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No one at the end of the twentieth century is less prepared [than the
United States] for the competition that lies ahead in the twenty-first
century.
—LESTER THUROW, 1992

The Cold War is over: Germany and Japan have won.
—SENATOR PAUL TSONGAS, 1992
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Introduction

Abe Lincoln once said, “If we could first know where we
are, and whither we are tending, we could better judge what to do,
and how to do it.”1 Lifted from its domestic political context in 1858
into the global political context of the early twenty-first century, this
proposition retains refreshing clarity. By the late 1980s, as the Cold
War was ending, answers were being offered to Lincoln’s timeless
questions, and over the next decade several more followed. Some
of them are now widely known by their slogans—“imperial over-
stretch,” “the end of history,” “the obsolescence of war,” “the dem-
ocratic peace,” “the grand chessboard,” “the clash of civilizations,”
and “globalization.”2 Others have captured less public attention, re-
maining relegated to academic circles.3 None, however, has been
widely accepted as explaining “where we are” or “whither we are
tending,” to say nothing of addressing the other two questions. Each
proffered answer provides important insights—some more than oth-
ers—and all taken together still do not suggest even a core of a con-
sensus.

If that was not clear before the events of 11 September 2001, it
certainly was afterward. Samuel Huntington’s “clash of civiliza-
tions” seemed to say something about why those events occurred,
and Zbigniew Brzezinski’s view of Eurasia as a “grand chessboard”
offered some insights into how to employ U.S. power in Asia, where
the perpetrators of those attacks were located. The larger issues of
the place and role of American power in the world, however, es-
pecially U.S. alliance relations, remain confusing.

The United States vacillates between accepting international
leadership responsibilities and behaving like just one more sover-
eign state among all the others, looking after its own business and
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refusing to be more than marginally concerned about international
rules and practices. Americans celebrate the breakup of the Soviet
Union and its “socialist camp” of satellites, allies, and sympathizers
but remain ambivalent about paying the price of maintaining the
“capitalist camp”—the Western international system, which is the
institutional matrix for the global economy and security. This atti-
tude creates a lack of clear purpose that goes far in explaining why
U.S. military actions since 1990 have yielded mixed results even
when they have been operationally successful.

The attacks on the World Trade Center and the Pentagon have
increased rather than reduced the ambivalence. When NATO voted
to invoke Article 5 of the North Atlantic Treaty for the first time in
its history in support of the United States after it was attacked on
11 September 2001, American leaders essentially ignored the reso-
lution and initially rejected several NATO countries’ offer of mili-
tary support for U.S. military operations in Afghanistan. They si-
multaneously disdained “multilateralism” and appealed to it for
creating a coalition to fight terrorism, apparently unaware that “ter-
rorism” cannot be defeated, that it is not an enemy but a tactic—a
tactic, moreover, that the United States has widely used.4

Whether Republicans or Democrats are in charge of American
foreign policy seems to make a difference only in the nature of the
confusion, not in the effectiveness with which American power is
employed. Coming from opposite ends of the American political
spectrum, both seem to misunderstand the scale and the nature of
American power. They both misread, although in opposite ways, the
importance of allies and many of the international organizations the
United States established after World War II. The problem, it seems,
is larger than Democrats and Republicans, leftish or rightish foreign
policies and strategies.

Could it be that the world is really at a turning point in the
nature of international politics? Does understanding it require a
breakthrough in our thinking, somewhat like the change in scientific
thought from Newtonian physics to Einstein’s relativity theory and
Heisenberg’s quantum mechanics? At least two scholars apparently
believe that it does. Both Francis Fukuyama (“the end of history”)
and Samuel Huntington (“the clash of civilizations”), in different
and incompatible ways, describe the contemporary epoch as quali-
tatively different, not just more of that same old power politics
among nations, punctuated by occasional efforts to govern by for-
mulas for peace through disarmament, trade, and cooperation.
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We reach a similar conclusion, but we interpret the nature of the
change differently. As we see it, the United States is in a strategic
position for which history offers no precedent. The root cause of the
change is the sheer magnitude of American power combined with
its manifold dimensions, a quantitative change that also brings qual-
itative changes. As a result, many of the commonly accepted max-
ims, propositions, and theories of international politics are as apt to
mislead as to clarify our thinking about effective policy making. Not
that they all are now invalid; rather, they apply in different or lim-
ited fashions.

The starting point for most of the book’s chapters, therefore, is
an appreciation of the magnitude of American power vis-à-vis the
rest of the world. When the additional power of U.S. allies is in-
cluded, the magnitude is truly staggering.

The next point is perhaps the most important: explaining the
sources of American power. Several countries in the world have
large areas and populations and are endowed with vast natural re-
sources, but they have been unable to convert those assets into
equally vast power. Some countries have amassed great empires,
spanning large parts of the world, but none has come close to having
either the quantity or the quality of American hegemony.

Yet another distinctive point concerns the many dimensions of
American power, far beyond economic, technological, and military
power. Others have described these dimensions as “soft power,” a
label that underestimates their importance and misleads about how
they work for and against U.S. leadership in world politics. These
various dimensions are not simply additive. That is, they cannot be
summed up to yield an accurate measure of total American power.
Most of them are derivative of economic and scientific power, but
their effects multiply within certain institutional arrangements that
the United States has built up in the world over many decades.

For example, the superiority of American business institutions
and corporate governance may look like “soft” power, which Joseph
Nye defines as the ability to attract others to take some desired ac-
tion, as opposed to “hard power,” which he defines as the ability to
compel others to do something.5 But when one compares the U.S.
capacity to address its savings-and-loan scandal with Japan’s creep-
ing pace in forcing its banks to write off hundreds of billions of
dollars in nonperforming loans, such power looks fairly hard be-
cause it confronts the delinquent institutions with a stronger U.S.
economy that imposes stronger competition on them. Demographic
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trends, favorable for the United States but unfavorable for Europe and
Japan, are not traditionally considered hard or soft indicators of
power although they were by monarchs in eighteenth-century Eu-
rope.6 The effect of the brain drain from the rest of the world to Amer-
ican universities is difficult to quantify, but it contributes to hardU.S.
power. Although superiority in high culture and mass culture per-
haps qualifies as purely soft power, it remains a hard fact that coun-
terbalancing that superiority is difficult—if it can be done at all.

It is a mistake, however, to see soft power as working just for the
United States. America’s allies, formal and informal, exercise con-
siderable influence as well, constraining and nudging U.S. foreign,
economic, and military policies in many ways. In the chapters that
explain the large power gaps between the United States and the rest
of the world, it is also apparent that many countries profit greatly
under the American umbrella. This is true not only for defense and
trade but also for education, science, and culture. The benefits of
the dominance of American science and universities, for example,
are broadly shared, just as are those of U.S. military hegemony and
foreign access to American markets. That is why U.S. congressmen
sometimes make charges of “freeloading” against other countries.
This phenomenon might be described as interdependence, but that
term has a particular meaning acquired in the 1970s and 1980s con-
nected only to first-world relations with the third world. The con-
nections we describe are among first-world states and are more nu-
merous and complex, suggesting that America’s allies have no less
a stake in the mutual relations than the United States—and in most
cases a great deal more, because they could suffer more than the
United States without those relations.

Elaborating these three points tells us a great deal more about
American power than is generally appreciated, but it is difficult to
do without seeming to celebrate and boast. As much of the text will
reveal, that is not our aim. Instinctively most Americans know that
the arrogance of power is power’s greatest enemy. Today, however,
more than a few American leaders from all points on the political
spectrum periodically forget it. Our accounting of American power,
therefore, is meant to induce reflective modesty in American polit-
ical discourse so that responsibilities of that power can be properly
understood at a confusing time. Through most of the twentieth cen-
tury, including much of the Cold War, it was assumed in the public
debate that the United States had a choice about those responsibil-
ities. It could carry them as charity work for other countries or drop
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them without great damage to its own peace and prosperity. That
has been a false choice for some time. The wealthy countries in the
world have become deeply entangled with the United States so that
neither they nor the United States can easily disengage.

Understanding why, we suggest, requires recognizing that the
United States has created, perhaps inadvertently, a new type of im-
perial regime. It is an empire, but not the traditional kind. Structur-
ally and qualitatively it differs fundamentally from all past empires.
Using the terms imperial and empire risks confusion because those
words convey notions of a hierarchy of power, subordination, and
dominance that are either missing from the American empire or
only loosely institutionalized. Yet it is difficult to find apter termi-
nology. How durable this new imperial system is remains an open
question.

As the metropole, the United States may have great discretion in
exercising power, but it built its empire by being willing to let its
allies limit that discretion. On rare occasions it must exceed the
limits to avoid the paralysis that has always beset large coalitions
of states in which each has a veto over collective action. If the result
in those cases is not productive for the empire, however, American
leaders will have damaged the legitimacy of the imperial regime. In
other words, this regime has an inchoate constitutional character
deriving from America’s constitutional philosophy.

At the same time, the empire is not simply based on principles
of world federalism. Rather, it is a voluntary community of sover-
eign states, most of which have mature constitutional regimes. U.S.
military power stands as the ultimate sanction against threats from
outside the empire and enforcement of norms within it. To be po-
litically effective, this sanction has to be exercised on the basis of
military coalitions. Unilateral use of U.S. military power, while not
precluded, is extremely risky for the health of the imperial order.

In principle, there is no reason why some other political center
in the world could not lead this empire as long as it adhered to the
general rules and was ultimately vindicated by results when it dared
to violate those rules. A united Europe, for example, might prove
able to lead it.

As we delve into the sources of American power and its spread
in the world, we will elaborate several “subversive ideas”—that is,
ideas that undercut much of the conventional wisdom now current
in thinking about American strategy and foreign policy.7 For exam-
ple, we will show why a campaign to spread democracy to other



6 INTRODUCT ION

countries is not necessarily a good idea. In too many cases that pol-
icy has prevented the development of civil society, human rights,
and effective economic performance. For another example, violence
and deadlocks in civil wars more often mark the road to constitu-
tional order than do mediation, voting, and other peaceful efforts.
For yet another, the number of countries outside the American em-
pire that will become full-fledged members over the next couple of
decades will be very small. New democracies may have come in
waves in the past century, but truly constitutional regimes did not
and have poor prospects of doing so in this century. Notwithstand-
ing the immensity of American power, its evangelical capacities are
limited except where they involve the use of decisive military force
followed by several decades of occupation and tutelage institution
building, or “nation building.”

Finally, we call into doubt some of the contemporary views of
what purposes U.S. military power serves. Many observers tend to
ignore, even disdain, some of the major military tasks that a Liberal8

empire must accomplish. Since the collapse of the Soviet Union the
idea that only a visible threat can justify U.S. force structure and
deployments is no longer adequate. The role of “military gover-
nance,” or what has sometimes been called imperial garrisoning, has
grown, although it remains an alien concept to contemporary Pen-
tagon planners. Still other conventional views will be challenged
here. Fixation on “exit strategies” for military interventions—so
popular since the end of the Vietnam War—was never wise, and it
is less so today. Deciding where to intervene now and over the long
run is a key question for the United States today. The meaning of
“victory” can no longer be what it was in World Wars I and II and
during the Cold War. Unlike a football game, keeping the peace in
key regions of the world has no time clock, no final whistle after
which the victorious team can celebrate while the losers go quietly
to the showers.

Less subversive of the conventional wisdom is our assessment
of how and why economic power has grown primarily in limited
regions of the globe. “Globalization” is not an explanation but a
misleading description of sustained economic growth. Markets work
badly without strong governmental institutions. As we will make
apparent, strong government is so scarce that vast regions of the
world cannot be rescued from poverty. Much of Eurasia and most
of Africa and Latin America will not respond to the standard rem-
edies recommended for their economic maladies. First world lar-



INTRODUCT ION 7

gesse to the third world simply cannot cure these maladies; it can
and normally does make them worse.

These several points foreshadow much of our answer to the
question of where we are. “Whither we are tending” is more difficult
to know. We will have more to say about it in our conclusion, but
our disposition toward a proper answer can be stated now. The fu-
ture of U.S. global hegemony is uncertain. Anyone can make guesses
about it, but no one can foretell it. It is true, however, that the ob-
jective bases of U.S. power are so great that one is encouraged to
believe that American hegemony can endure indefinitely. Outside
challengers are not a serious threat to it—neither rising powers like
China nor Al Qaeda and similar nonstate organizations. They can
cause the United States pain and damage, but they cannot destroy
American hegemony. Americans, however, can do so.

The temptation to offer advice and suggest strategies for long-
term maintenance of U.S. power is strong; in fact, friendly reviewers
have encouraged us to do so. In several chapters, we make points
about how to improve U.S. capabilities and to avoid serious prob-
lems with them, but these points are as much a part of the descrip-
tion of those capabilities as recipes for ensuring their long-term du-
rability. A more realistic approach is to emphasize the uncertainties
and to throw doubt on recipes, formulas, and programs. We simply
cannot provide a big “game plan” for the United States to follow,
assured of success in advance. There is no such game plan. Rational
choice making in leadership can seldom be more than probabilistic
guessing. And that grants fortune and luck a large role.

We can say with great confidence, however, that if Americans
and their leaders recognize both the vastness of their power and its
sources, including the United States’ mutual dependencies with
many other countries, they will understand that they have strong
prospects for sustaining the American empire for a very long time.
No leaders have ever had such capabilities at their disposal.

The most useful thing that observers can do is to provide study,
analysis, and insights that reduce uncertainties and improve prob-
abilities while avoiding doctrine or dogma. Leaders, of course, can-
not avoid the challenge of working out programs and strategies,
making day-to-day tactical decisions, and struggling to understand
the results before proceeding too far on a course that is not suc-
ceeding. There are no ironclad rules for that kind of leadership, but
critical study and analysis can help leaders gain occasional advan-
tageous glimpses through the fog of politics and war. That is our
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purpose—to provide a critical exploration that may help not only
leaders but also the attentive public to better appreciate where the
United States is today.

We begin with a description of the special character of American
institutions and how the United States has been led to create a new
international system based on those institutions. Then we examine
seven dimensions of American power—the military, demographics,
economic performance, university education, science, media, and
culture—showing the large gap in each between U.S. capacities and
those of all other countries in the world and overwhelming gaps
between the American empire and the rest of the world.

In the end, of course, we must face the question of what it all
means, but much of the answer should already be clear from dis-
cussions of the gaps. Three troubling conclusions can be mentioned
in advance.

First, the United States faces no rival, certainly not in the next
several decades, but it could succumb to its own caprice and im-
prudence. No one else can take its power away, but it can throw
that power away. The temptations for capricious American behavior
are great, and the probable consequences are grave.

Second, the United States faces an internal contradiction. On the
one hand, its concept of a limited state, constrained by checks and
balances with political leaders accountable before the law and the
electorate, has been projected as the supranational ideology of the
American empire, embodied in its international organizations. On
the other hand, it is impossible to construct checks and balances at
the international level that the United States would, or safely could,
accept. Moreover, many members of its empire would not accept
them either, in light of the implications for their own sovereignty.
Many of these nations would like to tie down the United States by
such means but would reject such constraints for themselves. The
most that can be achieved already exists: a kind of semiconstitu-
tional network of international organizations that will hold together
only so long as the United States provides adequate military power
for last-resort enforcement that is done with sufficient prudence to
avoid destroying the empire’s basic norms of limited political
power. Thus constitutional stability depends on a balance between
multilateralism that will eventually undermine enforcement and
unilateralism that risks eroding constitutional norms.

Third, the United States faces great uncertainties and dangers
from regions outside its empire, not of the traditional military and



INTRODUCT ION 9

economic sort but rather of the kind that come from incredible pov-
erty, social disorders, disease, and extremely weak governments.
The large majority of the world’s population lives under such re-
gimes. If our knowledge of how to deal with these problems has
improved, it is because five decades of experience have discredited
virtually all our theories about how to solve them through assistance
and guidance. Economic and social progress have been induced by
some assistance programs, but the unintended consequences have
too often brought more problems than were solved: oppressive dic-
tatorships, radical political movements, disease and famine, and an-
ger at the United States and its wealthy allies. Terrorism and pro-
liferation of weapons of mass destruction are additional unintended
consequences. With the exception of nuclear weapons, these are not
new developments. Variants of them accompanied the moderniza-
tion of Europe and North America in the eighteenth, nineteenth, and
early twentieth centuries. We will not deal with them in any com-
prehensive fashion because they are policy issues. We are concerned
primarily in understanding the structure of power and the institu-
tional character of the American-led international order.

Many other books over the past dozen or so years have offered
interpretations of that order. They normally begin with devastating
critiques and sometimes outright dismissals of the previous ones.
Our approach is different. We relegate to an appendix the “state of
the debate” for those readers who want a brief summary of the lit-
erature on U.S. economic performance vis-à-vis the rest of the world.
From the growing body of broader literature on the nature of the
contemporary international order we take ideas and concepts selec-
tively, building on them where they offer insights, and identifying
some of their limitations. We also go back to a few old concepts of
political thought that have become distorted or forgotten, yet remain
powerful tools of analysis. We do not, however, provide a critique
of all the relevant literature.





1 The Sources of
American Power

When one thinks of the sources of a state’s
power, land, natural resources, population, and favorable climate
come to mind. These qualities are important indeed, but alone they
do not explain why the United States is so powerful. Several other
countries have large land areas, vast natural resources, large popu-
lations, and reasonably favorable climates but have failed to convert
them into great power.

Why, then, has the United States been staggeringly more suc-
cessful at converting these resources into unprecedented wealth and
power? The answer is Liberal institutions.1 Many Americans instinc-
tively know this, but very few understand precisely why it is true.

By institutions, we do not mean organizations. Institutions are
patterns, rules, and practices most often manifest in organizations—
political, social, and economic—but not limited to them. They also
include ideologies, which are made up of beliefs—religious, moral,
and cultural—that individuals use to explain and rationalize the
world around them.

Two propositions are critical to understanding the sources and
distinctive nature of American power. Both are at odds with au-
thoritative wisdom today. Together, they support a third proposition
about the durability of American hegemony.

First, countries without Liberal political systems are unlikely to
generate them quickly, and most will fail in the effort. While tran-
sitions to democracy have come in impressive waves, transitions to
regimes with Liberal institutions have been remarkably few. There
is little reason, therefore, to expect that the number will increase
very much over the next several decades.

Second, for a country to become economically powerful and re-
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main so more than temporarily, it must have Liberal political and
economic institutions. The few apparent exceptions—authoritarian
oil-wealthy countries, for example—depend on steady interaction
with wealthy Liberal states to provide important innovations and
new technology necessary to sustain their modernization. Or they
have been short-lived, like such totalitarian countries as Nazi Ger-
many and the Soviet Union. Cut off from the West, their modernity
will become obsolete.

Third, in light of the first two propositions, the distribution of
power in the world will not change markedly in the next several
decades. The countries that are succeeding economically will con-
tinue to do so, while those countries with poor economic perfor-
mance will continue to remain poor.

These assertions mean that China, Russia, India, or any other
potentially large power simply cannot thrive without adopting Lib-
eral institutions. That is, they will have to achieve constitutional
breakthroughs and sustain them indefinitely. They may modernize,
building considerable industrial power, but they cannot innovate
effectively to sustain their modernization except by continuing to
be closely linked with the United States and other Liberal countries.
In other words, while Samuel Huntington’s “clash of civilizations”
thesis is highly compelling in some regards, it fails to convince us
that non-Western civilizations can sustain their modernization and
also clash with the West. They may indeed clash, but that will cost
them lots of cash, while preventing them from remaining modern
by borrowing.

Huntington is right that these states have little chance of West-
ernizing. They may have “democratic breakthroughs,” but Western-
izing requires “constitutional breakthroughs.” Moreover, democracy
without a durable constitutional order may well prevent achieving
that order.

To make these claims compelling, we must first decouple two
concepts that have been conflated in the American public mind—
Liberalism and democracy. The two have always been in tension in
the United States, and to good advantage, but the original idea of
Liberalism has been transmuted, distorted, and pushed out of our
public consciousness, leaving us unable to recognize the most im-
portant source of our power. Not only is a grasp of the original con-
cept essential for understanding American power, but it also allows
one to appreciate why a constitutional order is so difficult to estab-
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lish and why democracy is as likely to obstruct a constitutional
breakthrough as to facilitate it.

With that done, we must turn to the connection between politi-
cal institutions and economic performance. Here again, category
confusion makes it difficult for public discourse to avoid misleading
conclusions. As we shall try to show, debating whether or not de-
mocracy promotes economic growth is asking the wrong question.
Similarly, to argue that capitalist economies do not need powerful
state institutions, as businessmen’s political parties normally do, is
to misunderstand what makes markets work effectively. The popular
misconception that state direction of the economy can produce both
sustained economic growth and great social equity has suffered set-
backs with the collapse of the Soviet Union, but the equally popular
misconception that market economies do not require state rule en-
forcement still enjoys a following.

To make this economic case, we will elaborate what seems to be
an emerging understanding of how political institutions affect eco-
nomic performance. We must also explore why countries find it so
difficult to change their institutions, even when they recognize that
those institutions are keeping them poor and weak.

The resulting picture should make clear why the United States
in particular and countries with Liberal institutions in general are
far more successful than other countries in converting land, labor,
and capital into economic, political, military, scientific, and cultural
power. It also provides the concepts and ideas for the arguments in
the rest of the book.

Liberalism Versus Democracy

When Americans speak of democracy, they normally mean
liberal democracy. Democracy is not the first idea, or even the most
basic one, in American institutions. Liberalism is.2 This is not the
welfare transfer payments of the New Deal and the Great Society or
Norman Thomas’s version of socialism. It is the proposition that
individuals have rights, which no state can justly abridge. Samuel
Huntington has put it most succinctly: “The essence of Western cul-
ture is the Magna Carta.”3 By signing this document in 1215, King
John agreed to a list of rights for his nobles which he swore not to
violate, establishing a precedent that would become central to En-
glish and American political thought. (It is seldom remembered,
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however, that King John sought and received the pope’s approval
for breaking his oath within a couple of months after signing the
document.4 No English king thereafter agreed fully to such limits
until the late seventeenth century.) In his history of European Lib-
eralism, Guido de Ruggiero similarly traces its origins to the Middle
Ages, “the period of the exclusive dominion of private rights. There
are no such things as independent public rights” in a feudal regime.
Liberalism also has religious roots. “Liberty is consciousness of one-
self, of one’s own infinite spiritual value; and the same recognition
in the case of other people naturally follows from this immediate
revelation.” Such revelation requires the kind of “free examination”
insisted on by Calvin and other leaders of the Protestant Reforma-
tion that made it “the source not only of religious liberty but of all
modern liberalism,” opening the door to rapid advances in science
and technology.5 Thus the political relation between the state and
the individual in Liberal countries in modern Europe is the reestab-
lishment, albeit in different specificities, of the contractual nature
of that relation in the feudal state: limits and rights, obligations and
liberties, for both.6

How does this European experience relate to the United States?
The American pattern of highly diffused political power to state and
local governments descends from feudal Europe, not modern Eu-
rope.7 The U.S. federal system began with a very weak center char-
acteristic of feudal monarchies. It never went through the central-
izing absolutism that characterized the Europe of Louis XIV in
France and Frederick the Great in Prussia. The makers of the Amer-
ican Revolution did not seek the abolition of the ancien régime, as
did those who made the French Revolution. They defended the in-
stitutions of the ancien régime in reaction to King George III’s abuse
of traditional English institutions.8

Accordingly, the drafters of the Declaration of Independence and
the U.S. Constitution did not set out to create a democracy. Most of
them saw democracy as a danger to the very liberties they sought
to ensure. Instead, they focused on how to limit the state, how to
bind it so that it cannot abridge individual liberties. To do that, they
had to take away the ruler’s right to make a number of decisions,
and that required them to find other ways to make these decisions.
For example, who will be the ruler? And who will decide the laws
by which he will rule? Establishing voting procedures for a limited
set of citizens was the answer, as it was in England after the Glorious
Revolution of 1689, and as it is everywhere that truly Liberal re-
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gimes have been established. When power passes from “the one” to
“the few,” voting becomes imperative as a decision-making proce-
dure. It becomes a democratic procedure when voting is by “the
many.” Only about one-half of U.S. male adults could vote before
the Civil War, and universal suffrage came only in 1920. Although
federal law gave voting rights to African-Americans after the Civil
War, in practice such rights were uncertain to nonexistent in the
South until the 1960s.

The Declaration of Independence, in underscoring “life, liberty,
and the pursuit of happiness,” declared that citizens have political
and economic freedoms—safety for one’s life, the right to own prop-
erty, and the right to pursue economic well-being through use of
private property and one’s labor. It says nothing about majority rule,
and certainly nothing about democracy. Rather it asserts individual
rights vis-à-vis the state.

The American founding fathers did not relegate democracy to a
status below Liberalism only because they were concerned with lim-
iting state power. Most of them were deeply distrustful of democ-
racy, a disposition that the first decades of the new republic’s polit-
ical experience periodically vindicated. The founders established a
restricted franchise to limit the potential mischief that illiberal ma-
jorities could make, but that is often forgotten today. Americans are
keenly aware of their rights but associate them with democracy, not
with Liberalism. Perhaps understandably, because “wherever one
finds liberalism, . . . it is almost invariably coupled with democracy.
. . . The converse proposition, however, has become less and less
true.”9 This fact inspired one observer, Fareed Zakaria, to make the
point more strongly, warning of the spread of “illiberal democracy”
in today’s world.10

Implicit here is an important proposition: while Liberal regimes
inexorably become democratic, repeated and regular elections in il-
liberal democracies do not inexorably make them Liberal. In fact, it
is difficult to find examples of their ever having done so. More than
a decade of voting in Russia has not; nor have five decades of voting
in India. A century and a half of voting in numerous regimes in
South America has yet to produce a consistently Liberal polity
there. The story is much the same outside of Europe and a few coun-
tries in northeast Asia. Belatedly this point is gaining some scholarly
attention.11

Private property clearly must enjoy first place among the indi-
vidual liberties.12 This is true because private ownership of land and
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capital diffuses power. A number of countries in the world today—
most former Soviet republics and many in Africa and South Amer-
ica, for example—guarantee the rights of free speech, free assembly,
and due process in law in written constitutions, but their citizens
cannot exercise them because they do not have the means to influ-
ence legislation and to curb state officials who obstruct their exer-
cise of such rights. Citizens may freely vote for a parliament, but
without the power that private property conveys, they can neither
effectively influence the legislative process to ensure outcomes in
line with their rights nor compel the executive authorities to act
within the laws. Holding property, they may choose not to influence
policy making, but without property they cannot choose to influence
it. Where property rights are unstable or ownership is highly con-
centrated, other rights are in danger. As King John’s barons knew in
1215, and as English parliaments remembered in the 1600s, if the
king owns most of the property, tyranny is inevitable. The right to
private property, therefore, is a precondition for other liberties.

Admittedly, private property begets great inequities in the dis-
tribution of wealth, but where property rights have been stable and
wealth sufficiently diffused to prevent outright monopoly, other
civil liberties have become a reality for increasing numbers of citi-
zens. Where private ownership is not widespread and property
rights are not ensured by the state, civil liberties have been more an
aspiration than a reality, even in regimes with procedural democ-
racy.13

Proponents of the contemporary welfare liberalism may not
agree. Socialists certainly will not, be they Marxist, national, uto-
pian, Fabian, or some other type. Nothing in the experience of the
Soviet Union or any other socialist regime offers evidence to support
the view that state ownership of most of the economy can coexist
with constitutionally governed politics. Likewise, nothing in the
performance of socialist economies suggests that they improve the
overall welfare of their societies, although they have achieved
greater equality of income, normally at impoverished levels com-
pared with effective market economies.14 Ironically, all of the so-
cialist parties that have come to power in Europe have ruled over
market economies with private-property, not socialist, economies.
And where state ownership of large parts of the economy has been
tried—in Britain after World War II, for example—the result has
been declining performance.

This is not to dismiss the issues of social and economic ineq-
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uities that characterize Liberal regimes. Charles Dickens provided
an accurate picture of industrializing England, and many of the
charges by American labor leaders against business practices have
been well founded. The argument here is different. Liberties sur-
vived in England and the United States. Where the right of private
property has not been ensured, liberty has never existed, as in
Imperial Russia and China, or has perished, as in Nazi Germany and
the communist states of Eastern Europe.

Democracy Versus Liberalism

It is instructive, even if somewhat repetitive, to turn the
“Liberal democracy” coin around and look at the other side. Al-
though democracy is the best-known and most popular American
institution, it is not the source of American power. Democracy is an
essential feature of the American political system, but it also has the
potential to destroy American power by destroying Liberal institu-
tions.

John Stuart Mill warned eloquently in his essay On Liberty of
the danger of “the tyranny of the majority.”15 Rule of the majority is
the banner of democracy. The primacy of rights is the banner of
Liberalism. And the battle is ever joined in Liberal democracies. No
statement of it has been clearer than the exchange between Colonel
Thomas Rainsborough, speaking for the Levelers at the Putney de-
bate against General Henry Ireton and Oliver Cromwell. The Lev-
elers sought economic “leveling” at the expense of the rich. Rains-
borough declared that “the poorest he in England hath a life to live
as the greatest he.”16 Ireton and Cromwell asked in reply if he would
violate God’s “natural law” of private property in order to achieve
such equality. They left the issue unresolved, but the practical im-
plication of God’s natural law as it concerned property was pre-
served in England.

There is no final resolution to this clash of political philosophies
about “who gets what, when, how.”17 Because it embraces the clash,
depending on repeated and continuing compromises, Liberal de-
mocracy entails an unending political struggle.

In academic circles, proponents of democracy increasingly gloss
or entirely ignore the role of Liberalism.18 The pages of the Journal
of Democracy are filled with articles about “consolidating,” “deep-
ening,” “rooting,” and other processes of democratic development.
Yet the flaws in the democracies that the authors of the articles want
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to rectify are almost always violations of liberties. These critics ap-
parently do not see the illogic of their prescriptions because Liber-
alism in their vocabulary has been buried within democracy and
wholly forgotten, leaving them talking a kind of nonsense about
rights.19 Others have not inadvertently buried Liberalism but believe
it stands in the way of true democracy, presumably defined as much
greater economic equality.20

Much ink has been spilt on defining democracy, obfuscating
more often than illuminating the matter, but Joseph Schumpeter has
usefully suggested that all definitions can be sorted into three types.
The first defines democracy according to its source—for example,
“the people.” The second is based on democracy’s purpose—that is,
what democracy is supposed to achieve. The third type of definition
treats democracy as a set of procedures for making decisions by
voting. Implementing it requires establishing the procedures, which
may vary widely.

As Schumpeter admits and as Samuel Huntington has more re-
cently emphasized, only the third type of definition is operational,
allowing it to be verified as indisputably extant or absent in a par-
ticular regime.21 The lack of operational criteria for verifying the
“source” or “purpose” of democracy leaves no practical way to
judge whether or not a regime qualifies as truly democratic.

One might object that such academic subtleties of democratic
theory are interesting but irrelevant, but if we want to remove the
confusion in everyday political discourse, then theory is highly rel-
evant. Democracy has been widely used as a brush by which to tar
Liberalism with all the social ills that accompany industrial devel-
opment, urbanization, and the breakdown of traditional social and
cultural patterns. Marx, of course, and all of those “Social Demo-
crats” who absorbed some version of his teachings, more effectively
put the onus on Liberalism than anyone else until the early twen-
tieth century. Then the Fascists in Italy and the National Socialists
in Germany did the same, blaming it for all our misfortunes. Both
ideologies required the destruction of Liberalism, first of all because
of its strong defense of individual rights against the democratic ma-
jorities that Nazis and communists could produce to back their pol-
icies aims. It is fair to say, therefore, that democracy unleavened by
Liberalism has served mankind very poorly.
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Constitutions

Authoritative and enforced constitutions are the sine qua
non for Liberal democratic regimes, but they tend to be taken for
granted, left to the domain of lawyers, and believed to be valid and
effective only when approved by a democratic referendum. This
causes confusion in the implementation of the U.S. foreign policy
goal of spreading democracy abroad. Letting democracy subsume
Liberalism, and viewing democracy as primarily about voting,
Americans can easily—although mistakenly—assume that spread-
ing democracy is the way to spread American Liberal institutions.
How is democracy to be spread? By introducing competitive elec-
tions. That, of course, is relatively easy to do, but as experience has
repeatedly shown, it almost never produces stable constitutional re-
gimes. If referenda and elections cannot do that, then how do such
regimes come into being? How is the breakthrough achieved from a
nonconstitutional regime to a constitutional one?

First, we must decide what criteria define a constitutional break-
through.22 How do we know that a regime has achieved a durable
constitutional basis? The Russian case today, among others, makes
clear what does not constitute a breakthrough: a written document
approved by a popular referendum. Russia has such a constitution,
but few observers contend that the Russian state is governed ac-
cording to its official constitution, that autonomous Russian courts
interpret the laws within the legal framework of the constitution,
and that officials are obliged to abide by court rulings. Putting the
issue the other way round, under what circumstances would the all
these things to be true about Russia? Or for any other country striv-
ing to create a constitutional government?

Stripped to its bare essentials, establishing a constitutional order
requires an agreement by the political elite on the following:

1. The rules to decide who rules.
2. The limits on state power—that is, individual “rights” that the

state must defend and not abridge or violate.
3. The rules for making new rules.

A practical question immediately arises: who are the elite? They
are people or groups who have sufficient power to violate rules with
impunity if they chose. Those without such power are not critical
for an initial constitutional agreement because they cannot disrupt
the deal being struck. The Russian case is instructive on this point.
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Although they do not publicly say so, several leaders and powerful
groups do not accept the Russian Federation’s constitution in prac-
tice. President Boris Yeltsin violated it with impunity on several
occasions, and President Vladimir Putin has done the same. The
secret police flout it. So do Russian military commanders in their
treatment of their soldiers and junior officers. Several regional lead-
ers reject it, insisting on the primacy of their local “national” con-
stitutions, and Moscow has responded to separatism in Chechnya
with brutal military oppression. The business “oligarchs,” tycoons
who became obscenely rich through privatization schemes during
the early 1990s, show little regard for Russia’s statutory law. Not-
withstanding the public referendum that approved the constitu-
tional draft in December 1993, the constitution has not become the
effective law of the land. This is true not only for Russia but also
for the majority of countries with written constitutions. To be effec-
tive, a constitution must bind a country’s most powerful. That some
people violate it is not a test of its effectiveness; whether violators
are punished is. If the powerful—those who cannot be punished—
violate the constitution, then they undermine the constitutionality
of the state.

Second, to discover how constitutional breakthroughs are
achieved, we must look at practical cases. In the United States, a
constitutional tradition was inherited from England. Although most
of the elite were socialized in the English Liberal tradition, they did
not fully agree on a key issue: slavery. Thus their initial constitu-
tional agreement eventually broke down. It took four years of civil
war, 1861–65, to resolve an issue about rights that had been pushed
aside in 1787. A constitutional breakthrough cannot be said to exist,
therefore, until the deal has been internalized so deeply that no elite
groups are willing to challenge it.

Looking at the historical record of emerging Liberal democracies
in northern Europe, Dankwart Rustow emphasized the importance
of a “great compromise” as the threshold point.23 Reaching that crit-
ical point required a long period of conflict among the elites that
ended in exhaustion and a willingness to strike a deal among com-
peting parties. Another period, usually a generation in length, was
required to “habituate” the terms and norms of the compromise. The
“Glorious Revolution” in England and the “Great Compromise” in
Sweden were Rustow’s examples, but the Dutch Republic, several
French Republics, and the German monarchy before World War I
can be loosely fitted into his pattern. British colonies settled mainly
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by peoples from the British Isles—Canada, Australia, and New Zea-
land—took the English constitution as their own, allowing them to
establish constitutional regimes without exhausting conflicts. Un-
like the United States, they did not have slavery or some similar
issue to divide them. In most other cases, however, the founding of
a stable constitutional order has required violence and civil war, or
invasion and occupation by the U.S. military, or strong influence by
the United States on a country’s domestic politics.

The reestablishment of a constitutional order in Germany and
many other countries in Europe after World War II can also be ex-
plained by variations of Rustow’s pattern of violence, exhaustion,
stalemate, compromise, and a period of habituation. The U.S. in-
vasion and long-term military presence in Europe imposed stale-
mates, encouraged compromises, and helped them to take perma-
nent root. This proved easier in countries that have the legacies of
Roman law and feudal institutions. Greece and Turkey do not, and
both are still struggling to solidify constitutional orders.

Variants of the same pattern are also found in Asia. Beginning
in 1850, Japan was under pressure from European and American
traders and naval forces to open up to commerce. The struggle over
how to cope with these foreign pressures catalyzed the Meiji Res-
toration in 1868. Copying of European legal systems and borrowing
from other Western institutions progressed sufficiently by the end
of the nineteenth century for Japan to claim that it had a constitu-
tional system. During its subsequent occupation of Korea and Tai-
wan, Japan imposed its new legal institutions on those countries as
well. Unfortunately, the collapse of the ruling oligarchy during the
interwar period allowed the military, in collaboration with the em-
peror, to abrogate the constitution and destroy Japan’s fragile Liberal
order. Japan reintroduced a constitution after defeat in World War
II at the direction of General MacArthur, but its speedy and suc-
cessful internalization is attributable to the century of institutional
change begun in Japan in the mid-1800s.

Since the end of World War II, Washington has successfully
pressed Taiwan and South Korea to create constitutional orders.
Each managed to avoid civil war on the way to a “great compro-
mise.” A fortuitous set of pressures and circumstances eased Tai-
wan’s path: U.S.-imposed land reform, the Japanese legal legacy, and
a threatening external environment that discouraged civil war.
Chiang Kai-shek’s Kuomintang Party held a monopoly of political
power, but land reform and owners’ compensation in the form of
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shares in industrial enterprises diffused economic power. Chiang’s
son and successor, Chiang Ching-kuo, struck the constitutional deal
that broke the political monopoly, bringing it into line with the dis-
tribution of economic power. Thus far, the agreement has held.
South Korea has come close to civil war on a couple of occasions,
but the U.S. military presence and the threat of a North Korean in-
vasion helped preserve the peace.24 The legal institutions brought
from Europe by the Japanese to Taiwan and South Korea have also
made it easier for both countries to adopt a constitutional order, but
it is too early to say whether the elite of either country have fully
internalized it.

Singapore, some would contend, is actually a police state, but
its government generally abides by constitutional arrangements, par-
ticularly in matters of property rights and contract law, which owe
a great deal to institutional legacies from its colonial experience
under British rule. India also has this British heritage, but only as a
thin veneer over local non-Liberal institutions and cultural patterns;
India remains in a domestic struggle to achieve a constitutional
breakthrough. In the Philippines, four decades of U.S. tutelage “de-
mocracy” has left an electoral system but not a constitutional break-
through. Numerous elites remain unhappy with the formal consti-
tution and able to violate it without serious consequences for
themselves.25

In sum, the experience of the thirty or so mature and stable con-
stitutional regimes in the world suggests that constitutional break-
throughs result from long periods of war and violence, often fol-
lowed by periods of dependence on U.S. military forces. War and
violence, however, do not inexorably lead to constitutional break-
throughs. That seems to happen only when no single party or faction
wins out, gaining monopoly political power. If a single leader or
group wins the conflict—as happens in the majority of cases—then
the country is no longer on a path leading toward a constitutional
breakthrough.

This last point supports our proposition that not many countries
will succeed in creating stable Liberal democratic regimes. It is too
easy to be thrown off the path that leads to a stalemate. The Dutch
provinces, England, Sweden, and a few others have been more for-
tunate than wise. The city-states of Northern Italy and the autono-
mous towns along the upper Rhine and in southern Germany at the
time of the Protestant Reformation were pockets of the same kind
of incipient Liberalism that won the day in the Lowlands and in
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England. Kings and regional princes, however, eroded the autonomy
of these urban polities, overtaxed them, and eventually absorbed
them under absolute monarchies. The Spanish, English, and French
monarchs tried and failed to do that to the Dutch provinces.

There have been, however, a few exceptions to the path of stale-
mate through war and violence. Where the U.S. military has inter-
vened by invasion (as in World War II), or by peaceful garrisoning
(as in South Korea), or by its military proximity and strong political
presence (as in several NATO countries, such as Portugal and
Spain), it has effectively caused stalemates under which successful
breakthroughs emerged.

Most of the case for our proposition that Liberal regimes are few
and cannot be created quickly should now be clear. The U.S. foreign
policy of expanding democracy can actually impede constitutional
breakthroughs. In the best circumstances, Liberal breakthroughs are
highly problematic, and the number of new ones in the next few
decades is likely to be small indeed.

We must now turn to our second and third propositions. To make
them compelling, we must examine the connection between Liberal
regimes and economic power.

Economic Performance and Political Institutions

Liberal political institutions account for the immensity of
American economic power. That is, they make possible the United
States’ remarkable economic performance and, at the same time, an
impressive standard of living for most citizens, not just a wealthy
few. Today one can make this claim without incurring a lot of out-
rage or serious dispute.26 That was not always so. The old debate
about socialism versus capitalism fizzled toward the end of the Cold
War, replaced by a search for “a third way,” an endeavor likely to
prove as quixotic as the search for socialism that can sustain growth.
Claims in Europe that there is a unique Swedish socialism or a dis-
tinctive and compassionate model of German capitalism or a French
dirigisme that constitutes an effective alternative are simply not
credible. On close examination, they all turn out to have market
economies on which they place very heavy welfare transfer payment
burdens and other state-imposed costs.

The more important debates at the turn of the twenty-first cen-
tury are about the limits of what can be explained by mainstream
economic theory—that is, theory taught in economics departments
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at all major American universities, what is known as “neoclassical”
economics, or “capitalism.”

One such debate focuses on the role of the World Bank. Critics
argue that it has had little success in contributing to economic de-
velopment in poor countries. Its defenders disagree. This issue, of
course, also concerns all of the money spent by the United States
on foreign aid to economic development. The critics are awakening
to the role of political institutions in economic development, some-
thing essentially ignored by the development economists in the
World Bank, the U.S. government, and elsewhere over the past five
decades.27

Political scientists have ignored economics to about the same
degree that the economists have ignored political institutions. Econ-
omists who concern themselves with how to establish “democracy”
in the Third World long ago noticed a significant correlation be-
tween economic development and democracy.28 Whether the rela-
tion is causal has been widely but inconclusively debated. Explain-
ing the “third wave” of new democracies decades later, Samuel
Huntington still left the matter open when he concluded that eco-
nomic factors have been “significant” but not “determinative.”29

This indeterminacy may be a result of posing the wrong ques-
tion. Instead of asking whether democracy causes economic devel-
opment or whether economic development causes democracy,
scholars should have been asking what makes possible more effec-
tive economic performance, particularly over the long term. Sup-
pose that the answer is Liberal political institutions. If better eco-
nomic performance requires Liberal institutions, which in turn
expand democratic participation, then the democracy-economics
connection would seem to be through Liberalism, leaving democ-
racy with no causal role. Indeed, that seems to be the case.

This, of course, is to put the focus on institutional economics
and economic history, which have been treated as poor cousins in
the family of economics. Their reputation, however, received a con-
siderable boost when Douglass C. North, an economic historian, re-
ceived the Nobel Prize in economics in 1993 for his building on
neoclassical theory to account for the role of institutions in eco-
nomic performance.30 His ideas provide a strong argument for our
claim that Liberal political institutions account for the extraordinary
economic power of the Liberal states of North America, Europe, and
Northeast Asia.

In order to explain why there has been relatively little sustained
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economic growth until the past couple of centuries, and then only
in limited parts of the world, North abandons the neoclassical as-
sumption that “institutions are efficient.” If they were, North ob-
serves, then economies everywhere should be advancing closer to
full performance potential. In his words, “The stock of knowledge
and the stock of technology set the upper bounds to human well
being,” but they do not ensure that all economies will reach them.
“It is the structure of political and economic organization which
determines the performance of an economy as well as the incre-
mental rate of growth in knowledge and technology.”31 Ignoring
organizational factors, neoclassical economics suggests that all
countries, though at different levels of development, should be con-
verging on a common efficiency level close to the “upper bounds to
human well being.”

Why has this not happened? Because, according to North, both
political regimes and economic firms “are devised to maximize the
wealth of the principals by exploiting the gains of trade as a result
of specialization.”32 That requires that both kinds of organizations
(1) establish rules and regulations, (2) detect deviations and enforce
compliance, and (3) articulate an ideology that sets moral and eth-
ical norms for self-enforced compliance. As North explains, these
factors determine the terms of exchange between political leaders
and their constituents, most of whom are owners, managers, and
employees in economic firms. The political terms of exchange de-
fine the system of property rights and enforcement mechanisms
within which the economic terms of exchange must be devised.
Typically rulers, seeking their own revenue interests, devise ineffi-
cient property rights systems. The resulting political institutions
force economic leaders to shape their institutions to pay the result-
ing higher transaction costs. Consequently, economic performance
is inefficient, often far below what is possible.

Thus North explained why inefficient institutions exist, but he
also wanted to know why market competition has not weeded out
more of them and made sustained economic growth more general.
Why do not political leaders of “stagnant economies quickly emu-
late the policies of more successful ones? How can we explain the
radically different performance of economies over long periods of
time?”33 If neoclassical economic theory cannot explain the failure
of most countries to follow converging paths toward a common level
of efficiency, what theory can?

Institutions emerged in some states that stabilized property
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rights, ensured their more efficient allocation, and reduced trans-
action costs. Such change did not occur in other states. North ob-
serves that the Dutch provinces in the 1500s and England in the late
1600s, for example, moved onto a new path of institutional devel-
opment which prompted unprecedented economic growth in both
countries for well over two centuries.34

Why did other European countries—for examples, Spain and
France—fail to follow? The rulers in England and the Dutch prov-
inces were compelled to agree to changes in institutional arrange-
ments that yielded much more efficient systems of property rights.
They also improved the flow of corrective feedback from markets to
help guide investments in order to better shape supply to meet de-
mand and, especially, to encourage innovation. In Spain and France
the estates generals failed to impose controls on their rulers’ power
to tax and allocate property rights, leaving them free to impose their
preferred—and inefficient—allocations of property rights in ex-
change for revenues. The resulting constraints disallowed corrective
feedback of the kind yielded by markets in England and the Low-
lands.

Precisely what were the institutional changes that made such a
dramatic difference for economic growth? They were the conditions
that William of Orange accepted from the parliament in exchange
for his ascension to the English throne. Unlike the Stuarts and Tu-
dors before him, William could not claim that he was the absolute
ruler of England. He could not arbitrarily reallocate property rights;
they would be regulated by longstanding common law. Henceforth,
only parliament would have the right to levy taxes. Finally, he ac-
cepted limits to his power to appoint, remove, and influence judges.
These were the main outlines of the “constitutional monarchy”
granted to William, and they endured.35

Consider what these changes meant for economic activity. First,
the king could no longer trade property rights for revenues—deals
that distorted markets. Second, the reforms improved the ability of
judges to decide contract disputes according to law rather than by
political considerations. Third, an important change was effected in
the role of king’s agents: the state bureaucracy became less predatory
and more of an honest rules enforcer. These changes greatly reduced
the costs of both governing and doing business—“transaction
costs”—as the English system evolved over the next several de-
cades. The changes helped to vault England ahead of all other Eu-
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ropean states by the late eighteenth century, as John Brewer and
Niall Ferguson have explained in tracing the subsequent organiza-
tional and institutional developments.36

We need to underscore the consequences of the changing role of
courts of law and the king’s executive agents that resulted from this
constitutional agreement. Neoclassical economic theory says noth-
ing about why the agreed purchases and sales will be honored in
actual practice—that is, why people will not cheat or violate prom-
ises. It simply assumes away the monitoring and enforcement tasks.
To make this point absolutely clear, a metaphor may help.

Assume we are attending a game between two teams in the Na-
tional Football League. The crowd is in the stadium. The bands are
playing, and the teams are on the field, but there are no referees
present, and there are no lines marking off the boundaries and yards
on the playing field. Starting the game in these conditions will prove
difficult, but suppose that one team owner rushes to the rescue,
offering a set of referees, ones he pays. The other team owner, under
the pressure of the impatient crowd, agrees to let these referees call
the game. Because there are no boundaries and yard lines marked
on the field, the referees are allowed to estimate where the lines
should be in the course of play. The resulting game is unlikely to
be the kind of performance that has made the NFL such a commer-
cial success. Disputes leading to fights will be inevitable. The refer-
ees are sure to make calls that favor the team whose owner pays
them. In retaliation, the other owner might send his agents to steal
the box office receipts, refusing to share them with the other owner.
If the NFL operated in this way, it would not endure for long.

The importance of monitoring violations and enforcing rules in
a sports contest is obvious. It is no less so for market economies,
but it is not always recognized. The popular image of laissez-faire
capitalism is one of markets without referees—that is, without gov-
ernment regulators. Just as the players, coaches, and owners of foot-
ball teams are the worst enemies of a well-refereed game, business-
men and political rulers are enemies of competitive markets. They
will inexorably distort and destroy them unless there is some third
party capable of enforcing the rules.37 And as John Brewer would
add, an efficient tax bureaucracy is essential to provide resources
for this third-party enforcement instead of letting the referees cut
their own expensive deals with the team owners.38 According to
Niall Ferguson, a national debt and central bank to administer it are
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also essential in order to spread the costs of the referees, stadium
guards, and janitorial services over several generations through def-
icit spending in years of poor ticket sales.39

For North this matter is monumental. “The inevitable conclu-
sion,” he reasons, “is that complex contracting that would allow one
to capture the gains from trade in a world of impersonal exchange
must be accompanied by some kind of third-party enforcement.”40

The obvious candidate for the enforcement role is a state that has
achieved a constitutional breakthrough, but the rarity of such break-
throughs makes effective third-party enforcement equally problem-
atic.41

North’s answer to “why” is different from but compatible with
ours. He asks the question in a different way: why do leaders in
poorly performing economies almost never adopt the policies of the
more successful ones? We ask why they fail to adopt Liberal polit-
ical institutions. His answer, “path dependence,” is valid for both
questions.

Path Dependence

Path dependence enjoys fairly wide use as a concept, though
not always by that name. It is implicit in historical explanations
based on cultural and structural continuities resistant to change.
Observers of technological change also use it when they point out
that once a large capital investment is made in a particular tech-
nology and the costs of training a workforce to use it have been paid,
later and more efficient technologies are seldom adopted.42 The large
initial investment makes the change to the better technology look
financially unattractive. An example might be the grip that the Mi-
crosoft Windows operating system has on the personal computer
market. Apple’s operating system is widely claimed to be more ef-
ficient in use of memory, more stable, and easier to learn, but most
organizations and individuals who have already invested in Micro-
soft are not willing to pay the costs of changing to Apple’s system.
They are trapped in path dependence.

North adapts the concept to explain variations among countries
in economic development. “The resultant path of institutional
change is shaped by (1) the lock-in that comes from the symbiotic
relationship between institutions and the organizations that have
evolved as a consequence of the incentive structure provided by
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those institutions and (2) the feedback process by which human
beings perceive and react to changes in the opportunity set.”43

The feedback process in an institutional matrix may be “nega-
tive”—that is, corrective, providing for comparisons and evaluations
of each choice against alternatives, allowing the less efficient ones
to be discarded. Or it may be “positive”—that is, error-exacerbating,
not error-correcting. As a series of choices is made without correc-
tive feedback, inefficiencies accumulate, and each additional choice
makes the cost of taking a different course more expensive, encour-
aging the lock-in to path dependence. Prices in competitive markets
with low transaction costs more accurately reflect declining mar-
ginal returns and, in principle, prompt corrective activity. But this
is not always the case, especially when the setup costs are high and
networks of connections are difficult to change or abandon. In these
cases, the less efficient activity produces so-called increasing re-
turns, which are incentives to continue without a correction. As
Paul Pierson describes it, “In an increasing returns process, the
probability of further steps along the same path increases with each
move down that path. This is because the relative benefits of the
current activity compared with other possible options increase over
time. . . . Increasing returns processes can also be described as self-
reinforcing or positive feedback processes.”44

Here we have North’s answer to why leaders of stagnant coun-
tries do not adopt the policies of those with dynamic economies.45

They become locked into institutional arrangements, which create
strong disincentives to change. Not only the leaders but also many
of their constituents have strong stakes in maintaining the status
quo. In time, they internalize ideologies that justify those poorly
performing institutions. Trapped in an “increasing returns process,”
they find the costs of breaking the institutional lock-in unacceptable,
notwithstanding evidence that a different path would eventually
make their countries richer.

All the foregoing analysis of political institutions and economic
performance supports our key propositions: that a country must
have Liberal political and economic institutions to become rich and
remain so more than temporarily, that few Liberal regimes should
be expected in the decades ahead, and that the distribution of power
in the world will not change significantly in the decades ahead. Both
poor and wealthy countries are more likely to continue on their
present courses than to make radical changes.
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Institutions as Computer Systems and
Operating Software

A mechanistic analogy can corroborate the foregoing argu-
ments, as well as more complex historical and technical ones.

Think of countries as computers and political institutions as the
operating software for their economies. In their early stages of de-
velopment, computers were big and slow. As long as the number of
users was small and the number of operations the central processor
had to perform was manageable, the overall performance of the sys-
tem was impressive. As the number of users increased, however,
they had to queue up for access to the central processor. As software
applications became more complex, they required more time to
complete a task. Even powerful supercomputers soon ran up against
the limit imposed on sequential processing: the speed of light.

The institutional analogue is, of course, a centrally controlled
economy in which central planners attempt to direct a large part of
a country’s economy, if not all of it. The Soviet command economic
system went about as far in centralization of control as has ever been
achieved. Buyers and sellers were not allowed to execute market
exchanges unless those exchanges were already envisioned within
the state plan.

As long as the size and complexity of the Soviet economy were
limited, this institutional arrangement produced impressive macro
results, although it was never effective at the micro level in centrally
directing exchanges to meet the needs of buyers and sellers. Increas-
ing size and complexity, however, soon overloaded the capacity of
central planners to handle all of the decisions required for the tril-
lions of exchanges. Predictably, economic firms and individual buy-
ers and sellers were forced to queue up for their share of the in-
creasingly scarce decision-making attention from overloaded central
planners. The natural response by the state was to increase the plan-
ning bureaucracy at every level, a step that increased transaction
costs and thus lowered labor productivity even further.

Attempts to retain a high level of central control over an econ-
omy are not peculiar to Soviet-type economies. In modern times it
has been the practice in war mobilization economies. And it is the
norm in military establishments and large business firms. Max We-
ber’s rational-legal theory of a bureaucracy pertains to this kind of
organization. Thus it is a general problem for complex organiza-
tions.
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The East Asian economies that have experienced rapid growth
since the 1970s—especially Japan, South Korea, Taiwan, and Sin-
gapore, but also others that prospered in the early 1990s until the
crisis of 1997 in Thailand—have been described as providing a
unique growth model, “Asian capitalism,” implying that these coun-
tries have discovered a non-Liberal institutional matrix for better
economic performance than the United States has. In all of these
cases, the state has stepped in to make a number of investment and
capital allocation decisions, overriding market forces. In particular,
banks have lent money based on political direction rather than loan-
performance criteria. This is a type of central direction that distorts
the corrective feedback from markets and produces queues as busi-
ness leaders seek the favor of key officials. This is not a problem
peculiar only to East Asia—banks in a number of West European
countries have also behaved this way—but it had become particu-
larly acute in Japan and South Korea.

To return to the computer metaphor, the bottleneck created by a
single central processor has been broken in two ways. First, as min-
iaturization of processors increased, it became possible to build
“personal computers,” small desktop machines. Instead of being
tied by a terminal, along with many other users, to a single large
processor in a large air-conditioned room, each user is now able to
have an individual microprocessor on his desk. A huge number of
such computers can operate simultaneously. This solution, “distrib-
uted processing,” greatly reduces the queues, backups, and other
delays.

If a large number of individual microprocessors (PCs) are to in-
teract, exchanging processed information and working from com-
mon databases, they require compatible operating software and ap-
plication software, as well as an electronic network to allow data to
pass from one microprocessor to another. Such networking gives
individual PCs far greater capabilities and efficiencies than they en-
joy working alone.

The second way to break the bottleneck is through “massively
parallel processing.” In principle it does the same thing as distrib-
uted processing in that it allows many computer operations to be
done simultaneously rather than in sequence. No longer, then, is the
speed of a light a limit to the number of operations that can be
performed in a given length of time.

The analogue to computers in this case is obviously a market
economy in which private property and competitive pricing allow
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large numbers of simultaneous market exchanges. Their networks
and “software” comprise Liberal institutions: a constitution, private
property rights, third-party enforcement, and so on. Many individ-
ual buyers and sellers can interact at the same time without first
getting the permission of the state’s central planners. In contrast,
centralized and politically controlled economic decision making do
for economies what mainframe computers and sequential processing
do for information processing. As information sets become large and
complex, the command economy’s institutions impede effective-
ness.

Taking this analogy further, Liberal institutions not only make
“distributed processing” possible, but they also provide standardi-
zation among “operating systems” to permit the networking, aggre-
gation, and coordination of trillions of market exchanges. Just as
common interface standards are essential to allow computers of all
types to communicate over the Internet, and as compatible operating
systems and applications allow sharing and transfers of data, so too
Liberal institutions are essential for the stable allocation of private
property rights and effective third-party enforcement that allow
competitive markets to achieve impressive performance, both na-
tionally and internationally.

Consider what the computer industry has accomplished by over-
coming the rigidity of large central processors and designing smaller
and smaller microprocessors for all kinds of independent applica-
tions, then linking them broadly, via the Internet, and locally, via
networks. The most basic of all sciences, mathematics, would not
have advanced at the dramatic speed it has since World War II. Man-
ufacturing design for staggeringly complex aircraft, management of
complex organizational systems, dramatic advances in medicine—
on and on goes the list of the fruits of microcomputational devices
and the distributed processing design.

Consider what Liberal institutions have done for economic per-
formance and science since the 1600s. They have provided the op-
erating context for the most effective market economies, and they
have justified and facilitated the culture of “individualism” essential
for innovations in science, organization, politics, and virtually every
other area of human endeavor. If non-Liberal institutions could
equal the performance of Liberal institutions, we would have ex-
amples of modernization independent of the West. To date we do
not.

Thus we can confirm our contention that Huntington obscures a
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critical point in his “clash of civilizations” thesis by divorcing West-
ernization from modernization.46 Non-Western countries may mod-
ernize without Westernizing, but only by borrowing the Western in-
novations that produce modernization. They can never equal, much
less exceed, the economic performance of Western countries except
by remaining closely tied to the West (including Japan, which
achieved a constitutional breakthrough after the Meiji Restoration).
To sustain that performance they must adopt Western institutions
in order to achieve the “distributed processing” of market equations.
Non-Western countries may retain their institutional equivalents to
big mainframe central processors, but they cannot make those insti-
tutions perform at levels equivalent to wide use of distributed mi-
croprocessors, working both independently and in networks.

This is not merely an academic point. Its implication is that no
non-Liberal state in the world can seriously challenge the economic
performance of the United States and its Liberal allies. An illiberal
Chinese superpower is not possible except temporarily through
comprehensive interaction with Western economies. This does not
mean that China cannot achieve considerable wealth and industri-
alization over several decades. It does mean that China cannot sus-
tain that performance for the whole of this century without major
institutional change. The banking crisis in Japan, a product of illib-
eral policies, will inexorably bring Japan’s economic decline unless
its political leaders can reverse those policies before the country is
locked into its present institutional path. And without a successful
constitutional breakthrough, Russia has no prospects of returning to
great power status. We will deal with this point in more detail in
the chapter on economic performance.

Liberal Regimes and Revenue

Liberal political institutions convey a capacity to mobilize
resources for all kinds of public concerns ranging from welfare in-
equality to waging modern war. They make states stronger precisely
because they can mobilize resources. In fact, capacity for direct tax-
ation is the single best indicator of the strength of a state. Because
it is the most invasive form of taxation, it requires state penetration
and control of local government—roads, police, courts, and so on.47

By this measure, of course, the Soviet Union was a very strong
state, unrivaled in its capacity to extract resources and labor from
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its population. Essentially a permanent war mobilization system, its
command economy impressed the world for several decades only
to fall into permanent decline after 1960.48 Several earlier coercive
regimes—for example, the Roman Empire—have demonstrated con-
siderable capacity to extract resources from their populations, and
to the degree they have, they have been politically stable, capable
of repressing internal revolts, and able to finance foreign wars suc-
cessfully. All nontotalitarian types of dictatorship, however, because
they are especially poorly institutionalized, lack a large capacity to
tax.49 Accordingly, they are weak states, poor at keeping order and
at providing public social services. During the Cold War, the United
States supported several client states in the Third World against
communist insurgencies. Most were dictatorships, and although
they received large financial and material assistance from the United
States, they did poorly against their insurgents because they could
not tax effectively. The most notorious case, of course, is South Viet-
nam. Looked at closely, such “internal wars” turn out to be com-
petitions in taxation.50

Charles Tilly also makes resource extraction central to under-
standing both the rise and the diversity in types of states in Europe.
As rival rulers struggled for control over population and resources,
they were continually at war. “War and preparation for war involved
rulers in extracting the means of war from others who held the es-
sential resources—men, arms supplies, or money to buy them.”51

Why, then, did the absolutist regimes of the sixteenth and seven-
teenth centuries do so well at taxation for a time and then lose out
later on to Liberal states? And why did the totalitarian regimes lose
to the Liberal regimes in the wars of the twentieth century? Liberal
states proved better at managing wartime finance through national
debts and taxation, raising revenues for much lower transaction
costs, a consequence not only of formal Liberal institutions but also
of informal ones: Liberal ideologies that disposed citizens to be
more supportive of their governments. Britain’s parliament after
1689 raised vastly greater sums for the monarchy’s military than
before, and its financial institutions facilitated the maintenance of a
large national debt to cope with surging demands for money in times
of war.52 France became far more effective at taxation after its rev-
olution, and Germany followed suit in the mid-nineteenth century,
as did the United States and Japan.

What about the coercive methods of revenue extraction devel-
oped by modern totalitarian regimes, especially the Soviet Union?53



THE SOURCES OF AMERICAN POWER 35

To conclude as a rule that Liberal states are better at taxation than
all other types of regimes would not be justified unless we can deal
with the apparent exceptions. Nazi Germany and wartime Japan can
be explained by tax capacities they inherited from the Liberal re-
gimes they displaced.54 The Soviet Union proved capable of impos-
ing a very high savings rate, even when it forced large numbers of
its citizens to perish from incomes below subsistence level, and of
extracting those savings for use by the state, as it did during collec-
tivization of agriculture in the 1930s. Over a long period, however,
its vastly higher transaction costs for coercive resource extraction
and concomitant lack of economic growth left it unable to compete
with Western Liberal regimes. The same is true of other communist
regimes.55

The point for our larger argument, of course, is that Liberal in-
stitutions not only make it possible for market economies to out-
perform all others; they also give the state a huge tax extraction
capability at relatively low transaction costs and the capacity to
manage deficit financing through national debts, spreading public
expenditure costs over generations. This explains why the U.S. gov-
ernment can implement a broad range of domestic programs—not
only welfare transfer programs but also infrastructure investments,
investments in education and science, and, equally important, un-
paralleled peacetime investments in military power—that need not
threaten continued increases in the gross domestic product. Admit-
tedly, government federal programs and expenditures can reach a
point where they begin to weaken the U.S. economy’s overall per-
formance. This has long been the subject of political debates be-
tween the major political parties—the “tax and spend” party versus
the party of “big business and millionaires.”

This age-old American political debate touches on a weakness
in all types of regimes that has been emphasized as the primary
source of national decline.56 In their early years, when institutions
offer few constraints to competitive market behavior, a country’s
economy performs well. Groups pursuing business and social inter-
ests, however, begin to organize to pass laws and create rules that
distort the market in their favor. Over time, the resulting accumu-
lation of such rigidities makes the market less and less efficient,
causing economic performance to decline. This and other dangers
to American power must be considered, but let us defer them until
later.



2 An Empire of a
New Type

American institutions not only facilitated the
generation of unparalleled domestic power, they made it possible
for the United States to knit together and manage the network of
global and regional organizations and military alliances known
during the Cold War as the “Western camp.” Its scope and diversity
are unprecedented in history and not always recognized as a
loosely integrated political, economic, and military system. In fact,
it marks a qualitative change in the kind of hegemonic regimes that
the world had seen as empires. It is a sui generis regime-type: uni-
polar, based on ideology rather than territorial control, voluntary in
membership, and economically advantageous to all countries
within it.1

The primary political, economic, and legal organizations of this
unique regime-type include the United Nations, the World Bank, the
International Monetary Fund, the General Agreement on Tariffs and
Trade (now the World Trade Organization), and the International
Court of Justice. Also global but with limited membership are the
Organization for Economic Cooperation and Development, the Bank
for International Settlements, and the G-7. The European Union,
which traces its roots back to the European Coal and Steel Com-
munity in 1950 and the European Economic Community established
by the Treaty of Rome in 1957, is the most successful regional or-
ganization. Others—the Organization of American States, the Afri-
can Union, and the Association of South East Asian Nations—are
loose groupings rather than effective organizations, imitative of
those that the United States more directly sponsored.

The primary military alliances have been NATO and the U.S.-
Japanese and the U.S.–South Korean security alliances. The U.S.-
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Canadian combined air defense command, less well known, plays
a key role. ANZUS (Australia–New Zealand–United States) is also
important, though not as critically located. A number of other bi-
lateral security ties, some formal (with Thailand and the Philip-
pines, for example) and some informal (with Israel and Taiwan), are
also part of the overall American military security architecture.

This network of alliances and countries closely associated with
it comprises about 17 percent of the world’s population but controls
about 70 percent of the gross world product (see Table 2.1).2 Because
nearly all the developed economies are included, the network’s
share of science, technology, and corporate resources is closer to 90
percent of the world total. The military alliances compose the net-
work’s core, but other factors—political ideology and economics—
also contribute to its coherence and durability. Most, but not all,
countries within it share the key tenets of political Liberalism: limits
on state power and basic human rights, especially private property.
This political linkage facilitates vast flows of trade and investment.
There were, for example, $7 trillion worth of U.S.-owned assets out-
side the United States and $9 trillion worth of assets owned by non-
Americans in the United States in the year 2000.3

A Liberal Empire?

During the Cold War, Soviet propaganda described this U.S.-
led system as “the imperialist camp,” imputing to it all the world’s
evils, especially war and mass poverty. As the Vietnam War dragged
on and as the antiwar movement in the United States gained
strength, the charge of imperialism began to come from Americans
as well. International leftist political circles increasingly charged the
United States with “moral equivalence” with the Soviet Union.
Some domestic groups agreed, notwithstanding the United States’
record as the most successful proponent of decolonization by Brit-
ain, France, Belgium, Portugal, and Holland after World War II. In
the aftermath of the Cold War, the imperialism charge continues to
be made, in diverse contexts, and by diverse spokesmen, including
numerous European officials, Russian generals and parliamentari-
ans, and politicians in South Korea, Japan, and other East Asian
countries. Americans may view as pejorative such labels as “only
remaining superpower,” “hegemon,” “hyperpower,” or “empire,”
but they are likely to stick. The sentiments behind them, however,
are mixed. Many who use the labels are by no means eager to see



Table 2.1 Economic, Military, and Political Membership Status in
the American Empire

Country

GDP in
Billion
U.S.$ Military Ally

Constitutional
Breakthrough

North America
1. U.S.A $10,894 ——— Yesa

2. Canada 760 NATO Yes
3. Mexico 664 No No

Europe
4. Belgium 266 NATO Yes
5. Czech Republic 85 NATO Uncertaina

6. Denmark 190 NATO Yes
7. France 1,531 NATO Yes
8. Germany 2,145 NATO Yes
9. Greece 146 NATO Uncertain

10. Hungary 64 NATO Uncertain
11. Iceland 9 NATO Yes
12. Italy 1,278 NATO Yes
13. Luxembourg 24 NATO Yes
14. Netherlands 456 NATO Yes
15. Norway 188 NATO Yes
16. Poland 196 NATO Uncertain
17. Portugal 130 NATO Yes
18. Spain 710 NATO Yes
19. Turkey 185 NATO Uncertain
20. United Kingdom 1,646 NATO Yes
21. Austria 218 Neutral Yes
22. Finland 138 Neutral Yes
23. Ireland 132 Neutral Yes
24. Sweden 244 Neutral Yes
25. Switzerland 285 Neutral Yes
26. Bulgaria 17 NATO in 2004 No
27. Estonia 7 NATO in 2004 Uncertain
28. Latvia 9 NATO in 2004 No
29. Lithuania 13 NATO in 2004 Uncertain
30. Romania 47 NATO in 2004 No
31. Slovakia 25 NATO in 2004 No
32. Slovenia 23 NATO in 2004 Uncertain

Asia-Pacific
33. Australia 436 ANZUS Yes
34. Japan 4,229 Bilateral Yes
35. New Zealand 62 ANZUSb Yes
36. Philippines 83 Bilateral Uncertain
37. Singaporec 95 Informal Uncertain
38. South Korea 529 Bilateral Uncertain
39. Taiwanc 302 Informal Uncertain
40. Thailand 130 Bilateral No
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Country

GDP in
Billion
U.S.$ Military Ally

Constitutional
Breakthrough

Mideast
41. Israelc 108 Informal Yes/Uncertain
Othersd

Source for GDP data: International Monetary Fund 2003 estimates.

a “Yes” means that constitutional orders are mature, at least twenty years old. “Un-
certain” means that a country has a constitutional order less than twenty years old,
or it appears to have achieved an initial constitutional breakthrough, but uncertain-
ties about it persist.
b The United States has suspended military relations with New Zealand until it re-
verses its policy on U.S. nuclear-power ship visits.
c Taiwan, Singapore, and Israel have strong informal military ties to the United
States.
d Micronesia, the Marshall Islands, and Palau are formally U.S. military defense re-
sponsibilities, but they have been omitted. They and many other small countries—
e.g., Caribbean island states—have been left out because even in the aggregate they
add very little to the power of the American empire although many of them techni-
cally could be included and some, but not all, would choose to be included.

American hegemony disappear. “Empire” need not necessarily con-
note negative sentiments.

Geir Lundestad calls the United States an empire, but one of a
special kind, “an empire by invitation.”4 Including himself among
the revisionist historians of the Cold War, he emphasizes American
expansionism, but he differs from most others in documenting the
record of the United States being “invited” into Europe, East Asia,
and most other places. He reminds Europeans who accuse the
United States of opposing European integration that Washington
helped initiate and then sponsored and encouraged that integration.
Overall, Lundestad offers a compelling case for why Americans
should not blanch at the “empire” label.

Unlike previous empires, it is a money-making enterprise, not a
money-losing one, the kind against which Paul Kennedy directs his
“imperial overstretch” thesis.5 Ben Wattenberg, reacting to Ken-
nedy’s warning, was among the first to make this point (and others)
about the uniqueness of the American empire.6 Countries struggle
to become members; they do not have to fight to get out. None has
left voluntarily, although a few have downgraded their military re-
lations: France left NATO’s military structure (but not the alliance
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itself) in the 1960s but made tentative steps toward rejoining in
the 1990s, and the Philippines demanded the removal of all U.S.
military bases from its territory (while keeping its defense treaty
with the United States). In the mid-1980s, New Zealand denied
U.S. naval ships the right to make port calls unless they were cer-
tified as having no nuclear weapons aboard. Washington re-
sponded by dropping all military relations with the country under
the ANZUS Treaty. Although still a formal member, New Zealand
has not yet reversed its policy, the condition for resuming those
relations.

These cases are exceptions; more common is request for entry.
The line of applicants now seeking membership in the American
empire is long. All the former Warsaw Pact countries and at least
three former Soviet republics have applied for NATO membership,
but only Poland, the Czech Republic, and Hungary gained admit-
tance in 1999. In November 2002 seven more countries seeking
membership—Estonia, Latvia, Lithuania, Slovakia, Romania, Bul-
garia, and Slovenia—were extended invitations to join the Atlantic
Alliance in 2004. Mexico, long a bastion of anti-Americanism, re-
versed course entirely, joining the North American Free Trade
Agreement. A number of other Latin American countries want to
join as well.

Although Lundestad’s “empire by invitation” captures a key fea-
ture of the American empire, it is an incomplete definition of this
new regime-type, as the foregoing discussion shows. At least three
features constitute a syndrome that more adequately defines it.

1. It is an ideological empire, not a territorial one.
2. It is a wealth-generating empire, not a wealth-squandering one.
3. Countries struggle to join it, not to counterbalance it.

Elaboration of each of these characteristics will demonstrate that
they are not just slogans but simplifying labels for complex realities
and relations.

The Ideology and Institutions of a
Liberal Empire

On the face of it, “Liberal empire” is a contradiction in
terms. Liberalism, which rejects colonial domination, values na-
tional sovereignty, and requires civil rights for all citizens, is the
antithesis of imperialism. Indeed, it has been and still is incompat-
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ible with colonialism, slavery, and similar institutions of past im-
perialisms. Within the community of Liberal democratic states in
the world today, however, Liberal values are broadly shared. These
states constitute the primary members of the first Liberal empire.7

To be a full-fledged member of this empire requires a country to
have achieved what we previously defined as a constitutional break-
through. And it must have internalized its constitutional arrange-
ments so that they are stable. In other words, it must be a mature
Liberal democracy, meaning that it also has a market economy. Its
level of social welfare transfer payments may be higher or lower
than those of the United States, but its institutions are sufficiently
compatible with U.S. institutions to permit peaceful and compre-
hensive economic, social, and political intercourse. Its military ori-
entation toward the United States must at least be neutral; ideally,
it will be a formal ally. Not all members meet these criteria, but the
presumption is that they want to meet them and are making progress
toward that goal.

Membership, of course, is voluntary. It is difficult to find a coun-
try with a stable constitutional breakthrough that does not want a
reasonably close affiliation with the United States. Some countries,
however, want to be members but do not yet meet the standards,
political or military. Table 2.1 lists countries that probably would
consider themselves as members. Only a glance is sufficient to iden-
tify countries that really do not meet the criteria. Mexico, for ex-
ample, has not achieved a constitutional breakthrough as we defined
it in Chapter 1; nor is it a military ally of the United States. Before
the North American Free Trade Agreement (NAFTA) was signed and
ratified, Mexico would not have been included in Table 2.1. By join-
ing NAFTA, however, Mexico expressed a serious commitment to
creating institutions that qualify it for membership. The European
neutrals—Switzerland, Sweden, Finland, Ireland, and Austria—do
not have military alliances with the United States, but they all have
mature and stable Liberal political institutions that long ago allowed
them to establish close economic relations.

It is one thing to have a community of like-minded countries. It
is another thing to say that they constitute a political organization
that provides supranational governance. Moreover, if that govern-
ance is to be Liberal, then it has to have a constitutional basis of the
kind described in Chapter 1. That is, there must be agreement
among the member states on (1) rules to decide who rules, (2) rules
for making additional rules, and (3) limits on the empire’s ruler.



42 AN EMPIRE OF A NEW TYPE

John Ikenberry argues that something close to a constitutional break-
through for an American-led international regime has been achieved
in the course of the past half century. The Western international
system has a “liberal manifesto” of “principles, which deal with
organization and relations among the Western liberal democracies.”
He lists those principles as (1) economic openness, (2) joint man-
agement of the political-economic order, (3) support for domestic
economic stability and social security, and (4) constitutionalism in
the sense of commitments embodied in institutional mechanisms.8

He has further developed the idea of an “institutionalized” inter-
national system based on the postwar settlements in 1815, 1919, and
1945, concluding that the institutional arrangements since World
War II have become “path dependent” from an “increasing returns
process.”9 Although generally compelling, Ikenberry glosses over a
line in our analysis that we drew between post-1945 institutions and
and those earlier ones. The later ones are marked by the ideological
consensus imposed by the United States. In the earlier ones, the
conservative and Liberal ideologies in the two halves of Europe cre-
ated great tensions in the nineteenth century, and Wilson’s demand
for ideological consensus with his fourteen points at Versailles ut-
terly failed to win the day after 1919. As Ikenberry notes, two sys-
tems actually arose after 1945, one among the Western states and
one between the Soviet and American camps; it is important to go
further and emphasize that the American system is qualitatively dif-
ferent from all previous ones in its ideological character, which is
Liberal before it is democratic.

To describe the extant institutions of the American empire as
“constitutional” is overly optimistic by the standards for constitu-
tional breakthroughs described in Chapter 1. Still, it accurately de-
scribes the principles that have long characterized American rhet-
oric about the principles on which Western international
organizations are based. They were instituted after the devastating
violence of World War II, which occurred primarily in two of the
major regions within the American empire today—Europe and
Northeast Asia. Emerging as the wealthiest and strongest country
after that war, the United States has had the power to make those
principles stick most of the time since.

The United States might have successfully imposed its rule over
much of Western Europe, Japan, Korea, and Taiwan, but it chose not
to. Territorial expansion is not its aim. In principle it could expand
if other countries wanted to come under the U.S. Constitution. The
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Northwest Ordinance, passed by the Continental Congress in 1787,
established rules governing the settlement of the West and admis-
sion of territories as states, which provided the framework for the
expansion of the United States for the next century and longer.10 In
principle the framework could be used today to incorporate new
territories into the United States federal system, but since early in
the twentieth century the United States has forgone territorial ex-
pansion. That is one reason why it does not seek a formal consti-
tution for its empire. Another reason is its sensitivities about limi-
tations on its own sovereignty, which any new constitutional
arrangements might limit. Moreover, all other members of the com-
munity are equally protective of their sovereignty. The most that can
be achieved, or that any country wants to achieve, is what might be
called a quasi-constitutionalism.

This could be dismissed as an unimportant “meta-issue” were it
not for the effective governance the United States has provided to
the international community of Liberal democracies for several de-
cades. U.S. power relative to that of any member has been and re-
mains so overwhelming that Washington can, and occasionally has,
peacefully compelled members to refrain from violence in settling
disputes.11 Compliance has tended to be voluntary because Liber-
alism in its domestic affairs generally guides American behavior in
leading this community. For the most part, American use of power
internationally has been constrained by Liberal principles that Iken-
berry describes as a “liberal manifesto.”12

While our analysis generally builds on Ikenberry’s, it differs in
its definition of an American empire. Several of the institutions that
bind the post-1945 international order, especially the United
Nations, include many more countries than are listed in Table 2.1.
Members of this smaller group, which have mature Liberal domestic
regimes or are striving to achieve them, are linked more tightly, and
therefore have more informal institutional coherence through the
shared tenets of Liberalism. They also enjoy more formal institu-
tional coherence in U.S.-led military alliances (excepting the “neu-
trals” and the “informals”). The idea that U.S.-initiated international
institutions after 1945 have become path dependent is therefore
more compelling for what we call the Liberal empire than for the
United Nations membership as a whole. Moreover, we attribute con-
siderable validity to Huntington’s “clash of civilizations” concept in
emphasizing that groups of states with non-Western culture—Is-
lamic and Confucian, for example—can be and most often are very
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hostile to Liberal institutions. Their path dependency based on their
informal cultural institutions confronts the much weaker path de-
pendency that Ikenberry attributes to the post-1945 international or-
der.

In any case, U.S. benevolence toward its Liberal allies, as well
as other states, is not the only incentive countries have for tolerating
American dominance. It pays economically.

The Economics of a Liberal Empire:
Why Membership Pays

All of the arguments about the superior economic perfor-
mance of the United States apply to some degree to the Liberal de-
mocracies within the American empire. Those that have accom-
plished constitutional breakthroughs and sustained them for a
generation or more are locked into the “increasing returns” process
of Liberal institutionalization. They have been able to make the state
perform the role of “third-party enforcement,” which allows their
economies to capture greater gains from trade.

To be sure, not all of the countries listed in Table 2.1 have
achieved constitutional breakthroughs; nor have they all established
the most effective versions of Liberal institutions. That helps ex-
plain the considerably poorer performance records of several of
them. Their institutions impose higher transaction costs in various
ways, causing lower rates of return on investments. In some cases,
the higher transaction costs come from greater corruption, misap-
propriation, and less effective monitoring and contract enforcement.
In other cases welfare transfer payments are quite high, reducing
savings for investment and raising production costs by making labor
more expensive. A number of other explanations could also be de-
vised to account for different performance levels. Notwithstanding
these inefficiencies, the countries within the American empire ac-
count for about 70 percent of the gross world product. Table 2.2
shows the major countries outside the American empire. Only Saudi
Arabia has a reasonably impressive per capita income (though not
equitably distributed). It is an exceptional case with special expla-
nations for its wealth, not a model that poor countries can follow.
Saudi Arabia’s wealth comes from its vast oil revenues, not from
being a constitutional state with effective third-party enforcement.
Therefore very few nations can hope to acquire wealth along the
same lines.
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Table 2.2 Major States Outside the American Empire in 2003

Countries
Population
(Millions)

GDP
(Billions
$U.S.)

Income
Per Capita,
$U.S.a

Constitutional
Breakthrough

Argentina 37 $112 $3,027 No
Brazil 163 488 2,996 No
Chileb 16 69 4,283 Uncertain
China 1,266 1,350 1,066 No
India 1,002 540 538 Uncertain
Indonesia 210 214 1,020 No
Iran 65 117 1,803 No
Iraq 25 26 1,060 No
Nigeria 114 45 394 No
Russia 146 387 2,650 No
Saudi Arabia 22 191 8,695 No
South Africa 44 106 2,402 Uncertain
Ukraineb 48 46 952 No
Uzbekistanc 25 9 346 No

Sources: For GDP data, International Monetary Fund, 2003 estimates, except as spec-
ified. For population data, The Economist: The World in 2003.

a U.S. per capita income, as a benchmark, is reported as $37,460 for 2003 by the
IMF.
b GDP data come from The Economist: The World in 2003.
c Uzbekistan granted the United States military base access in the fall of 2001, but
the permanency of the agreement remains to be seen.

In addition to better economic performance at the state level,
the American empire provides a modicum of third-party enforce-
ment at the supranational level. For example, U.S.-led interna-
tional organizations have become more effective in managing dis-
orders and disequilibria in international financial flows and
currency markets. The G-7, the IMF, and the World Bank have
been used to limit the spread of the effects of collapsing curren-
cies and unpaid international debts. The meltdown of the Thai
currency in 1997 affected most of the economies in East Asia, and
its ripples were felt more broadly, but informal U.S. leadership
among the finance ministers and the IMF, though initially dilatory,
kept the consequences from being much worse. In recent decades,
several debt crises and other threatening circumstances have been
mitigated in similar ways.
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The WTO offers another example. Founded by the United States
after World War II as the General Agreement on Tariffs and Trade,
it has achieved an overall downward trend in tariffs and protection-
ism and moderated occasional trade wars that have broken out
among sets of its members. The United States, however, has not
always been the best supporter of a rule-based WTO regime. Thus
its regulatory processes at times appear feckless, but judged against
earlier times, when no such supranational governance of trade dis-
putes existed, or existed only on much smaller regional scales, its
record is impressive.

Yet another example is the International Court of Justice in The
Hague, which decides disputes among countries that might other-
wise feel compelled to decide them by force, a more costly method.
The ICJ, of course, is not entirely an American invention, although
it is chartered by the United Nations. It is the successor to the Per-
manent Court of International Justice, created by treaty in 1921, and
its statute is identical to the Permanent Court’s.13

The American empire also contributes to better economic per-
formance by lowering the costs for providing military security. The
United States provides the lion’s share of it, reducing the costs to
other members of the empire. At the level of a single state, defense
is a “public good,” like clean air. If one person gets it, then all peo-
ple get it. It cannot be distributed to some citizens and not to others
(excepting, of course, that people in the military must risk their lives
to provide the public good to the rest of the populace). At the su-
pranational level, the “public good” characterization holds true only
so long as military alliance commitments within the American em-
pire are honored. Thus far they have been, allowing all members to
enjoy the benefits of lower costs.

Naturally, countries outside the American empire enjoy some of
the benefits of the supranational governance it provides through its
network of international organizations and informal working rela-
tions among ministerial level officials in finance, business, law en-
forcement, and judicial matters. When those benefits are public
goods, they cannot easily be denied to nonmembers. Still, much
greater benefits accrue to members and partial members—countries
that participate in the WTO and the IMF, for example, but not in
military matters.
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Why Opposing the American Empire
Does Not Pay

The security and economic benefits of cooperation with the
American empire cannot fully explain why very few countries have
left it and joined other groups of states to oppose it. Scores of vol-
untary leagues, alliances, and coalitions have been created on the
basis of such benefits that did not last very long. Their temporary
nature has been their most distinctive trait. The aphorism that a
state has only enduring interests, not enduring friends, reflects the
shifting membership and temporary nature of such groups. The idea
of empire, however, does not call to mind a game of changing part-
ners; it evokes a strong sense of permanence, precisely what has
come to characterize the American-led Western international system
over the past decade or so.

In Modern Europe—since the Renaissance—voluntary group be-
havior has been a pattern among sovereign states. Upon that histor-
ical record rests the “realist” school of international relations the-
ory.14 Although most international relations theories are arcane,
realism is straightforward common sense. It assumes that the un-
checked power of any state is a threat to other states and that the
only way to check power is with power. When the balance of power
among states is upset by the outcome of a war, or by disproportion-
ate economic growth, or by the creation of a new alliance, that
prompts a counterbalancing process of diplomacy or war or both
that restores the equilibrium—that is, a new balance of power. The
emergence of a hegemonic state, according to this theory, inexorably
inspires alliances among weaker states to check, and if possible to
reduce, its power.

Realism provides a reasonably satisfactory, although incomplete,
explanation of European diplomatic and military history. But like
neoclassical economics, which ignores the role of institutions and
path dependence in economic behavior, realism cannot account for
the role of institutions and the unique qualities of American power
in world politics. Nor does it do well in explaining long periods of
time during the Roman Empire or in clarifying the politics of Chi-
nese empires. While it seems to account for the bipolar balance of
power during the Cold War, it encourages one to ignore institutional
developments within the U.S.-led Western international system.

More important for our argument here are the expectations that
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realist theory logically generated as the Cold War ended. Its pro-
ponents anticipated the breakup of U.S. military alliances and the
decline of U.S. dominance in the international economy, and they
also expected former members of the American empire to form
counterbalancing alliances in order to check and reduce American
hegemony.15 Well over a decade after the disappearance of the bi-
polar balance of power, they are still waiting, but the American em-
pire looks more stable than ever, notwithstanding some of the
shocks President George W. Bush gave U.S. allies in 2001–3 and the
resulting anti-American sentiment in Europe, South Korea, and else-
where.

The U.S. Congress has repeatedly expressed concern about the
limits of American power and the fickle character of U.S. allies.
American opponents of enlarging NATO warned that such a step
would drive Russia and China into a dangerous anti-American al-
liance. Moreover, Russia, China, and India have, in their various
idioms, called for counterbalancing American power. The Russian
slogan, “multipolarity,” and the Chinese condemnations of “hegem-
ony” are examples, but neither has been willing to form an anti-
American axis that precludes their cooperative involvement with
the American empire. Nor has India made it a three-way coalition
to encourage multipolarity or discourage hegemony.

Why are both the students and the practitioners of world politics
so apparently wrong? Kenneth Waltz, the dean of the realist school,
defended the theory by saying that it “enables one to say that a new
balance of power will form but not to say how long it will take.”16

That is not much help for policy makers. Nor is it very encouraging
for theorists. The conventional wisdom is wrong because we live in
a qualitatively new era of world politics where many long-standing
axioms of international affairs, developed mainly on the basis of
Europe’s experience, have lost their validity in regions of the world
where the United States remains fully engaged, namely in Europe
and Northeast Asia.17

Two realities have defined this new era. First, Liberalism influ-
ences the way U.S. power is used, making it more benevolent and
less threatening than all previous imperial power. In other words,
guided by the ideology of Liberalism, leaders check their own use
of power, something that “realists” assume can only be done by
counterpower, not by the volition of leaders. Second, the quantity
and dimensions of U.S. power are so overwhelming that no other
state or potential coalition of states can reasonably hope to counter-
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balance it. The rhetoric of politicians in both Europe and Northeast
Asia occasionally reveals that both regions could return to realist
behavior without U.S. dominance. This unique combination of in-
stitutions and distribution of power makes the American empire sui
generis.

A number of students of world politics have already begun to
recognize one of these new realities, the quantity of U.S. power.
William Wohlforth, for example, points out that after a decade of
U.S.-centered unipolarity, there are no signs of its breaking down,
even as it has drawn more states into the U.S. orbit.18 Presenting
comparisons between the distributions of power during the zenith
of the Pax Britannica and during the Cold War, Wohlforth shows
that the United States holds much greater advantages than Britain
did at any time in its imperial heyday. He rightly observes, “Never
in modern international history has the leading state been so dom-
inant economically and militarily.”19 In addition to sheer power, he
emphasizes the United States’ “off-shore” geographical position as
increasing the “likely longevity of unipolarity.” Unipolarity, as he
defines it, is a condition under which the concentration of power is
so hegemonic that it does not pay other countries to balance against
the hegemon.

In other words, Wohlforth is arguing that the ways in which re-
alism theory has been most commonly applied are conceptually in-
appropriate to the present distribution of power. He does not reject
the theory; rather, he adapts it to the present distribution: “A uni-
polar system is one in which a counterbalance is impossible.”20 By
his measure, a summation of economic, military, scientific, and a
few other capabilities, the United States not only controls more than
50 percent of the power in the world but it should be able to sustain
unipolarity even if its share of the world’s power dropped to the
30–40 percent range. For all his cogent analysis, however, Wohlforth
ignores the ideological dimension of the U.S.-led unipolarity, treat-
ing it purely within the context of realist theory.

Although military alliances and diplomacy may not be able to
counterbalance American power, some observers have worried that
the diffusion of economic power in the world is undermining it. To
date, though, there is little sign that this is happening. Ethan Kap-
stein concludes from an examination of global economic trends,
“Any country or group of countries that would challenge this
American-dominated order faces enormous systemic pressures, and
there is little evidence that balancing against the United States is in
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fact emerging anywhere in the world.”21 Kapstein also disputes
claims advanced at the very end of the Cold War that the new threat
to the United States is Japanese economic power. That challenge, of
course, has been undercut both by Japan’s subsequent poor eco-
nomic performance and by its unwillingness, even at the height of
its economic power, to challenge the United States.22 Japan neither
could nor wanted to overthrow the U.S.-led international order. Rob-
ert Gilpin’s argument that economic and military power shifts from
core to periphery states will erode U.S. hegemony has not been
borne out by the data since 1945, according to Kapstein. Nor is
China an economic threat; if it succeeds in its transition to an ef-
fective market economy—not at all a certainty—it just becomes
more dependent on the world economy.23 Kapstein does warn, how-
ever, that one cannot assume that the United States will continue to
lead in this international economy, not because it lacks the capabil-
ity but because it may lack the domestic willpower to play by and
enforce the rules of the international economic game.24

Qualitative change in interstate relations brought about by the
Liberal character of the American empire has been noted by Joseph
Joffe, a German scholar and journalist. Asking why U.S. alliances
are surviving after victory in the Cold War, he answers that the
United States “irks and domineers, but it does not conquer. . . . For
the balance-of-power machinery to crank up, it makes a difference
whether the rest of the world faces a huge but usually placid ele-
phant or a carnivorous Tyrannosaurus Rex.”25 American ideas, fash-
ions, goods, and culture enjoy remarkably wide and strong attraction
in the world. “This type of power—a culture that radiates outward
and a market that draws inward—rests on pull, not push. Worse,
this kind of power cannot be aggregated, nor can it be balanced.” If
Europe, Japan, Russia, and China tried to gang up, “All their movie
studios together could not break the hold of Hollywood.”26

Thus Joffe effectively explains why we should doubt the univer-
sal validity of Waltz’s axiom that “unbalanced power, whoever
wields it, is a potential danger to others.”27 If American power, un-
balanced in so many parts of the world, is really a danger to others,
why would countries in Central Europe, for example, line up to
make it more unbalanced by joining NATO? Mexicans, long hostile
to the United States, seemed to have changed their mind about a
decade ago, and today they are not seeking powerful allies to help
them balance the unchecked American power hovering over their
defenseless country. To be sure, American power has damaged some
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peoples, but in the main, the record is quite the opposite. The failure
of U.S. leaders to assert “unbalanced” American power in several
places and times during the Cold War and after has been a greater
threat to others in the world than the use of that power. Yugoslavia
in the 1990s offers recent examples.28

A far more poignant case of the same argument was made more
recently by Régis Debray, the French leftist who was a Castro sup-
porter a few decades ago, in a short work of fiction in which a
French civil servant retires early in Washington, D.C., and becomes
an American.29 He writes to the narrator—in English, because he
now views French as a mere “dialect”—explaining his decision. He
advocates France’s application for statehood. “Who’s in this new
Western U.S.: Israel, but not the Arab states. Mexico excluding Chia-
pas. Maybe Russia, surely not China, maybe Turkey, surely not Cen-
tral Asia or Africa.”30 He admonishes the narrator that “Bush,
whether you like it or not, is your president as well as mine.”31 The
European Union is not a political choice at all. It “lacks willpower,
is good for economics but is not ready to fight, to shed blood for
Europe.” Thus “Europeans have the choice between two capital cit-
ies: Berlin or Washington. History shows that Washington has been
better for them than Berlin.”32 He warns that “military power is not
everything but when there is a real crisis, it’s the sword, not com-
panies’ cash flows, that decide things.”33 Moreover, he points out
that if France had two senators, it would have more influence on
the United States than it now does as a sovereign country. The fic-
tional character is killed in action while serving in a Defense Intel-
ligence Agency unit in Turkmenistan in November 2001.

Obviously neither Joffe nor Debray’s protagonist represents a
broad base of European sentiments, but that they express these
views so sharply reveals that they believe other Europeans privately
harbor or can be awakened to them, even as American unilateralism
has angered European political leaders.34

Clearly something has changed in the world. Both the distribu-
tion of power and the institutions for producing power in the pres-
ent epoch are sufficiently different from those in the centuries before
World War II that conventional wisdom going back to Thucydides
and including contemporary “realism” can be grossly misleading for
understanding world politics. This is not to argue that conventional
wisdom is wholly wrong. Truisms, after all, are true, but misapplied
truisms can truly mislead. Rather it is to say that the proponents of
realism have missed a great deal of what is going on in the world.
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Multipolarity and counterbalancing are useful ideas in analyzing the
policies of states of a Europe where none was fully dominant over
several centuries, but the world today is a replica of neither the
Europe of the Peace of Westphalia nor the Europe of the Congress
of Vienna.

In sum, it pays neither to leave the American empire nor to op-
pose it. Strong positive incentives promote voluntary membership,
and strong negative incentives discourage balancing against it. Al-
though it looks like any voluntary alliance, whose members nor-
mally treat it as temporary, it has acquired a permanency that ap-
proaches but does not reach constitutional government.

Apparent Alternatives to the American Empire

Among the several alternative ways to characterize post–
Cold War international affairs, two merit attention because they cap-
ture aspects of the American empire; in fact, they are better under-
stood within this empire than apart from it: globalization and the
democratic peace thesis.

Globalization

The amorphous idea of globalization became very popular in the
1990s, spawning a voluminous literature.35 Its meaning varies
widely, depending on who is using it, but one definition includes
the belief that international trade and finance have created, or soon
will create, sufficient interdependencies among states to begin to
have an autonomous constraining role on their actions as sovereign
entities. Its forces operate globally, showing little respect for na-
tional borders. It transforms economies, produces unprecedented
levels of wealth, as a kind of “invisible hand” in the marketplace
writ large, transcending individual states and washing over the en-
tire globe. Here we need only emphasize its lack of global enforce-
ment mechanisms. To the extent there are any, they are parts of the
American empire’s institutions, which apply mainly to the ad-
vanced and postindustrial countries of the world, not to the so-
called “emerging markets” that are mainly outside the empire. Thus
they have higher transaction costs and greater risks for investments.
Globalization looks like an alternative to the American empire only
until one considers the problem of third-party enforcement. The
American empire’s governance has made the large advances in in-
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ternational trade and finance possible. Without the U.S. empire
there would be wars and anarchy, and therefore, no globalization.
The economic activity known as globalization is an effect, not a
cause.

The Democratic Peace

The thesis that democracies do not go to war with each other
has enjoyed popularity in academic circles, far less in policy cir-
cles.36 It is based on research showing that there are no examples in
modern times of democracies fighting among themselves. Over-
looking the problem of definition—deciding, for example, whether
Britain was a democracy during the War of 1812 against the United
States and whether Germany was a democracy in 1914—the corre-
lation is striking. Proponents of the thesis find a causal connection
in the domestic politics in democratic states: leaders are constrained
by legislatures, interest groups, and public opinion, all of which are
reluctant to resort to war, especially against another democracy.37

Dictators do not have these constraints, which accounts for their
ability to make war when they choose and against whom they
choose.

Indeed, public opinion and legislative controls do impose con-
straints on leaders if the democracies are Liberal—a point that some
but not all proponents of this thesis acknowledge. Some countries
they include in their set, however, have headed to war with each
other only to be prevented not by their publics but by the United
States.38 Greece and Turkey have more than once been on the brink
of war over small Aegean Sea islands. Without the U.S. military
influence over both countries, their dispute could have led to war.
Perhaps the clearest way to expose the problem with the theory of
democratic peace is the anecdote about a young man who went out
drinking three nights in a row. Imbibing Irish whisky and water the
first night, he suffered a painful hangover the next morning. Turning
to bourbon and water the second evening, again he had a hangover.
After trying Scotch whisky and water of the third night without any
relief, he concluded, “Boy, water really is strong stuff!” Democracy
is not the whisky within Europe and Northeast Asia. U.S. military
power is.

Some of the democratic peace proponents look to Immanuel
Kant’s proposal for a “perpetual peace” as support for their case.39

Indeed, Kant’s proposal is highly relevant because he puts more em-
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phasis on the constitutional republic as the form of government,
emphasizing the separation of legislative and executive powers as
critical, mentioning democracy only in passing as one of the clas-
sical regime-types, along with tyranny and oligarchy. Most impor-
tant, he insists that rulers of republics must establish this peace. It
will not happen deterministically. Moreover, all member states to
this peace must be constitutional republics in which leaders are
accountable to and constrained by their publics. This established
treaty, he insists, must be a “federation of nations,” not a “nation
consisting of nations,” which, he argues, would contradict the re-
publican principle of representative government.40

Thus Kant’s concept comes very close to describing what the
American empire has come to be in that its ideology is Liberalism
and other countries join it voluntarily. Political leaders created it; it
did not result from some immanent determinism. It shares Kant’s
emphasis on constitutions and representative government rather
than democracy, but not his requirement for a formal treaty for a
“federation.” Nor does Kant deal with economic performance, as
does our concept of a Liberal empire. Finally, the American empire
provides military power to back up supranational governance—for-
mal and informal. Kant, like the democratic peace theorists, leaves
this enforcement role to the constraints that legislatures, public
groups, and public opinion will place on leaders who are tempted
to violate the treaty of the federation. His insistence that “perpetual
peace” must be “established,” however, implies some use of power
to bring it about, presumably including military.

Military Power: Still the Final Arbiter

Neither the origins nor the maintenance of the American
empire can be explained without including the central role of its
military power. Armies created it and armies still maintain it. The
end of the Soviet Union as an external military threat does not
change this requirement for providing security to the three wealth-
iest regions of the world—North America, Europe, and Northeast
Asia. Threats to Europe and East Asia during the twentieth century
have included internal ones, not just the external threat of Soviet
military power. World War I broke out because the major European
powers could not manage peacefully the emergence of German
power. Rising Japanese power in East Asia and Chinese nationalism
led to the Sino-Japanese War in the 1930s and to World War II in
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the Pacific. While the settlements in 1945 in both regions brought
peace, they did not entirely remove the antagonisms and divisions
manifested in the wars. Mistrust of Germany, although it seems
wholly unjustified, survives to this day within Europe and under-
pins continuing support for U.S. forces stationed there. A major rea-
son that NATO expansion into Central Europe enjoys more support
in Europe than in the United States is that the collapse of the War-
saw Pact opened the way for reemergence of several of the interwar
struggles in this region. For example, large Hungarian minorities
live in Slovakia, Romania, and northern Serbia, creating the poten-
tial for Hungarian irredentism against all three of these countries.
Changes in Poland’s postwar borders include gains on its western
frontier at Germany’s expense and losses on its eastern frontier to
Ukraine, Lithuania, and Belarus. NATO expansion has thus far
helped keep all of these issues quiescent, although rumblings have
occurred in Slovakia, Romania, and Serbia.

Turning to East Asia, Japanese-Chinese and Japanese-Korean mu-
tual suspicions have abated very little since World War II, far less
than those in Europe. U.S. forces deployed in South Korea and Japan
keep those suspicions from causing open hostilities and make it
possible for all three countries to cooperate in certain respects, es-
pecially in trade and financial matters. The U.S. regional military
umbrella also keeps peace between China and Taiwan. In both
regions the peace has held mainly because of the military alliance
arrangements that keep significant U.S. military forces deployed
there.

Still, this enduring need for large U.S. military forces abroad
after the Cold War is poorly understood, not only in the academic
community but also by American political leaders in both parties,
in the executive branch and in Congress, by experts in the think
tank community, and by journalists.41 Douglass North emphasizes,
it will be recalled, that third-party enforcement is essential for cap-
turing the gains from increasingly complex contracts and trade. The
enforcement linkage between U.S. military hegemony and interna-
tional contracting and trade is not formal, but informally it is a pow-
erful factor. It exists in a subjective sense among most countries
within the American empire, just as good law and order from an
effective city or state police force exists for domestic trade and con-
tracting. Preventing war and suspicions of warlike behavior among
states lowers transaction costs for international trade, just as an ef-
fective police force lowers it for domestic trade. This is precisely
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why the long-term foreign deployments of U.S. military power in
Europe and East Asia make a substantial contribution to all the
economies within the operational domain of those forces. They are
not a dead loss, a waste of “guns” that could be converted to “butter”
without a negative impact on butter production. They are more
properly understood as an “overhead cost” for the developed econ-
omies of the American empire.

A counterfactual scenario can help clarify this point. Imagine
what would happen if all U.S. forces were withdrawn from Europe
and Northeast Asia over a couple of years. Taiwan would either
surrender to China or be invaded. War between the two Koreas
would almost certainly break out, and if war produced a unified
country, Korea would treat Japan as a hostile power and produce
nuclear weapons. Both of these developments would leave Japan
little choice but rearmament and acquisition of nuclear weapons.
The businessmen of a rearmed Japan would not be welcome in most
countries in the region. An economic meltdown in East Asia would
inexorably follow, adversely affecting the U.S. and EU economies,
as well as all East Asian economies.

Europe would suffer similarly, though more slowly. The first ad-
verse development would probably be the European Union’s inabil-
ity to keep order in Bosnia and Kosovo. Civil wars would spread
throughout the Balkans as European forces withdrew along with
American forces. The European Union would soon lose its momen-
tum, especially in dealing with new members in Central and Eastern
Europe, leaving all these former communist states in the midst of
unstable economic and political transitions. As their ability to act
in unison declined, Britain, France, Germany, and Italy would resort
to traditional balance-of-power diplomacy against one another. That,
of course, would allow even a weak Russia to compete with them
for influence in Central Europe, creating the kind of diplomatic com-
petition seen there in the interwar period. At the same time, migra-
tion issues could radicalize domestic politics in Italy, Austria, Ger-
many, and France.

This scenario could have any number of variations, all leading
to poorer economic performance and less political stability in Eu-
rope. Americans may have a difficult time imagining such possibil-
ities, and many ordinary Europeans deny that they can occur—but
few political and military leaders are as sanguine. One scholar in-
terviewed more than one hundred of them in the early 1990s to
discover that the majority believed the removal of U.S. troops would
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return Europe to its traditional rivalries and conflicts.42 A French
author has recently written a fictional diary in which he reports the
departure of American forces from Europe and then chronicles
the efforts among European leaders to establish a Kantian treaty of
peace.43 The last diary entry is filled with forebodings, as the
German “Chancellor Faust,” who led the way to the European peace
treaty, is assassinated.44 The chancellor’s name, of course, is an al-
lusion to Goethe’s Dr. Faust, who struck a deal with the devil. How-
ever one interprets this tale, it calls Europe’s political stability and
economic prosperity into doubt.

The United States could survive these adverse developments,
but not without paying a large economic price. Both trans-Pacific
and trans-Atlantic trade and investment would suffer dramatically.
American consumers would no longer have the wide choices of con-
sumer products that they now enjoy at low prices, and American
businessmen would no longer have the international markets they
now exploit.

Many Europeans, Japanese, and South Koreans do not find the
American empire an appealing arrangement. Dependency on the
United States is bound to offend their pride and dignity, but thus
far the alternatives have been less attractive. The exception is the
European Union, if it can become a full-fledged federation with a
unified foreign and defense policy. Were Europe to achieve this goal,
the American role would obviously no longer be necessary. To date,
however, path dependence keeps Europe reliant on U.S. military
support. Periodic European impulses to create a defense capability
independent of NATO have faded because of the costs. Having gone
far in constructing the military institutions within NATO, the Eu-
ropean members are locked into that solution by increasing returns.
That is, the costs of going back to the starting point of 1949 and
taking another path for military security are vastly larger than those
of remaining on the well-established NATO path.

Suppose, however, that Europe decides to pay the price and cre-
ate a separate “defense identity.” Would that necessarily destroy the
American imperial system? Since a new European federation would
have Liberal institutions, its compatibility with the United States
should be assured in principle. A unified Europe, of course, would
considerably change the distribution of power within the American
empire. How both Europe and the United States would adapt to it
and relate to each other is difficult to anticipate. In theory, if a uni-
fied and Liberal European entity became economically and militar-
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ily stronger than the United States, there would be no reason why
the United States should not follow its lead and let it carry the bur-
dens of this “empire by invitation.” That would be a sensible way
for Americans to maintain and enjoy their traditional values.

While Europeans often bridle at U.S. hegemony, Americans
sometimes complain that the European countries in NATO are sim-
ply “free riders” on the U.S. defense budget. This old complaint
about the lack of burden sharing is popular with U.S. taxpayers, but
if it were really valid, then how has the United States become over-
whelmingly richer during the five decades that it has been “ripped
off” by its European allies? Mancur Olson’s thesis about “the logic
of collective action” probably best explains this puzzle.45 He shows
that if a group organizes to pursue a “public good,” like “clean air”
or in this case “common defense,” then rational behavior for each
member is to withhold its contribution to collective effort. At the
point where the value of getting the public good is high enough to
make it profitable for some single member to pay the whole price,
it will do so. Because it is a public good, if one member gets it, all
members get it. Thus all of those who did not contribute still gain
the benefit by this free riding strategy. Indeed, the Europeans “free
ride” in many cases, but still the United States profits. Americans
may not like it, just as Europeans may not like overbearing U.S.
hegemony, but carrying most of the burden of defense nonetheless
profits Americans. Moreover, because no other country can supply
this public good, an American refusal to provide it would mean its
end.

This line of reasoning also applies to the U.S. military alliances
with Japan and South Korea. Japan has never been as much of a free
rider as popularly believed, but even if it were, the United States
would have profited overall.

There is, actually, a strong case to be made against military bur-
den sharing with Japan. Suppose Japan ceased “free riding” and
spent 4 percent of its GDP on defense, or about four times what it
now spends. To reduce the burden on the United States, of course,
its forces would also have to take over some operational responsi-
bilities, such as the defense of the Taiwan Straits and of South Ko-
rea. The negative political impact on East Asia would be enormous.
The incipient arms race between China and Taiwan would widen
to include China versus Japan. South Korea would react negatively
as well. The resulting costs to the United States of providing addi-
tional forces to the region to contain these developments would be
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large. In other words, regional stability in considerable part depends
on Japan remaining a free rider on U.S. military expenditures.

This argument also applies to Europe, though not in precisely
the same way. Deep concerns have been expressed by the U.S. sec-
retary of defense and other Americans over the “common security
and defense policy” (CSDP) within the European Union and the
European Security and Defense Initiative (ESDI) within NATO.46

These critics fear that the common security and defense policy will
draw military resources away from NATO, weakening the alliance.
Precisely because members of the EU are notorious free riders on
defense, the danger is more apparent than real and likely to remain
so, unless the United States withdraws its forces from Europe. If a
few countries began spending aggressively on defense and displac-
ing the U.S. dominance, the intra-European balance and sense of
mutual security would be upset.

Empire in its traditional sense does not describe what the United
States has constructed, but it does convey an accurate sense of
American hegemony and supranational governance. It misses, how-
ever, the qualitatively different institutional features. The American
empire’s ideology rules out colonialism as an imperial form of ter-
ritorial control. It also dictates restraints on the exercise of U.S.
power. While there may not be full international agreement on all
of the “rules” that limit the American “ruler,” the very concept of
Liberalism requires that American hegemony be limited. It also re-
quires that sovereign states voluntarily choose to participate as
members of this empire.

If ideological commitment to Liberalism alone were the basis for
this regime, then it would be very unstable. That has always been
the weakness of international law and other schemes for removing
war as an instrument of international politics, ranging from Kant’s
proposal for a perpetual peace to proposals for world government
after World War II. None of those schemes accounts effectively for
the realities of power. The new type of empire does.

By the end of World War II, the United States was the leading
military power in the world. The Soviet Union came close to equal-
ing the United States in military power by the late 1970s and early
1980s, but it could not produce the same levels of economic power,
without which superpower status could not be sustained. The sub-
sequent collapse of the Soviet Union has left the United States with
unparalleled military primacy. This backdrop of power answers the
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need that “realists” rightly insist must be met for supranational rule.
It means that, if absolutely necessary, the United States has the mil-
itary power to punish any opponent or group of opponents with
devastating violence; in less extreme circumstances the United
States can persuade and prod it allies to take actions they would
not if the decision were simply a matter of “one country, one vote”
in an international organization or bilateral treaty.

Traditional empires built mainly on the power to compel faced
high transaction costs in the maintenance of order and compliance
with their rules. The American empire incurs much lower transac-
tion costs because its Liberal institutions allow member states to
prosper while affording them diplomatic and informal political in-
fluence on U.S. foreign, economic, and military policy. The incen-
tives for voluntary compliance, therefore, greatly reduce the need
for coercive measures. The most serious danger to the system is U.S.
behavior. The United States alone has the capacity to violate the
rules with impunity, as it unfortunately does on occasions. Such
behavior will inevitably destroy the system if it is unchecked by the
United States itself. No other state or set of states can effectively call
it to account.

Those scholars who see the Western international system as
“constitutional” are emphasizing an important aspect of the Amer-
ican empire, but they do not fully answer Waltz’s charge that gov-
ernance does not exist above the state level.47 A constitutional break-
through, as we explained in Chapter 1, is essential for a state to
provide third-party enforcement. As North observed, when he un-
derscored the criticality of such enforcement, no one today really
knows how to turn a state into such an entity. Expressing skepticism
that “the correct constitutional forms will restrain the tyrannical ex-
ercise of power,” he approvingly quotes William Riker: “But every
time I convince myself that I have found an instance in which consti-
tutional forms do make a difference for liberty, my discovery comes
apart in my hand. It is, of course, a matter of causality. . . . The ques-
tion is this: Does constitutional structure cause a political condition
and a state of public opinion or does the political condition and a
state of public opinion cause the constitutional structure?”48

If this puzzlement arises over the explanation of constitutional
systems at the state level, then it must be greater for explanations
of constitutional arrangements at the supranational level, where it
has never been fully achieved.
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The American empire is unlikely ever to be entirely constitu-
tional. At best it can achieve only a quasi-constitutionalism based
on self-restraint. Its defense of liberties has become partially insti-
tutionalized in formal international organizations and treaties, but
it is finally dependent on a combination of sustained economic
growth and hegemonic military power. American leaders, therefore,
can ignore any rule because no other country has the power to sanc-
tion them effectively. As a first or second party to an international
dispute, they also remain the international “third-party enforcer” of
last resort.

They are, of course, restrained by the U.S. Constitution, but are
domestic constraints sufficient to prevent them from flouting the
quasi-constitutionality of American leadership abroad? For the du-
ration of the Cold War, U.S. leaders were sufficiently restrained, vol-
untarily or by U.S. domestic political forces and legal norms. Since
the end of the Cold War, however, periodic fits of U.S. “unilateral-
ism” in trade, diplomacy, and military affairs give grounds for con-
cern about the future.

Unilateralism itself is not the problem. Without unilateral U.S.
action within NATO at key points, this alliance could have gone the
way of the League of Nations. This is a problem in Ikenberry’s con-
cept of an institutionalized international order becoming path de-
pendent. If it were to achieve a lock-in, it would lose its capacity to
adapt and take more efficient paths as they became apparent. Amer-
ican pressure on the United Nations to reform was to a considerable
degree a reaction to bureaucratic decay and declining effectiveness
of U.N. international agencies. That the permanent members of the
Security Council no longer are the truly “great powers”—Germany
and Japan are excluded, and the relatively weak states Britain,
France, and Russia remain—is already the kind of lock-in that re-
duces U.N. effectiveness.

In organizations within the membership of the informal Ameri-
can empire, U.S. unilateralism has achieved more positive results.
For example, on several occasions over the past five decades, when
U.S. presidents adeptly imposed their policy preferences over strong
resistance, they made NATO more effective in its pursuit of common
goals. Admission of West Germany to membership in 1955, adoption
of the military strategy of “forward defense” in 1967, the decision
on deployment of intermediate-range nuclear forces in 1979, and
the reunification of Germany in 1990 over British and French ob-
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jections—all these developments depended to some degree on im-
position of U.S. unilateralism.

The danger arises from the kind of unilateralism that undercuts
the quasi-constitutionality of the American empire instead of rein-
forcing it. A few examples are the pursuit of the Vietnam War after
1965, failure to abide by WTO rulings, and evasion of responsibility
to intervene in Yugoslavia in the early 1990s, and to do so more
than half-heartedly in the mid- and late 1990s. The most recent ex-
ample as of this writing is the U.S.-led invasion of Iraq. Conceivably
that action could eventually bring a constructive result, but it seems
more likely to produce a contrary result.

As we turn to assessments of the many dimensions of American
power, it will become all the clearer that the major danger to the
durability of this empire is American leadership. Can the member
states of its empire devise enduring formal checks and balances to
keep U.S. leaders from undermining it? And if they can, will that
not risk creating an “increasing returns process” that results in de-
cay? If a solution is to be found, it must lie in greater institution-
alization of those truly Liberal regimes within the American empire,
for it certainly will not be found within the United Nations or in
some concept of “world federalism.”

Still, keeping the boundary of the empire’s membership reason-
ably open and ambiguous has been important to its success thus far.
The unambiguous border of NATO, which declares formally who is
“in” and who is “out” of the European part of the empire, has its
disadvantages. The recent admission of seven new members gives
formal status to highly illiberal countries while committing them to
pursue Liberalism. Those denied admission may lose their incentive
to become Liberal if their exclusion looks permanent or too long-
term to count in their political calculations today. At the same time,
the global Liberal institutions—for example, the WTO and the IMF—
offer membership to countries that are unlikely ever to be genuinely
Liberal.

One can argue that calling the roughly two dozen mature con-
stitutional regimes an empire is counterproductive unless they are
institutionalized more formally and governed as a separate unit in-
side the larger international order of the United Nations, WTO, and
so on. We take a different view. Formalizing this core set of countries
(and more than a dozen others that have formal or informal military
ties to the United States) is ill-advised, but recognizing them ex-
plicitly and calling attention to what really connects them has two
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important advantages. First, it should heighten their awareness of
the stake they have in keeping the United States strong and playing
an effective leadership role. Second, it can diffuse the target for
countries that want to undercut and counterbalance American
power. For example, both Russian and Chinese leaders, instinctively
and emotionally disposed to make the United States “enemy num-
ber one,” are increasingly aware that to oppose the United States is
also to oppose a large number of the states within the American
empire.

As the evidence in the following chapters vividly demonstrates,
U.S. power is overwhelming, but the aggregate power of the world’s
Liberal states is vastly greater. Although in the following chapters
we emphasize the gaps between dimensions of American power and
the rest of the world, that should not be taken to mean that the
members of the empire do not count. Rather we shall reveal several
reasons why the aggregate power of the empire is greater than the
sum of its parts: American power as well as institutions draw them
into international organizations, especially military and economic,
that amplify the simple sum of their combined power.



3 The Military
Power Gap

The gap in military power between the United
States and all other countries is large, very large. The quantitative
gaps in the various kinds of weapons and forces vary, some being
quite large, others more modest. The qualitative gaps are impres-
sively large across the board. The first purpose of this chapter is
elucidating them, but the second purpose is more important—an-
swering the question, “What is the point of keeping such large mil-
itary capabilities?”

Never in its history has the United States enjoyed such a military
edge vis-à-vis the rest of the world. Its defense budget for 2001 was
more than the aggregate defense budgets of the fifteen next-highest-
ranking countries. Before the 1950s, the United States had never
maintained more than trivial peacetime military forces, but during
the decades of the Cold War, large military budgets and big standing
forces could be justified not only by growing Soviet military power
but also by the military threats posed by several other states, in-
cluding those of the Warsaw Pact, China until the late 1970s, North
Korea, Cuba, and Vietnam. With the collapse of the Warsaw Pact
and the Soviet Union, and the end of the Cold War, the United States
has found itself with truly hegemonic military power. When the
aggregate military capabilities of its allies in Europe and Northeast
Asia are added, the military edge becomes even greater. Since the
United States seldom goes to war alone and has a global network of
military alliances, rough aggregate measures provide an idea of just
how large the military resources at the disposal of this alliance sys-
tem could be.

The North Atlantic Alliance has impressive levels of military
spending and active-duty military personnel, as shown in Table 3.1.
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Table 3.1 NATO Military Spending and Personnel in 2001

Military Budgets Active-Duty Personnel

NATO Europe $165,416 million 2,317,500
U.S. 322,365 1,367,700
Canada 7,745 56,800
NATO totals 495,526 3,742,000

Source: IISS, The Military Balance, 2002–2003 (London: Oxford University Press,
2002), 332–33. This does not include the data for the seven countries invited to join
NATO in 2004.

The European members of the alliance maintain twice as many peo-
ple in uniform as does the United States, but those forces are not as
well equipped or trained. That is why U.S. military spending is
greater than that of the combined European allies. While U.S. mil-
itary spending declined precipitously after the first Persian Gulf
War, dropping by more than 30 percent in the 1990s, it leveled out
at the turn of the century. European NATO countries’ spending on
defense, in contrast, has continued to decline, as have levels of
active-duty personnel. Still, the NATO totals are massive when the
United States and Canada are included.

Table 3.2 offers a similar but less dramatic picture of U.S. alli-
ances in the Asia-Pacific region. Japan is the biggest spender, and
South Korea keeps the biggest standing force.

Table 3.3 reveals just how large a percentage of global military
resources is at the disposal of the United States’ alliance system.
Although the system has slightly less than a quarter of global mili-
tary manpower, it has an overwhelming two-thirds of the world’s
military budgets. Moreover, if the quality of military personnel were
taken into account, the edge of the U.S. alliance system over the
larger but less well-armed militaries would be equally impressive.
The United States alone still holds the global lion’s share of military
resources, with 40 percent of the global budget, though its man-
power share is only 6.6 percent.

These quantitative and static figures, of course, conceal far more
about what constitutes effective military power than they reveal.
What they reveal, however, is where the world’s military resources
are located, where they are heavily concentrated, and where they
are sparsely present. Whatever they conceal, it cannot easily offset
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the massive military resources in the hands of the United States and
its allies.

These realities are widely acknowledged, but what do they
mean? Do they assure U.S. military hegemony for the indefinite fu-
ture? We must go into more detail than may seem necessary in as-
sessing the U.S. military because unlike a market economy, militar-
ies are large bureaucracies with very poor negative feedback, or
corrective information, for military policy making. Like the political

Table 3.3 United States and Allies, Global Military Budgets and
Personnel, 2001

Military Budgets

(Millions
of U.S.$)

% of
Global
Total

Active-Duty
Personnel

% of
Global
Total

NATO total $495,526 59% 3,742,000 18%
U.S. Asia-Pacific Allies 58,094 7% 982,700 5%
U.S. & Allies Total 553,620 66% 4,724,700 23%
All Other Countries $281,622 34% 15,691,000 77%
Global Total 835,242 100% 20,415,700 100%

U.S. Only 332,365 40% 1,367,700 7%

Source: IISS, The Military Balance, 2002–2003 (London: Oxford University Press,
2002), 332–37.

Table 3.2 Asia-Pacific Military Spending and Personnel in 2001

Military Budgets Active-Duty Personnel

Japan $39,513 million 239,800
South Korea 11,165 683,000
Australia 6,752 50,700
New Zealanda 664 9,200
Asia-Pacific Totals 58,094 982,700

Source: IISS, The Military Balance, 2002–2003 (London: Oxford University Press,
2002), 332–37.

a New Zealand’s membership in the Australia–New Zealand–U.S. (ANZUS) alliance
has been ambiguous since New Zealand denied port access to U.S. nuclear-powered
ships in the mid-1980s.
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and economic institutions of countries, military institutions easily
become path dependent and highly resistant to the restructuring
necessary to be effective against changing threats and the uncertain-
ties of future warfare. Wars themselves, of course, provide negative
feedback information, but by then it is often too late, and costly in
the best event. Moreover, even when political and military leaders
recognize the need for military reform, they seldom can overcome
the institutional “lock-in” that blocks it, though there are excep-
tions.1

A Road Map for Assessing
U.S. Military Hegemony

Comparing the military power of countries has never been
done with great precision.2 The very nature of military power—a
mix of technologies, organization, employment doctrines, morale,
and domestic political support—is subject to so many variables that
it never remains constant. Moreover, sustaining military power in
periods of peace and rapid technological and social change is es-
pecially difficult. The best that can be achieved is a rough picture
of the static balance of military forces combined with a look at key
dynamic factors that have altered and will continue to alter that
balance in the future.

To do this, we will use the first Persian Gulf War, although it
transpired more than a decade ago. It still remains the best available
comprehensive window into the U.S. military, not only (1) its per-
formance on the battlefield but also (2) its strategic lift capabilities;
(3) what is required to train such forces; (4) the quality of personnel
required; (5) intelligence capabilities; and (6) the industrial base that
produced such military forces. Three subsequent wars (in Serbia,
Afghanistan, and Iraq) provide confirming insights, but they also
mark an important learning process that has produced what one
observer cogently defines as a distinctive “American style of war.”3

Most important, we must clarify what U.S. military forces are
for, and, more specifically, what missions they must perform. A re-
lated question, of course, concerns the economic burden: can the
United States afford to play these roles indefinitely?

Finally, prudence demands that we ask whether we have over-
looked any serious dangers to the United States’ ability to maintain
adequate military power and use it effectively. If no other countries
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can break U.S. military hegemony, are there other factors, subjective
or psychological, that might erode it?

What the Gulf War Revealed

In the decade before the U.S.-led military coalition expelled
Iraqi forces from Kuwait in early 1991, most experts judged the
United States and the Soviet Union as roughly military equals. Not
so after this war. With the collapse of the Soviet Union at the end
of that year, no other military power, not even among U.S. allies,
was remotely close to the United States. One superpower remained,
and all others were third-level if operating on their own. Some of
them, of course—namely Germany and Britain in Europe and South
Korea and Japan in East Asia—could boast second-level status if
they had modern military forces and were in active alliances with
the United States, capable of interoperability for coalition warfare.
The French military, not allowed to participate in the NATO mili-
tary structure since 1967, experienced serious difficulties as a mem-
ber of the Gulf War coalition.4

The media coverage of the war presented an image of awesome
U.S. capabilities but ignored the most important dimensions of that
might. Foreign professional military observers, however, especially
Russians, did notice them, although not always clearly.5 Let us con-
sider what really makes the big differences in U.S. military capabil-
ities.

On the Battlefield
AIR FORCES

U.S. air-power capabilities are overwhelming but not always ef-
fective. Consider the four major tasks they undertook during the first
Gulf War and the significance of what was achieved in each.

The first was the destruction of Iraqi air power. Iraqi aircraft that
dared to fly were shot down, and a large number were destroyed on
the ground. Thus the U.N. coalition forces never faced Iraqi air at-
tacks. The lesson was clear: no air force in the world, not even
among American allies, is capable of standing up to the U.S. Air
Force. None has modernized adequately or trained to the level of
U.S. pilots. Nor does any have equivalent air management capabil-
ities to control thousands of sorties over lengthy periods.6



THE MIL I TARY POWER GAP 69

The story of Iraqi air defenses is different. The U.S. Air Force
proved able to degrade or evade them, but it never fully destroyed
them. Soviet-made Iraqi air-defense weapons remained so effective
that U.S. tactical aircraft were forced above 15,000 feet, where they
were ineffective.7 Iraqi air-defense radar actually picked up F-117
stealth fighters but could not support attacks against them.8 The les-
son is that air-defense technology today has the technological edge
over most countermeasures, including stealth.

Second, “strategic bombing” of targets deep in an enemy’s rear
was intended to render a ground war unnecessary.9 Not only did air
power fail to “decapitate” the Iraqi regime; neither did it deny Sad-
dam communications with his combat forces in Kuwait. The far
more accurate bombing intended to break the Iraqi leader’s control
in 2003 also fell short of complete success.

Third, “interdiction” is intended to cut off enemy ground forces
from reinforcement, and “close air support” is meant to destroy en-
emy units closely engaged with friendly ground forces. In the first
Gulf War, this distinction was blurred as General Schwarzkopf gave
the air force the mission of degrading Iraqi ground forces by certain
percentages.10 Accordingly, the largest part of the bombing effort—
more than 23,000 of 35,000 strikes flown against targets in Iraq and
Kuwait—was devoted to destroying Iraqi ground forces.11 For all of
this effort, the counts of destroyed weapons briefed to the president
by the Department of Defense on 23 February 1991, the day before
the ground war started, were 1,688 tanks (39 percent of those in the
Kuwait theater of operations), 929 armored personnel carriers (32
percent), and 1,452 artillery pieces (47 percent). The director of cen-
tral intelligence gave a much lower estimate, asserting that the CIA
assessments confirmed only 470 of the armored vehicles and tanks
destroyed.12 If we use the CIA figures, it required 49.9 aircraft sorties
to make each kill; even using the Pentagon figures, which yield a
rate of one kill per 5.65 sorties, the effort was extraordinarily ex-
pensive. The CIA figures are probably closer to the truth, meaning
that attacking ground forces accounted for well over 90 percent of
the weapons destroyed.13

Proponents of such bombing have claimed it had the additional
effects of lowering Iraqi forces’ morale and keeping them from ma-
neuvering against U.S. ground forces.14 But later analysis based on
actual Iraqi operational activity during the ground war suggests that,
as Daryl Press puts it, “The ground attack would likely have gone
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very well for the coalition even if there had been no extended air
war.”15

During the war in Iraq in 2003, close air support and attrition
attacks on Iraqi forces appear to have been far more effective. Given
minimal Iraq air defense to protect the Republican Guard divisions
around Baghdad and the speed of the ground maneuver forces clos-
ing toward these divisions, this was to be expected.

Among the most impressive aspects of the 1991 air war was the
command and control of more than 2,400 coalition aircraft (about
1,800 of which were from the United States) in a relatively small
air space. Approximately 118,000 sorties were flown from 16 Janu-
ary through 28 February 1991 without any “friendly kills” or other
significant problems, an unprecedented feat of operational control.
The management of these operations showed both the remarkable
training competence of coalition pilots and the technological advan-
tages of the Airborne Warning and Control System (AWACS) aircraft.

Fourth, “airlift” received far less public attention than it de-
served. Yet it was, along with destruction of the Iraqi air force, one
of the two most important achievements of air power in the war. At
its peak period airlift reached 17 million ton-miles per day (MTM),
making it “the greatest such airlift in history,” almost quadrupling
the next-highest MTM ever achieved, 4.4 MTM during the Arab-
Israeli War in 1973.16

To sum up, the capabilities to gain air superiority quickly and to
provide massive airlift were the most critical tasks of U.N. coalition
air forces in the 1991 Gulf War. The results of strategic bombing
were difficult to assess but were by no means decisive. Bombing to
degrade combat forces had only marginal effects. Close air support
was ineffective where there were ground-based air defenses.

The air war against Serbia reaffirms the foregoing assessment,
but the more recent wars in Afghanistan and Iraq alter it. No de-
tailed studies of the latter wars were available at the time of this
writing, but they appear to mark a radical improvement in the ef-
fectiveness of close air support. U.S. ground forces in Afghanistan
were initially composed of Special Forces teams assisting friendly
Afghan fighting forces. After the Taliban government collapsed,
more U.S. regular ground forces were deployed, but still relatively
few, less than a division in total. The initial close air support against
Taliban and Qaeda formations provided by carrier-based air seems
to have been no more effective than during the first Gulf War. But
then strategic bombers began dropping bombs guided to targets by
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U.S. Special Forces teams using laser designators or providing map
coordinates for bombs guided by a global positioning system (GPS).
The accuracy of these strikes was so effective that weaker Afghan
forces were initially able to defeat stronger Taliban units in several
battles. As the Taliban adapted, however, they were not easy to de-
feat. As one analyst of this war concludes, “Precision firepower did
not simply annihilate well prepared opponents at standoff range in
Afghanistan. To overcome skilled, resolute opposition required both
precision firepower and skilled ground maneuver; neither alone was
sufficient.”17 Thus the Afghanistan experience shows that high-
altitude bombers, which fly above tactical air defense systems, can,
when supported by advanced targeting technology, deliver accurate
and effective bombing in support of engaged ground forces. Making
strategic bombers available when they were needed, however,
proved difficult and sometimes impossible. For tactical bombers this
problem was less severe.

As of this writing, it is too early to judge confidently what the
war in Iraq demonstrated in 2003, but the initial impression is that
Iraqi forces never resolutely stood and fought the way Taliban forces
did. In any event, the unprecedented speed with which the 3d
Mechanized Division moved on Baghdad and the close air support
it received combined to overwhelm the Iraqi Republican Guard di-
visions. In this regard, joint air-ground operations were far more
effective than were air operations in the first Gulf War.

Whatever its weaknesses, U.S. air power has no serious rival. In
principle, a unified European air force and aviation industry could
challenge U.S. superiority. Japan, too, could produce the requisite
aircraft, but not without major investments and much learning in
the techniques of systems integration required in modern aircraft
production. Yet both Europe and Japan lack the worldwide set of
air bases and facilities necessary to rival the reach of U.S. air power.
Russia still has an advanced aviation industry that could compete,
but its economy is too weak to support such an expansion. Although
China is investing in its aviation industry, it cannot challenge U.S.
air power for the next several decades.18

GROUND FORCES

Although U.S. ground forces in the first Gulf War were never
seriously challenged by Iraqi defenses, four characteristics of their
operational capacities were apparent to close observers.19

First, their weapons overmatched all Iraqi weaponry. The M-1A2
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tank in some instances began identifying Iraqi tanks at 4,000 meters
(about 21⁄2 miles), killing them with first-round hits at 3,700 meters
(21⁄4 miles). In these cases Iraqi tank units were destroyed before the
Iraqis could even see U.S. armored formations approaching at 30–
40 mph, shooting on the move.20 Previously, tanks had to stop to
fire accurately and moved at 5–15 mph when traveling cross-
country. While the Iraqi army did not have the best Soviet tank, the
T-80, it did have a large number of T-72s, the next-best one. The U.S.
M-1A2 (a modified M-1 with a 120mm main gun) had no difficulty
defeating the T-72. The Bradley infantry fighting vehicle (M-2), the
MRLS (multiple rocket launcher system), and the Apache attack he-
licopter also performed very well. Except for the British and German
armies, no other in the world has weapons in this class. A few Rus-
sian weapons may be close but not equal.

Second, the tank-killing efficiency of the M-1A2 tank deserves
emphasis. When we compare the cost of a round of 120mm am-
munition (about $1,000) and the cost of this tank (approximately
$2.5 million) with the cost of a bomb or rocket (from $1,000 to sev-
eral thousands) and the cost of the aircraft ($30–40 million) deliv-
ering it, it is clear that the tank was a cheaper means for destroying
an Iraqi tank. Expensive U.S. aircraft ($30–40 million each) ac-
counted for no more than 10–15 percent of Iraqi tanks destroyed,
while U.S. tanks destroyed the other 85–90 percent. And this com-
parison is conservative because nearly all kills by M-1A2s were with
first-round hits, while aircraft required several sorties and many
bombs and rockets to make a single kill. In some cases, pilots re-
peatedly attacked the same tank hulls, unable to see that they had
been destroyed earlier. To say that tanks were thousands of times
more cost effective is to make a modest claim. Probably no other
technological improvement in U.S. weapons provided so much gain
in combat power as the M-1A2, a point again demonstrated in Iraq
in 2003. Technology applications in the Apache helicopter, the
MRLS, and in maneuver control also brought gains that received
little notice during the first Persian Gulf War.

Third, GPS devices, added to tanks and other vehicles after they
were already in Saudi Arabia, permitted armored formations to nav-
igate the desert in order to make westward enveloping movements
around Iraqi defenses without delay or confusion. Iraqi command-
ers, who knew the desert well, simply did not believe it was pos-
sible.
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Fourth, modern weapons require highly educated and trained
commanders, staffs, and troops. Two observations reveal something
of the army’s competence in this regard. First, at the brigade and
lower levels, commanders were aggressive.21 They proved able to
exploit their weaponry and to manage an unprecedented speed of
advance.22 Second, at the division and corps levels, leaders were
seldom as agile. They actually slowed the speed of advance in sev-
eral cases, literally learning and feeling their way. The explanation
for the greater competence at the lower levels is simple.

Most of the captains and colonels commanding tactical units had
been through exercises in the army’s National Training Center in
California. This highly demanding facility had produced a genera-
tion of young officers practiced in handling newer, faster, and more
lethal ground forces. No equivalent training exists for divisions and
corps. Thus the generals commanding them in the first Gulf War
had never led their units against live opponents in free-play exer-
cises of two to three weeks’ duration—the kind that take place in
the National Training Center for brigade, battalion, and company
commanders. Not surprisingly, then, division and corps command-
ers in the first Gulf War were forced to learn as they went. Since the
war, they have been subjected to serious criticism, but most of it
reflects a lack of understanding, even by the authors of the best
single account of the war to date, of just what has happened in
changing ground force weapons and equipment.23 That the army di-
vision and corps commanders avoided major debacles is no small
achievement. The combat power of a contemporary U.S. division
and corps has so increased that most observers fail to understand
what is required to control these units effectively.

In retrospect we can see that nine U.S. divisions were not actu-
ally needed for the 1991 ground war in Iraq to succeed, but that
only makes more impressive the combat advantage demonstrated by
U.S. ground forces in this war. Iraqi ground forces, except for front-
line infantry along the Saudi-Kuwaiti border, reacted aggressively,
and a few maneuvered skillfully to block or counterattack assaulting
U.S. forces but were easily defeated.

The invasion of Iraq in 2003 confirms these conclusions: far
smaller army ground forces, far less strategic bombing, and better
close air support simply overwhelmed Iraqi ground forces. The 2003
war was also characterized by much better operational skill on the
part of division and corps commanders than during the 1991 Gulf
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War. In 2003 they matched the swiftness and aggressiveness of
lower-unit commanders.

Are any armies a match for U.S. ground forces? German, British,
and possibly French forces may be, but they are much smaller and
do not have the same kind of training. Japan’s ground self-defense
force has modern weapons but is poorly trained. Chinese ground
forces are both poorly armed and poorly trained. North Korean
ground forces are no match. Russian forces have so deteriorated that
they, too, would fare badly.

The war in Afghanistan demonstrated the value of U.S. special
operations units, forces that played a limited role in the first Gulf
War. Special Forces were designed for operations behind Soviet
lines in event of a war in Europe. Yet these Cold War relics, includ-
ing B-52 bombers, proved effective. By adapting new technologies
in their operations, they have modernized almost unnoticed over
the past two decades. Moreover, their umbrella command—the Spe-
cial Operations Command (SOCOM)—has led this process. SOCOM
has also integrated special units from the air force and the navy,
making their operations truly “joint.”

Still, they have not advanced as far as they could. Once C-17
transport aircraft became available, heavy army units—including
M-1A2 tanks and Bradley fighting vehicles—could have been in-
serted into Afghanistan. In the 2003 invasion of Iraq, when no U.S.
forces were allowed to launch an invasion from Turkey in the north,
the 173d Airborne Brigade seized an airfield north of Kirkuk, and
within a week, a small unit of M-1A2 tanks and some armed per-
sonnel carriers were inserted by C-17s. Thus the feasibility of this
technique has now been established, but the limited number of C-
17s constrains its scale. This little-noted event in which heavy
ground forces were part of an airborne assault should presage a rev-
olution in so-called forced-entry operations, rendering amphibious
invasions largely obsolete.

In sum, U.S. ground forces have no peer in the world. Still, too
much money is allocated to amphibious forces that have limited use
ashore, too many technologies are poorly used or neglected by the
army, and the army’s capability to project its heavy forces great dis-
tances is underdeveloped.

NAVAL FORCES

In the first Gulf War, naval forces were present in large numbers
but played a minor role. Three aircraft carriers sailed into the Per-
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sian Gulf and three into the Red Sea, violating an age-old navy prin-
ciple that in wartime carriers should never go into narrow waters
where they are vulnerable to land-based threats. About half of the
F/A-18s, the most modern navy attack aircraft, were actually based
on land in Bahrain.24 Carrier-based aircraft had to fly long distances,
limiting the number of Iraqi targets they could strike. Naval vessels
in the Red Sea also participated by launching a few cruise missiles.
To complicate matters, naval air wing commanders were reluctant
to participate in joint operations under the control of the Central
Command (CENTCOM) air force component commander. Finally,
they accounted for only 10–12 percent of all the sorties flown. Thus
the navy, though its presence incurred a staggering financial cost,
provided nothing essential to coalition operations.

In the war in Afghanistan, carrier-based air was the earliest air
power available, but the number of sorties was limited by the need
for tanker aircraft for refueling to reach the fighting zone. Once
there, navy aircraft were not nearly as effective as were B-2 and
B-52 bombers in responding to U.S. Special Forces teams with the
anti-Taliban Afghan units. In the 2003 war in Iraq, naval air ap-
peared to be much better integrated into overall air operations, a
sign of considerable learning in joint operations since the 1991 Gulf
War. Still, in all three of these wars, only a small part of the navy’s
capabilities could be employed. Its surface fleet and its submarine
fleet—the larger part of the navy—offered nothing but protection to
the carriers, already very expensive airports.

The implication is key. In the twenty-first century, the U.S. Navy
has no potential “blue water” opponent now that the Russian navy
has decayed. A few budding navies are to be found—in China and In-
dia—but they could be quickly destroyed by land-based air and a few
U.S. attack submarines. Big naval battles fought entirely at sea, like
those of World War II, are highly improbable today. An exception
might be submarines versus submarines, as long as Russia maintains
a substantial submarine fleet or if China eventually acquires several
modern submarines. Two important conclusions follow.

First, the U.S. Navy simply has no peer. Even the Soviet navy
was never fully a “blue water” challenge during the Cold War. More-
over, a foreign country would require several decades to build such
a fleet. Since only friendly countries—Japan and West European
states—have the industrial and technological means to build such
a fleet, the prospects of facing a large, hostile, modern blue water
navy in the next fifty years are trivial.
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Second, advances in land-based aviation, in ballistic missile ac-
curacy, and in space surveillance have radically altered the nature
of war at sea, forcing the U.S. Navy to devote more than 80 percent
of its surface fleet to defense of its carriers. At the same time, carrier-
based air wings have not significantly increased their offensive
power over the past three decades.

By comparison, the range of modern bombers and air refueling
capabilities allow land-based air to reach any part of the world from
the United States itself, not to mention from many bases provided
by U.S. allies in Europe and East Asia. Land-based air can sustain
massive operations for months, as the wars in Serbia and Afghani-
stan demonstrated. Carriers can operate for only about seventy-two
hours continuously at full capacity. This increase in the cost of de-
fending a weapons system without a matching increase in the sys-
tem’s offensive power has been described as “senility.”25

Another change confronts the navy. What naval power was to
“strategic reach” in the nineteenth century and until the last third
of the twentieth, air power and space-based reconnaissance have
become to strategic reach today. This is true not only for projecting
firepower and bombing to any place in the world but also for air-
lifting heavy combat ground forces between continents.

The submarine is an exception in this regard. Its ability to hide
has yet to be neutralized, making it an important vessel for twenty-
first-century navies. Smaller, faster, cheaper, and better-armed sur-
face ships are probably best for twenty-first-century navies—better
armed and too numerous to destroy easily.

In sum, the U.S. Navy can overwhelm all other navies in the
world, and it can maintain this lead indefinitely. At the same time,
it is becoming more vulnerable to cheaper land-based weapons sys-
tems.

JOINT OPERATIONS

Joint operations are imperative for the army because air and na-
val capabilities must facilitate the army’s land campaigns, the de-
cisive phase of a war. The navy and the air force have always con-
sidered joint operations anathema; each seeks to play the decisive
role, and each insists that it can win wars alone. In the Pacific dur-
ing World War II General Douglas MacArthur and Admiral Chester
Nimitz waged a running struggle over who controlled joint opera-
tions. In the Korean War, the problem arose again, and during the
VietnamWar, the navy and air force resisted the unified commander,
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General William Westmoreland, in his attempts to integrate joint
operations. The Holloway Commission, charged to review the “Des-
ert One” hostage rescue operation of April 1980, found that im-
proper use of the joint system for operations contributed to the mis-
sion’s failure. As late as 1980 the Central Command, which General
Schwarzkopf commanded during the first Gulf War, did not exist.
President Carter forced the Defense Department to create such a
command in everything but name, but until President Reagan or-
dered its formalization in the spring of 1981, the military services
resisted. Even then, the navy quietly refused to commit forces to it.
As late as 1987–89, the commander of CENTCOM was struggling to
gain control of naval forces protecting Kuwaiti shipping from Ira-
nian attacks in the Persian Gulf, the very center of his area of op-
erational responsibility. The air force was only marginally more co-
operative. Army commanders in Europe and Korea feared that
CENTCOM would pull away their reinforcements located in the
United States. Thus all of the services resisted critical preparations
for the largest war since Vietnam.

Not surprisingly, in 1990, as the CENTCOM commander pre-
pared for war throughout the fall, each of his service components
developed its own war plan. The air force commander wanted to
win through air power alone and made every effort to keep his stra-
tegic bombing plan from being integrated with ground operations.
The navy commanders did not want their aircraft controlled by the
air force component of CENTCOM, eventually submitting under
strong pressure. The army and the marines developed independent
ground campaigns. The CENTCOM joint staff tried, with mixed suc-
cess, to help Schwarzkopf make it a truly joint operation.26

The twenty-first-century wars in Afghanistan and Iraq are still
known mainly from news reports, but both appear to have been
marked by much better joint operational planning and control. At
the same time, giving every service a big share of the operations
remains the practice, even when it is not an efficient use of force.

Strategic Lift

Before the first Gulf War, seven army divisions, two marine di-
visions, two armored cavalry regiments, and an armored brigade
were moved into the Saudi Arabian desert. That necessitated con-
struction of facilities for all the logistics, medical, and maintenance
units, as well command and control elements. Food and potable
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water had to be provided for nearly half a million personnel. All in
all, during the first thirty, sixty, and ninety days of the first Gulf
War, more tonnage of weapons, equipment, and supplies was moved
for the U.S. Army alone than in the same time periods in World War
II, Korea, and, except for a few cases, Vietnam.27

Noticeable, too, was the sharp increase in airlift during the Gulf
War, outstripping any other airlift operation in history, even that of
Vietnam. Intratheater airlift was also unprecedented. It proved crit-
ical in the movement of the XVIII Airborne Corps to its western
attack positions, and as the XVIII and other ground forces swept
around the western flank of the Iraqi forces, C-130s dropped more
than one thousand tons of food and drinking water to the leading
elements of this attack.28

Equally impressive was the movement of air forces from the
United States and Europe to the theater of operations. Well over one
thousand fighter and bomber aircraft moved, with most of their
ground support materiel and technical equipment, to air bases
within range of Kuwait and Iraq, most to Saudi Arabia but many to
Bahrain, Diego Garcia, Turkey, and Europe. Because the Saudi gov-
ernment had greatly expanded its airfields’ basing capacity in the
early 1980s, these air force units moved in more easily. Reconnais-
sance aircraft, electronic warfare aircraft, command and control air-
craft, air refueling tankers, helicopters, intratheater airlift (C-130s),
and several other kinds of support aircraft outnumbered the fighters
and bombers.

The equivalent of about ten divisions moved from the United
States and Europe to a theater virtually bare of support facilities and
launched the largest tank battle in history, preceded by forty days
of bombing equal to, if not greater than, any in history. The strategic
significance of this movement is difficult to exaggerate. It marks a
sharp change in the relationship between maneuver forces and long-
range bomber and rocket forces.

Although strategic bombers and missiles can hit targets at inter-
continental ranges, they cannot ensure control of the target country.
That requires ground forces and destruction of the target country’s
military forces. So-called strategic offensive forces could have
started a U.S.-Soviet war, but they could have not ended it. Just as
the striking power of artillery and machine guns over enemy attack-
ing forces produced a stalemate between Germany and the Allies in
World War I, making a decisive outcome impossible, strategic offen-
sive forces in a NATO–Warsaw Pact conflict probably would have
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done the same. The “defensive” form of warfare was dominant over
the “offensive” form because ground maneuver forces could not
reach the full depths of an enemy country to ensure its defeat and
submission.

The first Persian Gulf War demonstrated that the United States
and its allies indeed could project maneuver forces across great dis-
tances, that most countries in the world, if they went to war against
the United States, could expect ground forces to arrive and occupy
their territory, not merely strategic bombers and missiles to deliver
bombardments that they might well survive. No other country in the
world has the “offense” that can prevail over the “defense” at in-
tercontinental distances.29

Strategic lift by air and sea made this change possible. As we
have mentioned, the tempo of airlift during the first Gulf War was
almost four times greater at its peak than in any previous case. What
sealift had been to strategic reach in the past, airlift has become
today. Wide-body aircraft construction and improved jet engine ef-
ficiency have greatly increased aircraft load and range capacities.
C-5As and C-17s can carry M-1A2 tanks, the heaviest ground assault
weapon. A fleet of 250 C-17s could pick up all the tanks in a heavy
division and move them from the United States to the Persian Gulf
in 36–48 hours. The full potential of strategic airlift has not been
realized by the Pentagon, however, because the air force has never
been willing to buy enough transport aircraft, even after it essen-
tially wore out the already overaged fleet of C-141s and C-5As dur-
ing the first Gulf War. Strains on airlift during the campaign in Af-
ghanistan in 2001–2 once again made this need apparent.

Sealift, of course, retains a major role because of its lower cost
and greater load capacity. Fast roll-on-roll-off ships, moving at 33
knots, can reach the Suez Canal from the east coast of the United
States in eleven or twelve days, arriving in the Persian Gulf in thir-
teen to fifteen days. Thirty such ships could pick up an army corps
and move it half way around the world in about two weeks.30 Yet
sealift has never enjoyed strong support in the Pentagon.

The 1991 Gulf War thus revealed a dramatic change in offensive
power vis-à-vis defensive power, a shift that was reconfirmed in the
later wars in Afghanistan and Iraq. The air war against Serbia in
1999 caused European leaders to recognize embarrassing gaps be-
tween their own and U.S. air-power capabilities. Although European
aviation and shipbuilding industries could produce adequate stra-
tegic lift, political and other factors make it improbable that they
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will do so. Japan could build large strategic lift capabilities, but that
could create regional instability. Russia can build them, but not
without an unlikely and dramatic turnaround in its economy.

Strategic lift, while neither a widely discussed nor an eye-
catching issue, is a major determinant of U.S. military hegemony,
one that a few other countries have the potential to rival but are
unlikely to do so soon.

Training Areas and Facilities

The space and cost requirements for training modern armies and
air forces have greatly increased over the past several decades. This
change constrains both small, wealthy countries and large, poor
ones.

Some sense of the change can be grasped by comparing the size
of the U.S. Army’s National Training Center (NTC) in California’s
Mojave Desert with that of its major training area in Germany, Gra-
fenwoehr. The NTC has 642,000 acres of space, of which 358,000
can be used for maneuver and another 89,000 are reserved as an
impact area for live artillery and tank fire.31 Grafenwoehr has only
56,000 acres, of which 48,000 are usable for maneuver. In other
words, the NTC is eleven times as large as Grafenwoehr with more
than seven times as much maneuver space.32 The live-fire impact
area at the NTC is half again as large as the entire Grafenwoehr area.

This means that a tank or mechanized infantry battalion can ex-
ecute only limited maneuvers in Germany, and free live-fire exer-
cises are impossible. Although training in Germany can produce
moderate tactical competency, it simply cannot match the NTC’s
results.

The U.S. Air Force has an equivalent training facility at Ellis Air
Force Base in Nevada. Fighter pilots fly against several types of for-
eign-produced fighters in aerial combat. Known as Red Flag, this fa-
cility accounts in large part for the extraordinary skill of U.S. pilots.

Many countries could find the land and air space for such train-
ing facilities, but they are not the countries with the wealth and
industrial base to field modern forces. Western Europe is too densely
populated and land is too scarce to permit construction of such fa-
cilities, although European militaries desperately need them. The
same is true for Japan, Korea, and Taiwan. To escape such con-
straints, the German air force now operates Halloman Air Force Base
in New Mexico. Both the available air space and the weather are
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vastly more favorable for flight training. Pilots can be trained in a
fraction of the time required in Germany, where foul flying weather
exists about three-fourths of the year. Some British and Danish pilots
are trained at the Red Flag facility. Britain and Germany have tank
gunnery ranges and training areas in Canada, and German air de-
fense units train regularly at the U.S. facility in Fort Bliss, Texas.
With the enlargement of NATO, of course, larger training areas can
undoubtedly be found in some of the new member states in Central
Europe, and large ones can probably be rented in Ukraine, but in-
vestments will have to be made to equip them with effective instru-
mentation and target arrays. Although Japan’s air force has modern
bases and can fly freely over the surrounding ocean, it has nothing
like a Red Flag facility. Japanese ground forces have their largest
training areas in Hokkaido, but the biggest one permits only limited
tank fire and carefully controlled maneuver of small armored units.
South Korea, with much larger ground forces, also is confined to
small training facilities.

In other countries with large military forces—Russia, India,
China, Ukraine, and Turkey—land and air space for training is avail-
able, but the governments cannot afford the investments required to
build advanced facilities. Nor can they sustain the training tempo
to maintain command competence in maneuvering modern forces.
These realities mean that few countries can adequately train large
modern ground and air forces within their own borders.

Finally, U.S. military training includes projecting forces across
oceans and into regions where support facilities are extremely aus-
tere or nonexistent. It also involves liaison and coordination with
other countries and their militaries. Beyond Britain and France,
which project small military units into Africa and the Middle East,
no other countries have significant experience in such operations.
Training commanders and staffs to conduct such global operations
remains a virtual U.S. monopoly. Neither Britain nor France can
project significant combat power over long distances without assis-
tance from the United States. Airlift, communications, and intelli-
gence support has often been provided to them, as during the Falk-
lands war between Argentina and Britain.

Military Personnel

The first Gulf War disabused the American public of the popular
image that its soldiers, sailors, airmen, and marines are semiliterate,



82 THE MIL I TARY POWER GAP

rigid-minded automatons. On the contrary, they have to be well ed-
ucated to master modern weapons and equipment. The educational
level of a state’s population is yet another measure of its military
potential.

Without the infrastructure of a modern industrial society, any
country will find it difficult to raise its military personnel to a tech-
nical cultural level required for effective manning of modern mili-
tary forces; even with that infrastructure, the achievement may re-
main difficult. The European manpower pool is as large as the U.S.
pool, and the technical cultural level of Europe is higher in some
cases. Objectively, then, Europe has an adequate personnel base, but
it lacks a common language. If it made English the European Union’s
official language and pushed its universal use, this handicap might
be overcome in the next couple of decades.

Russia has a common language but lacks several other qualities
critical for first-order military power. In China, Mandarin is widely
spoken, but several other languages are used by about half of the
population. Still, China has a common written language. Spanish-
speaking Latin America also has a common language but lacks many
requisites. The same can be said of the Arab world, where political
cleavages are a serious impediment.

Military personnel requirements are one more dimension of
modern military power in which the American edge is consider-
able—not unchallengeable, but still significant. The smaller officer
corps of leading NATO militaries, however, can reach American
competency levels when they regularly engage in large multilateral
exercises and operations. Were these to include intercontinental
force projection, as to Afghanistan or the Persian Gulf region, or just
exercises back and forth across the Atlantic, the so-called capabili-
ties gap between U.S. and European NATO forces would be over-
come. The United States, having dropped virtually all such NATO
large-scale exercises in the 1990s, is partially responsible for the
growing gap, one that cannot be overcome by European countries
alone.

Intelligence and Surveillance Capabilities

The U.S. intelligence community may not be the world’s best at
recruiting spies abroad and discovering enemy spies at home, but
its technical collection capabilities are unmatched. For modern mil-
itary operations, these capabilities are especially important. That is
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why General Norman Schwarzkopf in 1991 and General Thomas
Franks in 2003 each had a remarkably comprehensive intelligence
picture of Saddam Hussein’s forces and their activities. Few com-
manders have ever held such an intelligence advantage.

This advantage was possible because the United States has the
world’s best science, technology, and industrial knowhow. In par-
ticular, the U.S. space architecture, consisting of a complex con-
stellation of satellite and ground sites deployed around the world,
would not be easy to duplicate. Europe could build an impressive
space-based architecture over several decades, but no single Euro-
pean country could do so alone. Japan has the wealth and the tech-
nology base, but it would have trouble establishing a network of
ground stations.

The U.S. intelligence community, however, is not wholly inde-
pendent. Collaboration with several allies gives it vastly more reach
and capacity than would otherwise be possible. It is not a one-way
street, however; allied countries gain far more than they contribute,
making it a bargain for them.

Global telecommunications networks are the backbone that
holds a global technical surveillance regime together. Any country
may lease such communications from private suppliers, but none
has the U.S. military’s proprietary satellite communications archi-
tecture. The Soviet Union built a system of military communications
satellites, but that system has deteriorated. China also has consid-
erable space communications capabilities, but it nonetheless faces
technological constraints. In sum, then, Western European coun-
tries, if they could pool their resources in a single program, are the
most capable potential competitors in worldwide communications
capabilities.

For intelligence to support all policy making, not just military
operations, the U.S. advantages remain large and include additional
assets. For assessments of a foreign government’s capabilities and
behavior, U.S. media coverage and university research provide re-
markable breadth and depth, often far better than what can be
learned from intelligence-collection means. In economics and busi-
ness intelligence, the private sector—banks, think tanks, business
schools, and university economics departments—produces more
and better analysis than the intelligence community. Here again, the
United States has greater private-sector capabilities than any other
country in the world. When U.S. policy makers need political and
economic intelligence analysis, the majority of it comes from the
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private sector and open sources. In military intelligence, the pro-
portions are reversed. The media and research centers did nothing
to help CENTCOM learn the number and disposition of Iraqi forces
or the technical parameters of Iraqi air defense radars, but they did
provide political and social knowledge of Iraq.

U.S. intelligence superiority, however, has vulnerabilities.
Changing communications technology can erode it. Continued U.S.
superiority depends to a degree on cooperative allies. Moreover, al-
ternative collection means may emerge surprisingly in certain areas,
temporarily giving a hostile power an edge. All this fluidity not-
withstanding, the U.S. lead will not be easy to overcome.

The Military Industrial Base

The U.S. economy also provides a unique military industrial
base. More advanced than any other, it is also more flexible in adapt-
ing to increases and declines in weapons development and pro-
curement. Nearly autarchic, it depends on few foreign suppliers,
and they are almost entirely located in countries belonging to the
U.S. military alliance system—primarily Germany, South Korea, and
Japan.

The first Gulf War stunned several foreign military observers,
waking them to the U.S. leads in advanced weaponry, strategic mo-
bility, and intelligence capabilities.33 They realized that their coun-
tries’ economies simply could not provide such capabilities, not
even in very small quantities. To modernize their forces, they will
have to purchase weapons and equipment from U.S. firms. Although
they can turn to Russia and Western Europe for advanced weapons,
most will not have leading-edge technology, and some will not be
available. The gap between U.S. production capabilities and those
in all other states is uneven but still large in the aggregate.

Although no country can easily close this gap anytime soon,
leading European defense firms are struggling to make the European
Union a serious competitor.34 While there is much talk in Europe of
doing that, the larger EU members continue to cut their defense
budgets, ensuring that European military industrial firms will have
smaller and smaller markets.35

As Richard Bitzinger describes the hierarchy of international
arms industry, the United States, Britain, France, Germany, and Italy
are the “first-tier” arms-producing countries, accounting for about
75 percent of the world’s armaments production.36 “Third-tier” pro-
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ducers—for example, Egypt and Mexico—have limited capabilities
and low technology. “Second-tier” countries—for example, Argen-
tina, Australia, Canada, Israel, Japan, Norway, South Korea, Sweden,
Taiwan, and Turkey—stand between these two categories. They
have small but sophisticated weapons production capabilities that
cannot rival first-tier producers. Changing markets, technological
hurdles, and the unequal dynamics of cooperation between first-
and second-tier arms producers make it unlikely that second-tier
states can reach the first tier. Thus they will have to restructure and
possibly shrink their military industries.37

China, a second-tier arms producer, therefore will not soon pos-
sess the quality military power that has often been predicted. Rus-
sia’s defense industries, once in the first tier, have survived in some
sectors and struggle for international markets, but they are unlikely
to return to their former robustness and comprehensiveness over the
next few decades.

In sum, a static assessment puts the United States far ahead of
any competitor, but a dynamic view of military industries around
the world, especially in Europe, Japan, Russia, and China, raises
prospects for considerable change and uncertainty. The prospects
for the United States to keep the lead, however, are good because it
has a larger and more stable market for materiel and weapons than
any other country.

Missions for U.S. Military Forces

A key problem for U.S. defense policy is recognizing that
the military missions for a Liberal empire are considerably different
from those of a traditional great power, or even a superpower in the
age of bipolarity. The strategic environment is both different and the
same: different in that U.S. military forces confront no single power
or group of states that have equivalent forces, the same in that some
countries will still be inclined to initiate wars against U.S. interests.

Thus the first U.S. military mission remains maintaining the ca-
pability to win wars involving heavy combat with modern forces.
Defeating Germany and Japan and preparing to defeat the Soviet
Union posed great uncertainties: victory could not be assumed. To-
day the United States faces no such challenges, even from China.
Winning wars, therefore, in the sense of defeating an opponent’s
armed forces, can be assured. (Winning the postconflict political
settlement is another matter.) Yet the war challenge remains because
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countries still start wars although their defeat is certain. Iraq, Serbia,
and Afghanistan’s Taliban regime chose to fight the U.S. military and
lose. No doubt, many other small states will do the same in the
coming decades. A large heavy combat power projection capability
therefore is and will indefinitely remain the cornerstone for the
American empire, and to the degree possible, it should include al-
lied forces.

The second mission is homeland security. Not new, this imper-
ative was called continental defense during the Cold War, but today
it must deal with changing threats. A Department of Homeland Se-
curity was authorized by law in 2002, the largest such cabinet re-
organization since the National Security Act of 1947. It has long
been overdue. The fragmentation of border control and security re-
sponsibilities, a product of haphazard organizational developments
dating from the nineteenth century or earlier, goes a long way in
explaining why the Qaeda organization was able to destroy the
World Trade Center and damage the Pentagon.

Dealing with terrorists and saboteurs as well as other kinds of
direct attacks on the continental United States is a mission that
seems likely to retain high priority for a long time. How it is accom-
plished will be as important as its effectiveness. It might be done in
ways that abridge individual rights and threaten the Liberal char-
acter of the political system. It might be made excessively expen-
sive, raising transaction costs for transportation, crossing U.S. bor-
ders, and controlling immigration to the detriment of economic
performance. Or it might be only talked about but never effectively
accomplished.

In any event, it is important to understand that terrorism, like
crime, can be reduced but not ended. Terrorists have never de-
stroyed a Liberal regime, but acts of parliaments have ended a few.
Keeping this perspective while improving homeland defense is es-
sential for sustaining American power.

The third mission, harder to define accurately in a single term,
might be called military governance. This task involves the deploy-
ment and use of military forces to serve as a stabilizing backdrop
for regional stability, and in some places it includes providing mil-
itary occupation governments dedicated to establishing Liberal po-
litical regimes. This military mission is not unlike the “imperial
garrisoning” that traditional empires provided to maintain peace
and stability within their domains. A visit to Hadrian’s Wall in
northern England will call to mind the demilitarized zone (DMZ) in
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Korea. Three Roman legions garrisoning that wall controlled popu-
lation movements and kept the local peace for three centuries. The
U.S. 2d Infantry Division and South Korean military forces on the
DMZ have done that for half a century. In the Balkans, U.S. and
other NATO forces essentially perform a garrisoning mission in Bos-
nia, Kosovo, and Macedonia. In Iraq an initial strong disposition in
the Pentagon against assuming a garrisoning mission there has be-
gun to weaken. U.S. forces are likely to remain there for a very long
time.

The U.S. Army has spent more years in nation-building activities
than in war. That was the army’s task in the westward expansion to
the Pacific Coast in the nineteenth century and during Reconstruc-
tion in the South after the Civil War. Forty years of nation building
in the Philippines yielded mixed results, but it can hardly be con-
sidered a complete failure. The Marine Corps’ occupation of Nica-
ragua and Haiti kept order but never involved the creation of new
political and economic institutions. Germany, Japan, South Korea,
and a few other post–World War II examples were remarkable suc-
cesses. Only Vietnam was a failure. Yet that example has given na-
tion building a misleading reputation, largely because it was not a
direct occupation but a form of “colonialism by ventriloquy” in
which the U.S. paid a weak and corrupt regime to “talk” the nation-
building game without “playing” it.38

The Pentagon, long accustomed to justifying and sizing its forces
based on perceived threats from potential adversary militaries, has
never taken into account this governance mission. In fact, the mil-
itary services brush it aside as a distraction, not their proper busi-
ness. American political leaders have also failed to understand it.
The Bush administration came into office in 2001 belittling so-called
peacekeeping missions, obscuring the technical definition of peace-
keeping as developed by the United Nations in the 1950s. U.N. “blue
helmets” are supposed to stand between warring parties that have
already reached a truce; they are not deployed to fight and “make
peace” between warring parties. The military governance mission
includes peacemaking as well as long-term peace sustaining and
“nation building.”39

As we explained in Chapter 2, U.S. military forces stationed in
Japan and South Korea and in Western Europe have also performed
this governance role since the end of World War II and continue to
provide reassurances of stability in both regions. Europe’s continu-
ing dependence on U.S. military hegemony for good relations
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among NATO members was visible in 1990 during the diplomatic
process that led to German reunification. Britain and France op-
posed reunification outright. The first President Bush prodded them
into line behind a change in NATO’s nuclear weapons doctrine es-
sential to secure Moscow’s acceptance of reunification.40 Without
military hegemony in the whole of Europe, Bush would have failed
in this diplomatic effort. Thus this governance mission has always
included more than the occupation of Germany; it is a regional task
as well, carried out through NATO. Moreover, the rationale for en-
largement of NATO in 1999 and 2002 has been to extend this gov-
ernance umbrella over countries that mistrust each other as well as
to confront potential domestic instability from ethnic minorities.41

In Northeast Asia the same thing was true throughout the Cold
War and remains so today. Many South Koreans and Japanese have
long seen each other as enemies, and each views U.S. forces as pro-
tecting them from the other.42

Beyond these two regions within the American empire U.S. mil-
itary forces are engaged in a governance mission in the Persian Gulf
region. President George W. Bush’s “war on terrorism” is generating
additional governance challenges, namely in post-Taliban Afghani-
stan. If the war against terrorism spreads to other countries, the
question of governance after military operations will arise as well.
So too will the nation-building question. Will governance in Af-
ghanistan and Iraq include installing Liberal institutions and trans-
forming these countries in the way that South Korea, Japan, and
Germany were transformed? Or the way Bosnia, Kosovo, and Mac-
edonia will eventually have to be transformed? Or will some more
limited governance goal be designed?

Thus the military mission least understood and most disliked by
the Defense Department is already the largest one it faces and prom-
ises to grow. Since the end of the Cold War, failure to appreciate
this mission has resulted in dubious judgments about what consti-
tutes a proper military force structure. If U.S. military hegemony is
to be sustained, these views will have to change in the Pentagon.
That requires a recognition that the centerpiece for U.S. military
capabilities must be forward deployed ground and air forces in Eu-
rope and Northeast Asia. Additional forces will long be needed to
fight small wars and conduct special operations in other regions as
well—for example, the Persian Gulf area. These “threat-based” mis-
sions can best be performed by ground forces with tactical air sup-



THE MIL I TARY POWER GAP 89

port, projected at unprecedented speeds to intercontinental ranges
by airlift and fast sealift—in days and weeks, not months, as in the
first Gulf War. Thereafter, governance forces will be needed indefi-
nitely.

This mission will never be properly understood without a rec-
ognition that it cannot end with “victory” in the traditional sense of
the word. Nor does it normally have an “exit strategy.” Curiously,
no one expects police departments to win a decisive victory against
crime that allows them to “exit” the scene. In a sense, the U.S. mil-
itary has become the world’s policeman, like it or not. This unde-
sired mission is an “overhead cost” that keeps all members of the
American empire prosperous as well as safe.

Military Coalition Leadership

The United States’ military power is not just a matter of the
size and capabilities of its own forces. It is also a matter of allied
military forces. Coalition military leadership is therefore a critical
skill for maintaining the empire. Bilateral military ties exist with
South Korea and Japan, but only in NATO does the United States
have multilateral military relations. Several years of negotiations
and exercises have produced a large degree of interoperability there.
Since the end of the Cold War, however, the United States has re-
duced its commitment to large-scale multilateral exercises in Eu-
rope, the mechanism that builds and sustains interoperability. U.S.
reluctance to take on the lead role in combined occupation of Bosnia
and Kosovo, inclining instead to dump the responsibility on Euro-
pean NATO states, seriously damaged the U.S. moral and political
capacity to handle military coalition leadership. “Unilateralism” in
the early months of the war in Afghanistan, as the United States
turned down offers of military forces from several European coun-
tries, was particularly hurtful. It carried on to the war in Iraq and
helps explain the failure of U.S. diplomacy in obtaining support for
that war from the U.N. Security Council.

The costs of unilateralism are not just political but also eco-
nomic. The coalition that fought the first Gulf War also shared the
costs, minimizing the U.S. share. The U.S. costs of the less extensive
coalition for the 2003 war in Iraq appear to have been well over
$100 billion when all the payoffs to reluctant members are included.
Unless the damage is somehow repaired, the governance that
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U.S. and allied military forces provide within the American empire
will be undercut. As Churchill once remarked, the only thing worse
than having allies is not having them.

The Financial Costs of U.S. Military Hegemony

Can the United States afford to maintain the military forces
necessary to deal with these challenges? Can it sustain its large ad-
vantage in military capabilities, constantly modernizing them, with-
out threatening its own economic well-being? Without question it
can. Table 3.4 shows the trend in military spending by several coun-
tries, including the United States. Among them, Russia and China
could prove troublesome in future conflicts. India, far less likely to
clash militarily with the United States, is included in the table be-
cause of its size, its significant military forces, and its ties with Rus-
sia. In the unlikely event that an anti-American military bloc arises
in the decade ahead, China, Russia, and India are prime candidates
for membership. Japan, South Korea, and Taiwan are included in
the table because they are the front-line states in the security system
in Asia. The trends in that region reflect a slow but certain military
buildup that is absent in Europe.

As the figures for military spending as a percentage of GDP show,
the United States has been on a downward trend for more than a
decade, leveling out above 3 percent. Russia and China are above 5
percent.43 Japan and India have steadily increased defense outlays
with only minor changes in percentage of GDP devoted to defense.
Taiwan and South Korea have increased defense spending but with
a drop in military percentage of the GDP. Clearly defense is not
nearly the burden for the United States that it is for these coun-
tries—except for Japan, the only one among them that could poten-
tially approach U.S. military spending levels.

Table 3.5 shows the record of U.S. military spending during the
Cold War both as a percentage of GDP and as a percentage of the
total federal budget. Two figures stand out. First, with periodic ex-
ceptions, military spending as a percentage of GDP generally de-
clined throughout the Cold War. Second, domestic spending com-
peted well with defense, pushing it down from nearly two-thirds of
the federal budget to less than one-quarter toward the end of the
Cold War. By the end of the century, ten years after the Cold War,
military spending had fallen to about one-sixth of the federal budget
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Table 3.4 Military Budgets as a Percentage of GDP (billions of
dollars, 2000 prices)

1985 (GDP%) 2000 (GDP%) 2001 (GDP%)

United States $390.3 (6.5%) $304.1(3.1%) $322.4 (3.2%)
Russiaa 364.7 (16%) 52.1 (4.3%) 63.7 (4.3%)
Japan 30 (1.0%) 40 (1.0%) 46 (1.0%)
China 29.4 (7.9%) 38.4 (3.9%) 39.9 (4.0%)
Taiwan 9.7 (7.0%) 17.6 (5.6%) 10.4 (3.7%)
India 9.4 (3%) 14.8 (3.1%) 14.2 (2.9%)
South Korea 9.5 (5.1%) 12.7 (2.8%) 11.2 (2.7%)
North Koreaa 6.3 (23%) 2.1 (12.7%) 2.1 (11.6%)

Source: The Strategic Balance, 2000–2001 (London: IISS, 2000), 297–99.

a The 1985 figures are for the Soviet Union. To appreciate why 16% is absurdly low,
see Clifford G. Gaddy, The Price of the Past (Washington, D.C.: Brookings Institution
Press, 1996). The figures for 2000 and 2001 are probably too high because IISS uses
“purchasing power parity” dollar figures for 2000 and 2001, which exaggerate the re-
ality. For similar reasons, the data on North Korea are also absurdly low.

and to near the 1939 level as a percentage of GDP (slightly below 3
percent).

Sustaining the present level of military spending as a percentage
of GDP should be a light load for the United States. Given that the
U.S. economy grew steadily throughout the Cold War, it seems dif-
ficult to argue that 3–4 percent of GDP for defense for the indefinite
future will seriously hurt economic performance. In fact, doubling
the present defense budget should not adversely affect the economy.

Are Americans Up to Sustaining
Military Hegemony?

Although the objective foundations for sustaining American
military hegemony are surprisingly strong, there are several reasons
for not taking for granted its long-term maintenance. Several reasons
have already been cited in connection with path-dependent military
force structure expenditures, but there are yet others.

The first and most serious bears repeating: the quality of Amer-
ican leaders. Some of them may not know how to maintain and use
military power effectively in the management of the American em-
pire. In the 1990s, officials in both the executive branch and in the
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Table 3.5 U.S Military Spending During and After the Cold War

Year
FY 1996 Dollars
Outlays (Billions) % of GDP

% of All
Govt. Outlays

Cold War

1955 $296.9 10.8 62.4
1960 280.3 9.3 52.2
1965 267.7 7.4 42.8
1970 336.6 8.1 41.8
1975 239.5 5.5 26.0
1980 244.7 5.1 22.7
1985 329.9 6.1 26.7
1990 354.3 5.2 23.9
Average 296.2 7.28 37.6

Post–Cold War

1995 259.5 3.7 17.1
2000 281.2 3.0 15.7
2001 293.9 3.1 15.8
2002 estimated 330.5 3.2 16.1
2003 estimated 360.9 3.2 17.0

Source: Historical Tables, Budget of the U.S. Government, Executive Office of the
President, Office of Management and Budget. “Outlays” for the post–Cold War years
are different from U.S. defense spending reported by the IISS, used in earlier tables,
because those figures were “authorized,” not actually spent in that fiscal year. Fig-
ures for the Cold War years are outlays. Authorized budgets are normally slightly
higher than outlays.

Congress, as well as in both major political parties, seemed to be-
lieve that the governance of the global economy does not depend
on the backdrop of U.S. military power. This was manifest in their
occasional calls for reducing U.S. military forces in Korea, Japan,
and Europe, sometimes masked in the illusion that withdrawing
land forces while maintaining large forward-based maritime forces
would have no adverse impact on those regions. Withdrawal to the
sea, to the air, or to space is withdrawal pure and simple.

The 1990s were characterized by painful demonstrations of how
an American president can squander military influence. Neither the
periodic bombing attacks on Iraq nor the missile strikes on sus-
pected terrorist sites in Afghanistan and Sudan achieved any no-
ticeable result, except perhaps to reassure Osama bin Laden that the
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United States was not really serious about stopping his activities.
The air war against Serbia is another example. President Clinton’s
flat refusal to use ground forces to invade Serbia produced a long
air war with mixed outcomes, placing severe strains on key Euro-
pean governments. As we have mentioned, the George W. Bush ad-
ministration not only failed to regain Europe’s confidence but dam-
aged it further by a number of arbitrary actions that came close to
creating an irreversible decline in NATO political solidarity during
the summer of 2002 and through the invasion of Iraq in the spring
of 2003.

Second, the “zero casualties” syndrome—a legacy of the first
Gulf War—throws doubt on the competence of American political
leaders to use military power. When U.S. troops are told, as they
repeatedly were in Bosnia and Kosovo, that their mission there is
not worth the life of one soldier, they wonder why they are there.
Taking risks is part of their profession. The message, as they see it,
is that they are doing nothing of value. The deleterious effect on
their morale is obvious.44

Third, this reluctance to risk casualties reflects a larger problem,
a gap between the public and political and military leaders. Table
3.6 presents findings from an interview and polling study conducted
at Duke University. The public’s judgments about acceptable casu-
alty levels differ greatly with those of the leadership in all three
cases. The study leaders cogently conclude that the public is less
“casualty averse” than “defeat averse.” In other words, if the pres-
ident had decided not to withdraw from Somalia in 1993 when eigh-
teen American soldiers were killed, and instead had launched a
campaign to find and destroy the guilty Somali warlord and his
entourage, the American public would have rallied to his support.
The public quite sensibly dislikes taking casualties if its leaders ac-
cept defeat.

The shock of 9/11 seems to have dissipated the fear among U.S.
leaders that the American public can no longer accept more than
trivial casualties in foreign military conflicts. Public support was
high for both wars since then, in Afghanistan and Iraq, but the num-
bers of casualties were low. It is too early to judge whether the
change is temporary or permanent, but if it is only temporary, then
the capacity of America’s leadership to manage its empire will re-
main in doubt.

Fourth, the present system of recruiting U.S. military personnel,
especially the officer corps, has an adverse impact on the quality of
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Table 3.6 Casualty Aversion

QUESTION: In your opinion, what would be the highest number of American
deaths that would be acceptable to achieve this goal?

Average number
given by 623
military officers

Average number
given by 683
civilian leaders

Average number
given by 1,001
members of
general public

1. To stabilize a
democratic gov-
ernment in the
Congo

284 484 6,861

2. To prevent Iraq
from obtaining
weapons of mass
destruction

6,016 19,045 29,853

3. To defend Taiwan
from an invasion
by China

17,425 17,554 20,172

Source: Peter Feaver and Christopher Gelpi, “How Many Deaths Are Acceptable?”
Washington Post, 7 November 1999.

the American political elite. Until the 1990s the political elite in-
cluded a significant sprinkling of military veterans. For a full gen-
eration now there has been no draft, and ROTC is no longer present
at most elite colleges. The potential importance of this issue is high-
lighted by a recent study correlating the makeup of the executive
and congressional branches of the government from 1812 to 1990
with the propensity of the United States to use military power.
When veterans were more numerous in the political elite, leaders
were more cautious, but they also used force more massively. When
veterans were fewer in government, leaders acted with less caution
but with more graduated force, and often less successfully.45

Can American leadership in the world, for which the use of mil-
itary power is so fundamental, be effective if no American leaders
have had military experience? Can the military continue to play a
positive role in racial and social integration if the middle class does
not populate a significant part of its ranks? Probably not.

A fifth danger is that the Defense Department will prove unable
to take advantage of the many lessons of the first Gulf War, the air
war in Serbia, and the wars in Afghanistan and Iraq about military
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inadequacies. Congress can also be an obstacle to needed change.
The record of U.S. military modernization before the Cold War was
not good, and insightful speculations and case studies on how mil-
itaries best modernize are rare and at odds.46

In short, the American public is up to the tasks of military he-
gemony, but American leaders may not be.

For all their many sound insights, none of the theories about the
nature of the post–Cold War world—from the “end of history,”
“globalization,” and “the clash of civilizations” to “realism” and
“constructivism”—adequately addresses the role of military power.
In this chapter we have at least begun a proper examination. Five
points tie its arguments together to explain why military hegemony
is essential for the American empire and to highlight trends and
factors that can undercut it.

First, U.S. military power is huge, flexible, and unprecedented
in its quality. It has no rival as long as alliances remain solid. Were
they to dissolve, the American empire would be short-lived.

Second, hegemonic U.S. military power provides the ultimate
enforcement for the quasi-constitutional system regulating interstate
relations within the American empire. Thus it is essential not only
for the security of the empire but also for its economic performance.

Third, the costs of U.S. military power are comparatively small
for the size of the American economy. The defense budget could be
doubled without causing more than a ripple in the economy, al-
though such a large budget is not actually needed.

Fourth, path dependency resulting from an increasing returns
process in force structure is the major obstacle to effective U.S.
forces. The sustainability of U.S. military power depends on a con-
tinuing series of improvements in force structure, command and
control, personnel policies, and other areas, especially coalition
leadership. While there is much to celebrate in U.S. military capa-
bilities, there are many problems that cannot be ignored indefinitely
without compromising U.S. military power.

Fifth, a change of mind about military missions and their priority
is critical, not just for political and military leaders but also for the
public at large. The end of the Cold War produced expectations of
a large “peace dividend.” In the event, the defense budget was mas-
sively reduced, down from the average Cold War level by about a
half, but the view that the United States needed little or no military
power any longer proved an illusion. The disappearance of the So-
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viet threat did bring large changes in the military security environ-
ment, but it did not end the threats. Rather, it changed the mix and
priorities. If American leaders cannot adapt to recognize the change
and use military power effectively to meet these new threats, then
the sustainability of the empire will be in doubt.

The governance role that U.S. forces and military alliances must
fulfill cannot be overemphasized. It is both a crucial instrument for
enhancing collaboration with U.S. allies and the ultimate barrier
against the collapse of the present international order.



4 The Demography
Gap

Fertility has been declining across the planet,
but at different rates. The higher fertility rates of American women,
compared to Europeans and Japanese, combined with massive im-
migration to the United States, will lead to a greater increase in the
U.S. labor force in the foreseeable future, leading to a widening gap
between the size of the U.S. economy and that of its partners.

In this chapter we will touch on two other aspects of the “de-
mography gap.” We will survey the impact of immigration on the
United States, explaining how immigration strengthens the Ameri-
can economy and its position in the world. We will also deal with
the difficult challenges of immigration policy for Europe and Japan.
Afterward, we will see how the West has benefited from improve-
ments in the position of women in society. This progress allows the
United States and other Western countries to make better use of the
female half of their populations for their economy but leaves Japan
lagging behind among developed nations.

America’s Demographic Position

The institutional similarity between Liberal economies en-
sures that improvements in productivity in one country can be cop-
ied in others. Capital moves freely and rapidly from one market to
another; no country lacks capital as long as it offers profitable op-
portunities. Land availability has little impact on national income
now that agriculture is but a small component of national income.
The single most important variable in explaining the difference in
the size of GDPs of Liberal economies is the volume of the work-
force. The most populous countries in the developed world are the
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United States, Japan, and Germany. They are also, in the same order,
the three biggest economies. The next-largest GDPs are those of Brit-
ain, France, and Italy, each with about 60 million inhabitants.
Smaller countries follow, with their rankings in population and na-
tional income more or less aligned. In the rest of the world, the
rankings are much less correlated to population size because there
is great diversity among economic institutions and concomitant di-
versity in efficiency at using available manpower.

Whereas a nation can import capital, the mobility of the supply
of labor is limited by immigration regulations, language, and inertia.
Economies must, to a considerable extent, make do with the stock
of domestic labor they have. And unless there are major wars or
plagues, demographic science can generate relatively accurate pre-
dictions for one or two decades. Consequently, to quote Lord
Keynes, demography gives us “a considerable power of seeing into
the future.”1 From 2000 to 2025 the American workforce will in-
crease by 14 percent, while the Japanese workforce declines by as
much as 16 percent and Europe’s by 9 percent (though increased
immigration could mitigate that decline). Thus it is highly likely
that the American GDP will outweigh those of Japan and Europe
even more in 2025 than it does today. The European Commission
recognized this fact in a 2002 report: “These persistent differences
in potential [demographic] growth rates between the EU and the
U.S. could result in large changes in their relative economic impor-
tance in the world.”2 Projections for periods beyond 2025 also point
to a continuation of these trends, though the accuracy of demo-
graphic forecast diminishes as the time frame expands.

The World Demographic Situation

In many poor countries, the large number of citizens under
twenty years of age generates enormous pressures. Although fertility
rates have declined dramatically in most underdeveloped nations,
demography has put most third world states on a high-speed tread-
mill—they must run fast just to keep up with their increasing pop-
ulation. These nations, many of which have populations in which
the majority is under twenty, will find it hard if not impossible to
provide jobs for all their young citizens once they reach adulthood.

In China the consequences of the one-child policy will be a swift
rise in the ratio of retired individuals to workers. China will have
to adjust to this unprecedented rapid aging of the society as a poor
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nation with fragile institutions, making the management of the costs
of a growing senior population more arduous than in rich and stable
polities. Another demographic challenge that China will face results
from the infanticide of baby girls and the abortion of female fetuses.
The coming shortage of women could leave many men with no pros-
pects of finding a mate. This situation has potentially explosive con-
sequences—an increase in disturbances caused by poor young men
who do not benefit from the “pacifying effect” of marriage, for ex-
ample, and the use of violence to acquire the resources necessary to
find a spouse.3

Africa is being devastated by HIV. AIDS, unlike diseases that
prey on the weak, kills large numbers of young adults in their most
productive years. African nations will grow even poorer than they
already are unless an effective, easy-to-administer, low-cost cure for
the virus is discovered soon. Outside of Africa, other underdevel-
oped countries are at risk from a breakout of AIDS into large seg-
ments of the population. The virus has so far been successfully con-
tained in developed nations.

Russia is facing a demographic catastrophe. By 1999 life expec-
tancy had regressed to the levels of four decades earlier.4 While fer-
tility is well below replacement level, mortality due to cardiovas-
cular diseases and accidents (injuries, suicides, murders) is so high
that “Russian men in their 40s and 50s are dying at a pace that may
never have been witnessed during peacetime in” an urban industri-
alized society.5 Russia may also be on the verge of an AIDS epi-
demic. Unless there is a radical transformation, especially a drastic
reduction in alcohol intake, Russia will remain, medically andmeta-
phorically speaking, a sick nation.

The demographic situation in most countries outside of the
American empire is generally negative despite some recent improve-
ment. Within the countries of the American empire, the United
States is in a more favorable position that its European and Japanese
partners, a situation that will likely increase the relative weight of
America within its empire.

Unlike exchange rates, the population ratios between Europe,
Japan, and North America do not fluctuate dramatically. But over
time the changes have been enormous. In 1900 the U.S. population
was only about 50 percent greater than Japan’s and less than a third
of that of Western Europe. By the early twenty-first century, the U.S.-
Japan gap had grown considerably and the U.S.-Europe one had nar-
rowed dramatically (America’s population was 72 percent that of
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Western Europe). From 1967 to 2000 the aggregate East and West
German population grew by less than 6 million (about 7 percent),
whereas the U.S. population rose by 82 million (41 percent). In other
words, the number of German residents has stagnated, but in less
than thirty-five years the United States added an entire Germany to
its population base. In the 2001–25 period, it is projected that while
the U.S. population will increase by 61.5 million, the Japanese pop-
ulation will fall by 6 million and the Western European one will
gain only 5 million.6

For a generation to be replaced women must on average give
birth to about 2.1 children. The United States, alone among the ma-
jor rich nations, has a fertility rate slightly above two children per
woman (2.07), whereas its partners are well below replacement: 1.38
in Japan, 1.51 for Western Europe as a whole, including 1.37 in
Germany, 1.26 in Italy, and 1.26 in Spain. Rates are closer to re-
placement level in France (1.85) and Britain (1.66).7 As a result of
its near-replacement fertility rate, boosted by immigration, the
United States population will continue to grow significantly in the
coming decades.

Current Japanese and European total fertility rates (TFR, the
number of children a women has over her lifetime) may understate
future birth rates. Some of the recent decline is a result of women
delaying rather than avoiding childbearing. In the United States
rates fell in the 1970s and 1980s but recovered later as Americans
had children later in life. But the Japanese total fertility rate and
those of several European countries have fallen well under the low-
est U.S. numbers ever recorded, making it unlikely they will soon
return to replacement levels.8 The longer nations maintain their low
fertility rates, the harder it is to reverse population decline, because
fewer and fewer women are of child-bearing age. Thus even if in
one decade Japanese and European women have on average 2.1 chil-
dren, they will only be ensuring the renewal of their generation,
which is smaller than previous generations. Moreover, there is a
time lag of between fifteen and thirty years between birth and entry
into the workforce. Increases in fertility in the mid-2000s would not
affect the supply of labor until the 2020s and 2030s. Consequently,
projections up to 2025 that show a shrinking labor force in some
nations would not be significantly affected by a “baby boom” in the
early twenty-first century. Beyond these years, projections are ad-
mittedly less reliable, and one should note that even short- and
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medium-term forecast can be affected by changes in migratory
trends.

The change in the working-age population has also been, over
several decades, quite dramatic. In 1950 both Germany and Japan
had a working-age population that was about half that of the United
States. By 2020, however, the German working-age population will
be about 27 percent that of the United States, and the Japanese labor
force, which rose relative to the United States until the 1970s, will
be 36 percent of the American force.9

While the Japanese and possibly the European labor forces may
shrink, the percentage of elderly within those populations will in-
crease. Japan’s evolution is particularly striking, since that country
will go from being one of the developed nations with the fewest
elderly to one with the most. In 1950, 4.7 percent of Japanese were
sixty-five or older, compared with 9.8 percent for Germany and 8.1
percent for the United States. By 2020 the percentages will be 26.8
percent for Japan, 21.4 percent for Germany, and 16.5 percent for
the United States.10 Age-related public spending will thus rise. Ag-
gregate educational costs diminish as fewer children need to be
schooled, but the relative weight of health and pension outlays for
retired citizens in the national budget increases as population ages.
The overall economic consequences are negative. By some estimates
it is 2.5 times as expensive to support someone sixty-five or older
than a child under twenty years of age.11 Moreover, schooling is an
investment in the future, while consumption by seniors is not.

A growing proportion of elderly voters in a country affects pol-
itics. Older individuals want increases in retirement and health ben-
efits. We may thus witness what the French essayist Nicolas Baverez
calls “a senior citizens’ democracy: a government of the elderly, by
the elderly, and for the elderly.”12 Societies will suffer from the con-
flicting demands of the economy (raising the retirement age, curbing
medical expenses and pensions) and of the political market (increas-
ing entitlements to satisfy senior citizens). Thanks to its younger
population, the United States will be less at risk than Europe and
especially Japan, though by no means immune from the conse-
quences of an aging population.

Some Europeans see smaller age cohorts as a positive sign, ar-
guing that as the labor force contracts, the number of unemployed
will decline. This outcome is not guaranteed. Those who are un-
employed may well lack the skills that are in demand. The unem-



102 THE DEMOGRAPHY GAP

ployed are not jobless because there are too many Europeans looking
for too few jobs. In numerous cases they are out of a job because the
workings of the labor and product markets, combined with their
lack of skills, have shut them out of the economy. The continuous
demand for migrants demonstrates that there are jobs in Europe.
Moreover, a collapsing demography is likely to slow down the econ-
omy and will lead to increased taxes to pay for the elderly, including
possibly higher nonwage costs that will discourage employment. To
see demographic collapse as salvation is a delusion. If a country’s
population declines indefinitely, it will cease to exist. It will have
zero unemployment but no inhabitants.

Demographic trends also have military implications. Combat re-
mains a physically arduous activity best performed by young men.
Japan and Europe may find it more difficult to staff their military
establishments, or at least more costly as the demand for scarce po-
tential recruits brings up the wages they command. Moreover, an
aging society’s pension and medical costs will put defense budgets
under growing pressure.

We can observe demographic trends but cannot easily pinpoint
their origins. As life expectancy and economic well-being increase,
fertility rates tend to decline. The smaller number of children is
compensated by longer lifespans and much lower infant mortality,
thus allowing the population to expand at the same rate over the
long term. Most societies will thus go through population aging as
fertility rates decline and lifespans increase, but Japan and some
European states face population decline.

There is no consensus on the reasons for the demography gap.
This is not a circumstance for which different outcomes can easily
be ascribed to institutions or policy. The ethnic makeup of the
United States does not provide an explanation. Although Americans
of European ancestry have lower fertility rates than Latinos and
blacks, they have more children than Europeans.13 Birth control is
available in all these societies. Interestingly, in Japan the ban on oral
contraceptives was lifted only in 1999, but even without the pill
Japanese had fewer children than Americans. Several European so-
cieties had historically higher birth rates than the United States but
now have lower ones. Roman Catholics used to have larger families
than Protestants, but Lutheran Swedes now have more children than
Catholic Italians. Women in poorer countries once had more chil-
dren than those in richer countries, but Greek and Portuguese
women currently produce fewer offspring than British and French
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ones. As Massimo Levi-Bacci notes in his Concise History of World
Population, “The present-day lack of correlation between fertility
and income levels suggests that complex motivations, only slightly
connected with the availability of material goods, govern the fertility
decisions of couples.”14 Some analysts have noted the need to focus
on such anthropological characteristics of societies as, for example,
the tendency of Italian men to prefer living under their mother’s care
than marrying.15 Some think that the greater availability of spacious
suburban housing makes it easier for Americans to raise larger fam-
ilies. Others believe that the greater religiosity of Americans com-
pared with Europeans may be the explanatory variable, while some
think that different traditions of family structure explain the higher
fertility rates in the United States, France, and Britain compared
with other European societies.16 Whatever the causes, the fact is that
Americans have higher fertility rates than Europeans and Japanese,
and this demography gap ensures that the weight of the United
States in world affairs is likely to grow.

Immigration

Immigration makes a major contribution to U.S. demography
and to the American economy. It also creates U.S.-centered networks
of individuals who enhance the American position in the world.
Immigrants accounted for about 30–42 percent of the U.S. popula-
tion increase in the 1990s and are expected to represent the same
share for the first decade of the twenty-first century.17 In California
a quarter of the population is foreign-born.18 Every year about
700,000 to 1,100,000 migrants arrive in the United States (statistics
vary, depending on accounting methods). Large numbers of illegals,
whose numbers can only be estimated, relocate to America as well,
perhaps as many as 400,000 to 700,000 a year in the late 1990s, for
a total undocumented population that may reach 6 or 9 million.19

Immigrants have thus had an enormous impact on the economy.
From 1990 to 2001, half of the 16 million new members of the U.S.
labor force were immigrants.20 They contribute to the vibrancy of
American society and to its economy. As Samuel Huntington has
noted, “The continuing flow of immigrants into American society
reflects the opportunities it offers and contributes to its renewal.
Historically, first- and second-generation immigrants have been a
dynamic force in American society.”21 New arrivals have also been
crucial in revitalizing cities. The largest U.S. metropolis, New York
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City, where 40 percent of the population was born in other coun-
tries, is a prime example. “Absent immigration, we would be seeing
a very different New York, with neighborhood abandonment and
depopulation.”22 Los Angeles (31 percent) and Miami (39 percent)
are other major cities with large foreign-born populations.23 From
1990 to 1998 both New York City and Los Angeles gained more than
a million inhabitants through immigration.24

The qualitative aspects of immigration are as important as the
quantitative ones. In the past four years, as Table 4.1 shows, twelve
Nobel laureates born outside of the United States did their research
in America. Over the years, seven Canadians who have moved south
have won the Nobel Prize.25

Besides Nobel Prize winners, approximately 15 percent of sci-
entists and engineers in the United States were born abroad, as were
21 percent of academic staff in higher education, 41 percent of en-
gineers with doctorates, half of postdoctoral fellows, a majority of
new mathematics professors, and more than a quarter of physicians,
chemists, and economists.26 Twenty percent of the employees of
U.S. information technology companies are foreign-born.27 In 1990
immigrants were 32 percent of Silicon Valley’s scientific and engi-
neering workforce, a percentage that has probably increased since.28

Ten percent of the employees of Microsoft are of Indian origin.29

Famous Indian-Americans in technology include Sabeer Bhatia,
founder of Hotmail; Vinod Khosla, cofounder of Sun Microsystems
and a leading venture capitalist; and Vinod Dham, the man behind
the Intel Pentium chip. A study published in the journal Science
revealed that individuals making an exceptional contribution to sci-
ence and engineering in the United States are disproportionately
drawn from the foreign-born.30

Although Chinese, Indians, and Taiwanese scientists are the
most visible, the flow of scientific migrants to the United States is
not limited to these countries. After China, Japan and Germany pro-
vide the most postdoctoral fellows in America.31 There are tens of
thousands of West Europeans working in Silicon Valley. A French
institute lamented the brain drain of computer specialists to the
United States.32 About a third of German academics who go to the
United States for research or further studies remain there for the
long term. Another survey found that one out of seven young
German scientists takes a post in the United States.33 American uni-
versities employ around 5,000 German citizens, including 1,100 in
the University of California system and 200 at the National Institutes
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Table 4.1 1999–2002 Nobel Prizes Awarded to U.S.–Based
Foreign-Born Researchers

Field Recipient Place of Birth Institutional Affiliation

1999

Economics Robert A. Mundell Canada Columbia University
Chemistry Ahmed Zewail Egypt Caltech
Physics M. Veltman Netherlands U. Michigan (1981–89)
Physio./Medicine Günter Blobel Germany Rockefeller U.

2000

Chemistry Alan MacDiarmid New Zealand U. Pennsylvania
Physics Herbert Kroemer Germany U. California
Physio./Medicine Eric Kandel Austria Columbia University

2001

Physics Wolfgang Ketterle Germany MIT

2002

Economics Daniel Kahneman Israel Princeton U.
Chemistry Kurt Wüthrich Switzerland Scripps Res. Inst.b

Physics Riccardo Giacconi Italy Assoc. Universities
Physio./Medicine Sydney Brenner South Africa MSIa Berkeley

a Molecular Sciences Institute
b Also Swiss Federal Institute of Technology

of Health.34 In recent years, six Germans based in America have won
the Nobel Prize.35 There has also been an increase in the number of
Japanese in the U.S. high-tech industry.36

Immigration will continue to make a major contribution to Amer-
ican science, thanks to the potential immigrants already in the
“pipeline” as foreign students. Excluding Canadians and permanent
U.S. residents, these immigrants account for 23 percent of graduate
students at Harvard and 32 percent at the Massachusetts Institute of
Technology.37 As many as half remain in the United States following
graduation.38 These students, and researchers who move to the
United States later on in their careers, guarantee a continued inflow
of foreign scientific talent to the United States.

This is not the first time that the United States has benefited from
imported scientists. The Manhattan Project to build the atomic
bomb during World War II relied on European exiles. Following the
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American victory in 1945, the United States brought in German en-
gineers, led by Wernher von Braun, to develop the American missile
and space program. Earlier in the twentieth century, the “U.S. elec-
trical industry benefited from educated European émigrés” who
helped U.S. businesses become major players in this sector.39 Other
industries, as well as several academic disciplines, owe their begin-
nings in the United States to immigrants from Europe. What is new
is that America now draws in individuals from all over the world
rather than only from Europe.

Besides science, immigrants have been successful in business.
Chinese, Indians, and Taiwanese started 27 percent of SiliconValley’s
high-tech business.40 Of the four hundred richest Americans ranked
by Forbes magazine, seventeen were born in Australia, Canada,
Egypt, France, Germany, Hungary, India, Iran, Israel, Korea, Poland,
and Taiwan.41 Companies that are, or recently were, run by immi-
grants include Altria (né Philip Morris), Chevron, Coca-Cola, Com-
puter Associates, Eli Lilly, Ford Motors, and McKinsey.

Immigrants do more than supply America with scientists, bil-
lionaire entrepreneurs, and CEOs. They are an essential component
of the labor force. The foreign-born account for more than three-
quarters of all tailors in the U.S. labor force, as well as more than
half of the cooks, taxi drivers, and farm laborers.42 Mexican-born
workers make up about 10 percent of the U.S. labor force.43 Many
of the small entrepreneurs who run newsstands, convenience stores,
hot dog stalls, and motels come from overseas. They may not be
business tycoons, but they do make an important contribution to the
dynamism of the U.S. economy. Numerous farms, hotels, meatpack-
ing plants, and restaurants would be bankrupt without migrants.
One negative consequence of immigration, however, has been to
push down the wages of the least-skilled members of the American
workforce.

Another impact of immigration has been to shape new business
networks centered on the United States. For example, Taiwanese
who had studied and worked in the United States developed the
Taiwanese semiconductor industry. AnnaLee Saxenian of the Uni-
versity of California, Berkeley, has documented how this “brain cir-
culation” between the United States and Taiwan has fostered strong
bilateral economic ties.44 There is the beginning of a flowback of
Indian professionals to the new Indian high-technology industry.45

A similar phenomenon may occur between the United States and
China, thanks to the Chinese scientists and engineers in America.
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American businessmen of Central and East European birth have
been active in industry and commerce in former Warsaw Pact states.
Miami has become a hub of Latin American business due to its Cu-
ban community. Over the coming decades similar developments
could occur between the United States and Europe if some European
professionals in the technology sector return home from the United
States to establish businesses in Europe and in the process forge new
ties between Europe and America.

In academia, too, this process is visible. Universities in South
Korea, Taiwan, Hong Kong, and Singapore have recruited many of
their nationals who were educated in the United States.46 In addi-
tion, Asian-born faculty in the United States play an important role
in disseminating information and helping build their native coun-
tries’ science and technology infrastructure.47

These relations help the U.S. economy by fostering trade and
investment with foreign nations. Thanks to immigrants, American
and foreign businesses find it relatively easy to find employees who
know both U.S. and foreign markets. For example, for every 1 per-
cent increase in the number of first-generation immigrants, Califor-
nia’s exports to that country go up nearly 0.5 percent.48 But these
new transnational business networks are more than profitable ven-
tures. They create U.S.-centered personal and corporate linkages
that demonstrate the gains that accrue to those who are in one way
or another affiliated with the United States. As such, they serve to
reinforce the ties that bind not only countries that are U.S. allies to
America but also other nations to the United States.

Assimilation

A perennial worry of Americans has been that immigrants
are not assimilating. Even in 1751, Benjamin Franklin was con-
cerned that German immigrants would Germanize Pennsylvania.49

In their seminal study published in 1963, Beyond the Melting Pot,
Nathan Glazer and Daniel Patrick Moynihan argued that urban eth-
nic communities continued to avoid assimilation for generations.50

But almost before the ink on their tome was dry, their conclusions
were overtaken by events. Although the slogans of the past forty
years have emphasized ethnic fission, the reality has been one of
ethnic fusion.51 Richard Alba, writing thirty-two years after Glazer
and Moynihan, noted that assimilation—“the long-term processes
that have whittled away at the social foundations for ethnic distinc-
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tions” and led ultimately to “high rates of ethnic intermarriage and
ethnically mixed ancestry”—was proceeding rapidly.52 Nearly three-
quarters of younger Italian-Americans now marry someone with no
Italian ancestry, exogamy is even higher for Polish-Americans, and
outmarriage rates for Jews rose from 11 percent in 1965 to 57 percent
in 1985.53

Non-European immigrants are being assimilated at a faster rate
than the Europeans of a century ago who remained endogamous and
congregated in their enclaves for generations. Roberto Suro noted
that 30 percent of younger married Asian-Americans had a spouse
from another ethnic group, a ratio that reaches 65 percent for
Japanese-Americans.54 Many of Los Angeles’ most famous “ethnic”
politicians are themselves of mixed background and/or married to
someone from another ethnicity.55 About a third of U.S.-born Latinos
marry non-Latinos. From 1980 to 1998 the number of married cou-
ples from different racial groups almost doubled from 1.5 million (3
percent of the total) to 2.9 million (5 percent).56 Cohabitation rates,
a leading indicator of marriage trends, are higher. Even in the face
of multiculturalist ideology, Nathan Glazer himself has more re-
cently pointed out that “the forces of assimilation, operating through
the economy, popular culture, and politics, are so strong that, even
though they will have less support from the public schools and pub-
lic agencies generally, they will still work their effects.”57 Continued
migration will, however, create a condition under which there are
always unassimilated recent immigrants, and within some com-
munities there will always be holdouts who remain outside of the
mainstream for generations.

Immigrants have also become economically assimilated. Within
twenty years of arriving in the United States, 61 percent of immi-
grants live in owner-occupied housing, which indicates a high rate
of economic integration.58 After twenty years in the United States,
immigrants have lower poverty rates than the native-born, though
many recent immigrants are poor.59 The large proportion of Asian-
Americans in elite U.S. universities is another positive sign. They
make up only 4 percent of the U.S. population, but their represen-
tation in the top colleges ranges from 10 percent to more than 25
percent.60 They also account for 16 percent of new medical doc-
tors.61 Assimilation into the economic and educational mainstream
has, however, been slower for Mexican-Americans, many of whom
come from poorly educated families.

It is also noticeable that anti-immigrant arguments have changed,
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indicating a greater willingness to accept an ethnically diverse na-
tion. In the early twentieth century, restrictionist views that led to
the 1924 quotas reflected racial and religious prejudices against
Irish, Italians, East Europeans, Jews, and Asians. In 1902 the head
of the American Federation of Labor publishedMeat vs. Rice: Amer-
ican Manhood vs. Asiatic Coolieism; Which Shall Survive? Over the
next decade Congressman Victor Berger of Wisconsin warned
against the danger of a “yellowish black race” and of the “Slavians,
Italians, Greeks, Russians and Armenians.”62

Today, however, most of the rhetoric against immigration has
focused on welfare, employment, and, as always, assimilation. Some
restrictionists advocate more skills-based immigration, though such
policies would bring in many non-white Asians. Foes of immigra-
tion, such as the British-born columnist Peter Brimelow, who seek
to preserve a “white America,” are an isolated group that has not
found a way to generate support among elected officials.

It is nevertheless probable that many Americans dislike the ar-
rival of large numbers of nonwhite non-Christians to the United
States. The success of Patrick Buchanan’s The Death of the West:
How Dying Populations and Immigrant Invasions Imperil Our Coun-
try and Civilization is telling.63 Despite its very low profile in the
mainstream media, Buchanan’s book was on the New York Times
best-seller list throughout early 2002 and registered high sales at
Amazon.com, showing that not all Americans are happy with the
current situation. Opinion polls have always shown that Americans
want less immigration. But whereas a century ago popular sentiment
against immigrants was reflected in the views of politicians and
journalists, this is not the case anymore. There are several reasons.

First, despite many citizens’ doubts about immigration and for-
eigners, more American voters than before accept the reality of a
multiracial society which also includes non-Christians. Second, ra-
cism is not acceptable in any mainstream political party any more.
Congressman Victor Berger could warn against a “yellowish black
race” in the early twentieth century, but when Republican Senator
Trent Lott of Mississippi spoke favorably of Strom Thurmond’s 1948
segregationist Dixiecrat presidential candidacy at Thurmond’s one
hundredth birthday party in 2002, he was swiftly ostracized by his
colleagues, who removed him from his post as Senate majority
leader. Neither does the press, with the exception of a few marginal
publications, tolerate such discourse. It is thus nearly impossible for
the defenders of “white America” to get airtime or press coverage,
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except for a few stories denigrating their views. Third, immigrants
form powerful voting blocks in several states. The demise of the
Republican Party of California after it embraced the anti-immigrant
Proposition 187 in 1994 was a warning not only for Californian pol-
iticians but also for those of Texas, Florida, and other states with
large immigrant populations and many votes in the Electoral Col-
lege. The lesson for politicians was illustrated by the diverging fates
of George W. Bush and Pete Wilson: the pro-Latino Texan became
president; the restrictionist Californian not only failed in his bid for
higher office but was succeeded as governor by a Democrat. Unions
now support immigrants, even undocumented ones, in the hope that
they will become new members. Finally, the American elite now
has many immigrants or first-generation Americans from non-
European or non-Christian backgrounds. This includes not only
Asian-Americans and some Muslims of Southwest Asian back-
ground but also, in the realm of politics, several powerful Latino
elected officials.

The aftermath of 9/11 revealed mixed attitudes toward immi-
grants and their families, especially Muslim ones. After the hijack-
ings, some television stations and newspapers made an effort to por-
tray the positive side of Islam as well as the fundamentalist extremes
of the faith. Several journalists were openly critical of the racial
profiling against Muslims by the FBI and the INS. Contrast this bal-
ance with the reactions of newspapers and radio stations after the
Pearl Harbor assault. Racial epithets against Japanese were common.
The American Civil Liberties Union, as well as a unanimous Su-
preme Court, supported the executive order authorizing the intern-
ment of American citizens of Japanese ancestry.64 No respectable
American after 9/11 suggested an analogous detention of Muslim
Americans. One of President Bush’s first acts after the attacks was
to visit a mosque, though granted, this was really a foreign policy
gesture: the president felt compelled to show Muslim nations that
the United States was not waging a Christian war against Islam, in
the wake of his provocative use of the word crusade shortly after
the attacks. But even as the president voiced support for tolerance,
several conservative Christian figures, some of whom were close to
the Republican Party, made virulent anti-Muslim statements. Pat
Robertson, a believer in Masonic and other conspiracies, spoke pub-
licly against Islam.65 The Reverend Jerry Falwell’s web site “in-
formed” its visitors that the Prophet Muhammad had taken a nine-
year-old wife. The claim was amplified in June 2002 by the
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Reverend Jerry Fines, past president of the Southern Baptist Con-
vention, who called Muhammad a “demon-possessed pedophile.”66

On balance, however, politicians and public figures, with the no-
ticeable and major exception of right-wing evangelicals, did not en-
gage in anti-Muslim rhetoric, though shockingly few openly chal-
lenged the anti-Muslim statements of conservative pastors such as
Falwell and Robertson.

There clearly was prejudice on the part of some Americans
against Muslims, or those, like the Sikhs, whose unfamiliar attire
leads some Americans to mistake them for followers of Islam. The
average American was probably not convinced by the president’s
praise for Islam. Had the media tracked popular opinion more
closely, their news stories on Islam and Arabs might have been quite
different, though opinion surveys indicated that Americans were
“scarcely readier to restrict the freedom of Muslims than of other
Americans.”67 Some immigrants from the Middle East were ha-
rassed, and in at least one case Muslim-looking residents were mur-
dered. (One of the killers was swiftly sentenced to death by a Texas
jury.)

Although it was logical that most of those detained after 9/11
were of Southwest Asian background, innocent residents were ar-
rested and harshly treated just because of their religious or ethnic
background. Arabs, Iranians, and Pakistanis were detained or de-
ported for minor immigration violations that would barely have
been noticed had they been Chinese or Mexican. Many Muslims, in
some cases American citizens, were treated far more harshly in
questioning by authorities than is the norm in the U.S. justice sys-
tem and were denied access to counsel, a basic American right. Had
Americans been treated overseas in such manner, the U.S. govern-
ment would surely have protested.

Nevertheless, taking into account the dark side of human nature,
the aftermath of 9/11 revealed that, though far from perfect, the
United States is more tolerant of ethnic diversity than in the past
and than many nations are today. How long such attitudes would
survive a prolonged war against Al Qaeda is unclear. Previous con-
flicts have shown that ethnic and religious hatred, escalating into
mass murder, can develop even in societies, such as Bosnia, that
were thought to be well-integrated and above such retrograde feel-
ings. Measures that have targeted Muslims in the United States since
9/11 indicate how fragile ethnic tolerance remains during a crisis.
Nevertheless, the United States is a more robust Liberal society than
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Bosnia was and, it will probably remain a successful, though by no
means perfect, multiethnic nation.

Immigration and U.S. Foreign Relations

Immigration spreads American ideals overseas. Immigrants
who return home bring with them attitudes and ideas acquired in
the United States. Those who stay in the United States influence
their homelands through the ties they maintain with their country
of birth. Yossi Shain of Tel Aviv University has noted, “To a large
extent U.S. diasporas have emerged as the true marketers of the
American creed abroad.”68 Hyphenated Americans “have contrib-
uted significantly, or have tried to effect, the eradication of dicta-
torial rule and the advent of some form of democracy in their native
countries.”69 Formerly communist nations have relied on émigrés
from the United States for senior positions: for example, Lithuania’s
former president Valdas Adamkus; cardinal Lubomyr Husar, head
of the Ukrainian Greek Catholic church; and several senior military
officers in the Baltics. When the interim government of Afghanistan
took over from the Taliban, it was replete with men and women who
had returned from the United States.

Obviously, not all immigrants adopt the American creed. In some
cases their political activities in their homelands support causes that
fuel conflicts and/or anti-Americanism overseas. The wealth they
have accumulated in the United States can make their influence
particularly nefarious. Irish, Hindu, Jewish, and Muslim extremists
have received help from some of their American brethren, as have
some of the warring factions in the Balkans. Moreover, groups
linked to various ethnic lobbies have managed to exert influence on
U.S. foreign policy that has not necessarily been beneficial to Amer-
ican interests. But overall, immigration to America is one of the
many mechanisms through which U.S. ideology is spread to other
nations.

As a result of the 1965 Immigration Act, which opened up the
United States to immigrants from all over the world, there are now
large numbers of Americans with roots in all continents. One effect,
which Ben Wattenberg has noted, is that the many Americans who
are not of European ancestry universalize America’s message by
demonstrating that Liberal democracy is not only for Westerners.70

Another consequence, as Zbigniew Brzezinski has put it, is that the
“multinational and exceptional character of American society has
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made it easier for America to universalize its hegemony without
letting it appear to be a strictly national one.”71 American power
and influence is no longer represented solely by American-bornmen
of Northwestern European background. This diversification process
is likely to accelerate because whereas in the 1950s more than half
of immigrants came from Europe and only 6 percent from Asia, in
the 1990s Asia accounted for 31 percent and the Americas (mostly
Latin America) for almost half of new immigrants.72

Already, many prominent Americans were either born overseas
or raised by immigrant parents from outside Northwest Europe.
They include Central and East Europeans (for example, Madeleine
Albright, former secretary of state, Czechoslovakia; John M. Shali-
kashvili, former chairman of the Joint Chiefs of Staff, born in Poland
of Georgian, Polish, and German background; and George Soros,
businessman and philanthropist from Hungary), Lebanese (Jack Nas-
ser, former Ford Motor Company CEO, with Lebanese-Australian
roots; such politicians as Spencer Abraham, George Mitchell, Ralph
Nader, and John Sununu; and retired Central Command Commander
in Chief Anthony Zinni); Asians (Elaine Chao, secretary of labor,
born in Shanghai; Gary Locke, governor of Washington State, whose
parents are from China; and Jerry Yang (cofounder of Yahoo, Tai-
wan), and the Caribbean (Colin Powell, secretary of state, whose
parents are Jamaican). The Chinese-American I. M. Pei is one of the
United States’ most renowned architects, as was the late Japanese-
American Minoru Yamasaki. Other Americans in senior positions in
government or industry come from a non-European heritage, if not
a recent immigrant background: Norman Mineta (secretary of trans-
portation, Japanese-American), Condoleezza Rice (national security
adviser, African-American), and Eric Shinseki (recently retired army
chief of staff, Japanese-American), as well as the African-American
chief executives Kenneth Chenault (American Express), Stan O’Neal
(Merrill Lynch), and Richard Parsons (AOL Time Warner).

Immigrants have also played an important role as actors (as well
as producers) in Hollywood, hence helping to project a multi-
national universal image of the United States. This phenomenon
predates World War II (Rudolph Valentino, for example) and has
continued ever since. In addition to several well-known
African-American actors, several of Hollywood’s top stars are from
overseas, such as Pamela Anderson (Canada), Antonio Banderas
(Spain), Jackie Chan (Hong Kong), Russell Crowe (New Zealand,
raised in Australia), Arnold Schwarzenegger (Austria), and Jean-
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Claude Van Damme (Belgium). One of Hollywood’s top directors,
John Woo, was born in China and raised in Hong Kong. The Tai-
wanese director Ang Lee lives in the United States. CNN employs
numerous journalists who are not American. Several sports and en-
tertainment icons, like Michael Jordan and Michael Jackson, also
trace their roots to the non-European world. Tiger Woods, of Euro-
pean, Asian, and African ancestry, is a potent symbol of America’s
universalism.

The presence of immigrants and nonwhites in the American elite
sends another important message. It demonstrates that the United
States welcomes and rewards talent regardless of where it comes. In
particular, it shows foreign nations that their nationals not only are
well treated in America but can actually thrive. Immigrants who
succeed in the United States are often more famous in their native
countries than in America. Their fame is an effective tool to enhance
the United States’ prestige as well as to advertise the unique op-
portunities it offers.

Whereas the success of immigrants enhances the image of Amer-
ica abroad, it should also be noted that when the governments or
citizens of another country think that their fellow nationals are not
being well treated in America, relations with the United States suf-
fer. This has sometimes been the case with Mexico and is now hap-
pening with several Muslim nations whose people see that U.S. au-
thorities are mistreating their countrymen.

The United States Compared with
Japan and Europe

The United States’ success in absorbing foreign scientific
and business talent and large-scale immigration contrasts with the
performance of Europe and Japan. Given their low fertility rates,
their difficulties dealing with immigration have important conse-
quences for their future, because immigration is one of the ways in
which they could reverse, or at least mitigate, population decline.

Japan takes in few immigrants. The total foreign population is
1.8 million, or 1.4 percent of the national total, and 680,000 of those
are permanent residents, mostly ethnic Koreans and Taiwanese, gen-
erally born in Japan, whose families have been in the country for
more than fifty years.73 Given its low fertility rate, however, Japan
needs to compensate for a dearth of Japanese babies. The United
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Nations estimates that to stabilize its working age population Japan
requires 615,000 migrants per year for 2000–2025.74

These figures are unrealistic. They imply that Japan, a country
whose ethnic homogeneity has for centuries exceeded 95 percent,
must by 2050 have a population that is one-third of foreign ancestry
in order to keep its working-age population constant. So far, the
country has tried alternatives to mass immigration, such as foreign
direct investment overseas to export jobs rather than import work-
ers. Other options include increasing the role of women and senior
citizens in the economy. But these measures cannot fully compen-
sate for the upcoming demographic collapse.75

It is possible that immigration will increase, though not at a rate
as high as mentioned in the U.N. study. Even 100,000 or 200,000
annual arrivals would present Japan with a challenge. In the United
States there is “a principled universalism (others can be like us),
[whereas] the Japanese sense of uniqueness is a principled denial of
any universal mission (no one can be like us).”76 Even very modest
levels of immigration in the 1980s, at a time of near zero unem-
ployment, generated fears of crime, loss of social harmony, and
other ills. How Japanese would react to more open borders is a dif-
ficult question the government would have to answer before moving
on this front. At the same time, the collapse of Japanese fertility rates
may force the country to open the door wider to immigrants, even
though the political and social consequences may be problematic.

Europe’s population challenge differs from Japan’s. There is a
long tradition of European immigration. European states have taken
in refugees for centuries: Prussia welcomed persecuted French Prot-
estants, Britain was the home of political exiles for centuries, and
Switzerland provided asylum to more German Jews relative to its
population than the United States.77 Since 1945 waves of refugees
from communism and other tyrannies have settled in Western Eu-
rope. European countries also have a history of bringing foreigners
to contribute to economic development. The coal fields of the Ruhr
and northern France were mined by Ukrainians, Poles, and Italians.
Immigrants founded most of London’s financial houses, including
Barings, Cazenove, Lazards, Rothschilds, Schroeders, and Warburgs.

There has, however, been a major discontinuity in Western Eu-
rope. In a few decades it has become a continent of large-scale im-
migration. Foreigners represented 1 percent of the West German
population in 1951, compared with 9 percent for united Germany
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in 1999, including about 2 million Turks.78 Six percent of the French
population now comprises foreign nationals, and an additional 4
percent is made up of naturalized citizens. Even Spain (720,000),
Italy (1,250,000), and Greece (300,000), which have recently been
exporters of surplus labor, have sizable migrant populations.79 Im-
migrants are generally young adults in their reproductive years; in
Germany foreigners and second-generation immigrants make up
more than 15 percent of the under-ten age cohort.80 In 1998 almost
12 percent of children born in France had either one or two foreign
parents.81 (In many cases where one parent was French, he or she
was probably foreign-born or the child of immigrants.) Therefore,
even without further intakes, the percentage of residents of foreign
extraction will rise. Moreover, not since the late fifteenth century
have such large populations of non-Europeans and/or non-
Christians lived in Western Europe. There are now several million
inhabitants of Muslim background in France and possibly as many
as 3 million in Germany.82 In a generation once relatively ethnically
homogeneous European metropolises have attained religious and ra-
cial diversity on an American scale.

Given these facts, Europe has handled immigration fairly well.
In 1968 Enoch Powell, a British Tory member of Parliament, warned
of “rivers of blood” caused by racial tensions.83 Thirty-five years
later the closest to a “race war” in Western Europe has been the
conflict between Catholics and Protestants in Northern Ireland. Eu-
rope, as Nicolas Eberstadt has observed, “populated as it has been
by successive historical flows of peoples, possesses traditions and
capacities of assimilation that are not always fully appreciated.”84

In the late 1990s Germany decided to grant citizenship to all chil-
dren born in the country (jus solis), whereas previously only a child
with at least one German parent was automatically a citizen (jus
sanguinis). In 1999 German nationality was granted to 143,300 for-
eigners, of whom 103,900 were Turkish, and the numbers totaled
more than half a million over three years.85 Germany’s naturalization
rate is about half of the American one, a high level for an Old World
country. (The statistics are not exactly comparable since some of
Germany’s naturalized citizens are native-born, whereas in the
United States the native-born are automatically citizens and need
not seek naturalization.)

In the future, Western Europe will continue to need immigrants.
According to the United Nations, the European Union would require
1,380,000 immigrants a year to stabilize its workforce.86 It is unclear,
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however, how many migrants would come from outside Europe. The
rich Western European states have a hinterland in Central Europe
whose labor force will be attracted to the West’s higher wages. Im-
migration patterns into Europe, however, will be marked by the mo-
mentum of the past forty years. Current non-European foreign-born
residents will continue to bring their spouses and relatives to
Western Europe. Moreover, as we have seen, their younger popula-
tion pyramid will cause the numbers of European residents of non-
European extraction to further increase as a percentage of the total
population.

Although Enoch Powell was wrong, immigration in Europe has
not been without its problems. High levels of structural unemploy-
ment hurt Europe’s ability to assimilate its immigrants, many of
whom are unskilled workers whose children are poorly educated.
Thus, whereas the foreign-borns’ rate of unemployment in the
United States is roughly similar to the national average, it is fre-
quently twice that in Europe.87 Some of these discrepancies between
the United States and Europe are caused by the higher educational
levels of immigrants to the United States, but labor-market mecha-
nisms also play a role, as does discrimination.88 In addition, immi-
grants in Europe are overrepresented in the prison population,
whereas, adjusted for age and income, the percentages in the United
States are comparable for immigrants and natives.89 (It is unclear,
however, whether the higher proportion of immigrants and their
children in European jails is due to a higher propensity to commit
crimes, to socioeconomic status, or to discrimination on the part of
the police and judiciary in making arrests and convicting suspects.)
At the same time, non-European migrants and their children, espe-
cially those from Muslim and African nations, are underrepresented
in the middle and upper classes. The European Convention, the EU
process which is to give Europe a constitution, had 105 members,
none of whom are of non-European background.90

The success of extreme right-wing or populist politicians in Aus-
tria, Belgium, Denmark, France, Italy, the Netherlands, and other
European nations indicates that large segments of the European pub-
lic, and not only traditional supporters of the far right, are suffi-
ciently uneasy with immigration to vote for parties who make op-
position to immigrants, and often overt racism, the key plank of
their platforms. In the future, Europe’s problems with immigration
may cause heightened social tensions and lead to more cases of ex-
tremist parties making inroads in the political system.
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Outlook for the Future

The United States will continue to benefit more from im-
migration than its partners. First, as a New World society it is more
open to outsiders than are Old World countries. Second, American
institutions and laws are more effective at dealing with immigration.
Its economic regulations help newcomers find employment. Non-
citizens enjoy fewer restrictions for employment than in many other
jurisdictions. The Constitution ensures that all U.S.-born children
are automatically citizens, a procedure that allows faster assimila-
tion than in nations that have more restrictive legislation. For those
born abroad, there are few hurdles to naturalization.

Immigration not only contributes to American hegemony but
also reflects it. Being a rich and powerful country, and having the
added advantage of being English-speaking, the United States is well
positioned to compete for the talent of skilled individuals who can
choose where they want to live and work. Its large economy is a
magnet for millions of laborers from Mexico and Central America
as well as from other continents.

Though the United States has a successful track record at assim-
ilating newcomers, the process is always challenging and never
trouble-free. Data on the low rate of educational achievement of
Mexican-American children show that a major effort needs to be
made in this area.91 Given the rising proportion of Americans of
Mexican and Central American ancestry, improving their educa-
tional achievement must be a national priority for the United States.
The boom of the 1990s undermined nativist sentiment, which often
gathers steam in times of recession. The restrictionist climate of the
early 1990s, epitomized by California’s Proposition 187 in 1994,
could reappear if the current economic slump is prolonged, espe-
cially if immigrants themselves decide that they would be better off
by closing the border to further inflows. There is always the risk
that a recession, combined with a fear of foreigners born out of the
trauma of 9/11, could lead to a closure of America to new immi-
grants, as happened in 1924. Repeated terrorist acts on American
soil can further the cause of those who wish to drastically curtail
immigration. Already, the Qaeda attacks have made it much harder
for Muslim would-be immigrants to gain admittance to the United
States. On balance, however, such a development is unlikely. Im-
migration has made a critical contribution to American wealth and
power and will probably continue to do so.
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Women

The essayist Ralph Peters has identified the subjugation of
women as one of the signs of a “noncompetitive society.”92 In many
third world states, boys receive priority when food is scarce and
medicines expensive, while girls are first in line for infanticide. In
low-income countries fewer females get access to education than
boys, though the situation is improving.93 There are, however, enor-
mous differences between underdeveloped countries; in some,
women are treated barely better than animals, while in others, gen-
der equality is more or less the norm.

Although much remains to be done, women’s progress in the
West has been remarkable in the past century. Several countries,
including Britain, Finland, Norway, Switzerland, and Canada, have
been led by women chief executives. The United States has not had
a female president, but women are increasingly represented in Con-
gress and in state government. About half of college students in the
West, sometimes even more are women. Women have also made
major inroads in the private and public sector managerial ranks. As
Southern Europe has modernized, the gap between Western socie-
ties has narrowed. On average, American women probably have
more access than European females to managerial positions, but
there are major differences among European countries.94

Japan alone in the developed world has yet to bring women into
the sociopolitical and economic mainstream. Although the status of
Japanese women has also progressed in recent decades, there is still
a paucity of women in positions of authority in the country. They
are underrepresented in the best universities and in science.95

The news, however, is not entirely bleak. There has been a great
increase in the percentage of Japanese high school girls going on to
four-year colleges (12.3 percent in 1980, 31.5 percent in 2000),
though it is still below the rate for boys (41.3 percent in 1980, 47.5
percent in 2000).96 One-third of Japanese medical school students
are now women. The percentage of women in elite colleges has also
increased significantly. Thirty-six percent of students in Japan who
earned bachelor’s degrees in 1999 were women, compared with 45
percent in Germany, 56 percent in the United States, and 58 percent
in France. Only 19 percent of advanced research degrees in Japan
were awarded to women, compared with 33 percent in Germany, 41
percent in France, and 42 percent in the United States.97

The growing proportion of women who graduate from universi-
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ties should change Japanese society, but it may be a slow process.
It takes thirty-five to forty-five years for an age cohort to move from
college graduation to the end of its professional life. Consequently,
women’s underrepresentation in higher education will reverberate
for many decades even if the improvements of the 1990s continue.
Moreover, getting an education is a necessary but not a sufficient
step for a woman’s career to flourish. There are many cases, not only
in Japan, of women being denied employment opportunities com-
mensurate with their qualifications.

Why is the Japanese economy denying itself much of the poten-
tial of half of its population? Japan is a modern nation, and its peo-
ple are not in the thrall of some obscurantist religion. One reason is
that Japanese women carry a heavy burden of caring for children
and the elderly. Day-care facilities and babysitting services are less
well developed than in the West. Children generally play a greater
role than in the West in taking care of their elderly parents. With
smaller families, more women find themselves the only daughter or
daughter-in-law, thus making it impossible to split responsibility for
the care of aging parents.

Culture is not the only explanation for the status of women in
Japan. Japan has tight immigration laws. Thus Japanese mothers,
unlike their American or European counterparts, cannot rely on for-
eign baby-sitters. There are few immigrant caregivers and nurses to
care for the elderly, as they frequently do in the West. Moreover, the
institutional arrangement of Japanese business is not woman-
friendly. The rigidity of the corporate hierarchy forecloses the pos-
sibility of advancement from the clerical level to the professional,
whereas it is possible—though not common—in the United States
for a secretary or a clerk to ascend to a managerial position. Women
are a large percentage of the clerical workforce and thus suffer the
most from this lack of promotion opportunities.

In addition, it is hard to reenter the Japanese labor force. Women
who want to work again after they have raised their children are
likely to end up in jobs that “usually bear no relation to their edu-
cation or abilities.”98 It is also more difficult for middle-aged indi-
viduals in Japan than in the United States to return to school, thus
preventing women who might want to improve their credentials to
study before returning to the job market. Moreover, the tax system
deprives some married women of most of the financial incentives
for working full-time.99 Barriers to rejoining the workforce are par-
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ticularly hurtful to women in Japan because it is still common for
companies to “encourage” women to retire upon marriage.100

Greater opportunity for women is an economic imperative for
Japan. Japanese demography is in a tailspin; thus all citizens need
to contribute to their fullest potential to the economy. The relatively
efficient use of the female labor force in the United States, in con-
trast, is one of the great sources of the strength of the U.S. economy.

Governments in free countries have difficulty implementing pol-
icies that lead to a higher birth rate. Banning contraception, crimi-
nalizing abortion, leveling confiscatory taxes on childless adults,
and other draconian measures are, fortunately, unacceptable in Lib-
eral democracies. And for a variety of reasons realistic policies
aimed at fostering more births either are not effective or have not
been devised by countries which are afflicted by below-replacement
fertility rates. Moreover, it takes at least fifteen years for increased
fertility to start to affect the supply of labor; higher birth rates
therefore have a positive effect on the labor force only over time.

There are means to mitigate the impact of falling fertility rates.
One is to raise the retirement age, which simultaneously expands
the labor force and lowers pension expenses. This measure, how-
ever, can be politically detrimental to the politicians that enact it.
(Employment rates for individuals aged sixty and over already are
far lower in Europe than in the United States, though European gov-
ernments are now committed to raising the retirement age.) But as
life expectancy continues to rise, modest increases in the retirement
threshold are compensated by higher longevity. Delaying retirement
can make an important contribution to economic performance and
is a measure which most governments now realize must be imple-
mented.

Governments can alter funding mechanisms for pensions,
switching from pay-as-you-go mechanisms that put the burden on
current workers to funded schemes that force individuals to save
for their retirement. There are, however, limits to the effectiveness
of such changes, at least in the short run. Retirees and older workers
who are not covered by funded plans will continue to be paid from
tax revenues, possibly forcing one generation to pay both for its own
retirement and for the pensions of the elderly. The politics, as well
as the economics, of such reforms are complex and therefore
changes are unlikely to be rapid.
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To compensate for low fertility governments can seek to raise the
labor participation rate of women. In many societies, however,
women already actively participate in the workforce; in others, there
are major institutional and cultural obstacles to overcome.

Countries can also increase their intake of immigrants, but there
are limits beyond which this strategy is not palatable to voters.
Moreover, due to the almost unlimited supply of poor third world
residents, any nation can easily find millions of unskilled workers.
But gaining highly educated ones is more difficult. The supply is
limited and the best can choose where they want to go. This will
be an added challenge to Europe and Japan. Their older populations
will increase pressure on budgets, thus saddling citizens with higher
taxes. The highly mobile elite potential migrants, most of whom
know English, may thus prefer to relocate to the United States,
where they also know that opportunities for the foreign-born are
greater.101

One should not think that all demographic conditions favor the
United States. From 1980 to 2000 the incarceration rate in the
United States shot up from an already high 220 per 100,000 to 701
in 2000. This compares with 96 in Germany and 44 in Japan.102

Along with the fact that the U.S. homicide rate stands at about 12.5
times Japan’s, this illustrates one of the major failings of U.S. soci-
ety.103 That nearly half of prison inmates are black, though they
make up only 13 percent of the population, is another aspect of one
of America’s biggest social failures.104

Growing obesity may also become a burden on the American
economy as overweight citizens suffer from costly ailments and are
sometimes handicapped in performing their jobs. An estimated 26
percent of Americans are obese, compared with 3 percent in Japan
and 10 percent in France.105

Despite these weaknesses, America’s demographic picture is bet-
ter than that of Japan and Europe. The financial shock of adapting
to an aging society will be less traumatic in the United States than
in Japan and Europe. The United States faces only population aging,
whereas Japan and many European nations are looking at both pop-
ulation aging and decline. The United States also makes better use
of immigrants in its labor force than its partners and of women than
Japan.

Overseas demographic trends, however, are a danger to the
United States. Japan faces a threatening situation: well-below re-
placement fertility, underutilized women in the workforce, and ma-
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jor obstacles to immigration combine to paint a very frightening pic-
ture of the future. Europe’s problems are worrisome as well, though
less acute than Japan’s. Japan and Europe are America’s two major
partners. The United States relies on them for its security and pros-
perity. Their demographic problems are therefore also America’s.



5 The Economic
Performance Gap

As noted in Chapter 2, the American empire ac-
counts for approximately 70 percent of gross world product, and for
an even higher percentage of the world’s advanced industrial and
service sector capacity. Figure 5.1 shows the enormous chasm be-
tween the developed nations and the rest of the world, which is
unlikely to narrow significantly in the future and may well increase.
As we explained in Chapter 1, the obstacles that economies bereft
of Liberal institutions face are so enormous that wealth will remain
concentrated in states that have such institutions, namely those of
North America, Europe, Japan, and the smaller Pacific Rim Liberal
market economies.

Within the American empire, the United States is in a leading
position. With a $10.8 trillion gross domestic product (GDP), the
U.S. economy is by far the world’s largest, well ahead of no. 2 Ja-
pan’s $4.2 trillion and no. 3 Germany’s $2.1 trillion.1 The combined
GDPs of the European Union states are comparable to the American
one. But despite the remarkable advances of European integration,
Europe is still decades away, and maybe more, from being a fully
integrated economic and political space. As we will argue in this
chapter, the United States’ economy is likely to continue to lead
within the American empire and, at least for the coming decade,
will probably outperform that of its major partners.

We will focus on the performance of the U.S. economy compared
with that of Europe and Japan. This will shed light on the position
of the United States within the American Liberal empire and help
us understand the strength of the U.S. position in the world. Though
our comparisons may make Europe and Japan look bad, it is worth
repeating that their Liberal institutions are vastly more effective
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Fig. 5.1. Per Capita GDP Current Prices
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than those of other, underdeveloped non-Liberal nations. Europe
and Japan will thus continue to account for the bulk of the world’s
wealth outside of the United States. The widest gap in the world
economy is between North America, Europe, and the capitalist Pa-
cific rim on one side and the rest of the world on the other, not
between the United States and its partners. Nevertheless, we com-
pare U.S. performance with that of Europe and Japan because they
all operate with functioning Liberal institutions; comparing the
United States with third world non-Liberal states would make no
sense, since these nations operate under totally different, and much
less efficient, economic systems. Moreover, as long as the Liberal
empire is based on American power and leadership, it is important
to measure the relative strength of the United States within the
nations of the community of Liberal states.

Historical Perspective on
the American Economy

Before we look at the strengths of the American economy,
we need to briefly survey how the United States reached its current
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Fig. 5.2. U.S. GDP Relative to the World, 1970–2003
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status. America’s position in the world reflects the combination of
two factors: the United States inherited Liberal institutions from
Britain, and it experienced much faster population growth than Eu-
rope. The combination of effective institutions and a rapidly in-
creasing labor force made it possible for the United States to grow
from a minor outpost of Western civilization into an economic
superpower.

In 1945 most of Eurasia had been wrecked by years of warfare.
With a few exceptions, such as Canada, the United States was the
only self-sustaining industrial economy in the world. Therefore, in
the 1950s and 1960s the relative weight of the United States dimin-
ished due to the reconstruction and development of Europe and
Japan. By 1970 America had lost the undisputed economic position
it had held briefly in the aftermath of World War II, but its relative
decline then stopped, as illustrated in Figure 5.2. America’s gross
domestic product now accounts for approximately 30 percent of
gross world product and has been in the 25–35 percent range for
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Fig. 5.3. Relative GDPs 1970–2003
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more than three decades, as illustrated by Figure 5.2. (Some of the
more dramatic fluctuations have been due to exchange rate move-
ments; note that the data excludes some minor economies.)

Figure 5.3 tracks the national incomes of the United States’ lead-
ing allies, Japan and Germany, compared with the American in-
come. It shows the Japanese economy growing fast relative to the
United States in the 1970s, partly because Japan’s post–World War
II economic recovery was slower at the beginning than Europe’s and
it had a greater distance than Europe to cover to reach U.S. levels
of prosperity. The Japanese “bubble economy” and a high yen in the
late 1980s further allowed Japan to narrow the gap. In the late 1990s,
however, Japanese GDP declined in relation to the United States’ as
the bubble burst and the cost of structural failures that had previ-
ously been kept under control started to hurt the economy. In the
case of Germany, its years of high growth, the Wirtschaftwunder,
occurred earlier than Japan’s. Therefore, the post-1970 data show
that, depending on business cycles and currency movements, the
U.S.-German ratio has fluctuated but has remained fairly constant
over several decades.
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American Advantages

As we have seen, the United States accounts for about a
third of the gross world product. But the true weight of the Ameri-
can economy is even greater, given the American leadership posi-
tion in numerous key industries, such as computers, software, phar-
maceuticals, and financial services, as well as in science and
technology. To praise the performance of the American economy
and its corporations is, however, to reflect on the past. Many of the
businesses of the future are yet to be born. New industries will
emerge in the coming decades, while some of today’s biggest cor-
porations may be history by 2025, or even 2010. We must therefore
identify the institutional, regulatory, and structural advantages of
the United States, those that will outlast the ephemeral movements
of markets.

We will first focus on the most important factors that underpin
the dynamism of the American economy. Economic growth re-
quires—and the United States possesses—the institutional frame-
work that fosters entrepreneurship. Finally, we will look at some of
the macroeconomic consequences of these institutional and regu-
latory issues. We conclude by noting that the U.S. economy is not
immune from decay and underperformance but that it is in a very
strong position compared to other nations.

Innovation and Entrepreneurship

One of the salient features of the United States is its success in
generating new businesses. The United States enjoys what the Econ-
omist labels an “ ‘innovational complex’—those thousands of entre-
preneurs, venture capitalists and engineers—unmatched anywhere
in the world.”2

It is noteworthy that most companies set up in recent decades
that transformed an industry, or created a new one, are American,
the likes of Amazon.com, America Online, Apple, Cisco, CNN, Intel,
Microsoft, Netscape, and, from an earlier era, American Express,
AT&T, Disney, Ford Motor, IBM, McDonald’s, and the commercial
television networks. Although Europeans and Asians have made
their contribution, the United States has accounted for a majority of
innovative businesses. This American advantage at creating new in-
dustries is essential because it affects not only how the economy
performs today but also how it will operate tomorrow.
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The Legal and Regulatory Environment

To understand the roots of the U.S. institutional and regulatory
development that support entrepreneurship, one must briefly take
note of the legal and ideological basis of the American economic
system. Businesses in the United States operate under a common-
law regime. With the exception of the United Kingdom, Ireland,
Australia, New Zealand, Anglophone Canada, Hong Kong, and Sin-
gapore, the other developed economies—that is, the nations of con-
tinental Europe, Japan, South Korea, and Taiwan—operate under
code-law systems. “One of the principal advantages of common law
legal systems,” writes John Coffee of Columbia University Law
School, “is their decentralized character, which encourages self-
regulatory initiatives, whereas civil law systems may monopolize
all law-making initiatives.”3 This is especially true in new industries
where the absence of laws governing businesses leads to officials
opposing new projects on the grounds that they are not specifically
authorized by existing regulations. For example, some analysts have
noted how U.S. law gives more leeway to create innovative con-
tractual arrangements than German law.4 Thus entrepreneurs, and
businesses in general, are more likely to face legal and regulatory
hurdles in code-law jurisdictions, where adapting the law to new
technologies, new financial instruments, and other innovations is
more cumbersome. Others have argued that common-law regimes
are also better at protecting shareholders and creditors, hence facil-
itating the development of capital markets.5

U.S. entrepreneurs thus find it easier than their counterparts in
code-law nations to innovate and operate. Because there are enor-
mous transaction costs in switching legal systems, the United States,
and the other nations whose laws originate from England, will retain
the edge that their adaptable legal framework provides them for the
indefinite future.

Common law sets the United States and other nations that trace
their legal tradition to England apart from the rest of the world. The
position of Liberalism in America differentiates the United States
from other polities and provides a significant advantage to the econ-
omy. Liberalism in the United States, unlike in not only Old World
societies but also other New World ones, has always enjoyed a heg-
emonic position free from serious competition from either anticap-
italist conservatism or socialism. One aspect of this Liberal hege-
mony is that the American economy reflects the ideals of a society
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that praises individualism. This “dominant strain in American cul-
ture contrasts sharply with more ascriptive communitarian, and pa-
ternalistic cultures of European societies” (and also of Asian ones).6

Therefore government policy and societal norms have been favor-
able to economic Liberalism, a fact that has helped American in-
dustry thrive in an environment less likely to be burdened by re-
strictive practices rooted in conservative or socialist anti-Liberal
sentiment.

The combination of these legal and ideological factors forms the
basis for the regulatory framework that gives American business an
edge over its competitors. These include ease of incorporation, an-
titrust enforcement, bankruptcy proceedings, corporate governance,
and capital markets regulation.

INCORPORATING A NEW BUSINESS

The advantages that Americans enjoy start with incorporation.
An American can establish his own firm in a few hours by buying
a kit at a local bookstore and mailing a few forms. In most other
countries, setting up a limited liability company or even a sole pro-
prietorship is a complex endeavor that takes time and effort and
requires capital and a solid legal background or the help of a lawyer.
As one commentator wrote, anyone wanting to start a company in
Europe has to be patient and rich.7

It is cheaper, faster, and less cumbersome to establish a company
in America or Britain than in Japan or continental Europe. Some
countries require a significant amount of paid-up capital (more than
$20,000 in some nations), whereas none is required in the United
States. In some nations, it may take several months for a new busi-
ness to obtain all the required documents for registration, whereas
in the United States it generally takes less than two weeks. Several
countries have preregistration requirements that aspiring business-
men must fulfill. Others demand time-consuming qualifications. For
example, to open a bakery or a barbershop in Germany, one must
be or employ a Meister, the holder of a medieval rank that signifies
completion of a multiyear apprenticeship program (though the
German government is attempting to remedy this situation).8 In Lon-
don it takes years to prepare for the taxicab exam. Some nations also
have citizenship or residency requirements for the professions.

Some improvements are occurring overseas, where governments
are trying to make incorporation easier, especially for sole proprie-
torships. But even if they want to, other countries are unlikely to
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streamline their procedures to U.S. levels. To eliminate or simplify
regulations would strip officials and bureaucrats of their positions
or of their prerogatives. Established businesses, having no interest
in making it easier for others to compete with them, support the
status quo.9 Additionally, the underlying ideology of the state in
Japan and continental Europe is that everything that is not explicitly
allowed is forbidden, whereas in America all that is not prohibited
is implicitly legal. Therefore officials outside the United States are
more inclined to impose regulatory and bureaucratic burdens that
make life difficult for those seeking to create their own businesses.

ANTITRUST

Antitrust legislation and enforcement constitute one of the most
fundamental American economic institutions. Antitrust law is one
of the major causes of the competitive character of the American
economy and its ability to rejuvenate itself. Antitrust forces upon
the economy a form of creative destruction. It removes obstacles to
further economic growth by restructuring businesses that have
achieved the means to stop competition. Without strict enforcement
of antitrust laws, new businesses risk being stymied by monopolies
that undermine competitors with better products.

Corporations that establish monopolies or cartels in the United
States are more likely to be forced to refrain from anticompetitive
behavior, through divestitures or other remedies, than in other ju-
risdictions. Historically, antitrust laws have helped American entre-
preneurs enormously. For example, the 1956 restrictions on AT&T’s
activities outside of telecommunications and the consent degree
mandating “liberal licensing” by IBM of its patents helped new tech-
nology businesses thrive.10 In previous decades government action
had broken up monopolies in the oil and transportation industries.
Thanks to antitrust enforcement by the Justice Department, Ameri-
cans are more likely to enjoy a level playing field to grow their new
businesses free of monopolistic corporations. This is not to argue
that American antitrust legislation is perfect. Despite major break-
throughs in the Carter administration, the airline industry is not
immune to oligopolistic or even monopolistic behavior. Protection-
ism and other anti–free market actions have in several cases facili-
tated the survival of unfair practices. Businesses constantly use their
influence over politicians to avoid prosecution for anticompetitive
practices. Nevertheless, on balance, the United States is the econ-
omy with the most effective antitrust enforcement.
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Europe and Japan historically not only failed to hunt down mon-
opolists and cartels but supported them. One reason for fostering
domestic monopolists was to create “national champions,” large
corporations that could compete on the international stage while
holding the line against imports and foreign investors. With notable
exceptions in the defense and aerospace sectors, American policy
has never been to sponsor national champions. For example, when
the computer industry was in its infancy, the United States did not
support a national champion but actively prevented the emergence
of monopolies. (In addition to American Liberalism, this policy re-
flected the fact that since the United States is the world’s largest
economy, American policy makers fear overseas competitors less
than do their foreign counterparts.) In contrast, other governments
tried to create dominant computer manufacturers. These policies on
the part of Japan and many European administrations fostered busi-
nesses that grew in a national environment either free of competi-
tion or with special advantages due to subsidies or regulations. They
were therefore unable to adjust to the competitive international
scene. The data-processing industry overseas is littered with the
corpses of firms that were going to challenge IBM and whose only
achievements were to squander public monies while hurting con-
sumers.

Most governments now recognize that trying to pick a winner
and provide it with a domestic monopoly is ineffective. But it is
difficult to entirely eliminate support for monopolies and cartels
when they are embedded in the political economy. What William
Overholt calls the “1940 system” of war mobilization in Japan,
which was never properly dismantled, created an economy in which
the allocation of capital and other resources favored monopolies and
oligopolies.11 Despite the events of the past decade, this dirigiste
system has yet to be totally overhauled. The industrial policies of
European states vary, and EU integration has forced them to liber-
alize their economies and dismantle some monopolies. Neverthe-
less, most European states have historically been, like Japan, quite
tolerant, and often positively supportive, of monopolies, and some-
times continue to be so.

There are other obstacles to antitrust efforts overseas. In Japan,
there is no effective right of private action, limiting the ability of
individuals and corporations to sue competitors on antitrust
grounds. In addition, various obstacles stand in the way of access
to legal services, including restrictions on the numbers of lawyers
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in the country.12 Reforms are taking place, but even when they are
enacted, they take many years.13 If cases are processed, the Japan
Fair Trade Commission lacks the power and bureaucratic resources
of the U.S. Department of Justice’s Antitrust Division.14 The Euro-
pean Commission’s antitrust officials have grown much more pow-
erful in recent years, but they are still not as well-organized as their
U.S. counterparts. They always run the risk of being sabotaged by
the member states. In addition, unlike American prosecutors, the
commission lacks the power to jail individuals, and private action
is still not as developed in Europe as in America.

The gaps in antitrust performance are not due solely to legal and
technical issues, such as the differences in bureaucratic organization
or rules governing litigation. Nearly all Americans hold monopolies
to be undesirable. America’s antitrust regulations date back to the
Progressive Era. Their ideological roots in the American political
tradition are even older. U.S. antitrust policies are upheld by clas-
sical Liberal economics, which dominates American economic
thought, by the American populist distrust of Big Business, and by
the hegemony of Liberalism in America. Americans legitimate mo-
nopolies only where regulations exist to protect consumers and pre-
vent undue profits.

Outside of the United States, however, monopolies and oligop-
olistic firms are seen more as benign corporate citizens than as firms
engaged in cutthroat competition. Monopolies are more stable, thus
less likely to lay off employees. They are more willing to support
“national goals,” such as investing in depressed areas. In Europe
and Japan the basic tenets of neoclassical economics, which form
the intellectual basis for antitrust, are not universally accepted. In
Europe, a strong socialist tradition views state-owned or state-
influenced monopolistic enterprises as the allies of the working
class. Many Japanese and Europeans officials, though fewer than in
earlier decades, still believe that the state should guide markets. For
them monopolies are therefore desirable. They also facilitate gov-
ernment influence over the economy, since it is easier for the state
to direct an industry dominated by a single firm or a cartel.

Europe and Japan are taking more interest in antitrust enforce-
ment but are unlikely to match the United States in antitrust effi-
ciency. Even if their powerful statist and corporatist ideologies were
eliminated, it would take decades for EU and Japanese antitrust
practice to be as effective as those of the United States. The laws,
regulations, lawyers, economists, bureaucrats, and consultants that
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are necessary for the smooth and efficient enforcement of antitrust
policies are a highly complex intangible infrastructure that takes a
generation to assemble. In Europe the co-existence of fifteen (soon
to be twenty-five) sovereign states and the European Commission
undercuts the efficiency of the antitrust process.15 National govern-
ments will inevitably pressure the commission to protect their fa-
vorite monopolists. In addition, in smaller countries, it is not fea-
sible to prevent the development of monopolies when the domestic
economy cannot support more than one player, and economic, reg-
ulatory, or other obstacles limit the entry of foreign companies.

Will the United States continue to enjoy the advantages of a reg-
ulatory environment that is committed to preventing the emergence
of monopolies? Antitrust enforcement is a never-ending process.
Economic life and political decisions always create new monopo-
listic situations. Therefore, antitrust officials may win battles, but
they never end the war. In addition, monopolies are, by definition,
stronger than their fledgling competitors. It is easier for them to use
their resources to influence, legitimately or through corruption, leg-
islators, civil servants, judges, and the media. Consequently, there
is always a risk that monopolies, by subverting antitrust legislation,
will prevail.

BANKRUPTCY

Easy incorporation requirements and antitrust enforcement help
American entrepreneurs, but laws governing bankruptcy are equally
important. Excessively lenient bankruptcy legislation, besides de-
terring lenders, offers a fertile breeding ground for crooks. But reg-
ulations that make bankruptcy a lifelong mark of infamy hinder en-
trepreneurship by intimidating those who might start a venture and
unfairly penalizing them should they fail. Even great entrepreneurs
do not always succeed on their first try. The law must consequently
not prevent them from making a second or third attempt. Bank-
ruptcy proceedings in the United States, Britain, and Australia make
it relatively easy for an entrepreneur to restart rapidly with a clean
slate.16

American practices reflect the ideals of a society in which there
is little shame in failing. Bankruptcy is seen as part of the learning
process, but Europeans who go bust often do not get a second
chance, as creditors are allowed to hound them for long periods.17

In Japan, says an attorney specializing in the field, “if you go bank-
rupt, it’s the end. . . . You cannot find another job,” and “you cannot
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get married.” Many Japanese mistakenly think they will go to jail if
they file for bankruptcy. Consequently, many flee into hiding instead
of filing.18 The Japanese bankruptcy law was revised in 2000, but it
will take time for traditions to change.

Besides its greater acceptance of failure, the American economy
benefits from the size of the United States, which facilitates starting
anew and reinventing oneself somewhere else. The structure of the
banking industry also helps explain why it is easier to survive bank-
ruptcy and rebuild a business in the United States. Historically, the
banking and venture capital sector in America has been more com-
petitive than those in Europe and Japan. Consequently, there are
more loan officers and venture capitalists chasing opportunities
than overseas, making it easier for an entrepreneur looking for a
second chance to find funding.

Another aspect of bankruptcy that is relevant to this analysis is
that, in the United States, most unviable businesses that fail go out
of business. True, in some instances bankruptcy has been abused,
allowing companies to operate under chapter 11 for many years, free
from interest costs and thus enjoying an unfair advantage over their
competitors. But in other economies there is a greater tendency to
keep large failing businesses alive through government support.
Small companies are generally left to face the rigors of the market-
place, but large ones are treated differently. The European Commis-
sion has sought to clamp down on these practices, and there has
been a visible lessening of government rescue efforts in past years,
but some member states still resist the commission’s efforts. Europe
has changed a lot in the past twenty-five years, but there is still more
pressure than in America to protect unviable enterprises from the
demands of the market.

In Japan, despite a long recession, many businesses that were
clinically dead survived for years thanks to political support and to
webs of relations with other companies, banks, and the government.
As Richard Katz of the Oriental Economist has noted, in Japan,
“Bankruptcy, far from being regarded as a cleansing shakeout of the
inefficient, as ‘creative destruction,’ was considered a violation of
an implicit social contract, a source of disorder and confusion.”19

There have been major changes since the late 1990s, with bank-
ruptcies now engulfing large companies. But the government has
sometimes continued to help, directly or indirectly, large firms that
are no longer viable. Thus more Japanese businesses, and European
ones as well, operate under a “soft budget” constraint: they are fairly
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secure in the prospect that the state will bail them out if needed.20

Nevertheless, in Japan and Europe, there are fewer blatant instances
of government-financed rescues, though the jury is still out on the
willingness of the establishment to accept the collapse of very large
corporations.

Rescue operations for failed companies that cannot survive on
their own waste taxpayers’ money but also affect the fortunes of
their competitors. Money-losing firms that are forced to close their
doors leave room for firms with better products and services,
whereas failed businesses still operating thanks to government aid
crowd out entrepreneurs and hinder the rejuvenation of the econ-
omy by blocking the Darwinian process of survival of the fittest. The
United States is not immune to government bailouts, as shown by
the rescues of Lockheed and Chrysler in earlier decades, the protec-
tion afforded to the sugar industry, steelmakers, and others, and the
rush by countless corporations to receive billions of dollars in fed-
eral aid following the 9/11 attacks, but all in all, the United States
is less prone to shielding companies from the consequences of their
failures. As in the case of antitrust issues, however, there is no cer-
tainty that the American political process will always manage to
keep such market-distorting operations under control.

CORPORATE GOVERNANCE

Corporate governance is another institution whereby American,
or more accurately Anglo-American, legislation strengthens the
economy. Good corporate governance is particularly important for
new businesses. Anglo-American rules make it easier for entrepre-
neurs to acquire underperforming companies. By disciplining firms
and providing reliable data to investors, the Anglo-American system
ensures that capital is generally more likely to be allocated to the
best-performing firms than in other nations. Anglo-American cor-
porate governance thus provides greater incentives for managers to
serve their shareholders.21

There have historically been wide gaps between Anglo-Ameri-
can and foreign practices of corporate governance. The key features
of the Japanese or so-called J-type big business firm are (1) corporate
insiders dominate the board of directors, with the possible inclusion
of the main bank’s representatives, (2) the firm belongs to a close
network of affiliated enterprises (keiretsu), and (3) the capital mar-
kets play only a limited role in disciplining the firm. Another char-
acteristic is government influence on management.22 The J-Type
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model has been applicable to continental Europe as well, though
with many variations on the theme. Germany’s stakeholder model
is considerably different from the British shareholder principle of
corporate governance.23 Arrangements that allow employees and
other nonshareholders to sit on supervisory boards, such as German
“codetermination,” are another form of governance found overseas
that diverges significantly from Anglo-American norms and, like the
J-type, undermines the authority of stockholders.

Stephen Davis’s Leading Corporate Governance Indicators ranks
the corporate governance indicators of the main capital markets.
The United Kingdom ranks number one with a score of 7.7 (out of
10); the United States’ score (7.2) is lower for several reasons.24 In
the United Kingdom, it is more common to split the CEO and chair-
man position, preventing the consolidation of power in the hands
of a single individual. In the United States, unlike Britain, few issues
require the direct approval of shareholders. Moreover, there are
more obstacles to takeovers in U.S. markets than in Britain, but far
fewer than in continental Europe and Japan. Continental European
markets earn significantly lower scores (Germany 4.5, France 5.8,
Netherlands 4.9, Belgium 5.0, Portugal 3.1), and particularly low
rankings on takeover barriers, which protect entrenched manage-
ment by denying shareholders the opportunity to sell their holdings
to the highest bidders. Japan is at the bottom, with 2.0 and with a
zero score for accounting standards, board independence, and take-
over barriers.

Mergers and acquisitions, greater foreign participation in the
economy, and the unwinding of some cross-shareholdings have re-
shaped Japan and Europe. Recession and some measures to liber-
alize the economy have shaken up the cozy world of Japan Inc.
European integration has done much to smash restrictionist prac-
tices that denied shareholders their rights. But continental and Jap-
anese forms of corporate governance may be more robust than the
exponents of “globalization” believe. Shareholder value is better for
the economy, but alternative models serve established interests. In-
competent and superannuated directors would lose their positions
if equity owners could demand more dynamism and independence
from them. Entrenched managers would be fired if a new board or
an acquirer brought in new blood. Unions benefit from continental
practices, which provide for company-financed positions for their
officials (such as the supervisory boards in Germany or the comités
d’entreprise in France). Civil servants who look forward to life after
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retirement in a business they regulate and politicians who rely on
the company to spend its resources on political rather than eco-
nomic criteria are other powerful interests that would stand to lose
under an Anglo-American system. German plans to force more busi-
nesses to include workers on their boards and the successful rear-
guard opposition by Germany in 2001 to scuttle a European takeover
code that would have undermined managers’ ability to block hostile
bids were examples of the strength of enemies of change, though
their successes may only be temporary.25

The resilience of the Japanese/continental type of corporate gov-
ernance is also explained by ideology. Japanese and Europeans are
more likely than Americans to believe that businesses must serve
their “stakeholders” rather than only their shareholders. For exam-
ple, the German constitution proclaims, “Property imposes duties.
It should also serve the public weal.”26 Other European nations and
Japan have similar institutional biases that give nonowners more
influence over corporations than in Britain or America. Legal issues
also play a role, because common law is generally deemed more
favorable to the interests of investors than the continental European
civil law traditions that are the basis of legislation in continental
Europe and Japan.27

Over the past twenty years, however, the international gap in
corporate governance has narrowed. The European Union’s Single
Market Initiative, the liberalization of investment flows, and the
bursting of the Japanese bubble have forced Europeans and Japanese
to do away with their more restrictive practices. Nevertheless, the
differences between Anglo-American markets and continental Eu-
ropean and Japanese ones remain significant. It is possible that over
the coming years, European and Japanese norms will continue to
move closer to American practices. It is also conceivable, however,
that the profound differences between Anglo-American capitalism
and its continental Europe and Japan versions will prevent a ho-
mogenization of governance practices. The differences between
what Peter Hall and David Soskice call Liberal market economies
(for example, the United States and the United Kingdom) and co-
ordinated market economies (for example, Germany, Switzerland,
and Japan) are deep and may be more resilient than many think.28

Do the Enron, WorldCom, Tyco, and other debacles of 2002 de-
bunk the idea that American corporate governance is worth emu-
lating? They certainly demonstrated that directors were either pro-
foundly incompetent or dishonest. Those who favored improved
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regulation of auditors to force them to perform serious audits rather
than to rubber-stamp accounts were proven right. The inability of
regulators to deal with auditing firms’ conflicts of interests showed
that vested interests had become stronger than those of effective
governance. But the strengths of American capitalism were also ap-
parent. Enron filed for bankruptcy rapidly; there was no government
attempt to rescue it or to compensate its employees. This will im-
prove corporate governance as millions of employees who are stock-
holders through their pension funds realize that they must keep an
eye on how their company is managed. The executives will face the
courts, could lose all their assets, and may well spend years in jail.
In most other jurisdictions, law-enforcement and regulatory agen-
cies lack the power and resources, as well as the willingness, to
punish fraud of the Securities and Exchange Commission and fed-
eral and state prosecutors.29 Andersen was destroyed and forced to
close down. Its partners stand to lose the capital they invested in
the firm. Thus future auditors in partnerships will make a greater
effort, out of self-interest, to sort out what their colleagues are doing.
In many other jurisdictions, the government and the establishment
would have found a solution to salvage Enron, and its employees,
with taxpayers’ money and spare the company executives and its
auditors the fate that befell them. That both could go under so
quickly was actually a sign that the U.S. system works. Unfortu-
nately, a perverse impact of the scandals may be that they will be
perceived overseas as indications that the American model is a fail-
ure and may dissuade countries from emulating Anglo-American
norms of governance.

Nevertheless, the ability of American institutions, in this case
corporate governance practices, to rejuvenate themselves has yet to
be demonstrated by the fallout from the scandals. The challenge will
be to devise new regulations, and the means to enforce them, to
avoid a repeat of such catastrophes. Enron’s failure in itself will
create some incentives for better scrutiny, especially on the part of
employee shareholders. But a thorough reform of the auditing pro-
fession and of other aspects of corporate governance is in order.
Moreover, Enron has not been the only failure of U.S. corporate gov-
ernance in past years. Numerous chief executive officers have en-
joyed huge financial rewards from boards of directors even though
they had done little to serve the interests of shareowners. Directors
have been more concerned with pleasing the chairmen who provide
them with their well-paid positions than with defending the inter-
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ests of shareholders. The widespread abuse of options compensation
has frequently aligned directors’ and managers’ interests differently
from those of equity owners. An even more shocking practice has
been repricing stock options to allow senior executives to enrich
themselves even though they have failed to deliver for their share-
holders.

INSIDER TRADING

In an area that is related to corporate governance, U.S. regulators
have historically been less tolerant of insider trading than those of
other jurisdictions. This makes investors more willing to trust the
market, as they do not fear being swindled. New entrepreneurs with
few connections are less likely to risk being defrauded by the estab-
lishment. Insider trading is not a “victimless crime” but a corrosive
practice. Besides robbing honest sellers of capital gains that rightly
should have been theirs or imposing losses on buyers who were on
the wrong side of a shady transaction, the prevalence of insider trad-
ing corrupts markets, creating cliques of financiers, businessmen,
and politicians who enrich themselves by trickery rather than
through honest means. If left unpunished it creates a gap between
the positive private rate of return of a transaction and its negative
social rate of return that impoverishes the economy.30

It would be wrong to think that the entire world is awash in
insider trading and that only the United States is pure. Leaks prior
to the announcement of corporate acquisitions are common in the
United States. Large investors find it easier to obtain data than small
ones. Insider trading is also more likely to be prosecuted overseas
than it was twenty years ago. But on balance, American markets are
better-regulated and more protected from unethical practices. Since
the Securities and Exchange Commission was created, regulators
have generally taken a strong interest in outlawing insider trading
and policing the markets. Insider trading has been punished se-
verely in the United States, at least in some cases, with perpetrators
being packed off to prison (though with sentences that seem dispro-
portionately short compared with those of small-time thieves who
languish behind bars for years).

Access to Venture Capital and Knowledge

The aspects of the American economy we have just surveyed
are rooted in laws and regulations. Access to venture capital and to
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knowledge (via industry-academia relations) is also partly due to
specific regulations. They are also the product of more than legis-
lation, however, reflecting differences in the organization of the fi-
nancial services industry and universities in America. We have
grouped them together because capital and knowledge are two es-
sential ingredients that successful entrepreneurs need to succeed.

Venture Capital

One of the first requirements of an entrepreneur is to find capital.
In the United States there is an entire industry of venture capitalists
that supports new enterprises. Although the volumes vary enor-
mously depending on the business cycle, America not only has huge
amounts of venture capital but also offers a large and diverse pool
of investors, allowing businesses to market themselves to the insti-
tution or person most likely to be interested by their ideas, rather
than being limited to only a few funding options. Moreover, venture
capitalism is more than money. It requires a supporting cast of pro-
fessionals to work effectively. In the United States, there are armies
of consultants, accountants, corporate lawyers, and government and
nonprofit bodies to provide the advisory services that entrepreneurs
and investors require.31

Venture capital is not unique to the United States, and exact
comparisons between different countries in this field are impossible
to generate. Funding provided by venture capitalists can also be re-
ceived from banks, industrial companies, or other sources. The dif-
ference between a “venture” and an existing business is frequently
ill-defined. But most statistics indicate that the U.S. venture capital
industry is several times larger than the European one.32

In addition, most venture capital funds in the United States are
independent businesses, often partnerships founded by experienced
investors. In Japan and Europe, venture capital frequently originates
from the affiliates of banks and corporations. As a result these fun-
ders are more concerned with increasing the business flow of their
parent company than with achieving the highest return on equity.33

They are also unlikely to have professionals with as much experi-
ence in starting a company as American venture capitalists. Thus
they may not be as effective in helping the professionalization of
start-up firms as venture capitalists in the United States.34 The sit-
uation has changed in recent years, but there remains a wide gap
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between the development of the U.S. venture capital industry and
its foreign counterparts.

Business-Academia Linkages

Another strength of American entrepreneurship that has been
particularly helpful in the technology field is the interaction of ac-
ademia with private ventures. Silicon Valley, Route 128 near the
Massachusetts Institute of Technology and Harvard, the San Diego
biotechnology industry, and the Research Triangle in North Caro-
lina, among others, exemplify the merger of academic research with
business. American universities have served as incubators for in-
novations that “walked out the door” with individuals who com-
mercialized them.35 Cambridge Energy Research Associates, Cisco,
Genentech, Intel, SGI (formerly Silicon Graphics), and others trace
their origins directly or indirectly to universities. From 1999 to 2001
American universities spun off slightly more than one thousand
start-up companies, filed more than twenty-five thousand U.S. pat-
ents, and collected about $2.5 billion in royalties. Although these
numbers were boosted by the technology bubble, they do reflect the
economic dynamism of American academia.36

Why is the U.S. industry-university relationship so productive?
First, as we shall explore in Chapter 6, American universities are
world leaders in nearly all disciplines. Most countries do not have
a single university that would be in the top ten in the United States.

Second, U.S. academics operate in universities that often house
business, law, and medical schools. These provide scientists with
students and professors who are close to the private sector and can
help them with the practical aspects of moving a concept from the
laboratory to the market.

Third, private-sector culture permeates American universities to
an extent that is unknown in other countries. They are in constant
contact with the business world to seek contributions from it. They
manage their own investment and real estate portfolios, a task that
forces them to understand industry and markets. Some profit by
licensing their brand names. American academics are used to deal-
ing with the private foundations that fund their research. They fre-
quently advise companies and sit on boards of directors, sometimes
to the detriment of their teaching responsibilities. Moreover, a ma-
jority of America’s best universities, though by no means all, are
private institutions. The Bayh-Dole Act of 1980, which authorizes
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the patenting of discoveries funded by government grants, further
facilitates the commercial exploitation of discoveries by American
academics. Some countries have tried to replicate this law, but its
success owes a lot to the unique American environment.

Fourth, the American academic labor market is more fluid, mak-
ing it easier to switch between academia and industry. The civil-
service culture of European and Japanese universities makes such
moves more difficult, thus hindering the movement of talent be-
tween industry and university positions.

Other nations have made progress on improving university-
business collaboration. Japan in 1998 abolished regulations that
barred academics from accepting corporate funds. In 2000 public
university professors were allowed to serve as consultants and to
sit on corporate boards.37 Decisions have been made to facilitate
academia-industry collaboration, but the corporate culture of Japa-
nese education, rooted in the centralized Ministry of Education bu-
reaucracy and the tradition of academics as civil servants, will take
time to melt away.38 Europe faces similar problems in developing a
strong university-business relationship. Most of its academics are
tenured civil servants working in government-financed institutions.
They have less contact with the private sector than do their Amer-
ican counterparts. The egalitarian culture of their universities makes
it repugnant for academics and administrators to accept that some
of their colleagues may become multimillionaires while others must
live on their meager civil-service pay. It is also probable that some
of Japan and Europe’s scientists with strong business ambitions have
already been lured to the United States.

Labor Market

The labor market provides American entrepreneurs yet an-
other advantage over their overseas competitors. Its performance is
the result of legislation and regulations but also of broader societal
factors.

One of the most noticeable aspects of the U.S. labor market is
that it is easier in the United States to move from one job to another.
As a result, the percentage of unemployed in the United States who
have been unemployed for more than six months has for many years
been far lower than in Europe, indicating that most Americans who
lose a job find a new one rapidly, though possibly one with lower
wages and no benefits.39 This fluidity in the United States helps new
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businesses, as employees of existing firms are less hesitant than
their foreign counterparts to leave their positions, secure in the
knowledge that if the new company fails, they are more likely to
find new positions than would be the case abroad. One reason for
this state of affairs is that in the United States workers can be fired
relatively easily compared with the cumbersome procedures of
other nations.40 This helps entrepreneurs (and businesses in general)
hire employees without making a costly commitment. In addition,
America’s relatively low minimum wage and limited welfare bene-
fits ensure that most unskilled workers will seek employment.41 This
provides American entrepreneurs with a supply of relatively low-
cost and flexible labor, making it possible to start a business with
low labor costs.

The greater efficiency of the American labor market is clear when
one compares it with the European one. Research by Hans-Werner
Sinn and Frank Westermann showed that German social welfare
provides an income that is similar to the average annual wage in-
come after taxes and social contributions (generating what is known
as an “inactivity trap”). Sinn and Westermann conclude, “It is im-
possible to run a market economy when the minimum income guar-
anteed through the welfare system is equal to the average net-of-tax
wage income.”42 Not all economists would agree with their
arithmetic, but there is a consensus that in many European nations
the gap between public assistance and working in an unskilled job
is narrow if not nonexistent, and surely narrower than in the United
States, where unemployment benefits are far less generous.43 (The
adjective generous may seem callous. Life on the dole in a bleak
crime-ridden European housing estate is not to be envied, but the
economic consequences of welfare policies that undermine the in-
centive to work and to hire someone are inescapable.) The conse-
quences of these labor-market regulations and other aspects of the
welfare system are, as James Heckman of the University of Chicago,
studying the system in Germany, notes, that “in the pursuit of social
justice—which in actuality is a defense of protected enclaves of
workers and firms—Germany has muted incentives to invest in
ideas, skills, and new technology.”44

High welfare payments are not Europe’s only labor market prob-
lem. Many Europeans are stuck in a Malthusian thought process,
conceptualizing work available as a fixed amount that is to be ra-
tioned (the “lump of labor theory”). As a result, during the admin-
istration of Prime Minister Lionel Jospin (1997–2002) France intro-
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duced thirty-five-hour workweek legislation designed to lower
unemployment by preventing workers from stealing their fellow cit-
izens’ labor rations. The head of the German Labor Office, reflecting
the same static outlook, argued in 2001 that one way to lower un-
employment was to cut overtime.45 Ideas about limiting the work-
week or overtime hurt businesses, since it is generally more efficient
to have one person do a job than to have two do half of it each.

In Japan, the labor market for professional-track positions in
large corporations was based on the lifetime employment principle.
College graduates joined conglomerates upon graduation secure in
the knowledge that they would be employed and enjoy seniority-
based promotions until retirement. This system had many advan-
tages but also created major rigidities in the economy. It is signifi-
cant, however, that in the past years the system has started to be
dismantled under the pressure of Japan’s decade-long economic
slowdown. The Japanese labor market, however, remains deficient,
as we outlined in Chapter 4, due to its relatively ineffective use of
women. In addition, unless Japan opens itself to immigration, a
shrinking supply of labor may drive up salaries for jobs that cannot
be exported to levels that will hurt the economy.

The American educational system, which affects the quality of
labor, is also favorable to businesses. Employees can retool them-
selves by going to college or graduate school, often at night or part-
time, well into their forties. Individuals who decide to return to the
job market later in life, such as women whose children are old
enough to allow them to work again, can enhance their skills. Thus
new businesses can access a workforce that has taken charge of its
own training rather than have to train them in-house, a task that is
feasible for large conglomerates but not possible for new fledgling
enterprises.

Residential mobility is an important aspect of the labor market.
Americans are more willing to relocate than most other nationali-
ties.46 The U.S. real estate market facilitates relocation thanks to its
liquidity and the relative ease in obtaining mortgages. Moreover,
American culture makes it easier to adapt rapidly to a new environ-
ment than is the case in the Old World. In Germany regulations
governing rental housing give tenants an incentive to stay where
they are.47 In France transfer taxes increase the cost of buying a new
home, and laws that protect renters make owners reluctant to rent
out their properties.

Not all the aspects of the U.S. labor market are due to regulatory
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and institutional differences between the United States and other
nations. Demography also plays an important role. The large pop-
ulation of the United States gives employers access to a huge do-
mestic labor market. Europe’s is as large, but language, cultural, and
other barriers fragment it considerably. American businesses also
benefit from a relatively open immigration policy that provides them
with scientists and managers as well as semi- and unskilled em-
ployees (though post-9/11 restrictions have hurt many U.S. com-
panies that need to bring foreign employees or contractors to the
United States).

Will American entrepreneurs and corporations continue to enjoy
the benefits of a more flexible labor market for a long time? Probably.
Labor market reform is a time-consuming and arduous task, which
many governments are unwilling to undertake. Thus it would take
many years, and a willingness to confront powerful vested interests,
for the European states to liberalize their labor-market regulations.
Many of the strengths of the U.S. labor market are also related to
product market regulations. Thus other countries would also need
major product market reforms to improve their labor markets. More-
over, some of the advantages Americans enjoy—for example, the
large size of the workforce—cannot be replicated by legislation.

Macroeconomic Implications

Though in this chapter we have focused on microeconomic
issues, the institutional and regulatory questions we have covered
have important macroeconomic consequences.

The regulatory regime and welfare policies of continental Euro-
pean countries have had perverse consequences on public finances.
Taxes are a far greater share of GDP in continental Europe than in
the United States, and the cost of running the state (government
spending) is considerably higher.

State spending and taxes are not in themselves bad. Government
must tax the citizenry to provide services. But there is clearly a
point, albeit one that is difficult to quantify, at which the state is
consuming too many resources. High government spending relative
to GDP indicates that government has taken on tasks that would be
better left to the private sector and/or that it uses resources ineffi-
ciently. When the state accounts for almost half of the economy, the
consequences of its inefficiencies are burdensome for the society.

In particular, European policies in labor and product markets
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have resulted in large numbers of unemployed, whose benefits must
be financed by taxing heavily those who work. For more than a
decade, unemployment has consistently been significantly lower in
the United States than in Europe.48 Much of this unemployment is
structural, thus unlikely to be reduced by economic growth.49 Many
European unemployed are hidden from statistics thanks to
government-financed jobs schemes (like the youth employment pro-
gram in France), disability (nearly a million Dutch residents, out of
a working-age population of seven million, qualify for disability
compensation), retirement as early as the fifties, or regions whose
entire economy is underpinned by transfer payments (eastern Ger-
many, southern Italy).50

On the one hand, some European unemployment may be over-
estimated due to the larger size of the “shadow economy”—eco-
nomic activities not recorded in statistics, either to avoid taxes or
because they are illegal. This underground economy is estimated to
be almost twice as large as a percentage of GDP in Germany (16
percent) than in the United States (9 percent). But those employed
in the shadow economy pay no taxes and make no social security
contributions, thus increasing the burden on the “official econ-
omy.”51 On the other hand, real unemployment is higher than the
official estimates since many Europeans citizens have opted out of
the labor market. (An unemployed person is one who is seeking
employment. Someone who is not looking for a job is not part of
the labor force and thus not included in unemployment statistics.)
Male labor participation rates in the United States are slightly more
than 5 percent higher in the United States than in Europe, meaning
that far fewer European men are in the labor market. (Data for males
are more relevant than for women, who may stay out of the labor
market to raise children or for cultural reasons. Almost all men,
however, normally want to work.)52 Older workers in particular (fifty-
five to sixty-four years) are less likely to work in Europe (40 percent)
than in the United States (60 percent).53 The gap between European
and U.S. unemployment and labor participation rates is partly due
to asymmetric business cycles in the EU and U.S. economies, but it
is sufficiently wide to depend also on major structural differences.

Besides the costs of unemployment and low labor participation
rates, European economies suffer the consequences of economic sys-
tems that are less apt to let businesses thrive, thus hurting the ability
of the economy to grow, and increasing the cost of financing the
welfare state as a percentage of GDP.
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Turning to Japan, government policies there also contribute to
economic failures. As we have seen, the regulatory regimes that ex-
ist in Japan, such as corporate governance and antitrust, may have
worked in the past but are now detrimental to economic growth. In
a penetrating article Marie Anchordoguy identified other institu-
tional weaknesses of the Japanese economic system, most of which
are rooted in government regulation.54 She identified the “institu-
tional arrangements of Japan’s system of catch-up capitalism,”
which others have called the capitalist developmental state, as the
source of many of Japan’s ills.55 Under the aegis of the government
and civil service, industrial policy, conglomerates based on cross-
shareholding (keiretsu), bank-centered capital markets, and protec-
tionism against imports and foreign investors have been used to
ensure that the administration, senior politicians, and large corpora-
tions, rather than market forces, decide how to allocate resources.
By banning, for all practical purposes, foreign direct investment until
the mid-1990s, Japan made it easier to maintain a close-knit system
based on exchanging favors and circumventing the market. (In 1998
Japan’s per capita stock of foreign direct investment was $209, com-
pared with $3,234 in the United States and $2,789 in Germany.)56

Equally problematic has been the cost of pork barrel politics. No
nation is immune from this ailment. Comparative surveys are not
really feasible. No spending bills start with the words “Congress is
appropriating $10 billion to a useless road project.” Deciding which
items in a budget are pork is highly subjective. Nevertheless, Japan
is arguably the leader in wasteful government spending. Japan’s po-
litical economy has produced astonishing levels of subsidies for
privileged industries, such as agriculture and construction. Con-
struction accounts for 15 percent of Japan’s GDP, twice the ratio in
the United States, though the American population is expanding
whereas Japan’s is stagnant and soon to decline. In other cases, po-
litical influence prevents the rationalization of industry. For exam-
ple, in Japan “mom and pop” stores account for 55 percent of retail
employment, compared with 19 percent in the United States and 26
percent in France (a country with stringent laws to protect small
outlets).57 Politicians also bear a lot of responsibility for the inability
to deal swiftly with the bad-loan crisis in the banking sector.

If Japan and Europe’s economic arrangements are less efficient
than those of the United States, why did they outgrow the American
economy in the decades that followed the Second World War? First,
Europe and Japan were devastated by World War II. This loosened
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some existing social rigidities. European welfare systems stayed rel-
atively lean in the early postwar years because there was no money
for expensive ones. In recent decades, a costly and counterproduc-
tive welfare system and labor market has become entrenched in Eu-
rope. In Japan the quasi-command economy that mobilized the
country in the early postwar era has become a value-reducing sys-
tem. Second, until a few decades ago, Europe and Japan were play-
ing catch-up to the United States. It is easier to achieve above-
average growth when an economy starts from a low base than when
it has reached a level comparable with the most advanced nations.
From 1979 to 1998, Europe’s purchasing parity per capita GDP ac-
tually declined slightly compared with that of the United States,
whereas it had risen from 1960 to 1979.58 Third, Europe and Japan
had far less costly population pyramids in the early post–WorldWar
II decades than they do now. They must now simultaneously reform
their political economy and bear the burden of a graying population.

China, India, and the Third World

In this chapter we have dealt with the developed economies
of North America, Europe, and Japan. That emphasis may suggest
that we have forgotten the vast potential of emerging economies. In
particular, readers may ask, “What about China?” or “What about
India?” We will first survey China’s prospects and then briefly ad-
dress the issue of India’s potential.

China has indeed made remarkable economic headway, becom-
ing a major exporter not only of labor-intensive products but also of
more sophisticated manufactured goods. It is our contention, how-
ever, that China is not an emerging economic giant. To understand
our logic, it is necessary to go back to the points first outlined in
Chapter 1.

To be rich a country needs Liberal institutions. It can forgo de-
mocracy but not the stable property rights that guarantee and reg-
ulate private property, an independent judiciary capable of enforc-
ing contracts, and personal freedoms. It also needs a strong state,
one capable of raising taxes and enforcing the law. The only rich
states bereft of a Liberal framework are underpopulated oil-rich
monarchies living off their petrodollars. Their situation is irrelevant
to China. Nazi Germany was wealthy without Liberal institutions,
but it inherited the resources of a Liberal society. Had the Third
Reich lasted longer it would have run the economy into the ground,
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even without the war, due to its disregard for property rights, the
judiciary, and basic liberties.

In China private property rights have developed in the past
twenty-five years. But Chinese citizens remain subject to the arbi-
trary whims of the rulers or of functionaries rather than enjoying
constitutionally guaranteed and enforced inalienable rights. A con-
tract carries less weight than a good connection, lubricated by
bribes, with a party official. As Sebastian Heilmann has written,
“Chinese entrepreneurs are so utterly dependent on informal polit-
ical and economic networks that there can be no real notion of en-
trepreneurial independence or of the inviolability of property and
contracts.”59 Moreover, the Chinese Communist Party remains above
the law, a situation that totally undermines the very concept of the
rule of law.60

Some might argue that even though China is not Liberal, the fact
that its economy has grown at a faster pace than America’s in the
past twenty years suggests that it can keep on growing under the
present regime.

The reforms that have fueled Chinese growth since the late
1970s, such as letting farmers sell their products and enabling for-
eigners to run factories, did not require elaborate property rights.
But to graduate to the next level of development, China will need a
legal infrastructure like that of an advanced capitalist society. Oth-
erwise, the more China’s economy emerges from the Maoist Stone
Age, the more it will suffer from its institutional weaknesses.61 “So-
cialism with Chinese characteristics” may exist, but there is no such
thing as “Liberalism with Chinese characteristics.” Regardless of
culture, economies that deviate most from Liberal principles per-
form less well over time.

Moreover, the Chinese state has become weak. It is not effective
at collecting taxes. Prior to reforms, government-administered prices
were a substitute for a taxation system, but with liberalization this
mechanism has mostly disappeared.62 Chinese tax receipts as a pro-
portion of GDP are low, though they have been rising significantly.63

Some libertarians who consider all taxes bad may think that this is
a sign of progress. But a state needs to fund itself, and the capacity
to tax is essential for a successful economy.

The absence of Liberal institutions is not only an obstacle to
further growth. China’s economic model has led to an accumulation
of defects in its political economy that could cause severe economic
setbacks in the future. These include massive corruption that has
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created a “clan economy” of mafialike functionaries feeding on the
system, privatizing gains and socializing losses.64 As Xiabo Lu has
noted in an article on “booty socialism,” Chinese bureaucracies
themselves, rather than individuals, are the source of predatory cor-
ruption that distorts markets and weakens the state.65 Thus, argues
Lu, China is not a typical Asian developmental state, as South Korea
and Japan were, because it lacks an effective bureaucracy to imple-
ment policy. The burden of corruption expands the amount of re-
sources that have been misallocated due to bribery.

Moreover, China’s political stability may be at risk. Traditional
communist tyrannies provide for political stability. The party leader
wields absolute power, dissidents are killed before they can even
think of threatening the party, and the populace lives in fear of the
omnipotent police. Economic welfare is low but regime stability is
high. China, however, is not a totalitarian state anymore. Political
repression in China is soft by Stalinist or Maoist standards. In ad-
dition, the private sector gives Chinese citizens the capacity to earn
a living outside of the state-controlled economy and the financial
resources to live where they want. Thanks to education abroad and
the presence of foreign investors, many Chinese have contacts with
outsiders. The Internet, foreign newscasts, and a relaxation of press
controls allow some citizens media access beyond the government
news monopoly. Thus the Communist Party’s authority has decayed
as a result of economic and other transformations.66 The regime’s
weakness has been illustrated in recent years by Falun Gong, which
the government has been unable to swiftly eliminate. Tax revolts by
peasants and workers fighting layoffs are further examples. China
faces many of the threats of societies in transition, in particular the
inability of the political system to institutionalize peaceful and ef-
fective means to channel rising expectations and increasing social
mobilization.67 At the same time, the Chinese political system suf-
fers from some signs of degeneration.68 The Communist Party ap-
paratus fails to attract the best talent in the country, a decline in
ideological beliefs makes it harder to define the purpose of the cur-
rent system, and an improperly institutionalized intrusion in poli-
tics of previously politically uninvolved groupings may destabilize
the system.

In some authoritarian societies, the gradual weakening of the rul-
ing group was accompanied by the willingness of those in power to
allow an opposition to develop. In Taiwan, the Kuomintang slowly
let other political parties emerge. The Chinese Communist Party,
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however, has shown little interest in encouraging such develop-
ments. While freeing the economy, it has continued to insist on a
monopoly of political and ideological authority. This increases the
likelihood that if communist authority crumbles the transition will
be particularly messy.

Some assume that sooner or later the communists will be over-
thrown and replaced by a Liberal democratic regime. Therefore, ac-
cording to that theory, China need only wait for the Communist
Party to be removed for the country to become Liberal. The trans-
formation of illiberal polities into Liberal ones is, however, a very
rare occurrence, as we have seen in Chapter 1. Most regime changes
in illiberal societies see one set of illiberal officials replaced by an-
other.

In the context of China’s future, it is important to remember that
South Korea and Taiwan, the two Asian countries most frequently
cited as models which China will follow, made their transitions to
democracy in the 1980s, but they were already Liberal, though im-
perfectly so. Each, especially South Korea, had a strong state with
a bureaucracy that could enforce government policy. Their eco-
nomic systems were based on private-property rights, they had
strong ties with the United States, and their regimes had been au-
thoritarian rather than totalitarian.

Though it may sound like Western cultural arrogance to say so,
China faces another hurdle on the road to Liberalism: it is not a
Western society. Liberalism did not suddenly emerge out of thin air
in England and the Netherlands in the seventeenth century. It has
deep foundations in Western history. Civil law, which plays an es-
sential role in the management of a Liberal economy, has more than
two thousand years of history in the West. In Imperial China, how-
ever, civil law never developed. The state opposed, rather than sup-
ported, the use of independent courts to resolve disputes between
private parties.69 The totalitarian period of the Mao era was further
detrimental for the development of civil law, since communist sys-
tems restrict the area that falls under civil law and expand the reach
of the penal code.70

Feudalism is another essential contributor to Western Liberal-
ism. It was rooted in law, with obligations but also legally enforce-
able rights for the vassal, whereas China did not develop a similar
institution of law-based feudal relationships.71 Liberalism thus en-
joys a long pedigree in the West. In China, however, there is no
Liberal tradition upon which to build.
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Japan, South Korea, Taiwan, and Singapore demonstrate that
Asians can establish successful Liberal polities that in some cases
have higher per capita incomes than those of Western nations. But
their Liberal transformation required the imposition of Western in-
stitutions (as well, obviously, as hard work and capable leaders).
Europe and the United States in the late nineteenth century com-
pelled Japan, through unequal treaties, to adopt their legal norms.
Liberalism, however, was short-lived in Japan, collapsing in the
1930s. It was reestablished only after almost seven years of postwar
U.S. occupation.

Korea and Taiwan spent forty and fifty years, respectively, in the
first half of the twentieth century under Japanese rule.72 During this
period, the Japanese colonizers imposed on the Koreans and Tai-
wanese the Western legal and bureaucratic infrastructure which
they had adopted from Europe. (Western institutions might have
arrived in Korea without Japanese intervention had an independent
Korean leadership survived, and foreign participation might have
helped modernize the kingdom.)73 Following Japan’s surrender in
1945 both South Korea and Taiwan (a part of China until 1949) fell
into the American sphere, allowing the United States to influence
their destiny, though not as directly as Japan’s. Finally, Japan, South
Korea, and Taiwan have had strong military ties with the United
States for more than a half-century.

As for Singapore, it was virtually empty until Britain took it over
in the nineteenth century. The British shaped the island, giving it
the laws, administrative procedures, bureaucratic culture, and Eu-
ropean-educated cadres that are the foundations of Singaporean
wealth. Singapore’s rulers like to claim the uniqueness of their city-
state, but its prosperity is first and foremost the result of the property
rights, contract-enforcement mechanisms, and personal freedoms
Singapore inherited from Britain and which have been wisely pre-
served by the British- and American-educated ruling class that runs
the country (in English). Non–Western European countries that did
not have the advantage of such close (and generally forced) inter-
action with the West—Russia, Turkey, and Thailand, to name a
few—have failed in their attempts to emulate the Liberal states of
the West. It should be noted, however, that Western influence itself
in no way guarantees Liberal development, as evidenced by the sad
fate of most of Western Europe’s former colonial holdings.

The importance of the link with the West for Asian Liberal pol-
ities may diminish with time. As Liberalism has taken root in de-



154 THE ECONOMIC PERFORMANCE GAP

veloped Asia, it has gradually become part of the native cultures
and mores. It is wrong to believe that Liberalism is a Western mo-
nopoly. What is certain, however, is that to start on the path toward
liberalism, non-Western countries need a long period of influence
from Western nations or from non-Western states that have inter-
nalized Liberal institutions and values. The absence of a Western
European tradition thus adds another difficulty to China’s quest to-
ward first-world status.

China will not be occupied or colonized by Taiwan, South Korea,
Japan, the European Union, or the United States. Unlike Central
Europe it cannot hope to acquire Liberal institutions by absorption
into the European Union and NATO. It receives Western influences
through foreign investment and cultural exchanges with theWestern
and Asian Liberal countries, especially Taiwan. But these interac-
tions are no substitute for the radical transformations which Euro-
pean and American armies or Japan’s colonial administrators im-
posed on other Asian nations.

Through a mixture of repression and co-optation the communist
regime might survive longer than expected. Alternatively, the Com-
munist Party might continue to decay until other groups are suffi-
ciently strong to overthrow it or force it into a coalition. Regardless
of the political evolution of China, we can make some forecast about
its economic future. At best China will remain in the gray zone, with
a strong mostly low- and mid-tech manufacturing base, a small but
not insignificant more advanced industrial sector, an atrophied ser-
vice sector, and hundreds of millions of poor peasants. Its growth
rates will decline for three reasons. First, it is easier to grow fast
from a small base than from a large one. Second, the absence of
Liberal institutions will slow the emergence of more advanced in-
dustrial and service businesses. Third, the accumulating inefficien-
cies of the current system will create a continually heavier burden.
Alternatively, the potential for political instability, the ideological
vacuum generated by the absence of a credible postcommunist ide-
ology, the rising cost of corruption, the plight of the state-owned
enterprises, the weak financial industry, the possibility of military
conflict with Taiwan (a major source of foreign investment), and the
erosion of Liberalism in Hong Kong (one of the engines of China’s
growth) could lead to an economic crisis and derail China’s mod-
ernization. To the extent that China can hope to avoid such a crisis,
it will be by strengthening its ties to the Liberal democracies, who
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are a vital source of investment and markets, and eschewing a policy
of confrontation.

India, as we noted earlier, is another nation that is now also
mentioned as Asia’s next giant, though less frequently than China.
India does have the advantage of having inherited some Western
legal and administrative institutions from the British colonial pe-
riod. But it faces as many hurdles toward economic progress as does
China. First, some of the institutions that Britain built have decayed
since independence, thus negating the advantages of the Liberal sys-
tem that was inherited.74 Second, India was not Singapore. In Sin-
gapore the British occupied a mostly empty island, planting their
flag on essentially virgin territory. Thus practically all institutions
and administrative practices in Singapore are British. In India, Brit-
ish administrators ruled a vast territory inhabited by a large popu-
lation with ancient and varied institutional and cultural traditions.
Many of these were left untouched by the British, who left large
tracts of India under the autonomous rule of local lords. In partic-
ular, the caste system has survived both British colonialism and In-
dian independence. Although the elite learned English, and con-
tinue to speak it to this day, the majority of the population speak a
host of local idioms and cannot communicate in English, thus de-
nying India the advantage of a lingua franca.

The multiplicity of languages, ethnic groups, castes, and relig-
ions in India is another obstacle for the country. As we pointed out
in Chapter 1, successful Liberal polities which are multiethnic and
multilingual are rare, and at most they have four languages and two
religions (Switzerland). The EU may become a true state, but only
after centuries in which separate Liberal polities have developed.
The United States is a case apart, because, with the exception of
native Americans and the descendants of African slaves, Americans
made the conscious decision to immigrate to America; thus ethnic
groups are different from Old World ones that are located in their
ancestral lands and generally are in conflict with their neighbors.
Moreover, the United States has one language, and though some
urban ethnic enclaves survive, the territory is not divided along can-
tonal lines. For India, ethnic, religious, and caste conflicts have been
causes of constant violence which shows no sign of abating. (Two
thousand Muslims were slaughtered in Gujarat in 2002 with the tacit
approval of the state government.)

India falls into the same category as the other nations which
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Western European states colonized in Africa and Asia. In some
countries, such as Congo under the personal rule of the Belgian King
Leopold II, the Europeans exploited the natives with unspeakable
brutality. In other cases, Western rule provided material progress
and some institutional improvements. In almost all polities, how-
ever, when these countries gained independence they were left with
weak institutions that were incompatible with Liberal politics and
economics. In addition, the former colonial holdings were fre-
quently afflicted by ethnic, religious, regional, and social cleavages
that precluded the creation of a solid nation-state.

The obstacles to China’s or India’s transformation into first world
economies apply equally, though with local variations, to the rest of
the third world. Several poor countries, such as Nigeria, Russia, and
Brazil, are democracies; others are autocracies, like Egypt or Paki-
stan. But regardless of their political regime, they all lack Liberal
institutions. Property-rights regimes are ineffective, and the state is
unable to enforce the law, which is itself frequently flawed. Lawless
and unpunished violence, often sponsored or tolerated by the gov-
ernment or the police, is common. Some third world nations have
made significant inroads in the past thirty years. There is obviously
a vast difference between Nigeria, which is very poor and institu-
tionally deficient, and Brazil, which is richer and better adminis-
tered. Malaysia, Mexico, and Thailand are good examples of third
world states that have made economic progress. But none has es-
tablished a Liberal regime. There is always a risk of some upheaval
that can wreck developing economies, as has happened to at least
two countries that had been model emerging markets: Indonesia in
the late 1990s and Argentina in the early 2000s. We can thus say
that over the next twenty or thirty years, and probably beyond, the
world economy will still be characterized by the concentration of
most of its wealth and resources in Europe, North America, and the
developed Western Pacific rim (Japan, Korea, Taiwan, Hong Kong,
Singapore, Australia, and New Zealand). Technological progress
should allow most nations, rich and poor, to get richer, but this will
not affect the relative distribution of wealth. In fact, technological
breakthroughs can widen the gap when, as happened during the
Industrial Revolution, only countries with Liberal institutions can
fully benefit from them.
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Looking Forward

Previous books that marveled at the achievements of Japan
(Ezra Vogel’s Japan as Number One) predicted the decline of the
United States under the unbearable burden of military spending
(Paul Kennedy’s The Rise and Decline of the Great Powers) or in-
ferior institutions (Lester Thurow’s Head to Head: The Coming Eco-
nomic Battle Among Japan, Europe, and America) should caution
us toward modesty in making forecasts.75 It is not our contention
that the gap between the United States and the European Union and
Japan will increase inexorably. The United States is not immune
from economic decay. For example, if the Enron, WorldCom, Tyco,
and other scandals lead to a radical overhaul of auditing and cor-
porate governance practices, it will demonstrate the ability of U.S.
institutions to provide positive corrective feedback. If not, it will
show that the United States is suffering from institutional decay.

American liability laws provide a good example of the ability of
some U.S. institutions to decay. It is good for the economy that vic-
tims of negligent or malevolent businesses should receive compen-
sation. The trend toward high awards in product liability cases,
however, hurts the economy. Liability laws are often used by plain-
tiffs who either have suffered no harm or have only themselves to
blame for their suffering. What is particularly disturbing is that state
governments and the federal authorities have joined the fray by su-
ing tobacco companies for tens of billions of dollars, in effect using
their power, with the support of the judiciary, to confiscate assets of
cigarette manufacturers. The litigation industry has also sought,
sometimes with the support of local politicians and prosecutors if
not of the federal government, to use the U.S. legal system to collect
billions of dollars from European firms over Holocaust reparations
(which have been lucrative for the American lawyers involved but
not for Hitler’s surviving victims) even though the cases should
clearly have been dealt with in Europe without American interfer-
ence.76 Although many Americans are aware of the negative impact
of these abuses of liability laws, there are enough winners in this
game—not only trial lawyers but also politicians and others—to
make reform difficult.

Nevertheless, we believe that over the next decade the United
States is likely to continue to outperform the other major Liberal
economies in the world for several reasons. First, as we noted in
Chapter 4, the demographic position of the United States is stronger
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than that of Europe and Japan. Thus, all other things being equal,
the U.S. economy will find it easier to expand than the European or
Japanese ones. Second, the institutional and regulatory reforms that
Europe and Japan need to undertake to improve their economic per-
formance are not changes that can yield results in just a few years.
Thus even if there is enough political willpower in Europe and Ja-
pan to take the necessary steps, the positive results of reforms are
unlikely to be seen for years and in many cases decades. The British
experience is telling. Margaret Thatcher assumed power in 1979.
She enjoyed the benefits of a political system that centralizes power
in the hands of the chief executive and had clear ideas about what
needed to be done. Nevertheless, the benefits of her reforms were
not reaped for a long time.

It is possible, however, that by 2010–15 Europe and Japan could
outperform the United States. Unlike other regions of the world,
they have the Liberal institutions and human capital necessary for
great economic performance. Were they to implement the right sort
of reforms, they could devise economic policies and regulations that
are more efficient than those of the United States. Many of their
current arrangements are so inefficient that reforms could generate
significant additional growth. There are significant signs, albeit am-
biguous ones, that the Japanese political economy is changing. Eu-
ropean integration has helped the cause of economic liberalism. If
major structural reforms are undertaken in Japan and Europe, these
economies could hope to regain the dynamism they enjoyed in ear-
lier decades. It is possible that observers, including us, have failed
to notice the early signs of a reform movement that could gain mo-
mentum in future years. Nevertheless, the obstacles to successful
reforms are significant, and they cannot be expected to bear fruit
quickly. The political costs of reforms are high. Thus as long as
Europe and Japan suffer from mild decay rather than from severe
economic trauma, it is possible that entrenched interests will be
strong enough to stymie reformist politicians.

Military might, which is essential for upholding the American
empire, does not come cheaply. Therefore, a strong economy makes
an obvious contribution to American power by providing the U.S.
government with such a large economic base that the financing of
its armed forces, on which the United States spends about one bil-
lion dollars a day, or more in a year than the entire GDP of Swit-
zerland, represents only a minor fraction of U.S. national income.
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Consequently, continued American economic success is a require-
ment for the continuation of the U.S. empire.

If America’s success is good news for the United States, however,
the weakness of its partners is not. Samuel Huntington argued in
1993 that the United States and Europe “have deeply conflicting
interests over the distribution of the benefits and costs of economic
growth and the distribution of the costs of economic stagnation or
decline. The idea that economics is primarily a non-zero-sum game
is a favorite conceit of tenured academics. It has little connection to
reality.”77 Economics, he argues, becomes zero-sum because it is a
source of power, which is measured in relative terms. Richard Rose-
crance made similar arguments in 1976, arguing that by focusing on
the Soviet danger “The American conception of interest [was] lim-
ited and naı̈ve in that Americans could perceive no basic conflict
between their own interests and those of their European and Japa-
nese allies.”78

Huntington is right when thinking about balance-of-power rela-
tionships. The economic woes of the Soviet Union during the Cold
War served American interests. But the U.S. empire is different.
Power still plays a crucial role. U.S. hegemony would not be pos-
sible if the relative U.S. economic weight fell drastically (though,
one could imagine others running this Liberal empire and the
United States being a satisfied junior member of the alliance). But
if Europe and Japan decline economically, is that good for America?
The answer is a resounding No. First, Americans would be poorer
because the richer Europe and Japan are, the richer America be-
comes thanks to trade and investment. Americans, as noted earlier,
own more than $7 trillion worth of assets abroad, and foreigners
hold more than $9 trillion worth of U.S. assets.79 American exports
and imports amount to more than $2 trillion.80

Second, the United States now has partners that contribute to
the cost of the upkeep of the American empire rather than impov-
erished clients who live off the generosity of the U.S. Treasury.
America’s allies annually devote around $240 billion to the common
defense and to international assistance programs that serve Ameri-
can interests. 81 Europeans have contributed billions to reconstruc-
tion in the Balkans besides housing and feeding hundreds of
thousands of refugees from the former Yugoslavia. They provide the
majority of NATO peacekeepers in Southeastern Europe. Japan un-
derwrote $13 billion worth of the 1991 Gulf War costs and pays
billions of dollars every year toward the upkeep of U.S. bases in
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Japan. Europe and Japan provided men and materiel to the war effort
in Afghanistan following the 9/11 attacks.

Third, Europe and Japan could become less stable due to eco-
nomic discontent at home if they grew poorer. Their electorates
would conclude that American hegemony is undesirable since their
standard of living is going down. Voters would consequently sup-
port parties that favor pulling out of the American empire. European
and Japanese wealth sends a message, which Central Europeans
have clearly understood: Joining the American empire pays; its
members are rich, other nations are poor. Samuel Huntington wrote
in 1982 that “the disappearance of liberty in Britain or France or
Japan would have consequences for the health of liberty in the
United States.”82 The same applies to the fate of prosperity.



6 The University Gap

The developed world has practically all the lead-
ing research universities in the world. But whereas economic power
is well-distributed within the American empire, with the combined
gross domestic products of Europe and Japan greater than America’s,
the majority of the best universities, though by no means all, are in
the United States. They provide America with an unsurpassed sci-
ence and technology base, employ the most Nobel Prize winners,
lead the world in journal publications, and attract more than half a
million overseas students. Scholars at Harvard publish more articles
in the top economics journals than those of any continental Euro-
pean country.1 As Philip Altbach of Boston College, an expert in the
field of higher education, wrote: “The American university stands
at the center of a world system of science and scholarship and is
the largest producer of research and scholarly publications.”2 Al-
though U.S. universities have their weak points, the top tier of the
American professoriat “is the arbiter of many of the scientific dis-
ciplines for much of the world.”3 Britain’s Financial Times noted,
in an editorial on Britain’s higher education, that U.S. universities
are “magnets for the world’s talent and sources of much of its in-
tellectual innovation.”4

In this chapter, we will first introduce some parameters for mea-
suring the extent of the primacy of American higher education. We
will then provide some explanations for the dominance of U.S. uni-
versities and conclude by analyzing the role that the university
plays in sustaining American hegemony, not only as a contributor
to American power but also as an international public good.
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Some Measures of the Primacy of
U.S. Universities

Quantifying the performance of higher-education institu-
tions is difficult. Fluctuations in share prices, net income, and other
parameters facilitate the comparisons of businesses. Judging univer-
sities is far more subjective. There are few obvious yardsticks to use.
In some scientific disciplines, there are some generally accepted ob-
jective benchmarks, such as bibliometrics and prizes. In the social
sciences and humanities, the task is more difficult and can fall vic-
tim to personal or ideological biases. Nevertheless, we can demon-
strate with hard evidence that the American higher-education sys-
tem is the most successful in the world. Our comparisons are with
the university systems of other developed nations. Other countries,
obviously, have competitive higher educational systems. Some, like
China and India, graduate first-rate professionals, especially in the
hard sciences. But large research universities, with the ability not
only to train undergraduate and graduate students but also to carry
out original research, are almost all located in the rich countries of
the American empire.

Bibliometrics

One measure of achievement is bibliometrics—that is, the anal-
ysis of publications in scholarly journals. This quantifies two im-
portant parameters. One is the number of citations—that is, how
many times articles in academic journals cite the work of a partic-
ular individual or institution. This weighs only that research output
which is strong enough to be cited by others in the field. The other,
more qualitative, datum is the impact factor. It is the number of
times a particular article is cited in other articles. For example, if a
scientist’s article is quoted in twenty papers by other researchers, it
has an impact factor of 20. A high impact factor indicates that an
article was cited frequently by other researchers.
The data, gathered between 1988 and 1996, covered several dis-

ciplines (hospital-based clinical subjects, biochemistry, biology,
physics, mathematics, mechanical engineering, economics, politics,
and accountancy). U.S.-based researchers accounted for between 51
percent and 81 percent of the articles cited in the journals surveyed
from scholars in the United States, Canada, Britain, France, Ger-
many, Japan, and Australia (which together account for a large ma-
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jority of the world’s advanced research).5 Moreover, in all fields but
one, authors from the United States had the highest impact factor.
Although in some cases the share of papers published in the United
States has declined because of an increase in publications from
Asia, the United States remains well ahead.6 Not all of the research
included in this study came from universities, but without its uni-
versities the United States would not be in such a dominant posi-
tion.
The research firm of Evidence Ltd designed another comparison,

covering only four leading countries in research: Canada, Germany,
the United Kingdom, and the United States.7 In biology, medicine,
physics, engineering, and mathematics, American universities oc-
cupied on average 3.6 of the top five slots in citations of articles,
and four out of five times a U.S. school was number one.
Another more recent survey is summarized in the National Sci-

ence Board’s comprehensive report on science and engineering,
which showed a decline in the percentage of scientific and technical
papers written in the United States, from 38.5 percent of the world
total in 1986 to 30.9 percent in 1999, but found the relative prom-
inence of U.S. scientific and technical literature had remained al-
most constant from 1990 (at 1.36) to 1999 (at 1.35), well above the
Western European (0.98 in 1999) and Japanese (0.83) levels.8

These various surveys indicate that the United States is in the
lead in bibliometrics. Its position has somewhat declined in recent
years, but not to an extent that threatens its preeminence.

Scientific Prizes

Scientific prizes are another indicator of success. Researchers af-
filiated with U.S. institutions, mostly universities, won 70 percent
of the Nobel Prizes over the past two decades. Stanford scholars
alone received eight Nobels from 1980 to 2000.9 A high proportion
of other prestigious awards—the Kyoto, Crafoord, Wolf, Volvo, Dra-
per, Bower prizes and the Fields medal—also go to recipients from
the United States.10

For many awards, especially the Nobel, there is a long time lag
between a discovery and official recognition. But even though they
may be lagging indicators statistically, prizes help attract able young
scholars who look forward to working with Nobelists and other fa-
mous scientists. Thus those universities with many laureates can
recruit high-caliber junior researchers.
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International Impact of U.S. Social Science Academic Output

Another indicator of the success of U.S. universities is that
American academic publications in the social sciences and human-
ities enjoy an international following that is second to none. In eco-
nomics, Americans dominate the market for textbooks all over the
world. Paul Krugman’s Pop Internationalism has been translated
into eleven languages and Paul A. Samuelson’s Economics into
forty-one.11 When American economists talk, the world listens.
Krugman’s critique of Asian productivity, published in Foreign Af-
fairs in 1994, caused major reverberations. Singapore’s trade and
industry minister recalled that “everyone in the region was very
upset” about the article.12 Another example of the influence of U.S.
economists is the mobilization of antiglobalization activists in favor
of the “Tobin tax,” named after the late James Tobin, Sterling Pro-
fessor Emeritus at Yale University. Joseph Stiglitz, who became in
2001 the third Columbia University professor to win the Nobel Prize
in economics, is another globally influential American economist
and critic of the “Washington consensus.”
History is another a field in which Americans are influential.

Hitler’s Willing Executioners, written by Daniel Goldhagen of Har-
vard University, fueled a major debate in Germany.13 New York Uni-
versity professor Jan Tomasz Gross’s Neighbors, about a World War
II pogrom, prompted reactions by Poland’s president, prime minis-
ter, and Roman Catholic primate.14 Columbia University’s Robert
Paxton, an expert on Vichy France, was invited by French prose-
cutors to testify at the trial of a former official, Maurice Papon, who
had been charged with complicity in crimes against humanity.15 In
South Korea, the writings of Bruce Cumings of the University of
Chicago have had a significant influence on Koreans’ perceptions of
their history.16 Embracing Defeat: Japan in the Wake of World War
II, by John Dower of the Massachusetts Institute of Technology, sold
122,000 copies in Japan in a few months after coming out in trans-
lation.17 The New York Times noted that attitudes in Belgium toward
its colonial past were changing, “but no book had the impact of
Adam Hochschild’s King Leopold’s Ghost: A Story of Greed, Terror
and Heroism in Colonial Africa (Houghton Mifflin, 1998), which
appeared in translation in Belgium in 1999.”18 Hochschild is affili-
ated with the University of California at Berkeley.
The debate about post–Cold War world paradigms in academic

circles is another illustration of how Americans shape ideas. This
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discussion developed around the ideas of Samuel Huntington
(Harvard, posited the clash of civilizations), Francis Fukuyama
(George Mason, then Johns Hopkins, the end of history), and Mi-
chael Doyle and Bruce Russett (Princeton and Yale, democratic
peace). U.S. intellectual influence is felt by the practitioners of for-
eign policy as well. Hubert Védrine, then France’s foreign minis-
ter, published a book-length interview in 2000.19 His interviewer,
at the start of their discussion, refers to Fukuyama’s end-of-history
thesis and Védrine, who is known to resent American power, re-
plies by citing Huntington’s clash of civilizations. Forty years ago
French journalists and officials would have quoted Aron, Camus,
Sartre, or maybe Marx, but today they seek guidance from Ameri-
can professors.
Americans provide much of the contemporary conceptual frame-

work for international relations specialists in other countries. In phi-
losophy, a field that was reinvigorated in the West by Germans in
the nineteenth century, more than 20 percent of the articles appear-
ing from 1998 to 2001 in the prestigious Deutsche Zeitschrift für
Philosophie were written by academics affiliated with American
universities.20 The list of books cited in the Philosophische Rund-
schau, another leading German journal, includes many published
in the United States and the United Kingdom but only a few in
languages other than German and English.21

Thanks to European Union initiatives, studying in another Eu-
ropean country is now routine for elite European students. This will
train scholars with pan-European credentials and interests, but so
far the United States and Britain are the dominant providers of for-
eign materials for Europeans in the social sciences. Similarly, East
Asians are more likely to refer to American publications than to
those from other Asian nations.
Not all the flow of ideas is from America to the rest of the world.

Literature studies in the United States have been inspired by Euro-
pean, particularly French, concepts of deconstruction and other
novel ways of analyzing writings. In the humanities, American ac-
ademics continue to be influenced by Europeans in many fields.
Nevertheless, on balance, the traditional intellectual flow, from Eu-
rope to the rest of the world, has been replaced by an America-
centric diffusion of ideas and publications to other nations.
The English language dominates in the natural sciences. In the

social sciences and humanities, authors may know English, but most
publish in their native tongue. Therefore in these disciplines, the
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output of Asians and continental Europeans may be ignored not
because of lower quality but because other scholars cannot read it.
It is consequently unfair to assert unequivocally the superiority of
American and British social scientists based on their overseas read-
ership. Still, regardless of the causes, it is the output from univer-
sities in the United States and, to a lesser degree, the United King-
dom that is most read and that most influences other scholars.
Antonio Gramsci suggested drawing “the intellectual and moral
map of the country” to chart the movement of ideas.22 Such a map
today sheds light on the extent to which American thought provides
the lenses through which the world is understood.

Foreign Students

Analyzing international flows of students and scholars high-
lights which countries’ universities have the best reputation. In the
United States, as of the academic year 2001–2, there were 582,996
foreign college and university students enrolled, accounting for 4.3
percent of the total U.S. enrollment.23 There were also 86,015 over-
seas scholars in the United States. (Scholars in this context are post-
doctoral fellows and others who have completed their studies but
have come from overseas to be affiliated as researchers with uni-
versities and colleges.)24 Students at U.S. colleges and universities
come from all over the world, including around 82,000 from Europe,
68,000 from Latin America, 67,000 Indians, 60,000 Chinese, 49,000
South Koreans, 47,000 Japanese, and 29,000 Taiwanese.25 The for-
eign scholars are from the European Union (more than 17,000),
China (15,600), India (6,200), Japan (5,700), South Korea (5,800),
and many other nations.26

Some students come for science and engineering, some for the
social sciences, but large numbers are also attracted to business pro-
grams. About a third of their students at such prestigious business
schools as Wharton and Harvard are from abroad.27 U.S. managerial
education enjoys an unrivalled reputation. Of the ten top programs
for the master of business administration (MBA) identified by the
Financial Times, eight were American, including all the top five.28

The Economist Intelligence Unit, using a different methodology, put
nine U.S. institutions in the top ten, and yet another survey by the
Wall Street Journal had ten American MBA programs in the best
ten.29 These are subjective league tables, but they accurately reflect
the impressions of students and employers. In the legal profession,
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as well, American universities have a growing international student
body. There has been a noticeable increase in the number of foreign
students in one-year master of law (LLM) programs.
America does not have a disproportionate fraction of the world’s

foreign students. At 30 percent of the total, the U.S. share is com-
mensurate with the size of its population in the developed world.30

The United Kingdom and Australia have larger proportions of for-
eigners in their universities. The position of the United States in
international education is, however, much stronger than this per-
centage would indicate.
First, it appears that the best students, and those who belong to

the privileged classes, prefer the United States for foreign study.
Consequently, foreign graduates of American universities tend to be
very successful when they return home. For example, 65 percent of
Taiwan’s cabinet members hold American degrees. International
corporations’ senior ranks are replete with holders of U.S. MBAs.
Of the elite-track Japanese civil servants who are sent abroad for
graduate studies, 71 percent have attended school in the United
States since the program started in 1966. In 2000 the percentage
enrolling in American institutions was 83 percent, not including the
numerous midlevel and senior officials from Japan who are visiting
fellows in American think tanks and universities.31 Several coun-
tries are governed by alumni of American universities: Bolivia,
Chile, Colombia, Peru, the Philippines, Singapore, and Thailand.
The secretary general of the United Nations, Kofi Annan of Ghana,
is also a graduate of American universities. France’s Jacques Chirac
attended Harvard summer school. Canada, Israel, Jamaica, Mexico,
Pakistan, Taiwan, and Turkey have in recent years been governed
by American-educated leaders. The former heads of state of Brazil
(Fernando Henrique Cardoso, visiting professor at Stanford Univer-
sity), and South Korea (Kim Dae-Jung, who spent some of his years
in exile at Harvard University) had affiliations with American aca-
demia. The future kings of Spain and Norway are also U.S.-
educated, as is the Japanese crown princess.
Second, American universities attract scholars and researchers

from the world’s wealthiest and most developed nations. The United
States hosts more than 200,000 students and more than 37,000 re-
searchers from the developed world. There are, for example, about
5,000 German scholars in the United States who are, according to a
well-researched report, the crème de la crème of the country’s re-
search cadre.32 Of the students and scholars from the third world,
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many are from the more dynamic developing regions, such as China,
India, and Latin America.
Continental Europe, by contrast, fails to draw large numbers of

students from the other developed regions, North America and
Northeast Asia, or from the most economically vital areas of the less
developed world. More than half of the foreign students in conti-
nental Europe, excluding other Europeans, are from Africa (45 per-
cent) and the Middle East (8–15 percent), regions which play a small
role in the world economy.33 There are ten times more Japanese
studying in the United States than in the EU’s continental European
states. There are 7,300 South Korean students on the Continent,
compared with 49,000 in the United States. Only 12,000 Americans
study in EU states on the Continent. Britain, it should be noted,
performs better, attracting more Japanese students (6,100) than all
the continental states combined and almost as many Americans
(11,100).34 The United Kingdom benefits from two major advantages
over the continental nations. It is English-speaking, thus attracting
Japanese and other non-Anglophones who want to improve their
English language skills and Americans who prefer to learn in their
own language. In addition, its flagship universities, Cambridge, Ox-
ford, the London School of Economics, and a few others enjoy
worldwide reputations that are unrivaled on the Continent.
Japan increased its foreign student head count to slightly more

than 95,000 as of 2002, up from 31,000 in 1989. Those students are
mostly from a few Asian countries, however, with China accounting
for 61 percent; very few are from Europe or North America.35

Whereas Chinese studying in America are the nation’s brightest or
wealthiest, frequently attending elite American universities, many
of the Chinese in Japan enroll in institutions of doubtful reputation,
sometimes to gain residency in Japan to work in menial jobs there
instead of studying.36 At Peking University, China’s most presti-
gious, those who travel abroad for graduate study go to the United
States or Britain; few go to Japan, and most of those who do enroll
in one-year exchange programs.37 South Koreans with Ph.D.s are
more than three times as likely to have earned the degree in the
United States than in Japan, even though Japan is much closer and
its language easier for Koreans to learn.38 Japan’s most prestigious
undergraduate programs, the core of the country’s elite training sys-
tem, have very few non-Japanese.
Third, statistics overstate the number of foreign students outside

of the United States. In America a “foreign student” is a noncitizen
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who moves to the United States from abroad for the specific purpose
of studying. In many nations, immigrants already in-country are
counted as foreign students. In Germany and France the parents of
about 40 percent of the so-called foreign students live in the coun-
try.39 For all practical purposes, they are locals rather than foreign-
ers. They have chosen a German or French education not because
they think it is better but because they reside there.
Europeans, the Americans’ main competitor in the international

educational market, recognize how far ahead the United States is.
The rector of Switzerland’s flagship Federal Institute of Technology
in Zurich lamented, “Everybody knows about studying in the
United States. But who in the rest of the world thinks about studying
in Europe?”40 Another European noted, “The fight over students,
young scientists, and scholars from all over the globe is finally on,
and Europe—aside from Britain—is not on the winning side.”41 The
Erasmus World program, modeled on the U.S. Fulbright scholarship,
is part of Europe’s efforts to close the gap, but it remains to be seen
how successfully Europe can compete.42 The smaller English-
speaking nations, Britain, Canada, and Australia, educate many for-
eigners, but the numbers are lower than in the United States because
their educational systems are much smaller than America’s and, ex-
cept for a few British establishments, they lack universities with the
reputation to attract star students and faculty.
The United States could do even more to strengthen its position

in international education. American consulates often deny visas to
bright students from developing countries on the assumption that
they want to emigrate, a doubly counterproductive move which de-
nies America the opportunity to educate poor but intelligent for-
eigners and in many cases deprives the U.S. economy of dynamic
immigrants. The United States generally refuses to let in children
from nations such as China to attend U.S. boarding schools, again
on fears of immigration, leaving these children to choose other
English-speaking nations that then often keep them for their uni-
versities. Restrictions and regulations applied after the 9/11 attacks
have raised additional barriers to foreign students and scholars who
wish to come to the United States. Given how much elite graduate
programs, especially in the sciences, depend on foreign students
and faculty, this could seriously affect not only the international
character of U.S. universities but also the quality of the education
which they offer.
The presence of so many foreigners in American universities in-
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dicates that U.S. schools enjoy an unparalleled reputation. But we
should note that this influx also depends on other factors.
First, the United States is the world’s largest economic and mil-

itary power, which makes it attractive regardless of the quality of its
universities. American schools give MBA candidates the advantage
of proximity to Wall Street, Silicon Valley, and a $10.8 trillion econ-
omy, something no other country offers. America gives computer
science students the possibility to be close to the world’s leading
computer and information technology businesses. Those focusing
on international relations in America get the additional opportunity
to learn firsthand more about the world’s only superpower. Military
officers from all over the world are also obviously very interested
in studying in the United States for this reason.
Second, foreign students frequently seek not only an education

but also a job. Of all major labor markets, the American one is the
most open to immigration. It is also a place where migrants can hope
to reach well-paid and prestigious positions. After Elias Zerhouni
graduated from Algiers Medical School in 1975, he went on to a
residency in radiology at Johns Hopkins. By 2002 he was executive
vice dean of its medical school when President Bush nominated him
to the directorship of the National Institutes of Health. Had he cho-
sen another country, he is unlikely to have had such an outstanding
career. (Unfortunately, were an Algerian man of similar talent to
attempt to study in the United States, his Muslim background might
now deny him a visa and deprive the United States of his potential
contribution to American science.) Polish-born Zbigniew Brzezin-
ski, who arrived from Canada to attend graduate school at Harvard,
rose to become President Carter’s national security adviser, another
example of the opportunities America affords. America’s diversity
further contributes to draw foreign students, since they know that
they will find compatriots already in the United States who can
make their stay less lonely.
Third, English is by far the language that is known by the largest

number of students interested in studying abroad and able to do so.
Thus English-speaking schools have an edge in selling their services
internationally. Moreover, improvement of their English is often a
significant additional benefit for foreign students—sometimes even
the main one—of going to America. Thus they opt for the United
States, or other Anglophone lands and eschew universities in non-
English-speaking nations.
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How American Universities Became Dominant

How did the United States achieve such primacy? There are
organizational explanations, as well as economic, demographic, and
linguistic ones, but first we have to turn to the historical events that
precipitated the rise of American academia and the decline of Eu-
rope’s.

Historical Background

The Western world’s earliest universities arose in Europe in the
Middle Ages, but the modern research university dates from
nineteenth-century Germany. “Until about the 1870s, German uni-
versities were virtually the only places in the world in which a
student could obtain rigorous training in how to do scientific or
scholarly research.”43 Between unification in 1871 and Hitler’s as-
cension in 1933, German scholars turned their country into an ac-
ademic superpower. To this day, many disciplines rely upon
German research from this period for the foundations of their schol-
arship. Johns Hopkins University and the University of Chicago
were founded along German lines, forcing older American schools,
such as Harvard and Yale, to reform themselves to remain compet-
itive.44 Many Frenchmen identified the superiority of German edu-
cation as one of the cause of their defeat by Prussia in 1870–71.
Thus the French University Law of 1895 was considerably influ-
enced by the German model. In its drive to catch up with the West,
Meiji Japan (1868–1912) dispatched many students to Germany
while inviting German professors to teach in its fledgling universi-
ties.
Unfortunately, the Nazis vandalized universities. By 1939 one-

third of Germany’s tenured faculty, twenty-four of whom were or
would become Nobel laureates, had emigrated.45 Fortunate intellec-
tuals fled while the unlucky ones were murdered. The persecution
of German Jews, who accounted for twenty-eight Nobel Prizes from
1905 to 1978, was particularly costly to the country’s intellectual
life.46 In addition, the damage inflicted by the world wars, Nazism,
and communism to the nations of Mitteleuropa destroyed a region
which had contributed much to Germany’s intellectual vigor, de-
priving the country of its eastern cultural hinterland.
As the United States grew economically and demographically in
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the twentieth century, it was already gaining ground in academic
pursuits. The destruction of much of Europe’s intellectual capital by
the world wars and totalitarianism accelerated the rise of American
universities by wrecking much of Europe’s educational institutions
and bringing European academics to the New World. The exodus of
Germans to America in the Nazi era “amounted to a sea change in
the international location of research and scholarly work.”47 Great
men, such as the Albert Einstein and Hans Bethe, another physicist
who won the Nobel Prize, were exiled. Younger scholars and chil-
dren who could have grown up to be leading German academics
became American professors instead, among them Hans Gatzke, Pe-
ter Gay, Hajo Holborn, Henry Kissinger, Hans Morgenthau, Henry
Rosovsky, Fritz Stern, and Leo Strauss. Besides Germans, Italians
(Enrico Fermi, Nobel Prize winner), Poles (Richard Pipes, Adam
Ulam), Hungarians (John von Neumann, Leo Szilard, Edward Tel-
ler), Frenchmen (Claude Lévi-Strauss, who returned to France after
the war), and others fled to America. Most are now dead or retired,
but their legacy lives on in America, where their students and their
students’ students now teach.

Institutional Advantages

The economic growth of the United States in the past century
and Europe’s intellectual suicide in the twentieth century do not by
themselves explain the achievements of American universities. In-
stitutional and organizational factors have also contributed to the
global primacy American schools have achieved in the past decades.

GOVERNANCE

U.S. universities enjoy a better management system than their
foreign counterparts. Henry Rosovsky, former dean of the Harvard
Faculty of Arts and Sciences, described in The University: An
Owner’s Manual how the unitary governance system makes Amer-
ican education different. The president and managers are appointed
to run the school under the supervision of “relatively independent
trustees [who] serve both public and private schools, giving consid-
erable protection from political interference even to state universi-
ties.”48 Thus U.S. schools are unique in enjoying a professionalized
administration.49 By private-sector standards, U.S. university man-
agement is sclerotic, weak, and excessively decentralized. No busi-
ness school would hold up a university as an example for aspiring
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managers to follow. But compared with other countries’ university
systems, the American system excels.
Although there is pressure overseas to follow the U.S. example

of professionalized management, other countries have less effective
methods to run academia.50 In Germany “the only formal authority
above the level of the professor is the ministry [of education of the
Land].”51 Because that administration “is far away, [it] does not mon-
itor the professor’s day-to-day activities,” letting academics enjoy
unsupervised “self-government.” The 1968 revolts “added a system
of governance by committees of professors and students.” These
mechanisms foster a state of “organized irresponsibility” and un-
accountability.52 An elected administration that gives representation
to students and nonfaculty employees guarantees weak and highly
politicized leadership. In France, students—or, more accurately,
their unions—and support staff play a role in university manage-
ment.53 Some European states initiated reforms in the 1990s and
limited student power, but the European system is still vastly dif-
ferent from the American one.54 Nevertheless, European universities
should not be summarily dismissed as mediocrities; many European
institutions do undertake world-class research, but their manage-
ment structure acts as a brake on their performance. Japan as well
suffers from governance problems. A commentator noted that fac-
ulty councils make the key personnel decisions. Thus “when it
comes to naming a president, faculty members tend to pick some
harmless-seeming figure from among their own ranks.” This ob-
server contrasted this system with that of the United States, where
“the people at the top, such as the president and deans, are execu-
tives in the true sense of the word.”55

The efficiency of management in many foreign universities is
further undermined by the large proportion of employees and teach-
ing staff who are unionized civil servants devoted to fighting reform
and defending their privileges.56 Recent moves toward unionization
of academics in America could hurt U.S. education by increasing
rigidities and making it even more difficult for the administration
to manage the teaching staff. Unionization of some teaching assis-
tants may indicate the start of a change, but so far the United States
has not had to deal with powerful unions among the instructors.
Ineffective governance explains the difficulties in dealing with

the transformation of higher education from the pursuit of a small
elite to the mass production of graduates. American universities
adapted remarkably well to the massive intake of students in the
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decades that followed the GI Bill and the baby boom. (The number
of university students grew from 1.5 million in 1940 to 14.8 million
in 1999.)57 Europe and Japan, however, were less successful in cop-
ing with the “massification” of university education. In Germany
this failure to adapt created “unbearable studying conditions—such
as lecture classes with over 1,000 students—unavailable professors,
and incompetent administrators [that] caused major student strikes
in 1998.”58 In Japan the government allowed the “burden of expan-
sion to be picked up by private institutions,” some of which became
“virtual degree mills” of doubtful academic credentials.59

Foreign governments are aware of these problems. Reforms have
enhanced the power of rectors and deans in Germany, but there are
many obstacles to a successful transformation.60 In Japan the gov-
ernment plans to make universities autonomous entities, but it is
not clear that they have the required internal governance mecha-
nisms necessary to successfully manage devolution.

FACULTY MANAGEMENT

Governance is not the only American asset. U.S. schools trade
in a competitive environment. Administrators, trustees, alumni, and
state governments want their schools to excel. Schools fight for fac-
ulty, students, research funds, and recognition. The labor market for
faculty members is therefore liquid, with professors hired away from
their positions by other universities, sometimes by the lure of much
higher salaries. Even elite schools compete to keep their best pro-
fessors.
Seen from an American perspective, the functioning of the aca-

demic labor market seems flawed. Scholars who disagree with the
fad of the day are often sidelined even though they may be excellent,
while a few others are hired to fill affirmative-action quotas. The
tenure system allows some professors to enjoy a thirty-year paid
holiday. In some schools teaching is perceived as a humiliating
chore that is not properly rewarded. Firings of academics, even non-
tenured ones, for incompetence are shockingly rare. But compared
with the rest of the world, the U.S. market is very competitive. In
most other countries, universities are organized like civil services,
with little competition and immobile hierarchies. Foreign univer-
sities cannot bid in the academic market the way U.S. schools can
when they offer premium packages to the best professors. Firing
employees, professors or nonacademics, is even harder than in the
United States.
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In some countries, such as Germany, there is a strong egalitarian
ethos which is inimical to the best and the brightest. A brilliant
academic would rather be in an elite institution than be confined to
an environment that wants to keep all schools equal. As a result,
some first-rate German scientists have moved to the United States,
prompting the German minister of education and research to plead
before a gathering of Germans at Stanford in 2001 for their return
home.61 “A debate is under way” in Germany concerning the lack
of differentiation of schools and other issues.62 But it will be arduous
to switch to a U.S.-style system under which some universities are
prestigious and wealthy and others much less so. German univer-
sities and research centers do retain some excellent scientists, how-
ever. The “brain drain” has not sent all of the best talent to the
United States.
The management of junior faculty is another difference between

the United States and other countries. The American way is not a
perfect system by any means. Creativity suffers when young aca-
demics are concerned less with breaking new ground than with
pleasing the senior professors who make tenure decisions. The
“publish or perish” ethos of research universities induces them to
neglect teaching. Nevertheless, compared with other nations, the
U.S. system fosters innovation and dynamism because American as-
sistant professors pursue their research independently even as their
lack of permanent employment encourages them to work hard to
earn tenure. In Germany, in contrast, the habilitation requirement
puts recent Ph.D.s “under the thumb of senior professors for 10
years or more,” letting them emerge as independent scholars only
in their early forties.63 This long apprenticeship bordering on serf-
dom hinders innovation. Projects are in the works that would create
junior professor positions and replace habilitation with other crite-
ria, including publications in referred journals.64 But even if these
reforms are implemented, they will take time to have an impact.65

In the sciences, Japan’s public universities keep junior professors
under the authority of the koza (literally “department chairman,”
but in fact a senior professor). Historically the young Japanese sci-
entist was “indentured to a professor who controls the meager funds
and dictated the research program,” and was little more than a
“bonded servant.”66 Measures are being instituted to correct this sit-
uation. Postdoctoral fellowships have been created to give resources
and autonomy to junior scholars while the koza system is gradually
dismantled, but these reforms will not yield results immediately.67
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Another strength of American academia’s faculty management is
that departments always comprise professors who obtained their de-
grees in different universities. In several other nations, however,
prestigious establishments suffer from inbreeding, functioning in a
closed-air circuit where most of the faculty are graduates of the same
school and stay in place forever. For example, at Waseda, one of
Japan’s top universities, 66 percent of the professors are alumni.68

Such a percentage would be unimaginably high for a U.S. university
but is not unusual in Japan, where “academic inbreeding has be-
come characteristic.”69 The custom dates to the founding of modern
Japanese universities in the nineteenth century.70 At Seoul National
University (SNU), South Korea’s premier institution, “professors are
almost always SNU graduates.”71 In France’s grandes écoles, teach-
ing and admissions are frequently entrusted to alumni. In contrast,
American universities are much more open to the outside world.
The large number of visiting and adjunct professors, including for-
eigners, fosters further cross-fertilization. American academia also
has its form of endogamy, with cliques of like-minded academics
undermining the tenure and promotion opportunities of dissenters
by hindering them from publishing their research. But the large
number of quality universities and the liquid job market lessens the
impact of this pathology.
Yet another strength of the American faculty is its international

dimension. When a major university has an opening for a senior
professorship, especially in the natural sciences, it scans the entire
planet. In other nations hiring is frequently limited to locals. In
some countries, such as Canada, the government discourages the
recruitment of foreign professors. In nations where faculty members
are civil servants, bringing in outsiders, especially as full-time ten-
ured professors and academic administrators, can be complicated.
In many countries, linguistic obstacles make it difficult to integrate
faculty and students from abroad. Foreigners are also attracted by
the opportunity to interact with people from many different coun-
tries in America, an experience that is difficult to replicate outside
of the United States, except in Britain.72

STUDENT MANAGEMENT

Another advantage that American universities have is that each
college or graduate program sets its own standards for admissions.
The process is competitive for universities; even the top ones must
make efforts to recruit the best students. Regulations to favor in-state
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residents in public institutions and affirmative action for the chil-
dren of alumni, benefactors, and some minorities constrict the free-
dom of action of admissions officers. Nevertheless, each university
can, to a considerable extent, allocate available slots according to
its own needs. Overseas, there are frequently no means to regulate
the influx of students. In Germany, with the exception of a few fields
such as medicine, gymnasium graduates who passed the Abitur—
terminal examination, analogous to the French baccalauréat—are
free to attend any university. “As a result individual universities
have had little control over their total size or the size and balance
of their departments.”73 In France most universities, in contrast to
the grandes écoles, are open to anyone with a baccalauréat. In other
countries, such as Japan and South Korea, entrance examinations
test a narrow set of skills and memorization that require rote learn-
ing, whereas American students are judged on a broad set of criteria.
To be fair, the East Asian approach forces minimum standards of
literacy and numeracy often lacking in America. Moreover, some
Japanese universities are now using more imaginative and diverse
methods of selecting candidates for admission.
Once students are admitted, the American system provides them

with much flexibility. They can transfer fairly easily from one school
to another. The foreign-educated can easily adapt and excel in
American universities. In many other countries, switching between
universities or arriving from abroad is far more difficult if not im-
possible. At community colleges, Americans can earn a two-year
degree or move on to a B.A. program, whereas in many other nations
non–university track post–high school programs cut off participants
from the possibility of a university education later on. Opportunities
for part-time study for those already in the American workforce are
numerous. Moreover, high school graduates can work for several
years and enter college well into their mid-twenties. It is not rare
for Americans in their late thirties or forties, or even older ones, to
be enrolled in graduate programs. In other nations, however, it is
more difficult to reenter the educational system after several years
in the workforce. This flexibility in the American system is due not
only to institutional differences but also to the fact that Americans
see very clearly the link between education and better employment
opportunities; they are inclined to attend a university and even to
borrow if needed to get a degree. Thus they demand the option to
get an education part-time or at night after their workday and at any
age.
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One weakness of American students that affects universities,
however, is the abysmal quality of some public American high
schools, though Catholic and private establishments are generally
better. Colleges offer remedial courses that would shock professors
in other nations. The performance of American primary education
in math and science is good, though below that of East Asia, but by
the end of secondary school American students are among the low-
est scorers on standardized tests. According to a 1995 survey of
twelfth-graders, U.S. students were 4 percent below the interna-
tional average in science and 8 percent lower in math. Even
America’s most advanced science and math high school pupils rank
below the best of other countries.74

Statistics may be skewed because most Americans attend high
school, whereas in other countries only college-bound students do.
(Only 29 percent of German children are enrolled in gymnasium.)75

Obviously, if American high school education were universally bad,
it would be impossible for the United States to have such good uni-
versities. But the numbers from international comparisons are nev-
ertheless disturbing. International surveys of reading proficiency
and math and science literacy in the developed world conducted by
the Organization for Economic Cooperation and Development
(OECD) in 2000 of fifteen-year-olds show that American students are
at about the average, not a particularly impressive achievement for
Americans given that several OECD countries are considerably less
rich than the United States.76 The high proportion of immigrants in
math and science is a testimony to the openness of American society
but also a reflection of the failure of American primary and second-
ary schools to instill a knowledge of and interest in mathematics
and the physical sciences. When professors in ten countries were
asked whether their undergraduates were “adequately prepared in
mathematics and quantitative reasoning skills,” the United States
was at the bottom, with 64 percent of respondents answering in the
negative.77

DIVERSITY OF ORGANIZATION

One characteristic of American education is its great diversity of
institutional arrangements. This facilitates breaking new ground and
innovation, in contrast to countries where all institutions of higher
education are similarly organized and managed. Some U.S. univer-
sities and colleges are secular private organizations, while others fall
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under the aegis of one of the fifty states. Many trace their roots to
Protestant churches, though most schools in that category are now
secular. More than two hundred institutions are Catholic in origin
and tradition, including such major establishments of higher learn-
ing as Boston College, Fordham, Georgetown, and Notre Dame.78

Brandeis University in Boston and Yeshiva University in New York
are the only important Jewish-sponsored universities outside of Is-
rael. The Department of Defense has a large network of undergrad-
uate and graduate schools that, in effect, educate civilians as well
because many officers resign or retire early in their careers to join
the private sector. At the same time, the U.S. system is sufficiently
homogenous for faculty and students to move easily from one school
to another, thus creating an enormous single educational market un-
matched anywhere in the world.
Diversity in funding sources also differentiates the United States

from Europe. In the United States about one-third of higher-
education students are in private schools and about half of the fund-
ing originates from the private sector.79 In Europe the state domi-
nates higher education.80 There the vast majority of students are in
public institutions, where tuition is paid by the government. In Ja-
pan more than three-quarters of college students are in private col-
leges, but except for a few elite schools, such as Keio, Sophia, and
Waseda, private establishments are for those who fail to gain en-
trance in the more selective public universities.81 When the higher
education framework was designed in the Meiji era, the authorities
discouraged private institutions.82 To this day, formal and informal
regulations make Japanese private universities more state-
dependent than their American counterparts. Moreover, not having
substantial endowments, most of them are unable to invest in ex-
pensive facilities on their own.83

Thus the United States is unique in having rich and prestigious
private universities largely free of government control operating
alongside autonomous public schools, some of which—for example,
the flagship universities within the California, Indiana, Michigan,
North Carolina, Ohio, Texas, Virginia, and Wisconsin systems—are
first-rate. Europe is developing greater diversity, thanks to the rapid
increase in transnational European exchange programs, but such re-
maining limits on cross-border movement as costs, segmented labor
markets, and language will make it impossible, at least for the next
two or three decades, to establish a single educational space.
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FUNDING

During World War II and the Cold War, the U.S. government in-
vested huge resources in higher education, which made the United
States the first country where going to college became a mass phe-
nomenon rather than an upper-class privilege. Although other coun-
tries later followed the same path, the United States led the
way. Americans continue to spend more on higher education than
citizens of any other country in the OECD, and U.S. education
spending (public and private) is one of the highest as a percentage
of GDP.84

Moreover, the top American universities are at a great advantage
thanks to financial assets that provide them with large resources and
partially free them from depending on the government. The five
largest endowments range from Harvard’s $17.2 billion to Stanford’s
$7.6 billion (though they fluctuate with the stock market). Small
elite liberal arts colleges are also rich relative to the size of their
student bodies. (Amherst’s and Williams’s endowments are about
$500,000 per student; Harvard’s endowment is about $900,000
per degree candidate, but the figures are not comparable due to dis-
similar cost structures.)85 Gifts are continually added to the asset
base. Higher education collected a total of about $24 billion in
private contributions in the 2000–2001 academic year and again in
2001–2.86 Some recent donations show the extent of the com-
mitment of individuals and organizations: $400 million pledged in
2001 by the William and Flora Hewlett Foundation to Stanford Uni-
versity, $600 million pledged to the California Institute of Technol-
ogy by Intel cofounder Gordon Moore and his wife, and $150 million
bequeathed in 2002 by a 101-year-old man to New York Univer-
sity.87 Eleven universities collected more than a billion dollars in
multiyear fund-raising campaigns in the 1990s (admittedly, an ex-
ceptionally good decade).88

The institutional framework of American education partly ex-
plains this wealth. Requirements for money are great: private
schools need to raise funds to remain competitive, and a public
university must widen its resource base beyond the state’s coffers.
The ability to raise money arises from the American philanthropic
tradition. For various historical and religious reasons, as well as tax-
code encouragement, Americans feel a greater sense of duty to par-
ticipate in philanthropy than do citizens of other wealthy nations.
Moreover, giving is one of the most important ways in which Amer-
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icans and their families can establish their social credentials. Having
an endowed chair or university library named after him or her is
for the successful American entrepreneur the equivalent of receiving
a peerage from the queen for a Briton. As a result, charitable giving
provides about 50 percent of funding for the American cultural/
recreational sector, compared with 5–13 percent in other major de-
veloped nations; and the share of GDP going to such philanthropy
is three to fifteens times as large in this country as in other rich
nations.89

American foundations illustrate the strength of American phi-
lanthropy. The assets of the wealthiest ten charitable foundations
range from the Bill and Melinda Gates Foundation’s $32.8 billion to
the Pew Charitable Trust’s $4.4 billion. Together these ten institu-
tions gave away $4.5 billion in 2001.90 By comparison, the total as-
sets of Japanese foundations as of 31 March 2001 were at about the
same level as those of America’s second-largest foundation alone.91

American charities give to numerous causes, but many support col-
leges, universities, and academic researchers. In the 2000–2001 ac-
ademic year, foundations gave $6 billion to higher education.92 Char-
itable contributions to museums, which are equally impressive—
New York’s Metropolitan Museum of Art raised $450 million in
1994–2000—also serve universities by providing art historians with
the cultural institutions they need.93 Music programs gain from do-
nations to orchestras, zoology departments benefit from philan-
thropy that goes to zoos, and other academic departments are the
indirect beneficiaries of gifts that do not directly go to them.
Another aspect of American universities’ funding is that in the

United States, unlike Europe, students who can afford it pay for
their studies. This situation, though it creates unfair situations when
colleges cannot provide scholarship to needy students, gives stu-
dents—and their parents—a feeling that they are fee-paying custom-
ers who can demand good service from their schools. In Europe,
however, since education is generally free, students do not have the
same sense of ownership, and thus are less likely to be as demand-
ing as American students.
Foreign universities can, of course, rely on public funds. But

American schools’ diverse sources of finance give them more free-
dom to innovate and escape uniform government regulations. Pri-
vate money has the additional advantage of allowing elite univer-
sities to gather enormous resources, something that is difficult in
foreign state-funded systems that are more egalitarian. Moreover, by
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engaging in fund raising, universities develop ties with corporations
and businesses, a process that integrates academia with the rest of
the economy.

RESEARCH FOCUS

In the United States and Europe many universities perform basic
research, though in several European countries it is often done in
conjunction with nonuniversity public institutions (the Max Planck
Institute in Germany, for example, or the Centre National de la Re-
cherche Scientifique in France). In Japan, however, universities have
historically not been research oriented. In the late nineteenth cen-
tury, pressed to build a modern state and a strong army, the govern-
ment ordered the newly chartered universities to train a cadre of
managers and serve the state rather than produce great scholars.94

The Imperial Rescript on Education of 1890 further ensured that
Japanese education would not infuse a spirit of experimentation and
original thought. Japan has changed since the Meiji period, but as-
pects of the original system survived. Some of the research tasks
that are carried out by universities in the West are undertaken by
private-sector businesses in Japan. But the universities’ deficiencies
in basic research undermine their international competitiveness.

Demography

Not all of the advantages of American colleges and universities
accrue because of institutional differences from other countries’ sys-
tems. One of the major assets of U.S. schools is the scope of their
internal market.
The college-age population of America is more than twice that

of Japan and more than three times that of the German-speaking
world.95 The English language further expands the scope of the mar-
ket since so many foreigners know it. The setting in which American
academia operates is therefore much bigger than that in other soci-
eties. India and China have more young people, but poverty limits
the resources they can devote to education, though they do have a
few outstanding colleges whose graduates are found in large num-
bers in America’s best doctoral institutions.
The United States supports a large number of universities and

colleges: 1,643 public institutions of higher learning, 1,681 nonprofit
private ones, and 617 for-profit ones, including 261 doctorate-
granting institutions.96 The United States has 13 million higher-
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education students compared with 4 million in Japan and 2 million
each in Germany and France.97

The United States is consequently the “largest market for new
academic ‘products’ of all kinds.”98 The European market as a whole
is comparable, but it is fragmented along language and national
lines.
This quantitative advantage generates a qualitative edge for the

United States. The pool of potential students and faculty is larger.
Specialized institutions or departments that cater to a small fraction
of the student body can survive, since even a low percentage of the
U.S. market is large in absolute terms. Moreover, many first-rate uni-
versities can coexist in America, whereas in smaller countries mo-
nopolies or oligopolies arise due to their inability to sustain more
than a few players. The size of the U.S. education industry (and the
even larger English-speaking one) makes it less likely that a few
textbooks will dominate a discipline. The economic base upon
which U.S. education is built is also much bigger than that of other
countries, as U.S. national income stands at $10.8 trillion, withmore
than $3 trillion generated in other English-speaking nations. This
compares to Japan’s $4.2 trillion and well under $3 trillion for
German-speaking Europe. The American higher-education industry
alone is as large as Austria’s GDP.99

The American population of young adults is growing, constantly
widening this demographic gap. By 2025 there will be nearly 3
million more twenty- to twenty-four-year-olds in the United States
than in 2000, but almost 550,000 fewer in Germany and an incred-
ible 2.5 million fewer in Japan.100 In addition, as more people learn
English, the recruitment pool for students and faculty further in-
creases.

English

English is the lingua franca for original research papers in the
sciences, and increasingly for economics; it is one of the working
languages of nearly all international academic congresses (and often
the only one). The humanities and some of the social sciences re-
main multilingual, but even in those fields those who do not know
English are marginalized. This has some negative consequences for
Americans. Under little pressure to learn a foreign language, too
many American academics and students lack fluency in a single
one, let alone two or three. But the growing dominance of English
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has, on balance, helped the Anglophone nations. Recruiting of for-
eign faculty and students is facilitated. Americans, Britons, and
other native speakers of English find it easier to write and read ar-
ticles in English and to speak in symposia. American and British
academics also benefit from the presence of most of the top aca-
demic journals in the English-speaking United States or the United
Kingdom. All this increases the visibility of Anglophone scholars
and helps their careers. A few schools and some national university
systems outside of the English-speaking world now use English as
a medium of instruction, but these programs are limited and are not
without problems, such as a lack of instructors with good English
skills and students who have difficulty understanding.
Although English first gained its international role thanks to the

British Empire, American wealth and power have done much to
contribute to the primacy of the language.101 And as English-
language dominance increases, so do the returns from knowing the
language; equally important, the cost of not knowing English has
risen to such levels that in many disciplines, not only scientific ones
but also in the social sciences and humanities, it is now impossible
to conduct research without at least the ability to read in English.

The Future of U.S. University Primacy

America’s advantage in higher education has been increas-
ing and will not be challenged by other nations for many decades.
It is possible that U.S. universities could decay, but if that happens
it is likely to be a slow process and will not, at least for a long time,
imperil the U.S. claim to primacy in higher education. Foreign com-
petitors are slowed by the fact that a great university takes decades
to be established. To do so requires not only money but also insti-
tutional arrangements to attract good students and teachers and dis-
miss bad ones, management structures to run the university effi-
ciently, effective funding mechanisms, and a host of policies and
procedures to ensure excellence. Even in a society as fast-moving
as America’s, rankings move slowly. Some schools have improved
and others have declined, but, of the top ten universities in America,
most were already preeminent fifty years ago and all are at least one
century old. In the original thirteen states, some of the best colleges,
such as Harvard, Yale, and Columbia, date from the colonial era.
Japan and Europe could challenge the United States’ preemi-

nence in higher education. They have the money, cultural resources,
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and the educated population that are required for such an endeavor.
They already have some excellent universities. To successfully chal-
lenge American leadership, however, they would need to implement
dramatic reforms that would be opposed by many vested interests,
including powerful education ministries, academic administrators,
unions representing faculties and administrative staff, and students
and their parents. To revitalize their university systems, these coun-
tries would need to set up new institutions free from the rules and
regulations of the current systems. In any case, success is unlikely
to be rapid in this field.
The U.S. lead in higher education should therefore continue well

into the twenty-first century. The dramatic reversal in the balance
of university and research power between the United States and
Europe in the twentieth century had several causes. First, the U.S.
population and GDP grew at a much higher rate than Europe’s. The
United States could consequently devote ever-greater resources to
education compared with other nations. Second, wars and dictator-
ships eviscerated the German cultural sphere. Third, the United
States benefited from the enormous investment of the federal gov-
ernment in university education for defense-related research during
World War II and the Cold War and from the GI Bill, which gave
millions of Americans the opportunity to attend college. Fourth, the
United States developed institutions that were more effective in
managing universities and nurturing excellence. Fifth, the openness
of the United States to the outside world and the dominant position
of the English language have given American education a global
reach unmatched anywhere else. Sixth, American universities ben-
efit from the effects of path dependence and increasing returns. The
more that U.S. universities dominate academia the more costly it
becomes not to be familiar with research carried out in the United
States, and thus the more overseas students and scholars seek to
come to the United States, further enhancing the U.S. position as
the center of academic work in the world.
American universities reflect U.S. power and institutional ad-

vantages, but do they accentuate American power? In some ways
they obviously do. They provide the United States with well-trained
scientists and engineers who are the backbone of American high
technology. Not only do universities train scientists, they also edu-
cate managers, accountants, lawyers, and the other professionals.
This “soft power” of universities contributes to American “hard
power.” It is, however, difficult to quantify the economic loss for
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Europe and Japan that results from having university systems that
are not as good as the United States’. Much of the research per-
formed in the United States is disseminated overseas, so foreign
nations benefit from the output of American-based scholars. Other
countries also use corporations and nonuniversity research facilities
to undertake some of the training that is performed in universities
in America. Foreign states can also compensate by sending students
to the United States. Moreover, despite their shortcomings, Euro-
pean and East Asian universities are not cultural deserts: they do
educate millions of students and train outstanding researchers. The
advantage that accrues to the United States from its lead in univer-
sities is significant but probably not as dramatic as the gaps between
American and foreign universities would make it appear. Still, uni-
versities constitute an important component of America’s interna-
tional prestige. They highlight to the world’s elite U.S. achievements
and, thanks to their internationalism, demonstrate to non-Ameri-
cans the rewards of the American empire.
Besides its service to the U.S. economy, American academia is

an international public good, acting as the world’s university. It pro-
vides students and scholars from all over the world the opportunity
to work in the best colleges and universities and to interact with
other researchers from every country on the planet. The influence
the U.S. academic system wields on global intellectual develop-
ments lowers transaction costs by making it easier for professionals
in the worlds of business, medicine, law, academia, and government
to communicate. Around the world, officials, business executives,
academics, journalists, and others are linked to one another through
U.S. “software,” having studied in the United States or read Amer-
ican publications as part of their education. In business, American
MBA programs have graduated a significant percentage of the inter-
national business managerial classes. American public policy
schools (for example, the Kennedy School at Harvard and the Wood-
row Wilson School at Princeton) and economics departments have
trained many foreign officials. Graduate-level military schools (war
colleges and the National Defense University, for example) have ed-
ucated numerous foreign officers who have gone on to become gen-
erals and admirals in their home countries. Thus the United States,
thanks to its universities, provides part of the world’s elite with its
lingua franca.
American academic primacy, however, does not prevent inter-

national disputes. Studying in America does not necessarily convert
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students to economic Liberalism, political pluralism, and support
for American policies. Moreover, the increasing “Americanization”
of the world’s elite is a relative phenomenon. A growing number of
individuals have been educated in America or been influenced by
U.S. ideas. But even after several years’ education in the United
States, most foreign students retain their idiosyncrasies, and many
remain, at least partly, unfamiliar with American values. In some
cases, studying in the United States fosters hostility on the part of
those who react with jealousy and anger at the United States’ suc-
cess. Some foreign students return home to work for hostile govern-
ments. But still these nefarious consequences can easily be kept un-
der control as long as American unipolarity and military hegemony
are maintained. On the whole, American universities make inter-
national dialogue easier. In business, science, and diplomacy, the
world’s decision makers and officials work better together because
they share the same U.S. experience. This phenomenon has been
useful for America as the U.S. empire has expanded from its ho-
mogeneous World War II English-speaking core of the United States,
Britain, Canada, Australia, and New Zealand to include more than
twenty European and a few Asian states. The “U.S. software” also
helps the United States in dealings with countries outside of its
empire whose elites are U.S.-educated.
As the provider of this international public good, the United

States has obligations that go beyond its narrow national interest.
Other nations would find it difficult to accept American academic
primacy were the United States to restrict access to its universities
to Americans or exclude foreigners from its research centers and
laboratories. America therefore has to maintain the international
openness of its educational enterprise.



7 The Science Gap

Many industries, such as computers, aerospace,
motor transportation, oil and gas, chemicals, pharmaceuticals, and
telecommunications, rely on scientific advances, as do defense con-
tractors. Thus a prosperous economy and a powerful military re-
quire strong science.
The United States, which accounts for two-thirds of Nobel Prizes

awarded and almost half of OECD-area research-and-development
spending, is the world’s number one scientific power. This reflects
the wealth of the United States and the quality of its universities.
In turn, American science makes it possible for the United States to
lead in most technologies, strengthening the U.S. economy and guar-
anteeing the U.S. military a technological advantage. American sci-
entific discoveries, however, are widely disseminated overseas, and
many foreigners work in American scientific establishments. Thus
the American science enterprise is not only a U.S. asset but also,
like universities, an international public good, especially for the
nations of the American empire that are tied to the United States
through economic interaction and military alliances.
Although mankind has studied science for millennia, the insti-

tutionalization of research for technological and economic progress
is a recent phenomenon. The Industrial Revolution’s innovations
were the work of gifted men who excelled at tinkering with ma-
chinery but lacked formal scientific education. By 1900, however, a
paradigm change had occurred. A thorough and methodical scien-
tific training certified by an advanced university degree became a
requirement for scientists and engineers who devised new technol-
ogies and built new industries.1 Scientific education itself became
more institutionalized. Laboratory usage was perfected in Germany,
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where it was integrated with teaching procedures, “making it a key
part of a combined research and instructional program leading to
the doctorate.”2 Due to the increased reliance on institutionalized
science in industry, Germany’s superior academic research and its
unparalleled universities altered the industrial league tables in Eu-
rope in its favor when it overtook Britain in the years before World
War I.
The role of scientific research for new developments in industry

and commerce is now taken for granted. Science plays a key role in
inventing new manufacturing processes and products, but the ser-
vice sector is equally dependent on state-of-the-art research. Logis-
tics, telecommunications, and many financial services would not be
possible without the modern data processing made possible by the
semiconductor and software industries. Medicine, which relies on
the tens of billions of dollars spent annually on scientific research,
is also highly dependent on scientific advances for progress. Math-
ematics plays an essential role in fields as different as medical mag-
netic imaging devices, weather forecasting, the design of new finan-
cial instruments, and cryptology.
The developed world has a quasi monopoly when it comes to

scientific research. Almost all Nobel laureates in the natural sci-
ences and economics are affiliated with institutions from the rich
countries. Approximately 90 percent of the winners of other pres-
tigious scientific prizes come from the developed nations of North
America, Europe, and Japan.3 Nearly all the leading graduate pro-
grams in the sciences are in the developed world, as are the best
corporate research laboratories and scientific journals. Sophisticated
private-sector research is very rare in poorer nations.
The research and development that takes place in developed

countries is also more advanced, and there is much more of it. For
example, data on U.S. patents for all sectors show the domination
of OECD nations.4 Similarly, scientific and technical articles in ma-
jor international journals are predominantly written by authors
based in North America, Europe, and the Pacific rim Liberal econ-
omies.5

As a result of this scientific imbalance, and of other obstacles as
well, technology-intensive activities are generally located in the de-
veloped world. Thanks to the legacy of the Soviet military-research
complex, Russia has an established scientific establishment. But the
Russian government, which can barely raise taxes, cannot direct
massive resources to research establishments on a scale comparable



190 THE SCIENCE GAP

to the Soviet regime that exercised total control over the economy.
Russia suffers from other handicaps. First, many of Russia’s best
scientists have emigrated to the West or to Israel. Second, the most
advanced region of the Soviet Empire, Central Europe, is now
within NATO, and Moscow also lost the Baltics and Ukraine. Third,
even before its collapse the Soviet Union was losing the scientific
race in areas that are of growing importance to the economy—for
example, electronics—and failed to invest in sectors that were not
relevant to military power, such as biology and medicine. China
now has some first-rate research programs, but not on a scale com-
parable to those of the world’s richest nations.
An advanced research establishment necessitates sophisticated

logistical arrangements, ranging from intellectual property law to
grant-making processes. The institutional gaps that undermine the
economic performance of the third world (as we saw in Chapters 1
and 4) thus hinder the development of its scientific base. Moreover,
a strong scientific infrastructure requires a rich economy to thrive.
The dominance that first-world nations enjoy in science and tech-
nology will therefore remain strong in the decades to come. The
Soviet Union demonstrated that totalitarianism could partly com-
pensate for poverty if the regime decided to invest massively in
science. But even a totalitarian state would require a long time to
develop a strong scientific base, and the Soviet experience showed
that it could maintain a first-rate scientific cadre only in a few areas
related to military research. The autocratic centralized nature of to-
talitarian states allows them to focus on a few specific areas but
makes it impossible to develop a broad-based science and technol-
ogy base.
Given the handicaps of the third world, the world at large looks

to the developed nations—primarily in Europe, North America, and
the rich countries of the Pacific rim—for scientific achievements. By
the second half of the nineteenth century, the United States was
already ahead of Europe in many process technologies, such as
small-arms manufacturing, and by the 1880s the United States was
the largest and most efficient steel producer, though “most of the
key discoveries and inventions bearing on steel production were
made in Europe.”6 The United States was thus strong in applying
science to manufacturing and industrial engineering but lagged be-
hind Europe in basic research. At the start of the twentieth century,
most of the world’s greatest scientists were still in Europe. As of
1920 only three researchers based in the United States had ever
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been awarded Nobel Prizes in science or medicine.7 American in-
dustry had the advantage of a strong cadre of technicians and en-
gineers, but not until the massive inflows of European scientists flee-
ing Hitler and World War II did the United States reach the pinnacle
of science.
American scientific preeminence is undeniable. Bibliometrics

indicate that American institutions lead the field in most disci-
plines, both in numbers of articles published and in impact factor.
In science and engineering, as we observed in the section on uni-
versities, American scientific articles enjoy a high degree of relative
prominence (1.35, compared with 0.98 for Western Europe), and the
United States is also by far the largest source of published papers
in scientific journals.8 Besides writing many articles, researchers
from the United States lead in most scientific prizes. Foreign schol-
ars study in the United States because that is where they can un-
dertake pathbreaking research. An illustration of the reputation of
American science is that “some German researchers jokingly add
‘iAg’—in Amerika gewesen (been in America)—to their abbreviated
titles” to enhance their credentials.9

Another way to measure scientific achievements is to analyze
patenting activity. Patents generally require scientific research and
are frequently the intellectual-property building blocks of high tech-
nology products or services. The American share of patents regis-
tered in the United States has grown slightly, after bottoming out
around 1990, and stands at more than 50 percent.10 The United
States accounts for 42 percent of the patents filed with the World
Intellectual Property Organization, well ahead of Germany’s 13 per-
cent and Japan’s 10 percent.11

In the pharmaceutical sector, an industry that lives on scientific
discoveries, the United States is the world leader. The modern phar-
maceutical industry originated in Europe, especially in Germany
and Switzerland.12 But today the United States leads in pharmaceu-
tical research and discoveries. The United States also holds a pre-
eminent position in math.13 This is demonstrated by the many for-
eign-educated holders of bachelor’s degrees who move to the United
States for graduate math education.14 Nevertheless, it should be
added that the American position in math is not as strong as in other
disciplines and that it could decline in the future.
The United States scientific enterprise is backed by massive fi-

nancial resources. During the Second World War, the United States
invested heavily in military-related research. The Manhattan Project
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to develop an atomic bomb was the most famous, and costly, of
these programs, but by no means the only one. Since 1945 govern-
ment funding has continued, though scientists would like even
more generous government support.15 In the 1990s the United States
accounted for about 45 percent of OECD-area spending on research
and development, and since 1982 the U.S. share relative to the other
G7 nations—Canada, France, Germany, Italy, Japan, and the United
Kingdom—has been relatively stable.16 Thus almost half of the rich
world’s research and development takes place in the United States;
second-ranked Japan accounts for only about 20 percent of OECD
research expenditure. Although Japan spends a higher proportion
of GDP on research and development (3.01 percent) than does the
United States (2.63 percent), the United States devotes a greater
share of national income to this purpose than its main European
partners (from 1.04 percent for Italy to 2.38 percent for Germany).17

In sum, the United States spends as much on research and devel-
opment as Japan, Canada, the United Kingdom, Germany, France,
and Italy combined.18

What accounts for America’s leadership in science? The wealth
of the United States obviously plays an important role. Good science
is expensive, and U.S. national income is by far the world’s largest.
The scale of the U.S. market further ensures a large pool of custom-
ers and suppliers for the commercialized output of scientific re-
search. The United States accounts for 50–70 percent of the global
market for many high-technology products and sets the standards
for the rest of the world.19 The U.S. scientific enterprise enjoys other
advantages. First, it has more world-class universities than any other
country. Second, the large number of actors in every field ensures a
diversity of sources of funding and a competitive environment for
researchers. Third, the openness of the United States to outsiders
has brought tens of thousands of highly skilled foreign scientists and
engineers.
The European Union has an economy the size of the United

States’ but is still not a fully integrated economic area. Government-
funded research and development there frequently suffers from du-
plication, or triplication, among fifteen separate nation-states
(twenty-five starting in 2004). Factors detailed in other chapters,
especially differences in university performance, play a role in ex-
plaining America’s lead in science. Moreover, the greater difficulties
in creating a business and the lack of solid university-business ties
limit the ability of scientists to commercialize discoveries. This in
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turn may deprive European scientists of the economic incentive to
innovate that their American counterparts enjoy.
Japan is by far the world’s second-largest economy, and the Jap-

anese economy and population are much larger than those of any
European state, but bibliometric surveys and comparisons of
laureates in scientific prizes put Japan roughly at the same level as
the big European countries. This can be attributed to Japan’s having
“never built up a publicly funded R&D infrastructure comparable
to” the American and European ones, as well as to the lack of re-
search focus of its universities.20 Moreover, research in Japan has
been much less reliant than that in the United States on competitive
merit-reviewed funding.21 Funding in Japan had historically been
granted regardless of achievement, a process that hurt the quality of
research.22 In the past few years Japan has made efforts to strengthen
its scientific capabilities, but it is still weaker in that regard than a
country with an economy of more than $4 trillion, 127 million well-
educated citizens, and some of the world’s best performing indus-
trial giants might be.

Nothing is more international than science. Many discoveries
today cannot be claimed by a single country; research may have
been conducted in laboratories in several different nations by sci-
entists from an even larger number of countries. But some countries
contribute more than others to this global enterprise, and no nation
makes a greater contribution than the United States. The preemi-
nence of American scientific research is a reflection of American
wealth and power but also contributes to it. One reason the United
States is the only superpower on the planet is that it has the world’s
most powerful science base. Scientific power directly upholds
American military might by providing the Pentagon and its sup-
pliers with the advanced weaponry that modern militaries require.
Scientific excellence also serves the American economy, giving
American businesses access to new technologies. Less tangibly,
American science contributes to the prestige of the United States
because U.S. scientists and laboratories are held in high esteem
throughout the world.
Nevertheless, as in the case of the “university gap,” we should

realize that the “science gap” does not relegate Europe and Japan to
second-class status. Scientific discoveries made in America are ex-
ploited by businesses in Europe and Japan through several mecha-
nisms. First, foreign corporations can set up American research fa-
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cilities to tap into U.S. scientific capabilities. Second, overseas
investors can acquire U.S. technology companies. Third, American
patents and technology can be bought or licensed by foreign cor-
porations. Fourth, overseas students and researchers working in
American laboratories can take advantage of the country’s research
facilities. A strong science base is an asset to the United States, but
it does not automatically ensure a wide gap in economic perfor-
mance between America and the rest of the developed world. Japan,
despite its relative paucity of scientific achievements, has some of
the world’s leading electronics and automotive firms. Japan’s eco-
nomic problems have many roots, but weak science is not among
them. Europe may not be the equal of America in science, but is a
major player in aerospace, from launching satellites to building
commercial airliners. Italy, which plays a minor role in scientific
research, has some of the most competitive small and medium-sized
industrial firms in the world. But given the importance of military
power for the United States’ role in the world, a superior science
base is essential because it is not possible to maintain a position of
technological dominance in military affairs without conducting a
vast amount of research and development in the United States itself.
Consequently, in order to remain the world’s only superpower, the
United States requires an indigenous scientific capability that is sec-
ond to none. Retaining it requires sustained funding and effective—
as opposed to sclerotic—organizations. It may be that, as some have
argued, government support for scientific research should be signif-
icantly increased to allow the United States to retain its position.23

But besides making America strong, American scientific excel-
lence is an international public good, especially for the nations of
the American empire that enjoy close ties with America’s scientific
establishment. This is illustrated by the research and development
undertaken across national borders. About $37 billion of research
and development is performed either by American firms overseas or
by foreign corporations in the United States.24 Science as an inter-
national public good is not a uniquely American phenomenon. Al-
though the United States is the science leader, there are numerous
outstanding laboratories and researchers overseas. Thanks to the in-
ternational regime maintained by the American empire, Americans
can benefit from the research of these foreign scientists. Thus Amer-
ican science helps foster progress throughout the world, while non-
U.S. research contributes to the welfare of the American economy
as well.
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It could be argued that the openness of American science un-
dermines the United States. Unfriendly nations use American sci-
ence to develop military projects aimed at thwarting American
power. American scientific discoveries are also used to strengthen
the economies of unfriendly nations. But on balance, the interna-
tional dimension of American science strengthens American goals.
It is particularly important for the United States because, due to the
relative lack of interest on the part of American youngsters in sci-
ence, America relies on a large influx of foreign-born students and
researchers to maintain its scientific primacy.25 Restrictions that
make it harder for foreign scientists to visit the United States and
work in America are therefore particularly detrimental to U.S. in-
terests. Moreover, U.S. science serves to make other countries rich,
thus helping the United States through trade and investment with
these nations. The openness of American science also shows that
the U.S. imperial framework is open to anyone who wants to par-
ticipate in it, rather than a closed system that is hostile to outsiders.
American science brings individuals from all over the world to the
United States or puts them in contact with the nation’s scientific
and intellectual achievements. Because the overwhelming superi-
ority of the U.S. armed forces deters challengers to the American
empire, the fact that some unfriendly countries get a small fraction
of the benefits of the American scientific enterprise system is not a
threat to American primacy, especially compared with the vital role
of American science in serving the needs of its allies.



8 The Media and
Mass Culture Gaps

American hegemony manifests itself not only in
the military and economic arenas but also in the field of news media
and mass culture. In both cases the worldwide role of American
news outlets and popular culture does not necessarily increase
American power, but it reflects breadth of American preeminence,
which extends from the military field to mass culture.

Media Gap

For several decades American publications and broadcast
have attracted a large foreign audience. The International Herald
Tribune, Newsweek, and Time all have large foreign readership. In
the world of business, Business Week, Forbes, and Fortune are
widely sold outside the United States. The Wall Street Journal has
dedicated European and Asian editions. Le Monde, France’s leading
newspaper, regularly includes some articles, in English, from the
New York Times. English-language newspapers published in foreign
countries, such as the Japan Times, the Korea Herald, and the Na-
tion (Thailand’s English daily newspaper), carry opinion pieces
from American columnists. In electronic media as well, the reach
of U.S. conglomerates is considerable. Not everyone tunes in to
CNN, but the network Ted Turner founded is watched overseas, es-
pecially by individuals whose professions in government and busi-
ness call for keeping abreast of breaking news. Besides television,
American electronic media are also present worldwide through
American Internet sites.
American dominance, however, is not total by any means. The

Financial Times, published in London, is one of the world’s most
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influential dailies and a must read for many executives. The Econ-
omist, also published in London, is the world’s premier news-
weekly. No public broadcaster enjoys the brand-name recognition
and reputation of the British Broadcasting Corporation’s World Ser-
vice. But overall, the global reach of American journalism, ranging
from daily newspapers to quarterly publications, is greater than that
of any other country’s media industry.
The export of American media is not limited to English-language

material. National Geographic, for example, is available in Chinese,
French, German, Greek, Hebrew, Italian, Korean, Polish, Portuguese,
and Spanish editions, with more than two million copies sold out-
side the United States. Reader’s Digest has editions in more than
thirty different countries. Business Week provides articles to the
French newsweekly Le Point and has a Chinese-language edition.
Newsweek is issued in Arabic, Japanese, Korean, Polish, Russian,
and Spanish. Aviation Week and Space Technology has a Chinese-
language partnership. The Miami Herald has a Spanish-language
edition (for Latin Americans as well as Spanish-speaking U.S. citi-
zens), and Wall Street Journal Americas is published in Spanish and
Portuguese as a separate section of local Latin American newspa-
pers. Chinese readers can find stories in their language on the Asian
Wall Street Journal web site. Foreign Affairs recently started a
Spanish-language edition. CNN also has a Spanish-language divi-
sion and Internet sites in various languages, including German, Ital-
ian, and Japanese. Bloomberg TV provides international viewers
with programs in several languages besides English. The penetration
of U.S. journalism is particularly striking in Japan, the world’s
second-largest economy. Forbes, Foreign Affairs, Fortune, the Har-
vard Business Review, National Geographic, Newsweek, Time, and
Scientific American are available in the Japanese language. Those
who do not understand English can watch many CNN programs live
with a Japanese-language voice-over or can tune in to Bloomberg TV
in their own language. They can also enjoy some broadcasts from
the Discovery Channel and the Golf Channel in Japanese or with
Japanese subtitles. Japanese citizens therefore have access to a wide
section of the American media without needing to know English.
The diffusion of American media also extends to book publish-

ing. As we observed in the chapter on universities, U.S. academic
publications enjoy a global following. But nonacademic books, on
business and management, for example, are translated into numer-
ous languages and widely disseminated overseas. A survey of the
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“What the world is reading” section in the Economist indicates that
most best-seller lists abroad include one or two American authors.
As U.S. media have expanded overseas, they have adapted to

local conditions. Editors adjust to regional tastes, and broadcasters
hire news anchors with accents and looks that blend better in the
target market. Thus the product that is read or heard abroad is partly
or even mostly indigenized, but its contents still rely at least to some
extent on what is written or produced in the United States. The
United States is unique in projecting its media output in so many
foreign idioms. No other country has been able to generate enough
demand for its journalism to justify the translation of so much of its
production into other languages in addition to a large export of
native-language material. And non-English-speaking nations’ output
in their local idioms is limited since few people outside their home
regions (or former colonies) know their language. For example, the
international circulation of the Frankfurter Allgemeine Zeitung, one
of Europe’s leading quality daily newspapers, is a quarter of the
sales of the Wall Street Journal Europe, and most readers of the
paper outside Germany are probably Austrian or Swiss, or German
expatriates.1

Besides these private-sector ventures, the United States govern-
ment supports several networks that broadcast abroad, including Ra-
dio Free Europe/Radio Liberty, Radio Free Asia, Radio Martı́, and
the Voice of America. These broadcasters transmit their messages in
more than fifty languages and reach audiences of millions abroad
through radio waves or audio webcasts. The United States, however,
is not unique in devoting resources to government-funded interna-
tional broadcasting. And since these broadcasts are freed from the
discipline of the marketplace, it is far more difficult to judge the
demand that exists for them.
The National Archives is an interesting example of the success

of American media broadly defined. Its collections are mined by
foreign scholars researching their own nations, because the United
States declassifies documents more rapidly and thoroughly than do
other governments, and the extent of American diplomatic activity
ensures that data on almost every country can be found in U.S. ar-
chives. For example, Japanese researchers investigating their coun-
try’s defense policy rely on American documents because the Jap-
anese authorities are more restrictive in releasing files to the public.
Why is the international reach of American media so extensive?

English is one obvious reason. By a wide margin, no foreign lan-
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guage is more studied. Technology has also played a role. Modern
telecommunications allow American newspapers to be printed si-
multaneously in several facilities in Asia and Europe, making same-
day delivery possible in most markets. Satellite and cable systems
enable television signals to reach many more homes and businesses
than before. The Internet further facilitates the penetration of foreign
markets, as anyone with a connection can read a U.S. newspaper or
listen to American radio broadcasts. Broadband connections allow
some U.S. television programs to be watched overseas from a com-
puter screen (though this is still a developing technology).
But language and technology do not by themselves explain

American media’s ability to reach foreign audiences. Many other
countries have English-language media. Technology enables every
outlet, not only American ones, to gain international exposure. But
thanks to the unique role the United States plays in world affairs—
be it in business, finance, war, or entertainment—American jour-
nalists have an enormous edge in competing for readers and view-
ers. Consumers of news are interested in what is happening in the
United States, whether on Wall Street, in the White House, at the
Pentagon, or in Hollywood. This induces them to read American
newspapers or magazines or tune in to U.S. television.
Foreign leaders know that by talking to the American media they

can achieve two goals. First, they can influence the American public
and through it the U.S. government. Second, they can reach a wide
international audience. Thus presidents and foreign ministers some-
times issue their most important statements to American journalists
and are eager to be interviewed by them. This in turn gives Amer-
ican journalists better access to decision makers. (The Financial
Times, which is for finance ministers, central bankers, and some
corporate chiefs the vehicle of choice to circulate their views, is the
only non-U.S.-based media institution that enjoys the same status.)
This phenomenon has a reinforcing effect. The more American out-
lets become the newspapers and networks of choice for the world,
the more leaders will grant them interviews, thus increasing the
numbers of readers and viewers who rely on them.
Moreover, American journalism benefits from economies of

scale. The large scale of the U.S. market makes it possible to gen-
erate revenue streams that publishers and broadcasters cannot
achieve in smaller countries. An additional one hundred million
native English speakers in the rich world outside of the United
States allow for large foreign sales without the need for translation.
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Mass Culture

U.S. popular culture is everywhere—films, music, clothing,
food, and sports icons. From Hollywood to McDonald’s, mass cul-
ture is mostly American-made. Japan’s cultural exports are also
prominent. With its video game consoles, Pokémon, Yugiyo manga,
animation movies (anime), sushi, and karaoke, Japan is the only
country to have emerged as a global mass-culture producer in the
past decades—a remarkable feat for a nation as culturally isolated
as Japan. But Japan’s foray into international popular culture re-
mains limited to a few items. Japanese anime has a worldwide fol-
lowing, but Japanese actors, singers, or sports figures do not have
global fame, though Japanese pop culture enjoys a vibrant following
in Northeast Asia, and baseball player Ichiro Suzuki has many fans
in the United States. Latin American soap operas have also suc-
cessfully penetrated foreign markets, but these are the only cultural
exports from the region. Outside the United States, only Britain—
thanks in part to sharing a common language and heritage with its
former colony—produces world-renowned stars, including actors,
singers, athletes, and the Windsors.
The strength of U.S. mass culture increased during the twentieth

century. The movie industry originated in Europe; “throughout the
first decade of the 20th century French film production led the
world, and Charles Pathé created the first international film em-
pire.”2 A few decades ago, most of the most renowned filmmakers
were from outside the United States: Bergman, Chaplin, De Sica,
Eisenstein, Fellini, Godard, Hitchcock, Kurosawa, Lang (who fled
Nazi Germany to the United States), Renoir (who also moved to
America during the war), Rossellini, Truffaut, and Visconti, among
many others. Today the number of non-Hollywood directors who
succeed outside of their domestic market has dwindled, though
some non-U.S. filmmakers have managed to gain a global reputation.
Most world-famous actors who are not American are those (of whom
there are many) who work in America. American productions have
almost all the top slots in the charts of the top-grossing films in the
world.3 In popular music as well American singers have been very
successful exports. Tens of millions of Michael Jackson albums sold
overseas.4 Until recently, with few exceptions—Jesse Owens, for ex-
ample, after his performance at the Berlin Olympics in 1936, and
later the boxers Joe Lewis and Muhammad Ali—American sports-
men were rarely internationally recognized. Today several American
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basketball players enjoy enormous name recognition overseas. The
international success of such companies as McDonald’s, the Gap, or
Nike is another phenomenon that has developed only in the past
decades.
Tourism might also be considered a form of mass culture, al-

though it depends on what the goals of the trip are. With the excep-
tion of Canadians, forty years ago only those of considerable means
could afford an American holiday. Today millions travel to the
United States. In 1975 there were 746,000 visitors from Japan; in
1999 there were more than 4.8 million. For Germany the figures
were just under 300,000 in 1975 and almost 2 million in 1999.
French tourists numbered fewer than 160,000 in 1975, but more
than 1 million in 1999.5 An interesting aspect of U.S.-bound tourism
is the rapid growth in the number of teenagers from overseas who
attend summer camps in the United States.6 International tourism,
it should, however, be noted, has increased throughout the world.
More travelers come to the United States, but the numbers of those
visiting other destinations have also increased dramatically.
Why is American popular culture so successful? Being the

world’s richest nation, growing demographically, and speaking En-
glish have done much to help the United States disseminate its mass
culture. Many smaller nations lack the economic base necessary to
maintain a strong mass-culture industry, thus they find it more ef-
fective to import American productions. The image overseas of the
United States as a place of boundless opportunities has also con-
tributed to the appeal of American mass culture. Even the less de-
sirable aspects of the United States, such as its high crime rate and
violent streets, generate an appeal to youngsters that more orderly
societies lack.
Moreover, the U.S. regulatory environment helps the mass-

culture industry. In other countries, regulations such as restrictions
on advertising, as well as competition from heavily subsidized pub-
lic television and radio networks, hurt private-sector media produc-
ers. The United States is the only major nation in which the private
sector, as opposed to state-owned broadcasters, took the lead in cre-
ating the television industry. Marketing principles—a devotion to
pleasing consumers—have dominated U.S. electronic entertainment
from the start. In other nations political interests or the cultural
tastes of the establishment set the goals for the television industry.
Thus when the international market for television programs devel-
oped and private channels were allowed overseas, Americans were
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ready with a host of crowd-pleasing miniseries and films. In recent
years, however, many non-U.S. producers of TV shows have man-
aged to successfully compete with U.S. offerings, leading to a de-
cline of the American share of TV series overseas. In the case of fast
food, less restrictive zoning regulations and a more flexible labor
market facilitated the growth of an American industry that relied on
low-paid workers who could work flexible hours.

Is the role of American media a source of power for the United
States? Some would argue that it gives the United States the ability
to influence the world. In fact, though, media dominance does not
contribute directly to American hegemony. American journalists are
not propagandists for the U.S. government. Many disagree with
American policy and are critical of U.S. society, though most of
them disseminate American political and cultural values. Moreover,
readers of American newspapers may find them interesting without
agreeing with their editorial views or with those of the American
administration. In a broader sense, American media may contribute
to the U.S. empire by creating an international class of decision
makers in the private and public sectors who are brought closer
together by reading the same newspapers and magazines and watch-
ing the same newscasts. This is a process, however, whose impor-
tance cannot be quantified and may contribute to American power
only to a very small extent.
As for mass culture, is American primacy additive to American

power? One can argue that it is, but only marginally. U.S. mass cul-
ture increases familiarity with the United States from an early age
before other forms of American culture make their influence felt.
Thus before they can read Time or Newsweek young foreigners get
used to America through movies and music. The image of the
United States through movies, singers, clothing, and sports is dis-
torted, but it helps bring the world’s next generation into a global
community arranged around the United States. Moreover, audiences
get a positive impression of the United States from these cultural
exports. In most American movies—the strongest U.S. mass culture
export—the United States is portrayed as a great country, full of
opportunities, and a place where the good guys usually triumph.
But the impact of U.S. popular culture is not as great as some

would think. Watching American movies and listening to American
singers does not transform every foreign teenager into an American.
The weight of local cultures and traditions is much stronger than
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many hope—or fear. Superficial signs of Americanization, such as
clothing, should not be overrated. Moreover, the appeal of U.S. cul-
ture often enrages local cultural elites. If the masses have no interest
in indigenous cultural offerings, anti-Americanism born out of jeal-
ousy can arise among members of the native intelligentsia. In coun-
tries with cultural norms that are radically different from those of
the United States, American culture also generates feelings of anger
at the “corruption” brought in by American influences.7



Conclusion

Returning to Lincoln’s framework, “where we are
and whither we are tending,” we should now see clearly “where we
are.” The United States did not set out to create this new interna-
tional regime. Its aim was the economic and political reconstruction
of Western Europe and Japan based on Liberal political institutions.
The result, however, was the inadvertent creation of a new regime,
one that has gained the somewhat misleading label of “empire.”
Cold War competition with the Soviet Union obscured the capacity
of this international regime to survive the end of the bipolar distri-
bution of power in the world. If we recognize why it did so—be-
cause of the Liberal institutional arrangements at both the interna-
tional level and the domestic level in most of the member states—
then we can also recognize the confusion that informs much of the
foreign, defense, and economic policy debate over the past decade.

Examples are easy to find. To suggest, as both pundits and po-
litical leaders periodically do, that the United States should retreat
to isolation is to advocate the diminution of the wealth of both the
United States and its allies. To insist that the United States conduct
its foreign policy mainly on the basis of unilateralism is to promote
the destruction of the American empire. To pursue the expansion of
democracy without first achieving constitutional breakthroughs is to
increase the prospects for tyranny. To assume that international mar-
kets can work without governance is to invite economic decline in
international trade and investment. To fail to recognize the many
different roles that military power plays in sustaining the American
empire, especially as a substitute for supranational political-military
authority, is to risk unhinging the present international political and
economic order.
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So much for “where we are.” Now we must deal with the rest of
Lincoln’s formula by looking forward.

“Whither We Are Tending”

Exploring two major issues is the best way to learn “whither
we are tending.” The first is the durability of the internal structure
of this new international regime, and the second is how its relations
with the large part of the world outside the empire will affect its
durability.

Internal Factors

If sheer quantity of power is the measure of how long the Amer-
ican empire will last, the answer has to be for a long time, perhaps
several centuries, using past empires as a measure. None has en-
joyed such a preponderance of power, not just regionally but also
globally. Nor has any been able to create the economic growth that
the American empire has over the past half-century, not just within
the United States but also in most of those states claiming some kind
of membership or association with the empire. If one falls back on
theories of “realism” in world politics to predict the durability of
the American empire, then one can make an argument that it is
unstable and will soon be “counterbalanced” by other powers; or,
using the same theory, one can argue that it will endure for a long
time.1 The latter conclusion has much more evidence to support it,
if only quantitative measures of power are considered.

As we have shown throughout this book, however, other factors,
particularly institutional arrangements, contribute to the stability of
the American empire, in particular the nature of the economic sys-
tem, universities, elite and mass media, and some aspects of culture.
Unlike in traditional empires, the member states in this new Liberal
empire have a strong stake in its durability. The United States can-
not be indifferent to their welfare without endangering its own. The
resulting centripetal forces are peculiar to this new type of empire,
allowing it to avoid the costs of coercion to contain centrifugal
forces that have characterized all traditional empires.

Demography, as we explained in Chapter 4, also favors the du-
rability of U.S. leadership within the empire. The birth rate and
immigration create population growth in the United States that is
not matched either in Japan or in Europe. Although Liberal insti-
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tutions are key to economic growth, so is a population that increases
in numbers and is educated and thus efficiently utilized, and that
is the case in the United States. Population growth without educa-
tion and efficient utilization can be a detriment, as is the case in
parts of Africa, India, and China. Barring a major catastrophe, the
favorable trends in the United States cannot be altered quickly; nor
can adverse demographic trends be changed quickly in other coun-
tries except by massive migrations or plagues.

When we go beyond these quantitative and paramechanistic in-
stitutional factors, however, we begin to see that the role of volun-
tarism in the behavior of American leaders is critically important.
The United States faces no serious challengers for its leadership
position in the world, but that does not prevent U.S. leaders from
destroying the empire.

The American constitutional drafters assumed avarice and am-
bition on the part of all Americans, especially political leaders. Thus
they used the device of separating executive, legislative, and judicial
powers to provide checks and balances. They inherited another de-
vice—ideology. It derived from the Protestantism that early Ameri-
cans brought from Europe, and it was perpetuated both in churches
and public education on civic virtues. The American scholars James
Q. Wilson and Edward C. Banfield called them “public regarding
values” in contrast to “private regarding values.”2 In other words,
the ethic of making personal sacrifices for the public good helps
restrain avarice and ambition. To be sure, separation of powers has
carried far more of the load in checking the destructive behavior of
leaders than has the ideology of public-regarding values. Moreover,
Wilson and Banfield observed that the large immigrations into the
United States at the beginning of the twentieth century brought in
people whose ethic put private-regarding values and ethnic-group
interests before public values, increasing the levels of corruption in
the politics of the urban centers to which they came. Over a gen-
eration or so, however, the offspring of these new immigrants ab-
sorbed some of the public-regarding ethic, easing the clash of polit-
ical cultures.

Today, some observers warn that recent immigrants are being
taught to resist the old American ideology by fashions of “political
correctness” and fads of “cultural diversity.” They identify what can
be described with Huntington’s phrase, a domestic clash of civili-
zations.

Both devices, separation of powers and public-regarding ideol-
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ogy, are vitally important to the constitutional stability of the United
States. They are barriers to the abuse of public power that could
lead to tyranny. What are the devices at the international level that
sustain the quasi-constitutional character of the American empire?
What keeps U.S. leaders from abusing the vast power at their dis-
posal?

The American empire is by no means a replica of the U.S. federal
government. There is no clear balance among three governing
branches. Power has been checked not by separate branches of gov-
ernment but by the willingness of American leaders and voters to
put international Liberal institutions ahead of narrower U.S. na-
tional interests. American presidents have, for the most part, acted
as though they were checked by some kind of international legis-
lature and high court.

Here we confront the most serious danger to the American em-
pire. The power of its leaders is limited primarily by their ideol-
ogy—that is, by the Liberal norms that guide their use of that power.
No other means exists of checking them. Nor can a set of rules be
devised to assure that leaders do not misuse that power, either by
intent or poor judgment. In any case, the best of intentions are not
always a sound guide to such rule-breaking policies, and good in-
tentions have justified policies damaging to the empire.

Probably no other variable will prove as significant for the du-
rability of the American empire as leaders’ decision making. Other
variables may surprise us: an ecological disaster, a massive nuclear
weapons attack, or a meteor from outer space might trigger the de-
cline of the United States. While overcommitment of military forces
is not nearly the danger that many observers believe, gross misuse
of military power in parts of the world that promise little return for
the effort could erode U.S. hegemony in the world.

President Bush’s invasion of Iraq in 2003 and all of the diplo-
macy related to it appear to constitute a severe test of this propo-
sition. If the eventual outcome of that war is constructive for the
norms of the American imperial system, then the president’s uni-
lateral actions will have been justified. As we explained in Chapter
2, his father’s strong-arm diplomacy in 1990, leading to the reuni-
fication of Germany within NATO over the adamant objections of
several NATO countries, especially Britain and to a lesser degree
France, proved highly constructive for Europe. The same was true
of the Persian Gulf War in 1991, though in this case U.N. Security
Council support and broad international assistance in the forms of
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money and forces reduced the costs of that war to the United States
to a trivial level and ensured that it was not perceived as a unilateral
U.S. action, even though the war effort was managed by the United
States.

The 2003 war in Iraq, by comparison—still ongoing as of this
writing—has already cost well over $100 billion and will undoubt-
edly cost much more. Moreover, whether it will ever be won in the
sense of transforming the politics of Iraq—the president’s stated
goal—is doubtful. The war also makes a long-term conflict with a
large part of the Arab and Muslim world virtually inevitable. One
may argue that Osama bin Laden’s attacks on the United States in
September 2001 made it so in any case, but one cannot claim that
strong support from most of the members of the American empire—
abundant for the war in Afghanistan against bin Laden and his Tal-
iban supporters, including frommany Arab states—was forthcoming
for the invasion of Iraq. Nor can one argue that the war in Iraq has
improved transatlantic ties within NATO. On the contrary, repairing
the damage the Bush administration has done to those ties will take
years of sustained effort.

The final outcome, of course, could disprove these assessments.
If Iraq were to emerge as a stable state with a moderate regime will-
ing to cooperate with the United States, and if other regional states
such as Syria and Iran were to do the same, the American empire
would emerge even stronger.

On the transatlantic front, a number of states that opposed the
invasion of Iraq have already begun struggling to restore good ties
with Washington. That demonstrates a major proposition of this
book: U.S. power is so overwhelming that trying to counterbalance
it simply does not pay. But it does not prove that the administra-
tion’s policy in Iraq and its handling of relations with NATO from
the day it came to office has been wise or constructive for the Amer-
ican empire. On the contrary, it warns that U.S. leaders can, through
demagoguery and poor strategic judgment, deal the empire highly
damaging blows, even fatal ones.

Some observers may believe we dismiss too easily the possibility
that the European Union will challenge U.S. leadership in the
world.3 Possibly it will, but it must first achieve full political inte-
gration. To date there is no example of the successful integration of
two dozen nationalities, each with its own territory, in a Liberal
regime. If, however, the EU were to achieve integration against such
odds, it would, as explained in Chapter 3, still face obstacles to
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becoming a first-class military power. As suggested in Chapter 2,
full political and military integration of the EU, if it leads to a Lib-
eral regime, should not be a threat to the American empire but rather
a complement to it, a leader of the empire in the event the United
States falters. That need not be bad for Americans.

Another kind of uncertainty confronts predictions about the du-
rability of American power. The rate of economic development and
technological advancement in premodern times was low and irreg-
ular. Powerful regimes have existed for long periods in several
regions of the world over the past five thousand years. Some of them
achieved remarkable feats of engineering construction and admin-
istrative reach that required considerable scientific knowledge and
technology, but they soon faded away, taking their advances with
them. Since the 1400s scientific and technological knowledge has
advanced steadily, not just arithmetically but geometrically. As
pointed out in Chapter 1, economic development followed a similar
path until the sixteenth and seventeenth centuries. Since that time,
it has proceeded at remarkable rates. Joseph Schumpeter explains
capitalism as propelled by innovators, not by market equilibrium,
and much historical evidence supports his theory. His capitalism is
revolutionary, constantly tearing apart older economic enterprises
and bringing growth through new and more innovative ones.

Will this exponential economic growth and scientific advance-
ment continue indefinitely? Will it be accompanied by the same
creative destruction of the past four centuries? If so, the rates of
change may even be hyperbolic. Thus linear extrapolations about
the durability of American power are indeed hazardous. They are
bound to miss the timing. Without nearly as great a power monopoly
as the United States has today, other empires lasted for several cen-
turies. The destructive nature of economic and technological change
today could bring the erosion of power at faster rates than it was
created.

A more optimistic way to look at the durability question is with
the concepts elaborated in Chapter 1 about an increasing returns
process causing institutional lock-in and thereby creating path de-
pendence for countries with poor levels of economic performance.
Liberal regimes, as Douglass North describes them, provide third-
party enforcement that reduces transaction costs, prompts corrective
feedback information from markets, and yields much higher rates of
economic return. Do such regimes also experience a lock-in to Lib-
eral institutions? If so, then the fortunate few Liberal regimes within



210 CONCLUSION

the American empire have a lock on their economic lead that is
unlikely to be broken over the next century or so.

The historical evidence that path dependence yields poor eco-
nomic performance extends back many centuries. The evidence for
Liberal regimes is much shorter, since they first began to appear in
the late sixteenth century (excepting, of course, small city-states like
Venice), initially in Holland, then Britain and North America. Much
of Western Europe followed in the late eighteenth and early nine-
teenth centuries; Japan joined in the late nineteenth century. Al-
though the economic lead has shifted somewhat among these Lib-
eral states, it has remained exclusively within their three regions—
North America, Europe, and Northeast Asia.4

Less sanguine about the durability of these Liberal economies is
Mancur Olson’s theory of why nations decline. He examines the
economic performance record of many countries, concluding that
all suffered economic decline over time.5 Although their markets
work effectively at first, small groups organize to gain advantages
through laws and regulations that bias markets in their favor. As
such interference with competitive pricing accumulates over time,
it undercuts the market’s efficiency, causing economic decline.

This analysis suggests that Liberal regimes with competitive
markets are not locked into path dependence in the way that poorly
performing countries are. Political competition in Liberal regimes
produces rules that distort corrective feedback from markets. De-
cline, therefore, is certain.

David Cameron has challenged Olson’s theory on both logical
and empirical grounds, throwing considerable doubt on the reli-
ability of the theory for generalizing about economic decline.6 Olson
is really arguing that corrective feedback slowly but surely dries up
in market economies as a result of the political behavior of small
groups. Cameron shows that significant corrective feedback leaks
through even where the social and organizational rigidities appear
to be strong.

Perhaps “business cycles” offer a way out of this seeming para-
dox. The down phase of a cycle destroys some of the rigidities and
restores corrective feedback from markets. Still, the quite different
results from business cycles in East Asia, Europe, and the United
States suggest that social rigidities are not cut back to the same de-
gree everywhere. The savings and loan scandal in the United States
in the 1980s prompted action to remove the advantages these insti-
tutions had enjoyed and abused. In Japan, such action has not been
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taken although the banks’ nonperforming loans are vastly larger.
Sooner or later Japan will have to act if it is to forestall economic
decline. The more recent business failures in the United States—
Enron, Arthur Andersen, Global Crossing, WorldCom, Adelphia Ca-
ble, and so on—are corrective of the accumulation of inefficient cap-
ital investments, as well as of accounting fraud, made in the 1990s.
In other words, they are signs of corrective feedback in the U.S.
market, even if they seem excessively tardy. In many other countries
in Europe and Northeast Asia, governments often subsidize unprof-
itable firms rather than allow them to fail. Thus periodic failures
and bankruptcies are an indication of a stronger market system in
the United States than in those countries.

While the record shows that business cycles can correct ineffi-
cient allocations of capital investment, it does not prove that gov-
ernments are compelled to restore the health of their corrupted
third-party enforcement performance. Olson’s theory explains how
better-organized and powerful minorities intervene in the legislative
process to bias third-party enforcement. If business cycles have the
effect of catalyzing political action to remove those biases, then eco-
nomic decline can be averted. If they do not, then it will not be
averted in the long run. If the U.S. government acts to improve third-
party enforcement, accounting rules, oversight for auditors, and re-
sources for regulatory agencies, then its economic vitality will be
sustained after a period of corrective recession. If it does not, then
its economic performance will be poorer.

In the context of the institutions of the American empire, outside
pressures are sometimes brought to bear to impose corrective feed-
back on economic policy making. The IMF and the World Bank have
leverage they try to use for that purpose. Serious disagreement ex-
ists, of course, on whether IMF and World Bank pressures actually
impose corrective policies (negative feedback) or error-exacerbating
policies (positive feedback).

It is therefore impossible to say whether path dependence for
Liberal countries is stronger or weaker than for non-Liberal coun-
tries locked into ineffective institutions, but to hazard a guess, it is
probably weaker. Long-term economic effectiveness, the sine qua
non for the durability of the American empire, depends a great deal
on policy makers. Third-party enforcement, once established, can-
not be taken for granted thereafter. Sustaining it is a constant battle
because businessmen persistently organize and scheme to under-
mine it for their personal and corporate interests.
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Although no confident predictions are possible about the dura-
bility of American power, conditional ones can be made. If reason-
ably effective third-party enforcement can be sustained, not just
where it concerns U.S. domestic economic activities but also at the
supranational level within the American empire, then U.S. power
can endure for a long time. This means, of course, reinforcing the
quasi constitutionalism embodied in the international organizations
established by the United States. When military power is required,
multilateral military coalitions are always preferable for the added
legitimacy they provide in backing supranational third-party en-
forcement.

External Factors

At least two sets of major threats from without confront the
American empire, and critics suggest that these might be capable of
undermining or catalyzing the empire’s decline. First, some claim
that the United States has paid insufficient attention to terrorism,
proliferation of weapons of mass destruction, information warfare,
and other such so-called asymmetric threats. Second, other critics
cite the political and moral tensions created by the empire’s posses-
sion of three-quarters of the world gross product for consumption
by less than a fifth of the world’s population. They also point to
what they feel is an inadequate U.S. response to such health crises
as the spread of HIV in Africa, Asia, and elsewhere in the third
world. These global social problems, the theory goes, stir the moral
and political indignation that motivates terrorist groups.

We do not deny these threats and dangers, or the fact that they
can cause pain and damage to the United States and its allies. But
the salient question is whether these issues present a threat serious
enough to cause the decline of the American empire.

Consider the terrorist threat. Al Qaeda’s attacks on the World
Trade Center and the Pentagon were tragic for the approximately
three thousand victims and their families—cataclysmic for many of
them. For the strategic position of the United States, however, the
attacks did only minor damage. Moreover, the U.S. military reaction,
carrying the war to Afghanistan, where Al Qaeda and its Taliban
sponsor have been decimated with little loss of U.S. military per-
sonnel, has reinforced the world’s understanding of the immensity
and reach of U.S. military power. The campaign certainly reinforced
for the Russian and Chinese general staffs the impressions they got
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from the Persian Gulf War in 1991. An indirect consequence of the
9/11 attacks has therefore been to enhance the image of American
power in the world by accenting some of its capabilities.

Additional Qaeda attacks may occur, but they cannot destroy the
American empire. Terrorist organizations, even if they acquire and
use weapons of mass destruction, can be no more than painful nui-
sances. They do not even rival ordinary crime or drug trafficking in
the United States as problems.

They can, however, prompt U.S. leaders to make unwise deci-
sions in pursuing military operations against them, in treatment of
American military allies, and in management of both the U.S. and
the global economy. The serious threats in the post–9/11 era were
also present in the pre–9/11 era.

As pointed out in the introduction, terrorism is a tactic and not
an enemy. This observation clarifies the dangers of wars against ter-
rorism. The United States, by any legal definition of terrorism, has
been among the largest sponsors of terrorist operations since World
War II. It has supported liberation movements in Afghanistan
against Soviet occupation and against communist regimes in Central
America, Southeast Asia, and elsewhere. From the American view-
point, the forces carrying out these operations were “freedom fight-
ers,” not terrorists.

This elementary point needs repeating because of the vast
amount of misleading rhetoric in the United States since 11 Septem-
ber. Al Qaeda is an enemy, and it can be either defeated or reduced
to trivial levels of operation. To trumpet terrorism as a worldwide
scourge, however, is to confuse the public and misdirect diplomacy.
U.S. leaders need to stay focused on specific countries and groups
(“nonstate actors” is the misleading new jargon), not on emotionally
loaded terms and slogans.

So-called terrorist groups will certainly try to exploit weapons
of mass destruction, especially biological and nuclear. The spread
of technology has never been stopped more than temporarily in the
modern world. If terrorists succeed in carrying out an attack with
weapons of mass destruction, then the United States and its allies
will have to deal with the damage, but such a successful attack
would not mean that the attacking group had defeated the United
States or even caused strategically significant damage. Only impru-
dent U.S. reactions to such actions can do that, especially those that
could split the United States from its military and political allies,
the members of the empire.
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The second external source of challenges and uncertainties
arises from the very large portion of the world’s population living
in countries outside the empire, about 83 percent, who consume less
than 30 percent of the world gross product. Moral indignation about
this inequity will continue to be a major factor in world politics, as
it was throughout the Cold War and even earlier. Liberal societies
have developed and tried many kinds of welfare transfer programs,
private and public, over the past two centuries, all inspired by the
broadly shared desire to soften the plight of the impoverished.

A critique of the issues involved and the validity of the popular
assumptions about global poverty cannot be provided in a few par-
agraphs, but a few disturbing facts can help us avoid illusions about
“what to do and how to do it” in dealing with such vast inequities.

In the postwar era, government foreign aid programs were initi-
ated by the United States. Japan, Western Europe, and several other
countries soon followed with programs of their own. Churches and
religious organizations have a much longer record of missionary
work that has continued and expanded. A few secular organizations
that provide aid to the world’s poor predate World War II, but in
the postwar era the number of such nongovernmental organizations
has risen rapidly. International organizations within the United
Nations, the World Bank, and several regional international banks
have also contributed to welfare transfers, but in many of these the
aim has been to promote economic development.

For all of the wealth transfers through these many programs,
public and private, the record of improving life and economic per-
formance among the 83 percent of people living outside the Amer-
ican empire is poor. Humanitarian aid programs to regions afflicted
with wars often have the effect of prolonging conflicts by uninten-
tionally feeding the armies of one or both sides. Economic devel-
opment aid, the great hope of several American presidents and
many American economists, has a disappointing fifty-year record. It
has, of course, helped victims of famine and provided shelter to
some of the world’s poor, but it has not put them on the road to
sustainable development.

The explanations of economic growth in Chapters 1 and 5 make
the reasons for this poor record obvious. Capital assistance to coun-
tries without constitutional orders and governments that provide
third-party enforcement cannot sustain economic growth. In fact, it
makes matters worse. Moreover, where effective institutions exist, di-
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rect economic assistance to governments is seldom needed. Commer-
cial banks and international capital markets readily supply capital.

How will the American empire cope with this morally disturbing
reality? As we emphasized in Chapter 1, modern Liberalism has
deeply religious roots in the Protestant Reformation. The same
moral impulses that defend the autonomy and inalienable rights of
the individual also inspire sympathy for the world’s poor and down-
trodden masses. The American public has repeatedly refused to sit
by while such poverty existed. It has shipped hundreds of billions
of dollars of aid in many forms to third world countries since World
War II. At the same time, it has also seen very little result for that
large transfer of wealth. While the average income level in South
Korea, starting at the same level of several sub-Saharan African
states, has increased by a factor of twenty-five, income has not ap-
preciably grown in any of those African states. Latin America and
Southeast Asia have a better performance record but no promise of
reaching first world levels.

The cruel fact is inescapable: aid programs have assuaged the
consciences of the publics in wealthy Liberal countries, but they
have done little or nothing for the world’s poor. The major cause of
this sad outcome is as evident as the failure of the aid programs
itself: indigenous political institutions that stubbornly sustain per-
verse path dependence. No amount of aid will overcome the capac-
ity of such institutions to squander it.

The third world’s greatest shortage is not food, clothing, and cap-
ital. It is effective government. Effective government would encour-
age the production adequate food, clothing, and capital savings.
Meeting this shortage has to be among the greatest challenges facing
the American empire in the decades ahead. The United States has
long tried to cultivate effective government in many countries but
with little success except where its military forces have remained
for many decades and U.S. officials have effectively imposed Liberal
institutions on the local society. This expensive method is simply
not feasible for such a large part of the world. Moreover, the United
States could better help the third world by merely abolishing all of
its tariffs than it has with all its economic aid.

Some observers insist that this inequitable distribution of income
inspires groups such as Al Qaeda. Perhaps it plays some role, but
the causal linkages to poverty turn out, on closer examination, to be
tenuous if they exist at all. Vast wealth from oil production did not
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mitigate radical groups’ behavior in the shah’s Iran, nor does it dis-
solve political radicalism in the Arab oil-producing states. More-
over, Osama bin Laden is from one of Saudi Arabia’s wealthiest fam-
ilies, and all of the hijackers on 9/11 were from relatively privileged
backgrounds.

The clash between traditional values and modern ones brought
by Western influences and wealth provides a better explanation.
While it is tempting to say that if wealth were equitably distributed,
anti-Western groups like Al Qaeda would decline and disappear, it
is simplistic to believe so. We know well that reactions against mod-
ernization are unavoidable, and we know that the political leaders
who exploit those reactions often include beneficiaries of that mod-
ernization.

There is a strong objective case for concluding that it would be
wiser to ignore the third world’s impoverished masses. The impact,
however, both domestically and internationally, on the United
States’ moral reputation would be unacceptably damaging. But to
continue the same old ineffective aid programs is not a promising
alternative, either, because their fecklessness, once acknowledged
only by a few serious scholars, is ever more widely recognized.7

This issue has come to embrace more than economic develop-
ment in the poor regions of the world; now it also includes ecology,
demography, globalization, and other such problems. American he-
gemony does not make such problems easier to solve, but it does
make them increasingly unwise for the United States to ignore.

“What to Do? How to Do It?”

As Clausewitz pointed out, “Everything in strategy is very
simple, but that does not mean that everything is very easy.”8 The
things “to do,” therefore, are simple to point out, but that does not
mean that “how to do them” is obvious or easy. The following list
emerges conspicuously from our analysis. The first four recom-
mended policies are in priority of importance, and the fifth is crit-
ical for accomplishing the others.

1. Guard, maintain, and sustain America’s Liberal institutions. They
are the key to American power because they promote trust, give
citizens a stake in the state, reduce political and economic trans-
action costs, and provide corrective feedback for adjusting and im-
proving government policy making and private-sector economic
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decision making. The periodic upheavals and changes they pro-
mote are the price we must pay for avoiding decline.9

2. Maintain and steadily improve U.S. military power. As long as U.S.
economic performance remains healthy, the cost of sustaining U.S.
military global hegemony is easily bearable. It should be consid-
ered an overhead cost, not just for the security of the United States
but also for the security of the twoscore states within its Liberal
empire.

3. Cultivate Liberal institutions—political, economic, and military—
as the organizational context and ideological standard for inter-
national relations. Foremost, consider America’s allies, especially
the majority that are mature constitutional states, as full stake-
holders in the empire. That means allowing them to influence U.S.
policy making and strategy, though not always to make policy and
strategy. If U.S. allies back Liberal international institutions, the
far more numerous states outside the empire will find it difficult
not to abide by them as well. The resulting drop in transaction
costs for sustaining the empire is a key source of its immense and
widely shared wealth. It is especially important for the United
States to support and abide by international economic rules, such
as those of the WTO.

4. Rethink the promotion of democracy in countries that have not yet
achieved Liberal breakthroughs. Encouraging “waves” of new de-
mocracies has not brought “waves” of new constitutional regimes,
and it may have blocked the emergence of a few. Violence and
civil war are more often the precursor to Liberal breakthroughs
than are regular elections. A period of direct U.S. military rule
followed by a few decades of continued military presence is the
only way we can be reasonably sure that a Liberal regime will take
root. Collaborative peacekeeping under which the United States
does not provide the majority of the military forces and make the
rules, as in Bosnia, Kosovo, Afghanistan, and Iraq, is a formula for
failure. It fails to deracinate extant illiberal institutions, encour-
ages illiberal democracy, and ensures political and economic stag-
nation.

5. Recognize that the U.S. government is not just responsible for the
United States but has also become a metropole for many other
countries. Overwhelming wealth and power bring equally large re-
sponsibilities. In the decades since 1945, Washington has become
the focus for many foreign states seeking to be heard, to gain Amer-
ican support, to influence foreign and domestic policy, and to
share the protections and benefits of the American empire. The
unbridled emotions of American patriotism are easily provoked
against this larger governing responsibility; yet those emotions re-
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flect the psychological component of U.S. military power, without
which it declines to nothing. The two competing demands, how-
ever, pay handsomely if both are met in a balanced fashion.

The durability of the American empire cannot ultimately be pre-
dicted, but the resources and other advantages at U.S. disposal and
the unique character of this international regime provide an en-
couraging prospect that it will be long lasting.



Appendix
The Debate to Date

Forecasts about the rise and decline of the United States in
the postwar era are not peculiar to the end of the Cold War. They
go back several decades.

In 1967 Jean-Jacques Servan-Schreiber, one of France’s most bril-
liant minds, predicted in The American Challenge that by 1980 the
United States would “hold a monopoly on the technological and
scientific components of modern power” in a world where the
Boeing 2707 would rule the supersonic skies above while American
industry in Europe would dominate local manufacturers below.1 Al-
though the United States was indeed the world’s leading technolog-
ical power in 1980, as it has been ever since World War II, Europe
in 1980 was not some underdeveloped continent in the shadow of
the American colossus. On the contrary, the European states in 1980
were rich, technologically advanced, and politically stable.

While some, like Servan-Schreiber, predicted America’s rise, it
has been more common, especially in the United States, to think
that American dominance in the immediate post-1945 decades was
caused by the exceptional situation resulting from the devastation
of Europe and Japan during the world conflict. Gradually America’s
relative power would decline as Europe and Japan recovered. By
1975 Robert Gilpin had already taken into account, in U.S. Power
and the Multinational Corporation, the “relative decline of Ameri-
can power and the emergence of new centers of economic power in
Europe, Japan, and elsewhere.”2 Richard Rosecrance, in America as
an Ordinary Power, noted in 1976 that “America has become an
ordinary country in foreign relations.” Still first among equals, “her
role as maintainer of the system is at an end.” Like others, Rose-
crance focused on the “foreign policy deficits” of the United States,
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which left it bearing the burden of empire while Japan and Europe
devoted their energies to economic development.3 Henry Kissinger’s
vision, during his service in the Nixon administration, that the
world was moving toward a pentapolar system—the United States,
the Soviet Union, China, Japan, and Europe—reflected this belief in
the gradual decline of American power.

The concern expressed by Rosencrance that the United States
could not fund its foreign and military polices was a recurrent
theme in the 1980s. James Chace, in his 1981 book Solvency, also
argued that the United States, partly because of its overseas military
commitments, had underinvested in its economy compared with
other nations.4 In 1982 Mancur Olson designed a theory in The Rise
and Decline of Nations to explain why countries decline. Special
interest groups organize to pass legislation and regulations that cre-
ate “rigidities” that obstruct market forces and hurt performance.5

Over time, the cumulative effect is national decline. While Olson
addresses the general problem of decline, his theory’s relevance to
the United States drew public attention, along with two pessimistic
books published in 1987. The first, Yale historian Paul Kennedy’s
Rise and Fall of the Great Powers, concluded that, like many pre-
vious great empires, the United States was suffering from “imperial
overstretch” and could not maintain its imperial status, in part due
to the unsustainable cost of its military establishment.6 The second,
David Caleo’s Beyond American Hegemony, also saw a declining
America: “The United States is markedly weakening in relation to
its own allies, the Soviets, and the rest of the world.” Caleo, like
Kennedy, pointed the finger at America’s large military expenditures
and argued that though “America is not sinking, the rest of the
world is rising,” forcing America to accept a more “plural structure”
in international relations.7 Joseph Nye, a Harvard professor who
served in the Clinton administration, wrote in 1990, “There is no
doubt that the United States is less powerful now at the end of the
twentieth century than it was in mid-century.”8

Others argued that hegemony was unsustainable in the absence
of major wars. In 1984 Robert Keohane explained in After Hegemony
that after World War II, “Henry Luce’s ‘American Century’ was un-
der pressure after less than twenty years.” Keohane predicted, along
lines familiar to proponents of “realism,” that “hegemonic leader-
ship is unlikely to be revived in this century for the United States
or any other country. Hegemonic powers have historically only
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emerged after world wars; during peacetime, weaker countries have
tended to gain on the hegemon rather than vice versa.”9

Most declinists, however, believed that the Cold War masked
America’s relative loss of strength. The primacy of the East-West
confrontation and U.S. military power kept other capitalist states in
a position of weakness and dependence on the United States. But
once the Soviet Union broke up, American hegemony even within
the Western community would be rapidly challenged. Robert W.
Tucker and David Hendrickson explained in 1992 in The Imperial
Temptation that American power had diminished because the se-
curity dimension of the U.S. alliances was less relevant with the
demise of the Soviet Union. The U.S. economic position had de-
clined, with “little evidence that this decline might soon be arrested,
let alone reversed,” and thus the United States was becoming less
powerful.10

Others argued that the competition had moved from the
political-military realm (United States vs. Soviet Union) to the eco-
nomic one (United States vs. European Union vs. Japan), in which
the United States was in a weaker position. Lester Thurow of MIT
proclaimed in 1992 in Head to Head that “without a pause, the
contest has shifted from being a military contest to being an eco-
nomic contest” and that “in the next century the United States will
be just one of a number of equal players.”11 Thurow saw the United
States as particularly ill-equipped in its competition with its new
European and Japanese rivals. The MIT Commission on Industrial
Productivity had in 1989 warned about America’s poor industrial
performance.12 Paul Kennedy, in his 1993 book Preparing for the
Twenty-first Century, explained that the United States had weak-
ened itself because “while engaging Moscow in an expensive arms
race, America has had to compete for world market shares against
allies like Japan and Germany which have allocated smaller per-
centages of the national resources to the military, thus freeing
capital, personnel, and R&D for commercial manufacture that
has undermined parts of the American industrial base.”13 As men-
tioned previously, Samuel Huntington in 1993 foresaw that eco-
nomic conflicts between rich countries would undermine U.S.-led
alliances. He wrote that the United States and Europe “have deeply
conflicting interests over the distribution of the benefits and costs
of economic growth and the distribution of the costs of economic
stagnation or decline” and noted that economic power would gain
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in importance as military conflict between major states became less
likely. Being relatively weaker in the economic field than in the
military one, America’s weight in the world would thus decline.
Huntington concluded that “the threat to American primacy from
Japan is serious,” and warned against a future challenge from Eu-
rope, too.14 Ronald Steel, the author of several books on U.S. foreign
policy and biographer of Walter Lippmann, wrote in 1995 that with
the end of the Cold War the new contest had moved to the economic
plane. “With our chronic deficits, weak currency, massive borrow-
ing, and immense debt,” Steel wrote, the United States was not
much of a superpower in that realm and he predicted that U.S. in-
fluence would consequently decline.15 Chalmers Johnson, an icon-
oclastic observer of Japanese politics, made an even more forceful
argument, explaining that Japan’s “capitalist developmental state”
had defeated the American economy, based on classical free-market
principles. “The Cold War is over and Japan won,” proclaimed John-
son.16

It became clear in the late 1990s that American primacy had
survived the collapse of the Soviet Union. But for some observers it
was a brief “unipolar moment” that would soon be eclipsed by the
rise of China, India, Russia, a united Europe, and others.17 Some,
like Charles Kupchan, called for gradual switch to multipolarity and
also questioned whether American voters would continue to will-
ingly foot the bill for an arrangement that “saddles the United States
with such a disproportionate share of the burden of manning the
international system.”18 William Pfaff, a noted American columnist
based in Paris, also predicted the end of America’s hegemony. In
his essay “The Question of Hegemony,” he argued that with the end
of the Cold War and China’s transformation into a relatively benign
power, “the alliance system lost what had been its compelling ra-
tionale, along with, potentially, its legitimacy.” Thus, sooner or later,
the American position would be challenged because “it is in the
nature of an hegemonic system to generate opposition, as well as its
own eventual replacement.”19

Others, however, saw the United States’ preeminence as more
than a brief unipolar apotheosis. Even before the formal end of the
Cold War, Samuel Huntington, in a Foreign Affairs article in the
winter of 1988–89, noted that the United States was a uniquely pow-
erful nation, endowed with a “peculiarly multidimensional”
strength that ranged from population size and economic develop-
ment to military might and ideological appeal.20 Ben Wattenberg,



APPENDIX 223

challenging the declinists in a 1990 collection of his syndicated col-
umns, prophesied that the United States was a rising “omni-power,”
set to become the world’s first “universal nation.” Wattenberg iron-
ically entitled one of his columns “The Rise and Fall of Paul
Kennedy.”21 Mortimer Zuckerman, in a 1998 piece in Foreign Affairs
entitled “A Second American Century,” predicted that the United
States, having dominated the twentieth century, would also domi-
nate the twenty-first.22 On the economic front, the National Research
Council’s U.S. Industry in 2000 painted a fairly optimistic view of
American industrial performance, in stark contrast with many of the
dire predictions of the late 1980s and early 1990s.23 In more aca-
demic articles, Ethan Kapstein and William Wohlforth provided em-
pirical data and theoretical explanations for the proposition that
American unipolar hegemony could be a long-lasting state of af-
fairs.24 Zbigniew Brzezinski, in The Grand Chessboard, a book pub-
lished in 1997, took a middle course. While optimistic about Amer-
ican power, he argued that the U.S. share of gross world product
will decline significantly as other economies grow, from 30 percent
to perhaps 20 percent in 2010 and 10–15 percent in 2020.25

In 2001 John Mearsheimer, a strong proponent of “realism” as a
theory of international relations, offered a fundamentally different
picture in his book The Tragedy of Great Power Politics.26 The
United States, according to his analysis, is a regional hegemon, not
a global hegemon, because nuclear weapons prevent the establish-
ment of global hegemony; but the United States has the potential to
block the emergence of any other regional hegemon. Whether it will
use its power in accordance with Mearsheimer’s “offensive realism”
to keep its dominant position, he does not predict, but he believes
that it could.

Over the past four decades the expectations of America’s decline
economically and militarily held sway until near the end of the Cold
War. Since that time, declinists still sound warnings, but more bull-
ish views on the durability of American hegemony have appeared
in the past fifteen years. Our book, of course, falls into this latter
category.

This brief survey by no means includes all the voices in this
debate, but it does track its main outlines, providing the context in
which our own book was written.
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gers University Press, 1953).

2. In order, the authors were Paul Kennedy, Francis Fukuyama, Robert
Mueller, Michael Doyle (with several others as well), Zbigniew Brzezinski, and
Samuel Huntington. Globalization has too many authors to list, although Thomas
Friedman did a lot to popularize it.

3. They include the proponents of traditional power politics, or theories of
“realism,” and proponents of more subjective interpretations of world politics, or
“constructivist” theories of international relations.

4. Nora Bensahel, “The Counterterrorism Coalitions,” unpublished paper for
the Project on Coalition Building and Maintenance, Institute for the Study of Di-
plomacy, Georgetown University, 6 May 2002, p. 1: “Terrorism cannot be ‘de-
feated,’ because it is a tactic, not an enemy.” U.S. support for resistance forces in
Afghanistan against Soviet occupation, for resistance to the communist regime in
Nicaragua, and for many other such actions qualifies as “terrorist” operations by
any legal definition of the term. That is why efforts to draft a law against inter-
national terrorism in the U.S. Senate in 1979 were eventually dropped: no variant
could be devised that the United States had not violated.

5. Nye, Bound to Lead.
6. T. C. W. Blanning, The Culture of Power and the Power of Culture: Old

Regime Europe, 1660–1789 (New York: Oxford University Press, 2002), 121–26.
Blanning quotes Frederick the Great to Voltaire, “I view my subjects like a herd
of stags on some noble’s estate; their only function is to reproduce and fill the
space.”

7. The authors are indebted to Kenneth Maxwell, reacting to an early version
of the manuscript, for the term subversive ideas.

8. We will capitalize the words Liberal and Liberalism where they are used



226 NOTES TO PAGES 11–15

in their original European definition of limited state power and the primacy of
individual rights. We lowercase liberalism when it is used in its contemporary
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and 124, esp. tables 1 and 2.

50. For disability compensation in the Netherlands, see “A Survey of the
Netherlands,” The Economist, 4 May 2002, 7 (U.S. ed).

51. Friedrich Schneider, “The Size and Development of the Shadow Econo-
mies of 22 Transition and 21 OECD Countries,” discussion paper no. 513 (Bonn:
Institute for the Study of Labor [IZA], June 2002), 13, table 3.

52. OECD, Employment Outlook, July 2002, 305, table B.
53. OECD, Employment Outlook, July 2002, 307–9, table C.
54. Anchordoguy, “Japan’s Software Industry.”
55. See, for example, Johnson, Japan, Who Governs?
56. See Duesterberg, “The Japanese Economy in the 21st Century,” 33 (of

English-language original draft).
57. McKinsey Global Institute, Why the Japanese Economy Is Not Growing, 2

(exec. summary).
58. Card and Freeman, “What Have Two Decades of British Economic Reform

Delivered?” 52, table 8, Source U.S. Bureau of Labor Statistics.
59. Heilmann, “China,” 76.
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that U.S. power will be counterbalanced by other countries, but in reaction to
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Anglo-Saxon voting attitudes on public values versus private ones.

3. Charles A. Kupchan, for example, is highly confident that Europe is prac-
tically at the point of being a single political entity and capable of challenging
the United States. See his End of the American Era, especially chapter 4.

4. Australia and New Zealand, of course, occupy another region, but their
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his concept of an “institutions versus ideals gap.” When the gap has become large
at times in American history, protest and other kinds of corrective political action
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Tribalat, Michèle. Faire France: Une Grande Enquête sur les immigrés et
leurs enfants. Paris: Editions La Découverte, 1995.

Tucker, Robert W., and David C. Hendrickson, The Imperial Temptation:
The New World Order and America’s Purpose. New York: Council on
Foreign Relations Press, 1992.

Ueda, Masako. “Banks Versus Venture Capital.” Discussion Paper 3411.
London: Centre for Economic Policy Research, 2002.

United Nations Educational, Scientific and Cultural Organization.
UNESCO Statistical Yearbook. Paris: UNESCO (various eds., 1970–99).



274 BIBL IOGRAPHY

United Nations Population Division (U.N. Secretariat, Department of Eco-
nomic and Social Affairs). Replacement Migration: Is It a Solution to
Declining and Ageing Populations? New York: United Nations, 2000.
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Lévi-Strauss, Claude, 172

Lewis, Joe, 200
liability laws, 157
Liberal empire. See American em-
pire

Liberal institutions, 11–13, 204; and
American power, 216–17; in Asia,
152–56; and economic develop-
ment, 24–28, 29, 31–33, 44–46,
126, 149–56, 209–10; and taxa-
tion, 33–35

Liberalism, 40–41; and democracy,
12–18, 227nn.19, 23; in Europe,
22–23; religious roots of, 14. See
also constitutions

Lincoln, Abraham, 1, 204
Lithuania, 40, 55
Locke, Gary, 113
Los Angeles, California, 104
Lott, Trent, 109
Lu, Xiabo, 151
Luce, Henry, 220
Lundestad, Geir, 39, 40

MacArthur, Douglas, 76
Macedonia, 87
Magna Carta, 13–14
Manhattan Project, 105–6, 191–92
market economies: Liberal institu-
tions in, 31–33, 41; regulation of,
27–28; taxation in, 34–35. See
also economic development

Marx, Karl, 18, 228n.37
mass culture, influence of U.S. on,
200–203

McCaffrey, Barry, 235–36n.22
Mearsheimer, John, 223
Meiji Restoration, 21
Mexico, 40, 41, 50. See also Latino
immigrants

Miami, Florida, 104, 107
military, U.S.: air forces, 68–71; al-
lies of, 89–90; and American
leaders, 91–93; assessment of, 67–
68; casualty levels acceptable to,
93; as economic benefit to other
countries, 46, 55–59; educational
level of, 81–82; and global bal-
ance of power, 158–60, 217; in



282 INDEX

military, U.S. (continued )
governance role, 86–89, 96;
ground forces, 71–74, 78–79; im-
pact of withdrawal of, 56–59; in-
dustrial base supporting, 84–85;
intelligence capabilities of, 82–84;
joint operations, 75, 76–77; mis-
sions for, 85–89, 95–96; naval
forces, 74–76; power gap with
military of other countries, 64–67;
recruitment for, 93–94; role of, 6,
53–59, 91–96; and scientific re-
search, 191–92, 194–95; Special
Forces of, 74; spending for, 64–
65, 90–91, 95; strategic lifts em-
ployed by, 70, 77–80; tanks em-
ployed by, 72, 74; training of, 73,
80–81; unilateralism of, 62, 89–90

military governance, 6, 86–89
Mill, John Stuart, 17
Mineta, Norman, 113
Mitchell, George, 113
Mitterrand, François, 237n.40
monopolies. See antitrust law
Moore, Gordon, 180
Morgenthau, Hans, 172
Moynihan, Daniel Patrick, 107
Muslim immigrants, mixed attitudes
toward, 110–11, 118

Nader, Ralph, 113
Nasser, Jack, 113
National Archives, 198
National Training Center (NTC), 80
NATO. See North Atlantic Treaty
Organization

neoclassical economic theory, 23–28
Neumann, John von, 172
New York, New York, 4
New Zealand, 37, 40
news media, American: dominance
of, 196–99, 202; in foreign mar-
kets, 197; government-supported,
198; influence of, 199; technology
as factor in, 199

Nicaragua, 87
Nimitz, Chester, 76
Nobel laureates, 189; immigrants to
U.S. as, 104, 105

North, Douglass C., 24–26, 28–29,
55, 60, 209, 228n.41, 229n.45,
231n.10

North American Free Trade Agree-
ment (NAFTA), 40, 41

North Atlantic Treaty Organization
(NATO), 2, 36, 39–40, 55, 57, 61,
88; military spending of, 64–65;
U.S. relationship with, 89–90, 93

Northwest Ordinance, 43, 231n.10
Nye, Joseph, 3, 220

Olson, Mancur, 58, 210, 211, 220,
230nn.55, 56

O’Neal, Stan, 113
Organization for Economic Coopera-
tion and Development (OECD),
36, 178, 192

Organization of American States, 36
Overholt, William, 132
Owens, Jesse, 200

Papon, Maurice, 164
Parsons, Richard, 113
patents, 191
path dependence, 28–29, 42, 44,
185, 209–10, 211, 231n.10
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