
demand for political participation. the American colonists insisted 
on “no taxation without representation.” think of this as the converse 
principle: no representation without taxation.

energy wealth also allows autocrats to fund their security forces lav-
ishly and buy the loyalty of key domestic constituencies. in March 2011, 
King Abdullah of saudi Arabia blunted calls for reform by announcing 
a staggering $130 billion benefits package that improved wages and job 
opportunities for a population of less than 30 million. the benefits 
mostly went to the young and the poor, the groups that had been at the 
forefront of the revolutions in egypt and tunisia. Riyadh’s control of an 
official clerical establishment proved similarly instrumental in delegiti-
mizing protests, as the saudi grand mufti—the country’s chief sunni 
religious leader—issued a fatwa against demonstrations and dissent.
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the external environment, furthermore, will not be particularly helpful 
in spurring further political change. in the late 1980s, soviet Premier 
Mikhail Gorbachev, facing grim economic problems at home, decided to 
curb soviet support for communist regimes in eastern europe—a move 
that sounded the death knell of authoritarianism there. the former soviet 
satellite states promptly turned to Western europe and the united states, 
which supported their political liberalization and welcomed the region 
into democratic institutions such as the european union and nato. But 
today, the saudi regime—the richest and strongest authoritarian power in 
the region—is trying to fight reforms and has shown that it is more than 
willing to dispense cash to that end. And so even though many Arab 
autocrats now face unprecedented unrest at home, they still possess the 
ample financial resources that have kept their regimes afloat for so long. 

the region’s monarchies, finally, have been particularly adept at resisting 
democratic change. Kingdoms such as Jordan, Morocco, and oman, for 
example, do not enjoy large per capita oil revenues, but their traditional 
regimes have nonetheless managed to remain in power while ceding some 
control to elected parliaments. Where the ruler retains a special bond with 
the people, either by claiming descent from the Prophet Muhammad (as in 
Morocco) or by serving as a unifying force for different ethnic groups in the 
country (as in Jordan), protesters have been more likely to accept legislative 
change and have not demanded a wholesale abandonment of the monarchy. 

in January 2011, for example, Jordanian protesters began to complain 
about corruption, rising prices, rampant poverty, and high unemploy-
ment. in response, King Abdullah replaced his prime minister and formed 
two commissions to study possible electoral reforms and constitutional 
amendments. in september, the king approved amendments to create a 
more independent judiciary and establish a constitutional court and an 
independent electoral commission to oversee the next municipal and 
parliamentary elections. there have been occasional violent demonstra-
tions, such as in late 2012, when protesters complained about rising gas 
prices. But so far, the government’s limited concessions have managed to 
head off most instability, leaving Abdullah in control.

HURRY UP AND WAIT
Washington should not base its policy toward the greater Middle 
east on the assumption that the region is democratizing quickly or 
sustainably. the united states and other Western countries should 
encourage liberal reforms, support civil society, and provide technical 
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assistance in improving countries’ constitutions and financial systems. 
But the perceived promise of the Arab uprisings should not cause the 
united states to overlook its main strategic priorities in the region. like 
it or not, the united states counts among its allies a number of authori-
tarian Arab countries, and they are essential partners in protecting its 
interests. the normative hope that liberal democracy may flourish in the 
future must be balanced by the need to work with governments and 
societies as they exist today. 

A central goal remains counterbalancing iran—not only preventing it 
from acquiring nuclear weapons but also checking its long-term regional 
ambitions. iran views the united states as its main ideological and geo-
political enemy, and it is seeking to become the preeminent power in the 
Middle east and to promote its revolutionary ideology. tehran has lent 
support to a number of u.s. adversaries and organizations that challenge 
u.s. interests, including shiite groups in iraq, hezbollah in lebanon, 
Palestinian terrorist groups, Bashar al-Assad’s regime in syria, and the 
Venezuelan government under hugo chávez. even though many of 
the countries that the united states will rely on to help counter iran, 
including Jordan, saudi Arabia, and the united Arab emirates, are not 
democratic, their cooperation is too important for Washington to forsake.

Another crucial goal is maintaining the free flow of energy resources 
at reasonable prices. the united states imports about 23 percent of 
its crude oil and related products from the Arab world, particularly 
from saudi Arabia (1.2 million barrels per day in August 2012), iraq 
(550,000 barrels), Algeria (303,000 barrels), and Kuwait (301,000 
barrels). several of these countries are—not coincidentally given their 
immense oil wealth—undemocratic. this means that for the foreseeable 
future, the united states must continue to work with authoritarian 
states to preserve its energy security.

Finally, the united states needs to work with nondemocratic countries 
on fighting terrorism. Although al Qaeda has been weakened along the 
Afghan-Pakistani border, it has attempted to compensate for this by 
expanding its influence elsewhere and establishing relationships with 
local sunni groups. in yemen, for example, the local al Qaeda affiliate has 
exploited the weakness of the government and established a foothold in 
several provinces along the Gulf of Aden, triggering alarm in saudi 
Arabia. With u.s. troops gone, al Qaeda in iraq increased its attacks to 
nearly 30 per month in 2012, a 50 percent jump from the previous two 
years and a major cause of concern in Jordan. Militants from iraq have 
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also crept across the border into syria, where they have orchestrated 
dozens of car bomb and suicide attacks against the Assad regime. 

Al Qaeda in the islamic Maghreb has dispatched fighters into 
Mali, tunisia, and other countries, hoping to take advantage of the 
political vacuums in north Africa. the al Qaeda affiliate al shabab 
retains a foothold in parts of southern somalia. And al Qaeda has 
fostered ties with other groups in the region, including Boko haram 
in nigeria, Ansar al-sharia in libya, and a jihadist network in egypt 
led by Muhammad Jamal Abu Ahmad. Authoritarian governments 
such as those in Jordan and saudi Arabia have been important allies 
in the fight against radical islamist terrorism in the region, and keep-
ing such cooperation intact is imperative.

in fact, the cold reality is that some democratic governments in the 
Arab world would almost certainly be more hostile to the united 
states than their authoritarian predecessors, because they would be more 
responsive to the populations of their countries, which are largely anti-
American. According to a 2012 Pew Research poll, the united states’ 
image in several countries in the Muslim world has deteriorated 
sharply over the past several years. Before the Arab uprisings, for ex-
ample, 27 percent of egyptians and 25 percent of Jordanians polled 
had favorable attitudes toward the united states. By 2012, those numbers 
had dropped to 19 percent and 12 percent, respectively. the september 
2012 anti-American demonstrations in the region, which spread from 
egypt and libya throughout the Middle east, provided yet another 
reminder that anti-American and anti-Western sentiments still exist 
in the Muslim world.

the uprisings of the last two years have represented a significant chal-
lenge to authoritarian rule in the Arab world. But structural conditions 
appear to be preventing broader political liberalization in the region, 
and war, corruption, and economic stagnation could undermine further 
progress. Although the united states can take some steps to support 
democratization in the long run, it cannot force change. Middle eastern 
autocrats may eventually fall, and the spread of liberal democracy would 
be welcomed by most Americans, even if it would carry certain risks. 
yet until such changes occur because of the labor of Arabs themselves, 
u.s. policy toward the Middle east should focus on what is attainable. 
As former u.s. secretary of Defense Donald Rumsfeld might put it, 
Washington should conduct its foreign policy with the Arab world it 
has, not the Arab world it might want or wish to have at a later time.∂
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The Promise of the  
Arab Spring
In Political Development, No Gain 
Without Pain

Sheri Berman 

Two years after the outbreak of what has come to be known as 
the Arab spring, the bloom is off the rose. Fledgling democ-
racies in north Africa are struggling to move forward or even 

maintain control, government crackdowns in the Persian Gulf and 
elsewhere have kept liberalization at bay, and syria is slipping ever 
deeper into a vicious civil war that threatens to ignite the Middle 
east. instead of widespread elation about democracy finally coming 
to the region, one now hears pessimism about the many obstacles in 
the way, fear about what will happen next, and even open nostalgia 
for the old authoritarian order. last June, when the egyptian military 
dismissed parliament and tried to turn back the clock by gutting 
the civilian presidency, The Wall Street Journal’s chief foreign policy 
columnist cracked, “let’s hope it works.” (it didn’t.) And egyptian 
President Mohamed Morsi’s attempted power grab in november made 
such nostalgia commonplace.

the skepticism is as predictable as it is misguided. every surge of 
democratization over the last century—after World War i, after World 
War ii, during the so-called third wave in recent decades—has been 
followed by an undertow, accompanied by widespread questioning of 
the viability and even desirability of democratic governance in the 
areas in question. As soon as political progress stalls, a conservative 
reaction sets in as critics lament the turbulence of the new era and look 
back wistfully to the supposed stability and security of its authoritarian 

sheri berman is Professor of Political Science at Barnard College, Columbia University.
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predecessor. One would have hoped that by now people would know 
better—that they would understand that this is what political devel-
opment actually looks like, what it has always looked like, in the West 
just as much as in the Middle East, and that the only way ahead is to 
plunge forward rather than turn back.

The first error critics make is treating new democracies as blank 
slates, ignoring how much of their dynamics and fate are inherited 
rather than chosen. Turmoil, violence, and corruption are taken as 
evidence of the inherent dysfunctionality of democracy itself, or of the 
immaturity or irrationality of a particular population, rather than as 
a sign of the previous dictatorship’s pathologies. Because authoritarian 
regimes lack popular legitimacy, they often manipulate and deepen 
communal cleavages in order to divide potential opponents and generate 
support among favored groups. So when democratization occurs, the 
pent-up distrust and animosity often explode. And because authori-
tarian regimes rule by command rather than consensus, they suppress 
dissent and block the creation of political and social institutions that 
allow for the regular, peaceful articulation and organization of popular 
demands. So citizens in new democracies often express their grievances 
in a volatile and disorganized way, through a dizzying array of parties, 
extremist rhetoric and behavior, and street protests and even battles.

All these dynamics have been present in the aftermath of the Arab 
Spring. In Egypt, for example, the regimes of Anwar al-Sadat and Hosni 
Mubarak refused to allow the development of real political parties or 
many independent civil-society associations, which helps explain why 
Islamism is such a dominant political force there now. Religious organi-
zations were among the only forums in which average citizens could express 
themselves or participate actively in the lives of their communities, and so 
when Mubarak fell and the transition occurred, only Islamists had 
the infrastructure in place to mobilize supporters effectively. The under-
development of other civil-society and political organizations, in 
turn, meant that once the dictatorship disintegrated, there were few 
institutions capable of channeling, much less responding to, popular 
grievances—which explains the current lack of strong non-Islamist 
political parties and the tendency of Egyptians to take to the streets to 
express their demands and dissatisfaction. Morsi’s November move 
to escape judicial review of his edicts reflects a broader Islamist distrust 
of Egyptian courts, due in part to the absence of reliable rule of law 
during the Mubarak era, just as the inability of the anti-Mubarak 
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forces to work together today reflects their fractured, poisoned history 
under the previous tyranny. As Ahmed Mekky, the justice minister, 
said of the judicial-review controversy, “i blame all of egypt, because 
they do not know how to talk to each other”—which was precisely 
Mubarak’s goal.

similar stories could be told of other Middle eastern dictatorships. 
in iraq, saddam hussein deliberately pitted different sectors of his 
population directly against one another as a way to tie certain groups 

to the regime and weaken any potential 
opposition. this practice, along with the 
regime’s complete suppression of normal 
political or civil-society activity, meant 
that iraq was only steps away from slip-
ping into violent chaos once his regime 
was toppled—a process the united states 
facilitated by failing to help provide an 
effective new order to replace the old 
one. in libya, Muammar al-Qaddafi 

ruled through a bizarre personalized dictatorship that left his country 
almost entirely stateless after his ouster, paving the way for the strug-
gle of the new government in tripoli to establish order throughout its 
domain. And in syria, the Assad family’s dictatorship has favored the 
country’s Alawite minority at the expense of other communities, set-
ting the stage for communal strife as the Assads’ rule disintegrates.

in addition to blaming new democratic regimes for the sins of their 
authoritarian predecessors, critics also set absurdly high benchmarks 
for success, ones that lack any historical perspective. they interpret 
post-transition violence, corruption, confusion, and incompetence as 
signs that particular countries (or even entire regions or religions) 
are not ready for democracy, as if normal democratic transitions lead 
smoothly and directly to stable liberal outcomes and countries that 
stumble along the way must have something wrong with them. in fact, 
stable liberal democracy usually emerges only at the end of long, often 
violent struggles, with many twists, turns, false starts, and detours. 

these troubles, moreover, are not a bug but a feature—not signs of 
problems with democracy but evidence of the difficult, messy process 
of political development through which societies purge themselves of 
the vestiges of dictatorship and construct new and better democratic 
orders. stable liberal democracy requires more than just a shift in 

Critics treat new 
democracies as blank  
slates, ignoring how much 
of their dynamics and  
fate are inherited rather 
than chosen.
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political forms; it also involves eliminating the antidemocratic social, 
cultural, and economic legacies of the old regime. such a process takes 
lots of time and effort, over multiple tries. historically, most initial 
transitions have been the beginning of the democratization process, 
not the end of it—something that the tortured histories of today’s 
mature liberal democracies make clear.

fRENCH LESSONS
take France. Just as the Arab spring and other recent waves of global 
democratization were greeted with jubilation by observers around the 
globe, so, too, was the collapse of France’s hereditary dictatorship in 
1789. in The Prelude, William Wordsworth remembered the time as 
one when europe “was thrilled with joy, / France standing on the top 
of golden hours, / And human nature seeming born again.” yet despite 
the initial optimism, the transition soon went awry. in 1791, with the 
proclamation of a constitutional monarchy, France made its first attempt 
to create a new political order, but this moderate political regime was 
rejected by both reactionaries and radicals. the latter soon gained the 
upper hand, and in 1793, they executed the king and declared a republic 
with universal suffrage and a commitment to a broad range of civil 
and political rights. then, europe’s first modern democracy descended 
quickly into what came to be called the Reign of terror, in which 20,000–
40,000 people were executed for “counterrevolutionary” activities. 

the British political theorist edmund Burke was only the most 
well known of the conservative critics who argued that these expe-
riences showed the dangers of radical political change and the need 
for elites and institutions to restrain mass passions. But Burke and 
the other critics were wrong. the conflict, chaos, and violence that 
followed the French Revolution were not the inexorable result of 
either democracy per se or the immaturity of the French masses; 
rather, they stemmed from the way the previous dictatorship had 
ruled. the ancien régime in France had rested on an alliance between 
the king and a narrow slice of society, primarily the nobility. in 
order to keep the aristocrats’ support, French kings bought them 
off with various financial benefits and privileges, including pensions, 
patronage, special legal treatment, access to lucrative commercial 
opportunities, and exemption from taxation. this system allowed 
the Bourbons to stabilize the country and begin building a modern, 
centralized state. But it also created the widespread popular perception 
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that French nobles were parasites who extracted resources from the 
state while exploiting the peasantry. 

the ancien régime, in short, rested on an extremely narrow social 
base, with the king and the nobility locked in an unhealthy embrace 
that created resentment and conflict between the lower orders and the 
privileged sectors of society. As the scholar hilton Root has noted, 
this led to a “society divided into closed, self-regarding groups”—and 
the members of these groups, as Alexis de tocqueville quotes one of 

louis XVi’s own ministers as saying, 
had “so few links between themselves 
that everyone thinks solely of his own 
interests, no trace of any feeling for the 
public weal is anywhere to be found.”

By the second half of the eighteenth 
century, thanks largely to several expen-
sive and disastrous wars, the French state 
was in grave fiscal trouble. unwilling 
to raise taxes on the favored rich, the 
regime resorted to borrowing more and 
more, and by the 1780s, its debt burden 

had become unsustainable. When the king was finally forced to call 
a national assembly in 1789 to try to deal with the country’s problems, 
the long-simmering conflicts within and among different socio-
economic groups burst into the open, and France was set on the path 
to both revolution and postrevolutionary turmoil. 

if France’s first democratic experiment failed, it nevertheless made 
a profound contribution to the eventual formation of a stable liberal 
democracy. economically, the revolution replaced a patronage system 
based on pseudo-feudal hierarchies with a market system based on 
private property and equality before the law. socially, it replaced a 
society structured by functionally different hereditary groups (nobles, 
peasants, and so forth) with a nation composed of equal citizens. 
Politically, it changed popular attitudes to citizenship, rights, and 
legitimate governance. And it dramatically accelerated the state’s 
modernization, replacing a welter of local arrangements and fiefdoms 
with a national bureaucracy and national taxation system. the revolu-
tion and its aftermath, in short, turned out to be the crucial first steps 
in a century-and-a-half-long struggle to get rid of the ancien régime 
and put something better and more democratic in its place.

If France’s first democratic 
experiment failed, it 
nevertheless made a 
profound contribution  
to the eventual  
formation of a stable  
liberal democracy.
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THE ITALIAN jOB
italy, meanwhile, democratized just before World War i. the new 
regime was plagued by social conflict and political instability from the 
start, and the problems were exacerbated by the war’s difficult after-
math. in 1919–20, about 1.3 million urban and industrial workers 
marched off the job and declared that they, rather than the owners and 
managers, were now in charge of the factories. the situation in rural 
areas was perhaps even more chaotic, as peasants and agricultural 
workers seized unoccupied or underutilized property and large land-
owners responded by hiring private militias to keep the rebellious lower 
orders in check. the country’s two largest political parties, representing 
catholics and socialists, respectively, were unable or unwilling either 
to work together or to commit unequivocally to democracy, making it 
impossible to build stable, effective governments. Many italians quickly 
grew fed up with the constant conflict and political instability and 
blamed democracy itself for the country’s problems. And in october 
1922, the antidemocrats got what they wanted when the italian king, 
urged on by conservatives, terminated the democratic experiment and 
turned the country over to the dynamic leader of the radical right, 
Benito Mussolini.

the shift to fascism was applauded by many both within italy 
and without who believed that dictatorship offered a better chance of 
providing the stability and development that the country so desperately 
needed. And Mussolini’s first years in office only increased his celebrity 
and acclaim. But the adulation was misplaced. the short-lived demo-
cratic regime had been more attractive than its fascist successor; its 
problems, moreover, were caused mostly by its own nondemocratic 
predecessor, which had deliberately divided and manipulated the 
italian public and refused to allow the routine expression of popular 
demands and discontent.

only a few decades earlier, the italian peninsula had been home to 
a large number of separate states with different political, economic, 
social, and cultural histories. Poor transportation networks and the lack 
of a common language meant that most inhabitants of the region 
knew and cared little about one another. And when unification did 
occur, in the 1860s, it was the result not of a mass popular uprising 
but of decisions from above, made by the leaders of Piedmont, the 
peninsula’s most powerful state. the Piedmontese imposed what was 
essentially a foreign political system (their own) on the rest of the 
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area, and as a result, the new Italian state met immediate resistance—
from communities that felt colonized and exploited by Piedmont 
and from the Catholic Church, which rejected the idea of a superior 
secular authority governing the lives of Italians.

Lacking the ability and perhaps the desire to cultivate the support 
of the masses, Italian political elites ruled the new country through 
a system that came to be known as trasformismo, which involved 
co-opting certain favored groups into the political order via the spoils 
system. The master of this method was Giovanni Giolitti, Italy’s 
prime minister at various points between 1892 and 1921, who used 
the extension and withholding of state patronage and backroom deals 
to reward or punish key constituencies. Institutionalized corruption, 
in other words, was embedded in the heart of the young Italian state 
from early on, something that had profound consequences for the 
country’s subsequent political development.

Since the formal institutions of Italian politics during the late nine-
teenth and early twentieth centuries—elections and parliament—were 
clearly not the true arbiter of political power in the country, many 
groups in Italian society lost interest in them and began organizing 
outside or even against them. The arbitrary exclusion of certain groups 
from power, moreover, generated resentment and frustration. And 
because the political system was not responsive to popular concerns 
and demands, the divisions within Italian society were not dealt with 
either consistently or effectively. 

Enter Benito, democracy finito: Mussolini with Blackshirts, Rome, 1922
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All this meant that when a full transition to democracy finally 
occurred, the new regime started life with a vast array of problems. 
the chaos, conflict, and violence that plagued italy in the years before 
Mussolini came to power, in other words, were caused not by too 
much democracy then (as critics claimed) but by too little earlier. the 
country’s fascist interlude was a step back rather than a step forward, 
and when italian democracy was restored after World War ii, it 
was able to benefit from its trial run and pick up where the earlier 
democratic experiment had left off.

MODEL GERMANY
Germany democratized in the democratic wave that swept across 
europe after World War i, and the young Weimar Republic was also 
burdened from birth by social conflict, political instability, and extrem-
ism. Within months of the republic’s founding, local communists 
declared a soviet republic in Bavaria, which was soon overthrown by the 
Freikorps, right-wing militias largely beyond the central government’s 
control. the Freikorps then continued their rampages, engaging in 
assassinations and violent demonstrations and eventually supporting 
an attempted coup in 1920; other right-wing uprisings, including 
hitler’s infamous 1923 Beer hall Putsch, followed, as did left-wing 
rebellions. And to top it off, the government’s default on reparations 
debts in 1923 caused the Belgians and the French to seize control of the 
Ruhr, setting off the Great inflation—which ended up destroying 
the German middle classes and further delegitimizing the government 
and other mainstream political institutions.

some stabilization did occur in the late 1920s, but the republic barely 
had time to breathe before it was buffeted by the Great Depression. 
When mainstream political forces dithered in the face of looming 
economic and political catastrophe, extremists gained ground, and 
in the fall of 1932, the nazis became the largest party in the country, 
having run on a platform marrying attacks on democracy with promises 
to tackle capitalism’s problems and heal the country’s social divisions. 
in January 1933, hitler was offered the chancellorship, and Germany’s 
democratic experiment came to an end. 

echoing the fears and analyses of Burke and others, hordes of conser-
vative critics claimed that Weimar and other failed interwar democratic 
experiments showed that democracy and mass political participation 
more generally were disasters waiting to happen. only authoritarian 
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political systems ruled by a strong leader, they claimed, could ensure 
order and discipline and head off social strife, political instability, and 
moral permissiveness. once again, however, the critics were wrong. 
Weimar’s fate had less to do with any inherent problems of democracy 
or what the spanish writer José ortega y Gasset called “mass man” than 
it did with the tragic legacy of previous German authoritarianism. 

Modern Germany emerged in the second half of the nineteenth cen-
tury unified from above under the auspices of its most powerful state, 
the conservative and militaristic Prussia. the government was run by a 
chancellor who reported to a hereditary monarch, the kaiser, rather than 

to the public at large, and there were 
two legislative houses, an upper one 
dominated by Prussian conservatives 
and a lower one elected by universal 
suffrage. the chancellor did not require 
mass support to stay in power, but he 
did require it to pass major legislation. 
this soft authoritarian or mixed regime 
created strong incentives for rulers to 

manipulate politics in order to gain what they wanted while keeping 
opponents off balance and on the defensive. otto von Bismarck, who 
served as chancellor for nearly two decades, was a master of this 
balancing act, holding together a conservative, antidemocratic coalition 
of the large landowning Junker aristocracy and heavy industrialists 
while dividing, suppressing, and demonizing his catholic and socialist 
opponents and deepening divisions across the country. Bismarck’s 
“enemies of the state” policy also exerted a pernicious influence on 
German nationalism, helping cement the idea that Germany faced 
dangers within as well as without.

the result was a Germany unified politically but increasingly di-
vided against itself socially, with a warped sense of nationalism, a 
paranoia about internal as well as external enemies, and rising levels 
of frustration and extremism (since the nondemocratic government 
proved unable or unwilling to respond to public needs and demands). 
When a full transition to democracy finally occurred in the wake of 
Germany’s defeat in 1918, therefore, the new regime inherited many 
crippling legacies from its predecessor, including deliberately falsified 
blame for the loss of the war and all the political, economic, and psy-
chological consequences that flowed from it.

There is little reason to 
expect the Arab world  
to be a permanent 
exception to the rules of 
political development.
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in Germany, as in France and italy, even though the country’s 
initial democratization experiment failed spectacularly, it had major 
positive effects down the road. When a second chance at democracy 
came a generation later, there was much to build on, and everything 
from political parties to national and local governments to civil-society 
organizations were reclaimed from the ashes. the Weimar experience 
helped political elites later on ensure that past mistakes were not 
repeated, with the lessons influencing the writing of constitutions, 
the structuring of welfare states and employer-employee relations, 
and political behavior overall. the interwar period and its aftermath 
proved to be not a detour but an important stage of europe’s long-
term struggle to build stable liberal democracies.

IT GETS BETTER
What do such cases have to say about the Arab spring? that the 
problems so evident in egypt and other transitioning countries today 
are entirely normal and predictable, that they are primarily the fault 
of the old authoritarian regimes rather than new democratic actors, 
and that the demise of authoritarianism and the experimentation with 
democratic rule will almost certainly be seen in retrospect as major 
steps forward in these countries’ political development, even if things 
get worse before they eventually get better. 

Most countries that are stable liberal democracies today had a 
very difficult time getting there. even the cases most often held 
up as exemplars of early or easy democratization, such as england 
and the united states, encountered far more problems than are 
remembered, with full-scale civil wars along the way. Just as those 
troubles did not mean democracy was wrong or impossible for north 
America or western europe, so the troubles of today’s fledgling 
Arab democracies do not mean it is wrong or impossible for the 
Middle east.

then and now, most of the problems new democracies faced were 
inherited. Democracy does not necessarily cause or exacerbate com-
munal and social strife and frustration, but it does allow the distrust 
and bitterness built up under authoritarian regimes to surface, of-
ten with lamentable results. But nostalgia for authoritarian stability 
is precisely the wrong response to such troubles, since it is the patholo-
gies inherent in authoritarianism that help cause the underlying 
problems in the first place.
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history tells us that societies cannot overcome their problems 
unless and until they face them squarely. the toppling of a long-
standing authoritarian regime is not the end of a process of democra-
tization but the beginning of it. even failed democratic experiments 
are usually critical positive stages in the political development of 
countries, eras in which they get started on rooting out the anti-
democratic social, cultural, and economic legacies of the past. too many 
observers today interpret problems and setbacks as signs that an even-
tual stable democratic outcome is not in the cards. But such violent 
and tragic events as the French Revolution, the collapse of interwar 
italian and German democracy, and the American civil War were not 
evidence that the countries in question could not create or sustain 
liberal democracies; they were crucial parts of the process by which 
those countries achieved just such an outcome. 

the widespread pessimism about the fate of the Arab spring is 
almost certainly misplaced. of course, the Middle east has a unique 
mix of cultural, historical, and economic attributes. But so does every 
region, and there is little reason to expect the Arab world to be a 
permanent exception to the rules of political development. the 
year 2011 was the dawn of a promising new era for the region, and 
it will be looked on down the road as a historical watershed, even 
though the rapids downstream will be turbulent. conservative critics 
of democracy will be wrong this time, just as they were about France, 
italy, Germany, and every other country that supposedly was better 
off under tyranny.∂
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Myanmar
no�turning�BAcK

A�New Tiger Emerges
The transformation continues. Unprecedented 
numbers of tourists and business-men are fl ooding into 
the golden land. Meanwhile, the country is stepping onto 
the world stage with a hat trick of global events: the WEF 
on East Asia and the Southeast Asia Games in 2013, and the 
ASEAN�Summit in 2014. This is Myanmar’s time in the sun.
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ave we already completed building a new nation where
genuine democracy and eternal principles fl ourish?”

mused Myanmar’s President U Thein Sein earlier this year. “No, we still
have much more to do,” he retorted, answering his own question.

And so, a second phase of reforms continues to focus on delivering 
tangible gains to the people while speeding up the drive for develop-
ment, resulting in a big thumbs-up from the West.

At fi rst unsure about the initial reforms, the international community 
is now pleased with the ongoing signifi cant political and economic prog-
ress and delighted that more changes are still forthcoming. Following the 
abolishment of censorship on religion and politics in private 
publications in August 2012, four reform-minded ministers 
were nominated “super ministers” and promoted to work 
from the presidential offi ce. 

In September, freedom was granted to between 80 and 
100 percent of Myanmar’s political prisoners in response to 
a request from Washington, on the basis of an “action for ac-
tion” process, which resulted in a gradual lifting of the import 
restrictions on most goods prior to Obama’s visit.

U Soe Thane, chairman of the Myanmar Investment Com-
mission and a key reformer, is now studying plans to speed 
up policy implementation and fi nancial reforms as well as the need to 
address the country’s corruption problem.

Meanwhile, a newly independent Central Bank is looking at reforms—
including adoption of a Banking Sector Development Strategy—that may 
eventually see foreign banks participating in Myanmar’s banking system.

That Myanmar is opening up and poised for economic takeoff is 
further confi rmed in the recent engagements of the International 
Monetary Fund and the World Bank. In October, the IMF 
predicted a rise in direct foreign investment a s 
high as 40 percent (to 3.99 billion) and 

economic growth of 6.7 percent for fi scal year 2012–2013.  In 
early November, the country was granted US$245 million in aid. 

Myanmar is “the best investment opportunity in the world,” ex-
perts believe. With plenty of assets ranging from a large domestic 
market and mighty neighbours to forestry, manpower, silver, cop-
per, gas, and oil (to name just a few natural resources), Myanmar 
is indeed a paradise for investors. A new foreign investment law 
enacted in November further grants tax exemption benefi ts and 
more fl exibility in terms of investment rations in joint ventures. 
All in all, Myanmar is set to be the world’s hottest new investment 

destination for some years to come.
Much loved and with high approval ratings at home, President 

U Thein Sein has received a steady procession of delegations 
from all over the globe, including political heavyweights and busi-
ness leaders such as Soros, Barroso, Tony Blair, Ban Ki-moon, 
and most recently Obama. This testifi es to Myanmar’s strategic 
importance and huge potential as a high-growth market.

Back in his 2009 UN speech, U Thein Sein mentioned future 
changes. This year, he reminded the audience that “Myanmar’s 
democratic transformation will be a complex and delicate one 
that requires patience.” His open praise of Aung San Suu Kyi 

and his remarkable sincerity have certainly been a factor in his rising 
international prestige.

But Myanmar is not only about business; listed by Lonely Planet 
in 2012 as a Top 10 country to visit, tourists from all over the globe 
fl ock to its forests and coastline. “It is quite unlike any place you know 
about,” Kipling wrote, and his words still ring true today. 

Myanmar is calling, and it is only with Western engagement, says Thant 
Myint-U, author of Where China Meets India, that Myanmar can “not only 
escape the potentially exploitative infl uence of its neighbors, but also 
transition into a sustainable democracy.”

‘Myanmar 
is the best 
investment 
opportunity 
in the world’

Jim rogers 
oilprice.com
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brand new investment law, a transformed parliament fl exing 
its muscles, a free press, a cabinet reshuffl ing, and the host-

ing of a series of major upcoming international events–through all 
of this Myanmar is impressing even its most pessimistic detractors. 
With its surprising come-back on the regional and global scenes, 
one might wonder:  Who is masterminding this turnaround?

U Soe Thane is frequently mentioned as one of the country’s lead-
ing reformers. With the long-expected reshuffl ing of ministerial posts in 
September 2012, U Soe Thane was promoted from the Ministry of In-
dustry to the president’s offi ce–in particular to “super minister” position, 
the term bestowed on the four most reform-minded members of the 
cabinet.  “We are drawing up good policies and plans but implementation 
is slow–we are going step by step, but also want to push ministries to 
go faster.  We also have to promote good 
governance–and involve civil society in 
this,” the minister said. 

U Soe Thane also plays an increasingly 
important role as the chairman of the 
Myanmar Investment Commission (MIC), 
a position that coincides nicely with No-
vember’s new foreign investment law. The 
law is most welcoming to foreigners; investment can be 100 percent 
foreign-owned, with a fi ve-year tax exemption benefi t and fi fty-year 
land leases, which are extendable.

Originally founded in 1994, the MIC was re-established in 2011 to 
facilitate foreign investment and is crucial to the country’s economic de-
velopment. The commission is an important tool to attract sustainable 
investment and an important step on the path to a market economy. 
“Please assist us by helping to promote our trade and industry, by fa-
cilitating investment, by exposing us to world-class business practices. 
Please assist in training our young businessmen and entrepreneurs to 
grow with you and assist us to regain our stance back in the global are-
na,” U Soe Thane said to eight hundred Myanmar and foreign delegates in 
his address at the Myanmar Global Investment Forum in September. 

Super reformer U Soe Thane took more than just domestic steps to 
mark the coming out of a new Myanmar. He brought the 22nd World 
Economic Forum (WEF) on East Asia to his country.

U Than Htay, Myanmar’s union minister for energy, is optimistic that 
the country’s infrastructure will be ready to host the event in June 
2 0 1 3 . His opinion is shared by the WEF’s founder and ex-
ecutive chairman, Mr. Klaus Schwab, who, while acknowl-
edging that there is much work to be done, is 

“confi dent we will see sub- stantial 
progress in the country.”

The WEF 2012 East Asian c h a p -
ter was highlighted by the partici- pa-
tion of opposition leader Daw 
Aung San Suu Kyi, who urged 
the participants to help 

her nation.

Though optimism abounds, U Than Htay is certain his country is also 
very much aware of the dangers that reforms could bring. Privatization, 
for example, could easily result in a happy few owning the country’s en-
tire wealth. The reforms, he said, are not only aimed at boosting gross 
domestic product, but also the living standards of the entire population.

Some criticize the country’s shaky judiciary, rule of law, and obsolete 
fi nancial system, which U Soe Thane acknowledges: “We have a major 
weakness in infrastructure, and reform steps are being taken regarding 
the judiciary and other rule-of-law institutions.” 

The previous 1988 investment law discouraged foreign investment 
in Myanmar, principally because of requirements that prevented foreign 
investors from owning more than 35 percent in joint ventures with local 
partners in unrestricted sectors, as well as a blanket block on restricted 

sectors. The new law is a step forward 
and less protectionist, although the 
MIC will now be at the heart of any 
major new investment, as it must fi rst 
sign off on projects in key sectors—
such as agriculture and fi sheries—as 
part of its role adjudicating on invest-
ments’ merits. Foreign investors, how-

ever, understand that “some amount of initial protection for Myanmar 
companies was in the country’s interests. A gradual opening up of the 
market is better than a ‘big bang,’ ”as Denis O’Brien from telecommuni-
cations fi rm Digicel recently told the Myanmar Times.

Another step marking the country’s return to the international scene 
is the chairmanship of the Association of Southeast Asian Nations (ASE-
AN), foreseen for 2014.  ASEAN is a regional bloc of ten Southeast Asian 
countries that aims to become a European-style economic community 
by 2015. It is an excellent way for Myanmar to showcase its reforms and 
access a 580-million-person market and a GDP of over US$1.5 billion, 
according to Associated Press. The member countries are unanimously 
enthusiastic about Myanmar’s chairmanship and regard its position as a 
reward for the country’s return to the international community.

“We are committed to build a new Myanmar: democratic, inclu-
sive, peaceful, with sustainable economic growth, which will actively 
and responsibly participate in our shared mission to build a thriving 
and harmonious Asia,” said U Soe Thane.

Myanmar’s role at the heart of this dynamic region will be fur-
ther boosted by the hosting of the 27th Southeast Asian Games, 
an offer that was unanimously accepted by the Games Federation 
Council. Myanmar previously hosted the games in 1961 and 1969 
in Yangon. The 2013 edition will be spread over Naypyidaw, the 
country’s new capital; Yangon; and Mandalay.

U Soe Thane is also said to be the driving force behind the improving 
working relations between President U Thein Sein and Daw Aung San 
Suu Kyi. Needless to say, this relationship has proved to be crucial for the 
country’s return to the international scene, as the recent lifting of the 
U.S. import ban underscored: President Barack Obama ensured that the 
Lady approved of the abolishment fi rst, before moving forward.

2    
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a NeW MyaNMar StePS oNto the GLoBaL StaGe
>>The president’s reform ally, U�Soe Thane, brings the World Economic Forum to Myanmar, 
the fi rst of several international events the country will host, and aims to create a “new Myanmar.” 

“We are committed to build a new Myanmar: 
democratic, inclusive, peaceful, with sustainable 
economic growth, which will actively and 
responsibly participate in our shared mission 
to build a thriving and harmonious Asia.”  
u�Soe thane, Chairman
Myanmar Investment Commission & Minister to Presidency
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SoutH�eASt�ASiAn�nAtion�noW�Seen�AS�Key�ASiA�Pivot�For�u.S.

oBaMa haiLS MyaNMar’S reMarKaBLe ProGreSS  

 came here because of the importance of your country. You 
live at the crossroads of East and South Asia. You border 

the most populated nations on the planet. You have a history that 
reaches back thousands of years, and the ability to help determine 
the destiny of the fastest-growing region of the world,” U.S. president 
Barack Obama said in his speech at Yangon University. 

In November, the president spent six hours in Myanmar as part 
of his three-day Asia tour. Not only was it his fi rst post-reelection 
foreign trip, but also the fi rst time a U.S. president had ever visited 
Myanmar (or Cambodia), highlighting U.S. intentions to play a stron-
ger role in the region. Now that its presence in the Middle East has 
diminished, the recent pivot of the United States toward Asia an-
nounces the dawn of a new era in American foreign policy. Obama’s 
participation at the annual summit of the ASEAN countries in Cam-
bodia is another hint of the country’s strategic shift eastward.

What makes Myanmar suddenly so popular that the major players of 
the international scene are so keen on the country? Obviously, there is 
an enormous economic interest for U.S. companies, in terms of energy, 
minerals, fast-moving consumer goods, and infrastructure, now that the 
country is opening up after decades of isolation and embargoes. 

Not to mention, changing times require different priorities. 
Against the backdrop of the global fi nancial crisis, the ongoing 
eurozone crisis, the Arab Spring, and the Latin American rejection 
of the Free Trade Area of the Americas, the United States is shift-
ing its priorities to Asia. 

Myanmar’s return to the global scene also seeks to counterbalance 
China’s infl uence amid fears that Myanmar could have become the 
larger country’s vassal client state. 

Obama’s visit signals a tremendous boost for Myanmar and the 
commencement of normalized international relations—with the dip-
lomatic corps, but also through reengagement by the World Bank, 
the Asian Development Bank, United Nations agencies, and various 
nongovernmental organizations.

Could Obama help end Myanmar’s armed confl icts? Further action 
could well develop around last November’s U.S.-Myanmar Joint Plan on 
Traffi cking in Persons, on which the two governments joined forces.

But in a region where power is divided between China and India, 
it should come as no surprise that the United States’ so-called Asia 
pivot, meant to counter China’s rising infl uence, is also a smart geo-
strategic move. Myanmar enjoys an excellent geostrategic position in 
that it borders both India and China. Both of those countries share an 
unquenchable thirst for energy and natural resources. Furthermore, 
Myanmar has a sizable, low-cost human capital. This could be interest-
ing for China, which recently saw salary costs increase due to an aging 
population and shrinking rural labor force.

“Strike while the iron is hot” is pretty much the essence of 
Obama’s Asia pivot, and that is exactly the message that the CEOs 
of major Myanmar conglomerates are unanimously conveying to 
the West: Myanmar is hot and business is selling out quickly; it is 
now or never!
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orecasts are promising as a real estate boom transforms 
Yangon’s cityscape. 

The sector has seen impressive double-digit growth of 11.48 per-
cent over the 2007–2011 period, and it is expected to remain strong 
and growing through 2016. Because of a new investment law, passed 
last November, analysts expect to see a huge increase in Myanmar’s 
economic activity, thanks to foreigners and foreign companies on 
one hand and increasing domestic income on the other. This increase 
means greater demand for condominiums, hotel rooms, offi ce space, 
and infrastructure. It is easy to see why construction is forecast to 
post strong growth over the 2012–2016 period.

Our correspondents had the opportunity to meet with some 
of the country’s most prominent business leaders: U Aik Htun 
of Shwe Taung Group of Companies, U Zaw Zaw of Max Myan-
mar,  Daw Win Win Tint of City Mart and U Shwe Kyaing of Wah 
Wah Win Int.

Aik Htun founded Shwe Taung Group of Companies in 1990.
This success story began humbly, with U Htun working as a driver 
and then selling cookies for no more than seventy cents a day. 
This was in the days when Myanmar was nominally a commu-
nist country and doing business was forbidden. But as the coun-

try opened up, he persisted, and patiently built his portfolio one 
project at a time. Over the years, Shwe Taung has built fl agship 
projects such as the Yeywa Hydropower Project, which provides 
a substantial percentage of the country’s electricity, as well as the 
Yangon-Mandalay Highway Toll Road, and the Myanmar Radio and 
Television complex. 

The group also owns fi ve shopping malls under the brand Junc-
tion, now the country’s most famous mall chain. The fi rst, Yangon’s 
8th Mile Junction, was built for US$100,000. Another pioneer in 
Myanmar’s retail industry is City Mart, established in 1996 with only 
twenty employees, and now the market leader in the retail segment, 
with an annual growth rate of 20 percent. “We are looking to start 
new projects with foreign partners,” says Managing Director Daw 
Win Tint. “We also operate Pahtama Group Company, one of the 
top fi ve largest distribution companies in the country,” which fo-
cuses on fast-moving consumer goods.

U Htun also fi nds time to chair the International Business 
Promotion Centre and has organized numerous international 
delegations that have taken Myanmar’s business leaders on visits 
throughout the region. Given that the roads and power plant sec-
tor is forecast to grow by 8.89 percent through 2016, Shwe Taung 

f
>>Real estate rockets as sector benefi ts from a double spike in demand: a combination 
of foreign investment and a growing domestic market. Shopping malls see growth.   

CoNStruCtioN SeCtor reaPS 
deMoCratiC divideNdS
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Group looks well situated to benefi t.  As U Htun mulls the future, 
he predicts a key role for his company, and looks to play the pa-
triot by “setting out a new mission to be a part of the rebuilding 
processes of our nation.”

U Shwe Kyaing started from humble beginnings in salt trading 
from necessity rather than choice as one of the few available op-
tions of doing business in a closed country. Through hard work 
and determination he positioned Wah Wah Win as a leader in con-
struction and property development. Wah Wah Win is still a family 
owned business, with an international outlook. “We work hand in 
hand with investors from overseas in joint-ventures” Han Myo Kya-
ing, Director of Wah Wah Win, told our reporters.

Max Myanmar is ranked in the top fi ve conglomerates in the 
country—not bad for a company that is a mere nineteen years old. 
Involved in a variety of divergent sectors, from gems and construc-
tion to property development, Max Myanmar is currently reorient-
ing its activities toward manufacturing, banking, and tourism. The 
company is also hard at work constructing the Zabuthiri Stadium 
that will host the 2013 Southeast Asian Games. Chairman Zaw Zaw 
is himself a keen sportsman and moonlights as head of the country’s 
Football Federation. In anticipation of the 2015 single market, the 
company is looking for foreign partners for Ayeyarwady Bank. 

Yangon’s real estate market is hot; homes and offi ces are selling 
fast, and despite the fact that foreigners are not offi cially allowed 
to own property, Chinese, Korean, and Singaporean citizens are get-
ting around the legislation with the help of local partners. A new law 
with regard to foreigners owning property will be enacted next year. 
“There is still a lot of potential to develop. We are already meeting 

some of the demand for offi ces by foreign companies,” says U Htun. 
Many businessmen we met with have pointed to a substantial dif-

ference between the United States and the European Union on one 
side and Asian countries and business partners on the other side. 
Europe and the United States, it seems, have so far yet to match 
their shifting tone and political rhetoric with signifi cant investments 
in this last major frontier market. Looking at Japan, observers have 
already noted “the writing-off of Myanmar’s US$3.37 billion debt, 
followed by an increase in Japanese companies bidding for contracts 
with ‘favored’ status,” according to the Diplomat magazine. Japan is 
already visibly more active across many key sectors. 

Both Aik Htun and Zaw Zaw share a philanthropic approach 
toward business, which they attribute to their Buddhist roots. 
“We benefi t from the country, it should go back to the people. . . 
. If the people are developed, the country is developed. . . . We’ve 
donated sixty-seven schools and three hospitals, and also roads,” 
explains Aik Htun.

Max Myanmar’s Zaw Zaw has donated roughly US$3 million in the 
aftermath of Cyclone Nargis and over US$10 million in donations to 
the health sector over the years—including for the construction of 
the Pediatric Hospital at Yankin and the General Hospital at Kyaung-
kon. He personally fi -
nances around 10,000 
students, saying that 
he wants “to encour-
age those who are less 
fortunate than . . . I. . . to 
have a better life.”
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nce the rice bowl of Asia, Myanmar has a huge agricultural 
potential. Since some 65 percent of the population works 

in the rural economy, no other sector will have a greater impact on 
raising living standards than agriculture.  Bullish about the future, U 
Chit Khine, chairman of Eden Group and of the Myanmar Rice Feder-
ation, said, “We are on track to becoming one of the world’s leading 
rice exporters again, and recapturing our title as rice bowl of Asia.”

Agriculture accounts for 58 percent of gross domestic product, with 
20 percent generated through rice and a further 20 percent through 
beans and pulses. Myanmar rice remains competitive at $10 to $20 
per ton cheaper than similar-quality product from Vietnam, India and 
Pakistan. Other crops include sesame, 
groundnuts, sugarcane and lumber. 

A 2011 International Monetary Fund 
country report suggests a low base for 
sector development, underscoring the 
potential for rapid transformation:  “Ag-
ricultural development is suppressed by 
poor access to credit, of private land ownership, and inadequate infra-
structure and inputs. . . . energy has surpassed agriculture as the main 
source of export revenues.” The government is now revitalizing the sec-
tor, and the IMF considers lifting agricultural productivity “essential for 
rural development.” 

With low wages, abundant agricultural resources and problems eas-
ily tackled through capital injection, the country’s agri sector has great 
potential to attract foreign direct investment. New mills, for example, 
would greatly increase productivity of the rice industry.

Fertilizers are another market niche and a pretty sure bet; lack of 
income results in Myanmar using two-thirds less fertilizer compared 
to the country’s neighbors. Increased fertilizer use is on the agenda 
of President U Thein Sein, who is keen to see agricultural productiv-
ity soar leading to a consequent decrease in the poverty of farmers 
(the government’s target is 16 percent poverty, from the current 26 
percent, by 2015). 

Some big-name companies are currently prospecting. DuPont Pio-
neer, a U.S. agricultural company, told Reuters back in August that it is 
keen to explore opportunities in Myanmar.

“Myanmar has incredible agricultural potential that has only been 
partially exploited. We are looking for development and investment 
partners to join us so we reach that potential. We believe that we have 
a lot to offer, including in contract farming,” said U Chit Khine.

Ye Min Aung, secretary-general of the Myanmar Rice Federation, 
shares U Chit Khine’s opinion, predicting an increase in rice ex-
ports from 778,000 tons in 2011, to a projected 2 million for 2012 
and 3 million by 2015. Opportunities certainly appear abundant.

Perhaps no other sector needs foreign investment more than 
the Myanmar fi sheries which declined in the sanctions era. Fish 
numbers were reduced by 80 percent and half the feed factories 
stopped operating.  The sector is now worth about US$600 million 
per annum as against US$6 billion for Vietnam which has similar 
potential but benefi ted greatly from privileged access to the United 

States and European markets in the same period.  
A Myanmar Fisheries Federation (MFF) representative pinpoints 

the industry’s top needs as “technology and fi nance”.  Yet the coun-
try is full of possibilities. “The tiger prawn business would be ideal 
for the U.S.” Production is 100 percent organic and takes place in 
the best ecological circumstances. 

“If Europe or the U.S. [don’t invest], others will,” says the 
MFF vice-president.

A Key player in the fi shery business, Wah Wah Win International, 
is eager to cooperate: “[we need] more educated, more experi-
enced Americans or Europeans, or other counterparts coming in… 

We just want development to happen . 
. .we want our country to prosper and 
grow. For that we need fi nancing,” re-
marked Chairman U Shwe Kyaing.

With over 200,000 acres of fi sh 
ponds, potential in the fi shing industry 
is strong. In the past, outdated invest-

ment laws made foreign investors hesitate. The new 2012 invest-
ment law gives the Myanmar Investment Commission power to 
adjudicate on investment in the “restricted” fi sheries sector, leaving 
the door ajar: the fi sh are waiting, but not for long.

uNLoCKiNG the PoteNtiaL of aGriBuSiNeSS   
>>Development of agriculture and fi sheries could lift millions out of poverty and 
cause exports to surge, creating billion-dollar investment opportunities 
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“We are on track to becoming one of the world’s 
leading rice exporters again and [to] recapturing our 
leadership of the rice and beans and pulses sector, 
so that we can once again be the rice bowl of Asia.”   
Chit Khine, chairman, Myanmar rice Federation
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ow opening up to multinationals after the partial lifting 
of international sanctions, Myanmar has huge potential 

for development in the food and beverage industries. Until this 
year, it was one of the few countries where Coca-Cola and 
Pepsi were not readily available; today, the soft drink players’ 
billboards greet visitors as they exit Yangon’s main airport and 
drive down cities’ main boulevards. Fast-moving consumer 
goods (FMCG) is set to be a high-growth segment.

The country’s aptly named, award-winning beer, Myanmar 
Beer, is produced by Myanmar Brewery Limited (MBL). The beer, 
though relatively little known, is the surprise holder of a number 
of beer industry medals and cups, including a silver award at the 
United States’ 2004 World Beer Cup.

MBL was one of the earliest major joint-venture projects in 
Myanmar when it was created in 1995, and it is a strong example 
of a successful cooperation between a local company (the Union 

of Myanmar Economic Holdings, 
or UMEH) and a foreign one (Asia 
Pacifi c Breweries, or APB). 

 “This is one of the beers with in-
ternational standards,” Lin Yeu Hoe, 
managing director of Myanmar Beer, 
said in an exclusive interview. “And it’s 
going to get better, because we use 
water from more than 100 meters 
underground. . . . Most of the ingredi-
ents we use are imported. That’s the 
reason why we normally win in inter-
national beer competitions.” 

The beer is being exported to 
multiple countries, and the brand is 
a great sponsor of football, which is 
very popular in Myanmar.  “Football 
is something that unites a nation, and 
Myanmar football is actually doing 
quite well,” Mr. Yeu Hoe explains.  
“We represent the country, and we 
want to grow up alongside them.”

Since this summer, Pepsi and 
Coca-Cola are now fi rmly back in 
the country, after an absence of 
fi fteen and more than sixty years, 
respectively. PepsiCo signed a deal 
with Diamond Star Co., Ltd., that 
gave it the exclusive right to import, 
sell, and distribute Pepsi, 7Up, and 
Mirinda, with each brand generating 
more than $1 billion. The Coca-Co-
la Company is setting up a bottling 
entity with the local soft drink pro-
vider Pinya Manufacturing Co., Ltd. 
Loyal to its habit of starting local 
production as soon as possible, the 
company does not intend anything 
different for Myanmar.

With almost untouchable poten-
tial and the upcoming 2015 ASEAN 
single market, the sky is the limit 
for Myanmar’s FMCG.
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the SKy iS the LiMit for fMCG      
>>SoFt drinK giAntS MAKe HiStoric return AS BreWerieS 
toASt AWArd-Winning SucceSS   
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legend; the Lady. Daw Aung San 
Suu Kyi, one of the world’s most 

prominent political prisoners, spent about 
fifteen years under house arrest between 
1989 and her last release in November 
2010. The daughter of General Aung 
San—the father of modern-day Myanmar, 
he founded the army and negotiated the 
country’s independence—Aung San Suu 
Kyi continues to intrigue and inspire the 
world. Her persistence and promotion 
of nonviolence led the National League 
for Democracy (NLD) to a long-awaited 
electoral success in April 2012.

Suu Kyi studied at Oxford and lived for 
many years abroad before returning home 
in 1988 to take care of her mother. August 
1988 was a turbulent time: the ruling gen-
eral stepped down; then followed the 8888 
Uprising, a widespread call for democracy. 
Following her father’s example, Suu Kyi ad-
dressed half a million people in her famous 
“Freedom from Fear” speech. “It is not 
power that corrupts, but fear. Fear of los-
ing power corrupts those who wield it, and 
fear of the scourge of power corrupts those 
who are subject to it.” Aung San Suu Kyi co-
founded the NLD, taking a nonviolent stand 
for freedom and democracy, a position that 
would become her trademark. But the upris-
ing was violently suppressed by the govern-
ment, and Suu Kyi was placed under house 
arrest. During the next elections, in 1990, the 
NLD won 59 percent of the national vote 
and 81 percent (392 of 485) of the seats in 
Parliament, but the results were nullified and 
the military remained in power.

Suu Kyi’s ongoing efforts in the battle 
for democracy earned her the 1991 Nobel 
Peace Prize, which her sons had to accept 
on her behalf because of her ongoing house 
arrest in Myanmar.

“Of course I regret not having been able 
to spend time with my family,” says Suu Kyi. 
“One wants to be together with one’s fam-
ily. That’s what families are about. Of course, 
I have regrets about that. Personal regrets.”

Her intellectual and spiritual quest is an 
integral part of her life, and she developed 
it further while incarcerated. Her thoughts 

gained clarity and balance through daily 
meditation in the lonely and quiet morning 
hours. She preaches “loving kindness” with 
regard to politics especially, since she does 
not believe that anything successful can be 
built without the benevolent cooperation 
of all parties concerned. 

“The four basic ingredients for success 
are: you must have the will to want some-
thing; you must have the right kind of atti-
tude; you must have perseverance; and then 
you must have wisdom. Then you combine 
these four and then you get to where you 
want to get to.”

For Daw Suu, or Mother Suu, as she is 
known to her fellow citizens, persistence 
paid dividends: in April 2012, she was 
elected to the lower house of Parliament, 
where her party won forty-three of the 
forty-five vacant seats. 

Her perseverance and long struggle for 
democracy has made her beloved and ad-
mired throughout the world. In Septem-
ber 2011, she flew to the United States 
for an eighteen-day-long trip, which in-
cluded meetings with President Barack 
Obama, Myanmar groups, and the press.

There, she also received the country’s 
highest civilian award: the Congressional 

Medal of Honor.“It’s almost too delicious 
to believe, my friend, that you are here 
in the rotunda of our Capitol . . .  as an 
elected member of your parliament,” said 
Secretary of State Hillary Clinton, accord-
ing to NBC News.

“You should think of me as a political 
party leader. I was a politician before I was 
a ‘democracy icon.’ As the leader of a party, 
you have to aspire to the leadership of the 
nation, because that means your party will 
have won, and every party wants to win,” 
Suu Kyi says when asked if she wants to 
run in the 2015 presidential election. She 
is focused on the future and well aware 
of the problems that lie ahead. Myanmar’s 
2008 constitution states that urgent re-
forms are needed if the country wants 
to organize truly democratic elections. 
More work must be done in the judicial 
sphere, as well, until the “Land of Pagodas” 
acquires “an independent, free, and well-
trained judiciary.”

Aung San Suu Kyi also chairs the Com-
mittee on the Rule of Law and Tranquility: 
“[The committee] gives us a chance to en-
gage the military and the military a chance 
to see how the civilian aspects of democ-
racy work,” she told an Asia Foundation 
audience. This will also put the Lady center 
stage as the country seeks a solution to 
the Rakhine ethnic conflict. Her handling 
of the riots and their aftermath has proved 
controversial to many observers and has 
highlighted the challenges Suu Kyi faces as 
she repositions herself from head of a pro-
test movement to leader of an opposition 
political party.  

“I pay my great tribute to President U 
Thein Sein and Daw Aung San Suu Kyi. 
They have been walking together down the 
path of reconciliation and political stability 
and democracy and human rights, and I 
really count on her continuing support,” 
said UN secretary-general Ban Ki-moon, 
reaffirming the United Nations’ support 
for Myanmar. His opinion is shared globally 
and was endorsed by President Obama 
during his historic trip to the former 
Burma in November 2012.

Portrait of a Lady   
>>Aung San Suu Kyi’s Gandhian commitment to freedom, forgiveness, and 
nonviolence makes her an international icon
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“You should never let your 
fears prevent you from doing 
what you know is right.”
aung San Suu Kyi
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yanmar is enjoying its own perestroika and censorship has 
been lifted, enabling a telecom revolution and creating ripe 

conditions for a potentially thriving ICT sector. Our reporters had the 
pleasure to talk to two of the sector’s leading corporations, pioneers 
in a frontier market whose unusual background has helped shape their 
success as outliers whose special vision has inspired them to go against 
the prevailing market wisdom and invest in controversial sectors.

One is the founder of publishing and e-commerce group Informa-
tion Matrix (IM), one of the country’s leading ICT players. U Thaung 
Su Nyein returned to Myanmar after several years in New York with 
a plan to be an internet entrepreneur back in 1999. “It was very excit-
ing for me to be in New York at that time, at the age of 17, studying 
Computer Science and learning all these new cool things.” He set 
up his first company in 1999, when the country had eleven Internet 
users. “My dream was to become like Yahoo; Yahoo was bigger than 
Google way back then [...] why let a foreigner be a pioneer in my own 
country? Why not me? So I dropped out of school and I got into a 
plane back to Myanmar.”  

“Innovating for the future” is the motto of U Thaung Su Nyein, an IT 
guru who says he is neither pro- nor anti-government, but pro-people.

The other is Sit Taing Aung, founder of Suntac Technologies and 
grandson of Bo Bala, one of the Thirty Comrades. The Thirty Com-
rades are Myanmar national heroes, on a par with the founding fathers; 
they formed the Burma Independence Army and successfully liberated 
the country from British rule. “That’s why I’m interested in politics. I’m 
only thinking of my country…and what I can offer the nation.”

IM’s priorities are daily newspapers, TV shows and e-commerce. The 
7Day News—circulation 150,000 and an estimated 5 million readers—
is Myanmar’s top weekly newspaper. IM also publishes Internet Journal, 
7Day Sports Journal, 7Day Shopping Guide Journal and Myanmar People 
Magazine. It also develops the portals Planet Myanmar and mySuboo, 
which includes music, books, and picture sharing; the few Burmese con-
nected to the internet are already getting hooked on social media. 

The company has “branched out recently by adding People 
Media Video Production, M.I.C.E services, 7Day Express Distribu-
tion Services, 7Day Press Offset Printing and Fascinating Myanmar 
Travel Agency,” their website reads. A Pioneer provider for e-gov, 
the company’s technology related business activities are “consul-
tancy, software applications, web portals design and maintenance, 
e-commerce, research, training, intranets, groupware, Web-based 
Teaching System, Logistic Management System, Inventory & Sales 

Management System, KBZ Bank Facility Management System and 
Rice Mill Operation Management System”.

Specialized in geo-mapping, Suntac Technologies provides engineering 
and technology solutions in the fields of civil and mechanical engineering, 
surveying, aerial mapping, computer technology, remote sensing, consul-
tancy, geographic information system technology and geology. Suntac’s 
outstanding know-how, R&D and technology, make it unique in a coun-
try still focused on trading raw materials; with two resorts in the Naypy-
idaw area it also sees long-lasting potential in tourism.

 India and the Philippines are a pleasant proof that it is possible to 
innovate and invest in technology in developing countries. Myanmar 
could, in the medium term, with an educated population and labor 
costs lower than Bangladesh, follow the same track.

Suntac further does project implementation that is related to en-
gineering, such as railway construction or irrigation systems and na-
tional spatial database development. They aim at providing complete 
geomatics and IT solutions on a national as well as an international 
level and establishing a leading technology center for remote sensing, 
GIS, geodetic engineering and survey engineering fields. 

Taing Aung sees the importance of a gradual development, first edu-
cating the population to acquire skills and earn better salaries, and only 
then attracting foreign organizations that will train locals. Japan and Ko-
rea’s international cooperation agencies (JICA and KOICA respectively) 
are thinking “about providing financial assistance for vocational training. I 
also suggested that Samsung focus on vocational training first.” 

Myanmar is secretly dreaming that European, U.S. and Asia hard-
ware companies currently manufacturing in China’s East coast re-
gion, will move to Myanmar in search of lower salaries, rather than 
China’s rural provinces. Companies like IM or Suntac Technologies 
can certainly facilitate the country’s development offering highly 
skilled jobs. They both stand out as reliable and experienced part-
ners for foreign companies.

Suntac Technologies has positioned itself as an ideal partner for 
global companies specializing in technology and engineering who 
want to enter Myanmar. 

Information Matrix is full of potential; CEO U Thaung Su Nyein, is 
young and innovative. The company holds a unique position in its indus-
try through its capacity of global communication. Blessed with the right 
connections and thorough knowledge of the market, IM is an excellent 
partner for those keen on being part of Myanmar’s future in terms of 
media or IT. Clearly in Myanmar, “the early bird gets the network”!
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>>AudAciouS PlAyerS HAve tHe FirSt Mover AdvAntAge  

M

Return to Table of Contents

http://www.informationmatrix.com/


f the fi rst thing you do in the morning is check your email, 
you might have diffi culty imagining a country where only 0.03 

percent of the population has access to broadband Internet. With 
an annual gross domestic product of US$821 per capita and a SIM 
card costing about US$230, it is estimated that only one out of 
every sixty people in Myanmar has a mobile phone. 

Most villages remain without landline service, and the number of 
subscriptions nationwide approximately is only 550,000. A similar 
story goes for the Internet: if you are one of the rare birds with a 
landline—a requirement for obtaining a connection—signing up will 
cost you US$625 for installation 
plus a monthly subscription fee 
of US$250 for 2 megabits per 
second (Mbps).Let us put that into 
context: the average connection 
speed in the United States is 6.7 
Mbps, for about US$40 per month. Unsurprisingly only 0.03 
percent of Myanmar’s inhabitants have broadband Internet.

“We have about 80 percent of the market,” says U Tin Win, the 
CEO of Yatanarpon Teleport, […] we have to increase our mobile 
tele-density up to 50 percent within fi ve years.”As a consequence 
of the high cost, most web surfers use cyber cafes.

There is reason for optimism, though; following free service 
upgrades, Internet speed has doubled since August, and 
subscription fees are expected to come down. The Ministry of 

Communications and Information Technology aims to add 40 
million mobile phone users by March 2016 targeting 4G services 
before the Southeast Asia (SEA) Games, late 2013. Myanma Post 
and Telecommunication (MPT) announced in April governmental 
plans to boost Internet speed by connecting to the global SEA-
ME-WE 4 cable. 

Whilst most telecom companies are impatiently waiting for a 
new law to clarify regulations, some are already in the country, like 
Ericsson. In October, the Japanese NTT Communications opened 
a branch offi ce in Yangon and American service provider Cisco 

Systems is looking to develop 
Myanmar’s network infrastructure. 
China’s Huawei has also seen a 
niche in the market for network 
suppliers and consultants.

As the market opens up, 
others are reassessing what had previously been a wait-and-see 
policy. TeliaSonera CEO, Lars Nyberg, confi rms that “what has 
happened over the last 18 months allows us to consider if we 
could do something.” Malaysia’s Axiata, Norway’s Telenor, Digicel, 
Vietnam’s VNPT-Fujitsu and Russia’s VimpelCom, seem to share 
this point of view. Competition is heating up. According to Telenor: 
“its geographical location, low mobile penetration and expected 
economic growth, it is natural for us to consider Myanmar.” 

“[We] have started working on a reform plan to provide 

i
>>Welcome to the world’s last major virgin telcoms market, where only a privileged 1-2 percent own a 
mobile, and where the government ambitiously targets to connect 40 million users within the next 3 years…  

teLCoM SeCtor ready to taKe off  
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“(We) have started working on a reform plan to 
provide telecommunication services to the people 
at an international standard and at a cheap price,” 
thein tun, Myanma Post and Telecommunication Minister 
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telecommunication services to the people 
at an international standard and at a cheap 
price,” said Thein Tun, MPT minister.

“As we transform our telecoms sector 
we are encouraging more private sector 
participation,” Thein Tun stated. Two private 
licenses will go to national operators: MPT 
(to be renamed Myanmar Telecom Company 
after a planned privatization) and the ISP,  
Yataraporn Teleport, which is 40 percent 
government owned. To enhance their 
technical know-how and fi nancial muscle 
these will likely form joint ventures with 
international partners. Remaining licenses 
are intended for international operators, to 
be selected by tender.

To facilitate selection of the international 
operators, the government organized a 
summit in December, which proved to be 
a unique networking opportunity for public 
and private sector. “Very soon, we will have 
more telecom operators competing,” said 
the minister.

Another project with space for foreign 
investment is the Yatanarpon Cyber City, 
an impressively sized project, currently in 
its test phase, with a lot of potential to 
support a nascent ICT sector. 

It is the start of a telecom battle, giving 
“telcos entering the market now an early-
mover advantage,” says Kevin Kwang, 
an information technology reporter for 
ZDNet  Asia.

Myanmar has a curious past alternating 
between a free press and super-strict 
censorship. Ranked 169th of 179 nations 
in the 2011–2012 Press Freedom Index, 
it only lifted direct media censorship in 
August. Journalists are still subject to some 
restrictions but things are changing for the 
better. Just as with telecoms. The reformist 
government understands the key role 
ICT can play in the development of this 
emerging economy, and has set a target of 
50 percent wireless accessibility by 2015. 
A virtuous cycle of economic growth, 
generating higher incomes, will stimulate 
the purchase of the latest communications 
gadgets as being part of the world’s growing 
social media revolution has begun. And as 
that happens, a certain degree of freedom 
of speech is ensured. Just remember Iran’s 
Twitter revolution and the way social media 
shaped the Arab Spring.

Obviously, a leapfrog transformation 
like this one will encounter quite a few 

problems: “We will try to reduce the 
SIM card cost, but we have to build our 
infrastructure. We bought 1,400 VDS 
towers; to cover the whole country, 25,000 
to 30,000 VDS towers are needed. That is 
a lot of investment,” Tin Win explained.

Barons Tele-Link Services Co. Ltd is 
another company which invested in VDS; 
“we have supplied and supervised the 
construction of more than 400 towers 
across the country […]. As an existing 
distributor of telecoms equipment we are 
seeking partners to supply this sector,” says 
managing director Phyusin Htay.

And these are not the only infrastructure 
gaps: “At the moment we rely on the 
optical fi ber network, about 7,000 or 8,000 
kilometers of which is owned by the army,” 
Tin Win said. Barons Tele-Link is eyeing 
thirty percent of that sector.

Myanmar’s untapped potential as an 
investment destination in the telecom 
sector has been making global headlines. It 
certainly faces challenges—in infrastructure, 
legislation, and know-how—but taking into 
account the government’s targets, the 
country’s needs,and its potential, the sector 
is sure to boom. 

Sp
on

so
re

d 
Se

ct
io

n

Return to Table of Contents

http://www.shwetaunggroup.com/index.php
mailto:info@std.com.mm


oiL aNd GaS: 
CoMPetitioN 
iNteNSifieS aS MaJor 
PLa yerS SWooP iN

DELCO 
MYANMAR’S 
leading mining 
company

>>tor SeM, eXPecto PAtronuM, 
conSectetur vel, conSect.  

ith gas reserves estimated by the Asian Development 
Bank (ADB) at 7.8 trillion cubic feet and vast, as yet 

underexplored oil reserves, Myanmar’s oil and gas sector is set 
to see a powerful renaissance. “We have over twenty available 
blocks onshore and around twenty-six offshore blocks available 
for exploration,” states Ken Tun, CEO and founder of Parami. 
Obama’s recent green-lighting of energy investment in the country 
is in line with an expected surge in international competition. 

“We think there are large reserves of both oil and gas that 
are yet to be found,” said ONGC Videsh Ltd.’s managing director. 
At present, Myanmar produces 19,600 barrels of crude oil and 
1.475 billion cubic feet of natural gas every day.

“Many multinational companies, including Shell, BP, BG Group, 
ConocoPhillips, Chevron, and many others have shown great 
enthusiasm to invest and keen interest to conduct upstream 
petroleum exploration in Myanmar’s petroleum sector,” Energy 
Minister U Than Htay said in a speech at the Myanmar Oil, Gas 
& Power Summit in September. Mr.Tun is of the same opinion: “If 
you look at the statistics and trends and inquiries to investment 
commission, there are sharp increases of commitment from the 
players from the west as compared to Asian corporations.”

This is understandable, with the country’s 2013 forecasted 
gas production of 700 billion cubic feet.

Parami Energy Group of Companies is an unsual conglomerate, 
which is rapidly expanding its presence on the local energy scene, 
thanks to its phenomenal growth and great prospects. More re-
cently, Parami has thrown its hat into the energy and petroleum 
(E&P) ring alongside India’s Jubilant. And the ambitious company 
has also signed a memorandum of understanding with the Rus-
sian-Vietnamese Vietsovpetrov to bid on the next international 
tender. Pundits expect Parami’s phenomenal rise to continue.

Meanwhile, several sizable offshore blocs are being negotiated 
directly by the major companies, “holding a considerable 
promise for those who are capable of tapping them.” The ADB’s 
Myanmar in Transition report states that while Shell’s Marc 
Gerrits “refused to disclose whether Shell has any deals on the 
horizon, Interfax understands the company is in talks to explore 
at least one offshore deepwater block.”

“U.S. fi rms are interested in offshore, not onshore,” said Ken Tun. 
“These guys want to play big, and the big games are all offshore.”

While Parami is already considered a reliable joint-venture 
partner for foreign players keen to team up with an ambitious 

W

“The changes are happening right now …. As a 
businessman, if you wait until 2015, then I really 
don’t know what opportunity will be left for you,”  
Ken tun, CEO, of Parami Energy Group of Companies at the 
New Myanmar Summit
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indigenous company, it is also worth not-
ing the conglomerate’s wholesale com-
mitment to sustainable development.“I 
wish we had seen more global players 
that are also responsible and sensitive to 
the needs of our local people and envi-
ronment coming in,” said Ken Tun, whose 
corporate social responsibility ethos is 
always at the forefront of his mind, shown 
through Parami’s unwavering commitment 
to make a huge contribution in the health, 
educational, and ecological sectors.“We 
are committed to support one third of 
monastery schools in Myanmar by 2015 
and have already planted 200,000 trees (of 
different varieties) in Karen state against 
our target of 500,000 trees by 2015.”

“New technology, capability, and 
reputation are the three most important 
things a foreign partner can bring,” 
according to Tun.

Likewise, Gazprom International states 
on its website that it is “also interested in 
developing contacts with this South East 
Asian country.  At present, the two parties 
are discussing prospective areas of collab-
oration and a form of possible participa-
tion in energy projects in Myanmar.”

With an eye on its energy-hungry 

neighbors and its excellent geostrategic 
position in mind, Myanmar has several Sino 
and Thai energy export projects in the 
pipeline, all set to launch in 2013. A long-
running but controversial project is Yadana, 
an offshore project in the Andaman Sea 
that provides natural gas to Thailand and 
Yunnan, China, and that is operated by 
Total (France), Chevron (United States), 
PTTEP (Thailand), and the Myanmar Oil 
and Gas Enterprise (MOGE).  Another 
project, Zawtika, is co-owned by MOGE 
and PTTEP on a 20 to 80 percent basis and 
is set to export 300 million metric cubic 
feet of gas a day. 

There is a considerable amount of 
activity on the Sino-Myanmar side, since 
pipelines between the two countries 
would substantially reduce shipping 
costs and avoid a 1,200 kilometer detour 
around the Strait of Malacca. China is cur-
rently heavily involved in three major oil 
and gas projects. To meet an import goal 
of 240,000 barrels per day, a pipeline will 
link the Myanmar Kyaukpyu port with 
Kunming and Nanning, and an oil storage 
and unloading project is being set up at 
Maday Island. The Shwe gas project will 
link Arakan to Kunming and is estimated 

to produce 12 billion cubic meters of 
natural gas per year. 

With much going on in the oil and gas 
sector, the upcoming Myanmar Oil & Gas 
Summit, scheduled to take place on February 
4–5 in Yangon, might bring long-awaited news 
about the second bidding round. The summit 
will be a “complete overview of Myanmar’s 
new approach to its oil and gas industry and 
E&P outlook for the 23 onshore blocks,” 
promises its website.

MyaNMar 
eBooK
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t is hard to be in Myanmar for long without using a service or 
buying a product provided by the Htoo Group, the country’s largest 

private sector conglomerate. The group is run by the renowned U Tay 
Za, the country’s fi rst billionaire, often considered its most successful 
entrepreneur. Whether you’re a tourist fl ying Air Bagan to Mandalay 
or staying at an Aureum Palace hotel, or a trader doing business in the 
country—with its industries as diverse as gems, timber, construction, and 
agriculture—the Htoo Group is likely a big part of your life in Myanmar.

The group employs some 40,000 people in Myanmar, but it wasn’t 
always the behemoth we know today. Chairman and founder Tay Za 
built Htoo from the ground up, and became a highly successful entre-
preneur and generous philanthropist in the process. Since selling his 
car and house and spending his last cent investing in the company’s 
fi rst logging concessions in 1990, Tay Za has developed major business 
interests in the real estate, banking, hotel, airline, trading, transporta-
tion, mining, forestry, agricultural and other industries. With impeccable 
timing he seized new timber industry opportunities in remote areas of 
the country in the early 1990s, extracting logs at a cost of US$10 and 
bringing them to market at nearly US$500 per unit.

His success brought signifi cant gains to remote logging regions along 
the Thai border as the group developed new transportation infrastruc-
ture, built schools and generally increased the connectivity of a region 
otherwise isolated from the country’s main transportation and com-
mercial hubs in Mandalay and Yangon.

Today, changes in Myanmar are opening up even more opportunities 

for Htoo, as the reform-minded president has brought an end to many of 
the most restrictive sanctions that have stifl ed growth in the past.

“We cannot take an individualist approach.  We have to have partners,” 
said Tay Za in an interview. Now that sanctions are making it easier for 
companies in Myanmar to do business with the outside world, “joint ven-
tures are among the most important things to consider. We are looking 
for win-win joint-venture partners and are considering publically listing 
certain businesses,” he added. “I want to grow together with the country 
during this exciting chapter; to grow our nation and our people together. 
Whatever benefi ts we have, we look forward to the economic integra-
tion of ASEAN in 2015 and to reaping them together.”

Indeed, the lifting of sanctions and restrictions on doing business 
with Myanmar are likely to be a boon for Tay Za, perhaps one of the 
most misunderstood business tycoons in the country, one who has 
long been wrongly associated with the former military regime.

He did attend the Defense Services Academy, but he dropped out and 
watched his family nearly lose everything when the ruling General Ne 
Win’s socialist government carried out mass nationalization and expro-
priation projects between 1962 and 1988. Indeed, Tay Za is widely known 
to have been among those joining street protests against the regime in 
the 1980s. Though he has been adversely affected by foreign perceptions 
of his association with the former regime, Tay Za is seen at home as a 
successful businessman and a genuine entrepreneur known for his gen-
erosity, one who provides scholarships for employees, builds schools, re-
plants deforested areas, and advances Myanmar’s private sector.

MyaNMar’S toP BuSiNeSSMaN reiNveNtS 
hiMSeLf With the tiMeS 
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u tay Za the huMaNitariaN?
Indeed, Tay Za has been reinventing himself with the times. Recent years 
have seen a greater focus on the group’s philanthropic work through 
the Htoo Foundation that works on “Enhancing living standards [...] in 
remote areas. Preservation of culture, tradition and dialect of national 
races [...]. Preservation and reforestation of natural forests of Myanmar. 
[...] Preservation and protection of exotic wildlife species.”

“Our mission is to achieve not only monetary profi ts, but profi ts 
from work that benefi ts all stakeholders, while contributing to 
humanity through honesty, teamwork, speed, social responsibility 
and family spirit,” said Tay Za.

His reinvention, he says, is due in part to a tremendously trying 
personal experience. On a helicopter tour over a frozen lake in the 
mountainous far north of Myanmar in February 2011, the pilot lost 
control and crashed into the mountainside, stranding Tay Za and the fi ve 
others on some of the country’s most remote and inhospitable terrain.

With limited supplies the group descended the mountainside by 
foot in waist deep snow, having sent out a distress call by cell phone 
with little success. Surviving the night with just a few candy bars and 
limited water Tay Za says they made it by eating moss scraped from 
rocks and sucking on ice for water after supplies ran out. When night 
fell the group clung to each other for warmth, calling out each other 
names periodically to stay awake and stay alive. 

Rumors of the missing tycoon quickly made international news and 
Myanmar’s army and air force units were dispatched in conjunction 
with a civilian helicopter chartered from Thailand. All six survivors were 
rescued, and though the pilot lost both his feet to frost bite, the others 

escaped with only minor injuries.
“It truly changed my life,” says Tay Za of the incident. “It instilled in me 

a new way of looking at life and with a new set of values I hope to pass 
on to my children and to refl ect in my business as a whole.” In particular 
he says that the incident has brought about an even stronger focus on his 
philanthropic work and on businesses that have the potential to create 
jobs for Myanmar locals.

touriSM BooM
While timber, gems and lucrative import licenses have helped to bolster 
the Htoo Group’s bottom line, Tay Za says it is investment in job creating 
industries such as tourism, hospitality and airlines that give him the most 
joy. Indeed, some of the group’s best-prospected businesses include 
those expected to benefi t from dramatically increased tourism, which is 
growing steadily up from 193,319 visitors in 2008 to 268,336 
in 2009 and 310,668 in 2010.

The Htoo Group’s Aureum Palace Hotel and Resorts 
chain is one of the country’s best-positioned companies 
to service the infl ux of tourists keen to explore the 
largely untapped beauty of Myanmar. With a goal of 
operating twenty-fi ve hotels and resorts under 
its brand name, the group has committed to 
expanding and developing new properties 
at major tourist destinations in 
Myanmar in addition to its current 
618 rooms in seven destinations. 

Tay Za says he hopes to bring 
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its brand name, the group has committed to 
expanding and developing new properties 
at major tourist destinations in 
Myanmar in addition to its current 
618 rooms in seven destinations. 

Tay Za says he hopes to bring 

U Tay Za, Chairman, Htoo Group
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the total number of rooms to 1,500 and create jobs to match.
The Htoo Group is not the only interested party. Discussions at the 

World Economic Forum in Davos, Switzerland last year included talks on 
tourism in Myanmar and international giants Starwood Hotels & Resorts 
Worldwide and Marriott International Inc.—which runs the Westin, 
Sheraton, and La Meridian hotel chains—have issued press releases 
stating their interest in entering the country’s booming tourism market.

Despite the interests of several of the world’s leading hoteliers many 
investors remain on the side lines while the government continues to 
work on a draft foreign investment law that is expected to provide 
greater protection to foreign investments and reduce barriers to joint 
venture partnership.

Tay Za has been one of the country’s most vocal critics of foreign 
sanctions by the European Union and United States. 

“These sanctions only hurt the working people of Myanmar,” 
he said. “They provide protection for established businesses but 
we don’t need them. We are ready to compete. We only want to 
compete fairly,” he added.

Indeed Tay Za is on the hunt for an international hotel chain ready 
to joint venture on the huge opportunities emerging in the tourism 
industry. Today Aureum Palace Resorts and Hotels has access and assets 
in some of the most sought after tourist destinations in Myanmar.

“The expectation is often that Myanmar doesn’t have the availability 
of high-end, luxury resorts that foreign tourists are looking for,” said Tay 
Za, “but what you get with Aureum Palace hotels is something truly of 
international standard,” he said.

Air Bagan, the fi rst private airline in Myanmar, is also expected 
to enjoy the benefi ts of greater openness and tourism growth 

as domestic interconnectivity not otherwise available by road 
becomes increasingly sought after.

Tay Za says with enthusiasm that he hopes to be able to provide 
more jobs to locals, a priority he shares with the government, 
which is eager to raise incomes and enroll more people in the 
emerging local economy.

Though Air Bagan has not been among the most profi table of the 
group’s business units and lags behind major revenue drivers such as 
gems, palm oil, and timber, the company still provides valuable jobs 
and stimulates economic activity in parts of the country cut off from 
major business centers by poor road infrastructure. With over twenty 
destinations across Myanmar,  Air Bagan provides access to some of the 
most rural parts of the country, allowing businesspeople to meet and 
locals to reach their families in the economic capital without boarding 
notoriously slow trains or braving the dilapidated roads.

The company’s values are refl ected in its mission statement, in which 
Air Bagan pledges “to contribute towards development of tourism and 
air transport industry in Myanmar.” Its website adds that Air Bagan 
operates to remote, non-tourist destinations to provide affordable air 
travel for the people. 

The company has lived up to its mandate, even fl ying some 
unprofi table routes to secure connectivity for parts of Myanmar 
otherwise left out, and it sets aside US$1 of every ticket sold for the 
philanthropic work of the Htoo Foundation.

“Look at Putao, one of the more remote parts of Myanmar. No one 
fl ies there,” says Tay Za. “Air Bagan and Myanmar Airways are the only 
two airlines servicing that location, and Air Bagan is the only private-
sector airline. Every time we fl y, we fl y half-empty planes and lose 
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money, but I’m glad we do it. There are a lot of sick people there who 
don’t have access to the health-care services of bigger cities like Yangon 
or Mandalay. We’re their only option,” he added.

Indeed, as the owner of the airline, Tay Za has gone beyond providing 
direct connectivity, involving his group and foundation in hands-on 
development, health care, and education in remote areas.

“We’re already there in a big way helping the very sick and the 
terminally ill. In cases of major procedures, we sometimes take over 
the cost completely,” he said.

“After the accident—this school, this work in providing health 
services—I fi nd this is what is most important to me. We’re glad 
to do it,” he added.

But despite Air Bagan’s humanitarian objectives, the company faces 
new business opportunities as sanctions are lifted, and it is affected by 
the same macro trends that have helped raise the fortunes of Air Asia, 
a regional carrier that has grown into the world’s top budget airline by 
primarily serving destinations in the Asia-Pacifi c.

In fact, some believe that Myanmar could become Asia’s next big aviation 
growth market as incomes rise and fl ying becomes a more accessible 
mode of transportation for the country’s 59 million inhabitants.

International carriers are projecting a boom in air travel demand 
that could help benefi t local airlines. One report forecasts 25 percent 
year-on-year growth. Malaysia, with 31 million fewer people, has an 
aviation market that is nearly twenty times larger.

“Currently there is a daily average of 1,500 international arrivals 
through the Yangon Airport. . . . This number could double at the 
start of next year,” said a recent economic intelligence report 
published in the Bangkok Post.

BuiLdiNG MyaNMar’S fiNaNCiaL 
future

Another area in which the Htoo Group is leading the way is in the 
development of a fi nancial sector, with its Asia Green Development 
Bank (AGD Bank), one of the country’s most modern and robust 
private-sector banks.

True to Tay Za’s own philosophy, the company’s motto reads, “We, 
all Myanmar, will develop together.”

As the fi rst bank in Myanmar to offer online banking, or 
“e-banking,” services (in July 2011, for telephone bill payment), AGD 
Bank is leading the modernization of the country’s antiquated banking 
and fi nance sector. In May 2012, AGD Bank signed an agreement 
with Kasikorn Bank, or K-Bank, of Thailand to develop the country’s 
leading remittance service connecting migrants in Thailand with their 
loved ones and dependents at home.

With revisions to the management of the kyat, Myanmar’s offi cial 
currency, and increased fi nancial knowledge and training cooperation, 
the modernization of the banking sector—in a country where less than 
10 percent of the population has a bank account—presents yet another 
area in which the Htoo Group and its companies are charging ahead as 
a shining example of a socially minded, private-sector enterprise.

As the country continues to reform and reconnect with a 
world eager to do business and grow with Myanmar, Tay Za and 
his Htoo Group will no doubt have an important role to play—
as both partners to and advocates of the international business 
community. There is much work to be done, and Tay Za appears 
ready to lead the charge.
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he liberalization of Myanmar’s ports in the aftermath of the 
country’s economic reforms has led to much activity in the 

sector. Plans for new industrial zones near waterways with access 
to overseas markets are intended to boost the country’s trade. 
There are plenty of projects in the pipeline: the Japanese are study-
ing an industrial estate-come-port at Thilawa, some 25 kilometers 
south of Yangon; the Thais are looking to build a US$8.6 billion proj-
ect at Daiwei; and Indian companies are joining up with the Thais 
in a deepwater port project in Sittwe in order to develop western 
Myanmar and northeastern India.

Meanwhile, in Yangon, Captain U Ko Ko Htoo is dreaming of 
creating a “mini-Dubai marina” in the port city. As chairman of the 
Myanmar Industrial Port (MIP), he plans to include offi ces, a hotel, 
cruise facilities, and a recreational area. MIP is the third-largest 
private port in Myanmar. Down the line, he is also looking to put 
Myanmar on the tourist map by connecting cruise lines with Penang 
and Langkawi in Malaysia and Phuket in Thailand. 

In line with his international mindset, Captain Ko Ko manages 
“six companies for deep seafarers, trading, heavy machinery, ship-
ping line, mining (antimony ore, manganese), construction (condo-
miniums), and maybe in the future cruises and hotels in Myanmar,” 
he explains to our reporters. The MIP, established in 2003, handles 
containers and offers port services. It is built according to In-
ternational Standards Organization specifi cations and is currently 
under construction as a joint-venture project of the Ministry of 
Transport and Myanmar Annawa Swan Arshin Group. The work 
should be fi nished in three years. “Of the MIP’s 5 berths, No. 1 and 
2 will offer port services including cargo and recreational facilities 
around the marina area. No. 3, 4 and 5 will be upgraded to become 
new container terminals capable of handling 32,000 containers 
and 1,000 refrigerated containers. The Yangon Port has 18 berths 
and three container yards for international freight liners covering 
the areas from Hteedan to Thanhlyetsun wharves. Thilawa deep 
sea port, located 25 km south of Yangon, has 6 berths,” reported 
Eleven Myanmar newspaper in August. 

The captain reckons he will hire an additional seven thousand 
employees in light of the port expansion.

“In Singapore I have two companies, Continental Investment 
Holdings (distribution) and Continental Shipping Line. In Japan, we 
have the Continental Investment Holdings Company and another 
investment holding. We are dealing in Kobe, and buying auction 
escalators, lifts, etc.”

More than a bridge between India and China, Captain Ko Ko sees 
Myanmar’s position as “in the middle of a triangle, in a strategic position.” 
The captain would be happy to cooperate with Western companies, in 
particular with regard to tourism and property development. 

PortS ModerNiZatioN 
oNGoiNG aS MyaNMar 
returNS to trade MaP
 >>MyAnMAr induStriAl 
Port PlAnS internAtionAl 
eXPAnSion

t
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eLeCtriC SeCtor SetS out iNveStMeNt StaLL
>>A WeAltH oF HydroPoWer And ABundAnt nAturAl 
reSourceS MAKe MyAnMAr An eASy Sell

i n spite of Myanmar’s abundant natural resources and hydro 
potential, the country is still dealing with critical electric-

ity shortages. The 2011 electrifi cation rate stood at 22 percent, 
which means that less than one-third of the population has access 
to electricity. This market potential could translate into billions of 
dollars for savvy investors.

 Sources vary, but in his May 2012 report Electricity in Myanmar: 
The Missing Prerequisite for Development, professor David Dapice 
estimates that the country has a “potential of 40,000 megawatts 
(MW) hydroelectric capacity, of which only 2,560 MW have been 
developed. All other sources in 2011 accounted for only 900 MW 
more, for a total of 3,461 MW.” 

Fundamental for economic growth, the supply of electricity is 
a big challenge for the new government. Demonstrations earlier 
this year showed how this issue is also turning political. 

Why is it, our reporters asked Ei Phyusin Htay, managing direc-
tor of Barons Machinery & Engineering Co. Ltd (BME), that two-
thirds of the population is sitting in the dark in a country with 
such enormous hydropower capability?

“As the second-largest country in the ASEAN area, we have 

huge potential on how we can generate power . . . but there is 
limited access to capital and to technology in order for us not to 
impact the life of people living along the river basin.” 

The government of President Thein Sein takes the concerns 
about environment and local people seriously; he blocked plans 
for the 4,000 MW coal power plant portion of the Dawei project 
as well as the controversial Myitsone project, which would have 
meant 3,600 to 6,000 MW primarily destined for China and con-
struction on a scale larger than China’s Three Gorges. 

A major issue at the moment is that foreign investors export 
the energy to their home countries, and “not much is left for do-
mestic energy generation,” explains Phyusin Htay.

“The power generation sector will grow, and we want to take 
a part in it. This can be the fi rst call for many international devel-
opers looking for big power plants . . . but we know that off-grid 
power plants will be developed by local players.”

The government is well aware of the enormous electrifi cation 
task ahead and has tried to improve the situation by making for-
eign direct investment more attractive and by having an active 
policy of increasing the number of power generation projects 
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across the country. Regarding the latter, BME is a key partner of 
the Ministry of Electric Power. 

The ministry is also seeking cooperation with other ministries 
so it can “provide solid advice on sustainable projects. BME’s role 
is to bring these together, which it did in the form of the fi rst Inde-
pendent Power Projects (IPP) workshop.”

“We have built transmission lines all over the country,” says Phy-
usin Htay, adding that she does not see much competition. “Re-
garding the power plant, we have an advantage over international 
players, like Caterpillar, starting from feasibility studies, local market 
knowledge, and civil engineering assistance. We are also interested 
in projects in neighboring Laos and Cambodia.”

Currently, BME is developing two big power plants of 100 MW 
each. The fi rst one will be built through a Chinese-American 
partnership. Wärtsilä, a Finnish company that manufactures and 
services power sources, is building the second plant. “We aim for 
these projects to become benchmarks. . . . We need to showcase 
what we do, and that is why we are developing these projects.”

Since 2010, about 30 to 40 percent, or 790 megawatts, of Myan-
mar’s energy has been provided by the Yeywa Hydropower Project. 
The project costs add up to between US$700 million and $800 
million. The initials plans were ready in 2001, but due to a lack of 
government funds, the Shwe Taung Group of Companies had to 
wait until 2004 for an initial Chinese investment of $200 million. 

“If you came to Myanmar in 2009, you could have felt how the 
situation then was. Everyday you could have half an hour, one hour 
[of electricity] if lucky. In some rural areas some days they could 
only get ten to fi fteen minutes,” Chairman Aik Htun of Shwe Taung 
remembers. The conglomerate comprises construction, urban de-
velopment and transportation, energy, water management infra-
structure, and other industries.

It is hard to develop basic infrastructure without funding and 
with an obligation to the environment. In fact, it is impossible, 
claims Phyusin Htay: “Renewable energy sources are not sustain-
able for us at the moment. The country is trying to formulate a mix 
of how much coal, gas power, and renewable can be used to provide 
affordable energy for all. Although coal is regarded as dirty fuel for 
Myanmar . . . we can still afford some coal-fi red power plants.” This 
could be the solution for the next fi ve to ten years.

Phyusin Htay has a message for investors and newcomers: 
“Please be patient and understanding with the government.  Sup-
ply a sincere wish list so that we can cope with you and have a 
fruitful relation.”

“In short,” writes Dapice, “a massive increase in electricity gen-
eration and transmission is needed very quickly. Growth rates 
doubling electricity output every four to fi ve years are probably 
needed for a decade. These would require major investments in 
hydroelectricity and in gas and possibly in coal plants.” 
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yanmar has incredibly large min-
eral reserves, of which much re-

mains untapped. Long known for its world-
class gems—most famously rubies, jade, and 
sapphires—and is also rich in tin, antimony, 
chromium, nickel, platinum group metals, 
copper, gold, lead, zinc, silver, tungsten, and 
spinel. And the fairy-tale list of resources 
continues with petroleum, coal, marble, 
limestone, natural gas, and hydropower. But 
Myanmar also has a notable history of pro-
tectionism, starting in the 1500s, when the 
country’s kings fi rst took control of the ruby 
mines, rarely allowing outsiders access. And 
today, the international community impa-
tiently awaits the mining business to be fully 
opened to foreigners. 

 What makes these gems so sought after? 
Their rarity: Myanmar’s rubies are the much-
vaunted dark “pigeon blood” variety and 
account for 90 percent of the global trade. 
Known for its deep green color, jadeite had a 
turnover of $1.75 billion in 2010–2011, good 
for a fi fth of Myanmar’s exports, and the coun-
try is also home to the much-desired Imperial 
jade.The Myanmar Gems Emporium January 
sales accounted for $702.66 million, making it 
a fl ourishing industry thanks to Chinese and, 
to a degree, Thai demand—in spite of bans by 
the United States and European Union.

Despite its protectionist reputation, Myan-
mar’s government does encourage and collab-
orate with foreign mining companies on cop-
per, gold, lead, zinc, iron, and steel production. 

Currently, Myanmar’s mining industry re-
mains rudimentary, with limited technology 
and poor infrastructure. Or, put another way,  
for those willing to take the risk, it has space for 
discovery:  “Just like Canada,” said Jon North in 
an interview with the Myanmar Times, linking 
the state of modern-day Myanmar’s mining 
business to an unexplored Canada a century 
ago. Mr. North is CEO of Canada’s Northquest 
and a trained geologist. His company is cur-
rently exploring gold deposits in central Myan-
mar, and he is bullish about its prospects.

The country’s number-one gem producer 

is Ruby Dragon Companies, which was 
founded in 1992 and is one of the most 
successful conglomerates in Myanmar, with 
3,000 employees. The original fi rm started in 
mining and got involved over the years in the 
jade and gem fi nishing and cutting, cement, 
winery, canning,, agriculture, tourism, and 
hotel industries. 

Chairman U Nay Win Tun is looking 
forward to the moment when the mining 
business will be fully opened to foreigners: 
“We have suffi cient raw materials,” he says. 
The international community should invest, 
and it “will be able to compete with China. 
The economy will be developed if there is 
competition.”

This self-made man is not simply interested 
in increasing his turnover; he has invested 
US$1.5 million in the Metals Foundation, 
which aims to educate mining engineers and 
technicians from all ethnic backgrounds. “Now 
I am helping to set up ten companies in each 
state with my own money.” On a different 
note, Win Tun is also active in the eradication 
of opium fi elds, which he replaces with 
sugarcane.  Win Tun is also the owner of Red 
Mountain Estate Vineyards & Winery, which he 
founded in 2002. A glass of Sauvignon Blanc? 
This proud visionary makes it all!

Delco Mining Co. operates one of the big-
gest mining sites in southern Myanmar. The 
group, founded in 2007, includes Myanmar 
Apex (Pang Wah) Mining Co., Natural Energy 
Wave Co., and Diamond Auto Services and 
has about three hundred employees.

Delco Mining Co.  is the leader in tin-
tungsten and mixed ores and has ambitious 
future plans to meet domestic and overseas 
demands. “If there is one sector in which 
Myanmar is a global player, it is mining. . . . We are 
committed to supplying high-quality advanced 
materials while respecting the environment. . 
. . However, we cannot stop there, and that 
is why we are interested in offering to our 
customers more elaborate products to fulfi ll 
their demands. This would be benefi cial for 
Delco, but also for the country as a whole. 

We want to team up with foreign investors in 
mutual benefi t to achieve our goals,” explains 
Mr. Ding Ying, chairman of the company. Delco 
has plans for involvement in the Dawei deep-
sea port’s hydropower project and in the 
construction of a dam.“We intend to continue 
growing with the country.” Delco has a lot to 
offer future foreign partners, and it is sure to 
consolidate its leadership in the tin-tungsten 
and mixed ores segment.

She Shines Gems is Myanmar’s leading 
luxury jeweler and a proud family business, 
with an annual turnover of around US$50 
million, boasting customers from all over the 
region. It all started about fi fteen years ago, 
when the mother of the current managing 
director started selling jewelry from home, 
with the gems from a relative’s mine. Five 
years later, the family bought a factory and a 
showroom, and She Shines was born, says Soe 
NanThi, the managing director. 

She Shines sells high-quality gems, such 
as jade, ruby, and sapphire, but doesn’t 
fear competition. Sri Lanka, for example, 
produces good-quality sapphire, but, Ms. Nan 
Thi explains,“That is mostly heated. Burmese 
is never heated. When people want to buy 
for investment, they prefer to buy a natural 
stone.” She estimates that her country 
produces about 70 percent of the world’s 
sapphires. “Jade is good for 100 percent,” 
she continues. “Chinese jade is in reality of 
Myanmar origin.”

She Shines has about seventy employees, in-
cluding twelve Thai gem technicians who train 
the locals. Ms. Nan Thi plans to open a second 
shop in Yangon and then go international: “I 
bought an offi ce in Hong 
Kong. If we have the chance, 
we want to ex-
tend to Europe, 
and are looking 
at Switzerland 
at present.”

ForShe Shines, 
the future is 
dazzling.
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BooM tiMeS for MiNiNG SeCtor    
>>PreciouS MetAlS And geMStoneS Fuel inveStMent BooM, 
AS cHinA SPendS

23       Nay Win Tun, Chairman
Ruby Dragon Companies
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The End of the Age of 
Petraeus
The Rise and Fall of Counterinsurgency

Fred Kaplan

The downfall of David Petraeus sent such shock waves through 
the policy establishment when it hit the news in november 
because the cause was so banal: the most celebrated and con-

troversial military officer of our time compelled to resign from his dream 
job as cia director as the result of an extramarital affair. yet long after 
the headshaking details are forgotten, Petraeus’ larger significance will 
remain, as his career traced one of the era’s crucial strategic narratives—
the rise and fall of counterinsurgency in u.s. military policy. 

As recently as 2006, the country’s top generals were openly scorning 
counterinsurgency as a concept; the secretary of defense all but banned 
the term’s utterance. one year later, it was enshrined as army doctrine, 
promoted at the highest levels of the Pentagon, and declared official 
u.s. policy by the president. then, five years after that, a new president 
and new defense secretary barred the military chiefs from even con-
sidering counterinsurgency among the war-fighting scenarios used to 
calculate the military’s force requirements.

the swerves reflected the changing courses of the wars being fought 
on the ground. the George W. Bush administration had invaded 
Afghanistan in 2001 and iraq in 2003 with a “light footprint” strategy, 
designed to defeat the enemies and get out quickly to avoid getting 
bogged down. that approach, however, revealed its limits as iraq began 
unraveling soon after the collapse of saddam hussein’s regime, and by 
mid-2006, the country had slipped into a vicious, chaotic civil war. A 
desperate Bush decided to gamble on counterinsurgency in a last-ditch 

fred kaplan is the “War Stories” columnist for Slate and the author of The Insurgents: 
David Petraeus and the Plot to Change the American Way of War (Simon & Schuster, 2013), 
from which this essay is adapted. Follow him on Twitter @fmkaplan.
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effort to head off disaster, and he picked Petraeus, the author of a new 
army manual on the subject, to lead the effort. the apparent success 
of the new approach in stanching the bleeding inspired commanders, 
including Petraeus himself, to apply it to the worsening conflict in 
Afghanistan as well. But its apparent failure there led President Barack 
obama—never a huge fan—to back away from the strategy not only 
there but in general.

u.s. troops are now out of iraq and being drawn down in Afghan-
istan, but the basic questions about counterinsurgency—or coin, as 
it is widely abbreviated—remain. Did it really succeed in iraq, and if 
so, how? Why did it not work in Afghanistan? is it a viable strategy 
for dealing with contemporary insurgencies, and even if it is, can it 
be employed by a democracy, such as the united states, with little 
patience for protracted war?

THE ROOTS Of THE COIN CABAL
the revival of coin in the Age of Petraeus—a brief era, but worthy 
of the title, so thorough was his influence and the improbable fame 
he attained—was in part the product of generational politics. in 1974, 
when Petraeus graduated from West Point, the Vietnam War was 
approaching its inglorious denouement, and the u.s. Army’s senior 
leaders were determined never to fight guerrillas again, in the jungle 
or anyplace else. they turned their gaze instead to the prospect of a 
major conventional war with the soviet union on the wide-open 
plains of europe and threw out the books on what they termed “low-
intensity conflict.” By the early 1990s, army scribes had come up with 
a still more dismissive term: “military operations other than war,” 
abbreviated as mootw (pronounced “moot-wah”). And the feeling 
was, as General John shalikashvili, former chairman of the Joint chiefs 
of staff, once muttered, “Real men don’t do moot-wah.”

Many of today’s officers, however, rose through the ranks fighting 
precisely these “other-than-war wars” (as some called them), in el 
salvador, Panama, somalia, haiti, and the Balkans, which didn’t seem 
so low intensity and certainly felt like wars. Petraeus himself spent 
the early years of his career as an airborne infantry officer in France 
and italy, where he happened upon a shelf-load of books touting what 
the French call “revolutionary warfare”: Jean lartéguy’s novel The 
Centurions, Bernard Fall’s Street Without Joy and Hell in a Very Small 
Place, and, most influential, David Galula’s Counterinsurgency Warfare: 
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Theory and Practice. Galula, who had observed and fought in several 
counterinsurgencies himself, was unlike any author Petraeus had read 
before. “Revolutionary war,” his book stated, has “special rules, different 
from those of the conventional war.” it’s 
like a fight between a lion and a flea: 
the flea can’t deliver the knockout punch, 
and the lion can’t fly. the insurgent 
can sow disorder anywhere, whereas the 
counterinsurgent—fighting on behalf of 
the government—has to maintain order 
everywhere. Defeating fleas requires 
draining the swamp that sustains them; 
defeating insurgencies requires protecting, then wooing or co-opting, 
the population that sustains their cause. As Galula described, a soldier 
in a coin campaign must “be prepared to become a propagandist, a 
social worker, a civil engineer, a schoolteacher, a nurse.” likewise, “a 
mimeograph machine may turn out to be more useful than a machine 
gun,” and “clerks [are] more in demand than riflemen.” these kinds 
of wars, Galula calculated, quoting Mao, are “20 percent military action 
and 80 percent political.”

in the mid-1980s, Petraeus spent a summer as an aide to General 
John Galvin, head of the u.s. southern command. central America 
was then blazing with the sorts of insurgencies that Petraeus had 
previously only read about; in el salvador, u.s. military aides were 
devising something close to a counterinsurgency plan. toward the end 
of his stay, Petraeus ghostwrote an article for Galvin titled “uncom-
fortable Wars: toward a new Paradigm,” which called on the army to 
abandon its obsession with big wars and firepower and to recognize the 
prevalence of new kinds of warfare—subversion, terrorism, guerrilla 
insurgencies. When he returned to the states, Petraeus elaborated on 
these points in a Princeton doctoral dissertation on the army’s “myopic” 
post-Vietnam aversion to such conflict and its need to change its 
doctrine, tactics, and personnel policies accordingly.

in the mid-1990s, Petraeus served as chief of operations in the u.s.-
led multinational peacekeeping force in haiti, his first experience 
with full-fledged nation building. A few years later, in 2001, he was 
deployed to sarajevo, as nato’s assistant chief of staff for operations 
and deputy commander of a clandestine unit called the Joint interagency 
counterterrorism task Force. A briefing for his campaign plan 

Few U.S. military 
commanders detected the 
rise of an insurgency in 
Iraq; fewer still understood 
its implications. 
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emphasized the need both to go after the terrorists directly and to 
address the problem’s root causes, tackling unemployment, the issue 
of sanctuaries, and a corrupt justice system.

in 2003, the united states went to war in iraq, and the campaign 
plan devised by secretary of Defense Donald Rumsfeld and tommy 
Franks, head of the u.s. central command, had no use for any of this. 
it was intended to be a “shock and awe” campaign to topple the regime 
quickly and then hand over responsibility for the country to some-
body, anybody else—American allies, iraqi exiles, untainted local 
leaders, whatever. Petraeus commanded the 101st Airborne Division 
during the brief but fierce drive to Baghdad. 

it was after saddam fell that Petraeus made his mark. Assigned 
to occupy the northern iraqi province of nineveh, including the 
city of Mosul, he applied all the lessons he had learned during his 
stints in central America, haiti, and Bosnia and from his readings 

of Galula and the other coin classics 
(which he brought with him and con-
sulted frequently). he sought out and 
worked closely with community leaders, 
vetted candidates for new local elections, 
got gas pumps working, reopened the 
university, even opened the province’s 
border with syria. Petraeus was doing 
all this on his own initiative. Few other 
commanders detected the rise of an 

insurgency; fewer still understood its implications. they had not read 
up on counterinsurgency strategy: it hadn’t been taught at West Point 
or any of the army’s war colleges recently, and a field manual on 
the subject had not been published in 20 years. 

in 2005, Petraeus returned home to command the u.s. Army 
combined Arms center, at Fort leavenworth, Kansas. he was deter-
mined to get coin into the army’s official curriculum, to see that it 
was part of the predeployment training programs for all units, and 
above all to write a new counterinsurgency field manual. At the same 
time, under the radar, a new generation of like-minded officers was 
rising through the service ranks, inspired by similar experiences and 
imbued with similar insights. Much of the new thinking was coalescing 
in West Point’s Department of social sciences, known as “sosh,” 
where Petraeus had taught while finishing his dissertation. sosh had 

Petraeus’ counterinsurgency 
field manual was published 
to much acclaim, some 
criticism, and a surprising 
level of curiosity. 
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long been the army’s locus of unconventional thinking, run by pro-
fessors determined to turn out “very broad-gauged individuals,” not 
just battalion commanders. For the junior officers who had returned 
from the mootw wars of the 1980s and 1990s to teach in Sosh and West 
Point’s history department, the curriculum and discussions reinforced 
what they had learned on the foggy battlefields in the developing world: 
that such fights had at least as much to do with politics and economics 
as with military tactics and that most of their senior officers—still stuck 
on Cold War precepts stressing large maneuvers and heavy firepower—
were ill equipped to command irregular wars.

This group included John Nagl, who would go on to write an influen-
tial book on counterinsurgency, Learning to Eat Soup With a Knife; H. R. 
McMaster, who would command one of the Iraq war’s most successful 
coin campaigns, in the city of Tal Afar; Kalev “Gunner” Sepp, who would 
help set up a coin academy for all incoming soldiers in Iraq; and others. 
During the early years of the U.S. occupation of Iraq, as they realized 
that the war there had morphed into an insurgency that American mili-
tary and political leaders didn’t recognize or know how to fight, these 
peculiar officers, along with a few outsiders, wrote articles for army 
journals, attended workshops and conferences, and formed a nascent 
community—“the coin cabal,” or “the Sosh Mafia,” as some called it. By 
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the time Petraeus set out to write a new coin field manual, this network 
was already in place for him to draw on—and with Petraeus, it gained a 
leader with ferocious ambition, talent, and stars on his epaulets.

fROM fRYING PAN TO fIRE
Meanwhile, all hell was breaking loose in iraq. the calm that Petraeus 
had achieved in Mosul quickly eroded when the 101st Airborne Division 
rotated out and was replaced by a smaller force with a conventional 
approach. other parts of the country deteriorated faster and further. 
During the three years after the fall of Baghdad, an overtaxed u.s. 
civilian occupation authority, a hapless and underresourced u.s. mili-
tary command, and iraq’s own fractious politics combined to produce 
vicious anarchy. the increasingly authoritarian national government in 
Baghdad was competing for power not only with insurgents led by 
disaffected sunnis and radical jihadists in the west and north but also 
with separatist shiites in the south. the capital itself became a killing 
field, with the conflict throwing up scores of mutilated bodies weekly.

on February 23, 2006—the same day that Petraeus commenced a 
workshop on his new coin manual at Fort leavenworth—sunni 
insurgents blew up the Golden Mosque, a major shiite shrine in 
samarra, sending iraq to the brink of civil war and giving Petraeus a 
greater sense of urgency. Pushing the manual through a resistant army 
bureaucracy and corralling support for coin among opinion leaders now 
appeared vital not only to shifting the military’s broader view of warfare 
but also to avoiding catastrophe in iraq. Petraeus had heard stirrings 
that in a year’s time, he might be sent back to iraq as the new u.s. 
commander there. to be able to impose his nineveh strategy across 
all of iraq, however, he would need the cover of officially sanctioned 
doctrine, which the field manual, if accepted, would provide.

General George casey, then the u.s. commander in iraq, had 
signed on to a coin campaign plan the previous summer, influ-
enced by his two strategic advisers, sepp and colonel William 
hix, co-founders of the coin academy. But by the time of the samarra 
attack, sepp, hix, and their team of advisers—mostly think-tank 
Ph.D.’s, nicknamed “doctors without orders”—had rotated out. And 
casey’s support for coin had always been shallow. he had served in 
Bosnia, but unlike Petraeus, he saw it not as a model for future 
wars but as a trap, in which the locals took advantage of the large 
and active u.s. presence to shirk their own responsibilities even 
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as their resentment of the outsiders grew. casey was also an institu-
tional army man, and from that perspective, he saw iraq draining the 
army of resources. Finally, he had his orders: Rumsfeld was telling 
him to lower the u.s. profile and get out of iraq as quickly as possible.

so casey responded to the samarra bombing and the subsequent 
violence by returning to his pre-coin position. the war, as casey saw 
it, had degenerated into a battle for political and economic power 
among many ethno-sectarian factions, and with no single insurgency, 
it made no sense to pursue a counterinsurgency strategy. he reverted 
to the only alternative he knew, his original plan, written before hix 
and sepp joined his staff, which involved turning over authority to 
the iraqi government and withdrawing rapidly.

to the coin advocates, casey was defining counterinsurgency too 
literally. Another phrase for such campaigns, after all, is “stability 
operations,” and iraq in the spring of 2006 was the very picture of 
instability. handing responsibility to the shiite-dominated iraqi gov-
ernment would make things worse rather than better, since the govern-
ment was itself one of the warring factions. the interior Ministry’s police 
weren’t guardians of public order; they were death squads assassinating 
sunnis in broad daylight. the health Ministry’s guards were refusing 
to treat wounded sunnis in their emergency wards and, in some cases, 
were actually murdering them. scaling back and pulling out would pour 
oil on the flames and possibly ignite a broader regional conflict.

the alternative put forth by the “coindinistas” came straight from 
Galula. the task of a counterinsurgent army, he had written, was to push 
the bad guys out of one area at a time, and then to stay there, so they 
wouldn’t come back. Meanwhile, it also had to train the local police and 
soldiers, so they could secure their country by themselves, and help the 
local government provide basic services, thus earning the allegiance of 
the people and drying up, or co-opting, their support for the insurgency. 
the shorthand term for this strategy (taken from a similar, although 
brief, effort during the Vietnam War) was “clear, hold, and build”: clear 
the insurgents, hold the area, and build services and support.

Petraeus’ coin field manual was published on December 15, 2006, 
to much acclaim, some criticism, and a surprising level of curiosity. in 
part because of Petraeus’ fame as the hero of Mosul and his knack for 
dealing with the press and congress, 1.5 million people downloaded the 
manual’s online edition in its first month on u.s. Army Web sites. But 
army doctrine was one thing, national policy another. Before it could 
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have much effect on the war or the u.s. military at large, four changes 
would have to take place: there would have to be a new secretary of 
defense in Washington, a new u.s. commander on the ground in iraq, 
more troops to implement the new approach, and a clear example of 
practical success to light the way forward. As it happened, in the month 
that the manual was published, the groundwork was laid for all four.

THE STORY Of THE SURGE
on november 7, 2006, the Republican Party had lost badly in the 
midterm elections; as Bush noted, the voters had given his adminis-
tration and party “a thumping.” in the wake of the defeat, Bush fired 
Rumsfeld, the chief theorist and most passionate advocate of the 
“light footprint” approach, paving the way for serious consideration 
of the alternative iraq strategy that had been gaining ground among 
dissidents in various quarters.

the case for what would come to be known as “the surge” grew out 
of quantitative analysis but spread as a result of bureaucratic network-
ing. During the course of 2006, the iraq study Group—a blue-ribbon 
panel appointed by congress to give advice on the faltering war effort—
held its deliberations about what the government should do next. As the 
fall progressed, Frederick Kagan, a defense analyst at the American 
enterprise institute, worried that the commission would recommend 
a rapid withdrawal rather than a commitment to stay and win. Kagan 
had spent the previous decade as a civilian professor of military history 
at West Point, teaching, among other things, the course on revolu-
tionary warfare, the academy’s one post-Vietnam concession to coin 
theory. one of his colleagues during those years, and for a time his 
officemate, was McMaster, the commander of the coin campaign in 
tal Afar. McMaster was now in Washington, as one of 15 colonels 
secretly advising the Joint chiefs of staff on options for iraq. (he had 
been recommended by Petraeus.)

Kagan and McMaster both agreed with casey’s critics, but Kagan 
needed some hard evidence to back up his case against the hand-over-
and-withdraw plan. McMaster suggested that Kagan call two of his 
former aides from tal Afar, colonel Joel Armstrong and Major Daniel 
Dwyer, who had done the fine-tuned analysis that made the operation 
there a success, including crunching the numbers on how many troops 
were necessary, when, and where. (Both had since retired from the 
army.) Kagan and a few assistants had already gone through the open-
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source literature to pinpoint the iraqi neighborhoods with the most 
violence, mainly in Baghdad and Anbar Province. Armstrong and Dw-
yer now called up overhead images of those areas on the Google earth 
Web site and calculated how many troops would be needed to secure—
to clear and hold—each area. the con-
clusion: five brigade combat teams and 
two regimental combat teams, about 
24,000 extra troops in all. Dwyer then 
computed how quickly those units 
could be mobilized to iraq, drawing on 
the army’s “force generation model.” 
(the model was classified, but Dwyer, 
to his amazement, found it reprinted on Wikipedia.) it turned out that 
five brigade combat teams and two regimental combat teams were 
exactly the number that could be spared for iraq.

Kagan, Armstrong, and Dwyer prepared a PowerPoint briefing based 
on their analysis—55 slides in all—and presented it at a conference in 
early December. But first, Kagan showed it to Jack Keane, a retired army 
general who was also growing worried about iraq. As it happened, Keane 
had been called to a White house meeting the following week, as one of 
a handful of experts to discuss iraq with Bush. Keane brought along a 
copy of Kagan’s slides and gave them to Vice President Dick cheney. 
During the meeting, all the experts urged Bush to fire casey. Bush asked 
who should replace him. Keane mentioned Petraeus; others agreed.

Bush had recently appointed Robert Gates, a former cia director, to 
be Rumsfeld’s successor, and on his first full day in the position, Gates 
and a handful of his staff members flew to iraq. eric edelman, then 
undersecretary of defense, had found out about the briefing by Kagan, 
who had worked long ago as his intern, asked for a copy of the slides, and 
showed them to Gates on the flight over. “the president has seen these,” 
edelman said. “you should, too.” Meanwhile, Petraeus had been tapping 
into his own network, including McMaster, several other colonels and 
generals on the Joint staff, and, not least, Meghan o’sullivan, Bush’s 
special assistant on iraq, with whom Petraeus had established a back 
channel: she would use him for a reality check on casey’s reporting, and 
he would use her for updates on the state of play in the White house. 

By the time Bush met with his senior national security advisers in 
crawford, texas, over christmas to discuss iraq, the fix was in place for 
the surge, a change of strategies, and the appointment of Petraeus as top 

Petraeus frequently said 
both publicly and privately 
that the surge was a  
means, not an end. 
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commander. in a prime-time speech on January 4, 2007, announcing 
his plans, Bush declared that the situation in iraq was unacceptable 
and that “we need to change our strategy.” to facilitate the change, he 
said, he had decided to send “more than 20,000 additional troops”—
five army brigades to Baghdad and another 4,000 marines to Anbar. 
“in earlier operations,” he noted, “iraq and American forces cleared 
many neighborhoods of terrorists and insurgents, but when our forces 
moved on to other targets, the killers returned. this time we’ll have 
the force levels we need to hold the areas that have been cleared.” 
counterinsurgency was now official policy.

STANCHING THE BLEEDING
While these maneuverings were playing out on the home front, some-
thing was happening in the epicenter of violence in iraq. seventy miles 
west of Baghdad, in the capital of Anbar Province, Ramadi—a city of 
nearly half a million people where sunni insurgents ran free and 
al Qaeda gunmen enjoyed unchecked control—a mere 6,000 u.s. 
troops were turning the war around through classic coin techniques, 
with little direction or even recognition from Baghdad or Washington.

the phenomenon came to be called the Anbar Awakening. it began 
when local sunni sheiks concluded that the jihadists in their midst 
were stepping out of line: forcibly marrying their daughters and killing 
anyone who resisted, often dumping their bodies in fields rather than 
giving them proper Muslim burials. sunni militiamen who had been 
shooting at the American occupiers a few weeks earlier now started 
asking them for help against a common—and more dangerous—
enemy. colonel sean MacFarland, the army brigade commander on 
the ground, had been a sosh cadet at West Point, had pored over coin 
literature at Fort leavenworth’s school of Advanced Military studies, 
and, more recently, had replaced McMaster as the commander in 
charge of tal Afar. McMaster had briefed him fully on what he had 
done there; MacFarland added his own twists and later decided to apply 
the same principles when he was reassigned to Ramadi.

Ramadi was a tougher nut to crack. once McMaster had driven 
the insurgents out of tal Afar, for example, he built a fence around 
the city to keep them out, but in Ramadi, the insurgents were living 
in the city. so MacFarland had to find potential allies, recruit them 
into a police force, and hand out money for economic development 
projects, all while heavy fighting was still going on. 
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still, by the time Petraeus returned to iraq, the clear, hold, build 
approach was showing results in Anbar, and the new commander 
decided to extend it throughout the sunni regions of the country. he 
called the program the sons of iraq, recruiting former militiamen 
to join the fight against al Qaeda, giving them weapons, and paying 
them out of his commander’s discre-
tionary fund (a move of borderline 
legality, but he persuaded his lawyers 
to approve it under the rubric of “site 
security”). “cash is a form of ammuni-
tion,” Galula had written, and Petraeus 
kept it flowing.

in that first year, as the surge took 
hold and the strategy evolved, casualties 
at first rose but then subsided. the cycle 
of violence—the persistent pattern of sunni attack sparking shiite 
retaliation, provoking sunni attack, and so on—broke.

the Anbar Awakening had preceded Petraeus and the surge, and it 
was initiated by sunnis, not Americans. But it took an officer of 
MacFarland’s training and disposition to grasp its potential and respond 
to it shrewdly. even then, it would have remained a local phenomenon 
had it not been for the surge and Petraeus. the surge provided the 
resources to spread the Awakening across the rest of iraq; Petraeus 
knew exactly how to spread it.

Petraeus’ success, throughout his career, had stemmed in part 
from his brazen assertiveness. During the casey era, u.s. forces often 
faced attacks from a shiite militia based in the Baghdad neighbor-
hood of sadr city, but iraqi Prime Minister nouri al-Maliki barred 
casey from responding, and casey complied. By contrast, Petraeus 
simply ordered his troops into sadr city without telling Maliki 
ahead of time, then gave him intelligence materials showing that 
Muqtada al-sadr, the militia’s leader, was not the reliable friend that 
Maliki had believed.

the 2007 turnaround in iraq was remarkable, but it was also over-
sold. it was not due entirely to the surge or to coin or to Petraeus 
personally. there were other factors, which had little to do with any-
thing the Americans had done (apart from invading iraq and thus 
ripping its social fabric apart in the first place). Petraeus’ command 
and the surge came late to the civil war. Many areas of violence had 
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already been cleared through ethnic cleansing and the exile of hun-
dreds of thousands of sunnis. Moreover, the sunnis would not have 
been so eager to split with the jihadists, much less ally with the 
Americans, had they not realized that they were losing the civil war 
against the shiites. similarly, Maliki consented to u.s. assaults on 
shiite militias in part because he had no choice but also because he, 
too, had come to realize that his erstwhile partner sadr was at least 
as much a threat as an ally.

there was also a larger issue. Petraeus frequently said both 
publicly and privately that the surge was a means, not an end. 
the idea was to give iraq’s factions a relatively calm breathing 
space in which they could work out a durable political settlement, 
one that reconciled sunnis and shiites so as to create truly national 
institutions, dealt with Kurdish claims of regional autonomy, divided 
up iraq’s oil wealth, and resolved property disputes in Kirkuk. six 
years later, none of this has happened. the surge and the switch 
to coin can be seen, in retrospect, as mere tactical successes at 
best. At the time, however, they were seen as much more than 
that, and so they helped shape decisions when it came to the next 
large-scale escalation. 

LATHER, RINSE, REPEAT
During the 2008 presidential campaign, obama repeatedly called for 
sending more troops to Afghanistan. Many thought he was playing 
politics: iraq was Bush’s war, therefore bad; Afghanistan was the war 
Bush had neglected, therefore good. there may have been something 
to this, but another factor was that one of obama’s foreign policy 
advisers was Bruce Riedel. A recently retired cia analyst with a specialty 
in south Asia, Riedel possessed a deep knowledge of terrorist groups 
in Afghanistan and Pakistan, and the Democratic candidate heeded 
his briefings on their dangers.

After his election, obama set about making good on his commit-
ment, putting Riedel in charge of a quick review of policy toward 
what was now called AfPak. the results of the review were announced 
at the end of March 2009, enshrining goals for Afghanistan—to 
“degrade, dismantle, and destroy al Qaeda”; accelerate training of the 
Afghan military; and build up the Kabul government—and arguing 
that the best way to accomplish them, at least in the southern part of the 
country, was through “a fully resourced counterinsurgency strategy.” As 
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Cauldron of Resistance
Ngo Dinh Diem, the United States, and 
1950s Southern Vietnam
Jessica M. chapMan

“Cauldron of Resistance is a major addition to 
the growing literature on the complexities of 
Southern Vietnam in the 1950s. In more detail 
than any account I’ve yet read, Chapman offers 
an indispensable analysis of the daily politics of 
Southern Vietnam, illuminating as she goes the 
policies of both Vietnam and the United States.”

—Marilyn Young, author of The Vietnam 
Wars, 1945–1990
$39.95 cloth | The United States in the World

New in Paperback

War on Sacred Grounds
Ron e. hassneR

“An important and engaging work. Hassner 
explores why sacred places are contested and 
then examines why the ‘indivisibility’ of sacred 
sites makes them more problematic to solve 
than common territorial disputes.”

—Middle East Journal
$19.95 paper

What Rebels Want
Resources and Supply Networks in Wartime
JennifeR M. hazen

In What Rebels Want, Jennifer M. Hazen 
challenges the commonly held view that 
rebel groups can get what they want, when 
they want it, and when they most need it. 
Hazen’s assessments of resource availability 
in the wars in Sierra Leone, Liberia, and Côte 
d’Ivoire lead to a better understanding of rebel 
group capacity and options for war and war 
termination.
$45.00 cloth

www.CornellPress.Cornell.edU

Hidden Hunger
Gender and the Politics of Smarter Foods
aya hiRata KiMuRa

“In Hidden Hunger, Kimura usefully points out 
and illustrates how government and industry 
persistently and nonsensically ignore the views 
and needs of the supposed ‘target groups’—
women and children.”

—Carol J. Pierce Colfer, 
author of The Complex Forest
$24.95 paper

The Politics of Timor-Leste
Democratic Consolidation after Intervention
edited by Michael leach and daMien KingsbuRy

“The Politics of Timor-Leste is an essential 
reference point for anyone concerned with the 
most important political issues to be addressed 
by the country in the coming years. Its authors 
provide a comprehensive overview of political 
parties, and the electoral and judicial systems, 
and describe the main aspects of development 
strategies implemented since independence.”

—John G. Taylor, author of East Timor: 
The Price of Freedom
$23.95 paper | Distributed for Southeast Asia 
Program Publications

Back in Print

Inadvertent Escalation
Conventional War and Nuclear Risks
baRRy R. posen

“As long as nuclear weapons exist, they may 
be used, and Barry Posen’s book is a valuable 
contribution to thinking about ways in which 
nuclear weapon use might come about.”

—International Affairs
$29.95 paper | Cornell Studies in Security Affairs
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in iraq, the new policy was accompanied by a dynamic new commander, 
General stanley Mcchrystal, and some additional troops.

By his own admission, Riedel knew nothing about coin beforehand 
and was influenced on this point by one of the members of the inter-
agency group that worked on the review: Petraeus, now commander 
of central command. Most of obama’s senior advisers backed the 
idea, again under Petraeus’ influence, but there were two major dis-
senters. Vice President Joseph Biden favored a “counterterrorism-plus” 
strategy—just going after the insurgents (using drones strikes and 
special Forces raids) and training the Afghan army—on the grounds 
that coin would take too long and exhaust the public’s patience. the 
other skeptic was Gates, who had stayed on as defense secretary. he 
had been deputy director of the cia when the soviets crashed and 
burned on Afghanistan’s forbidding terrain, and he worried that if the 
u.s. footprint got too large and intrusive, history might repeat itself.

By late summer, two things had changed Gates’ mind. the first 
was an article in The Weekly Standard called “We’re not the soviets 
in Afghanistan,” by Kagan (who had made the case for the surge in 
iraq), which noted that the soviets had rolled in with brute force, 
that their arsenals contained no precision weapons, and that their 
soldiers had had no experience with coin. the united states would 
do things differently. the second was a 66-page secret report by 
Mcchrystal, who had conducted his own policy review, with his own 
team of coindinistas, after arriving on the scene.

the report was leaked to The Washington Post in september, just as 
the White house was in the midst of another review of its policy on 
Afghanistan. obama’s top aides were infuriated, seeing the leak as 
additional pressure from the generals to jump into a full-scale coin 
campaign. At the end of the year, obama announced a compromise 
decision: Mcchrystal would get his Afghan surge (33,000 u.s. 
troops plus 7,000 more from nato allies), but they would have a brief 
window in which to operate; withdrawal would begin in mid-2011.

the new commander was not a newcomer to coin theory, as some 
believed at the time. At West Point, where Mcchrystal was two years 
behind Petraeus, his favorite course had been the one on revolutionary 
warfare. But his recent experience lay in the kill-and-capture realm, 
which he had revolutionized during the iraq war as head of the Joint 
special operations command. When reintroduced to coin as he took 
command in Afghanistan, he embraced it with the zeal of a convert. 
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Mcchrystal’s tenure was not a success. he embraced coin with a 
rigid literalism. Galula had defined counterinsurgencies as 80 per-
cent political and 20 percent military action; Mcchrystal, in his 

official “coin Guidance,” put the split at 
95/5, weighing down his officers with 
incapacitating rules of engagement. 
his intention was to put an end to 
the free-fire zones and strafing that 
his predecessor had encouraged. But 
he had an oddly mechanical view of 
the strategy’s workings. Planning his 
first offensive, in Marja in early 2010, 
he thought the fighting would be 

over in a week or so, and then, as he told Dexter Filkins of The New 
York Times, “We’ve got a government in a box, ready to roll in.” 
nothing was so simple. the fighting persisted; the “government in 
a box” was illusory.

that summer, Mcchrystal resigned after Rolling Stone published 
an article quoting him and his staff making crude comments about 
senior u.s. officials. obama appointed Petraeus to take his place. if 
anyone could make coin work in Afghanistan, it was the general who 
had seemed to make it work in iraq.

the problem was that no one could make it work in Afghanistan. 
sometimes, Petraeus himself seemed to understand this. one chapter of 
Galula’s book (which he continued to consult) is titled “the Prerequisites 
for a successful insurgency.” the conditions it describes include a weak 
or corrupt government; a neighboring country that offers safe havens; 
a predominantly rural, illiterate population; and a primitive economy—
precisely the traits that marked hamid Karzai’s Afghanistan. in the 
PowerPoint briefing that Petraeus delivered to countless delegations 
visiting his Kabul headquarters, he titled one slide “storm clouds,” 
listing all these factors as ill omens for the war’s outcome.

But Petraeus’ optimism burst through all too persistently. Petraeus 
recognized the obstacles, but surmounting obstacles was his specialty; it 
was what he did, most recently, and remarkably, in iraq. intellectually, he 
understood that the two wars and the two countries were very different; 
his PowerPoint briefing included a slide that read, “Afghanistan is not 
iraq.” But iraq was what he knew best, so it was natural for him to view 
Afghan problems through an iraqi prism. his instinctive reaction to 

McChrystal embraced 
counterinsurgency with a 
rigid literalism, weighing 
down his officers with 
incapacitating rules of 
engagement. 
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each new challenge was to seek a parallel from his years in iraq (We solved 
that this way in Mosul. . . . We did this when that happened in Anbar. . . . I 
said this when Maliki threatened to do that). once he drew a comparison 
between Kabul and Baghdad during a conversation with Karzai himself. 
Afterward, one of his aides, who had worked in both countries, told him 
bluntly, “Don’t talk about iraq so much,” adding, “it might be a great 
mental exercise for you to try not thinking about iraq at all.” Petraeus 
nodded and said, “i’m working on it.”

the fact was that there were no parallels to what had facilitated 
coin in iraq: the sectarian and tribal divides were more complex; there 
was no foundation for, say, a Pashtun Awakening; the main enemy, the 
taliban, was homegrown, not foreign. the problem wasn’t Petraeus or 
Mcchrystal or even Karzai; it was that Afghanistan was not susceptible 
to coin. eventually, obama recognized this. he had endorsed a surge 
and coin in Afghanistan provisionally, giving the policy 18 months to 
produce results. the generals assured him, with more hope than analysis, 
that this was feasible. When it proved otherwise, he pulled out the 
surge troops and scaled back coin to Biden’s counterterrorism-plus. 
Meanwhile, he had killed osama bin laden and decimated al Qaeda’s 
ranks, so he could do all this while declaring victory.

Back in February 2006, at the workshop that Petraeus held at Fort 
leavenworth to discuss the coin field manual, some attendees had 
questioned the whole enterprise. Were the historical precedents for 
coin—mainly, colonial wars against Maoist insurgents—relevant 
against messianic jihadists in failed but sovereign states? if the main 
goal of a coin strategy is to help the local government attain legitimacy, 
what does legitimacy mean and how can it be promoted? And is the 
necessarily protracted nature of a true counterinsurgency campaign 
plausible given the u.s. political system’s demand for quick results? 
Petraeus had written in his dissertation that “Vietnam was an extremely 
painful reminder that when it comes to intervention, time and patience 
are not American virtues in abundant supply.” Were he to update his 
thesis, he might note that iraq and Afghanistan are now such reminders 
as well.

THE fIRE NExT TIME
As the Age of Petraeus comes to a close, what lessons can be learned? 
A coin approach did help produce stunning results in parts of iraq and 
Afghanistan, most notably Mosul, tal Afar, and Anbar Province, whose 
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Awakening then spread to many other sunni districts. the distinctive 
thing, however, was that in these areas, the Americans and the local 
authorities—the mayor, the provincial council, or tribal elders—shared 
common interests or at least common enemies. But in both iraq and 
Afghanistan, the central governments, which coin was ultimately 
supposed to strengthen, were another matter. if the identity and 
interests of a government obstruct the regime’s willingness or ability 
to govern its people with legitimacy, and if the intervening power has 
little leverage to alter this fact, then a counterinsurgency campaign 
may be futile.

the hubbub over Petraeus and his coin field manual was always 
overblown. counterinsurgency is a technique, not a grand strategy. 
Field manuals are guides for officers preparing to fight in specific 
settings, and in that sense, a coin field manual isn’t so different from a 
field manual for mountain warfare, amphibious operations, or armored 
combat. if the setting is appropriate and the conditions are favorable, 
a good field manual can provide a road map for success. But if a 
mountain is too steep to climb, or a beach is too turbulent to storm, 
or a field is too cluttered for tanks to maneuver across, then even the 
best manual won’t help much—and it is a commander’s responsibility 
to say so.

in assessing the prospects for a coin campaign, if the insurgents 
are out of reach, or if the government being challenged is too corrupt 
to reform, or if the war is likely to take longer and cost more than 
a president or a nation is willing to commit, then here, too, it is the 
commander’s responsibility to say so. Few u.s. presidents have 
plunged into a counterinsurgency on purpose, yet it still tends to 
happen, one way or another, every generation or so—at intervals 
just long enough for the lessons of the last such war to be forgotten. 
it would be good, then, for this generation’s officers, and politicians, 
to set down the lessons of these coin wars, so that next time around, 
the united states might not only fight them more effectively but, 
more important, calculate more wisely whether to intervene in the 
first place.∂
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elsewhere), will be regarded as a critical turning point in the history of the Asian hemisphere. 
The success of Australian and American business owes much to well-established rules and an even playing ground, fostering open competition and ingenuity. Modern Asia understands the relationship between openness and growth—which is why we 

have seen the spread of liberalism and democracy through Asia since the end of the Second World War.
Through APEC, and now through the East Asia Summit, we have the right forums, with the right mandate and membership, to continue to build security and prosperity in Asia.
The challenge for this Asia-Pacific century is to preserve the peace in order to build our common prosperity.
Australia, as the fourth-largest economy in Asia, is a critical partner with the United States in achieving that goal. 
And the key challenge for us both is to realize that goal through constructive, cooperative engagement with a China that remains open to both the region and the world. And therein lies the core task for the exciting 

Growth Beyond Oil

Currently the richest country in the Arab world, Qatar is the largest supplier of liquefied natural 
gas and has the third-largest supply in natural gas reserves, which are projected to last for 
more than fifty years.

SponSored report

[Global Media Inc.] QATAR

But Qatar is also rich in ambition 
as it embarks on creating a future 
founded on a limitless resource — 
knowledge and innovation.

Overseen by His Highness the 
Emir, Sheikh Hamad bin Khalifa 
Al-Thani, the country has devel-
oped the Qatar National Vision 
(QNV) 2030, which outlines vari-
ous projects to build a knowledge- 
and talent-based economy within 
seventeen years.

The Qatar Science & Technol-
ogy Park (QSTP), the first of its 
kind, began operations five years 
ago as an initiative of Her High-
ness Sheikha Mozah bint Nasser to 
stimulate innovative industries.

“My whole strategy here was to 
work with industry because that 
would be the fastest way to accel-
erate research. More than eighty 
percent of our projects are co-
funded,” said Executive Chairman 
Dr. Tidu Maini. 

In 2011, Chevron Qatar and 
GreenGulf established the coun-
try’s first solar test facility at the 
QSTP. 

“Among our first projects were 
large rooftop installations, the first 
of their kind in Qatar. We also now 
have a partnership with the Qatar 
Science & Technology Park and 
Chevron for testing and commer-

cializing emerging solar technolo-
gies at the QSTP. We are looking 
to develop large–scale solar and 
waste-to-energy projects through-
out the Gulf,” said GreenGulf CEO 
Omran Al-Kuwari.

“In the past, renewables were 
a controversial subject in the re-
gion. It was seen as a competing 
fuel. But now, the dynamics are 
changing dramatically,” Al-Kuwari 
said. “The Gulf is now becoming a 
market for electricity and there is 
a need to diversify in order to in-
crease energy production.”

Set up in 2009, GreenGulf aims 
to mitigate the impact of climate 
change while promoting renewable 
energy and energy efficiency 
through three strands of business: 
advisory and consulting, project 
development, and investment.

“Under our investment busi-
ness, we are launching the first sh-
aria-compliant renewable energy 
fund based in Qatar. We’re looking 
to invest in assets in and around 
the region,” Al-Kuwari said.

The push for innovation is not 
confined to research and devel-
opment as Qatari businesses con-
tribute to the realization of QNV 
2030.

Operating since 2006, the Bar-
wa Group is a prime example of a 

successful Qatari conglomerate. In 
just six years, it has grown to more 
than forty investments, with op-
erations in thirteen other countries 
around the world.

With the QNV 2030 in mind, 
Barwa Group has embarked on a 
mission to help diversify Qatar’s 
economy by focusing on local and 
international real estate, infrastruc-
ture services, and business and fi-
nancial services.

Evidence of its commitment to 
a sustainable knowledge-based 
economy is Barwa Real Estate’s 
recent partnership with Kahramaa 
and Qatar Green Building Council 
(QGBC) in an experiment to de-
velop energy–efficient building 
standards with reduced energy 
and water consumption and less 
carbon emissions.

With all these developments 
within booming industries in Qa-
tar, it has become essential to stay 
well informed in order to make 
sound business decisions and stay 
ahead of increasing competition.

“TheEDGE has introduced a new 
level of independent journalism to 
Qatar, particularly in the business 
realm,” said Mohamed Jaidah, co-
founder and CEO of Firefly Com-
munications, which publishes the 
highly successful TheEDGE busi-

ness magazine.
Firefly Communications pro-

vides full end-to-end editorial 
solutions and publishes the most 
profitable magazines in the coun-
try — Sur la Terre and TheEDGE.

“The magazine is becoming re-
spected for its unwavering edito-
rial integrity and accuracy. For this 
reason, the magazine and its web-
site are increasingly becoming the 
preferred media reference point 
for businessmen both inside and 
outside of Qatar,” said Jaidah.

Set up in 2007, Firefly Com-
munications wants to bridge the 
gap in smart communication and 
raise standards for media outfits 
in Doha and the rest of the Middle 
East and North Africa.

“Our aim is to become a plat-
form of innovative and cutting—
edge solutions, bring people 
together, and effect change in 
the GCC and beyond, all through 
sustainable communication plat-
forms,” 

A push toward economic and 
environmental sustainability from 
all sectors is propelling Qatar’s rap-
id growth and steering the coun-
try toward its dream and vision 
of having an economy leveraged 
on knowledge and innovation by 
2030.
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“We’ve had projects involving 
freedom of expression, including 
our Libya Project.  We’ve established 
some credibility for media industries 
and education in this field and in a 
region where there has not been a 
robust media scene and where free-
dom of expression is not part of the 
tradition. It’s been very important just 
to establish the school, then get the 
kind of response we’ve had from the 
various local media industries, includ-
ing newspapers, TV, magazines, and 
digital media and incubator programs. 
That’s very exciting,” said Dr. Dennis.

Alongside these top international 
institutions is the Qatar Faculty of 
Islamic Studies (QFIS), Qatar Foun-
dation’s first homegrown institution 
and the country’s first postgraduate 
school, which aims to enhance re-
search and dialogue on all issues sur-
rounding and concerning Islam.

“In a number of ways, we are 
very unique. Some of our degrees 
are unique only to us, like our mas-
ter in public policy in Islam.  We are 
also the first strong master of science 
degree in Islamic finance. A number 
of leading institutions have followed 
our example. We’ve benefited from 
all our international collaborations. 
We have scholars from all over the 
world,” explains Dean of Qatar Fac-
ulty of Islamic Studies Dr. Hatem El-
Karanshawy.

Defying many expectations, QFIS 
has welcomed debate and discussion 
from varying perspectives to deepen 
mutual understanding and promote 
improvement and positive change. 

“The degree of openness, for-
ward thinking, and willingness to ac-
cept new ideas was essential to our 
foundation.  As we are surrounded by 
leading world universities, we have 
an environment of collaboration and 
competition that encourages us to 
set and maintain top standards,” Dr. 
Hatem explained.

Through its various programs, 
QFIS has proven that its openness 
goes beyond lip service.

“People are enemies of the things 
they don’t know. We would like more 
exposure and exchange of faculty 
and perhaps of students. We started 
a program with a top school in South 
Korea, whereby it sent top law gradu-
ates here for two months for specially 
designed programs. We have a simi-
lar program for French magistrates. 
This kind of collaboration boosts our 
students’ exposure to the world, and 
we are exposed as well,” Dr. Hatem 
stressed.

Education City best embodies the 
Qatari 2030 vision, which brings to-
gether the best talent from the coun-
try, region, and around the world to 
formulate practical solutions to many 
of the problems around the globe.

As part of plans to develop a 
knowledge-based economy, the Qa-
tar Foundation for Education, Science 
and Community Development, es-
tablished in 1995, developed Educa-
tion City in the capital Doha, a project 
that has been home to state-of-the-
art education and research facilities, 
as well as eight branch campuses of 
some of the best international uni-
versities.

“Qatar Foundation was clearly 
looking for something to help kick-
start the development of an intellec-
tual base for developing a knowledge 
economy. One of the key compo-
nents was bringing the top interna-
tional institutions to Qatar,” explains 
Professor Gerd Nonneman, dean of 
Georgetown University School of 
Foreign Service in Qatar.

“They went for particular fields 
that they wanted represented and in 
each of these fields. They approached 
the university they thought best rep-
resented international excellence. So 
when it came to global and interna-
tional affairs, they went to the School 
of Foreign Service at Georgetown,” he 
added.

Other universities in Education 
City include Weill Cornell Medical 
College, Texas A&M, and Northwest-
ern University.

“The Qatar Foundation specifi-
cally wanted a school that would help 
develop media industries in their 
knowledge-based industries plan. 
Northwestern has a school of com-
munications and journalism, and 
is also very strong in liberal arts,” 
says Dr. Everette E. Dennis, dean of 
Northwestern University in Qatar. 
“So, what was developed here was 
a school of journalism and commu-
nications that is aimed at producing 
a talent pool for current and future 
media industries for the region.”

The universities in Education City 
have not only improved the skills of 
students and faculty, but have also 
contributed to the advancement of 
Qatar and the Middle East through 
research and consultation projects. 

The engagement has formed a 
strong framework to build a sustain-
able, talent-based economy.

Aside from working with the Qa-
tar Society of Engineers to raise the 
professional standards in the country, 
Texas A&M has published more than 
150 scientific and technical papers 
and obtained nearly twenty patent 
disclosures, one of which is due for 
commercialization.

Meanwhile, Northwestern Univer-
sity brought together members of 
its faculty and student body in Libya 
for two days to work with principals 
and industry experts and develop a 
framework for the country’s media 
system.

CAPITAL GROWTH  /   EDUCATION CITY
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Launched in 2005 as a company 
initially focused on real estate, Qatar–
based Barwa Group has grown  into a 
highly diversified conglomerate operat-
ing in real estate development, infra-
structure, business and financial serv-
ices in several countries, including Saudi 
Arabia, Turkey, Egypt, the United King-
dom, and Russia.

That geographic and sector diversifi-
cation reflects Barwa Group’s commit-
ment to support Qatar’s National De-
velopment Strategy and deliver solid 
returns to its shareholders.

“We aspire to be one of the most 
successful real estate development and 
investment holding companies in the 
world, with a home in Qatar but with 
business operating around the globe,” 
said Group CEO and Board Member Ab-
dulla Abdulaziz Al Subaie.

Barwa’s portfolio includes seven ma-
jor projects in Qatar, which include the 
$1.92 billion Barwa Commercial Avenue, 
an iconic development that runs along 
an 8.5 kilometer road; Barwa Al Sadd, a 
luxurious mixed-use development with 
three office towers and three residential 
buildings; and the award winning Qatar 
Petroleum District, originally known as 
Barwa Financial District, a grade “A” de-
velopment designed to meet the needs 
of local and international businesses.

Barwa Group has also established 
synergistic businesses to support the 
real estate and infrastructure industry, a 
decision that strengthens its competi-
tive advantage through its presence in 
the entire value chain.

Qatar Project Management provides 
clients across the Middle East and North 

“BARWA’s vision is to be a reliable real estate company recognized for its strong values, 
excellence and sustainable returns to its stakeholders. At Barwa, good governance is at the 
core of our corporate strategy and excellence is crucial to everything we do. We believe this 
combination of governance and excellence in operations is critical to achieve our vision.”

GLOBAL PLAYERS  /   BARWA GROUP / www.barwa.com.qa

Supporting Qatar’s National Vision 2030
through Excellence Across Its Operations

“Since its inception in 2005 , BARWA has delivered many innovative mega developments 
that reflect “intellectual creativity”, which is our work approach in Real Estate development. 
BARWA aims to be one of the most successful real estate development and investment 
holding companies in the world, with a home in Qatar and a business operating around the 
globe”

– Barwa Group CEO and Board Member Abdulla Abdulaziz Al Subaie

Africa region with world class expertise 
in a full range of professional project 
management services.

Waseef is a real estate brokerage and 
asset, facility and property management 
arm, while Tanween provides real estate 
investors with a complete package of 
services – from concept development to 
completion for destination communities 
and landmark projects. 

With all these entities expanding op-

erations internationally, the group has 
been “exporting Qatar’s know-how glo-
bally.”

In line with its ambitions and rapid 
growth, Qatar has capitalized on its glo-
bal expertise and cooperated with lead-
ing international companies to support 
its infrastructure activities.

The country has clearly consolidated 
its position as a global business and in-
vestment hub and become a model in 

www.barwa.com.qa

Qatar Petroleum District, originally known            
as Barwa Financial District 
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forging strategic partnerships around 
the world, turning “any competitive 
disadvantage into collaborative advan-
tage.”

Al Subaie describes the opportunities 
in fast growing Qatar as “immense,” and 
Barwa is well positioned as a local part-
ner to international companies looking 
to participate in this growth story.

“Barwa already enjoys the reputation 
of being a preferred partner, be it for 
strategic investors looking to participate 
in Qatar’s exciting development, or for 
global players looking to gain a foothold 
in other segments of the real estate val-
ue chain.

Guidance Hotels Investment Com-
pany, one of Barwa Group’s initiatives 
in the sharia-compliant hospitality sec-
tor, offers a luxury five-star experience 
through its Shaza-branded hotels. GHIC 
current portfolio includes five properties 
in Madinah, Marrakech, Fez, Manama 
and Cairo.

Other investments include London–
based Cavendish Capital, a financial 
services company with a focus on pri-
vate equity and advisory services; Barwa 
Gazprombank Russia Real Estate Fund, 
a partnership with Gazprombank fo-
cused on real estate in Russia.

It also has Turkey–based Ottoman, a 
real estate development company and 
joint venture with some of the Turkey’s 
leading developers, as well as North 
Row, a property with office spaces lo-
cated in the Mayfair Conservation Area 
of London’s West End.

Barwa’s corporate strategy seeks to 
capitalize on the local Qatari market op-
portunities and considers selective di-
versification internationally to leverage 
opportunities in the Middle East, Turkey, 
the United Kingdom, North America and 
Southeast Asia. 

The strategy focuses on “building 
synergistic businesses that complement 
and are an appropriate strategic fi to its 
core business.

“The businesses also must demon-
strate that they can deliver strong re-
turns for the shareholders,” Al Subaie 
stressed.

Aside from shareholder value, Barwa’s 
investments strategy complements Qa-
tar’s National Vision 2030 and National 
Development Strategy, which empha-
sizes human, social, economic and envi-
ronmental development.

“We strive to ensure that every 
project plays a role in supporting the 
National Development Strategy. It is in 
this spirit that Barwa has not only taken 
on some of the country’s most ambi-
tious projects, but also undertakes their 
development according to internation-
ally award winning standards,” he said.

Achieving Barwa’s long term objec-
tives will be integral to developing some 
of the most important projects in Qatar. 
Its success will strengthen prospects for 

economic diversification in the country 
and will be viewed by many as a litmus 
test for the overall ambitions and capa-
bility of Qatar.

Ottoman – Ottomare Suites
A luxury residential development project located on ~13,500 m2 of land located on the coast of the Marmara Sea. 
The property is 97m high with ancillary rear building with a total of 360 units. It is located in Zeytinburnu on the 
European side of Istanbul.
· High visibility from coastal highway
· Project located in Zeytinburnu, 10 minute drive from Sultanhamet
· Easy accessibility to key nodes of the public transportation system

Barwa Commercial Avenue in Doha
Built with the idea of establishing a world class commercial hub in Qatar, Barwa Commercial Avenue is set to provide 
a combination of retail shops, showrooms, office suites and residences. In this mixed-use development, Barwa will 
offer 260,000 m2 of retail spaces, 460 apartment homes, and
over 200,000 m2 of office space.
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Barak’s Last Battle
An Israeli Lion in Winter

Jonathan Tepperman

Ehud Barak is one of Israel’s most important leaders—and also one 
of its most enigmatic and controversial. As defense minister 
in the current government, Barak prosecuted the November 

Gaza campaign, handles the Palestinian brief, and, along with Prime 
Minister Benjamin Netanyahu, gets the last word on whether to attack 
Iran—Israel’s most pressing security concern despite the recent focus 
on Hamas. Given the pariah status of Israel’s foreign minister, Avigdor 
Lieberman, Barak, a frequent presence in Washington, essentially 
covers that portfolio as well. Yet despite 35 years of military service 
and more than a decade in public life, Barak remains something of a 
cipher—a man one of Israel’s leading columnists, Ari Shavit, compares 
to a stealth bomber (“the usual radar doesn’t capture him”). “I don’t 
know anyone more difficult to read,” Shavit says. 

It’s no wonder: to say that Barak is full of contradictions doesn’t 
begin to do him justice. Now 70, Barak first came to national prominence 
in his 30s, as a hero among heroes in a security-obsessed country. An 
erudite, accomplished classical pianist, Barak was a special forces legend 
famous for actions such as planning the hostage-rescue raid on Entebbe 
and sneaking into Lebanon on an assassination run dressed as a woman. 
He finished his military career as chief of the general staff, then para-
chuted into politics in 1995, drafted into the left-wing Labor Party by 
his mentor, then Prime Minister Yitzhak Rabin. In 1999, a few years 
after Rabin’s murder, Barak was elected prime minister himself in a 
landslide, promising to withdraw from Lebanon and make peace with 
both the Syrians and the Palestinians. Less than two years later, his 
peace plans were in ashes, the second intifada was raging, and Barak was 
out of a job after the shortest tenure of any Israeli leader in history.

jonathan tepperman is Managing Editor of Foreign Affairs. Follow him on Twitter  
@j_tepperman.
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Banished from power, he withdrew to a lucrative private life. 
And then he reinvented himself again. coming back from exile, he 
retook the reins of labor and reentered the government in 2007 as 
defense minister. When his longtime sparring partner netanyahu 
was reelected in 2009, Barak became his closest confidant and most 
powerful adviser. 

Rather than win plaudits or even grudging respect for his return 
to relevance and his role as “Mr. security,” however, Barak saw his 
popularity fall through the floor. in a country famously unable to 
agree on anything, there is consensus on one issue: almost no one 
seems to like Barak. A 2010 survey by the independent pollster Dahlia 
scheindlin ranked him the least popular major politician in israel, 
with a favorability rating of only 22 percent. Although his popularity 
inched up during the Gaza campaign, most polls taken throughout 
the fall suggested that he might not even muster enough votes in 
the January 22 elections to keep his seat in the next Knesset. in one 
november survey, 60 percent of israelis polled said they approved of 
his work as defense minister , but only three percent said they would 
vote for him. And so in late november, in a move that stunned 
everyone, Barak announced that he would not compete in the elections 
and would withdraw from political life—although he conspicuously 
avoided ruling out continuing to serve in some capacity if asked.

how was this former idol driven out of politics, and why is he so 
reviled in his homeland? how did an erstwhile champion of the left 
become the partner of a right-wing prime minister, so close that they 
are often referred to as a kitchen cabinet of two, the Batman and Robin 
of israeli politics? how did this storied warrior become first a devoted 
peacemaker and then, later, an arch-hawk on iran? What does Barak 
actually believe, and what will become of him after January? For if 
there’s one indisputable fact about this most polarizing of figures, it’s 
that he is hard to get rid of—and every retreat lays the groundwork 
for an eventual counterattack. 

A COMPLICATED MAN
the best way to answer the questions surrounding Barak is to start 
with his history, especially the tumultuous last 13 years. When we met 
this past fall to discuss them, the defense minister seemed supremely 
relaxed. the bloodshed in Gaza had yet to begin, but it was already a 
hectic moment in israel’s always frenetic political life: the Knesset was 
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voting that day to dissolve itself ahead of the upcoming elections, and 
the halls were thronged with tv cameras, frantic aides, and stony-faced 
bodyguards. yet inside Barak’s cramped, drab parliamentary office, 
all was calm. Dressed in a black suit and white shirt with no tie (the 
dress uniform of an israeli politician), Barak, feet on a coffee table, 
looked older and more tired than he does in photographs but still 
projected gruff confidence. surveying his record, Barak told me he felt 
“neither guilt nor self-pity.” he paused, then continued, “i feel kind 
of . . . content about every choice that i’ve made in the past. i don’t 
feel the need to complain or explain too much.”

such sangfroid, real or affected, is remarkable given the number of 
daring and dangerous gambits Barak has attempted in his career—and 
even more so given how many of them have failed disastrously. the 
most prominent failure, of course, and the one likely to forever define 
Barak’s legacy, was his attempt as prime minister to cut the Gordian 
knots binding israel to permanent insecurity by ending the conflicts 
with syria and the Palestinians and the two-decade-long occupation of 
lebanon. it’s hard to overstate the audacity of this triple bank shot. 
Aaron David Miller, a former u.s. state Department adviser who 
worked with Barak on the peace process, described it, with only a little 
hyperbole, as “a wacko agenda that bordered on the megalomaniacal.” 

the history of how it went wrong, in shepherdstown, West Virginia, 
with the syrians and at camp David with yasir Arafat, has been written 
and rewritten countless times from all perspectives. there is no clear 
consensus on who bears the lion’s share of the blame for the talks’ 
collapse, but most analysts put at least some on Barak—for his 
waffling (with the syrians) and his haste and highhandedness (with 
Arafat). if the causes are disputable, however, the consequences are 
not. instead of peace coming to the Middle east, the syrian track 
stalled and the Palestinians hit israel with a bloody uprising. israeli 
troops did pull out of lebanon, but the withdrawal was chaotic and 
accompanied by hezbollah rocket fire. 

As the flames mounted, Barak’s electoral coalition, much of which 
he had alienated through careless and dictatorial management, began to 
crumble. Ariel sharon, another former war hero who then led the likud 
Party, offered to form a national unity government. Barak refused, 
deciding to take his chances in early elections—and was trounced.

Barak retreated to the business world of tel Aviv to lick his wounds 
and make money—lots of it, by all accounts. he bought a flashy 
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apartment for millions of dollars. He divorced his wife (and the 
mother of his children) and married a childhood sweetheart. Earning 
big and living large is not uncommon for ex-politicians in the West, 
but it is still deemed unseemly in Israel, which clings to the myth of 
its Spartan pioneer roots, and Barak was excoriated for it in the press.

But then came Israel’s botched war with Lebanon in 2006, a fiasco that 
offered the exile an opportunity to muscle his way back into politics. 
Retaking control of Labor from the feckless Amir Peretz—a former trade 
unionist who, as defense minister, had mishandled the conflict—Barak 
cast himself as a more humble, experienced politician who had learned 
from his mistakes, telling his party he understood that “there are no 
shortcuts and leadership is not a one-man show.” The party bought it, 
and he replaced Peretz in Prime Minister Ehud Olmert’s Kadima-led 
coalition government. 

Then, in 2008, Olmert was forced to resign because of corruption 
allegations, and new elections brought Netanyahu and the Likud back to 
power. This development proved awkward for Barak, who had promised 
during the campaign not to join a Netanyahu government. But in one 
of the most striking turns in his switchback career, he pirouetted once 
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Hawk and dove: Ehud Barak at a press conference, November 2011
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again, dragging a reluctant labor into the likud coalition. When, a few 
months later, labor rebelled and prepared to bolt from the govern-
ment, Barak jumped first, leading four other legislators out of labor 
and into a new party, Atzmaut (independence). the gambit worked in 
that it allowed the renegades to stay in the government. But it gutted 
labor, reducing the parliamentary bloc of israel’s once-dominant 
party to a meager eight seats (out of 120), and the process cost Barak 
much of his remaining public support.

Barak then proceeded to forge a remarkably close working relation-
ship with the new prime minister. understanding how these former 
adversaries, the longtime standard-
bearers of israel’s left and right, could 
evolve such an intimate alliance requires 
understanding two distinctive aspects 
of israeli political life. the first is that 
the country’s fractious parliamentary 
system, with its numerous small parties, 
makes coalitions among unlikely part-
ners surprisingly common. the second 
is the dominance of israel’s military 
culture. Virtually all israelis spend time 
in the army, a life-defining experience 
that generates profound social cohesion. Barak and netanyahu, 
moreover, aren’t just ordinary veterans. they served together in 
sayeret Matkal, israel’s most elite commando force, an outfit so 
legendary that it’s known in hebrew simply as “the unit.” 

Barak’s eyes light up with real affection when he speaks about his 
former lieutenant; he describes netanyahu (known in israel almost 
exclusively as “Bibi”) as “capable of deep thought and possessing a 
deep sense of history,” explaining their relationship this way:

israel is not a nation of 300 million. the whole elite is probably just 
several thousand people, and they all know each other. so israeli politics 
is familial. i first met Bibi when he was only 20 years old. i was eight 
years older. i was the commander of his unit, and both of his brothers 
were also in it. that’s a formative experience. the unit was very small, 
and we were stretched to the utmost. And i became a kind of operational 
mentor to Bibi. i guided him, directed him in his first missions. there 
has always been a mutual respect, a kind of appreciation, a basic trust.

Barak’s eyes light up with 
real affection when he 
speaks about his former 
lieutenant; he describes 
Netanyahu as “capable of 
deep thought and possessing 
a deep sense of history.”
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indeed, most analysts who know the two men say that despite their 
differences and past political battles, they retain a deep and genuine 
bond. Barak and netanyahu “have a high regard for themselves and each 
other,” explained David Makovsky, a former diplomatic correspondent 
for Haaretz. “they both see themselves as big-picture guys. they 
come out of the special forces culture and are far more similar than 
they are different.”

of course, the pair’s odd-couple routine has also served both of 
them extremely well. Barak has given netanyahu centrist cover, making 
the prime minister’s otherwise hard-right coalition look more main-
stream and giving it greater legitimacy on military issues. netanyahu, 
for his part, has given his old commander power and relevance that 
Barak, with his lack of popular support, couldn’t access otherwise. the 
resulting deal, as Miller described it, “is like what they say about old 
age: not great unless you consider the alternative.” Both sides come 
out ahead: “Bibi is likely to be the longest-serving prime minister in 
israeli history, and Barak gets to be in the middle of the decision-
making process at one of the most critical stages in israel’s life.” 
netanyahu’s strategic timidity and general risk aversion—his boldness 
is more apparent in words than deeds—only sweetens the bargain. 
Martin indyk, a former u.s. ambassador to israel, told me that “Bibi’s 
caution makes it possible for Barak to do his own thing”—an irresistible 
prospect for someone used to giving orders.

THE STRATEGIST
All this history and background helps explain two important things about 
Barak: his basic psychology and how he came to his current positions 
on the critical issues in his portfolio, iran and the Palestinians. 

Ask any American or israeli analyst with firsthand experience how 
to make sense of Barak’s serpentine career, his successes and failures, 
and his unpopularity, and you’ll hear the same thing again and again: 
that Barak is the ultimate strategic thinker. An inveterate risk taker—
one former army commander of Barak’s told me that as a soldier, the 
young commando devised schemes that often had him facing tzalash 
or tarash (commendation or demotion)—Barak still sees the world as 
a battlefield or a chessboard. this means that he always thinks several 
steps ahead. But it also means that he must make countless predictions 
about how other players will respond, and he then assumes that by 
force of will, he can ensure that they act accordingly. indyk put it this 
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way: “there’s a legend about Barak that as a hobby he takes apart 
clocks and puts them together again. his plans are like that: always 
incredibly intricate and carefully thought through and drilled and 
drilled. But when they’re applied, they often end up being too clever 
by half because humans aren’t clocks.” Added Makovsky: “When 
you think ahead by six steps, there are at least six, if not 12, 24, or 
48 assumptions you have to make. When it works, it’s brilliant. 
When it fails, it collapses horribly”—as did Barak’s grand peace over-
tures, his decision as prime minister to spurn sharon’s offer and seek 
early elections, and his move to split labor.

Barak’s history also reveals a profound lack of concern for ideological 
consistency, a supreme faith in pragmatic realpolitik. critics such as 
Miller see this as a lack of scruples: “i think that, much like Bibi, you’re 
dealing with a guy whose principles are 
capable of being reshaped in response 
to political exigencies.” But Barak and 
his defenders explain his behavior in 
another way: as a willingness to do what-
ever’s necessary to safeguard israel’s 
security, even at the risk of appearing 
inconsistent. As he told me the day after 
our first meeting, when we reconvened 
in his much more impressive office atop 
the towering Ministry of Defense build-
ing in the Kirya, in central tel Aviv, “i 
am a man of action—i never hesitate to 
take action.” “i follow, and am very committed to, the tradition of 
yitzhak Rabin and David Ben-Gurion [israel’s founding father],” 
he said, pointing to their portraits on his office wall, “because their 
approach was to always be open-eyed and wholly realistic about the 
need to do what’s necessary.”

this philosophy, along with Barak’s bruising history as a policy-
maker, has done much to shape his thinking on current events. his 
current hawkishness on iran, his readiness to strike Gaza, and even 
his latest position on the Palestinian peace process—he still favors 
a two-state solution, but one achieved by israel’s unilaterally with-
drawing from the West Bank—can seem, when contrasted with his 
early record as a peacemaker, like the reaction of a dove mugged by 
reality. But the hawk-dove divide is hard to parse in israel, which has 

Ask any American or 
Israeli analyst with 
firsthand experience how to 
make sense of Barak, and 
you’ll hear the same thing 
again and again: that 
Barak is the ultimate 
strategic thinker.
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a long history of pragmatic warriors who chose to extend an olive 
branch when the time seemed right—think Rabin, another ex-general, 
who later received the nobel Peace Prize for his shepherding of the 
oslo accords, or even shimon Peres, who started out as the father of 
israel’s nuclear program but later, as foreign minister, pursued peace 
talks with Arafat. these same leaders also proved willing to pick up 
the sword again when circumstances warranted. Barak self-consciously 
aligns himself with this tradition, so it should be no surprise that his 
positions can seem to contradict one another over time.

consider how his stance on iran’s nuclear program—which remains 
israel’s main strategic preoccupation —has shifted during his current 
tenure. After becoming, with netanyahu, the most forceful advocate 
of an attack on iran, hinting darkly all through the spring and summer 
of 2012 that israel would act soon if the united states didn’t, Barak 
suddenly seemed to relax the timeline for a strike during the fall. he 
told me the explanation for the change was simple: the iranians had 
suddenly diverted a third of their enriched uranium fuel rods to 
medical research. When i pressed him on why tehran would have 
done this, he conceded that it was probably because israeli threats and 
u.s.-led sanctions had worked—in other words, that iran had acted 
rationally and been deterred. yet he continued to insist that deterrence 
wouldn’t work if iran went nuclear and that israel had to do every-
thing in its power to prevent such a catastrophe.

that may sound inconsistent, but Barak’s basic approach to security, 
although he never articulated it as such, boils down to expecting the 
worst and acting accordingly. it’s a logical position for a chastened 
former peacemaker. it explains why he argues in the alternative when 
making his case against iran, insisting that even if the mullahs 
probably don’t intend to attack israel directly—“i don’t believe that 
they’re developing a nuclear capacity because of israel per se,” he told 
me—they just might do so anyway. (here he pointed me to a 2001 
speech by former iranian President Ali Akbar hashemi Rafsanjani 
calling israel a “one-bomb country” and to the work of Bernard lewis, 
the Princeton scholar who has compared iran’s regime to a doomsday 
cult willing to embrace the apocalypse.) even if iran never attacks, Barak 
continued, iran’s getting the bomb would still enable its hegemonic 
pretensions in the neighborhood, empower its proxies, set off a regional 
arms race, undermine israel’s strategic monopoly in the Middle east, and 
raise the risk that nuclear weapons could fall into the hands of terrorists.
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Barak’s pessimism also extends to the united states. it explains 
why he and netanyahu were willing to push President Barack obama 
to go much further in making a com-
mitment to prevention than the White 
house wanted—a move Barak called 
“a major achievement.” this campaign 
has led to accusations that Barak acted 
in bad faith, making threats he never 
intended to carry out merely to box Washington into a corner, forcing 
it to take a stronger position. nahum Barnea, another of the country’s 
most influential columnists, described Barak’s efforts last spring and 
summer to me as a “$3 billion lobbying operation,” in which israel 
spent nearly its entire annual defense aid allotment from the united 
states on measures meant not to convince iran of the imminence of an 
attack but rather to convince the united states—so that Washington 
would take the threat seriously and harden its own policy in order to 
head off a possible conflict.

Barak denies such a cynical interpretation of his actions. But even 
if he was trying to game Washington, his pessimism ensures that 
he’ll never be completely assuaged by u.s. security guarantees. his 
skepticism stems, in part, from a clear-eyed assessment of the two 
countries’ differing priorities. “When America looks at the iran 
situation, they look at it from the other side of the globe,” he said. 
“they may worry about iranian nuclear proliferation, but it appears, 
at most, as another blip on a big screen with other blips on it. For us, 
today, iran is the only major blip; it fills the screen.” 

Barak’s position also owes to his reading of history. “over the last 
three decades, there were six cases of nonsuperpowers who tried to 
turn nuclear,” he told me, gesturing at a big world map on the wall of 
his Kirya office. “north Korea and Pakistan succeeded. libya and 
south Africa were derailed. And iraq and syria were physically blocked. 
the very fact that six tried and two succeeded tells you that anything 
can happen. i really trust and believe that obama means what he says 
[when he talks about preventing iran from getting a bomb], but there 
is a limit to what he can commit himself to doing in the future.” later, 
he added, “When Pakistan was trying to get the bomb, the Americans 
bribed them with F-16s not to. now, some of those same F-16s are 
wired to carry Pakistani A-bombs. And remember clinton and north 
Korea. he was determined to stop them. But look what happened.”

Israel, Barak said, is 
heading into “a historic 
tragedy” in the West Bank.
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such a jaundiced view of history also lies behind Barak’s advocacy 
of israel’s unilateral withdrawal from most of the West Bank. Barak’s 
motivation here has little or nothing to do with Palestinian well-
being. his argument is twofold: one, that ending the occupation would 
strengthen israel’s moral and political standing against iran, and two, 
that it would defuse the demographic time bomb facing the Jewish 
state. israel, he said, is heading into “a historic tragedy” in the West Bank: 
“the painful reality is that between the Jordan River and the sea, we 
have 12 million people: 7.5 [million] israelis and 4.5 million Palestinians. 
if over this ground, there is only one sovereign, called israel, it will 
inevitably become either non-Jewish or nondemocratic, since there’s no 
question that in the long run, it will have an Arab majority. so i believe 
we have to do something. i don’t believe in waiting.”

UNfORGIvEN
one might expect such positions to endear Barak to at least some of 
the israeli public. After all, fear of an iranian bomb and the deter-
mination to keep tehran from getting one are almost universal in 
israel, even on the left; that’s why war remains a distinct possibility 
under the next government, just as it has been for the current one. 
Meanwhile, a clear majority of israelis favor a two-state solution, 
even though they are also disgusted by the terror tactics and lack of 
leadership on the Palestinian side. yet although his forceful response 
to missile fire from Gaza won Barak respect, instead of giving him 
credit for trying to solve the underlying Palestinian problem (unlike 
netanyahu, who seems determined to ignore it), most israelis accuse 
him of manipulating the issue for personal positioning. And they sus-
pect something similar about his stance on iran, an issue on which 
Barak stood shoulder to shoulder with the prime minister until the 
current campaign season.

such charges are probably unfair. While no experienced politician 
ever disregards political calculations, let alone during an election cycle, 
Barak deserves more credit than he typically gets for advocating bold 
policies not always popular or in line with his own government. indeed, 
he’s been doing so for years, if inconsistently. he first raised unilater-
alism on the peace process, for example, shortly after the collapse of 
the camp David talks more than a decade ago.

the fact that he’s nonetheless treated with suspicion underlines 
what is probably the greatest of all the mysteries surrounding Barak: 
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why, exactly, the country he has fought so hard to protect holds him 
in such low esteem. the numbers are striking. Barak told me that he 
thought he would need about 120,000 votes to make it into the next 
Knesset. that’s a tiny number, even for israel—about as much support 
as one would need to become mayor of Milwaukee or Albuquerque. 
yet his decision to drop out of the race suggested that he did not 
expect to clear even that low bar.

there’s something tragic about that. For all his faults, Barak has 
repeatedly put his life and career on the line for his country, which 
he has served for 50 years. in the words of Aluf Benn, editor in chief 
of Haaretz, Barak “has one of the best analytic minds in the world, let 
alone israel.” even Barak’s detractors admit the man is brilliant. 
indeed, Benn adds, Barak is responsible for “most of the original ideas 
in israeli security and foreign policy thinking in the last 20 years.” in 
a land of dirty politicians, furthermore, 
Barak is more or less clean. yet leaders 
such as lieberman and olmert, both of 
whom have been convicted of criminal 
charges, are more popular and are seen 
as viable candidates while Barak, whom 
one commentator recently called “the 
man everyone loves to hate,” is not. 
even his most frequently cited failures 
were not unmitigated disasters, shavit 
points out: “At the end of the day, the 
unilateral retreat from lebanon was 
messy, but it saved us. it saved us because it ended our occupation 
of southern lebanon and gave legitimacy to our struggle against 
hezbollah. the peace initiative in 2000, although it did not lead to 
peace, also saved us by giving us the internal and external legitimacy 
needed to fend off the Palestinian terror offensive of 2000 to 2004.” 
that Barak gets no credit “points to something flawed and distorted 
in [israel’s] public life,” shavit said.

As such comments suggest, none of the conventional explanations 
for Barak’s low standing suffice, although peers and the public have 
plenty of cause for frustration. the case against Barak usually starts 
with his abandonment of labor—even though other israeli leaders 
(such as sharon and olmert) have ditched their parties and not suffered 
for it. it then moves on to his strategic blunders—although here, too, 

The worst crime Barak 
committed in the eyes of  
the public is the way he 
exposed as a fantasy the 
idea that a negotiated  
peace with the Palestinians 
was possible. 
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he is hardly alone. his personal shortcomings are often cited: Barak is 
not a strong public speaker or even particularly smooth talking in 
person (he has, for example, a disconcerting habit of grabbing his gut 
to emphasize a point). Although charming when he wants to be, he 
doesn’t suffer fools: when we first met, he wouldn’t really engage until 
he’d grilled me on my professional and intellectual credentials. As he 
himself put it, “i’m not a great pretender. i can’t pretend. i don’t want 
to pretend.” nor does he think much about his image: on the day of 
our first interview, he was eating a Popsicle and didn’t bother to get 
up when i walked into the room; for our next session, at the Defense 
Ministry, he wore a black hawaiian shirt. 

But such bluntness is no great sin and might even be considered 
endearing in another politician. More troubling is his lack of social 
or emotional intelligence. he’s often called aloof and arrogant—not 
for nothing do his friends call him napoleon—and he is infamous for 
acting like he’s the smartest guy in the room, as though “surrounded by 
mental pygmies,” according to Makovsky. During our conversa-
tions, Barak managed to drop references to nietzsche, de Gaulle, 
spinoza, Baudrillard, Maimonides, Milton Friedman, Jeffrey sachs, 
and copernicus. Barak suffers from having “always been told that he 
was the brightest guy in the class, the platoon, the military command,” 
said one former high israeli official who has advised several prime 
ministers. “he thinks so highly of himself that he cannot have a real 
conversation with anybody.” Another official is reported to have said, 
“Barak can tell you everything you’ve ever said in your life, but he 
makes clear that he hasn’t listened to a word of it.” 

such shortcomings have cost him with colleagues, aides, and the 
public. “he’s not a man who bears a grudge,” said a former u.s. 
official who often dealt with Barak. “so he doesn’t expect others to 
bear a grudge toward him, which is part of why he’s so inadequate 
as a politician. he’s all brain and no heart.” yet even these traits, like 
the ostentatious apartment that got him savaged in the press, shouldn’t 
be enough to nullify his substantial public record, especially with a 
population not known for its social skills and full of brusque and 
blemished politicians.

the real explanation for Barak’s struggle with the public thus 
probably lies elsewhere—in the way that he has managed, throughout 
his career, to inadvertently strike the raw nerves in israel’s collective 
psyche, exposing its own deepest conflicts and pathologies. Many of 
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Barak’s boldest and most controversial actions, after all, have held 
up an unflattering mirror to the israeli public, and that public, not 
liking what it has seen, has responded by looking away and blaming 
him for it.

the younger Barak represented the old israeli ideal: a selfless 
warrior-intellectual, born and bred on a collectivist kibbutz, who rose 
to the pinnacle of power. But then he failed spectacularly, embraced 
consumer capitalism and started earning and spending wildly, and 
eventually abandoned the left entirely. his path resembles the 
country’s own a little too closely for comfort. Rejecting him seems 
to help many israelis assuage their uneasiness about following a 
similar trajectory.

But the worst crime Barak committed in the eyes of the public, 
and the one many israelis will never forgive him for, is the way, in 
2000, he exposed as a fantasy the idea that a negotiated peace with 
the Palestinians was possible. Barak himself blames Arafat for the 
collapse of the camp David talks and says that all he did was “un-
mask” the Palestinian leader. But for at least half the population, 
Barak’s great sin was, as Barnea put it, “blowing up the myth and 
showing israelis the tragic truth.” shavit agreed: “Barak has many 
faults, and he failed personally in many ways. But when you see that 
lieberman is forgiven where Barak is not, you come to the conclusion 
that the israeli left cannot forgive him for trying peace and proving 
that the old naive peace theory was wrong. this is a national trauma, 
and many demonize him for it.”

STAYING ALIvE
Whatever his critics might think, Barak has no intention of simply fading 
away. his abrupt announcement in november of his coming exit from 
politics may signal the end of his career—but don’t count on it. there 
are plenty of stories of israeli politicians who managed to return from 
the political grave merely by sticking around. Miller points out that 
“in israeli politics, you can be dead, or you can be dead and buried.” 
Barak is merely the former, and he clearly draws hope from the cases 
of Peres, who as president at 89 has finally found the kind of public 
approval that long eluded him, and Rabin, who spent more than a 
decade in the wilderness before regaining power.

Barak could conceivably pull off a similar resurrection. the israeli 
right, now represented by a new megaparty including netanyahu’s 
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likud and lieberman’s yisrael Beiteinu, doesn’t look likely to expand 
beyond its base in the elections. the center will be up for grabs if the 
Kadima Party—currently the largest party in the Knesset—gets wiped 
out, as expected. And no candidates on the left have serious national 
security credentials or true leadership experience. “only Barak has 
the personal gravitas and foreign policy background to match Bibi,” 
says Benn, and Barak knows it. 

ironically, perhaps, his hopes now rest on the loyalty of his old 
lieutenant, netanyahu, who is likely to win the election and could then 
name Barak, although not in the Knesset, defense minister through a 
procedure known as a personal appointment. Many israelis suspect that 
is precisely what Barak is counting on. Walking away from politics as 
he did, riding high on his performance in the Gaza operation, has 
allowed him to turn certain defeat into one last shot at relevance. the 
resignation, ironically, “maximizes his chance of being called back into 
service,” says shlomo Avineri, a veteran israeli analyst. Amir Mizroch, 
an israeli journalist and blogger, calls it “a truly sayeret Matkal–like 
operation—uncanny, unpredictable, with little or no chance of success, 
but if pulled off, extremely brilliant.” Mizroch explains: “By exiting 
gracefully at the helm of a party that had zero chance of crossing the 
electoral threshold, Barak positions himself as . . . the elder statesman-
general that any prime minister”—especially one with few other good 
options and desperate not to lose his best conduit to Washington—
“would be wise to keep at his side.”

the daredevil strategist, it seems, is at it again. his final gambit 
could still fail, as so many have before. But even if it does, ehud 
Barak is unlikely to vanish from israeli life for long.∂
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Getting to Yes With Iran
The Challenges of Coercive Diplomacy

Robert Jervis

It might be wise for the united states to resign itself to iran’s 
development of nuclear weapons and to focus on deterring 
the islamic Republic from ever using them. But u.s. leaders 

have explicitly rejected that course of action. “Make no mistake: 
a nuclear-armed iran is not a challenge that can be contained,” 
u.s. President Barack obama told the un General Assembly last 
september. “And that’s why the united states will do what we must 
to prevent iran from obtaining a nuclear weapon.” u.s. officials 
have also made it clear that they consider direct military action 
to prevent iran from acquiring a nuclear weapon an extremely 
unattractive option, one to be implemented only as a regrettable 
last resort. 

in practice, then, that leaves only two tools for dealing with iran’s 
advancing nuclear program: threats and promises, the melding of 
which the political scientist Alexander George labeled “coercive 
diplomacy.” to succeed in halting iran’s progress toward a bomb, 
the united states will have to combine the two, not simply alternate 
between them. it must make credible promises and credible threats 
simultaneously—an exceedingly difficult trick to pull off. And in this 
particular case, the difficulty is compounded by a number of other 
factors: the long history of intense mutual mistrust between the two 
countries; the u.s. alliance with iran’s archenemy, israel; and the 
opacity of iranian decision-making. 

the odds of overcoming all these obstacles are long. if Washington 
truly wants to avoid both deterrence and military action, therefore, 
it will need to up its game and take an unusually smart and bold 
approach to negotiations.

robert jervis is Adlai E. Stevenson Professor of International Politics at Columbia 
University and a member of the Saltzman Institute of War and Peace Studies.
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WHY COERCIvE DIPLOMACY IS HARD
the united states’ recent record of coercive diplomacy is not encour-
aging. A combination of sanctions, inspections, and threats led iraqi 
President saddam hussein to freeze his weapons of mass destruction 
program after the Gulf War, but it did not coerce him into accepting 
a long-term agreement. the reasons, as researchers have learned since 
saddam’s ouster, had to do with his motives and perceptions. the iraqi 
leader not only sought regional dominance and the destruction of 
israel but also worried about appearing weak to iran, saw his survival 
in the wake of the Gulf War as a victory, and was so suspicious of 
the united states that a real rapprochement was never within reach. 
All this rendered ineffective the threats issued by the George W. Bush 
administration during the run-up to the 2003 u.s. invasion of iraq 
and would likely have made promises of a reasonable settlement 
ineffective as well.

the iraq case, moreover, is less an exception than the norm. 
coercive diplomacy has worked on a few occasions, such as in 2003, 
when the libyan leader Muammar al-Qaddafi chose to stop devel-
oping weapons of mass destruction partly as a result of pressure and 
reassurances from the united states. More often than not, however, 
in recent decades the united states has failed at coercive diplomacy 
even though it has had overwhelming power and has made it clear 
that it will use force if necessary. A succession of relatively weak 
adversaries, including Panama (1989), iraq (1990 and 2003), serbia 
(1998), and taliban-ruled Afghanistan (2001), did not respond to 
American attempts at pressure, leading Washington to fall back 
repeatedly on direct military action. coercive diplomacy did 
convince the military junta that ruled haiti to step down in 1994, 
but only once it was clear that u.s. warplanes were already in the 
air. And today, iran is hardly alone in its defiance: despite issuing 
many threats and promises, the united states has been unable to 
persuade north Korea to relinquish its nuclear arsenal or even 
refrain from sharing its nuclear expertise with other countries (as 
it apparently did with syria).

the threats and promises the united states has used with iran are 
not inherently incompatible: Washington has said it will punish 
tehran for proceeding with its nuclear program but is willing to cut a 
deal with it should the program be halted. logically, these components 
could reinforce each other, as the former pushes and the latter pulls 
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iran toward an agreement. But the dreary history of coercive diplomacy 
shows that all too often, threats and promises undercut, rather than 
complement, each other. 

threats can prove particularly troublesome, since if they fail, they can 
drive the threatening party onto a path it may not actually want to 
follow. u.s. President John F. Kennedy learned this lesson during the 
1962 cuban missile crisis. Kennedy was mostly, but not completely, 
joking when he said, on learning that the soviet union had stationed 
warheads in cuba, “last month i said we weren’t going to [allow it]. 
last month i should have said we don’t care.” More important, ramp-
ing up threats can undermine the chances that promises will be taken 
seriously. inflicting increasing pain and mak-
ing explicit threats to continue to do so can 
also raise questions about whether the 
party inflicting the pain really wants a 
deal and raise the domestic costs to the 
suffering government of making 
concessions. 

When the united states 
suggests that it is willing to 
bomb iran if it does not negotiate 
away its weapons program, it 
implies that the Americans 
believe that the costs of military 
action are tolerable. 
Although this increases 
the credibility of the 
threat, it could also 
lead iran to conclude 
that the united states sees 
the costs of bombing as low 
enough to make military action 
more attractive than any out-
come short of a complete iranian 
surrender. Moreover, because 
iran’s nuclear program is at least 
in part driven by the islamic 
Republic’s desire to be able to 
protect itself against attack, 
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this u.s. threat is likely to heighten the perceived danger and so in-
crease iran’s determination not to be swayed from its current course. 

this does not mean that pressure is always counterproductive. 
According to u.s. intelligence agencies, the iranians halted their 
development of nuclear weapons in 2003, presumably in response to 
the menace created by the u.s. invasion of iraq. it appears that what 
a u.s. diplomat once said of north Korea also applies to iran today: 
“the north Koreans do not respond to pressure. But without pressure 
they do not respond.” 

WHY THIS CASE IS EvEN HARDER
even if pressure can work, and despite the fact that threats do not 
need to be completely credible in order to be effective, Washington 
faces daunting obstacles in trying to establish the credibility of its 
threat to strike iran. What is most obvious, bombing would be very 
costly for the Americans (which is one of the reasons why it has not 
yet been done). As tehran surely understands, Washington knows that 
the likely results include at least a small war in the region, deepening 
hostility to the united states around the world, increased domestic 
support for the iranian regime, legitimation of the iranian nuclear 
weapons program, and the need to strike again if iran reconstitutes it. 
Given such high costs, tehran might conclude that Washington’s 
threat to bomb is just a bluff, and one it is willing to call.

ironically, the success of economic sanctions could further diminish 
the credibility of the u.s. threat of a military strike. iranian leaders 
might judge that their u.s. counterparts will continue to stick with 
sanctions in the hopes that the pain will ultimately yield a change in 
iranian policy, or they might think that u.s. officials will hold off on 
the unpopular and unilateral military option to avoid disrupting the 
relatively popular and multilateral sanctions regime. 

the credibility of Washington’s threat to bomb is also affected by 
the perceptions and intentions of iran’s rulers. iranian leaders might 
fall into the trap of basing their predictions about u.s. policy on their 
own expectations, which might differ from the Americans’. those 
iranians with relatively benign intentions toward the united states 
might expect that it would be fairly easy for the Americans to live 
with a nuclear-armed iran, assume their u.s. counterparts will think 
similarly, and thus think a preventive u.s. military strike is unlikely. 
More aggressive iranian leaders, on the other hand, might take the 
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u.s. threat to bomb more seriously, since they themselves see iran’s 
acquisition of a bomb to be significant and assume their American 
counterparts will, too. these iranian hawks might thus see u.s. preven-
tive military action as plausible and expect it, moreover, to be aimed 
at broader goals, such as regime change, rather than simply setting back 
the iranian nuclear program. 

the history of u.s. policy toward iran over the past decade will 
also complicate the credibility of American threats. on the one 
hand, the united states has imposed unilateral sanctions and skill-
fully mustered support from the europeans for severe international 
sanctions. Many Western observers were surprised by this, and the 
iranian leadership probably was, too. on the other hand, the united 
states has not bombed iran despite continuing iranian defiance of un 
resolutions and u.s. policies. iran also cannot have failed to notice 
that the united states did not attack north Korea as it developed its 
nuclear weapons, even after having repeatedly issued strong threats 
that it would do so. Moreover, Washington has been trying to coerce 
iran into giving up its nuclear program for ages now, to little avail, 
making it hard to instill a sense of urgency in its current efforts. 

of course, threatening to bomb iran’s nuclear facilities is not the 
only form of pressure the united states can exert. Washington can 
maintain the current punishing sanctions regime indefinitely or even 
strengthen it. it could conduct additional covert actions, especially 
cyberattacks, to slow down the iranian nuclear program. Because these 
actions are less costly to pursue than a military strike, threatening 
them might be more credible. But it can be more difficult to make 
such threats effective. the iranians understand that they will pay a 
price for moving forward on the nuclear front. to change their minds, 
therefore, outsiders will have to threaten or inflict even greater pain 
than the iranians are expecting.

HOW TO MAKE CREDIBLE THREATS
there are various ways the united states can make its threats more 
credible. the first is to voice them publicly and unambiguously. 
obama has already gone quite far in his public statements, so the 
low-hanging fruit in this area has been picked. if the confrontation 
continues, however, a concerted campaign to inform the American 
public about the impending risk of war would resonate strongly, 
especially if capped by a congressional resolution authorizing the 
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possible use of force against iran. if those steps failed to sway 
the iranians, the united states could issue an ultimatum, sending 
a clear signal to all parties that time was running out for a peaceful 
solution to the crisis, although doing so would be highly controversial 
at home and abroad and would mean giving up the military advantages 
of surprise.

u.s. policymakers could also stop publicly expressing their reluc-
tance to use force and instead emphasize that they think an attack on 
iran would benefit the united states. they could claim to expect that 
a u.s. strike would deal a dramatic blow to iran’s nuclear effort, serve 
as a powerful warning to other potential proliferators, strengthen the 
united states’ global reputation for resolve, and possibly even trigger 
an iranian revolution. 

Private threats at this point would probably add little, but threats 
delivered confidentially by third parties close to tehran, such as china 
and Russia, might have more credibility, and these states might carry 

the message if they were convinced that 
the only alternative was u.s. military 
action. conversely, israeli statements 
expressing skepticism that the united 
states will ever bomb iran have under-
cut Washington’s position. if israeli 
leaders were to stop such talk and start 
claiming that they are now confident 

that the united states is willing to strike if necessary (albeit not on 
the timetable that israel would prefer), such a shift would be duly 
noted in tehran. 

the united states could also increase the credibility of its threats 
by specifying the iranian actions that would trigger an attack. the 
fact that obama has resisted calls to announce such “redlines” does 
not mean that he does not have them. it seems likely that the decision 
for a strike would be made if iran got close enough to producing a 
nuclear weapon that it could do so quickly and stealthily, or began 
producing highly enriched uranium, or expelled the international 
Atomic energy Agency’s inspectors. still, even if announcing specific 
redlines such as these would enhance u.s. credibility, it would have 
downsides as well. specifying what would be prohibited would mark 
out what would be permitted, and iran could take that as an invitation 
to move right up to the redlines.

Washington has been trying 
to coerce Iran into giving 
up its nuclear program for 
ages now, to little avail.
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Washington could lend its threats credibility through actions even 
more than through words. it could bolster its military capabilities in 
a way that demonstrated its seriousness, including making expensive 
preparations to deal with retaliation by iran after an American attack. 
it could even begin military maneuvers that have some risk of provoking 
iran and leading to escalation, thus showing that Washington is not 
frightened by the prospect of a fight developing accidentally.

u.s. threats could also be made more credible if Washington 
developed plans for a strike against iranian nuclear facilities and 
then deliberately allowed iranian intelligence services to learn the 
details. in this scenario, the iranians would have to believe they 
discovered something the Americans had sought to hide from them, 
lest they conclude it was simply a ruse designed to impress them. this 
kind of maneuver is tricky: although sound in principle, in practice 
it has generally proved too clever by half. During the 1961 Berlin 
crisis, for example, the Kennedy administration provided West 
Germany with its plans for a military response to the standoff, 
knowing the West German government had been penetrated by 
soviet intelligence. And in 1969, the nixon administration staged 
an ostensibly secret nuclear-alert exercise designed to convey the 
strength of the u.s. commitment to south Vietnam. in both cases, 
however, the soviets hardly noticed.

one might assume that the united states could increase the 
credibility of its threats in iranian eyes by building up its defenses, 
seemingly in preparation for a possible conflict. But bulking up u.s. 
capabilities against iranian missiles in the eastern Mediterranean 
and the Persian Gulf might also send the opposite signal—that the 
united states is preparing not to attack but rather to live with (and 
deter) a nuclear-armed iran. canceling the deployment of systems 
designed to defend against iranian missiles, in fact, would be a strong 
and dramatic signal that the united states has no intention of allow-
ing a nuclear iran and is willing to strike preventively to head off 
such a prospect. 

WHY IT’S HARD TO MAKE CREDIBLE PROMISES
in general, making promises credible is even harder than making 
threats credible, and that is especially true in this case because of the 
history of mutual mistrust and the conflicting historical narratives that 
each side tells itself. u.s. promises to iran are complicated by other 
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factors as well. there are multiple audiences listening in on anything 
Washington says to tehran: domestic constituencies, Arab states, 

north Korea, other states that might 
seek nuclear weapons, and, of course, 
israel. the fear of an israeli attack may 
provide a useful source of extra pressure, 
but iranian perceptions of u.s.-israeli 
collusion can make u.s. signaling to 
iran more difficult. American promises 
must be seen to cover israeli actions as 

well, and some promises designed to reassure israel of u.s. protection 
might conflict with conciliatory messages Washington wishes to send 
to tehran.

u.s. policymakers also have limited knowledge of iranian percep-
tions and domestic politics. it is generally agreed that iran’s nuclear 
policy rests in the hands of the country’s supreme leader, Ayatollah 
Ali Khamenei. But it is hard to know just what his goals are, how 
he perceives u.s. messages, and even which messages are accurately 
conveyed to him. if history is any lesson, the likelihood is that he 
interprets much American behavior, including promises, in ways 
that Americans would find utterly bizarre.

Just what various iranian actors would perceive as a reward, more-
over, might be hard to determine. some figures in or close to the 
regime, for example, have built fortunes and political power bases 
around adapting to sanctions, so removing or loosening sanctions 
might actually harm rather than help them. even the most valuable 
prize the West could offer—the normalization of relations and the 
integration of the islamic Republic into the world community—
could conflict with the worldview of dominant actors in iran, undercut 
their power, and be seen by them, quite possibly accurately, as a step 
toward eventual regime change.

All these gaps in knowledge and trust stand in the way of the united 
states’ ability to make credible promises of any kind to iran, whether 
minor assurances intended to serve as confidence-building measures 
or the more substantial promises that could lead to a durable diplomatic 
settlement. in the most likely deal, iran would agree to stop designing 
warheads and to refrain from enriching uranium above the 20 percent 
level. it would retain only limited stockpiles of uranium enriched to 
5–20 percent, accept limits on the capacities of its enrichment facilities, 

Talk of “carrots and sticks” 
implies that Iran is an 
animal that the West is 
trying to manipulate.
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allow robust inspections of its nuclear facilities, and agree to refrain from 
building facilities that the united states could not destroy. (such a deal 
would permit the heavily fortified underground Fordow enrichment 
plant to remain open, since it is vulnerable to a u.s. strike—something 
that would displease the israelis, whose own capabilities are insufficient 
to overcome Fordow’s defenses.)

in return, the united states would accept a limited iranian enrich-
ment program, promise not to try to overthrow the regime (and maybe 
not to undermine it), and suspend sanctions that were imposed 
specifically in response to the nuclear program. the united states 
might also restore normal diplomatic relations with iran—although 
taking that step, along with lifting other sanctions, might require a 
larger grand bargain involving iran’s ending its support for hamas 
and hezbollah. 

to convince iran that such a deal is possible, the united states 
would have to surmount four barriers. it would need to gain some 
measure of israeli acquiescence, both to satisfy influential pro-israel 
constituencies in the united states and to convince iran that the deal 
would not be undercut by israeli sabotage, assassinations, or attacks. 
Accepting a civilian nuclear program in iran would necessitate repealing 
or carving out some sort of exception to various un security council 
resolutions, because the original sanctions were applied in response to 
the establishment of the nuclear program itself, not to the subsequent 
progress iran has apparently made.

Washington would need to convince tehran that negotiations were 
not designed to weaken it and that a settlement would end American 
efforts at regime change. security assurances would have to be part of 
any deal, and they would be hard to craft. the fact that the united 
states helped overthrow Qaddafi in 2011 despite his earlier agreement 
to abandon his weapons of mass destruction program would surely be 
on iranian minds.

Finally, the united states would have to find some way of offering 
iran intangible goods it truly craves: respect and treatment as an equal. 
not only can the process of hard bargaining get in the way of respect-
ful treatment, but so can even the imagery used to think about such 
bargaining—such as talk of “carrots and sticks,” which implies that iran 
is an animal that the West is trying to manipulate. on the other hand, 
showing respect to iran would not cost the united states a great deal.
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GETTING TO THE TABLE
Although the united states and its european allies are talking 
with iran now, these conversations seem to involve little more 
than recitations of unyielding opening positions. Distrust is often 
highest at the beginning of a negotiation process, since both sides 
fear that any preliminary concessions will not only be pocketed 
but also be taken as a sign of weakness that will embolden the 
other side to hold out for more.

there are standard, if imperfect, ways to deal with this problem, 
such as by using disavowable third parties who can float enticing ideas 
without exposing actual negotiating positions. Ambiguous “feelers” are 
also useful, since they require the other side to respond to a message 
before its true meaning is revealed and so limit the first state’s exposure. 
But the distrust between the united states and iran runs so deep that 
the normal playbook is unlikely to work here. Getting through to the 
supreme leader and convincing him that serious negotiations are in his 
interest will be difficult. Appealing to him personally and directly, in 
both public and private, might be effective, as might sending a high-
level emissary (although such steps should be reserved until close to 
the last possible minute, to avoid undue humiliation should they fail). 

A dramatic (if unlikely) approach would be for the united states 
to unilaterally suspend some of its sanctions against iran, halt all its 
military preparations related to iran, or declare that the option of 
using force is no longer on the table. A more plausible scenario would 
be for u.s. leaders to try to communicate that they are ready for an 
agreement by letting the iranian regime know that they are studying 
how to suspend sanctions in stages and developing various forms of 
security guarantees. 

the normal negotiating procedure would be to start with small 
confidence-building measures and put off dealing with the central 
and most difficult issues for while, until some progress and mutual 
trust have been achieved. it is probably too late for that, however, 
especially since many of the standard smaller steps have been removed 
from consideration by the recent application of even tougher inter-
national sanctions on iran. until recently, for example, a freeze-
for-freeze approach to confidence building might have been possible: 
a u.s. offer to take no further aggressive steps in exchange for a 
comparable iranian move. But at this point, given the pain the 
sanctions are currently inflicting, modifying them or suspending 
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them would probably be required, which would be a much bigger 
concession on the part of the united states and europe. 

it will probably be necessary for Washington to sketch the broad 
contours of a possible final agreement before talks begin. entering 
serious negotiations would carry high political costs for the White 
house and spark a major political struggle in tehran—risks the 
leaders on each side would take only if there seemed to be good 
prospects of an acceptable solution. And any agreement, of course, 
would have to be carried out incrementally in order for each side to 
guard against the other’s reneging. 

still, the united states may need to put more of its cards on the 
table at the start. it will have to convince Khamenei that successful 
negotiations would greatly reduce the threat to his country posed 
by the united states and that Washington would be willing to accept 
an appropriately safeguarded iranian civilian nuclear program. there 
will be a strong temptation in Washington to reserve such induce-
ments for the final stage of hard bargaining, but holding them back 
is likely to greatly decrease the chance that the negotiations will 
reach that stage at all.

the obstacles to successful negotiations may be so great that the 
best the united states can achieve is a form of containment that 
would maintain something like the status quo, with iran remaining at 
some distance from a weapon. such a situation might not be stable, 
however, and what soviet Premier nikita Khrushchev told Kennedy 
at the height of the cuban missile crisis could also prove relevant to 
the u.s.-iranian confrontation: “Mr. President, we and you ought 
not now to pull on the end of the rope in which you have tied the knot 
of war, because the more the two of us pull, the tighter the knot will 
be tied. And a moment may come when that knot will be tied so tight 
that even he who tied it will not have the strength to untie it. And 
then it will be necessary to cut that knot.” 

looking carefully at the challenges of coercive diplomacy in this 
case is sobering. using threats and promises to successfully manage 
the problems posed by iran’s nuclear program will be difficult at best, 
requiring extraordinary levels of calmness, boldness, creativity, and 
forbearance. But if Washington is determined to avoid both military 
action and deterrence, those are the qualities it will need to summon.∂
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Pull Back
The Case for a Less Activist Foreign 
Policy

Barry R. Posen

Despite a decade of costly and indecisive warfare and mounting 
fiscal pressures, the long-standing consensus among American 
policymakers about U.S. grand strategy has remained remark-

ably intact. As the presidential campaign made clear, Republicans and 
Democrats may quibble over foreign policy at the margins, but they 
agree on the big picture: that the United States should dominate the 
world militarily, economically, and politically, as it has since the final 
years of the Cold War, a strategy of liberal hegemony. The country, 
they hold, needs to preserve its massive lead in the global balance of 
power, consolidate its economic preeminence, enlarge the community 
of market democracies, and maintain its outsized influence in the inter-
national institutions it helped create. 

To this end, the U.S. government has expanded its sprawling 
Cold War–era network of security commitments and military bases. 
It has reinforced its existing alliances, adding new members to nato 
and enhancing its security agreement with Japan. In the Persian Gulf, 
it has sought to protect the flow of oil with a full panoply of air, sea, 
and land forces, a goal that consumes at least 15 percent of the U.S. 
defense budget. Washington has put China on a watch list, ringing it in 
with a network of alliances, less formal relationships, and military bases. 

The United States’ activism has entailed a long list of ambitious 
foreign policy projects. Washington has tried to rescue failing states, 
intervening militarily in Somalia, Haiti, Bosnia, Kosovo, and Libya, 
variously attempting to defend human rights, suppress undesirable 
nationalist movements, and install democratic regimes. It has also 

Barry r. Posen is Ford International Professor of Political Science and Director of the 
Security Studies Program at the Massachusetts Institute of Technology.
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tried to contain so-called rogue 
states that oppose the United 
States, such as Iran, Iraq under 
Saddam Hussein, North Korea, 
and, to a lesser degree, Syria. 
After 9/11, the struggle 
against al Qaeda and its 
allies dominated the 
agenda, but the George W. 
Bush administration defined 
this enterprise broadly and led 
the country into the painful 
wars in Afghanistan and Iraq. 
Although the United States has 
long sought to discourage the spread 
of nuclear weapons, the prospect of nuclear-
armed terrorists has added urgency to this 
objective, leading to constant tension with 
Iran and North Korea. 

In pursuit of this ambitious agenda, the United States has consis-
tently spent hundreds of billions of dollars per year on its military—
far more than the sum of the defense budgets of its friends and far 
more than the sum of those of its potential adversaries. It has kept 
that military busy: U.S. troops have spent roughly twice as many 
months in combat after the Cold War as they did during it. Today, 
roughly 180,000 U.S. soldiers remain stationed on foreign soil, not 
counting the tens of thousands more who have rotated through the 
war zones in Afghanistan and Iraq. Thousands of American and allied 
soldiers have lost their lives, not to mention the countless civilians 
caught in the crossfire.

This undisciplined, expensive, and bloody strategy has done untold 
harm to U.S. national security. It makes enemies almost as fast as it 
slays them, discourages allies from paying for their own defense, and 
convinces powerful states to band together and oppose Washington’s 
plans, further raising the costs of carrying out its foreign policy. During 
the 1990s, these consequences were manageable because the United 
States enjoyed such a favorable power position and chose its wars 
carefully. Over the last decade, however, the country’s relative power has 
deteriorated, and policymakers have made dreadful choices concerning 
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which wars to fight and how to fight them. What’s more, the Pentagon 
has come to depend on continuous infusions of cash simply to retain its 
current force structure—levels of spending that the Great Recession 
and the united states’ ballooning debt have rendered unsustainable. 

it is time to abandon the united states’ hegemonic strategy and 
replace it with one of restraint. this approach would mean giving up 
on global reform and sticking to protecting narrow national security 
interests. it would mean transforming the military into a smaller force 
that goes to war only when it truly must. it would mean removing 
large numbers of u.s. troops from forward bases, creating incentives 
for allies to provide for their own security. And because such a shift 
would allow the united states to spend its resources on only the most 
pressing international threats, it would help preserve the country’s 
prosperity and security over the long run.

ACTION AND REACTION
the united states emerged from the cold War as the single most 
powerful state in modern times, a position that its diversified and 
immensely productive economy supports. Although its share of 
world economic output will inevitably shrink as other countries 
catch up, the united states will continue for many years to rank as 
one of the top two or three economies in the world. the united 
states’ per capita gdp stands at $48,000, more than five times as 
large as china’s, which means that the u.s. economy can produce 
cutting-edge products for a steady domestic market. north America is 
blessed with enviable quantities of raw materials, and about 29 per-
cent of u.s. trade flows to and from its immediate neighbors, canada 
and Mexico. the fortuitous geostrategic position of the united 
states compounds these economic advantages. its neighbors to the 
north and south possess only miniscule militaries. Vast oceans to the 
west and east separate it from potential rivals. And its thousands 
of nuclear weapons deter other countries from ever entertaining 
an invasion. 

ironically, however, instead of relying on these inherent advantages 
for its security, the united states has acted with a profound sense of 
insecurity, adopting an unnecessarily militarized and forward-leaning 
foreign policy. that strategy has generated predictable pushback. since 
the 1990s, rivals have resorted to what scholars call “soft balancing”—
low-grade diplomatic opposition. china and Russia regularly use the 
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rules of liberal international institutions to delegitimize the united 
states’ actions. in the un security council, they wielded their veto power 
to deny the West resolutions supporting the bombing campaign 
in Kosovo in 1999 and the invasion of 
iraq in 2003, and more recently, they 
have slowed the effort to isolate syria. 
they occasionally work together in 
other venues, too, such as the shanghai 
cooperation organization. Although the 
Beijing-Moscow relationship is unim-
pressive compared with military alliances 
such as nato, it’s remarkable that it exists at all given the long history 
of border friction and hostility between the two countries. As has 
happened so often in history, the common threat posed by a greater 
power has driven unnatural partners to cooperate.

American activism has also generated harder forms of balancing. 
china has worked assiduously to improve its military, and Russia has 
sold it modern weapons, such as fighter aircraft, surface-to-air missiles, 
and diesel-electric submarines. iran and north Korea, meanwhile, 
have pursued nuclear programs in part to neutralize the united states’ 
overwhelming advantages in conventional fighting power. some of this 
pushback would have occurred no matter what; in an anarchic global 
system, states acquire the allies and military power that help them 
look after themselves. But a country as large and as active as the 
united states intensifies these responses.

such reactions will only grow stronger as emerging economies 
convert their wealth into military power. even though the economic 
and technological capacities of china and india may never equal those 
of the united states, the gap is destined to narrow. china already has 
the potential to be a serious competitor. At the peak of the cold War, 
in the mid-1970s, soviet gdp, in terms of purchasing power parity, 
amounted to 57 percent of u.s. gdp. china reached 75 percent of the 
u.s. level in 2011, and according to the international Monetary 
Fund, it is projected to match it by 2017. of course, chinese output 
must support four times as many people, which limits what the country 
can extract for military purposes, but it still provides enough resources 
to hinder u.s. foreign policy. Meanwhile, Russia, although a shadow 
of its former soviet self, is no longer the hapless weakling it was in 
the 1990s. its economy is roughly the size of the united Kingdom’s 

It is time to abandon the 
United States’ hegemonic 
strategy and replace it with 
one of restraint.
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or France’s, it has plenty of energy resources to export, and it still 
produces some impressive weapons systems. 

fIGHTING IDENTITY
Just as emerging powers have gotten stronger, so, too, have the small 
states and violent substate entities that the united states has attempted 
to discipline, democratize, or eliminate. Whether in somalia, serbia, 
Afghanistan, iraq, or libya, the u.s. military seems to find itself fight-
ing enemies that prove tougher than expected. (consider the fact that 
Washington spent as much in real terms on the war in iraq as it did 
on the war in Vietnam, even though the iraqi insurgents enjoyed little 
external support, whereas china and the soviet union lent major 
support to the Vietcong and the north Vietnamese.) yet Washington 
seems unable to stay out of conflicts involving substate entities, in part 
because their elemental nature assaults the internationalist values that 
u.s. grand strategy is committed to preserving. having trumpeted the 
united states’ military superiority, u.s. policymakers have a hard time 
saying no to those who argue that the country’s prestige will suffer 
gravely if the world’s leader lets wars great and small run their course.

the enduring strength of these substate groups should give American 
policymakers pause, since the united states’ current grand strategy 
entails open-ended confrontation with nationalism and other forms of 
identity politics that insurgents and terrorists feed off of. these forces 
provide the organizing energy for groups competing for power within 
countries (as in Bosnia, Afghanistan, and iraq), for secessionist move-
ments (as in Kosovo), and for terrorists who oppose the liberal world 
order (mainly al Qaeda). officials in Washington, however, have acted 
as if they can easily undercut the power of identity through democratic 
processes, freedom of information, and economic development, helped 
along by the judicious application of military power. in fact, identity 
is resilient, and foreign peoples react with hostility to outsiders trying 
to control their lives. 

the iraq war has been a costly case in point. officials in the Bush 
administration convinced themselves that a quick application of over-
whelming military power would bring democracy to iraq, produce a 
subsequent wave of democratization across the Arab world, marginal-
ize al Qaeda, and secure u.s. influence in the region. instead, shiites, 
sunnis, and Kurds stoked the violence that the united states labored 
to suppress, and shiite and sunni factions fought not only each other 
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but also the u.s. military. today’s shiite-dominated government in 
Baghdad has proved neither democratic nor effective. sunni terrorists 
have continued to carry out attacks. the Kurdish parts of iraq barely 
acknowledge their membership in the larger state.

By now, it is clear that the united states has worn out its wel-
come in Afghanistan, too. the taliban continue to resist the u.s. 
presence, drawing their strength largely from Pashtun nationalism, 
and members of the Afghan security forces have, in growing numbers, 
murdered u.s. and other nato soldiers who were there to assist them. 
instead of simply punishing the taliban for their indirect role in 
9/11 and hitting al Qaeda as hard as possible, true to its global 
agenda, the Bush administration pursued a costly and futile effort to 
transform Afghanistan, and the obama administration continued it.

fRIENDS WITHOUT BENEfITS
Another problematic response to the united states’ grand strategy 
comes from its friends: free-riding. the cold War alliances that the 
country has worked so hard to maintain—namely, nato and the u.s.-
Japanese security agreement—have provided u.s. partners in europe 
and Asia with such a high level of insurance that they have been 
able to steadily shrink their militaries and outsource their defense to 
Washington. european nations have cut their military spending by 
roughly 15 percent in real terms since the end of the cold War, with 
the exception of the united Kingdom, which will soon join the rest 
as it carries out its austerity policy. Depending on how one counts, 
Japanese defense spending has been cut, or at best has remained stable, 
over the past decade. the government has unwisely devoted too much 
spending to ground forces, even as its leaders have expressed alarm at 
the rise of chinese military power—an air, missile, and naval threat.

Although these regions have avoided major wars, the united 
states has had to bear more and more of the burden of keeping the 
peace. it now spends 4.6 percent of its gdp on defense, whereas its 
european nato allies collectively spend 1.6 percent and Japan spends 
1.0 percent. With their high per capita gdps, these allies can afford to 
devote more money to their militaries, yet they have no incentive 
to do so. And so while the u.s. government considers draconian 
cuts in social spending to restore the united states’ fiscal health, it 
continues to subsidize the security of Germany and Japan. this is 
welfare for the rich. 
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u.s. security guarantees also encourage plucky allies to challenge 
more powerful states, confident that Washington will save them in 
the end—a classic case of moral hazard. this phenomenon has caused 
the united states to incur political costs, antagonizing powers great 

and small for no gain and encouraging 
them to seek opportunities to provoke 
the united states in return. so far, the 
united states has escaped getting sucked 
into unnecessary wars, although Wash-
ington dodged a bullet in taiwan when 
the Democratic Progressive Party of 
chen shui-bian governed the island, 
from 2000 to 2008. his frequent allu-
sions to independence, which ran 
counter to u.s. policy but which some 
Bush administration officials reportedly 

encouraged, unnecessarily provoked the chinese government; had 
he proceeded, he would have surely triggered a dangerous crisis. 
chen would never have entertained such reckless rhetoric absent 
the long-standing backing of the u.s. government.

the Philippines and Vietnam (the latter of which has no formal 
defense treaty with Washington) also seem to have figured out that 
they can needle china over maritime boundary disputes and then 
seek shelter under the u.s. umbrella when china inevitably reacts. 
not only do these disputes make it harder for Washington to cooper-
ate with Beijing on issues of global importance; they also risk roping 
the united states into conflicts over strategically marginal territory.

Georgia is another state that has played this game to the united 
states’ detriment. overly confident of Washington’s affection for it, 
the tiny republic deliberately challenged Russia over control of the 
disputed region of south ossetia in August 2008. Regardless of how 
exactly the fighting began, Georgia acted far too adventurously given 
its size, proximity to Russia, and distance from any plausible source of 
military help. this needless war ironically made Russia look tough 
and the united states unreliable.

this dynamic is at play in the Middle east, too. Although u.s. 
officials have communicated time and again to leaders in Jerusalem 
their discomfort with israeli settlements on the territory occupied 
during the 1967 war, israel regularly increases the population and 

The United States’ alliances 
have provided its partners 
in Europe and Asia with 
such a high level of 
insurance that they have 
outsourced their defense to 
Washington.
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dimensions of those settlements. the united states’ military largess 
and regular affirmations of support for israel have convinced israeli 
hawks that they will suffer no consequences for ignoring u.s. advice. 
it takes two to make peace in the israeli-Palestinian conflict, but the 
creation of humiliating facts on the ground will not bring a negotiated 
settlement any closer. And israel’s policies toward the Palestinians are 
a serious impediment to improved u.s. relations with the Arab world.

A NIMBLER STRATEGY
the united states should replace its unnecessary, ineffective, and 
expensive hegemonic quest with a more restrained grand strategy. 
Washington should not retreat into isolationism but refocus its efforts 
on its three biggest security challenges: preventing a powerful rival 
from upending the global balance of power, fighting terrorists, and 
limiting nuclear proliferation. these challenges are not new, but 
the united states must develop more carefully calculated and discrim-
inating policies to address them.

For roughly a century, American strategists have striven to ensure 
that no single state dominated the giant landmass of eurasia, since 
such a power could then muster the resources to threaten the united 
states directly. to prevent this outcome, the united states rightly 
went to war against Germany and Japan and contained the soviet 
union. Although china may ultimately try to assume the mantle of 
eurasian hegemon, this outcome is neither imminent nor inevitable. 
china’s economy still faces many pitfalls, and the country is surrounded 
by powerful states that could and would check its expansion, including 
india and Russia, both of which have nuclear weapons. Japan, although 
it underspends on defense today, is rich and technologically advanced 
enough to contribute to a coalition of states that could balance against 
china. other maritime Asian countries, even without the united 
states as a backstop, could also make common cause against china. 
the united states should maintain the capability to assist them if need 
be. But it should proceed cautiously in order to ensure that its efforts 
do not unnecessarily threaten china and thus encourage the very 
ambitions Washington hopes to deter or prompt a new round of free-
riding or reckless driving by others in Asia.

the united states must also defend itself against al Qaeda and any 
similar successor groups. since such terrorists can threaten Americans’ 
lives, the u.s. government should keep in place the prudent defensive 
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measures that have helped lower the risk of attacks, such as more 
energetic intelligence efforts and better airport security. (A less inter-
ventionist foreign policy will help, too: it was partly the u.s. military’s 
presence in saudi Arabia that radicalized osama bin laden and his 
followers in the first place.) When it comes to offense, the united 
states must still pursue terrorists operating abroad, so that they spend 

their scarce resources trying to stay 
alive rather than plotting new attacks. 
it will need to continue cooperating 
with other vulnerable governments and 
help them develop their own police 
and military forces. occasionally, the 
u.s. military will have to supplement 
these efforts with air strikes, drone 
attacks, and special operations raids. 

But Washington should keep the 
threat in perspective. terrorists are too 
weak to threaten the country’s sover-

eignty, territorial integrity, or power position. Because the threat 
is modest, and because trying to reform other societies by force is 
too costly, the united states must fight terrorism with carefully 
applied force, rather than through wholesale nation-building efforts 
such as that in Afghanistan. 

Finally, a restrained grand strategy would also pay close attention 
to the spread of nuclear weapons, while relying less on the threat of 
military force to stop it. thanks to the deterrence provided by its 
own massive nuclear forces, the united states faces little risk of a 
direct nuclear attack by another state. But Washington does need to 
keep nonstate actors from obtaining nuclear weapons or material. to 
prevent them from taking advantage of lax safeguards at nuclear 
facilities, the u.s. government should share best practices regarding 
nuclear security with other countries, even ones that it would prefer 
did not possess nuclear weapons in the first place. the united states 
does already cooperate somewhat with Pakistan on this issue, but it 
must stand ready to do more and ultimately to undertake such efforts 
with others.

the loss of a government’s control over its nuclear weapons during 
a coup, revolution, or civil war is a far harder problem to forestall. 
it may be possible for u.s. forces to secure weapons in a period of 

The United States should 
withdraw from NATO’s 
military command 
structure and return the 
alliance to the primarily 
political organization it 
once was.
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instability, with the help of local actors who see the dangers for their 
own country if the weapons get loose. conditions may lend them-
selves to a preventive military attack, to seize or disable the weapons. 
in some cases, however, the united states might have to make do with 
less sure-fire responses. it could warn those who seized the nuclear 
weapons in a period of upheaval that they would make themselves 
targets for retaliation if the weapons were ever used by terrorists. 
And it could better surveil international sea and air routes and more 
intensively monitor both its own borders for nuclear smuggling and 
those of the potential source countries. 

these measures may seem incommensurate with the terrible toll 
of a nuclear blast. But the alternative strategy—fighting preventive 
conventional wars against nascent nuclear powers—is an expensive 
and uncertain solution to proliferation. the obama administration’s 
oft-repeated warning that deterrence and containment of a nuclear iran 
is unacceptable makes little sense given the many ways a preventive 
war could go wrong and in light of the redundant deterrent capability 
the united states already possesses. indeed, the more Washington relies 
on military force to halt proliferation, the more likely it is that countries 
will decide to acquire the ultimate deterrent.

A more restrained America would also have to head off nuclear 
arms races. in retrospect, the size, composition, doctrine, and highly 
alert posture of u.s. and soviet nuclear forces during the cold War 
seem unduly risky relative to the strategic problem those weapons 
were supposed to solve. nuclear weapons act as potent deterrents to 
aggression, but significantly smaller forces than those the united states 
now possesses, carefully managed, should do the job. to avoid a replay 
of cold War–style nuclear competition, the united states should 
pursue a new multilateral arms control regime that places ceilings on 
nuclear inventories and avoids hair-trigger force postures.

RESTRAINT IN PRACTICE
A grand strategy of restraint would narrow u.s. foreign policy to 
focus on those three larger objectives. What would it look like in 
practice? First, the united states would recast its alliances so that other 
countries shared actual responsibility for their own defense. nato is 
the easiest case; the united states should withdraw from the military 
command structure and return the alliance to the primarily political 
organization it once was. the europeans can decide for themselves 
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whether they want to retain the military command structure under 
the auspices of the european union or dismantle it altogether. Most 
u.s. troops should come home from europe, although by mutual 
agreement, the united states could keep a small number of naval and 
air bases on the continent. 

the security treaty with Japan is a more difficult problem; it needs 
to be renegotiated but not abandoned. As the treaty stands now, the 
united states shoulders most of the burden of defending Japan, and 

the Japanese government agrees to help. 
the roles should be reversed, so that 
Japan assumes responsibility for its 
own defense, with Washington offering 
backup. Given concerns about china’s 
rising power, not all u.s. forces should 
leave the region. But the Pentagon 
should pare down its presence in Japan 
to those relevant to the most immediate 

military problems. All u.s. marines could be withdrawn from the 
country, bringing to an end the thorny negotiations about their future 
on the island of okinawa. the u.s. navy and the u.s. Air Force 
should keep the bulk of their forces stationed in and around Japan in 
place, but with appropriate reductions. elsewhere in Asia, the u.s. 
military can cooperate with other states to ensure access to the region 
should future crises arise, but it should not seek new permanent bases.

the military should also reassess its commitments in the Persian 
Gulf: the united states should help protect states in the region against 
external attacks, but it cannot take responsibility for defending them 
against internal dissent. Washington still needs to reassure those 
governments that fear that a regional power such as iran will attack 
them and hijack their oil wealth, since a single oil-rich hegemon in 
the region would no doubt be a source of mischief. the u.s. military 
has proved adept at preventing such an outcome in the past, as it did 
when it defended saudi Arabia and repelled saddam’s forces from 
Kuwait in 1991. Ground forces bent on invasion make easy targets 
for air attacks. the aircraft and cruise missiles aboard u.s. naval 
forces stationed in the region could provide immediate assistance. 
With a little advance notice, u.s. Air Force aircraft could quickly 
reinforce land bases maintained by the Arab states of the Gulf, as 
they did during the Gulf War when the regional powers opposed to 

U.S. allies will do 
everything they can to 
persuade Washington  
to keep its current policies 
in place.

FA.indb   126 11/27/12   9:57 PM

Return to Table of Contents



Pull Back

 January/February 2013 127

saddam’s aggression prepared the way for reinforcement from the 
u.s. military by maintaining extra base capacity and fuel. 

But u.s. soldiers no longer need to live onshore in Gulf countries, 
where they incite anti-Americanism and tie the u.s. government to 
autocratic regimes of dubious legitimacy. For example, Bahrain is 
suffering considerable internal unrest, which raises questions about 
the future viability of the united states’ growing military presence 
there. the iraq war proved that trying to install new regimes in Arab 
countries is a fool’s errand; defending existing regimes facing internal 
rebellion will be no easier.

under a restrained grand strategy, u.s. military forces could shrink 
significantly, both to save money and to send allies the message that 
it’s time they did more for themselves. Because the Pentagon would, 
under this new strategy, swear off counterinsurgency, it could cut the 
number of ground forces in half. the navy and the air force, mean-
while, should be cut by only a quarter to a third, since their assets take 
a long time to produce and would still be needed for any effort to 
maintain the global balance of power. naval and air forces are also well 
suited to solving the security problems of Asia and the Persian Gulf. 
Because these forces are highly mobile, only some need be present in key 
regions. the rest can be kept at home, as a powerful strategic reserve.

the overall size and quality of u.s. military forces should be deter-
mined by the critical contingency that they must address: the defense 
of key resources and allies against direct attack. too often in the past, 
Washington has overused its expensive military to send messages that 
ought to be left to diplomats. that must change. Although the Pentagon 
should continue leading joint exercises with the militaries of other 
countries in key regions, it should stop overloading the calendar with 
pointless exercises the world over. Making that change would save wear 
and tear on troops and equipment and avoid creating the impression 
that the united states will solve all the world’s security problems.

LETTING GO
shifting to a more restrained global stance would yield meaningful 
benefits for the united states, saving lives and resources and preventing 
pushback, provided Washington makes deliberate and prudent moves 
now to prepare its allies to take on the responsibility for their own 
defense. scaling down the u.s. military’s presence over a decade 
would give partners plenty of time to fortify their own militaries and 
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develop the political and diplomatic machinery to look after their 
own affairs. Gradual disengagement would also reduce the chances of 
creating security vacuums, which opportunistic regional powers might 
try to fill.

u.s. allies, of course, will do everything they can to persuade 
Washington to keep its current policies in place. some will promise 
improvements to their military forces that they will then abandon 
when it is convenient. some will claim there is nothing more they 
can contribute, that their domestic political and economic constraints 
matter more than America’s. others will try to divert the discussion 
to shared values and principles. still others will hint that they will 
bandwagon with strong neighbors rather than balance against them. 
A few may even threaten to turn belligerent.

u.s. policymakers will need to remain cool in the face of such 
tactics and keep in mind that these wealthy allies are unlikely to 
surrender their sovereignty to regional powers. indeed, history 
has shown that states more often balance against the powerful than 
bandwagon with them. As for potential adversaries, the united states 
can continue to deter actions that threaten its vital interests by 
defining those interests narrowly, stating them clearly, and main-
taining enough military power to protect them.

of course, the united states could do none of these things and 
instead continue on its present track, wasting resources and earning 
the enmity of some states and peoples while infantilizing others. 
Perhaps current economic and geopolitical trends will reverse them-
selves, and the existing strategy will leave Washington comfortably 
in the driver’s seat, with others eager to live according to its rules. 
But if the u.s. debt keeps growing and power continues to shift to 
other countries, some future economic or political crisis could force 
Washington to switch course abruptly, compelling friendly and 
not-so-friendly countries to adapt suddenly. that seems like the 
more dangerous path.∂
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Lean Forward
In Defense of American Engagement

Stephen G. Brooks, G. John Ikenberry, and 
William C. Wohlforth

Since the end of World War ii, the united states has pursued a 
single grand strategy: deep engagement. in an effort to protect 
its security and prosperity, the country has promoted a liberal eco-

nomic order and established close defense ties with partners in europe, 
east Asia, and the Middle east. its military bases cover the map, its ships 
patrol transit routes across the globe, and tens of thousands of its troops 
stand guard in allied countries such as Germany, Japan, and south Korea.

the details of u.s. foreign policy have differed from administration 
to administration, including the emphasis placed on democracy promo-
tion and humanitarian goals, but for over 60 years, every president 
has agreed on the fundamental decision to remain deeply engaged in the 
world, even as the rationale for that strategy has shifted. During the cold 
War, the united states’ security commitments to europe, east Asia, 
and the Middle east served primarily to prevent soviet encroachment 
into the world’s wealthiest and most resource-rich regions. since the fall 
of the soviet union, the aim has become to make these same regions 
more secure, and thus less threatening to the united states, and to use 
these security partnerships to foster the cooperation necessary for a 
stable and open international order. 

now, more than ever, Washington might be tempted to abandon 
this grand strategy and pull back from the world. the rise of china 
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is chipping away at the 
united states’ prepon-
derance of power, a 
budget crisis has put 
defense spending on the 
chopping block, and two 
long wars have left the 
u.s. military and public 
exhausted. indeed, even 
as most politicians 
continue to assert 
their commitment to 
global leadership, a very 
different view has taken 
hold among scholars of inter-
national relations over the past 
decade: that the united states should 
minimize its overseas military 
presence, shed its security ties, 
and give up its efforts to lead the 
liberal international order. 

Proponents of retrenchment 
argue that a globally engaged 
grand strategy wastes money by 
subsidizing the defense of well-off 
allies and generates resentment among 
foreign populations and governments. A 
more modest posture, they contend, would put 
an end to allies’ free-riding and defuse anti-American 
sentiment. even if allies did not take over every mission 
the united states now performs, most of these roles have nothing to 
do with u.s. security and only risk entrapping the united states in 
unnecessary wars. in short, those in this camp maintain that pulling 
back would not only save blood and treasure but also make the united 
states more secure. 

they are wrong. in making their case, advocates of retrenchment over-
state the costs of the current grand strategy and understate its benefits. 
in fact, the budgetary savings of lowering the united states’ interna-
tional profile are debatable, and there is little evidence to suggest that 
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an internationally engaged America provokes other countries to balance 
against it, becomes overextended, or gets dragged into unnecessary wars.

the benefits of deep engagement, on the other hand, are legion. 
u.s. security commitments reduce competition in key regions and act 
as a check against potential rivals. they help maintain an open world 
economy and give Washington leverage in economic negotiations. 
And they make it easier for the united states to secure cooperation for 
combating a wide range of global threats. Were the united states to 
cede its global leadership role, it would forgo these proven upsides while 
exposing itself to the unprecedented downsides of a world in which 
the country was less secure, prosperous, and influential. 

AN AffORDABLE STRATEGY
Many advocates of retrenchment consider the united states’ assertive 
global posture simply too expensive. the international relations scholar 
christopher layne, for example, has warned of the country’s “ballooning 
budget deficits” and argued that “its strategic commitments exceed 
the resources available to support them.” calculating the savings of 
switching grand strategies, however, is not so simple, because it depends 
on the expenditures the current strategy demands and the amount 
required for its replacement—numbers that are hard to pin down. 

if the united states revoked all its security guarantees, brought 
home all its troops, shrank every branch of the military, and slashed its 
nuclear arsenal, it would save around $900 billion over ten years, 
according to Benjamin Friedman and Justin logan of the cato institute. 
But few advocates of retrenchment endorse such a radical reduction; 
instead, most call for “restraint,” an “offshore balancing” strategy, or an 
“over the horizon” military posture. the savings these approaches would 
yield are less clear, since they depend on which security commitments 
Washington would abandon outright and how much it would cost to 
keep the remaining ones. if retrenchment simply meant shipping 
foreign-based u.s. forces back to the united states, then the savings 
would be modest at best, since the countries hosting u.s. forces usually 
cover a large portion of the basing costs. And if it meant maintaining 
a major expeditionary capacity, then any savings would again be small, 
since the Pentagon would still have to pay for the expensive weaponry 
and equipment required for projecting power abroad. 

the other side of the cost equation, the price of continued engage-
ment, is also in flux. Although the fat defense budgets of the past 
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decade make an easy target for advocates of retrenchment, such high 
levels of spending aren’t needed to maintain an engaged global posture. 
spending skyrocketed after 9/11, but it has already begun to fall back 
to earth as the united states winds down its two costly wars and trims 
its base level of nonwar spending. As of the fall of 2012, the Defense 
Department was planning for cuts of just under $500 billion over the 
next five years, which it maintains will not compromise national 
security. these reductions would lower military spending to a little less 
than three percent of gdp by 2017, from its current level of 4.5 percent. 
the Pentagon could save even more with no ill effects by reforming 
its procurement practices and compensation policies. 

even without major budget cuts, however, the country can afford the 
costs of its ambitious grand strategy. the significant increases in military 
spending proposed by Mitt Romney, the Republican candidate, during 
the 2012 presidential campaign would still have kept military spending 
below its current share of gdp, since spending on the wars in Afghanistan 
and iraq would still have gone down and Romney’s proposed non-
war spending levels would not have kept pace with economic growth. 
small wonder, then, that the case for pulling back rests more on the 
nonmonetary costs that the current strategy supposedly incurs.

UNBALANCED
one such alleged cost of the current grand strategy is that, in the 
words of the political scientist Barry Posen, it “prompts states to 
balance against u.s. power however they can.” yet there is no evidence 
that countries have banded together in anti-American alliances or 
tried to match the united states’ military capacity on their own—
or that they will do so in the future. 

indeed, it’s hard to see how the current grand strategy could generate 
true counterbalancing. unlike past hegemons, the united states is 
geographically isolated, which means that it is far less threatening to 
other major states and that it faces no contiguous great-power rivals 
that could step up to the task of balancing against it. Moreover, any 
competitor would have a hard time matching the u.s. military. not 
only is the united states so far ahead militarily in both quantitative and 
qualitative terms, but its security guarantees also give it the leverage 
to prevent allies from giving military technology to potential u.s. 
rivals. Because the united states dominates the high-end defense 
industry, it can trade access to its defense market for allies’ agreement 
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not to transfer key military technologies to its competitors. the 
embargo that the united states has convinced the eu to maintain on 
military sales to china since 1989 is a case in point. 

if u.s. global leadership were prompting balancing, then one 
would expect actual examples of pushback—especially during the 
administration of George W. Bush, who pursued a foreign policy 
that seemed particularly unilateral. yet since the soviet union 
collapsed, no major powers have tried to balance against the united 
states by seeking to match its military might or by assembling a formi-
dable alliance; the prospect is simply too daunting. instead, they have 
resorted to what scholars call “soft balancing,” using international insti-
tutions and norms to constrain Washington. setting aside the fact that 

soft balancing is a slippery concept and 
difficult to distinguish from everyday 
diplomatic competition, it is wrong to 
say that the practice only harms the 
united states. Arguably, as the global 
leader, the united states benefits from 
employing soft-balancing-style leverage 
more than any other country. After all, 
today’s rules and institutions came about 

under its auspices and largely reflect its interests, and so they are in fact 
tailor-made for soft balancing by the united states itself. in 2011, for 
example, Washington coordinated action with several southeast Asian 
states to oppose Beijing’s claims in the south china sea by pointing to 
established international law and norms.

Another argument for retrenchment holds that the united states will 
fall prey to the same fate as past hegemons and accelerate its own decline. 
in order to keep its ambitious strategy in place, the logic goes, the coun-
try will have to divert resources away from more productive purposes—
infrastructure, education, scientific research, and so on—that are necessary 
to keep its economy competitive. Allies, meanwhile, can get away with 
lower military expenditures and grow faster than they otherwise would.

the historical evidence for this phenomenon is thin; for the most 
part, past superpowers lost their leadership not because they pursued 
hegemony but because other major powers balanced against them—a 
prospect that is not in the cards today. (if anything, leading states can 
use their position to stave off their decline.) A bigger problem with 
the warnings against “imperial overstretch” is that there is no reason 

If Washington got out of 
East Asia, Japan and 
South Korea would likely 
expand their military 
capabilities and go nuclear.
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to believe that the pursuit of global leadership saps economic growth. 
instead, most studies by economists find no clear relationship between 
military expenditures and economic decline. 

to be sure, if the united states were a dramatic outlier and spent 
around a quarter of its gdp on defense, as the soviet union did in its 
last decades, its growth and competitiveness would suffer. But in 2012, 
even as it fought a war in Afghanistan and conducted counterterrorism 
operations around the globe, Washington spent just 4.5 percent of gdp 
on defense—a relatively small fraction, historically speaking. (From 
1950 to 1990, that figure averaged 7.6 percent.) Recent economic 
difficulties might prompt Washington to reevaluate its defense budgets 
and international commitments, but that does not mean that those 
policies caused the downturn. And any money freed up from dropping 
global commitments would not necessarily be spent in ways that 
would help the u.s. economy. 

likewise, u.s. allies’ economic growth rates have nothing to do with 
any security subsidies they receive from Washington. the contention 
that lower military expenditures facilitated the rise of Japan, West 
Germany, and other countries dependent on u.s. defense guarantees 
may have seemed plausible during the last bout of declinist anxiety, in 
the 1980s. But these states eventually stopped climbing up the global 
economic ranks as their per capita wealth approached u.s. levels—
just as standard models of economic growth would predict. over the past 
20 years, the united states has maintained its lead in per capita gdp over 
its european allies and Japan, even as those countries’ defense efforts 
have fallen further behind. their failure to modernize their militaries 
has only served to entrench the united states’ dominance.

LED NOT INTO TEMPTATION
the costs of u.s. foreign policy that matter most, of course, are human 
lives, and critics of an expansive grand strategy worry that the united 
states might get dragged into unnecessary wars. securing smaller allies, 
they argue, emboldens those states to take risks they would not otherwise 
accept, pulling the superpower sponsor into costly conflicts—a classic 
moral hazard problem. concerned about the reputational costs of failing 
to honor the country’s alliance commitments, u.s. leaders might go to 
war even when no national interests are at stake. 

history shows, however, that great powers anticipate the danger of 
entrapment and structure their agreements to protect themselves from 
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it. it is nearly impossible to find a clear case of a smaller power luring 
a reluctant great power into war. For decades, World War i served as 
the canonical example of entangling alliances supposedly drawing 
great powers into a fight, but an outpouring of new historical research 
has overturned the conventional wisdom, revealing that the war was 
more the result of a conscious decision on Germany’s part to try to 
dominate europe than a case of alliance entrapment. 

if anything, alliances reduce the risk of getting pulled into a conflict. 
in east Asia, the regional security agreements that Washington struck 
after World War ii were designed, in the words of the political scientist 
Victor cha, to “constrain anticommunist allies in the region that might 

engage in aggressive behavior against 
adversaries that could entrap the united 
states in an unwanted larger war.” the 
same logic is now at play in the u.s.-
taiwanese relationship. After cross-strait 
tensions flared in the 1990s and the first 
decade of this century, u.s. officials 
grew concerned that their ambiguous 
support for taiwan might expose them 
to the risk of entrapment. so the Bush 

administration adjusted its policy, clarifying that its goal was to not only 
deter china from an unprovoked attack but also deter taiwan from 
unilateral moves toward independence. 

For many advocates of retrenchment, the problem is that the mere 
possession of globe-girdling military capabilities supposedly inflates 
policymakers’ conception of the national interest, so much so that 
every foreign problem begins to look like America’s to solve. critics 
also argue that the country’s military superiority causes it to seek total 
solutions to security problems, as in Afghanistan and iraq, that could 
be dealt with in less costly ways. only a country that possessed such 
awesome military power and faced no serious geopolitical rival would 
fail to be satisfied with partial fixes, such as containment, and instead 
embark on wild schemes of democracy building, the argument goes.

Furthermore, they contend, the united states’ outsized military 
creates a sense of obligation to do something with it even when no 
u.s. interests are at stake. As Madeleine Albright, then the u.s. 
ambassador to the un, famously asked colin Powell, then chairman 
of the Joint chiefs of staff, when debating intervention in Bosnia in 

The country’s globe-
spanning posture is the 
devil we know, and a 
world with a disengaged 
America is the devil we 
don’t know. 
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1993, “What’s the point of having this superb military you’re always 
talking about if we can’t use it?”

if the u.s. military scrapped its forces and shuttered its bases, then 
the country would no doubt eliminate the risk of entering needless wars, 
having tied itself to the mast like ulysses. But if it instead merely moved 
its forces over the horizon, as is more commonly proposed by advocates 
of retrenchment, whatever temptations there were to intervene would 
not disappear. the bigger problem with the idea that a forward posture 
distorts conceptions of the national interest, however, is that it rests on 
just one case: iraq. that war is an outlier in terms of both its high costs 
(it accounts for some two-thirds of the casualties and budget costs of 
all u.s. wars since 1990) and the degree to which the united states 
shouldered them alone. in the Persian Gulf War and the interventions 
in Bosnia, Kosovo, Afghanistan, and libya, u.s. allies bore more of the 
burden, controlling for the size of their economies and populations. 

Besides, the iraq war was not an inevitable consequence of pursuing 
the united states’ existing grand strategy; many scholars and policymak-
ers who prefer an engaged America strongly opposed the war. likewise, 
continuing the current grand strategy in no way condemns the united 
states to more wars like it. consider how the country, after it lost in 
Vietnam, waged the rest of the cold War with proxies and highly limited 
interventions. iraq has generated a similar reluctance to undertake large 
expeditionary operations—what the political scientist John Mueller has 
dubbed “the iraq syndrome.” those contending that the united states’ 
grand strategy ineluctably leads the country into temptation need to 
present much more evidence before their case can be convincing. 

KEEPING THE PEACE
of course, even if it is true that the costs of deep engagement fall far 
below what advocates of retrenchment claim, they would not be worth 
bearing unless they yielded greater benefits. in fact, they do. the 
most obvious benefit of the current strategy is that it reduces the risk of 
a dangerous conflict. the united states’ security commitments deter 
states with aspirations to regional hegemony from contemplating expan-
sion and dissuade u.s. partners from trying to solve security problems 
on their own in ways that would end up threatening other states.

skeptics discount this benefit by arguing that u.s. security guarantees 
aren’t necessary to prevent dangerous rivalries from erupting. they 
maintain that the high costs of territorial conquest and the many tools 
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countries can use to signal their benign intentions are enough to prevent 
conflict. In other words, major powers could peacefully manage regional 
multipolarity without the American pacifier.

But that outlook is too sanguine. If Washington got out of East Asia, 
Japan and South Korea would likely expand their military capabilities 
and go nuclear, which could provoke a destabilizing reaction from 
China. It’s worth noting that during the Cold War, both South Korea 
and Taiwan tried to obtain nuclear weapons; the only thing that stopped 
them was the United States, which used its security commitments to 
restrain their nuclear temptations. Similarly, were the United States to 
leave the Middle East, the countries currently backed by Washington—
notably, Israel, Egypt, and Saudi Arabia—might act in ways that 
would intensify the region’s security dilemmas.

There would even be reason to worry about Europe. Although it’s 
hard to imagine the return of great-power military competition in a 
post-American Europe, it’s not difficult to foresee governments there 
refusing to pay the budgetary costs of higher military outlays and the 
political costs of increasing eu defense cooperation. The result might be 
a continent incapable of securing itself from threats on its periphery, 
unable to join foreign interventions on which U.S. leaders might want 
European help, and vulnerable to the influence of outside rising powers.

Given how easily a U.S. withdrawal from key regions could lead to 
dangerous competition, advocates of retrenchment tend to put forth 
another argument: that such rivalries wouldn’t actually hurt the United 
States. To be sure, few doubt that the United States could survive the 
return of conflict among powers in Asia or the Middle East—but at 
what cost? Were states in one or both of these regions to start competing 
against one another, they would likely boost their military budgets, 
arm client states, and perhaps even start regional proxy wars, all of 
which should concern the United States, in part because its lead in 
military capabilities would narrow.

Greater regional insecurity could also produce cascades of nuclear 
proliferation as powers such as Egypt, Saudi Arabia, Japan, South Korea, 
and Taiwan built nuclear forces of their own. Those countries’ re-
gional competitors might then also seek nuclear arsenals. Although 
nuclear deterrence can promote stability between two states with the 
kinds of nuclear forces that the Soviet Union and the United States 
possessed, things get shakier when there are multiple nuclear rivals 
with less robust arsenals. As the number of nuclear powers increases, 
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the probability of illicit transfers, irrational decisions, accidents, and 
unforeseen crises goes up.

the case for abandoning the united states’ global role misses the 
underlying security logic of the current approach. By reassuring allies 
and actively managing regional relations, Washington dampens com-
petition in the world’s key areas, thereby preventing the emergence of 
a hothouse in which countries would grow new military capabilities. 
For proof that this strategy is working, one need look no further than 
the defense budgets of the current great powers: on average, since 
1991 they have kept their military expenditures as a percentage of gdp 
to historic lows, and they have not attempted to match the united 
states’ top-end military capabilities. Moreover, all of the world’s most 
modern militaries are u.s. allies, and the united states’ military lead 
over its potential rivals is by many measures growing. 

on top of all this, the current grand strategy acts as a hedge against 
the emergence regional hegemons. some supporters of retrenchment 
argue that the u.s. military should keep its forces over the horizon 
and pass the buck to local powers to do the dangerous work of counter-
balancing rising regional powers. Washington, they contend, should 
deploy forces abroad only when a truly credible contender for regional 
hegemony arises, as in the cases of Germany and Japan during World 
War ii and the soviet union during the cold War. yet there is already 
a potential contender for regional hegemony—china—and to balance 
it, the united states will need to maintain its key alliances in Asia and 
the military capacity to intervene there. the implication is that the 
united states should get out of Afghanistan and iraq, reduce its mili-
tary presence in europe, and pivot to Asia. yet that is exactly what the 
obama administration is doing. 

MILITARY DOMINANCE, ECONOMIC PREEMINENCE
Preoccupied with security issues, critics of the current grand strategy miss 
one of its most important benefits: sustaining an open global economy 
and a favorable place for the united states within it. to be sure, the sheer 
size of its output would guarantee the united states a major role in the 
global economy whatever grand strategy it adopted. yet the country’s 
military dominance undergirds its economic leadership. in addition to 
protecting the world economy from instability, its military commitments 
and naval superiority help secure the sea-lanes and other shipping corri-
dors that allow trade to flow freely and cheaply. Were the united states to 
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pull back from the world, the task of securing the global commons would 
get much harder. Washington would have less leverage with which it could 
convince countries to cooperate on economic matters and less access to 
the military bases throughout the world needed to keep the seas open.

A global role also lets the united states structure the world economy 
in ways that serve its particular economic interests. During the cold 
War, Washington used its overseas security commitments to get allies to 
embrace the economic policies it preferred—convincing West Germany 
in the 1960s, for example, to take costly steps to support the u.s. dollar 
as a reserve currency. u.s. defense agreements work the same way today. 
For example, when negotiating the 2011 free-trade agreement with south 
Korea, u.s. officials took advantage of seoul’s desire to use the agree-
ment as a means of tightening its security relations with Washington. As 
one diplomat explained to us privately, “We asked for changes in labor 
and environment clauses, in auto clauses, and the Koreans took it all.” 
Why? Because they feared a failed agreement would be “a setback to the 
political and security relationship.”

More broadly, the united states wields its security leverage to shape 
the overall structure of the global economy. Much of what the united 
states wants from the economic order is more of the same: for instance, 
it likes the current structure of the World trade organization and the 
international Monetary Fund and prefers that free trade continue. 
Washington wins when u.s. allies favor this status quo, and one reason 
they are inclined to support the existing system is because they value 
their military alliances. Japan, to name one example, has shown interest 
in the trans-Pacific Partnership, the obama administration’s most 
important free-trade initiative in the region, less because its economic 
interests compel it to do so than because Prime Minister yoshihiko 
noda believes that his support will strengthen Japan’s security ties 
with the united states. 

the united states’ geopolitical dominance also helps keep the u.s. 
dollar in place as the world’s reserve currency, which confers enormous 
benefits on the country, such as a greater ability to borrow money. this 
is perhaps clearest with europe: the eu’s dependence on the united 
states for its security precludes the eu from having the kind of 
political leverage to support the euro that the united states has with 
the dollar. As with other aspects of the global economy, the united states 
does not provide its leadership for free: it extracts disproportionate 
gains. shirking that responsibility would place those benefits at risk.
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CREATING COOPERATION
What goes for the global economy goes for other forms of international 
cooperation. here, too, American leadership benefits many countries 
but disproportionately helps the united states. in order to counter 
transnational threats, such as terrorism, piracy, organized crime, climate 
change, and pandemics, states have to work together and take collective 
action. But cooperation does not come about effortlessly, especially when 
national interests diverge. the united states’ military efforts to promote 
stability and its broader leadership make it easier for Washington to 
launch joint initiatives and shape them in ways that reflect u.s. interests. 
After all, cooperation is hard to come by in regions where chaos reigns, 
and it flourishes where leaders can anticipate lasting stability.

u.s. alliances are about security first, but they also provide the 
political framework and channels of communication for cooperation 
on nonmilitary issues. nato, for example, has spawned new institu-
tions, such as the Atlantic council, a think tank, that make it easier for 
Americans and europeans to talk to one another and do business. 
likewise, consultations with allies in east Asia spill over into other 
policy issues; for example, when American diplomats travel to seoul 
to manage the military alliance, they also end up discussing the trans-
Pacific Partnership. thanks to conduits such as this, the united states 
can use bargaining chips in one issue area to make progress in others. 

the benefits of these communication channels are especially pro-
nounced when it comes to fighting the kinds of threats that require 
new forms of cooperation, such as terrorism and pandemics. With its 
alliance system in place, the united states is in a stronger position 
than it would otherwise be to advance cooperation and share burdens. 
For example, the intelligence-sharing network within nato, which was 
originally designed to gather information on the soviet union, has 
been adapted to deal with terrorism. similarly, after a tsunami in the 
indian ocean devastated surrounding countries in 2004, Washington 
had a much easier time orchestrating a fast humanitarian response 
with Australia, india, and Japan, since their militaries were already 
comfortable working with one another. the operation did wonders 
for the united states’ image in the region.

the united states’ global role also has the more direct effect of 
facilitating the bargains among governments that get cooperation 
going in the first place. As the scholar Joseph nye has written, “the 
American military role in deterring threats to allies, or of assuring 
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access to a crucial resource such as oil in the Persian Gulf, means that 
the provision of protective force can be used in bargaining situations.  
sometimes the linkage may be direct; more often it is a factor not 
mentioned openly but present in the back of statesmen’s minds.”

THE DEvIL WE KNOW
should America come home? For many prominent scholars of inter-
national relations, the answer is yes—a view that seems even wiser in 
the wake of the disaster in iraq and the Great Recession. yet their 
arguments simply don’t hold up. there is little evidence that the united 
states would save much money switching to a smaller global posture. 
nor is the current strategy self-defeating: it has not provoked the 
formation of counterbalancing coalitions or caused the country to spend 
itself into economic decline. nor will it condemn the united states to 
foolhardy wars in the future. What the strategy does do is help prevent 
the outbreak of conflict in the world’s most important regions, keep the 
global economy humming, and make international cooperation easier. 
charting a different course would threaten all these benefits.

this is not to say that the united states’ current foreign policy can’t 
be adapted to new circumstances and challenges. Washington does 
not need to retain every commitment at all costs, and there is nothing 
wrong with rejiggering its strategy in response to new opportunities 
or setbacks. that is what the nixon administration did by winding 
down the Vietnam War and increasing the united states’ reliance on 
regional partners to contain soviet power, and it is what the obama 
administration has been doing after the iraq war by pivoting to Asia. 
these episodes of rebalancing belie the argument that a powerful 
and internationally engaged America cannot tailor its policies to a 
changing world.

A grand strategy of actively managing global security and pro-
moting the liberal economic order has served the united states 
exceptionally well for the past six decades, and there is no reason to 
give it up now. the country’s globe-spanning posture is the devil 
we know, and a world with a disengaged America is the devil we 
don’t know. Were American leaders to choose retrenchment, they 
would in essence be running a massive experiment to test how the 
world would work without an engaged and liberal leading power. 
the results could well be disastrous.∂
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Rebooting Republican 
Foreign Policy
Needed: Less Fox, More Foxes

Daniel W. Drezner

This past fall was not kind to u.s. President Barack obama’s 
foreign policy. it became increasingly clear that Afghan security 
forces were not going to be ready for the 2014 transition. The 

New York Times highlighted the administration’s failure to persuade the 
iraqi government to allow a residual u.s. force to stay in the country, 
leaving Baghdad ever more at the mercy of tehran. obama and israeli 
Prime Minister Benjamin netanyahu fought publicly over how to 
respond to iran’s advancing nuclear program. the administration’s 
much-touted “pivot” to the Pacific seemed like more talk than action, 
as the united states passively watched tensions rise between china 
and Japan. And then, the administration tripped over itself repeatedly 
in trying to explain the fiasco in Benghazi, libya. 

yet despite all this, obama not only won the election in november 
but was more trusted by the public than Mitt Romney, the Republican 
candidate, on foreign policy and national security issues. the Pew 
Research center’s last preelection poll, for example, found that more 
voters trusted obama than Romney on foreign affairs, by 50 percent to 
42 percent, and cbs/New York Times and nbc/Wall Street Journal surveys 
showed similar figures. tracking polls suggested that the foreign policy 
debate helped halt whatever momentum Romney had.

this was all a big change from the past. Republicans had previously 
possessed a decades-long advantage on foreign policy. exit polls 
have shown that voters consistently trusted Republican presidential 
candidates over Democratic ones on foreign policy from the Vietnam 
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era until 2012. so obama’s edge cannot be chalked up simply to incum-
bency. And if this exception becomes a trend, it will pose a serious 
problem for the Republican Party, significantly altering the political 
landscape. Foreign policy is rarely the decisive issue in presidential 
campaigns, but it does matter: even voters who profess not to care about 
the rest of the world need to feel comfortable that their candidate can 
be the next commander in chief. A candidate’s command of foreign 
policy acts as a proxy for assessing broader leadership abilities. As of 
right now, far too many Republicans flunk that test. 

so how did the party of Dwight eisenhower and Ronald Reagan 
get itself into this mess? simply put, gop leaders stopped being smart 
foxes and devolved into stupid hedgehogs. During the cold War, the 
party of eisenhower, Richard nixon, and Reagan was strongly anti-
communist, but these presidents took foreign policy seriously and 
executed their grand strategies with a healthy degree of tactical flexibility. 
since 9/11, however, Republicans have known only one big thing—the 
“global war on terror”—and have remained stubbornly committed to 
a narrow militarized approach. since the fall of Baghdad, moreover, 
this approach has produced at least as much failure as success, leading 
the American public to be increasingly skeptical of the bellicosity that 
now defines the party’s foreign policy. 

Republicans need to start taking international relations more seri-
ously, addressing the true complexities and requirements of the issues 
rather than allowing the subject to be a plaything for right-wing interest 
groups. And if they don’t act quickly, they might cede this ground to 
the Democrats for the next generation. 

BUILDING THE BRAND
Republican presidents from the 1950s through the early 1990s had 
variegated records, but they had one thing in common: they left behind 
favorable legacies on foreign policy. eisenhower stabilized the rivalry 
with the soviet union, preventing it from escalating into a violent 
conflagration. he dramatically improved the u.s. foreign-policy-making 
process, strengthened domestic infrastructure, extricated the united 
states from the Korean War, and limited u.s. involvement in Vietnam. 
nixon improved relations with the soviet union, opened relations 
with china, and extricated the united states from Vietnam. Reagan 
spoke truth to power by railing against the soviet union as an “evil 
empire,” but when faced with a genuine negotiating partner in Mikhail 
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Gorbachev, he did not hesitate to sign numerous treaties, reduce cold 
War tensions, and cut nuclear stockpiles. George h. W. Bush adroitly 
seized the opportunities afforded by the end of the cold War to expand 
the West’s liberal order to the world at large, as well as overseeing 
German reunification, rebuffing iraq’s invasion of Kuwait, and locking 
in Mexico’s path toward economic liberalization. 

each president built his reputation as a foreign policy hawk, and none 
was afraid to talk tough or act forcefully when dealing with adversaries. 
But the key to their success was the abil-
ity to combine principled beliefs at the 
strategic level with prudence and flex-
ibility at the tactical level. eisenhower 
took great care to prevent small crises 
from distracting the united states from 
its main goal of containing the soviet 
union. nixon built his political career 
on anticommunism but recognized the 
strategic advantage of opening relations 
with Maoist china. Reagan talked tough 
on terrorism, but after 241 u.s. marines 
were killed in a suicide attack in Beirut, he did not hesitate to draw 
down u.s. forces from a peripheral conflict in lebanon. And rather 
than do a sack dance at the end of the cold War, Bush 41 took care to 
respond tactfully and nimbly, pocketing and building on an extraordinary 
strategic windfall. 

to be sure, they all had their foreign policy blemishes, too. But their 
strengths outweighed their weaknesses, especially when compared with 
Democratic counterparts such as lyndon Johnson and Jimmy carter. 
Republican presidents during the cold War skillfully combined the 
idealpolitik of American exceptionalism with the realpolitik necessary 
to navigate a world of bipolarity, nuclear deterrence, and third World 
nationalism. they relied on a string of steady-handed professionals, 
such as John Foster Dulles, henry Kissinger, George shultz, James 
Baker, and Brent scowcroft, to help manage their administrations. 
indeed, so great was the legacy this era bequeathed that in 2000, exit 
polls showed that the public viewed the neophyte George W. Bush 
as stronger on foreign policy than Al Gore, the sitting vice president. 
Gore’s considerable experience was neutralized by public trust in the 
Republican foreign policy “Vulcans” advising his opponent. 

Since 9/11, Republicans 
have known only one big 
thing—the “global war on 
terror”—and have 
remained stubbornly 
committed to a narrow 
militarized approach.
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. . . THEN SQUANDERING IT
For a brief time, it looked as though Bush 43 would be able to carry 
on the legacy. in the wake of 9/11, the neoconservatives in his admin-
istration supplied a clear and coherent grand strategy of using unilateral 
military action to destroy terrorist bases and remake the Middle east, 
and after quickly toppling hostile regimes in Afghanistan and iraq, it 
seemed to be working. 

over the next several years, however, the Bush administration’s 
strategic miscalculations became apparent. the administration focused 
on a mythical “axis of evil,” lumping disparate actors into a single anti-
American threat. it displayed little tactical flexibility and no ability to 
plan for the consequences of its actions. the initial swift success in 
Afghanistan was marred by a failure to capture or kill al Qaeda’s senior 
leadership, and when the administration pivoted almost immediately 
to iraq, it took its eye off the ball in south Asia and allowed a short-
term victory to deteriorate into a long-term quagmire. 

iraq, meanwhile, turned into nothing short of a disaster. there, too, 
the invasion went well, but the postwar planning was so slapdash that 
it sabotaged any chance of a stable occupation. A growing insurgency 
crippled Washington’s ability to project power in the region and con-
sumed an appalling amount of American and iraqi blood and treasure. 
And the failure to discover weapons of mass destruction—the existence 
of which had been the central rationale for the war—undermined the 
united states’ reputation for both competence and honesty. late in 
Bush’s second term, a well-executed course correction helped stabilize 
the situation and ultimately permit a u.s. withdrawal with some 
measure of dignity. But the chief beneficiary of the whole affair turned 
out to be iran—the united states’ main adversary in the region. 

the failures in Afghanistan and iraq compounded other errors that 
the administration committed. the Bush team pushed for free and fair 
elections across the Middle east but seems never to have thought about 
what would happen if the elections were won by radical islamists—as 
was the case with hamas in Gaza in 2006. And an obsession with the 
“war on terror” alienated allies in europe, latin America, and the Pacific 
Rim, allowing a rising china to gain increasing influence. 

the administration did have some successes—getting libya to 
abandon its weapons of mass destruction, developing a warm relation-
ship with india, and providing generous support for aids relief in 
Africa. But by the end of the Bush years, global attitudes toward the 
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united states had reached an all-time low, and the American public 
noticed. A 2008 survey by the chicago council on Global Affairs 
showed that 83 percent of Americans polled placed the highest prior-
ity on “improving America’s standing in the world”—a higher figure 
than for the traditional top priority of protecting American jobs.

John Mccain, the 2008 Republican presidential candidate, had 
neither the desire nor the ability to distance himself much from 
Bush’s unpopular foreign policy record and was overwhelmed by the 
outbreak of the financial crisis during the final stages of the campaign. 
And after the gop was evicted from the 
White house, the party’s foreign policy 
approach grew even more problematic, 
with Mccain’s running mate, sarah 
Palin, heralding the future. 

it is always difficult for a party out of 
power to craft a coherent worldview, in 
part because of the lack of a dominant 
figure able to impose order on the dis-
cussion, and this time was no exception. 
Freed from the burden of executive-
branch responsibility after the 2008 defeat, Republicans began to 
lose touch with the real world of foreign policy. some libertarians 
advocated a radical and impractical reduction of the united states’ 
overseas presence. Most others moved in the opposite direction, 
toward jingoism and xenophobia. 

unbowed by iraq, prominent neoconservatives called for aggressive 
military action against iran. Popular party figures strongly opposed the 
construction of a mosque in Manhattan. Major Republican politicians 
held congressional hearings about whether American Muslims could be 
trusted. Right-wing columnists demanded that the obama administra-
tion resuscitate the use of torture. leading senate Republicans opposed 
any new international treaty as a matter of principle, resisting the rela-
tively uncontroversial new start treaty with Russia and flatly opposing 
the law of the sea treaty, despite endorsements from every living for-
mer Republican secretary of state, big business, and the u.s. navy. A 
few, such as senator Richard lugar of indiana, placed country over party 
and tried to find some common ground with obama. the reward for his 
troubles was a primary challenge by a tea Party favorite, who managed 
to defeat lugar before self-destructing during the general election.

Freed from the burden  
of executive-branch 
responsibility after the 
2008 defeat, Republicans 
began to lose touch with the 
real world of foreign policy. 
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BOTTOMING OUT
the 2012 presidential campaign devalued Republican foreign policy 
thinking even further. Most of the gop candidates displayed a noxious 
mix of belligerent posturing and stunning ignorance. Representative 
Michele Bachmann of Minnesota mistakenly praised china’s regulatory 
framework and warned against hezbollah’s role in cuba. Representative 
Ron Paul of texas insisted that the global economy could be fixed by 
a return to the gold standard. Former Representative newt Gingrich 
of Georgia became obsessed with the minute chances of an electro-
magnetic pulse targeting the united states, even as he disputed the 
actual threats posed by climate change. the business executive herman 
cain repeatedly flubbed questions on china, israel, and libya and 
proudly defended his ignorance in interviews, explaining that it was 
irrelevant whether or not a candidate knew who the “president of 
ubeki-beki-beki-beki-stan-stan” was.

compared with this crew during the primaries, Romney sounded 
reasonable. After securing the nomination, however, his musings lost 
focus. Romney’s primary foreign policy criticism of obama dealt not 
with any actual policy dispute but with a vague tonal issue, represented 
by the president’s alleged “apology tour” around the world. Romney 
claimed that Russia was the number one geopolitical threat to the 
united states, a statement 25 years out of date. And at various points 
during the campaign, Romney insulted the Japanese, the italians, the 
spanish, the British, and the Palestinians. his own campaign advisers 
repeatedly complained that he never engaged deeply on international 
affairs. the few times that he did talk about foreign policy—in reference 
to the case of the chinese civil rights activist chen Guangcheng; during 
his July overseas trip to the united Kingdom, israel, and Poland; and in 
the aftermath of the attacks on u.s. installations in cairo and Benghazi—
Romney used rhetoric that was ham-handed and politicized. And in 
picking Representative Paul Ryan (R-Wis.) to be his running mate, 
Romney guaranteed that his ticket would have the least foreign policy 
gravitas of any gop presidential campaign in 60 years. 

the 2012 election was the nadir of the gop’s decadelong descent. 
By the time Romney was selected as the nominee, Republicans 
had come to talk about foreign policy almost entirely as an offshoot 
of domestic politics or ideology. What passed for discussion consisted of 
a series of tactical gestures designed to appease various constituencies 
in the party rather than responses to actual issues in u.s. relations 
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with the world. the resulting excess of unchecked pablum and misin-
formation depressed not only outside observers but also many of the 
more seasoned members of the Republican foreign policy community 
who took the subject seriously. this palpable disdain of old gop foreign 
policy hands helped further tarnish the Republican brand. 

increasingly, moreover, the Republican rhetoric clashed with 
the instincts of the public at large. Most Americans have always been 
reluctant to use force except in the service of vital interests, and a 
decade of war and recession had reinforced such feelings. A 2009 
Pew survey showed that isolationist 
sentiments had reached an all-time 
high in the united states, and a 2012 
pipa (Program on international Policy 
Attitudes) poll found that Americans 
would strongly prefer to cut defense 
spending rather than Medicare or 
social security. A 2012 Pew survey 
noted that “defending against terrorism 
and strengthening the military are given less priority today than 
over the course of the past decade,” and the 2012 chicago council 
on Global Affairs survey showed “a strong desire to move on from 
a decade of war, scale back spending, and avoid major new military 
entanglements.” the chicago survey also showed that independents 
had drifted toward Democrats and away from Republicans on 
most major foreign policy issues. As the gop’s rhetoric was tacking 
hawkish, in other words, a war-weary public was moving in the 
opposite direction. 

the obama administration exploited this divergence and pushed 
its foreign policy advantage throughout the 2012 campaign. in response 
to the malapropisms of the gop primary, Vice President Joseph Biden 
started taunting Republican challengers, noting, “there’s a minimum 
threshold any man or woman has to cross on national security and 
foreign policy for the American people to think you’re remotely eligible 
to be president. And these guys have a long way to go.” At the Dem-
ocratic national convention, speaker after speaker gleefully mocked 
the gop’s ignorance and hyperbole about the rest of the world. the 
administration could weather its own shortcomings because it knew 
how the American people would judge the two parties relative to 
each other: the Republicans were responsible for getting the united 

The key to moving  
forward is for Republicans 
to stop acting like  
hedgehogs and start 
thinking like foxes again. 
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states stuck in Afghanistan and iraq; the Democrats were responsible 
for moving to close out both wars and killing osama bin laden. 

HOW TO GET BACK ON TRACK
it is conceivable that major screwups during obama’s second term 
could hand the advantage on foreign policy back to the Republicans 
without any effort of their own, but the reverse is more likely. every 
additional year the party is locked out of the executive branch, the 
experience and skills of gop foreign-policy makers will atrophy, while 
those of their Democratic counterparts will grow. it took the Demo-
cratic Party a generation to heal politically from the foreign policy 
scars of Vietnam and several years in office during the clinton admin-
istration to develop new cadres of competent midcareer professionals. 
And public inattention to the subject doesn’t help, offering few major 
opportunities for rebranding. so the gop has its work cut out for it.

the key to moving forward is for Republicans to stop acting like 
hedgehogs and start thinking like foxes again, moving beyond crude 
single-minded objectives and relearning flexibility and nuance. they 
need to quit overhyping threats and demanding military solutions. 
After 9/11, the political logic for threat inflation was clear: politicians 
would be punished far more for downplaying a real security threat 
than for exaggerating a false one. But the gop has taken this calculation 
too far and twisted it to serve other party interests. 

Republicans continually attempt to justify extremely high levels 
of defense spending, for example, on the grounds that the united 
states supposedly faces greater threats now than during the cold 
War. Romney claimed during the campaign that the world was more 
“dangerous, destructive, chaotic” than ever before. And Republican 
hawks warn that Armageddon will ensue if defense expenditures 
fall below four percent of gdp, even though they are vague about 
the connection between such an abstract figure and actual defense 
policy challenges.

A reality check is necessary. Precisely because Republican presidents 
during the cold War took the soviet threat seriously, they were careful 
not to escalate tensions needlessly. today’s threats may be more numer-
ous and varied, but even combined, they are significantly smaller and 
less grave. As Micah Zenko and Michael cohen have argued in these 
pages, long-term trends suggest that the world has become more, not 
less, safe for the united states over the past decade. u.s. deaths 
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from terrorism are declining, and even with the global financial crisis, 
the world has not become more conflictual. 

This is not to say that the United States should let its guard down. For 
Republicans, however, the political costs of overhyping threats now 
exceed the benefits. To echo Montesquieu, useless warnings weaken nec-
essary warnings. Since the knee-jerk Republican response has been to 
call for military action anywhere and everywhere trouble breaks out, the 
American people have tuned out the gop’s alarmist rhetoric. It will be 
hard for any leader to mobilize a war-weary public into taking even nec-
essary military action in the near future, and the gop’s constant crying of 
wolf will make this task much harder. A good grand strategy prioritizes 
threats and interests, and that is a habit the Republicans need to relearn. 

The gop must also develop a better appreciation for the full spectrum 
of foreign policy tools and stop talking only about military action. 
Indeed, George W. Bush’s greatest foreign policy accomplishments 
came not in the military realm but in rethinking economic statecraft.
He signed more free-trade agreements than any other president. 
Through the Millennium Challenge Corporation and the President’s 
Emergency Plan for aids Relief, the Bush administration devised 
innovative ways of advancing U.S. interests and values abroad. In 
developing the architecture for improved financial coercion, the 
administration paved the way for the sanctions that are now crippling 
Iran’s economy. Force can be an essential tool of statecraft, but it 
should rarely be the first tool used, and sometimes it can be most 
effective if never used at all. Republicans understand the power of 
the free market at home; they need to revive their enthusiasm for the 
power of the market abroad, as well. 

Finally, Republicans need to avoid the problem of rhetorical blow-
back—being ensnared in unwanted commitments as the result of the 
use of absolutistic foreign policy language. Being out of power, the 
gop is judged by its words rather than by its actions. And black-and-
white statements on issues such as immigration, antiterrorism, and 
multilateralism only delegitimize the party. The best foreign policy 
presidents were able to combine the appealing rhetorical vision of an 
American world order with the realistic recognition that international 
relations is messier in practice than in theory. 

George H. W. Bush was able to build a broad multilateral coalition, 
including the United Nations, to fight Iraq because he both took 
diplomacy seriously and could deploy the implicit threat of acting out-
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side un auspices. Too many of his successors in the party, however, 
have embraced a “my way or the highway” approach to friends and 
allies. Their logic is that the rest of the world is attracted to strength, 
clarity, and resolve, and so if the United States projects those qualities, 
all will be well. But this bandwagoning logic has little basis in reality, 
and if anything, in recent years the rest of the world has seemed to be 
balancing against the gop. A bbc poll of the populations of ten close 
U.S. allies during the campaign revealed that respondents preferred 
Obama to Romney by an average of 45 percentage points. Strength, 
clarity, and resolve are important foreign policy virtues, obviously, but 
so are an appreciation of complexity and the ability to compromise 
and play well with others, qualities that have been in short supply on 
the Republican side of the aisle recently.

toward 2016
The Republican Party has a long and distinguished foreign policy 
lineage that currently lies in tatters. The ghosts of Iraq haunt the gop’s 
foreign policy mandarins, and the antics of right-wing pundits and 
politicians have further delegitimized the party. As a result, the gop 
has frittered away a partisan advantage in foreign policy and national 
security that took half a century to accumulate.

Absent an Obama foreign policy fiasco—a real one that commands 
the country’s attention, not the sort of trumped-up ones that resonate 
only on Fox News and in the fever swamps of the Republican base—
the only way to repair the damage will be for the gop to take foreign 
policy seriously again, in Congress and in the 2016 election. This does 
not mean railing against the isolationists in the party; in truth, their 
numbers are small. Nor does it mean purging the neoconservatives or 
any other ideological faction; no group has a lock on sense or wisdom, 
and there will and should be vigorous policy debate within both parties.

Rather, it means rejecting the ideological absolutism that has 
consumed the gop’s foreign policy rhetoric in recent years. It means 
recognizing that foreign policy has nonmilitary dimensions as well as 
military ones. And it means focusing on the threats and priorities that 
matter, rather than hyping every picayune concern. Most of all, it 
means that Republican politicians need to start caring about foreign 
policy because it is important, not because it is a cheap way to rally 
their supporters. The gop has a venerated tradition of foreign policy 
competence; it is long past time to discover that tradition anew.∂
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America’s Misguided 
Approach to Social Welfare
How the Country Could Get More  
for Less

Kimberly J. Morgan

Debates about the proper role and size of government dominated 
the 2012 u.s. presidential election. President Barack obama; 
his Republican rival, Mitt Romney; and their surrogates 

relentlessly sparred over who should pay what taxes, who should get 
what benefits, and how Washington should manage major sectors of 
life, such as health care and education. What neither side made clear was 
how the united states stacks up against other developed countries. 
As other countries embraced big government and generous social 
policies in the middle of the twentieth century, the common wisdom 
goes, the united states sought a relatively small welfare state. And 
for partisans on both sides of the aisle, one of the key issues up for 
grabs on november 6 was whether such American exceptionalism 
would persist or fade away.

A closer look at u.s. social spending shows that it is indeed distinctive, 
but not in the ways that many believe. the united states does tax less 
and spend less on social programs than most of the rich democracies 
with which it is usually compared. But even so, the country has devel-
oped a large and complex system of social protection, one that involves 
a mix of government spending, tax-based subsidies, and private social 
spending. in its own way, the u.s. welfare system delivers many of 
the same benefits as the systems in other developed countries, including 
health insurance, pensions, housing support, and child care. And when 
added together, the amount of resources the public and private sectors 

kimberly j. morgan is Associate Professor of Political Science and International 
Affairs at George Washington University.
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commit to all these forms of welfare is massive: as a percentage of gdp, 
for example, spending on the health and welfare of citizens is greater 
in the united states than in most advanced industrial economies.

yet the American way of distributing welfare is lopsided and incom-
plete. even after the obama administration’s Affordable care Act is 
fully implemented in 2014, for example, the share of the population 
without health insurance in the united states will remain higher than 
in any other advanced industrial country—even as the American public 
spends more on health care than publics anywhere else in the world. 
And the united states does not guarantee the basic rights of paid 
parental and sick leave—rights assured to most other workers across the 
industrial world. in essence, Washington’s reliance on private social 
benefits and services—often provided by businesses to their employees 
rather than by the government to everybody—ensures good coverage 
for some but poor coverage for others. those with well-paying jobs 
usually get the best benefits, and those with low-paying or no jobs get 
worse ones. As a result, the united states’ system of social protection 
does less to reduce poverty and inequality than that of virtually any 
other rich democracy. 

Despite what some think, patching the u.s. social safety net need 
not mean setting the country on a path to socialism. the united states 
is on the far end of the spectrum when it comes to private social 
provision and tax-based benefits, but many other countries rely on a 
diverse mix of public and private welfare and tax subsidies, often leading 
to more equality and efficiency. the difference is that their systems 
consciously strive for those goals and are deliberately designed to 
ensure broad public access to benefits. it is time for Washington to take 
those models seriously in figuring out how to fix its own.

WHO BENEfITS?
By one common measure of social policy—direct public spending on 
social programs as a percentage of gdp—the united states ranks near 
the bottom of the list of rich democracies. only a few such countries, 
including Mexico, south Korea, and turkey, spend less. But that measure 
is somewhat misleading and does not fully capture the resources the 
united states devotes to social welfare. More comprehensive calcula-
tions, such as the one for “net social expenditure” developed by the 
organization for economic cooperation and Development (oecd), 
which includes taxes, pensions, health care and insurance, parental 
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leave, unemployment benefits, child care, and related expenses, paint 
a different picture. According to the oecd figure, the united states has 
the fifth-highest social spending in the world, just after sweden. 

net social expenditure provides a better account of countries’ welfare 
efforts because it adds together direct public spending, tax-based 
spending, and private spending and takes 
into consideration the taxes people pay. 
countries not only deliver benefits to 
their populations but tax them as well, 
effectively reducing the real value of 
benefits. netting out taxes can make 
some countries’ welfare states appear 
significantly less lavish than they might 
initially. As Andrea louise campbell 
recently wrote in these pages, the united states taxes its population 
less than most advanced industrial countries—so when people in the 
united states do get benefits, they get to keep most of them. 

the united states ranks first in one particular component of the 
oecd’s measure of net social expenditure, “tax breaks for social pur-
poses.” it is important to consider these in any picture of the American 
welfare state, because, as the political scientist christopher howard has 
shown, subsidies often do the same work as direct spending programs. 
From the child and Dependent care credit, a tax reimbursement for 
child care, to the tax exemption for employer contributions to health 
insurance, to tax deductions for home mortgages, the federal govern-
ment often uses this method to subsidize the well-being of its citizenry. 

the united states is not the only country to use exclusions, 
exemptions, and other tax reductions to achieve social goals. in France, 
for instance, the income tax that households pay depends on the num-
ber of children in them, costing the French state around $18 billion 
in 2009, according to the conseil des Prélèvements obligatoires, an 
advisory council on taxation. in the netherlands, parents receive a tax 
subsidy to help cover the cost of child care. About half of the oecd 
countries allow taxpayers to deduct the interest they pay on home 
mortgages. Many allow tax breaks for private pensions, and in Australia, 
canada, ireland, and the netherlands, those breaks are higher than 
they are in the united states. 

net social expenditure also includes private spending, whether man-
dated by the government (such as requirements that employers pay 

The vast majority of 
Americans—about  
96 percent—benefit from 
some kind of government 
social program.

FA.indb   155 11/27/12   9:57 PM

Return to Table of Contents



Kimberly J. Morgan

156 f o r e i g n  a f fa i r s

for sick leave) or voluntary (such as employer-provided pensions in 
the united states). As the scholars Jacob hacker and Jennifer Klein 
have shown, the united states’ reliance on voluntary private welfare 
is unique. Most adults in the united states receive benefits through 
their workplaces that include health insurance, pensions, dependent-
care tax exclusions, and the like. this kind of private spending makes 
up nearly 40 percent of all u.s. social spending, compared with under 
20 percent in the united Kingdom and about eight percent in France 
and sweden. 

some think employer-provided benefits should not be included 
in measures of a country’s social policy effort, because they do not 
involve the government’s relations with its citizens and are thus not 
truly part of the public sphere. But if one wants to understand the 
total resources that societies devote to social welfare purposes and 
how those resources are allocated, one has to take such spending into 
consideration. And from the standpoint of households, ignoring private 
social benefits and tax breaks means leaving out a major source of their 
income security and well-being. 

THE WELfARE QUEEN
one of the biggest canards about the American welfare state is that its 
primary function is to take from the rich and give to the poor. in reality, 
the vast majority of Americans benefit from some kind of government 
social program—about 96 percent, according to the political scientist 
suzanne Mettler. And while there are some countries that do focus 
their social policies on helping the disadvantaged, the united states 
is not one of them.

scholars have long assumed that the united states’ welfare 
system resembles that of its english-speaking cousins in the 
commonwealth of nations, which tend to have strong strains of 
market liberalism and thus favor private spending over public 
spending. Australia, canada, and new Zealand, for example, all 
fall near the bottom of the scale of public spending on social wel-
fare. But these countries, like the united Kingdom, devote a rela-
tively high proportion of their spending to programs that are 
contingent on the recipients’ having low incomes. in Australia, 
for instance, more than a third of direct public spending goes to 
means-tested programs, and in canada and the united Kingdom, 
almost a quarter does. 
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in the united states, however, only about seven percent of direct 
public spending goes to means-tested benefit programs. to be fair, 
this figure understates u.s. expenditures on low-income people 
because it leaves out in-kind benefits—benefits, such as health care 
(including Medicaid and the children’s health insurance Program), 
that are provided free or at reduced cost, as opposed to direct cash 
transfers. nevertheless, according to an analysis by the center on 
Budget and Policy Priorities, in 2010, 20 percent of entitlement spend-
ing in the united states went to the top ten percent of households, 
58 percent of entitlement spending went to middle-income households, 
and 32 percent went to the bottom 20 percent. 

indirect benefits in the united states flow disproportionately to 
those in the middle and at the top of the income ladder. some of the 
major u.s. tax breaks, such as the home mortgage interest deduction 
and that for charitable contributions, especially benefit those rich 
enough to take out a large mortgage or give large amounts of money 
to charity. Moreover, most tax benefits in the united states are 
designed as deductions—which help only those with large liabilities—
rather than as possible sources of actual refunds, which would help 
lower-income citizens. (the earned income tax credit and the child 
tax credit are notable exceptions, which is why they are so important 
to low-income parents.) in many other oecd countries, low-income 
families receive a much more generous and comprehensive array of 
tax subsidies and benefits, including family allowances, tax breaks for 
children, and subsidized child care. 

Private social benefits in the united states, finally, also tend to 
accrue to middle- and upper-income people, since better-paying 
jobs usually come with more extensive benefit packages. Figures 
from the u.s. Bureau of labor statistics’ national compensation 
survey reveal that the higher the average wage at a firm, the more 
likely that firm is to offer health coverage, retirement accounts, 
and life insurance. thus, 85 percent of private firms whose aver-
age wage is in the top 25th percentile make retirement benefits 
available to their employees, but only 38 percent of firms whose 
average wage is in the bottom 25th percentile do. And the same is 
true for other types of benefits: 84 percent of private firms with 
average wages in the top 25th percentile offer paid sick leave, 
whereas just 29 percent of those paying wages in the bottom 25th 
percentile do. 
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since 
u.s. social 
welfare spending 
is not directed primarily 
at the poor, it does little to reduce the country’s 
rate of poverty or inequality. the united states 
ranks fourth from the bottom among oecd countries 
in terms of its poverty rate, just below turkey and 
above israel, Mexico, and chile. the united states 
also has one of the most unequal distributions of income 
of the advanced industrial democracies. Although many 
countries have experienced rising poverty and inequal-
ity in recent decades because of economic, demographic, 
and technological changes, what sets the united states 
apart is how weakly these trends have been counteracted 
by tax and spending policies. comparing poverty rates 
across countries before taxes are levied and benefits are 
paid is one way to show this. According to oecd data 
from the end of the last decade, whereas taxes and trans-
fers brought down poverty rates by 20 percentage points 
in the united Kingdom and by 25 percentage points 
in France, they did so by only ten percentage points 
in the united states.

in sum, u.s. social welfare spending is comparatively 
high but only minimally redistributive. unfortunately, 
Washington’s track record is also mixed when it comes 
to assuring quality health care for all, sustaining 
livable incomes for senior citizens, and investing in 
the future productivity of the population at large.

THE MONEY PITS
the large size of total social welfare spending 
in the united states has a lot to do with health 
care. in 2010, total health-care spending 
amounted to 17.6 percent of u.s. gdp, almost 
double the oecd average of 9.5 percent. the 
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next-highest spender, the netherlands, laid out 12 percent of its gdp 
on health care. the united states’ unusually high spending on health 
care not only harms the fiscal balances of federal and state govern-
ments but also diverts economic resources away from other goals. 
Government has less to spend on other social or economic objectives, 

and households end up devoting significant chunks of their incomes 
to health-care costs. As a 2011 study by the health economists 

David Auerbach and Arthur Kellermann in the journal 
Health Affairs showed, between 1999 and 2009, median-

income u.s. families of four saw their gross annual 
incomes rise, but the gain was offset by increased 
spending on health care.

Most other rich nations not only spend less than 
the united states does on health care; they also 
achieve better outcomes in both coverage and 
quality. All the other advanced industrial nations 
provide universal or near-universal health insur-
ance, while in the united states, almost 16 percent 
of the population (or about 48 million people, 
including seven million children) currently lack 
health insurance. the congressional Budget 
office has estimated that even after the full im-
plementation of the Affordable care Act, about 
30 million people will remain uninsured.

 claims that all this spending at least 
buys Americans excellent care are dubious. 
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The United States does lead other nations in the availability of high-
tech treatments; it ranks second in per capita availability of mri units, 
for example (with almost three times as many mri machines as the 
oecd average) and third in per capita availability of ct scanners (with 
double the oecd average). But it is well below average in per capita 
availability of hospital beds, doctors, and doctor consultations. 

Americans like to tell horror stories about waiting lists for medical 
procedures in other nations, and some of those stories are true, especially 

when it comes to elective procedures, 
such as hip replacements. But the United 
States falls short when it comes to access 
to basic care: according to a 2011 study 
by the Commonwealth Fund, a private 
foundation created to promote better 
health care, in 2008, only 43 percent of 
American adults could get a same- or 
next-day appointment to see a doctor 
about a medical condition, compared 
with 80 percent in the Netherlands, 

62 percent in France, and 61 percent in the United Kingdom. Americans 
report experiencing medical mistakes more than people in similarly 
developed countries, too. Due in part to difficulties in gaining access 
to care, the Commonwealth report ranked the United States at the 
bottom of the 16 nations it studied in “preventable mortality”—
deaths that could have been prevented if timely and effective care 
had been provided. 

Retirement pensions are the other major U.S. outlay on social 
welfare. In this category, the country is in the upper third of oecd 
nations in direct public spending. And adding in other spending on 
pensions and survivors’ benefits, the United States ranks well above 
many countries known for their largess, such as Canada, Denmark, and 
the Netherlands. Yet even this strongest part of the American safety 
net comes with some caveats. Social Security has been one of the 
most effective antipoverty programs in history, dramatically reducing 
the hardship of hundreds of millions of U.S. seniors over the decades. 
But it still only partially replaces retirees’ incomes, and the remaining 
need is often inadequately filled by private retirement plans. According 
to calculations by the Center for Retirement Research at Boston College, 
at the current retirement age of 66, only 55 percent of households 

Generous, effective, and 
broadly accessible social 
welfare policies do not 
require large government 
bureaucracies staffed with 
armies of public servants. 
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have enough savings, investments, and expected social security benefits 
combined to maintain their previous standards of living.

if expenditures on health care and social security are high, spending 
on families is low. Despite various tax subsidies aimed at this group, 
the united states ranks near the bottom of oecd countries when it 
comes to outlays on family welfare. in a study of 173 countries, Jody 
heymann, founder and director of the Project on Global Working 
Families, and her colleagues found that the united states is one of 
only four in this group of countries that do not guarantee employees 
paid leave for childbirth. All european countries provide between 
14 and 20 weeks of paid maternity leave, usually offering between 
70 and 100 percent of wages, followed by a further period of paid or 
unpaid parental leave. By contrast, the united states mandates only 
that employers with 50 or more workers allow 12 weeks of unpaid 
family leave. And employers have not filled the gap on their own: 
a 2007 national compensation survey from the Bureau of labor 
statistics found that only about eight percent of employees in the 
private sector and 15 percent of those working for state or local gov-
ernment had access to paid family leave.

Direct and indirect public subsidies for child care are limited, more-
over, and access to public or private early childhood education varies 
enormously by region and income group. in 2008, the percentage of 
American children between the ages of three and five who were enrolled 
in preschool was 56 percent. the percentages in Belgium, Denmark, 
France, Germany, italy, new Zealand, norway, sweden, and the united 
Kingdom were between 90 and 100 percent. in other words, although 
the united states devotes considerable public and private resources to 
social welfare, it fails to effectively meet its public’s needs. 

THE SOCIALISM CANARD
if American politicians ever acknowledge the shortcomings of u.s. 
social spending, they usually assume that the only alternative is euro-
pean “socialism.” in such a “government-centered society,” in Romney’s 
words, centralized state bureaucracies intrude on markets and the fam-
ily; limit freedom by imposing taxes, mandates, and regulations; and 
force people into one-size-fits-all public services of poor quality. But 
such views of the social welfare policies of other nations are simplistic. 

several oecd countries have found ways to ensure widespread access 
to benefits and services without “socializing” the sectors in question. 
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Australia, the nordic countries, and most countries in southern europe 
do all finance and provide health care through public agencies. how-
ever, in canada, Japan, and much of continental europe, although 
the government mostly pays for public health care, it is private actors 
and organizations that provide the health care itself. And in the continental 
european countries, private insurance either supplements a public 
insurance system (as in France and Germany) or is the dominant source 
of coverage (as in the netherlands and switzerland). in the swiss 
system, for instance, all individuals have to buy insurance, insurers 
have to accept all who apply for coverage, and public subsidies ensure 
that coverage is affordable for all. (According to the commonwealth 
Fund, about 30 percent of swiss receive such subsidies.) 

in terms of family welfare, in Germany, child care is mainly the 
responsibility of municipal governments, which funnel subsidies to 
nonprofit organizations that run daycare centers. in Australia, the 
netherlands, and the united Kingdom, most child care is publicly 
subsidized and is provided by either nonprofit or for-profit entities. 
in France, publicly subsidized babysitters care for nearly one-third of 
children under three. even in the scandinavian countries, where 
publicly provided daycare is most common, the state offers consider-
able benefits to parents who care for their children at home. 

the success of some public-private partnerships in europe shows 
that generous, effective, and broadly accessible social welfare policies 
do not require large government bureaucracies staffed with armies of 
public servants. the government does not have to perform the work 
itself. But it does have to mandate its provision and monitor the agencies 
that perform it. leaving social welfare up to private-sector employers 
without adequate public support or regulation ensures that many 
people will fall through the cracks. if Americans truly believe that 
basic social services are things that all citizens deserve, they should 
not be content with a social welfare system that often makes getting 
such services a matter of privilege or luck.

For example, rather than leaving it up to employers and individuals 
to take care of pension benefits, the government could mandate their 
provision, making them a required supplement on top of existing 
social security benefits. Washington might also consider requiring 
all employers to provide three months of paid family leave, with the 
benefits paid for by a combination of employer and employee contri-
butions. A similar measure could mandate that employers offer paid 
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sick days to all employees. or the federal government could provide 
incentives for states to formulate such policies themselves, encouraging 
local experimentation while helping families across the country get 
what is considered an unquestioned right almost everywhere else. 
california and new Jersey have adopted paid family leave funded by 
employee contributions, and although the benefits are fairly low, all 
new parents—not just those with means or generous employers—can 
take paid time off from work. 

those interested in effective social policy could also look closely 
at the activities subsidized through the tax code. When budgets are 
tight and poverty is high, giving rich people thousands of dollars in 
tax breaks so they can buy expensive homes does not seem like a wise 
use of public resources. there is no reason why u.s. tax-based subsidies 
could not be adjusted according to income, with the deductions or 
credits getting phased out as citizens’ incomes climb. Making more 
tax breaks refundable (instead of in the form of deductions), more-
over, would guarantee that the benefits flowed to people who truly 
needed them, rather than to those higher up the income-distribution 
scale. even after granting such subsidies, the government could 
continue to rely heavily on the private sector to deliver services, but 
it could do so at lower cost and to greater effect for a larger share of 
the population. 

there is no easy political path to reforming a deeply entrenched 
status quo. Filling in the gaps of the American social welfare system 
to better help the less fortunate will involve limiting or eliminating 
some benefits enjoyed by others, generally those who are better off 
and far more politically powerful. these kinds of tough choices already 
loom, as the cost of health care continues to balloon and public finances 
are spread thin. But the lesson from peer countries is that the policy 
challenges themselves are not insurmountable: it is possible to provide 
better services to more people at a lower total cost than the united 
states does now, without massive government intervention, a dramatic 
loss of freedom, or any of the other supposed dangers lurking in 
the background.∂
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The Volcker Way
Lessons From the Last Great 
Hero of Modern Finance

Austan Goolsbee

Volcker: The Triumph of Persistence  
By WilliAM l. silBeR. Bloomsbury 
Press, 2012, 352 pp. $30.00. 

The global economy was not the 
only casualty of the 2008 financial 
collapse. the crisis also soiled 

the reputations of many in the financial 
industry and of the regulators, political 
leaders, and media outlets that were 
supposed to keep them in check. so 
William silber’s new biography of Paul 
Volcker, one of the last remaining heroes 
of modern finance, could not have come 
at a better time. 

silber, an economist at new york 
university, uses his book to walk the 
reader through some of the important 
episodes in Volcker’s long and storied 
career, during which he served in five 
u.s. administrations. these episodes 
include his stint as undersecretary for 
monetary affairs at the treasury Depart-
ment, from 1969 to 1974, when the united 
states abandoned the convertibility of the 
dollar into gold; his successful crusade 
against inflation as chair of the u.s. 

Federal Reserve in the 1980s; and his 
work following the recent financial 
crisis, when he backed the provision 
now called “the Volcker rule,” which 
bars commercial banks from engaging 
in proprietary trading (investments 
that banks make for their own profits, 
not on behalf of clients). 

By focusing on these moments, silber’s 
meticulously researched book offers 
useful insights into recent American 
economic history and the life of one of 
its most fascinating figures. Although 
the details of these episodes may seem 
distant, Volcker reminds readers just how 
precarious the circumstances were—and 
how policymakers might confront similar 
crises in the future.

PRESENT AT THE INfLATION
the book’s first major episode begins 
with Volcker in the Kennedy adminis-
tration’s treasury Department and follows 
him over several years as he became the 
central character in a crisis of the inter-
national monetary system. the Bretton 
Woods arrangements, set in place follow-
ing World War ii, had pegged the value 
of the u.s. dollar to gold and the value of 
other currencies to the dollar at fixed 
exchange rates. the system survived 
with only occasional hiccups for roughly 
two decades, but as the Vietnam War 
escalated, the u.s. economy began to 
overheat and experience inflation. With-
out faster productivity growth or the 
ability to devalue its currency, the united 
states saw its exports grow increasingly 
uncompetitive, and investors began fleeing 
the dollar in favor of other currencies 
or gold.

to prevent a bad situation from 
becoming worse, the united states 
needed to either raise interest rates—

austan goolsbee is Robert P. Gwinn 
Professor of Economics at the University of 
Chicago Booth School of Business. He served 
as Chair of the U.S. Council of Economic 
Advisers in 2010–11. Follow him on Twitter  
@Austan_Goolsbee.
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and likely start a recession—or find some 
other way to keep money in the country. 
over the course of a decade, in innumer-
able emergency meetings around the 
world, Washington proposed all sorts of 
plans to save the Bretton Woods system, 
from directed international government 
purchases of dollars to cracking down on 
coin collectors for taking too much gold 
out of circulation. But without an increase 
in interest rates, something policymakers 
did not want to happen, the status quo 
would have to change.

At first, Volcker defended the gold peg, 
but by the time he was working in the 
nixon administration, he came to see that 
the country needed to either pursue a 
deeply painful monetary policy or funda-
mentally change its currency system. 
After a long series of negotiations with 
europe, in August 1971, the united states 
ended the dollar’s peg to gold and ushered 
in more flexible exchange rates. thanks 
to close coordination among all the 
countries involved, fears that abandoning 
the fixed exchange rates would either 
unseat the dollar as a reserve currency or 
spark a full-blown financial crisis never 
materialized. the fact that Volcker led 
an orderly transition without a melt-
down occurring was a signal achievement. 
today, as many countries in the euro-
zone struggle to cope with the problems 
caused by their fixed-exchange-rate 
system, one hopes that they have studied 
this moment closely.

silber then looks at Volcker’s much-
celebrated fight against inflation. in the 
1970s, inflation was the bane of the u.s. 
economy, rising from a five percent annual 
rate in 1976 to almost 12 percent by 
August 1979, the month Volcker became 
chair of the Federal Reserve. the Fed’s 
unwillingness to raise interest rates to 

stop inflation had destroyed its credibility 
and allowed what monetary economists 
call inflationary expectations to take 
hold. Businesses, unions, and employees 
throughout the economy began their 
discussions about wages and prices with 
the presumption that inflation would 
be five to seven percent per year. such 
a presumption is quite dangerous, since 
workers then demand seven or eight 
percent wage increases to overcome the 
inflation, which in turn causes prices 
in those industries to rise further. this 
so-called wage-price spiral can drive 
inflation up dramatically in a short period. 

the country needed someone 
credible to fight inflation, and Volcker 
was the man for the job. he attacked 
right away, although he knew it would 
mean unprecedented tightening. he 
designed a new approach for Fed policy 
that explicitly tried to slow down the 
growth of the money supply rather than 
raising interest rates directly (the central 
bank’s normal method), knowing that the 
Fed governors would have a hard time 
raising rates as high as they needed to 
go. his system of targeting the money 
supply was indirect, and it drove rates 
higher than anything the Fed had ever 
before contemplated, to unprecedented 
levels of 20 percent and higher. the 
economy slipped into recession, with 
unemployment peaking at 10.8 percent 
in november 1982.

Volcker stuck to his guns even as he 
came under withering criticism from 
congress and industry. he acknowledged 
the difficulties presented by high interest 
rates but insisted that the country needed 
to rid itself of inflation or, as he said in 
a 1982 speech to the national Association 
of home Builders, “the pain we have 
suffered would have been for naught—

FA.indb   167 11/27/12   9:57 PM

Return to Table of Contents



Austan Goolsbee

168 f o r e i g n  a f fa i r s

and we would only be putting off until 
some later time an even more painful 
day of reckoning.”

Volcker stayed the course until he 
beat inflation. once the battle was won, 
he began cutting interest rates and mak-
ing it easier to borrow in order to return 
things to normal. unemployment fell 
rapidly, and conservative economists—
including Milton Friedman, a regular 
critic of Volcker’s throughout the 1970s 
and 1980s—warned of the imminent 
return of inflation. But Volcker explained 
that the Fed’s worst failures had come 
from waiting too long to tighten monetary 
policy during expansions, not from 
loosening it too much during recessions. 
history would soon prove him right: 
although a record-breaking expansion 
followed, inflation never returned.

the last big episode silber describes 
came during the recent debate over 
financial regulation, when Volcker cham-
pioned a ban on proprietary investing 
on the part of banks. his logic was that 
since commercial banks in the united 
states are backed by the Federal Deposit 
insurance corporation and can borrow 
money from the Fed during a crisis (at 
the so-called discount window), taxpayers 
are ultimately on the hook for the costs 
of their failure. this government insur-
ance allows financial firms to raise cheap 
capital, and Volcker argued that it was not 
appropriate for them to use that subsidy 
to make risky investments for their own 
sake, especially ones that might cause 
them to be even more prone to failure. 
Volcker also worried that proprietary 
investing would put banks in direct 
conflict with their clients. 

Volcker’s critics insisted that such 
special rules for commercial banks were 
untenable because these banks would 

have to compete with more lightly 
regulated entities, such as hedge funds, 
international banks, or money-market 
funds, which would not have such restric-
tions. But each time the rule looked to 
be in jeopardy, developments such as 
the accusation that Goldman sachs was 
knowingly shorting investments that it 
was selling to its clients or the revelation 
that JPMorgan chase had lost billions of 
dollars on a single proprietary investment 
would seem to validate Volcker’s logic. 
Despite furious lobbying to remove it, the 
Volcker rule became part of the Dodd-
Frank financial reform bill and is now 
the law of the land, although the battle 
over its implementation continues. 

INCREDIBLY CREDIBLE
Volcker’s narrative reveals the drama 
behind some of the most important 
economic policy debates of the last half 
century. What is even more important 
to understand than the details of these 
episodes, however, is the worldview 
Volcker held as a consummate problem 
solver. Future policymakers would do 
well to study his approach, from how 
he projected confidence and credibility 
to his insistence on articulating clear 
frameworks for resolving crises. 

throughout his public career, Volcker 
personified toughness. he understood 
that the government had to establish 
credibility in order to give policymakers 
flexibility when they needed it. in both 
the gold crisis and the inflation crisis, the 
failure of authorities to make credible 
promises invited speculative attacks by 
investors, who bet that the government 
would back down. When policymakers 
undermine their own credibility, it only 
makes the next round of a crisis worse, 
because the market ceases to believe 
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what officials say about how they will 
resolve it. 

In the 1980s, Volcker was able to put an 
end to expectations of spiraling inflation 
only by showing that he was willing to 

administer even the most painful of 
medicines. Once people understood that 
he would keep at it until prices stopped 
ballooning, he earned the flexibility to 
bring down interest rates to more normal 

No smoke and mirrors here: Paul Volcker testifying before the House Banking Committee in 1980
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levels, which he did after 1983, without 
generating a return of inflation. 

in the aftermath of the 2008 financial 
crisis, Volcker frequently seemed frus-
trated in his public appearances when 
the government would abruptly reverse 
its position, as when it announced that the 
troubled Asset Relief Program would 
buy up toxic assets only to say later that 
the money allocated to the program would 
instead be used to recapitalize banks. 
the great fear was that such reversals 
would undermine policymakers’ cred-
ibility and make the rescue much more 
difficult—a lesson proved quite relevant 
by europe’s chaotic response to its 
sovereign debt crises.

similarly central to Volcker’s approach 
to public policy was his insistence on 
finding explicit frameworks to resolve 
crises. that stance might sound obvi-
ous, but anyone who has spent time in 
Washington can tell you how common it 
is for the government simply to wing 
it instead. Volcker learned the danger 
of this approach during the various 
emergencies he dealt with, including 
the latin American debt crisis of the 
1980s and the failure of the continental 
illinois national Bank in 1984. in these 
cases, the relevant players managed to 
get together and hammer out ad hoc 
agreements. But fixing problems this 
way planted the seeds of future trouble, 
leaving people in doubt about what 
the government might do the next 
time things went wrong.

that’s why, when the 2008 financial 
crisis unfolded, Volcker became one of the 
first to propose creating an institution 
that could buy up assets and dispense with 
them, as the Resolution trust corporation 
had done following the savings-and-loan 
crisis in the 1980s and 1990s. it’s also 

why he worried aloud about the dangers 
of waiting to confront problems until 
they arose; he felt that Washington could 
not evaluate which failing firms were 
worth rescuing without a clear frame-
work. As the scope of government 
bailouts spread from financial institutions 
to aig, Fannie Mae, Freddie Mac, and 
even the automobile industry, Volcker’s 
worries seemed vindicated. 

ironically, this preference for 
frameworks over emergency meetings 
brought Volcker’s thinking into line with 
Friedman’s. in 1969, when Friedman 
was urging the adoption of a flexible-
exchange-rate system, he argued that 
one of its benefits would be to “put an 
end to the occasional crisis, producing 
frantic scurrying of high government 
officials from capital to capital,” think-
ing they are vitally important. if recent 
history has taught us anything, it’s that 
the most serious economic crises cannot 
be tamed solely by improvised disaster 
control on the part of well-intentioned 
officials. it takes articulated frameworks.

Volcker’s approach to regulation and 
oversight is also worth emulating. Volcker 
once told me that he had spent much 
of his career pushing back against the 
notion that the free market could govern 
itself if the government just got out of 
the way. capital markets, he emphasized, 
can function only when people trust the 
system. A financial system ridden with 
conflicts of interest, creative accounting, 
and excessive exuberance is dangerous 
precisely because it can destroy the 
public’s trust and cause people to pull 
out their money.

the Federal Reserve has two differ-
ent jobs: to set monetary policy and to 
safeguard and regulate major parts of 
the financial system. Paradoxically, the 
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Fed chairs who have been toughest on 
inflation have tended to be the most 
lenient when it comes to bank supervision 
and the most sympathetic to the idea 
that the private sector can govern itself. 
What made Volcker so different as a Fed 
chair was his toughness on both inflation 
and regulatory oversight.

it’s not that Volcker views bankers 
as the bad guys, as many populists who 
embrace his views do. he simply believes 
that bankers are just like everyone else: 
that absent oversight, they will try to take 
advantage of the system. Volcker has 
repeatedly stated his view that many 
practices that are considered financial 
innovations are actually just ways for 
firms to get around regulations, reduce 
the amount of capital they are required to 
hold, or avoid taxes, thus providing little 
benefit to consumers or the economy. 

Volcker argues that regulators must 
be clear and direct in their oversight of 
banks’ behavior. As he put it in an inter-
view with silber, “commercial bankers 
understand when a bank examiner gives 
them a green light to lend. they also 
respond to a red light, whether they like 
it or not, but most ignore the cautionary 
yellow.” For this very reason, in the recent 
debate over financial reform, Volcker 
pushed for the ban on proprietary trading 
to be made explicit and not be left to 
the discretion of regulators; the banks 
would never pay attention unless such 
a practice was expressly forbidden.

DUTY, HONOR, COUNTRY
When i talk to Volcker today, he speaks of 
a time when honor was the most impor-
tant thing a person had. he notes that in 
the early years when he worked in govern-
ment, many large trade associations didn’t 
even have offices in Washington, D.c., 

and no banker worried more about his 
bonus than his reputation. 

At every stage of his career, Volcker 
had the option to leave government and 
take a lucrative job in the private sector. 
But he chose public service. it’s astound-
ing that Washington manages to recruit 
professionals of Volcker’s caliber while 
paying them modestly and putting them 
through all the tribulations of government 
work, from partisan senate confirmation 
hearings to extensive rules and disclosures 
that they must abide by in their personal 
lives. Volcker still believes that public 
service is the most important thing 
someone can do, but he fears that this 
attitude may be a relic of a bygone era. 

if we are lucky, his fears will be proved 
wrong. the lessons from Volcker’s 
career and his worldview must continue 
to inform u.s. economic policy in the 
years to come if the united states is to 
maintain its global economic leadership. 
the country may never produce another 
figure of such towering stature, wisdom, 
and determination. But those who come 
after Volcker would be wise to heed his 
advice and try to follow in his admittedly 
giant footsteps.∂
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Twentieth Century 
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university of california Press, 2012, 
336 pp. $34.95.

One evening in June 1940, an 
excited crowd in Berlin awaited 
Adolf hitler’s arrival at the 

opera. the German army was scoring 
victory after victory in europe at the 
time, and when the dictator finally 
entered the room, the audience greeted 
him with impassioned cries of “Sieg 
Heil!” “Heil Hitler!” and “Heil Führer!” 
With the 1939 nazi-soviet nonaggression 
Pact still in force, one of the attendees 
that night was Valentin Berezhkov, an 
interpreter for stalin. “As i am watching 
all that,” he recalled in his memoirs, “i 
am thinking to myself—and the thought 
scares me—how much there is in common 
between this and our congresses and 
conferences when stalin makes his entry 
into the hall. the same thunderous, 

never-ending standing ovation. Almost 
the same hysterical shouts of ‘Glory to 
stalin!’ ‘Glory to our leader!’”

the parallels between communism 
and fascism have often been noted, 
fueling endless debates over whether 
the movements were fundamentally 
similar or different. The Devil in History, 
a new book by the political scientist 
Vladimir tismaneanu, presents a 
genuinely fresh perspective on this 
topic, drawing enduring lessons from 
the last century’s horrifying experiments 
with totalitarianism. 

instead of writing a historical 
treatise, tismaneanu set out to produce 
“a political-philosophical interpretation 
of how maximalist utopian aspirations can 
lead to the nightmares of soviet and 
nazi camps epitomized by Kolyma and 
Auschwitz.” Prompted by the author’s 
personal intellectual journey, the book 
is an extended essay that examines the 
evolving interpretations of communism 
and fascism. 

tismaneanu touches on so many 
questions that he cannot possibly provide 
all the answers. But in doing so, he 
reinvigorates important debates about 
not only past ideologies but also present 
and future ones. the animus toward 
modern liberalism that he finds at the 
root of both earlier totalitarian move-
ments has not disappeared, and the 
liberal world today should remain alert 
to its contemporary manifestations.

WHERE LEfT MEETS RIGHT
Many intellectuals who spent much of 
their lives behind the iron curtain ended 
up believing that communism and fascism 
were basically alike. After beginning his 
postwar career as a member of Poland’s 
communist Party, for example, the 
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philosopher leszek Kolakowski 
emigrated to the West in 1968. he 
eventually became convinced that all 
movements proclaiming utopian visions, 
including communism, were incorrigibly 
evil. Kolakowski’s rationale was straight-
forward: the problem with such ideologies 
was that they grounded their legitimacy 
in claims to own the definition of “truth,” 
and as Kolakowski explained, “if you 
oppose such a state or a system, you are 
an enemy of truth.” under communism, 
those enemies were primarily defined by 
class; under fascism, they were usually 
defined by race. But in both cases, the 
upshot was the same: the state must 
ruthlessly eliminate its ideological 
opponents, along with anyone deemed 
sympathetic to them in either thought 
or deed. the infinite elasticity of the 
categorization of enemies accounted for 
the mass murders under both systems.

tismaneanu’s gradual 
disillusionment with communism 
closely mirrored that of Kolakowski, 
whom tismaneanu considers one of 
his intellectual godfathers. even the 
denser passages of tismaneanu’s writing 
on political theory are infused with the 
passion of someone who has lived and 
breathed his subject. his parents, com-
mitted Romanian communists, fought 
alongside the antifascist international 
Brigades in the spanish civil War. But 
as a teenager living under the strictures 
of 1960s-era Romanian communism, 
tismaneanu started seeing his country’s 
political system for what it was, and he 
began furiously reading forbidden books 
by writers such as Kolakowski, the 
yugoslav dissident Milovan Djilas, and 
the French philosopher and journalist 
Raymond Aron. “confronted with the 
grotesque follies of nicolae ceausescu’s 

dynastic communism,” tismaneanu 
explains, “i realized that i was living in 
a totalitarian regime run by a delusional 
leader.” After his father’s death, in 1981, 
the 30-year-old tismaneanu took advan-
tage of a trip with his mother to old battle 
sites in spain to flee his native land. 

the public disenchantment of so 
many intellectuals notwithstanding, many 
Westerners continue to operate under 
the assumption that communism was not 
nearly as horrific as fascism. Anyone 
who has walked the streets of Prague, 
Budapest, or Moscow in recent years has 
seen Western tourists eagerly snapping 
up souvenirs of the old regime. the 
same people who find the nazi swastika 
repulsive are happy to wear the hammer 
and sickle on a t-shirt, hat, or military 
belt buckle. having experienced com-
munism firsthand, eastern europeans 
are typically more hesitant to whitewash 
its record. But still, many took a long 
time to break with Marxist ideas and 
resisted the notion of directly equating 
the two totalitarian ideologies.

tismaneanu explains the lengthy 
history of denial about the full dimensions 
of communism’s crimes by highlighting 
how its leaders and theoreticians posed 
“as progressive, anti-imperialist, and, more 
important still, anti-Fascist.” Although 
the philosophy they espoused was fun-
damentally flawed—and ultimately an 
excuse for the destruction of independent 
thinking—it pretended to be humane, 
sacrificing the individual for the good of 
the masses. And so for decades, even after 
the purging, starvation, and execution of 
millions, otherwise intelligent people 
continued to apologize for lenin, stalin, 
and Mao.

communism’s seemingly coherent 
doctrine helps account for the reluctance 
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of many on the left to abandon their 
fascination with its utopian ideals. it was 
not until the late 1960s and early 1970s 
that the majority of leftist intellectuals 
began accepting that communism was 
irreparably defective. the year 1968 was 
a watershed, when Poland’s communist 
regime suppressed a wave of student 
protests and the Kremlin ordered tanks 
into czechoslovakia to crush the Prague 
spring reformers, who were attempting 
to introduce “socialism with a human 
face.” As tismaneanu points out, “the 
movement of 1968 was a blessing in 
disguise because through its failures it 
revitalized liberalism.” By the mid-1980s, 
the belief that communism could be 
reformed was largely discredited. “What 
is the relationship between democracy 
and democratic socialism?” members of 
the Polish solidarity movement jokingly 
asked. “the same as between a chair 
and an electric chair.”

nazism, in contrast, attracted some 
admiration from abroad in the 1930s, 
when hitler seemed to be performing 
economic miracles and restoring Germany 
to strength and prominence, but any 
broader sympathy evaporated as the 
heinousness of the nazis’ crimes quickly 
came to light. the main reason for this 
was that unlike communism, nazism was 
devoid of intellectual content. com-
munists may have deified their leaders, 
but they also possessed a well-established 
ideology; the nazis only had der Führer, 
whose personal appeal did not survive 
his death. 

to be sure, hitler’s party was 
supposedly rooted in a set of political 
ideas, but as tismaneanu points out, “it 
would be impossible to speak seriously 
about nazi philosophy.” the pretense of 
a coherent ideology was easy to expose. 

the American foreign correspondent 
Dorothy thompson completely 
misjudged hitler’s political prospects 
when she interviewed him in november 
1931, but she did get one thing right: 
“take the Jews out of hitler’s program, 
and the whole thing . . . collapses.” 
Without anti-semitism, the nazis had 
nothing to justify their existence.

GOODBYE, LENIN
the major exception to the trend of 
increasing disillusionment with com-
munism was in the Kremlin itself, 
where in the late 1980s, the group 
surrounding the newly installed general 
secretary, Mikhail Gorbachev, still 
believed that salvation could come 
through reform. this belief would soon 
prove illusory, but it played a crucial 
role in encouraging Gorbachev to 
tolerate more dissent than any of his 
predecessors. through his ill-fated efforts 
to repair an ultimately doomed system, 
Gorbachev unwittingly provided the 
political space necessary for full-throated 
opposition forces to gain strength across 
the disintegrating soviet empire.

these opposition movements shared 
one common goal: exposing the fallacies 
of the communist perversion of truth. 
it was a commitment, as a slogan from 
the Polish solidarity movement put it, 
to affirming that “two plus two always 
equals four.” in his seminal 1979 essay 
“the Power of the Powerless,” the czech 
dissident Václav havel had argued that 
there was no more potent example of 
dissent than ordinary citizens refusing to 
participate in empty rituals and sum-
moning the courage to speak honestly 
about both the present and the past. 
central to such efforts to “live in truth,” as 
havel termed it, was debunking the myth 
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of a pure leninism—the notion that 
stalin had hijacked and deformed an 
essentially decent movement. this was 
the line put forward by soviet Premier 
nikita Khrushchev in his so-called 
secret speech, delivered to a closed session 
of the soviet communist Party in 1956. 
Khrushchev denounced stalin’s crimes and 
his “cult of personality” but main tained 
that these were the product of one man’s 
despotism, not the natural outgrowth of 
a fundamentally flawed system. 

During the 1980s, however, more and 
more opponents of soviet rule became 
convinced that lenin was just as culpable 
as stalin. “the problem with leninism,” 
tismaneanu explains, “was the sanctifi-
cation of the ultimate ends, and thus 
the creation of an amoral universe in 
which the most terrible crimes could be 
justified in the name of a radiant future.” 
that universe found its most horrific 
expression under stalin, but it existed 
under lenin, too; there was a continuity 
between the soviet union’s first two 
leaders, not a divergence.

A comparable amoral universe, of 
course, existed under hitler. indeed, 
the nazi dictator freely admitted that 
he had learned from Bolshevik 
methods. this resemblance under-
pins tismaneanu’s most valuable 
conclusion: that more important than 
the battles between communism and 
nazism were “their joint offensives 
against liberal modernity.” the nazi-
soviet nonaggression Pact should not 
have shocked the West as much as it 
did. even rhetorically, communism 
and fascism were alike in their disdain 
for tendencies considered decadent 
and bourgeois, such as the belief in 
democratic values, fair elections, and 
personal freedoms. 
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in order to fulfill their messianic 
missions, both movements insisted that 
the individual serve the state, the ruler, 
and the ideology—and nothing else. in 
this context, individual thought, or any 
notion of personal conscience, became 
subversive by definition. it is this 
common denominator that explains the 
similar roads to Kolyma and Auschwitz. 
to be sure, in their emphasis on mass 
production, both systems were modern; 
but when it came to how they treated 
their people, they were both worse 
than medieval. 

fREEDOM fIGHTING
no threats exist today on the scale of 
the two totalitarian behemoths of the 
last century. But there are still plenty 
of forces planning new offensives against 
liberal modernity, often invoking all-too-
familiar conspiracy theories to justify 
the destruction of their enemies. Fore-
most among liberalism’s adversaries today 
are terrorist groups such as al Qaeda 
and the taliban, which claim, like the 
nazis and the soviets before them, 
that the path to purification is through 
unlimited violence. the key lesson of the 
last century, as spelled out by tismaneanu, 
is the need to combat all movements that 
“dictate that followers renounce their 
critical faculties to embrace a pseudo-
miraculous, . . . delusional vision of 
mandatory happiness.”

Another central lesson is that the 
defenders of liberalism must constantly 
demonstrate the courage of their con-
victions. Just as the results of the last 
century’s struggles were far from 
inevitable, there is nothing preordained 
about the outcome of the current struggles 
against radical movements, whatever 
ideological or pseudo-religious guise 

they might assume. “the future is always 
pregnant with more than one alternative,” 
tismaneanu observes. “in other words, 
there is no ironclad determinism gov-
erning mankind’s history.”

chance plays a role, of course: had 
hitler been shot to death during the 
1923 Beer hall Putsch, for example, 
instead of the companion with whom 
he was marching arm in arm, the nazis 
would likely have never risen to power. 
But just as it has in the past, the future 
of freedom will depend on the kind of 
determination demonstrated by those 
who challenged the communist regimes 
in eastern europe, even when the odds 
looked hopelessly long. And liberalism 
will forever be threatened by the type 
of abdication of moral duty visible in 
the West’s appeasement of hitler after 
his early acts of aggression. 

Political systems built on the 
principles of democratic participation, 
tolerance, and individual rights will 
always face challenges, and their 
supporters can never become complacent. 
the twentieth century’s most enduring 
lesson is that the defenders of liberalism 
cannot waver in their commitment to 
these ideals, even if the cost of protecting 
them is extremely high.∂
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Smart Shift
A Response to “The Problem 
With the Pivot”

Shawn Brimley and Ely Ratner

The shift of u.s. attention and 
resources to the Asia-Pacific 
region, a signature piece of 

President Barack obama’s foreign policy 
agenda, enjoys considerable bipartisan 
support in Washington and has earned 
the praise of scholars and practitioners 
alike. skeptics demur, however, arguing 
either that this “pivot”—or “rebalancing,” 
as administration officials now call it—is 
toothless rhetoric or that it is a heavy-
handed policy that has unnecessarily 
antagonized china. 

Robert Ross (“the Problem With the 
Pivot,” november/December 2012) has 
put himself in the latter camp, disparaging 
the strategic shift as counterproductive 
and destabilizing. Although he astutely 
urges the united states to take into 
account china’s insecurities, he misreads 
the motives behind obama’s Asia policy 
and offers a misguided prescription for 
the way forward. the right way to 
respond to china’s anxieties is through 
sustained and deepened engagement, not 

withdrawal from Asia. As the united 
states continues to focus more on the 
region, it needs to make sure that its 
strategy is propelled forward by a reliable 
commitment of money, personnel, and 
bureaucratic resources.

BEYOND BEIjING
in his essay, Ross misrepresents both the 
impetus for and the substance of the 
rebalancing strategy. What he character-
izes as a knee-jerk response to chinese 
aggression in 2009 and 2010 actually 
has much deeper roots. obama came 
to office recognizing that the wars in 
Afghanistan and iraq had led Washington 
to underinvest in Asia, a region central 
to u.s. economic and strategic interests. 
the first foreign leader he hosted in the 
White house was the Japanese prime 
minister, and hillary clinton’s inaugural 
trip overseas as secretary of state was to 
Asia, where she visited Japan, indonesia, 
south Korea, and china. Meanwhile, the 
administration’s decisions to end the war 
in iraq, begin the exit from Afghanistan, 
and fight al Qaeda with more precise 
counterterrorism efforts have enabled a 
greater devotion of time and resources 
to the Asia-Pacific. this reshuffling of 
priorities represents an acknowledgment 
of the changing geopolitical realities of 
the twenty-first century—not simply a 
response to china.

Focusing on its military dimensions 
alone, Ross describes the policy as “aimed 
at bolstering the united states’ defense 
ties with countries throughout the region 
and expanding the u.s. naval presence 
there.” yet these goals make up only a 
sliver of the overall strategy, which in 
reality includes economic, diplomatic, 
and security objectives: strengthening 
relations with traditional allies; building 

shawn brimley is a Senior Fellow at the 
Center for a New American Security and former 
Director for Strategic Planning on the U.S. 
National Security Council staff. Follow him on 
Twitter @shawnbrimley.

ely ratner is a Fellow at the Center for a 
New American Security and worked on the 
China Desk at the U.S. State Department as a 
Council on Foreign Relations International 
Affairs Fellow in 2011–12.

FA.indb   177 11/27/12   9:57 PM

Return to Table of Contents

https://twitter.com/shawnbrimley


Shawn Brimley and Ely Ratner

178 f o r e i g n  a f fa i r s

deeper ties with emerging powers, 
including china; working with the region’s 
multilateral institutions; diversifying 
the united states’ military posture; 
promoting human rights and democracy; 
and advancing u.s. trade and business 
interests. the strategy aims to reallocate 
resources not only toward the region but 
also within it, by engaging more with 
partners in southeast Asia. the admin-
istration has also sought to account for 
the rising geopolitical importance of the 
indian ocean as a key route for global 
trade and has supported the develop-
ment of closer ties between india and 
countries in east Asia. 

Ross’ overly narrow conception of 
the rebalancing strategy leads him to 
argue that the united states has un-
wisely favored countries in disputes 
with china, such as the Philippines 
and Vietnam, at the expense of its 
cooperative relations with Beijing. 
Rather than trying to contain any 
particular country, however, Washington 
is seeking to construct a regional order 
undergirded by rules and institutions. 
u.s. diplomacy regarding disputes in 
the south china sea, for instance, is 
based on principles and has sought to 
prevent a conflict from breaking out 
by encouraging all countries concerned 
to adhere to international law. this 
effort mirrors the u.s. strategy else-
where in the world of protecting the 
global commons through a combina-
tion of u.s. power and international 
initiatives. that this approach appears 
to favor certain countries—and that 
Beijing objects to multilateral coopera-
tion that might constrain its ability to 
coerce its neighbors—says more about 
china’s preferred foreign policy than 
it does about any American bias. 

RIGHT QUESTIONS,  
WRONG ANSWERS
Ross’ characterization of the current 
u.s. approach to Asia includes an 
improbable accusation: that the obama 
administration has “reversed Washington’s 
long-standing policy of engagement 
with Beijing.” this observation would 
come as a surprise to policymakers in the 
White house, the state Department, 
the treasury Department, and the 
Pentagon. over the last four years, u.s. 
engagement with china has moved 
faster and gone deeper than at any other 
point in the history of the relationship. 
since 2009, obama has met with hu 
Jintao, the outgoing chinese president, 
a dozen times; the two countries’ vice 
presidents have exchanged visits; clinton 
has traveled to Beijing on five separate 
occasions; and senior White house and 
state Department officials have met with 
their chinese counterparts frequently. 

Moreover, the obama administration 
has invested substantial resources in a 
growing set of bilateral institutions, 
including the u.s.-china strategic 
and economic Dialogue, the strategic 
security Dialogue, and over 60 other 
issue-based and regional dialogues with 
chinese government officials. After 
years of repeated disruptions, u.s.-
chinese military relations are back on 
track, and the two countries’ armed forces 
are moving toward practical cooperation 
in areas such as humanitarian assistance 
and disaster relief. 

the united states and china may 
not see eye to eye on every geopolitical 
issue, but there can be no doubt that 
this high level of engagement has paid 
off. Recent disputes between the two 
countries, including the diplomatic row 
over the chinese dissident chen 
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Guangcheng, have been resolved quickly 
and maturely. And even in the midst of 
these disagreements, the obama admin-
istration has made clear, both publicly and 
privately, that a positive and constructive 
relationship with china is key to the 
success of its broader strategy in Asia. 

After recommending a policy of 
engagement that already exists, Ross 
concludes by arguing that in order to 
assuage china’s insecurities, the united 
states should scale back its military 
presence on the “east Asian mainland” 
and “avoid entanglement in complex 
sovereignty claims in the region.” in 
practice, adopting Ross’ advice would 
require significant departures from 
current policy, including the withdrawal 
of troops from south Korea, the removal 
of missile defense systems in northeast 
Asia, reduced engagement with the 
Association of southeast Asian nations 
(asean), and limits on the scope of the 
u.s.-Japanese alliance. there is no 
guarantee that taking any of these steps 
would even begin to resolve china’s 
insecurity complex. But they would cause 
immediate damage to u.s. interests and 
undermine regional security. they would 
also reinforce china’s desire for other 
countries to accommodate its rise with-
out giving Beijing pause to consider 
the destabilizing consequences of its 
own actions. 

Ross is right that the united states 
should take china’s legitimate security 
concerns into consideration. But today’s 
policymakers are already doing so by 
working with china to address the 
greatest sources of competition between 
Washington and Beijing. Going forward, 
the two countries should continue to 
search for opportunities to cooperate 
to address the misunderstandings and 

mistrust that linger between them. u.s. 
policymakers can help this along by 
emphasizing the nonmilitary elements 
of its renewed focus on Asia to under-
score that it is a multifaceted effort. At 
the same time, u.s. policy cannot be 
shaped solely by china’s concerns, as 
Washington needs to account for the 
views and security of a number of allies 
and partners.

SHOW ME THE MONEY
now that the foundation of the strategic 
shift to Asia has been laid, the main 
challenge for u.s. policymakers will be 
to secure the resources necessary to 
continue it. the united states will find 
it difficult to advance its interests in the 
region if its allies, partners, and potential 
adversaries doubt that its commitments 
will be upheld. locking in the new 
approach will require Washington to set 
aside money and personnel and to ensure 
that agencies are mobilized across the 
u.s. government in ways that reflect 
an institutional commitment to its 
Asia policy. 

“show me your budget, and i’ll 
describe your strategy” is a common 
refrain in the Pentagon. often more 
focused on tethering dollars to strategy 
than other executive-branch agencies, 
the Department of Defense has devoted 
substantial amounts of money and 
attention to the rebalancing. Meanwhile, 
the end of the war in iraq and the ongoing 
drawdown in Afghanistan are freeing 
up additional military resources to be 
directed toward the Asia-Pacific region 
in the form of new deployments, the 
prepositioning of military assets, and 
additional locations for the u.s. military 
to train and exercise with long-standing 
allies and emerging partners. 
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this shift has involved the deployment 
of u.s. marines to Australia and the 
stationing of littoral combat ships in 
singapore—small but significant steps 
that will strengthen and diversify the 
u.s. military’s force posture in southeast 
Asia. Washington was able to carry out 
these initiatives because they were 
affordable and politically sustainable, both 
at home and in Asia. in the years ahead, 
the continued evolution of the united 
states’ force posture in the region should 
be complemented by efforts to strengthen 
partners’ armed forces, carry out joint 
exercises, and pursue more ambitious 
military diplomacy. the Pentagon will 
need to sustain this momentum in the 
face of budget cuts and ensure that its 
small and gradual investments over the 
next decade ultimately add up to a 
meaningful strategic shift.

Although the military aspects of the 
rebalancing strategy have garnered 
the most attention in the media, civilian 
departments and agencies have also begun 
to shift their priorities and resources to 
Asia. under the guidance of clinton and 
Kurt campbell, the assistant secretary 
of state for east Asian and Pacific affairs, 
the state Department has deepened 
u.s. diplomatic engagement through-
out the region. During their tenure, the 
united states has joined the east Asia 
summit and signed the treaty of Amity 
and cooperation in southeast Asia, and 
in July 2012, clinton announced a new 
assistance framework, the Asia-Pacific 
strategic engagement initiative. these 
steps have demonstrated that Washing-
ton is committed to keeping the region 
stable and helping it prosper. the state 
Department has also signaled its renewed 
dedication to Asia policy through consid-
erable bureaucratic reforms, adding 

more than 70 new positions responsible 
for east Asia and the Pacific since 
2009 and opening a new permanent 
u.s. mission to asean in Jakarta. 

IT TAKES A BUREAUCRACY 
As different parts of the u.s. govern-
ment are asked to commit larger shares 
of their resources to Asia, congress must 
do its part by making sure that key 
agencies and departments have the 
funds in the first place. Beyond appro-
priating the necessary money, members 
of congress also need to explain to their 
constituents the importance of investing 
u.s. resources in Asia, helping build 
support for the shift outside the Beltway.

the executive branch should also 
take several steps to guarantee that the 
shift toward the Asia-Pacific region is 
backed by the resources it needs. First, 
within the White house, the national 
security council staff should work 
closely with the office of Management 
and Budget to ensure that all national 
security departments and agencies are 
prioritizing the initiatives of the rebal-
ancing. too often, gaps between policy 
guidance and budget proposals emerge 
late in the annual budget process, at 
which point they are difficult to fill. to 
help address this problem, the national 
security adviser and the director of the 
office of Management and Budget should 
jointly pen an annual memo setting out 
budget priorities for the Asia-Pacific 
and host regular interagency meetings 
with senior policy and budget players. 
the obama administration has already 
begun to take some of these steps, and it 
should continue to move in this direction. 

second, in this age of fiscal austerity, 
devoting more attention to Asia may 
well require the united states to scale 
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back its commitments elsewhere in the 
world. unfortunately, policymakers at 
the working level are often ill positioned 
to consider tradeoffs that cut across 
geographic boundaries and bureaucratic 
lines. overcoming this challenge requires 
serious attention at the deputy secretary 
level or higher. the Pentagon has already 
begun to address this issue by having 
Deputy secretary of Defense Ashton 
carter convene meetings that specifically 
focus on identifying resources that can 
be redirected toward Asia. other agencies 
should follow suit, and these departmen-
tal efforts should go hand in hand with 
regular interagency meetings at the White 
house to examine findings, coordinate 
initiatives, and assess results. 

third, the White house should explic-
itly articulate the rebalancing strategy, 
perhaps in the form of a presidential 
policy directive, outlining its near- to 
long-term priorities and coming up 
with specific metrics that departments 
and agencies can use to track their 
progress in executing it. For example, 
policymakers ought to be aware of the 
number of Asia experts and capable 
linguists at the state Department, at 
the Defense Department, and in the 
intelligence community. 

As it dedicates more of its resources 
to Asia, the united states should also ask 
its allies and partners in the region to 
shoulder additional responsibilities. Asia 
is now home to a number of wealthy and 
capable countries, many of which have 
recently gone from receiving international 
aid to giving it. Washington should insist 
that the militaries of countries such as 
Australia, Japan, singapore, south Korea, 
and thailand contribute to regional 
security at levels commensurate with their 
capabilities. it is also critical that the 

united states continue to coordinate 
with these countries on diplomatic, 
development, and defense initiatives to 
maximize the efficiency and effectiveness 
of u.s. engagement in the region. 

the glamorous aspects of the rebal-
ancing toward Asia—the geopolitical 
maneuvers and machinations, the high-
stakes diplomacy, the grand strategy—
are only part of what will be required 
to make the policy successful. Just as 
crucial will be Washington’s focus on 
budgets, bureaucratic institutions, and 
personnel decisions, as well as its ability 
to continually assess the policy’s progress 
and identify areas for improvement. in 
an era of fiscal tightening, coming up 
with the necessary resources for such 
an ambitious program will not be easy. 
But because the Asia-Pacific region is 
fundamental to u.s. national security 
and the health of the u.s. economy, the 
rebalancing is the most valuable invest-
ment in u.s. foreign policy today.∂
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Recent Books
Political and Legal

G. John Ikenberry

Worldviews of Aspiring Powers  
eDiteD By henRy R. nAu AnD 
DeePA M. ollAPAlly. oxford 
university Press, 2012, 258 pp. $99.00. 

In recent years, rising non-Western 
states have begun to seek greater 
roles in the running of the global 

order. But how do they understand that 
order? this valuable collection explores 
thinking about foreign policy in china, 
india, iran, Japan, and Russia. the 
contributors demonstrate that in all 
those countries, vigorous debates exist 
among foreign policy schools that resem-
ble the Western categories of realism, 
nationalism, and liberal internationalism, 
as well as various types of idealism. in 
their chapter, nau and ollapally argue 
that in most of these countries, realist and 
nationalist sentiments tend to dominate 
among foreign policy elites, leading to 
an emphasis on sovereignty, self-reliance, 
and the building of national military and 
economic capacities. But a strong con-
sensus exists within all these countries—
and even among the various schools of 
thought—on the virtues of international 
economic openness and integration. 
Moreover, apart from iran, these rising 
states are not seeking to transform the 
global order. they want to trade and 
grow within the existing system while 
protecting their sovereignty and 
national power. 

The Dictator’s Learning Curve  
By WilliAM J. DoBson. Doubleday, 
2012, 352 pp. $28.95. 

Democracy has spread to every corner 
of the world. But the authoritarian and 
autocratic states that have survived appear 
to be stubbornly dug in. in this engaging 
book, Dobson reports from such outposts 
of despotism as china, Malaysia, Russia, 
and Venezuela, detailing authoritarian 
regimes that are remarkably sophisticated 
in resisting the formidable forces that 
have put illiberal states on the defensive: 
Western democracy promoters, the 
international human rights movement, 
and the spread of social media. Modern 
autocrats increasingly eschew overtly 
oppressive methods of control, such as 
mass arrests and executions, and instead 
manipulate legal systems—tax rules, 
health codes, media regulations—to 
isolate and undermine opponents. 
Appearances increasingly matter, so 
today’s authoritarians hold rigged 
elections and pay lip service to democ-
racy to distract attention from their 
abuses. Dobson does not speculate on 
how this new phase of the grand struggle 
between liberal democracy and dictator-
ship will end. But he does make clear that 
modern tyrants—just like the old ones—
fear nothing more than the people. And 
the people may yet have the last word.

Intelligent Governance for the Twenty-first 
Century 
By nicolAs BeRGGRuen AnD 
nAthAn GARDels. Polity, 2012,  
200 pp. $19.95. 

Berggruen and Gardels’ central claim is 
that the era of American-led globalization 
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is giving way to a new era of more 
“inclusive” globalization, creating 
profound crises of domestic and inter-
national governance. china and other 
countries in the east are catching up 
with the West, but their technocratic, 
authoritarian regimes increasingly suffer 
from political illegitimacy and corruption. 
Meanwhile, the united states and other 
Western countries are struggling to 
reconcile liberal democracy with the 
complex demands of global economic 
and technological interdependence, 
failing to manage deficits and debt and 
to address growing income inequality. 
Berggruen and Gardels argue for a 
“middle way”: a synthetic approach to 
governance in which “china would need 
to lighten up while the [united states] 
would need to tighten up.” the book 
identifies virtues and defects in both 
the chinese and the American systems 
and speculates about a hybrid model of 
government that would preserve Western 
constitutional democracy but build in 
more room for eastern-style “account-
able meritocracy.” yet the authors are 
a bit elusive when it comes to how this 
model would actually function.

The Second Nuclear Age: Strategy, Danger, 
and the New Power Politics 
By PAul BRAcKen. times Books, 
2012, 320 pp. $29.00.

Bracken argues that since the end of 
the cold War, a second nuclear age has 
begun, defined by an unstable, danger-
ous “multipolar nuclear order” in which 
the prevention of nuclear war no longer 
hinges exclusively on clearheaded secu-
rity calculations on the part of Moscow 
and Washington. nuclear weapons are 

now integral to foreign and defense 
policies in the Middle east, south Asia, 
and east Asia, where governments have 
embraced them as necessary tools of 
regional stability and deterrence. Bracken 
argues that this emerging global nuclear 
system will make it impossible to elimi-
nate nuclear weapons. the only solution 
is to “manage” the problem, and this 
requires new long-term strategic think-
ing and new political frameworks to 
deal with the regional rivalries in the 
Middle east and Asia that threaten to 
trigger nuclear escalation and prolifera-
tion. if there is a glimmer of optimism 
in Bracken’s analysis, it is that the major 
nuclear powers have largely succeeded 
in stabilizing their own nuclear rivalries 
and now share a common interest in 
containing regional rivalries among 
smaller states and in building a new 
global system of arms control.

Competitive Strategies for the Twenty-first 
Century 
eDiteD By thoMAs G. MAhnKen. 
stanford university Press, 2012,  
344 pp. $100.00 (paper, $29.95).

the growing rivalry between china 
and the united states is particularly 
complex because the two countries are 
simultaneously tied together as leaders 
of the world economy and engaged in  
a high-stakes struggle over the future 
of Asia’s security order. the authors 
collected here argue that the united 
states should pursue a peacetime “com-
petitive strategy” by arraying defense 
forces in the region, staying ahead of 
chinese military modernization, and 
looking for ways to exploit chinese 
vulnerabilities and weaknesses. the 
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authors are surely correct that the united 
states needs a long-term strategy if it 
intends to remain a leader and security 
provider in Asia. But for all its emphasis 
on the need for a comprehensive approach 
to the rise of china, the book remains 
rather narrowly focused on military 
modernization and force strategies. As 
the diplomat George Kennan argued 
when the united states began its strategic 
competition with the soviet union, the 
united states’ long-term success will 
hinge on the political, social, and eco-
nomic fortunes of the West as much 
as on changes in military balances.

Economic, Social, and 
Environmental

Richard N. Cooper

One Billion Hungry: Can We Feed the World? 
By GoRDon conWAy. cornell 
university Press, 2012, 456 pp. $75.00 
(paper, $24.95). 

Sharp increases in food prices in 2008 
and again in 2012 reminded the 
world that food security cannot 

be taken for granted, especially for poor 
people. the world’s population is expected 
to grow by 33 percent in the next three 
decades, and most potentially arable land, 
excluding rainforests, is already in use. 
Water sources are increasingly under 
strain in some densely populated regions. 
can adequate food supplies be assured? 
conway answers with a qualified yes. 
he explains that many known techniques 
for increasing yields have yet to be fully 

applied but that doing so will require 
the mobilization of significant scientific, 
educational, and organizational resources. 
conway lays out the considerable agri-
cultural achievements of the last half 
century—raising global grain production 
from 900 million to 2,500 million tons, 
for instance—and accessibly presents 
some of the latest scientific research 
on how to increase productivity even 
further, including making genetic 
improvements to crops and livestock.

Doing Capitalism in the Innovation Economy 
By WilliAM h. JAneWAy. 
cambridge university Press, 2012,  
340 pp. $34.99. 

in this engaging book, Janeway, a venture 
capitalist who trained as an economist, 
combines his academic erudition with 
lessons learned during 40 years of work-
ing in the financial sector. his novel 
argument is that financial bubbles can be 
expected to occur from time to time in 
modern economies and that on balance 
they contribute to positive economic 
transformations by financing new tech-
nologies, even though many of them 
inevitably prove to be false starts or dead 
ends. irrational exuberance, although not 
grounded in close assessments of balance 
sheets or plausible prospective earnings, 
is perhaps a necessary component of a 
dynamic economy, driving what the 
economist Joseph schumpeter (following 
Karl Marx) famously termed “creative 
destruction.” Janeway also asserts that 
government plays three necessary roles in 
the development of an innovative econ-
omy. Government promotes the basic 
research that fuels innovation and nur-
tures the talent and skills to develop it: 
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think of the Pentagon’s role in the 
evolution of information technology 
or the national institutes of health’s 
contributions to contemporary medi-
cine. it also helps stabilize the economy 
when private demand fails to fully 
employ a country’s resources. Finally, 
government limits the damage to the 
economy caused by unavoidable 
episodic financial bubbles. 

The Quest for Prosperity: How Developing 
Economies Can Take Off 
By Justin yiFu lin. Princeton 
university Press, 2012, 322 pp. $27.95.

lin, the former chief economist of the 
World Bank, makes a case for what he 
calls a “new structuralist” approach to 
economic development. Drawing on the 
experience of many countries, especially 
china, he argues for an active role for 
government in fostering development, 
not only through the traditional provision 
of infrastructure and the enforcement of 
rules but also in identifying and support-
ing industries that contribute to growth. 
But lin’s embrace of that latter, more 
controversial form of government involve-
ment comes with a critical proviso, one 
that has too often been ignored by past 
development planners: the industries a 
government chooses to support must 
exploit a country’s latent comparative 
advantage, as determined mainly by 
its endowments of land, labor, capital, 
and resources. A government can often 
select the appropriate industries to 
support by following the lead of similarly 
endowed countries that enjoy roughly 
twice the per capita income. lin presents 
a thought-provoking argument. the 
book surprisingly contains no equations 

or tables, although it draws on a rich 
academic literature on development. 

The Knockoff Economy: How Imitation 
Sparks Innovation 
By KAl RAustiAlA AnD 
chRistoPheR sPRiGMAn. oxford 
university Press, 2012, 272 pp. $27.95.

the justification for creating tempo-
rary monopolies through patents and 
copyrights is that they encourage 
creative activity that would not other-
wise take place. But Raustiala and 
sprigman argue that imitation—which 
music labels and movie studios often 
consider theft—frequently stimulates 
creativity rather than discouraging it. in 
this engaging text, the authors draw 
on the experience of many industries—
fashion, cuisine, finance, and open-
source software, among others—to 
demonstrate that a lack of effective 
copyright protection hardly throttles 
innovation and in fact encourages it. 
they draw a distinction between 
“pioneers,” who develop significant new 
designs or formulations, and “tweakers,” 
who make incremental improvements 
in new concepts and who would be 
inhibited if intellectual property rules 
were more tightly drawn and enforced. 
traditional music labels have decried 
the copying of recorded music, arguing 
that it discourages the composition 
and performance of new music. Ac-
cording to the authors, that is simply 
not the case: it is the traditional busi-
ness model of the labels that is under 
threat, not the production of music. 
And copyright was conceived to 
protect creative activity, not particular  
business models.
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Against the Odds: Politicians, Institutions, 
and the Struggle Against Poverty 
By MARcus AnDRe Melo, 
nJuGunA nG’ethe, AnD JAMes 
MAnoR. columbia university Press, 
2012, 221 pp. $40.00.

Most analyses of development and 
poverty alleviation focus on overall 
economic growth and the design of 
particular economic programs. in 
contrast, this book focuses on particu-
lar leaders who launched successful 
efforts to help the poorest (usually 
rural) members of their societies, 
drawing attention to the consummate 
political skills necessary to implement 
even well-conceived policies. in de-
tailed case studies, the authors examine 
the records of three leaders: yoweri 
Museveni, the president of uganda since 
1986; Fernando henrique cardoso, 
the president of Brazil between 1995 
and 2002; and Digvijay singh, the 
chief minister of Madhya Pradesh, an 
indian state of 60 million people, 
between 1993 and 2003. Although the 
details of their approaches differed, 
all three men had been committed to 
alleviating poverty before they won 
high office and, once in power, engaged 
the poor in political decision-making—
partly to learn what the poor most 
wanted and partly to increase the 
accountability of otherwise corrupt 
local politicians and government 
officials. All three also moved to the 
political center, stressed the impor-
tance of private investment, and put 
heavy emphasis on primary education 
for the poor. 

Military, Scientific, and 
Technological

Lawrence D. Freedman

The Verdict of Battle: The Law of Victory 
and the Making of Modern War 
By JAMes Q. WhitMAn. harvard 
university Press, 2012, 336 pp. $29.95. 

Challenging contemporary  
views of the law of war and the 
function of battle, Whitman 

asks readers to forget what they know 
about post-napoleonic wars of annihi-
lation and revisit a time when a battle 
was a momentous wager to resolve 
disputes by “chance of arms.” During 
the eighteenth century and well into 
the nineteenth, the side that held the 
field after a pitched battle could claim 
victory and so set the terms of peace. 
Battles were often bloody and vicious, 
but at least they produced definitive 
conclusions without spilling over into 
the rest of the country. Whitman 
knows it is pointless to wax nostalgic 
for a past form of warfare that might 
have worked for absolute monarchs 
but would hardly be suited to the 
modern world. still, comparing earlier 
wars with contemporary “fights to the 
finish” allows him to ruminate about 
the possibilities for restraint in war 
and to challenge international lawyers 
to develop a “law of victory” that 
would support agreement on who had 
won a war and what was gained as  
a result.
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Invisible Armies: An Epic History of 
Guerrilla Warfare From Ancient Times to 
the Present 
By MAX Boot. liveright, 2013,  
784 pp. $35.00.

since ancient times, individual radicals, 
disadvantaged groups, and angry popu-
lations under occupation have resorted 
to terrorism and guerrilla warfare as 
the only military means available when 
facing stronger conventional forces. 
hiding in the shadows and emerging 
to attack where they are least expected, 
they seek to cause enough pain to 
persuade their enemies to give up. 
Boot’s coverage is remarkably compre-
hensive, taking in revolutionary move-
ments and anticolonial resistance 
campaigns, special forces working 
behind enemy lines and large-scale 
counterinsurgency operations, the 
revolts of Bar Kokhba and Robert the 
Bruce, the political violence of John 
Brown and that of the Ku Klux Klan, 
and charismatic guerrillas such as  
t. e. lawrence and che Guevara. 
Boot sustains the reader’s interest 
with lively writing and sharp charac-
terizations, including detailed riffs on 
the personal hygiene and sex lives of 
guerrillas. his conclusions confirm 
that although guerrillas, insurgents, 
and terrorists have had their successes, 
the strong normally prevail over the 
weak. invisible armies work best when 
they are able to build up visible political 
support and link up with (or become) 
even more visible conventional forces. 

The Endgame: The Inside Story of the 
Struggle for Iraq, From George W. Bush to 
Barack Obama 
By MichAel R. GoRDon AnD 
BeRnARD e. tRAinoR. Pantheon, 
2012, 800 pp. $35.00.

in narrating the history of the u.s. 
occupation of iraq, Gordon and trainor 
finish the job they started in Cobra II, 
their 2006 book on the origins of the 
iraq war. their iraqi and American 
sources are extraordinary, allowing them 
to describe events with an enormous, 
and sometimes overwhelming, amount 
of detail. they focus on the military 
struggle, describing u.s. commanders 
coping with varied forms of violence 
while their civilian colleagues come to 
terms with the complexities of post-
saddam iraqi politics. the Americans 
had to relearn the painful lessons of 
counterinsurgency as, gradually, the 
strategy and tactics that came to be 
known as “the surge” fell into place. 
Gordon and trainor are on the side of 
those who believe that the surge made 
a crucial difference; it took advantage of 
developments such as the anti-jihadist 
sunni Awakening movement in Anbar 
Province and then used the momentum 
gained to push aside shiite militants. 
they concede, however, that the momen-
tum was insufficient to produce the 
inclusive iraqi government that the 
united states sought.
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Engineers of Victory: The Problem Solvers Who 
Turned the Tide in the Second World War 
By PAul KenneDy. Random house, 
2013, 464 pp. $30.00.

this superb book is Kennedy’s best. he 
has crafted a lucid, original take on World 
War ii that also offers insights on broader 
issues of strategy and war. his simple but 
striking proposition is that the Allied 
victory rested not only on the work of 
grand strategists in presidential cabinets 
and high military commands but also on 
the efforts of middle managers, such as 
the logisticians, engineers, and operational 
analysts who addressed the major obsta-
cles to success: getting convoys across the 
Atlantic, coping with Germany’s blitz-
krieg tactics, and sustaining a campaign 
over vast distances in the Pacific. With 
sound analysis of intelligence reports 
and a readiness to experiment with new 
methods and equipment, these managers 
made victory possible. Kennedy’s argu-
ment clarifies that it was not just bravery 
at the frontlines or superior productivity 
that gave the Allies an advantage over the 
Axis powers but also an organizational 
culture—most evident in the united 
Kingdom, which was stretched the 
thinnest of the Allies—that “contained 
impressive feedback loops, flexibility, a 
capacity to learn from mistakes,” and 
a willingness to encourage innovation 
and cross institutional boundaries.

Underdogs: The Making of the Modern 
Marine Corps 
By AARon B. o’connell. harvard 
university Press, 2012, 400 pp. $29.95.

o’connell, a lieutenant colonel in the 
u.s. Marine corps Reserve, analyzes 

the development of the corps’ culture 
from World War ii to the Vietnam era. 
the Marine ethos was defined by a 
commitment to toughness ingrained 
at boot camp and a willingness to suffer 
reinforced by the high casualties the 
corps experienced in World War ii and 
the Korean War. o’connell does not 
shrink from describing the physical and 
mental toll this culture takes on indi-
vidual marines and the violent behavior, 
drunkenness, and domestic abuse that 
represent its dark side. he also details the 
organization’s relentless self-promotion, 
which helped turn it from the least to 
the most admired of the services and 
guaranteed its independence. the corps 
has a deserved reputation for assiduously 
cultivating politicians, journalists, and 
filmmakers to help burnish its public 
image and win bipartisan support on 
capitol hill. this is an honest, but not 
unsympathetic, take on the Marines 
and a fine contribution to the study of 
military culture.

The United States

Walter Russell Mead

Why Romney Lost (and What the GOP 
Can Do About It) 
By DAViD FRuM. newsweek, 2012,  
31 pp. $4.99 (e-book). 

Frum’s message can be condensed 
into four words: “i told you so.” 
For two years, Frum, who worked 

as a speechwriter for u.s. President 
George W. Bush, has been warning 
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against what he sees as a destructive 
Republican flight from reality, as 
ideological purity has trumped prag-
matic engagement. Frum is particularly 
scathing about the party’s nomination 
of unelectable senate candidates, 
arguing that grass-roots radicalism cost 
the gop control of the senate in 2010 
and increased its losses in 2012. Frum’s 
polemics will not win many hearts and 
minds in the tea Party, but his goal is 
less to win over his critics than to sound 
the alarm to a gop establishment that, 
in his view, too readily gave the tea 
Party kids the keys to the family car. 
As the party begins a reappraisal, the 
clear and coherent arguments in this 
passionately argued book will help shape 
the debate. But the tea Party remains 
formidable, and balancing the demands 
of party bases with the values of the 
American center is a perennial problem 
in u.s. politics, and one that has never 
been easily solved.

Freedom National: The Destruction of 
Slavery in the United States, 1861–1865 
By JAMes oAKes. norton, 2012,  
608 pp. $29.95.

in this brilliant new look at the destruc-
tion of slavery during the American 
civil War, oakes reveals how the u.s. 
abolitionist movement relied not only 
on high-minded moral suasion but also 
on the small-bore legalistic strategy of 
the Republican Party. the party’s legal 
minds argued that although slavery was 
a state institution, and therefore the 
federal government could not interfere 
with its legal status in the states, the 
u.s. constitution did not recognize 
slavery in federal jurisdictions—in the 
territories and on the high seas, for 

example. they also maintained that 
slaves did not represent a collective legal 
caste, but rather that slaveowners had 
claims only on the services of particular 
individuals. As “property” in service, 
slaves could be legally “confiscated” 
in wartime as a military necessity—a 
strange way of justifying emancipation, 
to be sure, but one that allowed the 
union to free slaves under existing law 
even before the 1863 emancipation 
Proclamation. legal thinking continued 
to shape abolition even after the war, 
when a fear that southern states would 
simply re-legalize the practice led 
Republicans to push for a constitutional 
amendment to ban it forever.

The Higher Education Bubble 
By Glenn hARlAn ReynolDs. 
encounter Books, 2012, 56 pp. $5.99. 

Reynolds, a libertarian law professor 
and the creator of the blog instapundit, 
takes on the crisis of the American 
academy. Rising tuitions, cuts in state 
funding for public universities, and the 
growth of outsourcing and automation 
in white-collar professions are driving 
significant changes in higher education. 
law schools are on the frontlines: as 
traditional legal work is increasingly 
outsourced or performed by computers, 
demand for lawyers is falling, and many 
lower-tier law schools face declining or 
even collapsing enrollments. it is difficult 
to make generalizations about u.s. higher 
education, a complex social institution that 
includes everything from world-famous, 
deep-pocketed research universities to 
small vocational institutes and commu-
nity colleges. nevertheless, Reynolds’ 
core argument seems correct: social and 
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technological changes are pushing higher 
education toward dramatic changes, 
including universities—and individual 
professors—offering classes over the 
internet. smart academics will begin to 
prepare now for this transformation.

A Capitalism for the People: Recapturing 
the Lost Genius of American Prosperity 
By luiGi ZinGAles. Basic Books, 
2012, 336 pp. $27.99.

Zingales is an entertaining and helpful 
guide to the story of how the u.s. 
government’s bailouts of Wall street 
firms triggered populist resistance on 
both the left and the right of the u.s. 
political spectrum. he believes that 
regulatory capture—when business 
interests and lobbyists exercise undue 
influence over the bureaucracies and 
legal structures meant to oversee them—
is creating exactly the kind of crony 
capitalism that sparked major populist 
surges in earlier eras of u.s. history. 
With a worried glance at latin Amer-
ica, where antimarket populist leaders 
have led a number of countries into 
deep trouble, Zingales argues that 
pro-market populism can help fuel 
economic recovery in the united states 
and calls for policies that would foster 
a sense of fairness and bolster public 
support for capitalism and free markets. 
At times, the policy discussion seems 
a bit disjointed, and the enthusiasm 
Zingales has for economic theory 
sometimes leads him into digressions. 
But overall, this is an important and 
engaging look at some of the most 
consequential issues facing the united 
states today. 

Washington and Napoleon: Leadership in 
the Age of Revolution 
By MAttheW J. Flynn AnD 
stePhen e. GRiFFin. Potomac 
Books, 2011, 272 pp. $29.95.

in this uneven but often very lively 
book, Flynn and Griffin demonstrate 
why it is important to write about u.s. 
history in a global context—and why 
it is difficult to do so well. Washington 
and Napoleon borrows the method of 
comparative biography used by Plutarch 
in his paired biographies of Greek 
and Roman historical figures. George 
Washington and napoleon Bonaparte 
are well suited to this approach. Both 
men were marginal figures who sought 
military glory as a means of social and 
political advancement, took power as 
politics were being reshaped by the 
enlightenment, and sought to guide 
revolutionary upheavals along the path 
to stable systems. the contrasts are 
also interesting: Washington was a 
worse general but a more successful 
commander than napoleon, who is 
remembered as a warrior but whose 
most enduring accomplishments were in 
civilian law and administration. some 
of Flynn and Griffin’s judgments seem 
forced, but their central contention is 
certainly sound: Washington’s embrace 
of constitutionalism and napoleon’s 
turn to military despotism sprang 
not from any deep difference in their 
characters but from the political cultures 
that surrounded them and the differing 
sets of circumstances they faced. 
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Western Europe

Andrew Moravcsik

Bloody Nasty People: The Rise of Britain’s 
Far Right 
By DAniel tRillinG. Verso, 2012, 
240 pp. $26.95.

Hate: My Life in the British Far Right 
By MAttheW collins. Biteback, 
2012, 352 pp. £8.99.

What would motivate British 
neo-nazi skinheads to invade 
a public library and beat up 

a reading group of retired Pakistani 
immigrants? And what would motivate 
half a million British citizens to vote for 
extreme right-wing parties whose rhetoric 
fuels such behavior? trilling traces the 
rise of the radical right in the united 
Kingdom and condemns establishment 
figures for not taking it more seriously. 
Journalists, he argues, should not stoke 
prejudice against asylum seekers and 
multicultural policies. Politicians should 
not denigrate immigrants, tighten bor-
ders, or curtail government spending 
on housing and welfare. he believes 
that it is the retreat of government, 
not its failure, that creates an opening 
for radicals. 

But a memoir by collins, who spent 
years as a neo-nazi and is now the 
director of searchlight educational 
trust, a British foundation dedicated 
to fighting racism and fascism at the 
community level, inadvertently calls 
into question the idea that officials in 
the united Kingdom should ring alarm 
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bells about nativist radicalism. in breath-
less, awkward prose, he recalls spending 
his teen years consorting with pseudo-
intellectual holocaust deniers, profane 
hitler worshipers, and violent psycho-
paths armed with heavy chains, hobnailed 
boots, and switchblades. Although the 
gratuitous violence is shocking, the 
overwhelming impression is of a bunch 
of cranky losers in seedy apartments 
and cheap pubs quarreling over nothing. 
Perhaps this explains why out of 100,000 
local officials in the united Kingdom, 
only ten belong to extreme right-wing 
parties, and why no candidate of the 
extreme right has ever won office at the 
national level. such parties have enjoyed 
success only in elections for the euro-
pean Parliament, in which protest voters 
make up a large proportion of the few 
people who bother to go to the polls. 
Perhaps the problem, then, is not that 
the British have let their guard down 
but that commentators pay too much 
attention to sensational but marginal 
elements.

A Europe Made of Money: The Emergence 
of the European Monetary System 
By eMMAnuel MouRlon-DRuol. 
cornell university Press, 2012, 368 pp. 
$55.00.

Making the European Monetary Union 
By hARolD JAMes. harvard 
university Press, 2012, 592 pp. $35.00.

Most analysts agree that the ongoing 
financial crisis in europe stems at least 
in part from flaws in the design of the 
euro system and that stabilization will 
require substantial institutional reform. 
this raises a vital historical question: 

Why did the european leaders who 
designed the european central Bank and 
the other eurozone institutions leave out 
so many crucial elements? to answer this 
question, Mourlon-Druol considers the 
1979 creation of the european Monetary 
system, the predecessor of the eurozone. 
he argues that the earlier system was 
weaker than it seemed, because partici-
pating governments disagreed about 
economic priorities—just as they do 
now. Germany prioritized the main-
tenance of anti-inflationary stability 
through austerity, whereas other coun-
tries sought more permissive policies. 
Just as today, the countries hoped to solve 
these conflicts by agreeing to modest 
monetary steps and hoping that, in the 
long term, their economic preferences 
would converge. looking back, that 
was wishful thinking.

James, a colleague of mine at Princeton 
university, picks up the story, explaining 
how european governments agreed to a 
large-scale monetary integration in 1991 
and then enacted it a decade later. Many 
critics now contend that european leaders 
did not think through the consequences of 
those steps or that they sought to promote 
the recent reunification of Germany no 
matter what the consequences. James 
shows that is not the case: the leaders did 
not act in response to German reunifica-
tion, and they were fully aware that the 
system lacked essential fiscal rules and 
banking regulations that would encourage 
economic convergence, but they reckoned 
that these elements could be added later 
or might even prove unnecessary.

Both scholars make extensive use of 
newly available documents of the eu’s 
monetary committees. this leads them 
to emphasize—perhaps overemphasize—
the real-world effect of these committees’ 

FA.indb   192 11/27/12   9:57 PM

Return to Table of Contents

http://www.cornellpress.cornell.edu/book/?GCOI=80140100879390
http://www.hup.harvard.edu/catalog.php?isbn=9780674066830


Recent Books

 January/February 2013 193

ideas about integration. still, both books 
add pieces to what is likely to be an 
important historiographical puzzle for 
some years to come.

The Official History of Britain and the 
European Community. Vol. 2, From 
Rejection to Referendum, 1963–1975 
By stePhen WAll. Routledge, 2012, 
688 pp. $100.00.

no diplomat could be more qualified 
than Wall to write an official history 
of how the united Kingdom become 
part of the eu. he served as the British 
ambassador to the union and as a private 
secretary or adviser to five British foreign 
secretaries and two prime ministers. 
As a historian, however, Wall has big 
shoes to fill: the author of the previous 
volume in this series was the late Alan 
Milward, the greatest academic historian 
of european integration, who sharply 
rejected conventional and official 
explanations of the eu’s origins. What 
Wall presents, by contrast, is very 
much the view from Whitehall and 
no. 10 Downing street. When it comes 
to explaining how British decisions 
were made, his account is balanced and 
copiously documented. yet when he 
turns to the issue of why decisions 
were made, the story becomes murkier. 
British politicians seem to have thought 
the united Kingdom’s membership 
was inevitable. But what role did eco-
nomic, geopolitical, ideological, and 
more narrowly partisan considerations 
play in persuading them? Which justifi-
cations were fundamental, and which 
were just window-dressing? these issues 
remain for future historians to address.

The Political Economy of European  
Welfare Capitalism 
By colin hAy AnD DAniel 
Wincott. Palgrave Macmillan, 2012, 
280 pp. $42.00.

can european countries maintain 
their diverse social welfare institutions? 
to answer this question, the authors 
of this readable and insightful book 
move beyond simplistic pessimism 
about generous social welfare policies. 
summarizing widely accepted scholar-
ship, they show that considerable 
room remains for countries to pursue 
idiosyncratic policies, despite a com-
mon need for some austerity measures 
imposed by the increasing pace of 
economic and demographic change. 
Well-designed welfare systems can 
coexist with and even strengthen 
economic competitiveness, as demon-
strated by the nordic countries. Where 
hay and Wincott advance their own 
views, however, the results are uneven. 
they argue unconvincingly that the 
european court of Justice imposed 
more neoliberal policies on the euro-
pean union than governments wanted. 
But they present a compelling empiri-
cal analysis showing that the current 
economic crisis in europe has been 
exacerbated by a decline in trade, which 
has disproportionately hurt competitive 
export economies with developed social 
welfare systems, such as Denmark 
and sweden.
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Western Hemisphere

Richard Feinberg

Brazil, the United States, and the South 
American Subsystem: Regional Politics and 
the Absent Empire 
By cARlos GustAVo PoGGio 
teiXeiRA. lexington Books, 2012,  
172 pp. $60.00. 

Teixeira, a rising Brazilian 
scholar, forcefully makes the 
case that the united states has 

employed radically different policies in 
Mexico and the caribbean basin than in 
more distant south America. historically, 
heavy u.s. interventionism, so visible in 
nations close to the united states, has 
not been visited on south America—
because, teixeira demonstrates, Brazil 
has protected core u.s. interests there. 
During the nineteenth and early twenti-
eth centuries, the united states applied 
the interventionist Monroe Doctrine to 
the caribbean basin but not to south 
America, where Brazil could be relied 
on to maintain stability. During the 
cold War, teixeira claims, Washington 
could “neglect” south America because 
Brazil’s anticommunist military dicta-
torship thwarted nearby leftist regimes 
on its own, intervening even more 
decisively than the united states did 
to prevent the rise of leftists in Bolivia 
and chile in the 1970s and even prepar-
ing to invade uruguay early in that 
decade. But Brazil’s collaboration has 
been conditioned on u.s. respect for 
Brazil’s interests in its neighborhood. 
consequently, when the clinton 

administration threatened Brazil’s 
subregional hegemony by advancing 
free trade throughout the Americas, 
Brazil pushed back, and Washington 
relented. teixeira may overstate the 
heft of Brazilian diplomacy and the 
enthusiasm of other south American 
states for Brazilian leadership, but his 
inspired insights demand the revision 
of much conventional wisdom regarding 
inter-American relations.

China–Latin America Relations: Review 
and Analysis. Vol. 1 
eDiteD By he shuAnGRonG. 
Paths international and social sciences 
Academic Press, 2012, 164 pp. $72.00.

in this collection, scholars with the 
influential chinese Academy of sci-
ences offer some interesting but dryly 
presented perspectives on the surge of 
chinese activities in latin America. 
their analyses range from pleasantly 
realistic, to contradictory, to naive. As 
an emerging global power, china has 
proudly established “strategic partner-
ships” with at least five latin American 
states, but the scholars here profess that 
china presents no threat to traditional 
u.s. interests in the region. Rather, 
chinese firms simply wish to diversify 
their sources of raw materials and in some 
cases to sell to domestic markets—and, 
to be sure, it is true that latin America’s 
shoddy infrastructure presents profitable 
opportunities for chinese construction 
firms. notably, the scholars are wary of 
left-wing nationalist latin American 
governments whose erratic economic 
policies create risks for chinese firms; 
they also worry that “once Venezuela 
has a change of government, [its] 
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present foreign policy with china may 
be halted.” And despite its economic 
promise, Brazil nevertheless “lacks 
strong comprehensive national strength.” 
But the basic message—that china’s 
advance into latin America has only 
just begun—is utterly credible.

Central America, Panama, and the 
Dominican Republic: Challenges Following 
the 2008–09 Global Crisis 
eDiteD By MARco Piñón, 
AleJAnDRo lóPeZ-MeJíA, MARio 
GARZA, AnD FeRnAnDo l. 
DelGADo. international Monetary 
Fund, 2012, 268 pp. $25.00. 

According to these four imf experts, 
the small economies of central America 
deserve praise for their prudent fiscal 
and monetary policies, which helped 
them weather the recent global economic 
crisis with relatively little pain. never-
theless, their per capita growth rates 
remain too sluggish to close the wide 
income gaps between them and the 
developed nations. interestingly, the 
authors propose raising tax rates on 
both individuals and corporations to 
enable underfunded governments to 
increase investments in education and 
other public goods. Far from simply 
suggesting that governments get out 
of the way, the authors recognize the 
importance of strong regulatory bodies 
that can oversee banking, competition 
policies, and tax collection. But readers 
looking for prescriptions for even more 
activist government policies—to spur 
investment in particular industrial 
sectors, for instance—will be disap-
pointed. indeed, the iMF economists 
argue that reducing the level of govern-
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ment intervention in other markets, 
such as agriculture and electricity, would 
improve efficiency and productivity. 

The Sandinistas and Nicaragua Since 1979 
eDiteD By DAViD close, 
sAlVADoR MARtí i PuiG, AnD 
shelley A. Mcconnell. lynne 
Rienner, 2011, 365 pp. $69.95.

The Education of a Radical: An American 
Revolutionary in Sandinista Nicaragua 
By MichAel Johns. university of 
texas Press, 2012, 142 pp. $45.00 
(paper, $24.95).

nicaragua is a country of active volca-
noes, romantic poets, and Byzantine 
politics, a place where the tone is set 
by schizophrenic swings, from the lofty 
hopes of utopian dreamers to the sordid 
schemes of corrupt caudillos. in The 
Sandinistas and Nicaragua Since 1979, 
scholars sympathetic to the nicaraguan 
revolution of the 1980s grapple with the 
transformation of the sandinistas from 
youthful idealists into powerful elites 
enjoying unprincipled privileges. The 
Education of a Radical attributes this 
familiar transition to the limitations 
of political ideology and the inherent 
imperfections of human nature.

the contributors to the first book 
review the heady, hopeful days following 
the overthrow of the somoza dynasty, 
locating the roots of the sandinistas’ 
top-down centralization in the clandes-
tine nature of the guerrilla struggle 
and, perhaps, in the nation’s entrenched 
authoritarian political culture. they 
lament the eventual hegemony of Presi-
dent Daniel ortega and the obsessive 
power politics that have shaped his rule. 

yet the country has witnessed many 
positive changes since the 1979 
revolution, including the partial democ-
ratization of political and civic life, the 
expansion of antipoverty programs 
within a stable macroeconomic frame-
work, and the pursuit of a more balanced, 
smarter foreign policy. Mcconnell’s 
superb essay details the ups and downs 
of nicaragua’s electoral system, eduardo 
Baumeister examines changes in land 
tenure, and Rose spalding traces the 
development of social policies, which 
are now modeled more closely on the 
World Bank’s efficiency guidelines. After 
decades of disruptive and exhausting 
revolution and reform, nicaragua is 
becoming a more normal country.

Johns’ book is a coming-of-age story 
set against the colorful backdrop of 
latin American revolution, a tale of 
armed militias, land expropriations, 
and irresistible latinas. During the 
ten months he spent in nicaragua in 
1983–84 conducting research for a 
master’s thesis on agrarian reform and 
searching for che Guevara’s archetypal 
“new man,” Johns confronted “inconven-
ient truths” about socialism—and 
about himself, as he struggled with 
adolescent insecurities and identity 
crises. the student radical’s youthful 
romanticism was upended during the 
course of a number of painful episodes 
recounted here, such as his uncomfort-
able confrontation with an anti-sandinista 
farmer and his disillusioning interactions 
with ill-informed grass-roots sandinistas. 
All grown up now and teaching at the 
university of california, Berkeley, Johns 
concludes his brief memoir by accepting 
the uncertainties of life and preaching the 
virtue of applying realistic standards 
when judging human affairs. 
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Eastern Europe and Former 
Soviet Republics

Robert Legvold

Wheel of Fortune: The Battle for Oil and 
Power in Russia 
By thAne GustAFson. harvard 
university Press, 2012, 672 pp. $39.95. 

Few have studied the Russian oil 
and gas industry longer or with a 
broader political perspective than 

Gustafson. the result is this superb 
book, which is not merely a fascinating, 
subtle history of the industry since the 
soviet union’s collapse but also the 
single most revealing work on Russian 
politics and economics published in the 
last several years. Gustafson argues that 
beginning around 2002, as the Russian 
state recovered its footing and the golden 
goose of oil grew fat on explosive price 
increases, a political face-off between the 
oil moguls and the power elite surround-
ing President Vladimir Putin became 
more or less inevitable—as did its out-
come in favor of the latter. however, 
he writes, oil rents are destined to 
shrink, and because they are the Russian 
system’s lifeblood, the system cannot 
be maintained. Gustafson concludes by 
describing three potential responses to 
the perils of Russia’s oil addiction: 
“high tech modernization,” a “return to 
market reform,” and “stay the course.” 
Russia, he warns, can avert a grim 
future only if it combines elements of 
all three.

Editorial Internship

Foreign Affairs is looking for an Academic 
Year Intern to join our editorial team.

the Academic year internship is a full-
time paid position offering exceptional 
training in serious journalism. the 
 intern works as an assistant editor with 
substantial responsibility. Previous 
 interns have included recent graduates 
from undergraduate and master’s 
 programs. candidates should have a 
serious interest in international relations, 
a flair for writing, and a facility with the 
english language.

the Academic year intern works for one 
year, starting in July or August. 

to apply for the 2013–14 academic year 
position, please submit a resumé, three 
writing samples, and three letters of 
recommendation by February 15, 2013.

We do not accept applications by e-mail. 
only finalists will be interviewed.

Please send complete applications to:

editorial internships

Foreign Affairs 

58 east 68th street

new york, ny 10065

tel: 212.434.9507
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The Color Revolutions 
By lincoln A. Mitchell. 
university of Pennsylvania Press, 2012, 
256 pp. $65.00.

the three so-called color revolutions 
were doubly misnamed. First, flowers, 
not colors, were the symbols for two of 
the three: the 2003 Rose Revolution in 
Georgia and the 2005 tulip Revolution 
in Kyrgyzstan. And if, at a minimum, 
“revolution” stands for discontinuity, 
neither those two dramas nor the 2004 
orange Revolution in ukraine measured 
up. Rather than the major course correc-
tions that many in the West hoped for, 
they were minor interruptions in the 
steady evolution away from democracy 
and toward deeper corruption in all 
three countries. Mitchell has crafted a 
lucid—albeit minimalist—tour d’horizon 
of the events themselves and of all three 
countries’ subsequent backsliding into 
the illiberal patterns of the past. he 
also situates the three “revolutions” in 
a brief but useful reflection on the back-
ground factors that shaped the outcome 
in each case. in particular, he carefully 
assesses how these interludes figured 
in u.s.-Russian relations and how u.s. 
and Russian policies figured in them. 
For those who want a clear-eyed, 
dispassionate analysis of cases that too 
often lack both, this is a good source.

Mapping Europe’s Borderlands: Russian 
Cartography in the Age of Empire 
By steVen seeGel. university of 
chicago Press, 2012, 384 pp. $55.00.

Maps are not merely distilled representa-
tions of geographic realities. over time, 
they come to represent an organic 

bundling of history: reconstructed, 
imagined, and manipulated. historically, 
they have been the tools with which 
expanding empires have legitimized 
their conquests, imposed identities, and 
created administrative order, and with 
which victims have constructed alterna-
tive narratives and salvaged their own 
national memories. never was this truer 
than in the period in the eighteenth and 
nineteenth centuries when a burgeoning 
Romanov empire joined Austria and 
Prussia in wiping Poland-lithuania 
from the map and absorbing it into 
their swelling realms. seegel intricately 
analyzes the cartography of imperial 
Russia and Poland-lithuania as the 
science evolved and historical demands 
were placed on it. this is a rich and 
fascinating angle on history enhanced 
by a bounty of beautiful reproductions. 
Rare is a book this aesthetically pleasing 
and intellectually original. seegel should 
be congratulated for creating it, and 
the university of chicago Press, for 
producing it.

Iron Curtain: The Crushing of Eastern 
Europe, 1944–1956 
By Anne APPleBAuM. Doubleday, 
2012, 608 pp. $35.00. 

here is a fresh, flesh-and-blood account 
of the pall of soviet power descending 
over the war-ravaged wreckage of 
eastern europe. Much recent atten-
tion has concentrated on how the 
soviet system came apart in the late 
1980s. Applebaum brings an impas-
sioned, critical eye to its creation and 
maintenance: the methodical, carefully 
staged infiltration of key institutions, 
the often violent elimination of com-
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peting voices, and the slow subversion 
of public and private institutions. the 
stages by which Joseph stalin’s soviet 
union established its sway over postwar 
eastern europe have been well studied, 
but never with this much texture or 
human testimonial. Applebaum pays 
relatively little attention to the factors 
explaining why this all happened, instead 
focusing on what happened—to millions 
of displaced people, to the ablest and 
most courageous members of these 
societies, to poets and civic activists, 
and to economies, politics, and the 
communist lords themselves. 

The Taste of Ashes: The Afterlife of 
Totalitarianism in Eastern Europe 
By MARci shoRe. crown, 2013,  
384 pp. $27.00.

“eastern europe is special,” shore writes 
in her opening lines. “it is europe, only 
more so. it is a place where people live 
and die, only more so.” that sense of 
pathos shapes her highly intimate reflec-
tions on communism’s bitter residue for 
Poles, czechs, and slovaks. that residue 
has much to do with the lingering 
burden of choices made during the era 
of communist rule—hard choices that 
harmed others, for, as the czech dissident 
Václav havel wrote, “everyone in his or 
her own way [was] both a victim and a 
supporter of the system.” By sharing 
the emotional fervor of her many, often 
deep personal relationships with eastern 
europeans, formed during ten years of 
travel and research in the region, shore 
gets at the agony and guilt felt by some 
and the sublimation resorted to by others. 
During her visits, she also managed on 
more than one occasion to meet and 

ruffle the feathers of those who had 
served the system loyally and without 
regrets. shore, now on yale’s history 
faculty, gives depth to this searching, 
personalized account by weaving into 
her story brief but deft and unobtrusive 
elements of historical context.

Capitalist Diversity on Europe’s Periphery 
By DoRothee Bohle AnD BélA 
GResKoVits. cornell university 
Press, 2012, 304 pp. $75.00 (paper, 
$26.95).

scholars no longer see eastern euro-
pean states as traversing a path from 
state socialism to liberal capitalism. 
they now categorize these states as 
capitalist, although it is still unclear 
what kind of capitalism they practice. 
Bohle and Greskovits contend that the 
capitalism of eastern european states 
differs from the West’s mature form, 
although not quite as starkly as the 
authoritarian capitalism some associate 
with post-soviet states. the differences 
stem from how eastern european states 
deal with the tensions among market 
efficiency, social cohesion, and political 
legitimacy. Bohle and Greskovits see 
three distinct approaches: the “neolib-
eralism” that characterizes the Baltic 
states and favors market efficiency over 
the other two concerns; the “embedded 
liberalism” of the czech Republic, 
hungary, Poland, and slovakia, which 
softens the pursuit of market efficiency 
and pays greater attention to welfare 
policies; and slovenia’s “neocorporatist” 
approach, which seeks to cushion the 
effects of marketization on particular 
segments of society. in this tightly 
argued comparative study, the authors 
also explore how these three clusters of 
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countries have dealt with their socialist 
legacies and with the imperatives imposed 
by a liberal global economy and the 
financial and economic crisis that it has 
lately generated.

Middle East

John Waterbury

Muslim Nationalism and the New Turks 
By Jenny White. Princeton 
university Press, 2012, 240 pp. $70.00 
(paper, $24.95). 

Even for those already familiar 
with contemporary turkey, this 
sometimes disturbing book will 

be an eye opener. Drawing on four 
decades of direct observation of turkish 
society, White explores the complexities 
of evolving notions of turkish identity. 
she focuses mainly on the Muslim 
nationalists who have emerged since 
1980. they are a rambunctious lot, full 
of seeming contradictions: for example, 
according to a 2009 study that White 
cites, 38 percent of young people who 
support the ruling islamist Justice 
and Development Party nevertheless 
describe themselves as “Kemalists”—
that is, admirers of Kemal Atatürk, the 
stringently secularistic founder of the 
turkish republic. White also explores 
the foibles of contemporary turkish 
secularists: their obsession with racial 
purity, their fear of debasement through 
interaction with outsiders, and their 
sacralization of the republic’s borders. 
the new Muslim nationalists, in contrast, 

are more open to diversity, support 
turkey’s association with the eu, and seek 
ways to include ethnic Kurds and minor-
ity sects in the body politic. they have 
also embraced neoliberal economic 
thought to a surprising degree. Alas, 
all these competing visions of modern 
turkey relegate women to a subordi-
nate status.

Revolt in Syria: Eyewitness to the Uprising 
By stePhen stARR. columbia 
university Press, 2012, 256 pp. $20.00.

Syria: The Fall of the House of Assad 
By DAViD lesch. yale university 
Press, 2012, 288 pp. $28.00.

Business Networks in Syria: The Political 
Economy of Authoritarian Resilience 
By BAssAM hADDAD. stanford 
university Press, 2011, 280 pp. $45.00 
(paper, $24.95).

The Syrian Rebellion 
By FouAD AJAMi. hoover institution 
Press, 2012, 260 pp. $19.95.

syria’s contribution to the Arab revolts 
of 2011 began as an uprising, hardened 
into a rebellion, and has finally exploded 
into a full-fledged civil war. taken 
together, these four books do not allow 
readers a full view of the syrian elephant, 
but they come close. starr, a journalist 
who lived in Damascus for five years, 
records his encounters with ordinary 
syrians and with the state’s intelligence 
apparatus in an unadorned narrative of 
the syrian street. lesch, an American 
historian, enjoyed unusual access to 
syrian President Bashar al-Assad and 
other regime stalwarts. But that access 
does not yield any dazzling insights, 

FA.indb   200 11/27/12   9:57 PM

Return to Table of Contents

http://press.princeton.edu/titles/9884.html
http://cup.columbia.edu/book/978-0-231-70420-5/revolt-in-syria
http://yalepress.wordpress.com/2012/09/18/syria-the-fall-of-the-house-of-assad/
http://www.sup.org/book.cgi?id=18447
http://www.hooverpress.org/productdetails.cfm?PC=1576


Recent Books

 January/February 2013 201

instead serving only to highlight just 
how thoroughly lesch’s high hopes for 
Assad have been dashed. haddad, a 
syrian academic, analyzes the business 
allies of syria’s Baathist regime, a pre-
sumed core of support for Assad’s 
authoritarian rule. Ajami is a more 
distant observer than the others, but 
his stage setting and political sketches 
are superb: after years of judgmental 
aloofness toward the Arab world, he 
has finally managed to get into, rather 
than under, the skin of his protagonists.

Ajami traces the long transformation 
of syria’s Alawite sect, from henchmen of 
the French protectorate in the first half 
of the twentieth century to enforcers of 
Baathist rule in the second half. the 
Alawites compensated for their minority 
status by claiming the mantle of secular 
“Arabism” and using it to batter syria’s 
sunni majority into submission. hafez 
al-Assad, the dictator who ruled syria 
from 1971 until his death in 2000, cast 
himself as the standard of Arab defiance of 
the West, against whom the subservient 
egyptian leaders and saudi monarchs 
could be measured and rejected. 

All four books address the capitalist 
allies of the Assad regime, attempting 
to understand their importance to the 
authoritarian system and speculating 
about what their hypothetical defection 
would mean. initially, this group com-
bined members of the Alawite military 
and intelligence branches with the old 
sunni bourgeoisie. the latter stood by 
hafez even when he brutally crushed 
a rebellion launched by the Muslim 
Brotherhood, made up of their fellow 
sunnis, in the city of hama in 1982. 
this became the defining moment of 
the authoritarian bargain the sunni 
elites reached with the regime: stay 

out of politics and get rich. it follows, 
as starr and haddad argue, that on 
major issues, sunni cronies who are 
not “family” ultimately have no voice. 
they are not policymakers but policy-
takers. their sole weapons are capital 
flight and investment strikes. 

over time, according to haddad, 
the old bourgeoisie began to wither, 
replaced by a hybrid business class 
made up of remnants of the sunni 
bourgeoisie and the offspring of regime 
loyalists who feed off state-generated 
rents. this decline of the old elite is 
an interesting phenomenon, but none 
of the authors offers a clear sense of 
what it might mean for the civil war. 
that is partially because the syrian 
revolt sprang not from the top but 
from the rural margins of society, 
which had been devastated by five 
years of drought. crony capitalism 
and so-called market socialism have 
created a new elite whose lifestyle is 
totally at odds with the values of the 
rural poor, many of whom are Alawites. 
hafez came from that traditional milieu; 
his son, Bashar, is a Damascene in style 
and taste. At the beginning of the syrian 
revolt, Bashar’s vicious and profoundly 
humiliating assault on Dara’a, a city on 
the Jordanian border and where the 
uprising started, sealed that divide with 
blood and wounded honor. 

starr, who was there at the revolt’s 
beginning, cannot make up his mind 
about whether the regime had been 
expecting this challenge for years or 
was taken by surprise. Both observations 
may well be true. in any event, in 2011, 
the regime was still playing by what the 
journalist thomas Friedman, in a refer-
ence to the 1982 massacre, had called 
hama Rules: “no rules at all.” And in 
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the years leading up to the revolt, the 
successes Bashar enjoyed blinded him to 
looming threats. he toughed out u.s. 
sanctions, un censure, and the forced 
withdrawal of the syrian military from 
lebanon in 2005. he established close 
relations and open borders with turkey, 
perhaps to remind his allies in iran that 
they were not the only ones willing to 
do business with him.

Bashar assumed that syria’s opposi-
tion to the “u.s.-Zionist” master plan 
for regional dominance would spare him 
the fate of egypt’s hosni Mubarak 
and tunisia’s Zine el-Abidine Ben 
Ali, now-deposed despots who had 
long allied themselves with the united 
states. And he must have felt sure that 
syrians, having witnessed the chaos of 
lebanon’s civil war and iraq’s unending 
travails since 2003, would place a high 
premium on regime stability. the revolt 
proved those assumptions false. But so 
far, Bashar has been right to conclude 
that savage repression would invoke 
no international response beyond 
handwringing.

still, lesch maintains that the 
house of Assad has fallen even if 
Bashar clings to power, and none of 
the other authors sees a long horizon 
for him. But they also agree that 
Bashar is no mere puppet, controlled 
by shadowy brutes such as his brother 
Maher. no: Bashar is in control, and 
he believes in what he is doing.

 Asia and Pacific

Andrew J. Nathan

China’s Security State: Philosophy, 
Evolution, and Politics 
By XueZhi Guo. cambridge 
university Press, 2012, 496 pp. $99.00. 

Sorting through a flood of memoirs 
and histories published in china in 
recent years, Guo has assembled the 

most detailed picture yet of china’s vast 
multiagency domestic security apparatus, 
neglecting only the increasingly impor-
tant central commission for Discipline 
inspection, which handles corruption 
investigations against senior figures in the 
chinese communist Party. the system’s 
overlapping, competing, and evolving 
bureaucracies collect intelligence through-
out society, use force to control errant 
citizens and officials, ferret out spies and 
dissidents, guard (and surveil) members 
of the central leadership, and spy on one 
another. throughout the party’s history, 
control over these agencies has been a 
sought-after prize during high-level 
power struggles. Because the system 
comprises a mix of party, state, and 
military organs with complex vertical 
and horizontal lines of command, it has 
never been able to pull together to attempt 
a coup against the civilian leadership. 
But functioning without oversight 
from courts, legislatures, or media, the 
entrenched security system has managed 
to maintain control over a turbulent and 
changing society, blocking the transition 
to the rule of law, which more and more 
chinese regard as necessary.
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The China Choice: Why America Should 
Share Power 
By huGh White. Black inc., 2012, 
208 pp. $29.99.

here is a radical idea from Down 
under: the united states should share 
power on an equal basis with china  
as part of a “concert of Asia,” which 
would also include india and Japan. 
White, a former Australian defense 
official, sees an era of “sea-denial” 
coming, when the technology for 
striking major warships will be so far 
ahead of their defensive capabilities 
that even small powers will be able  
to prevent the largest navies from 
projecting power at low risk. Along 
with other factors, this will make it 
impossible for the united states to 
dominate the region as it once did  
and for china to dominate it as some 
believe it intends to do. White fears that 
the current u.s. posture of pushing 
back against chinese assertiveness will 
lead to escalation. his arguments have 
been controversial in Australia, where 
some have interpreted them as coun-
seling that Australia tilt preemptively 
toward china. even if his proposed 
solution to the problem of how to create 
a stable balance of power in Asia is a 
bit too neat, the book is worth reading 
for its plainspoken analysis of how 
china’s rise is undermining the confi-
dence of u.s. allies in the region. As 
china grows, White argues, no one can 
be sure that the chinese “will settle 
for as little as an equal share in the 
leadership of Asia.”

The Internship  
Program
The Council on Foreign Relations is seek-
ing talented individuals who are consider-
ing a career in international relations. 

Interns are recruited year-round on a  semester 
basis to work in both the New York City and 
Washington, D.C., offices. An intern’s duties 
generally consist of administrative work, 
editing and writing, and event coordination.

The Council considers both undergraduate 
and graduate students with majors in Interna-
tional Relations, Political Science, Economics, 
or a related field for its internship program.

A regional specialization and language skills 
may also be required for some positions. In 
addition to meeting the intellectual require-
ments, applicants should have excellent 
skills in administration, writing, and re-
search, and a command of word processing, 
spreadsheet applications, and the Internet.

To apply for an internship, please send a 
résumé and cover letter including the se-
mester, days, and times available to work 
to the  Internship Coordinator in the Hu-
man Resources Office at the address listed 
below. Please refer to the Council’s Web 
site for specific opportunities. The Coun-
cil is an equal opportunity employer. 

Council on Foreign Relations
Human Resources Office
58 East 68th Street, New York, NY 10065
tel: 212.434 . 9400  fax: 212.434 . 9893
humanresources@cfr.org   http://www.cfr.org
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Resistant Islands: Okinawa Confronts 
Japan and the United States 
By GAVAn MccoRMAcK AnD 
sAtoKo oKA noRiMAtsu. Rowman 
& littlefield, 2012, 312 pp. $29.95. 

in recent years, the main source of 
friction in the u.s.-Japanese defense 
relationship has been local opposition 
to the basing of u.s. marines on the 
Japanese island of okinawa. the resis-
tance is motivated partly by the envi-
ronmental and social effects of the 
presence of u.s. military facilities 
and also by public anger over crimes 
committed against Japanese citizens 
by u.s. servicemen. But Mccormack 
and norimatsu lay bare the resentment’s 
deeper historical roots. okinawans 
see themselves as an ethnic minority, 
historically separate and geographically 
distant from the Japanese. Japan took 
possession of the okinawan island 
chain in the late nineteenth century 
and later forced its inhabitants to bear 
terrible burdens during World War ii. 
From 1945 to 1972, the territory was a 
u.s. military colony without any form 
of self-rule, and many okinawans believe 
that even after the islands’ reversion to 
Japanese control, their interests have 
continued to be sacrificed on behalf of 
tokyo’s relationship with Washington. 
the larger frame for Mccormack and 
norimatsu’s analysis is their sharply 
worded indictment of the u.s.-Japanese 
relationship, which they believe is 
constructed not so much to defend 
Japan as to serve a u.s. forward deploy-
ment strategy aimed at southeast Asia 
and china.

Marked for Life: Songbun, North Korea’s 
Social Classification System 
By RoBeRt collins. committee for 
human Rights in north Korea, 2012, 
119 pp. Free online.

Coercion, Control, Surveillance, and 
Punishment: An Examination of the North 
Korean Police State 
By Ken e. GAuse. committee for 
human Rights in north Korea, 2012, 
182 pp. Free online.

The Hidden Gulag. 2nd ed., The Lives 
and Voices of “Those Who Are Sent to the 
Mountains” 
By DAViD hAWK. committee for 
human Rights in north Korea, 2012, 
229 pp. Free online. 

the Washington-based committee for 
human Rights in north Korea produces 
valuable research that sheds light on life 
in the “hermit kingdom.” these three 
recent reports reveal north Korea’s 
extraordinary system of repression. 
collins describes the institution of 
songbun, under which each north Korean 
citizen is assigned “a heredity-based class 
and socio-political rank over which the 
individual exercises no control but which 
determines all aspects of his or her life.” 
Fifty-one subcategories are clustered into 
three classes, defined by their level of 
commitment to the regime: core, waver-
ing, and hostile. Access to jobs, housing, 
medical care, and even marriage depends 
on one’s class status. Members of the 
lower classes are not allowed to live in 
relatively prosperous cities, such as 
Pyongyang. the regime directs foreign 
aid to the “core” group, while the lower 
groups—perhaps up to 80 percent of 
the population—suffer from famine and 
a high risk of political imprisonment.
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in his revealing report, Gause 
explores the north Korean security 
bureaucracy, which is remarkable even 
among totalitarian states for the tight 
net it throws over the citizenry. neigh-
borhood watches make sure that even 
in private, no one grumbles about the 
regime, listens to foreign radio broad-
casts, watches smuggled south Korean 
videos, or entertains unauthorized 
visitors. At a higher level, three main 
agencies—the state security Department, 
the Ministry of People’s security, and the 
Military security command—enforce 
an official system of guilt by association, 
under which persons are sent to prison 
camps if they are within three genera-
tions of a family member accused of 
“wrong-doing, wrong-knowledge, wrong-
association, or wrong-class-background.” 
each agency combines the functions of 
investigation, prosecution, conviction, 
and imprisonment, enforcing rules that 
are often unpublished.

hawk has gathered a great deal of 
new information about the north Korean 
gulag, based on interviews with some 60 
members of the growing north Korean 
refugee community in south Korea. he 
explains that there are differences among 
the several types of detention facilities, 
although most of them employ the 
technique of forced labor until death. he 
describes the special punishments meted 
out to refugees who were denied asylum 
in china and forcibly returned to north 
Korea. especially tragic are the stories of 
female asylum seekers who were coerced 
into sexual relationships in china but 
then denied asylum and sent back to 
north Korea, where they were forced to 
have abortions or had their children killed 
at birth, owing to the Pyongyang regime’s 
insistence on maintaining “racial purity.”

some believe that north Korea’s 
control system is eroding as small-scale 
private markets grow, corruption spreads, 
and smugglers bring in more cell phones, 
radios, dvds, and usb drives from china. 
But these reports show that for now, 
the regime’s grip on the population 
remains firm.

Liu Xiaobo, Charter 08, and the Challenges 
of Political Reform in China 
eDiteD By JeAn-PhiliPPe BéJA, 
Fu huAlinG, AnD eVA Pils. hong 
Kong university Press, 2012, 396 pp. 
$60.00 (paper, $25.00).

Anyone pondering the choices con-
fronting china’s recently installed new 
leadership will want to read this perfectly 
timed collection of stimulating essays 
by a diverse group of perceptive china 
watchers. that said, it will certainly 
discourage readers who believe that the 
time has come for the chinese commu-
nist Party to establish genuine democratic 
political and legal institutions. indeed, 
the expert analyses presented here can 
lead to only one conclusion: the party will 
continue to rely on increasingly harsh 
repression to cope with the burgeoning 
social problems stemming from china’s 
prodigious economic development. that 
is likely to keep the lid on the boiling 
cauldron for the next five or ten years, but 
it is not a reliable path to the “harmony” 
and “stability maintenance” incessantly 
preached by party propagandists. Probing 
the texture and complexities of chinese 
life, each of these essays helps readers 
understand why chinese society has 
become so contentious. in their contri-
butions, Béja, Joshua Rosenzweig, Willy 
Wo-lap lam, and a group of chinese 
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lawyers (led by the noted defense attor-
ney Mo shaoping) analyze the unjust, 
politicized prosecutions of the nobel 
Peace Prize winner liu Xiaobo and 
other valiant human rights advocates. 
Michaela Kotyzova explains why, despite 
the kinship between liu’s charter 08 
and charter 77, the manifesto written 
by Václav havel when he was a young 
czech dissident, one cannot expect 
china to follow the czech path to 
freedom. And Fu, Pils, and teng Biao 
relate the experiences and views of 
attorneys who have bravely taken on 
the authorities in china, a state in 
which, as Fu notes, “lawyers cannot 
be the representatives of the people’s 
interests; only the Party can.”

jerome a. cohen 

Africa

Nicolas van de Walle

Reforming the Unreformable: Lessons From 
Nigeria 
By nGoZi oKonJo-iWeAlA. Mit 
Press, 2012, 192 pp. $24.95. 

Okonjo-iweala is a veteran senior 
official at the World Bank, 
and she is often mentioned as 

a likely choice to become the bank’s 
president if and when Western powers 
stop insisting that an American lead the 
organization. in 2003, nigerian President 
olusegun obasanjo asked okonjo-iweala 
to return to her native nigeria to help 
the country deal with its massive foreign 
debt. over the next few years, she helped 

persuade the country’s creditors to 
cancel 60 percent of the debt, making 
good use of her personal connections 
within the international financial com-
munity. But her attempts to enact 
economic reforms were less successful, at 
least in part because of the ambivalence 
of much of the nigerian government. 
Fiscal and monetary reforms have played 
only a supporting role in helping nigeria 
and other African countries achieve a 
level of economic stability in recent 
years: rising commodity prices, growing 
remittances from an increasingly wealthy 
diaspora, and the emergence of new inves-
tors, notably from china and india, have 
been at least as important. Meanwhile, 
nigeria has made very little progress 
on other pressing problems, from its 
woeful infrastructure, to its dysfunc-
tional agricultural sector, to its growing 
social inequality and persistent poverty. 
those issues receive only passing refer-
ences in okonjo-iweala’s upbeat account.

RethinkHIV: Smarter Ways to Invest in 
Ending HIV in Sub-Saharan Africa 
eDiteD By BJøRn loMBoRG. 
cambridge university Press, 2012,  
383 pp. $95.00 (paper, $39.95). 

lomborg believes that better policies 
can come only from dispassionate cost-
benefit analysis—which is just what his 
organization, the copenhagen consensus 
center, claims to produce. in this book, 
he tackles the hiv/aids crisis in Africa. 
chapters by top experts present state-
of-the-art research on prevention and 
treatment, public health systems, and 
vaccines. these thorough analyses will 
be of interest to anyone who cares about 
the state of the pandemic, but they are 

FA.indb   206 11/27/12   9:57 PM

Return to Table of Contents

http://mitpress.mit.edu/books/reforming-unreformable-0
http://www.cambridge.org/us/knowledge/isbn/item6855599/?site_locale=en_US


almost completely silent on the political 
and social dimensions of the crisis. 
Moreover, most of the contributors 
concede that a lack of quality data 
precludes the kind of cost-benefit 
analysis that lomborg promotes, and 
they put forward few strong policy 
recommendations other than to call 
for more research. the book concludes 
with a brief and disappointing reaction 
to the preceding chapters by a group 
of contributors lomborg describes as 
“African civil society leaders,” which 
serves mostly to remind the reader of 
the unfortunate degree to which the 
fight against aids in Africa is conceived, 
funded, and directed from outside  
the continent.

After Mandela: The Struggle for Freedom 
in Post-apartheid South Africa 
By DouGlAs FosteR. liveright, 
2012, 608 pp. $35.00.

Foster spent the last few years inter-
viewing south African political elites 
and their relatives, civil-society activists, 
and a handful of “street kids” in south 
Africa’s burgeoning cities. he explores 
the contradiction at the core of post-
apartheid south Africa: the massive gap 
between the ideals of pluralist democracy 
articulated by the country’s exemplary 
constitution and the violence, corruption, 
and inequality that shape everyday 
society and politics. this analysis is 
not particularly original, but the book 
is salvaged by Foster’s ability to get his 
subjects to reveal themselves and shed 
light on their milieu and by his sharply 
drawn portraits of President Jacob Zuma 
and former President nelson Mandela 

Franklin Williams  
Internship
The Council on Foreign Relations is seeking  
talented individuals for the Franklin Williams  
Internship. 

The Franklin Williams Internship, named after  
the late Ambassador Franklin H. Williams,   
was established for undergraduate and graduate 
students who have a serious interest in  
international relations. 

Ambassador Williams had a long career of 
public service, including serving as the  
American Ambassador to Ghana, as well as the 
Chairman of the Board of Trustees of Lincoln 
University, one of the country’s historically 
black colleges. He was also a Director of the 
Council on Foreign Relations, where he made 
special efforts to encourage the nomination of 
black Americans to membership. 

The Council will select one individual each 
term (fall, spring, and summer) to work in 
the Council’s New York City headquarters. 
The intern will work closely with a Program 
Director or Fellow in either the Studies or 
the Meetings Program and will be involved 
with program coordination, substantive 
and business writing, research, and budget 
management. The selected intern will be 
required to make a commitment of at least 12 
hours per week, and will be paid $10 an hour. 

To apply for this internship, please send a 
résumé and cover letter including the se-
mester, days, and times available to work to 
the Internship Coordinator in the Human 
Resources Office at the address listed below. 
The Council is an equal opportunity employer. 

Council on Foreign Relations
Human Resources Office
58 East 68th Street, New York, NY 10065
tel: 212.434 . 9400  fax: 212.434 . 9893
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and his family. Foster emphasizes the 
differences between an older generation 
of black elites steeped in the discipline 
of the struggle against apartheid and a 
younger generation that views south 
Africa in more cosmopolitan terms and 
is less interested in politics than in pop 
music and designer clothes.

Democratization in Africa: Challenges and 
Prospects 
eDiteD By GoRDon cRAWFoRD 
AnD GABRielle lynch. Routledge, 
2012, 304 pp. $125.00.

Governing Africa’s Changing Societies: 
Dynamics of Reform 
eDiteD By ellen M. lust AnD 
stePhen n. nDeGWA. lynne 
Rienner, 2012, 243 pp. $58.00. 

these two collections assess the pros-
pects for positive change in sub-saharan 
Africa. crawford and lynch survey the 
region’s political progress and generally 
find it wanting. Although they concede 
that two decades of democratization 
have resulted in some improvement in 
political and civil rights, they argue that 
only a few countries in the region can 
really be considered fully democratic; 
most are little more than authoritarian 
regimes that occasionally hold rigged 
elections. the region has enjoyed strong 
economic growth in recent years, but 
the growth remains uneven and fragile 
and has resulted in increasing inequality 

and more polarized politics. the book 
also details the endemic state corruption, 
feckless political parties, growing ethnic 
conflict, and lack of basic security that 
hamstring sub-saharan Africa, concluding 
that the region needs much more 
political reform. they criticize Western 
donors as mostly uninterested in deep-
ening democracy and African elites as 
content with the status quo and therefore 
suggest that positive change is unlikely. 

lust and ndegwa’s book is consider-
ably more optimistic. its contributors 
note the region’s high growth rates, rapid 
urbanization, and emerging middle 
classes, asking how such changes should 
influence the way outside policymakers 
think of the region. their answer to 
that question is too vague to be entirely 
satisfactory, but, in its strongest sections, 
their book serves as an insightful survey 
of Africa’s fast-paced sociological muta-
tions. Particularly interesting are the 
chapters that examine religion and 
gender in West Africa and the bitter 
fights over land and property rights 
that have erupted all over the continent, 
a result of rising population density, 
the growth of national markets, and the 
increasing political competition that 
democratic governance has brought 
about. Although familiar, the book’s 
theme—that change in Africa brings 
with it both new challenges and new 
opportunities—is nevertheless a wel-
come respite from the pessimism that 
suffuses so much academic writing 
about the continent.∂
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The World Economic Forum is an independent international organization committed to improving the state of the world
by engaging leaders in partnerships to shape global, regional and industry agendas. 

Incorporated as a foundation in 1971, and based in Geneva, Switzerland, the World Economic Forum is impartial and not-
for-profit; it is tied to no political, partisan or national interests.

World Economic Forum Global Leadership Fellows Programme
Creating Future Global Leaders

The World Economic Forum’s Global Leadership Fellows Programme develops the
next generation of leaders at the world’s multistakeholder organization. 

The three-year Master’s level programme combines a learning process developed in
partnership with Columbia University, INSEAD, The Wharton School of the University
of Pennsylvania, and London Business School with the hands-on experience of a
full-time position within the Forum.

In addition to personal and professional knowledge development, Fellows gain
practical experience working with global leaders and experts on multistakeholder
solutions to some of the world’s most pressing issues.

Since it began in 2005, the programme has attracted over 10,000 applications. The
20+ exceptional individuals selected every year combine their experiences in an
interactive learning environment.

The programme equips Fellows for senior executive roles in business, government
and international organizations, and offers access to a unique network that provides
ongoing support and insight. 

For more information, visit www.weforum.org/glf
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Foreign Affairs Focus:  
An Online Video Series

on europe:
We’re going to have a contraction in balance 
sheets, we’re going to have a contraction in 
debt, and we’re going to have much worse 
economic conditions in Europe for a long 
time. It’s a classic deleveraging—what we call  
a lost decade.

on emerging economies:
So the question is, who has the surpluses? 
Emerging countries are the creditors—
emerging countries are in better financial 
condition than the developed countries.

on the markets:
The age of big returns is over for asset classes 
in general. There are going to be ups and 
downs, but what produces the high returns 
structurally is no longer there. 

on the road ahead:
What keeps me up at night is that we are in a 
one-world economy. If we hit an air pocket, 
there will need to be a way of reversing things. 
What worries me is that we don’t have the 
right mix of fiscal and monetary policies, 
because policymakers don’t have the right 
historical frame of reference. My fear is that 
there could be the absence of prudence.

Currently Featured:  
The Global Economy With Ray Dalio 
In September, Ray Dalio —the founder of Bridgewater Associates and one 
of the world’s most respected financial analysts—spoke to Foreign Affairs. 
Watch the full video at ForeignAffairs.com. Highlights:

Visit foreignaffairs.com/videos for the full interview and other videos in the series—including  
Raymond Odierno on the U.S. Army, Moncef Marzouki on Tunisia, Damien Ma on China, and many more.
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