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During much of the Cold War, national security was defined
primarily in terns of mlitary threats to state, society, and
industry. 1In this last category, we can add concerns about oi
and other raw materials, whose reliability of supply could never
be assured with confidence through gl obal narkets. Those
concerns have, for the nost part, now di sappeared, to be repl aced
by | anguage focused on econom c "conpetitiveness"” (a nodern
vari ant of old Social Darw nist argunents) and threats to it by
ot her countries. There are two perspectives enbedded in
di scussions of this new "security dilemma."” The first postul ates
declining national welfare if conpetitiveness is lost; the
second, a threat to the Anerican ability to prosecute major wars
agai nst unnaned adversaries. Advocates of the first perspective
propose maj or governnent intervention into and control of
research and devel opnent. Inasnuch as this renmains ideol ogica
anathema in the United States, the second offers a nore
acceptable rationale for such intervention, invoking mlitary
security argunents that do not differ very nmuch fromthose
sonmetinmes put forth during the Cold War.

In this chapter, | exam ne the inpact of international
econoni ¢ i nterdependence on recent debates over the redefinition
and reconstruction of "national security.” | explore how the
forces of interdependence influence those debates by reducing
mlitary threats in the view of sonme anal ysts (whom | cal
econoni ¢ "doves") and increasing mlitary vulnerabilities in the
vi ew of others (whom | call econom c "hawks"). The argunents by



both sides can be sinply stated: I|nterdependence reduces threats
because it weakens incentives for mlitary conquest. But at
the sane tinme, interdependence increases vulnerabilities, and
threatens to weaken the state, because potential mlitary
resources--especially high-technol ogy ones--are increasingly
found in global commercial markets over which states have little
control. Policy responses are, in sonme countries, at |east,
focused on reducing vulnerabilities and strengthening the state
t hrough strategies of market control, indicating that "hawks"
have cone to dom nate the discourse of econom c security. In
exam ning these debates and policy strategies, this essay is both
an exploration of the interaction between material and cognitive
factors that shape the political elite's new definitions of
security and an assessnent of their policy responses.

| begin by constructing the argunments nmade by both "doves”
and the "hawks" about the connections between international
econoni ¢ i nterdependence and national security. | then exam ne
in a prelimnary way how econom c interdependence between the
United States and the Soviet Union during the Cold war--a
rel ati onship characterized in U S. policy debates as having
i mportant security inplications--affected perceptions of state
power and security of the principle actors. In the final section
| briefly exam ne the changi ng security inplications of
i nternational interdependence in the post-Cold War period in
three regions--the former Soviet Union, the Third Wrld, and the
i ndustrialized countries of Western Europe--and relate these to
the "construction” of national security in economc terms.
The Argunent Defi ned

My argunent can be stated succinctly: Assum ng that state
actors in the international systemw || continue to seek their
security through mlitary nmeans, increasing globalization of
producti on and exchange presents themw th what | call an
"econom c security dilemma.” This new "dil emma” changes the way
stat e deci sion-makers construct threats and, consequently,
changes argunents about the requirenents for naintaining and
i ncreasing national security. Mlitary threats are reduced in



that construction, since there are few, if any, specific
opponents in evidence, but fears of mlitary vulnerability
increase. The intensity of these fears is, on the one hand, a
function of the historical prinmacy of the state in the military
real m and, on the other hand, a function of the position of the
state in international markets. This conbination arises because,
nowadays, those cutting-edge technol ogies nost vital to mlitary
power are found not in defense research | abs but in gl obal
commercial markets. As a result, autarky and a narrow focus on
mlitary R&D in the face of the globalization of conmercial high
t echnol ogy producti on and exchange severs the state fromthe
fruits of technol ogical innovation. Therefore, if states wish to
mai ntai n access to these technol ogi es, they nmust seek it through
mar kets. Markets are not wholly reliable, however, since there
is at |l east sone possibility that they could be controlled by
rivals (or firnms acting together) who could block or nmanipul ate
access in ways that prevent an inporter from acquiring desired
capabilities. The discussion of Soviet technology trade with the
West during the Cold War, below, illustrates this point.

A second problemfor states is that if they secure resources
t hrough the market--as they are increasingly conpelled to do--
they must al so acquire property rights on the basis of market
rati onal behavior so as to provide innovators with the stability
of legal protection. The vulnerability consequences of an
inability to secure such property rights are illustrated here by
the case of the Soviet Union, which was undercut by the diffusion
of mlitary technology to its rivals (and, as we shall see,
simlar argunents are being made today on behalf of the United
St ates).

Securing donestic property rights does not, however, assure
the state's control over the fruits of innovation, inasnuch as
unhanpered gl obal markets can diffuse sophisticated technol ogi es
tomlitary rivals. 1In general, efforts to acquire or the
freedomto sell technol ogical resources necessary to military
strength through comrercial markets reduce state autonomy w thout
necessarily increasing capabilities. Perceptions of reduced



aut onony and capability lead to fears of increased vulnerability.
The di scussion of the consequences of increasing Soviet econom c
dependence on the West during the | ast stages of the Cold War and
the story of Third World vulnerabilities in the post-Cold War era
el aborates on this point.

In order to counter these autonomy and capability-reducing
effects, political elites in nodern industrial states have
devi sed three kinds of policies that allow themto exercise
mar ket control. The first has as its goal the preservation of
state autonony. It focuses resources on donestic mlitary
research and devel opnent in order to capture the fruits of
i nnovation for the state (there is, in the United States, strong
i deol ogi cal opposition to such a strategy, although it was the
dom nant strategy during the Cold War). But the diversion of
commercial resources to mlitary applications reduces conmmerci al
conpetitiveness, weakening overall national econom c capabilties.
G ven the argunent that innovation occurs primarily as a result
of market forces, falling behind in commercial conpetition
ultimately nmeans falling behind in mlitary conpetition. The
Sovi et case, under limted opening to the international econony,
nicely illustrates this argunent.

Second, in an additional effort to preserve autonony,
political elites may attenpt to restrict the sale in globa
mar ket s of home-grown commercial technologies with military
applications, so that those technol ogies do not fall into the
hands of mlitary rivals. But these restrictions tie the hands
of commerci al technol ogy producers and reduce their ability to
i nnovate. Once again, capability is increased in exchange for
aut onony. Thus, to maintain the econonmi c foundation of mlitary
strength, states nust allow markets to operate, nore or |ess
freely, a condition that, as noted above, appears to increase
vul nerability. Furthernore, trade restrictions expand the role
of the state in society in unacceptable ways. Evidence for this
argunment comes fromthe story of U S. export control policy in
the Cold War, and that experience should provide a |l esson to
policy elites who want to extend export controls over comrerci al



technol ogy to Third world countri es.

Finally, political elites whose states have achieved a
nmeasure of technol ogical proficiency may join together in co-
production projects with other states and permt strategic trans-
national corporate alliances anong their private firms. Through
this means, on the one hand, they | ose | ess autonony than they
woul d t hrough acting in conpetitive markets; on the other hand,
such projects nmay preclude the conpetition necessary to stinmulate
i nnovation. The autonony-capability tradeoff in this instance is
uncl ear, however, new policies pursued in post-Cold War Europe
illustrate the argunent.

In short, market allocation of commrercial resources
necessary to mlitary strength, though essential to innovation,
threatens the state's ability to secure those resources. The
result is, apparently, a "new' security dilema under
i nternational econom c interdependence, as seen fromthe vantage

poi nt of the "hawks." To ensure access to mlitary resources
within increasingly global comercial markets, rational state
actors will try to consolidate market control in such a way as to
stabilize open markets while, sinultaneously, reducing the
possibility of market control by others and still maintaining the

commercial conpetitiveness necessary to mlitary strength. This
is no easy task, even under the best of circunstances. It
el evat es questions of tactics and ploys to "raise the stakes" to
t he highest |evels as a nmeans of nobilizing support for such
strategies. Only a very few states, under certain conditions
outlined bel ow, have been able to succeed in such an effort, and
it is by no neans clear that the United States is anong them

In the follow ng section of this chapter, | el aborate on
these argunents. | begin by tracing the origins of the recent
conceptual |inkages between security requirenments and econom c
i nt erdependence in the academc literature. | then reconstruct
the security debates over the inpact of interdependence, and
finally I outline alternative policy responses.
The Di | enmma Defi ned

| nt ernati onal Econom c | nterdependence and National Security



The connecti on between international economc
i nt erdependence and national security has not, in nmy view, been
explored with sufficient care in the nodern security studies
l[iterature. In recent studies of international
i nt erdependence, little attention has been paid to security
i ssues, despite the fact that its growmh has generally neant the
nation-state's increasing vulnerability to external forces, a
phenonenon commonly thought to have security inplications. At
first glance this is surprising, because vulnerabilities arising
from growi ng econom ¢ transactions and | i nkages have resulted
fromthe increasing allocation of goods and services by
i nternational market forces. The expansi on of these forces has
nmeant the state's increasing material dependence on goods
produced in other states, inplying vulnerability to a disruption
in the flow of raw materials, goods, and services. They have
meant a | oss of autonony in econon ¢ deci sion-naking, and they
have neant increasing political entanglenents that constrain
foreign policy choices.

What the literature has not suggested, however, are
hypot heses speci fying the kinds of dependence, |oss of autonony,
or entanglenents that would directly threaten the state's ability
to provide for mlitary security. This raises the possibility
that the posited threats are enpty ones. Despite a grow ng
awar eness of the overlap between the spheres of politics and
econonmi cs, and a burgeoning intellectual interest in
i nternational political econony, the spheres of security and
econoni cs have, for the nost part, been considered separate and
distinct. This remains nmuch the case, even today. Security
studi es continue to be concerned nore with the state's "high
politics" of war and mlitary power, and not the "l ow politics”
of international econom c transactions.

Hi storically--that is, since 1945--the field of security
studies mnimzed the inpact of international econonic
i nt erdependence on national security for two reasons. First,
security studies were concerned primarily with the phenonenon of
war and with the threat, use, and control of mlitary



force.[7]*** Traditionally, noreover, the responsibility for
countering mlitary threats to national security has been | odged
in the state; therefore, security studies have generally taken
the "state"” and its ability to ward off mlitary threats and
defend the nation in time of war as the central focus of
anal ysis. Although the forces of international interdependence
have always restricted the state's autonony of action in other
areas, during the Cold War it was assuned that the mlitary
sphere of state autonomny renai ned unaffected. American dom nance
in the international econony, and the subordination of econom c
concerns to alliance politics, further ensured that this division
woul d remain a clear-cut one.

Until recently this assunption has been warranted. Econonic
i nt erdependence anong nations was, and is, a function of grow ng
i nternational market forces, which has varied over the past
century, whereas the industrial capabilities involved in the
devel opment and nmai ntenance of mlitary strength have,
hi storically, not been subject to market allocation. By the end
of the 19th century, many, nostly European, nation-states had
consolidated their nonopoly on the use of force and their near-
conpl ete control over the supply of resources and territory used
to enhance mlitary power. States that did not have the
internal capabilities to marshall resources for their mlitary
force joined together in alliances to enhance their security.
They did not seek security through reliance on the market.

| ndeed, as Barry Buzan points out, nmarkets are a constant
source of insecurity; they brook no alliances anbngst buyers and
threaten inefficient sellers with extinction. It is no
wonder, then, that the nodern state would not want to | eave the
vital function of securing its territory frommlitary threats to
t he vagaries of the marketplace. So the narket forces that gave
rise to the vulnerabilities of interdependence and chi pped away
at the state's autonony and capacity in international trade,
investnment, and finance did not affect the state's capabilities
to pursue its security interests.

A second reason why international econom c interdependence



was mnimzed in the security studies literature was because its
focus was primarily on the United States and its allies. The
United States' preponderance of power inplied its relative

i ndependence; within the alliance, its dom nance in all issue
areas essential to the nmaintenance of mlitary power ensured
relatively autononous control over material resources necessary
for security. The sane internal econom c resources which
supported a strong American mlitary machine were used to supply
aid and provide nmarket access to allies in exchange for agreenent
with U 'S security preferences.

Much of the security studies literature has assuned the
continued dom nance of the United States in its overall power
relations with other Western capitalist nations and the general
irrel evance of market forces. Mreover, the systemof free trade
and conparative advantage envisioned in the early post-war period
and codified in the Bretton Wods system was assuned to be
static, in much the same way as international relations was seen
as al nost unchanging. It was constructed under the assunption
t hat absolute growth for all was assured, but that the relative
ranki ng of nations participating in the systemwuld remain the
sanme. It was further assuned that the technical advantages that
had accrued to the United States woul d never be |ost, and that
all others would be carried along in its wake. As |long as
t echnol ogi cal change was driven by mlitary investnent and R&D
this continued to be nore or less true. But as we shall see
bel ow, the gradual divergence between mlitary and civilian-
ori ented technol ogi es exposed the fundanental problemw th this
particul ar set of assunptions about the econom c universe. And
by the 1990s, argunents about rel ative econom c decline had
opened a new security debate in the United States.

In short, both of the assunptions underlying the exclusion
of econom c interdependence fromsecurity studi es have been
undermned in the last twenty years: That the mlitary domai n of
state autonony would remain unaffected by the forces of
i nt erdependence was chal |l enged by the changing rel ati onship
between mlitary and comrerci al technol ogy and the gl obalization



of production and exchange; and that U S. mlitary independence--
rat her than interdependence--would not find itself challenged by
t he nore general phenonenan of relative Anerican econonic
decl i ne.

Econom ¢ I nterdependence and the Redefinition of Security

How have the challenges to these assunptions affected
security debates? O course, because the threat of war is not
the only security threat that states face, and because mlitary
power is not the only neans by which national security can be
assured, one group of analysts has suggested that international
i nt erdependence has threatened national security in ways that are
nore indirect and not easily countered by mlitary force. |If
the mandate of the state to provide security is broadened to
i ncl ude both the preservation of territorial integrity and
societal well-being, then the forces of interdependence that are
chi pping away at the state's autonony and capacity to maintain
the integrity of its territory and provide for the well-being of
its society will also threaten national security. But it is also
entirely possible that sone of the forces of interdependence
actual ly enhance the security of society--that is, enhance
soci etal well-being--even as they underm ne the autonony and
capacity of the state. For exanple, a state might find itself
unabl e to innovate technologically in order to keep up with
changes in the gl obal econony, resulting in a declining standard
of living. Hi gh levels of foreign investnment in that country
m ght be able to restore this standard, but at the potential cost
of the host state's | oss of control over strategic parts of the
econony.

Conversely, expandi ng the domain over which market forces
hold sway may ultinmately nmake society | ess secure, too. The
guestion that Karl Pol anyi addressed decades ago could be raised
anew. |f the expansion of the market al so reduces the autonony
and capacities of the state, how can society be protected from
t he nost destabilizing consequences associated with the
i ntroduction of market forces? The idea of conpl ex



i nt erdependence reinforces the need to distinguish between the
security of the state and the security of society.

Pol i cy-oriented discourses around the redefinition of
security, however, have ignored these argunents. Instead, they
have focused on the inpact of interdependence on the state's
security under nore traditional assunptions about its role in
mai ntai ning the security of society. Those dom nant security
debates ignited by the perceived inpact of international econonc
i nt erdependence continue to characterize security nore narrowy,
framing it as the state's ability to marshall resources to
counter only mlitary threats. Consequently, these debates
center around the distinction between threats and
vul nerabilities. Below | explore how the econom c "doves" see
i nt erdependence as a source of threat reduction, while the
econonm ¢ "hawks" focus on the potential of interdependence to
i ncrease vul nerabilities.

Argunents by "Doves": Interdependence and MIlitary Threats

Threats have to do with the intentions of others that affect
a state's national security. Do others intend to attack, invade,
or initiate an econom c enbargo to cut off vital resources? O
are they willing to negotiate the peaceful settlenent of
di sputes, arns control agreenents, and treaties to protect
security? Can international econom c interdependence nodify
those intentions in ways that reduce mlitary threats? Such
guestions can be traced at |east as far back as the Manchester
i berals, although the validity of their answers has al ways been
open to debate.

Today's econom ¢ doves suggest that there are three ways in
whi ch i nt erdependence can reduce potential mlitary threats.
First, in Power and Interdependence, Keohane and Nye argue that
econoni ¢ i nterdependence anong advanced industrial states can
mnimze threats directly by reducing incentives to use force
agai nst one another in settling their disputes. But an
opposi te argunment can be adduced, as well. Wltz argues that,
because the terns of interdependence may favor one nation over
anot her, interdependence can spark new conflicts, sonething that



i's not possible anong states who remai n al oof from one
anot her.*** \Wo is correct?

To manage such conflicts, states have institutionalized
their interdependencies in international regines. The rules and
procedures of these reginmes enforce the normof reciprocity and
ensure a convergence of expectations that can lead to conprom se.
Medi ated t hrough international regines, interdependence reduces
the fear of threats to national security from econom c partners
by reducing their incentives to translate power into the use of
mlitary force. This was the argunment circulated within U S
policy circles during the early days of detente in support of
i ncreasi ng econom c interdependence with the Soviet Union. It is
an argunent supported by the Western Europe's evolution from
bl oody bal ance of power politics to the halting but relatively
peaceful regional integration of the European Comunity.

A third argunment |inking international econom c
i nt erdependence to the reduction of mlitary threats focuses on
t he gl obalization of production and exchange. "d obalization”

i ncreases conpetition anong states for wealth and power although,
at the same tine, it shifts economc priorities in ways that can
reduce traditional threats to national security. @ obalization
means that the factors of production have becone increasingly
nmobi | e: Capital noves freely across national boundaries (indeed
the cost of capital in the industrialized countries is rapidly
convergi ng); corporations can easily nmove their bases of
operation to | ower-cost production areas; technol ogy and
information diffuse alnbst instantly across national boundari es;
raw materials are rapidly transported fromtheir source to
production sites thousands of mles away.

The consequence of gl obalization is not only the grow ng
perception that a nore intense interdependence anong advanced
industrialized states has arisen that can reduce incentives to
issue mlitary threats agai nst one another; it has also created a
hei ght ened fear of econom c conpetition anong industrialized
states as they search for ways to ensure that innovative activity
takes place on their territory and not el sewhere. Because an



open international econony, and the institutions that bolster it,
foster global production and exchange, the argunment runs, if
national firms are not conpetitive internationally, the societies
in which they are based will grow poorer as capital noves

el sewhere in search of a better rate of return. To enhance their
own power, therefore, states will seek to ensure that wealth-
generating production stays within their territory. Most

anal ysts agree that those nations that have a skilled workforce,
and are capabl e of rapid technol ogi cal innovation to adapt to new
mar ket opportunities and make production nore efficient, will be
the nost conpetitive internationally. Technol ogical advance is
crucial to a state's successful participation in an

i nt erdependent international econony.

As a consequence of hei ghtened perceptions of econom c
conpetition anong tradi ng partners, there has been an inportant
shift in the economc priorities of industrialized nations. The
foundation of a state's economc strength, and its ability to
conpete internationally, is no | onger sought in the pronotion of
heavy i ndustries that depend on relatively sinple technol ogy and
a large unskilled | abor force. It is sought, instead, in
know edge- based production that relies on a cadre of highly
trai ned engineers and a smaller, technol ogically-sophisticated
production workforce in all sectors of the economy. A country's
ability to conpete internationally lies in its capacity to absorb
new t echnol ogi es into the production process in all sectors and
apply themefficiently. OQher factor endownents |ike raw
mat erials and cheap | abor are less inportant in creating
conpetitive advantage and determ ning the total cost of
producti on.

This shift in economic priorities can enhance nati onal
security by reducing threats. 1In the past, incentives to
engage in mlitary aggression often derived fromopportunities to
extract wealth fromothers in the formof land, raw nmaterials, or
i ndustrial capability. Nowadays, nore territory nay not add to
econoni ¢ power, but innovative technol ogy al nost certainly does.
Hi gh-technol ogy industries would be of little use to a conqueror



wi thout the expertise to exploit them or w thout the cooperation
of the local population. Wth sone inportant and notabl e
exceptions, territorial aggression for economc gainis
increasingly less frequent and | ess rational than a strategy of

i nnovat i on.

Argunent by Hawks: |nterdependence and Vul nerability

Ironically, however, if the interdependence which fosters
hi gh-technol ogy conpetitiveness can reduce traditional threats to
national security, it can also increase the state's
vul nerabilities in ways that underm ne the state's confidence in
its ability to provide for national security. Vulnerabilities
should not matter if threats are reduced and if interstate
vi ol ence is dimnished but, nonethel ess, as security debates over
"threats" have subsided, argunents about "vulnerabilities"” have
intensified. Econom c hawks find vulnerabilities in the
conparison of relative power positions anbng states and neasure
them by conparing one's mlitary capabilities with the
capabilities of real or imagined mlitary rivals. It is this
| ast point that is problematic: Is an economic rival also a
mlitary one? O is such a rival sinply a postulate of the
argunment ?

Raynmond Vernon and Et han Kapstein, follow ng every reali st
si nce Thucydi des, argue that there is a persistent national need
to reduce vulnerabilities by maintaining or increasing one's
relati ve power position in the international system and
mai nt ai ni ng as much aut onomy as possi bl e, notw thstandi ng changes
in threat perceptions. As they put it: "Watever the
contingencies and threats that defense planners foresee, their
hope is to maintain the | argest possible nmeasure of superiority
over the eneny." Despite variation in their perceptions of
the intensity, kind, and source of threats, states under
i nternational anarchy continue to neasure their vulnerabilities
by conparing mlitary capabilities with other states, by
assessing their dependence on strategic resources |ocated on the
territory of other states, and by assessing their econom c and
di pl omati c entangl enments with others by analyzing the effects of



t hose entangl enments on their power to control outcomes in such a
way as to maintain their capabilities and reduce dependenci es.

How does increasing gl obalization of production and exchange
i ncrease the state's perception of insecurity by increasing
econom c vulnerabilities? One answer lies in the encroachnent of
the market on the allocation of goods and services necessary to
mlitary strength, and the subsequent chipping away at the
state's ability to control the allocation of those resources. The
trend in increasing state control over those resources, evident
since the |l ate nineteenth century, would seemto have reversed
itself in the late twentieth century.

Mar ket al |l ocations to defense have grown since Wrld War Two
because mlitary power has increasingly relied on comerci al
inputs. There are two related reasons for this. First,
weaponry is increasingly devel oped as a "systeni that includes
command, control, and comuni cati ons conponents, as well as
| ogi stics and support services. Many of the necessary conponents
of these "systens" are developed in the commercial sector. As a
result, the concept of the "defense industrial base" is, once
agai n, becom ng increasingly popul ar anong def ense pl anners.
Econom ¢ hawks define the defense industrial base as any good,
servi ce, component, or input to the national econony necessary to
the security interests of the state. This neans that conmerci al
firms who respond prinmarily to market signals may nonet hel ess
produce goods necessary to the naintenance of mlitary strength.
Second, the post-war period has witnessed the growh of systens
devel oped for conmercial purposes that, while previously
consi dered i naccessible or irrelevant to mlitary activity, are
now considered critical. The capabilities for |and, sea, air,
and space warfare have grown trenendously, and the range and
targeting capabilities of weaponry have been perfected. This
means that commercial and mlitary environnents have cone to
overlap in many nore ways than were once the case.

This overlap has neant that the nmanufactured goods and
technol ogy for these environnents have acquired a "dual" use.
Satellites survey the globe's weather patterns in order to



predi ct crop performance; the sanme technol ogy can be used to
verify whether states are adhering to arnms control agreenents.
The m crochips found in wist watches, conputers, and VCRs were
al so found to have been in the trigger of the bonb that destroyed
Pan Am flight 103 over Lockerbie, Scotland as well as in the
bonbs dropped on Iraq during the GQulf War. Electronic conponents
devel oped for autonobil es have been adapted for use in tanks.
Dual -use neans that technol ogi es needed for weapons systens are
al so traded in comercial markets. Thus market allocation of
mlitary resources has, in effect, grown enornously throughout
the post-war period. This will be even nore the case in the
future.

G ven the increasing reliance of mlitary power on such
commercial inputs, the globalization of production nmeans not only

that the market will, increasingly, allocate goods necessary for
national security but also that those goods cannot necessarily be
confined to markets that states can control. Froma classica

i beral perspective, if weapons have becone vast "systens,"

t her eby broadeni ng the defense industrial base in the context of
gl obal i zed production, it is natural that market forces will also
create specializations of production. Consequently, different
firms around the gl obe will occupy niches in nmarkets that supply
t he defense industrial base of any particular nation. Vernon and
Kapstei n argue, for exanple, that market forces will push nost
countries to rely on foreign technologies in order to maintain
their own defense capabilities.

This inability to control those global markets that supply
goods to the defense industrial base can | ead to perceptions of
vul nerability in the "hone" state in two ways. The first is via
the vul nerability of dependence. Theodore Mran argues that if
the sources of supply to the U S. defense industrial base becone
concentrated in too few hands, U S. security becones increasingly
dependent on others. As the state becones increasingly dependent
upon resources outside its borders, its ability to act
autononmously is threatened and its capacity to channel resources
toits mlitary through authoritative allocation is dinmnished.



Moran suggests a remedy for vulnerability: No four countries or
four conpani es should supply nore than fifty percent of the arns-
| ength world market in goods vital to the defense industrial
base. The rol e of governnment is to stinulate conpetition and
prevent the emergence of nonopoly suppliers in order to stimulate
ef ficiency.

M chael Borrus and John Zysman take issue with the
assunptions behind this argunment and policy prescriptions that
follow.[30]*** In their view, globalization does not
necessarily lead to a specialization of production based on
efficiency criteria. Market control becones a new "threat" to
replace the threat of territorial control. |Indeed, they agree
that just because threats to a nation's econony and resources do
not arise in the formof mlitary aggression, the threats
t hensel ves have not di sappeared. States in intense conpetition
with one another will seek to mani pul ate markets to control the
resources of others. For Borrus and Zysman, however, the |oss
of market control in an environment of gl obal conpetition is
sinply a synptom of a nore pernicious national security problem
In their view, vulnerability is nmeasured by conparative nati onal
commerci al technol ogical strength; it does not result so much
from dependence as from conparative technol ogi cal weakness.

Their analysis thus takes the causal arrow one step back and
focuses on why a nation's defense industrial base becones
vul nerable to the forces of globalization.

For them the defense industrial base requires sourcing from
abroad because honme industries have lost their ability to
i nnovate. Although there are many reasons for the relative
decline of innovative capacity, one explanation points to the
di version of civilian resources to mlitary projects. This is
because, in the present period, the contribution of comerci al
technol ogy "spin-ons” to mlitary applications nmay be far nore
significant than mlitary technol ogy "spinoffs”™ to commerci al
industry. Cvilian technology is imediately applicable, often
wi t hout adaptation, to mlitary use. For exanple, in
sophi sti cated aut onobi |l e nodel s, sem conductor chips have been



devel oped which operate in real tine to control the car's
mechani cal systens in environnents that are often as hostile as
the battlefield. 1In the United States, however, the mlitary

i mportance of commercial innovation has been underesti mated.
Moreover, in the 1980s, U S. civilian research and devel opnent
commanded a smaller fraction of GNP than in Japan or Gernany, and
mlitary research and devel opnent captured 70% of all resources
devoted to technol ogi cal innovation. And the Reagan-era mlitary
bui | d-up siphoned off scientific and engineering talent into
mlitary projects with limted commercial applications.

The argunent, then, is that technol ogical |eadership is the
basi s of econom c power, and econom c power is the foundation of
mlitary mght. Those states where commrercial innovation
fl ouri shes and which provide the source of production for
anot her's defense industrial base are those who are economcally
conpetitive and thus increasingly powerful. And their econonic
power is a growi ng source of political influence and can, under
the right conditions, be adapted to bolster national mlitary
capabilities.

Beginning in the md-1980s, many officials in the U S.
Department of Defense started to feel the inpact of these forces
on the ability of the United States governnment to provide for
mlitary security. First, resources required for the defense
i ndustrial base were increasingly found in foreign nmarkets,
reveal ing the erosion of innovative capability in donmestic high
technol ogy industries. For exanple, in the m d-1980s, the Defense
Depart ment began to express concern that a general decline in the
U.S. sem conductor industry could weaken the entire Anerican
el ectronics industry so that it would no longer be in a position
to advance rapidly enough to of fset any advantage the Sovi et
Uni on m ght have in nunbers of troops or weapons.

This apparent relative decline in control over mlitary
resources by the United States triggered perceptions of
vul nerability in the face of those who would control markets for
the supply of strategic goods. In a widely publicized book, The
Japan that Can Say "No", witten with Sony President Akio Mrita,



Shintaro Ishihara wote:
It has conme to the point that no matter how nmuch they [the
United States] continue mlitary expansion, if Japan stopped
selling themthe chips, there would be nothing nore they
could do.... If, for exanple, Japan sold chips to the
Sovi et Union and stopped selling themto the U S., this
woul d upset the entire mlitary bal ance....the nore
t echnol ogy advances, the nore the U S. and the Sovi et Union
wi || becone dependent upon the initiative of the Japanese
people. ...

Even if such statenents were exaggerated and intended for
donesti c Japanese political consunption, the U S. Departnent of
Def ense transl ated the book and distributed it w dely, suggesting
that it confirmed their fears of econom c vulnerability.

The United States' position in the |last decade of the Cold
War, then, provides a good exanple of the econom c hawks
formul ati on of a new econom ¢ security dilemma to replace the old
one: Growi ng market allocation of dual-use technol ogies and
continued U S. concentration on mlitary vs. conmercial R&D have
conbined to reduce state autonony in the effort to secure the
resources of mlitary strength. This has led to increased
vul nerability despite reduced security threats. But, as we shall
see below, the United States is not alone in experiencing this
dil emma, although it manifests itself differently under different
mar ket condi tions.

The Hawks' Policy Response: Can the State strike back?

The vul nerability argunments presented above formthe core of
the new security dil enma under international econom c
i nt erdependence. Borrus and Zysman argue that, within this
construction of the new econom c security problem the real
guestion is not whether the forces of international economc
i nt erdependence decrease national security by shifting the
allocation of mlitary resources to the nmarket, as Moran
suggests. The central question is whether states can consolidate
their power in the face of forces that decentralize nmarket power



and in the face of other state actors who attenpt to control
mar kets. For policy elites, the essence of that dilemm is the
tradeof f between state autonomy and technol ogi cal capability and
how that tradeoff is to be nanaged. Choices then revol ve around
t he kind and degree of market control appropriate to reduce
per cei ved vul nerabilities.

To reiterate, states have a range of policy choices through
whi ch they can control markets. They can pursue extrene
i mport substitution and industrial policies that assure that al
i nnovative activity takes place on their soil These policies
will result in expanded autonony but, ultimtely, reduced
capability if they concentrate resources on mlitary research and
devel opnent at the expense of commrercial devel opnent, or if they
deny inports of commercial technology required as inputs into
i ndustrial activity. Another nmeans of increasing autonony is
t hrough export control. Export control policies, however, give
mar kets to conpetitor nations that permt uncontrolled exports,
reducing profitability and returns to R&D, thereby al so reducing

capability.

Al ternatively, states can allow nmarkets to operate freely.
Autonony will be reduced and the contribution of market
conpetition to innovative capability will depend on the

technol ogi cal | evel of the country's industry and the structure
of the international market, that is, whether it is dom nated by
a few or many suppliers. |If dom nated by many suppliers, the
state can sponsor the devel opment of its own industries and | eave
mar ket s open; autonony may be reduced, but threats of dependence
are reduced as well. If the market is dom nated by a few
suppliers, then states will be tenpted to close markets to
prevent vulnerability at the hands of those who coul d exercise
mar ket control. An internediate strategy is cooperation and
t echnol ogy sharing agreenents. Here, both autonony and mar ket
conpetition are conprom sed, but the benefits to security are
percei ved by state actors to be greater than the costs.

The remai nder of this chapter is devoted to an exam nation
of the old and new econom c security dilemmas under assunptions



of econom c vulnerability resulting fromincreased

i nt erdependence and an assessnent of the strategies outlined
above that states use to exert market control. 1In the follow ng
section, | explore the Cold War history of grow ng econonic

i nt erdependence between mlitary rivals--the United States and
the Soviet Union. The story of that grow ng interdependence
suggests that the Soviet Union was a state that was unable to
consol idate market control in the face of grow ng dependence,
entangl enents with the West, and | oss of autonony. It could

nei ther prevent Western control of markets nor stabilize property
rights in the process of reformgeared toward neeting the West's
conditions for entering into the Western dom nated i nternational
econony. The United States, by contrast, was able to consolidate
mar ket control in the interdependent relationship, and U S. and
ot her Western private corporations were able to mani pul ate the
mar ket s for manufactured goods upon which the Soviet state cane
to depend. Nonet hel ess, the consolidation of market control

t hrough export controls had pernicious effects on political

rel ati ons anong Western industrialized countries, on the U S.
econony, and on its state-society relations. The follow ng
section tells the story.

USSR and U. S. Conpared

The Sovi et econom c security dilemma in the Cold War
[39] * k%

At the beginning of the Cold War, Stalin refused to becone
part of the new post-war international econom c order, and
attenpted to steer the Soviet Union in the direction of economc
autarky. Inport substitution was the top investnent priority in
the early 1950s. Attacking the "dictatorship of the Marshall
Plan," Stalin announced the creation of the CVEA in order to
reduce dependenci es through control over a trading bloc that was
secured fromthe influence of global capitalism The Sovi et
defense industrial base was, consequently, dependent only on
nati onal and CMEA resources.

During the 1950s, however, Soviet growth rates fell-- not
only because of the distortions of central planning but also as a



result of the inefficiencies of autarky. The Sovi et Union had
found itself on the sidelines in the race for econom c prosperity
as its technical expertise in comrercial industry began to |ag
far behind the industrial capitalist nations. The sane

i nperatives affecting the U S. defense industrial base in the
1970s began to inpinge on the Soviet defense sector by the early
1960s. That sector was always a top priority in the Soviet
econony. But weapons systens requiring dual -use technol ogi es
meant that mlitary strength increasingly rested on the civilian
i ndustrial base. And Soviet civilian technol ogical innovation

| agged further and further behind that of the West. The
continuation of autarkic policies in an increasingly gl obal
sourcing network pull ed defense innovation further behind.

Recogni zing this lag, Soviet |eaders, beginning with
Khrushchev and ending with Gorbachev, initiated neasures that
woul d | ead to a systematic but highly controll ed opening to the
i nternational econony, while still preventing the creation of
internal markets. Nonethel ess, because the opening to the
i nternational econony was so |limted, technol ogy gaps between the
USSR and the West wi dened and multiplied. The Soviet state
responded to these growing vulnerabilities with expanded efforts
to acquire Western technology vital to mlitary industries.

Al t hough the Reagan Adm ni stration m stook the purpose of both

Il egal and illegal technol ogy acquisition efforts in the late
1970s and early 1980s for positive results in the Soviet defense
sector, the acquisition efforts were real. Nonethel ess, they
failed to achieve their objective; acquisitions did nothing to
narrow t he high technol ogy gap between the Soviet Union and the
West. In fact, the gap continued to grow.

Only when Gorbachev came to power did the Soviet regine
finally open the fl oodgates to the international econony and
begin the process of creating internal markets. Initially,

t hese noves were wi dely supported by Sovi et econom c hawks, who
(it would now appear in retrospect were correct) believed that
the USSR would not remain a great mlitary power unless it could
rai se the technological level of its industry to neet the



standards of gl obal conpetition. Opening to the Wst was one of
the many strategi es of renewal pursued to neet this goal

The introduction of donestic reforns and the establishnment
of market ties with the West obviously failed to strengthen the
security of the state; indeed, it had the effect of underm ning
the state itself. Wy? The failure can be explained in two
ways. First, western security and corporate concerns shaped the
way the Soviet Union was initially integrated into the
i nternational econony. That integration was characterized by
bot h dependence and peripheralization. Second, the particular
sequenci ng of both external and internal refornms in the Gorbachev
era worked to weaken the Sovi et econony nore than ever before by
vastly increasing external debt. Both of these causes served not
only to reduce the security benefits sought by the Soviet state,
but further exacerbated the weakening of the Soviet state
itself.

Western investnments in the Soviet Union were, in any event,
nmeager, and the pattern of investnents, conbined with Western
corporate strategy, worked to ensure Soviet dependence on western
technol ogy.[44]*** \Wstern private investnent was targeted
primarily for extractive industries and conmodity production, and
nost joint ventures were in services and the marketing of Western
inmports. Investnent targeted for manufacturing industries was
| argely confined to assenbly operations, adding little value to
t he goods produced and intended for the Soviet market rather than
for export. Conponent parts for Soviet plants were sourced in the
West, inhibiting the creation of |inkages between the joint
venture and the rest of the econony. Corporate officials in the
West believed that transfer of obsol ete technol ogy through these
ventures was sufficient to capture donestic market share.
Contractual provisions ensured that the nost advanced Western
technol ogi es were withheld fromthe Soviet econony. Technol ogy
transfer was used as a "hook” in order to get a foot into the
Sovi et market, and "core" technologies were rarely included in
joint venture agreenents.

The probl em of dependence and the peripheralization of the



Soviet Union in the global econony was conpounded by the problem
of faulty sequencing in the introduction of market forces.
Because internal economic rigidities still persisted, Wstern
t echnol ogy was purchased as a substitute for econom c
restructuring; if Soviet industries were to conpete in the world
mar ket, innovative technol ogy woul d have to be inported. Soviet
pl anners knew that if they tried to conpete in the international
econony with sales of oil, tinber, furs, and other commodities,
t hey woul d never be as conpetitive as those states who produced
conput ers, advanced conponents and new materials. But hard
currency was required for the technol ogy purchases necessary to
t he production of these goods, and hard currency coul d be earned
only through increased conmopdity exports. Export earnings,
however, were subject to the vagaries of comobdity nmarkets, and
when they coul d not cover inports, technology had to be purchased
with Western credits. The debt to the West grew quickly.

Growi ng internal econom c weakness neant that the Sovi et
Uni on and the rest of the Warsaw Pact were eventually pl unged
deeply into debt in order to purchase consuner goods and raise
wages to stave off domestic unrest. East European and, |ater,
Sovi et debt to the West reached dangerously high levels in the
1980s, only to be reduced by drastic cuts in Western inports and
massi ve reschedul i ng of | oans. Subsequent decreases in the rate
of econom c growmh and decline in |living standards squeezed
popul ati ons who could no | onger be nobilized by ideol ogical
appeal s.

Thus the conditions under which Western investnment entered
t he Sovi et economny both indicated and contributed to the rising
vul nerability and, therefore, declining security of the Soviet
state. Lacking a "developnental” state to create an investnent
code that would identify priority sectors as targets of foreign
i nvestnment, Western capital was used to bol ster extractive
i ndustries and |ight manufacturing, perpetuating the Soviet Union
as a raw materials supplier and producer of |abor-intensive
goods. The Soviet state in the international econony was novi ng
down the precarious path traveled by many Third Wrld countri es:



a weak state saddled with nmounting debt and unfavorable terns of
t rade.

In sum in the Soviet case, controlled attenpts to secure
resources for the defense industrial base in international
mar ket s hel ped to undermine the stability and, hence, the
security of the state. The story of the Soviet dem se is, thus,
partly one of how the Soviet state first |ost out on the
capabilities acquired through the international diffusion of
t echnol ogy and, subsequently, how it becane dependent on markets
controlled by the West as its own defense industrial base becane
subject to the forces of globalization. Policies to cope with
vul nerability reduced state autonony but did not succeed in
i ncreasing capabilities.

The United States

By contrast with the USSR, the United States reduced its
perceived vulnerabilities in its interdependent relationships
with the Soviet Union by consolidating unilateral and
mul tilateral control over East-Wst technol ogy markets. The
chief instrunent of market control was the |legal restriction of
technol ogy exports. Beginning in 1949, U S. Congressional
| eaders and Administration officials nade sure that Anerica's
maj or trading partners would also be mlitary allies and, at the
sanme tinme, they constructed a policy of econom c warfare against
the Soviet Union. This latter policy was enbodied in the U S.
Export Control Act of 1949. The |law stated that the
"unrestricted export” of materials without regard to their
"potential mlitary significance"” could "affect the national
security" of the United States.

The second instrunent of market control was nultil ateral
technol ogy export restrictions. This instrunment was pronoted
i nasmuch as the U S. could not carry out the task of trade deni al
al one. Because the allies could sell the Soviets goods that the
U S. restricted, their conpliance was needed in the export
control effort. Thus, also in 1949, the U S. took the lead in
creating COCOM (Coordinating Commttee), a multilateral "regine"
to restrict Western exports to the Soviet bloc. The purpose of



the unified enbargo was to wage "econom c warfare" against the
Sovi et Union and thereby protect Western security by creating a
broad list of goods to be enbargoed by all COCOM nenbers. This
enbargo list would restrict both mlitary and non-mlitary goods.
The trick was to persuade the allies to accept these enbargo
norns based on econom c vulnerability clains and to ensure
conpliance with the reginme rul es.

Al t hough effective in reducing the flow of mlitarily
significant technology to the Soviet Union, the nmultilateral
control effort was achieved only at high political cost. Few
ot her issues aroused as passionate a dispute between the United
States and its Cold War allies. Few other issues signalled so
clearly or so early Europe's energing self-assertion and drift
fromthe preferences of the United States. |In particular, the
1980s wi tnessed acrinoni ous debate between the United States and
its European allies over which technol ogies were to be
restricted, and general allied disgust over Anmerica' s extension
of extraterritorial export controls. The surreptitious
vi ol ation of COCOMregul ations by allies, as seen in the Toshiba
Corporation's illegal sale of submarine-quieting technology to
t he Sovi et Union, becane an inportant issue in ongoing trade
di sputes between the United States and Japan.

U.S. unilateral controls also carried high donestic econonic
and political costs. Declining U S. conpetitiveness |ed high
technol ogy industry officials to argue that a central requirenent
for enhanced industrial productivity was the freedomto capture
and mai ntain new markets abroad and an infusion of new (and
sonetimes foreign) capital into declining sectors. These
requi renents, however, clashed directly with export controls.
Ral ph Thonpson, former senior vice president of the Anerican
El ectroni cs Associ ation, succinctly expressed the industry
position when he stated that the relaxation of export controls
woul d revitalize the conmpetitiveness of Anerican industry in the
gl obal marketplace: "In a situation where it's clear the
princi pal confrontations now are econonmic rather than mlitary,
we certainly need to have the weapons rel eased for use so we can



fight the battle properly.” Export controls were, thus,

utilized in debates over how to reconstruct the requirenments for
"national security"” in an interdependent world. They al so
permtted some Anerican industry officials to place the blanme for
their declining productivity entirely on export restrictions.

Two i ndustry-governnent conflicts in the 1980s illustrate
t he painful tradeoff and paradoxical rel ationship between
aut onony and capability triggered by export control policy.

In 1987, Ceneral Mdtors and General Electric vigorously | obbied
the U S. governnent for export licenses to permt | aunchings of
t heir conmercial communications satellites fromthe Soviet Union
The Soviets promsed a "fast track to the stars”™ with their
Proton rocket. Their promse was a bargain at a cost of $30
mllion per launch, half the cost of simlar |aunchings in the
West. State Departnent officials insisted, however, that it
woul d not be in the U S. national interest to issue export
licenses for these satellites, because using Soviet rockets would
provi de the adversary with access to strategic U S. technol ogy,
thereby potentially reducing relative U S. technol ogi cal
capability.

The U.S. communi cations satellite industry, however, was in
deep trouble. After the 1986 Chal | enger expl osion, President
Reagan had ordered an end to comrercial satellite | aunchings by
U. S. space shuttles, and Anerican rockets were booked with
mlitary orders through 1989. Wthout |aunching facilities, the
i ndustry recogni zed, it would be at a grave di sadvantage vi s-a-
vis Europe and Japan, who were not only constructing their own
rockets, but permtting the Soviet Union to |aunch their
conmer ci al communi cations satellites. Furthernore, to avoid U. S.
extraterritorial export controls on their Soviet |aunchings,

t hese conpetitors were designing out American conponents, further
harm ng the American industry. Therefore, the satellite
producers argued, export controls would cause rather than prevent
capability | oss.

Congr essi onal representatives, on the other hand, worried
that if the U S. conmunications satellite industry used Sovi et



| aunch facilities, the fledgling U S. conmercial rocket industry
woul d be destroyed. NASA officials opposed this view and backed
t he communi cations satellite industry, urging the adm nistration
to drop restrictions in the interest of U S. "conpetitiveness."

At first the governnent denied the export licenses to the Soviet
Union, but permitted | aunches from China; later, it relented to

al | ow sone | aunches fromthe USSR Argunents for market opening

in the interests of capability enhancenent seemto have won.

A simlar set of conflicts energed when, in 1986, Japan's
Fujitsu Ltd. announced plans to nmerge its sem conductor business
wi th Schlunberger Ltd.'s Fairchild Sem conduct or Corporation.
Like many firnms in the U S. sem conductor industry, Fairchild was
ailing. 1In exchange for 80% of Fairchild, Fujitsu would invest
$400 million in the conpany over two years, making avail able al
of its technology. Sonme observers estimted that the Japanese
i nfusi on of cash would make Fairchild a nmajor player in the
American market again, and Fairchild would | eapfrog from13th to
10t h among worl d chi prakers.

Again, the U S. governnent was divided in its assessnents of
the sale's inplications. Mny argued that actions |like the
proposed nerger were just what the U S. sem conductor industry
needed to becone conpetitive again. Ohers argued that the
merger woul d jeopardize U S. security interests. Since Fairchild
made defense products under contracts worth $150 nmillion a year,
Fujitsu woul d conceivably have had access to contracts, catal ogs,
and Defense Departnent docunents. And since Japan traded with
the Soviet Union, it was argued, the sale m ght easily conprom se
US mlitary security interests. The controversy caused Fujitsu
to withdraw the offer.

Both of these cases illustrate the painful tradeoff between
preserving mlitary autonomy and relative capability through
trade and investnment restrictions, and stinulating comerci al
i nnovative capability through market opening. 1In the first case
opening was preferred; in the second, it was denied. Overal
policy on trade controls was inconsistent but, in general, export
controls were given priority over neasures with the potential to



increase U.S. conpetitiveness.

A second problemw th trade and i nvestnent restrictions was
that they led to an expansion of state control over donestic
society. Part of the Reagan Administration's strategy to gain
i ncreased executive authority, so as to reduce perceived security
threats and vulnerabilities in economc relations with Warsaw
Pact countries, was to exaggerate vulnerability clains for the
pur pose of expandi ng the donestic scope of the state regulation
in order to protect "national security."” Export controls
restricted attendance at scientific conferences in the United
States where unclassified material was presented, and the
Depart ment of Defense was required to review unclassified
scientific research before publication. The National Acadeny of
Sci ences and ot hers argued that these controls inpinged on basic
constitutional freedons in the United States, |leading to the
increased mlitarization of civil society.

The story of U S.-Soviet econonmic relations during the Cold
War nicely illustrates the new econom c security dilemm that
many policy elites will face in the post-Cold War era if they
continue to conceptualize security within traditional state-
centered and mlitary assunptions. The Soviet Union, with a
weakeni ng defense industrial base, attenpted to strengthen its
position--not through increased donestic innovative activity, but
through attenpts to acquire technol ogical resources in
international markets. Those nmarkets, however, were controlled
by Western firns who mani pul ated themto ensure continued Sovi et
commer ci al dependence on Western inputs, thereby increasing
Soviet mlitary vulnerability. They were further controlled by
both unilateral and nultilateral export restrictions. There was
no evi dence that the sale of those technol ogi es had bol stered
Soviet mlitary strength by closing the technol ogy gap between
the USSR and the West. These points raise the question: Wich
strategy, if either, was nost responsible for the eventual Sovi et
coll apse? 1In a dynam c sense, neither was. Rather, it was the
initial Societ decision to pursue autarchy which set it on a
di vergent devel opnment path that led to | ower technol ogi ca



capabilities and eventually forced it to seek external sources in
order to try to catch up

For the United States, the dilemm presented itself in a
different form export controls, intended to ensure that the
fruits of innovation did not fall into the hands of mlitary
rivals, were resisted in the private sector because of perceived
harmto donestic innovative activity. They were also resisted by
scientific and technical elites on the basis of the argunent that
t hey i npinged on constitutional freedons.

The Economic Security Dilemma in the Post-Cold war era.

As | argued above, nost policy elites who focus on the
vul nerability effects of international interdependence face the
di l emma of bal ancing their access to technol ogi es necessary to
mlitary strength that provide security while keeping markets
nore or |less open. This may, however, be nore of a congnitive
probl emthan a practical one. Since Wrld War |1, very few
countries, except for the United States and the Soviet Union,
have had either the technol ogi cal edge or the practical
possibility of reducing technol ogical sensitivities to market
forces. Even Japan, posited by sone as a future "chall enger,”
has little hope of achieving this position anytinme soon. "Real"
mlitary vulnerability therefore remains nore of a theoretical
possibility than an existing fact; turning such theoretical
possibilities into the threats that could notivate real security
policies will be difficult.

As with the different dilenmas faced by the United States
and the Soviet Union during the Cold War, the econom c security
dil emmas states face in the post-Cold War era will differ with
their position in international nmarkets and the resources
avai lable within their own sovereign jurisdictions. Their choice
of neasures for market control will ultimately be determ ned by
the nature and extent of perceived vulnerabilities shaped by
those material factors. Below | outline briefly how those
dilemmas are likely to be perceived and whomthey are nost |ikely
to affect.

The former Soviet Union (FSU)



One of the central econom c problens in fornmer Conmuni st
countries is the state's alnost total inability to contro
mar kets and to establish stable property rights on the basis of
mar ket rational behavior. To establish stable property rights
is, perhaps, the first and forenost requirenent for the
production of resources inportant to mlitary strength in the era
of gl obalization, since foreign investnent will otherw se be
stunted. The fact that Russia and the other republics of the FSU
have not been able to do this neans that it is one of the regions
nost vul nerable in the face of global econom c interdependence.
It al so neans, sonewhat ironically, that the West could becone
vul nerabl e, and threatened, as a result of the region's
di sintegration, turnmoil, and potential econom c collapse. Wthin
the Cold War logic, the prospect of the fragnentation of a
power ful Soviet Union was a wel come scenario, inasnmuch as a
fragnented Soviet Union would be a | ess powerful adversary whose
"threats" to western security would be reduced. In the aftermath
of Communi sm however, the threat is seen not as one of
i ntention--of econom c blackmail, |everage, and the use of
econonmi c relations for political and mlitary ends--but rather as
a threat of unintended chaos over which new and fragile
governments will have little control. By the beginning of 1993,
production had all but halted as | arge congl onerates becane
tradi ng conpanies, extracting profits frombarter. Supplies of
goods and services could not be assured, idling other
enterprises. And wage |evels had col |l apsed, too, under the
i npact of inflation and devaluation of the ruble, leading to
fears of technol ogy exodus fromthe forner Soviet Union to
dangerous Third Wrld countries, and replacing fears of
t echnol ogy exodus to the Soviet Union fromthe West.

Uncertainty over control of econom c forces and the
di sintegration of the Soviet state has also | ed many of the
t housands of Soviet scientists trained in building nuclear and
chem cal weapons to think about selling their expertise to the
hi ghest bidder, including states such as North Korea, Libya and
Irag, thereby increasing the mlitary "threat"” fromthose areas



to the West and to the former Soviet Union itself. [In another
exanple, a group of forner party elites in Russia with good
connections to the state bank--prom sing easy credit terns--
bought dual -use space technol ogy and planned in early 1992 to
sell it in global markets. Although Russian President Yeltsin
has threatened to i npose sanctions on such activities, it is
entirely uncl ear whether his governnment has the wherewithal to do
so.

In order to prevent this technol ogy exodus fromthe forner
USSR to ot her dangerous countries, the Bush Adm nistration
initially provided $25 mllion to help finance an international
sci ence and technol ogy center supporting former Soviet scientists
and engi neers so that they could redirect their talents to non-
mlitary endeavors and, nore recently, has put substantial suns
into the disassenbly of nucl ear weapons and purchase of nucl ear
materials. At the sane time, however, the United States has
bl ocked the purchase of mssiles, rocket engines, satellites,
space reactors, spacecraft and ot her aerospace technol ogy from
the former Soviet Union, in order to force the decline of the
Russi an space and mlitary industry so that it could pose no
future threat to the US. Mny argue that this enbargo coul d
further force forner Soviet scientists to sell their know edge to
potential mlitary rivals in the Third Wrld.

The Third Worl d

Most Third World countries, except, perhaps, the Newy
| ndustrializing Countries of East Asia, have little innovative
capability, few technol ogies to offer for cooperative projects,
and little state capacity to nmaintain autonomy in the face of
i nternational econom c interdependence. Poor Third World
countries have weak states, little control over nmarkets, and
limted ability to cushion thensel ves agai nst shocks, inposed by
changes in the international econony, that threaten what strength
they have. By contrast, industrialized nations, with their
resilient political institutions, strong econom es, efficient
bur eaucraci es, and control over markets and sources of raw
mat eri al s supply possess the capabilities to withstand the



i nternational econom c vacillations that render |ess-devel oped
countries vulnerable. Third Wrld states are forced to inport
security resources fromthe international market. As discussed
above, the need to inport creates dependence on a supplier. The
Cold War | ed each superpower to place stiff political and

i deol ogi cal conditions on the sale of mlitarily rel evant goods,
forcing weaker states to beconme their clients in order to

mai ntain access to mlitary resources.

In the post-Cold War era, marked by di m ni shed i deol ogi cal
rivalry, with the conmercialization of resources necessary to
mlitary strength, and nore intense conpetition anong suppliers,
dependence on a single supplier has receded. Suppliers in the
technol ogically i nnovative countries who are faced with the need
to extend production runs will be eager to supply this market,

i ncreasi ng supplier conpetition even nore. When dependence

on a single supplier is |lessened, industrialized states cannot

i npose "political conditionality" requirenments on inporters and
may perceive that they have | ess control over Third Wrld
inmporting states and their use of mlitary resources. And for
many Third World states, expanded choi ces increase state

aut onony.

Furthernore, without the security unbrella of a great power,
third world technol ogy inporters may seek to build up an
i ndi genous mlitary-industrial base that will be safe fromthe
vi ci ssitudes of international trade. They may seek to acquire
from abroad t he advanced t echnol ogy necessary for increased
donestic production efficiency and dual -use technol ogi es needed
to build weapons' production capabilities. Ilraq provides an
exanpl e.

Both before and in the wake of Iraqg's invasion of Kuwait, a
rash of reports appeared throughout Europe and the U.S. accusing
Western firns of selling to Iraq the very technol ogy that
enhanced the eneny's defense industrial base and jeopardi zed
Western security in the Persian Gulf. Most of those purchases of
commerci al high technol ogy were | egal and were authorized by
Western governnments in the effort to hel p bal ance against Iran's



power in the Mddle East. Wstern firns legally sold Iraq
i ndustrial production nmachinery which could be used to build
nucl ear weapons--indeed the U S. Commerce Departnment approved 771
licenses to export $2 billion worth of conputers, chem cals and
comuni cations equi pment to Iraq between 1985 and 1990. West
German firns legally sold Iraqg machi nery for maki ng gas
centrifuges--which can separate uranium 238 fromthe nore easily-
fissioned uranium 235, an essential step in creating weapons-
grade nuclear material. Furthernore, Iraq had been in good
standing with the International Atom c Energy Agency (I|AEA)
because nost of the technology it purchased could legitimtely be
used to enhance civilian production capabilities.

| ndeed, throughout the 1980s, several Third Wrld powers
sought to devel op chem cal and bi ol ogi cal weapons
capabilities. Because traditional Wstern export controls
were targeted on the Soviet Union, and the technol ogy becane
i ncreasingly avail abl e from non-Wstern suppliers whose export
controls were | ax, nost weapons' production technol ogies were
avai |l abl e on international markets. Even when controls were in
pl ace, private firns could legitimately claimthat they were
selling comercial, not mlitary technology. Most firns knew
that in Third World transactions, there were no legitinate
institutions nonitoring what was being sold and for what purpose.

The expected response in the future, therefore, would be for
policy elites in industrialized nations to control technol ogy
exports to the Third World in nuch the sane way that they
controll ed exports to the Soviet Union. |[|f the Soviet case
provi des an exanpl e, however, extensive export controls beyond
the restriction of mlitary technology are not required and their
costs in terns of reduced donestic innovative capability and
restriction of constitutional freedons at hone far exceed the
benefits. Recall that in the Soviet case, corporations did not
sell their nost advanced products, and still created dependence
on their "core" technol ogi es.

Furt hernore, because of econom c weakness, Third Wrld
pur chases of advanced Western technology are likely to go the way



of Sovi et purchases. Wstern technology had little "spillover”
effect on the industrial base of the Soviet econony as a
whol e. The successful utilization of technol ogy within any
country depends on the extent to which its positive effects can
be diffused throughout an industry, sector, or the econony as a
whol e. The success of comercial technology transfer depends on
the nation's industrial structure and whether that structure
provi des for strong |inkages anong rel ated industries through
whi ch the positive effects of innovation can spread. And the
speed at which comrercial innovation can be translated into
weapons' systens seens to depend on the strength of the networks
bet ween scientists, engineers, and defense contractors in
mlitary and civilian industries and policy-nmakers in
gover nnent .

Wthin a state that has a "mlitary-industrial conplex,"”
t hese networks are both tight and stable. But in weak countries
such |inkages do not exist, and the positive effects of
commercial technology inports on mlitary strength will be snal
or nil. Finally, if scarce resources are invested in mlitary
technol ogy, Third World states will undercut their ability to
i nnovat e and devel op, perpetuating their dependence on the
international market. This does not mean, of course, that they
cannot devel op weapons of mass destruction and crude, but
capabl e, delivery systens. The cases of Irag, India and China
denonstrate this. But it is unlikely that they will be able to
devel op the sophisticated support and delivery systens necessary
to make the weaponry wholly effective or reliable.

The Industrial States of Wstern Europe

During the Cold War, the United States provided the mlitary
resources perceived necessary for its allies' security. The NATO
alliance itself weakened fears associated with the security
dil emma anong its nmenbers. These two factors alleviated nuch of
their perceived need to commt resources to arnms production and
to create the structures necessary to transl ate conmerci al
i nnovation into weaponry. Instead, U S. allies concentrated on
nore profitable conmercial innovative activity. These countries,



therefore, (wWith certain exceptions) began the post-Cold War era
wi t hout having in place the 'networks' or policy communities
necessary to imrediately or effectively translate technol ogy from
comercial use to mlitary application

In the post-Cold War environnent, however, several forces
have converged to raise fears of a new econom c security dil ema
anong deci si onnakers within these states. The waning of the Cold
War, the end of the Soviet threat and the Soviet Union and the
relative decline of the U S. econony have conbined to pressure
these states into providing the mlitary resources thought
necessary for their own security. But the rising costs of
both mlitary and civilian R& necessary to do so appear
prohi bitive, and they have been unwilling to relinquish their
full autonony by conpletely ceding resource allocation to the
mar ket .

Wth respect to the comercial industries of concern in this
essay, the solution appeared to be a conbination of state
cooperation in research and devel opnent and the fostering of
strategic corporate alliances anong private firns. At the |evel
of interstate cooperation, prograns |ike FAST (designed to devise
long-termjoint research activities), EUREKA and ESPRI T
(cooperative activity between private firnms and national research
institutes for R&D), BRITE (a programto dissem nate R&D
results), RACE (a programto integrate telecomrunications
systen), and JESSI (a consortiumfor mcroelectronics research)
proliferated in the 1980s. Although their success was in
doubt in the 1990s, the energence of these prograns indicated the
begi nni ng of a new under standi ng anong policy elites of the
requi renents for security under econom c interdependence.

At the level of private interaction, particularly in high
t echnol ogy industries where custom zed production requires direct
contacts with end-users, and where convergi ng technol ogi es
require firnms to integrate a full line of products rather than
sinply selling a single piece of technol ogy, cooperative efforts
have sprung up anong European firns.[68]*** |n nost of these
projects, participants divide nmarket shares between them There



is, however, sone debate over the effectiveness of these |atter

arrangenments. These cartel-like structures clearly suppress
conpetition and, froma classical |iberal perspective, the
suppression of conpetition will danpen innovation. Nonetheless,

for the smaller countries, econoni es of scale and the pressures
of regional conpetition seemto require such fornms of

cooperation. A further problemis that all of these arrangenents
probably work best within a tight alliance structure. But in a
post-Col d war environnment, the stability of alliances may be
unpredictable. Finally, to the extent that states nust give

up part of their control over these arrangenents, they also give
up sone of the functional distinctions between them and their
societies may cone to recogni ze that these states nust conprom se
the task of protection from one anot her.

Concl usi ons

In this chapter, | have attenpted to delineate the issues
that make up the construction of the new security dil emma under
i nternational econom c interdependence. |In contrast to the

traditional assunption that the state's security rests on the
threat, use, and control of mlitary force and that mlitary
power is an essential ingredient of both state survival and
prosperity, | have argued here that resources necessary to
mlitary strength increasingly escape the state's control.
Efforts to "strike back” and gain control vary with state
devel opnent, capacity, size, resource distribution, and nmarket
power. Most of these efforts, however, are either
count erproductive (inmport and export controls and the
concentration of donestic resources on mlitary R&D) or, if
potentially successful, are available to only a few states (co-
devel opnent, co-production, and strategic corporate alliances).
Third world states nust continue to inport military
resources and will be at a disadvantage in trade with those who
dom nate markets. Nonetheless, their position nmay have inproved
with the end of the Cold War and the dissolution of its rigid
patron-client relationships. The former Soviet Union has the
| east control of all in that it has not yet been able to



stabilize the econom c forces necessary to either produce
resources essential to mlitary strength or gain a narket
position that would |lead it away from dependence on those who
woul d control markets for their own advant age.

Thi s argunent, however, has been |argely suggestive rather
t han conclusive. Future research should address the foll ow ng
guestions: |If economc vulnerability fears persist, what bal ance
of state intervention and the market allocation will allow
technol ogi cal innovation to flourish, yet maintain state control
over allocation of resources deened essential to security? What
political and econom c structures are conpatible with this
process? Under what conditions are sone states structurally
advant aged or di sadvantaged in the pursuit of technol ogi cal
i nnovation in the current world environnment?

Such questions mght not be the right ones to ask, inasmuch
as they continue to be fornmulated within the traditional
assunptions about states as "black boxed" central actors, and

"security" as correlated with mlitary power. In light of
argunments nmade here and in the other chapters in this vol une,
such assunptions may no |longer be valid. |If such is the case,

the fram ng of concerns and policies about innovation and
conpetitiveness in terns of national security may be nore in the
nature of "spitting into the wind® than "defending the national

interest.” Nonetheless, the dom nance of this new security
dilema in the political discourse may act to decisively change
the way security will be defined in the comng years. |In much

the sane way that nucl ear interdependence between the United
States and the Soviet Union changed threat expectations and the
role of the mlitary in protecting national security, changing
econonmic conditions could lead to a new security "probl emati que"”
in international relations.

Three scenarios are possible, each calling for a changing
conception of security concerns in a changing international
environment. First, with regard to the distribution of
capabilities that lead to vulnerability, it is possible that a
gqualitative leap in innovative capability will give one state



(Japan) or region (the European Comrunity) the status of a new
i nternational hegenon. A benign hegenon could provide for the
security of its allies, in nmuch the sane way that the United
States did during the Cold War. A nore self-interested hegenon
m ght mani pul ate and control international markets to enhance its
own capabilities at the expense of others. Technol ogy diffusion
wi || enhance the econom es of those inporters who possess the
infrastructure, policy networks, and econom c |inkages to use
inmports to strengthen capability. |If the argunment presented here
is correct, many of the problenms of hegenony that plagued United
States in the Cold War are likely to foll ow any new hegenon in
t he post-Cold War peri od.

This scenario focuses on vulnerabilities and ignores
however, suggest
that the forces under exam nation here can weaken threats, even

changing threats. The argunents of the "doves,

whil e they exacerbate vulnerabilities. Threat reduction,
however, will have both external and internal consequences, wth
conflicting inplications for the construction of security. A
second scenario, then, |ooks to the rise of "trading states"” who
devote fewer and fewer resources to defense, In this scenario,
the policy networks between industry and the mlitary essenti al
to the rapid translation of conmercial innovation to mlitary
power will wither, reducing vulnerabilities as well as threats.
The draining of both threats and vulnerabilities frominterstate
relations will expand the growth of "republican unions" and
"pluralistic security communities” that will reinforce threat
reduction, ultimately strengthening the international society of
st at es.

In a third scenario, however, interdependence and the threat
reduction it triggers could have internal consequences that
expand the power of the state. |If central policy makers cannot
find external threats, a mmjor source of social nobilization is
wi thheld fromthe state, and a central basis for its legitinmation
is weakened. W can understand this process in a nore nundane
sense when we renenber that, in the United States, traditional
threat definitions constructed by traditional "hawks" fuel ed



def ense expenditures that, in turn, supported enploynent and kept
political constituencies happy. The story of exaggerated threats
and vulnerabilities to expand state power as told in this paper

also illustrates this point. In the post-cold war environnent,
will politicians need to manufacture or find new kinds of threats
to maintain their political power?

No matter which of these scenarios is realized, | have

suggested here that material changes in the international econony
have affected the hopes, fears, and cognitive understandi ngs of
the policy elite as they engage in the task of reconstructing the
requi renents for national security. The third scenario above
suggests that a wi despread belief in the new security dil emma
under international econom c interdependence could, ultimtely,
mean the extension of security concerns and mlitary issues into
econonmi c realns far nore than has been the case during the period
since 1945. This would not necessarily be a positive

devel opnment. As the story of U S. economc relations with the
Sovi et Uni on suggests, the definition of economc interaction as
a security issue gave the state the |license to control new areas
of social activity and to raise fears of encroachnent on
constitutional freedons. And a nassive Anerican mlitary
establishment built to wage gl obal war against totalitarian
regimes will naturally look for a new security agenda to justify
its continued existence. Raising the specter of an "econom c
security dilema"” my be an inportant part of this strategy.

| ncreasi ng gl obal econom c i nterdependence has not yet changed

t he basi c assunptions of the national security debate; indeed, it
has provided an excuse to expand the range of concerns that are
consi dered "security" issues.
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