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Introduction

International political economy (IPE) is concerned w1th the political
determinants of international economic relations. It tries to answer
questions such as: How have changes in the intematipnal d{smbutxt?n of
power among states affected the degree of openness in the international
trading system? Do the domestic political structures and vglucs of some
states allow them to compete more effectively? Is the relative poverty gf
the Third World better explained by indigenous politics ar}d economic
conditions in individual countries or by the workings of Fhe international
political economy? When can international economic ties among states
be used for political leverage? ' _

International political economy can be contrasted with f:onvennonal
economics and with security studies. Conventional economists ask many
of the same questions as do students of IPE but their answers are relaFed
to economic factors such as savings rates, labour marl.<ets, or tec.::hm.cal
knowledge rather than political factors like the internanonal.dxstnbunon
of power or the relationship between the state and Fhe ppvate sector.
Students of international security ask different questions like: what are
the causes of war? or when are alliances likely to be stable? but offer
explanations that are similar to those deployed by scholars who work on
international political economy. _

The study of international political economy has been guided almost
exclusively by the canons of what John Searle has labelled the Westem
Rationalistic Tradition which is characterised by the assumption that
reality exists independently of the way in which it is represented by
humans and that the truth of a statement depends on how vu:ell it
conforms with this independent reality (Searle, 1993, p. 57). Tt.xe truth
or falsity of the claims made is totally independent of the motives, the;
morality, or even the gender, the race, or the ethnicity of Lt}e maker
(Searle, 1993, p. 66). International political economy 18 deegly
embedded in the standard epistemological methodology of the social
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sciences which, stripped to its bare bones, simply means stating a
proposition and testing it against external evidence. Students of IPE have
implicitly rejected the sceptical or anti-foundational post-modernist
position which claims that there is no there there; that ‘each society has
its own regime of truth, its general politics of truth’ (M. Foucault quoted
in Rengger, 1992, p. 563).

Some history

During the 1950s and 1960s international relations was concerned
primarily with security. The Cold War dominated the interest of
scholars and the attention of policy makers. International economic
issues were a secondary concern. Between the East and the West,
economic transactions were highly politicised and tightly controlled
while within the West economic disputes were muted. Setting the rules
of the game and achieving the optimal configuration of international
economic transactions were seen as technical issues. There were only a
few isolated scholars working on questions related to the political
determinants of international economic relations. Before the mid-1970s
there were no courses, at least not in the Unites States, called inter-
national political economy.

The attention devoted to international political economy increased
dramatically after 1970 for several reasons, some intellectual and
academic, others related to political events. OPEC and the rise of oil
prices in 19734, the collapse of the Bretton Woods monetary system in
1971, and the demands of the Third World for a New International
Economic Order in the mid-1970s made it clear that the major issues
related to international economic relations could not be explained solely
by strictly economic considerations.

Attention to international political economy was further reinforced
by developments within the academy. The old agenda of international
politics had become exhausted. The most interesting arguments about
nuclear strategy as a rational strategic enterprise had been made by
the early 1960s (Schelling, 1960, 1966). The study of international
organisations had not moved beyond an arid formality expounded
by specialists in international law. Economics, as an academic
discipline, came increasingly to reward its members for expertise in
the development of formal models and to discount institutional
analysis. Hence, in the early 1970s there was an absence of systematic
investigations of increasingly troublesome global economic develop-
ments. The field of international political economy developed to fill this
gap.
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IPE has been dominated by four major perspectives — 1iberghsm,
realism, domestic politics and Marxism. Only the first three will be
discussed in this essay. .

The central debate in IPE has been between liberal and realist gqalysts.
Liberal analysis has focused on the incentives ar.1d opportunmes for
co-operation. Realists have focused on the way in which power pas
influenced both the character of international regimes and conflicts

ecific states. .
amlé))?pgl:rrx)ations which emphasise the interaction be‘:tween domestic and
international politics, the way in which domesuc spuctures, valuf:s
and groups influence international interactions and vice versa have, in
some specific cases, been deeply illuminating, but no one has presented
a coherent general theory.

Liberalism

Liberalism makes the following assumptions. '

1 There are many different kinds of actors %nc.ludmg _state—owned
enterprises, mult-national corporations, publ.xc mtemanon'al organ-
isations, non-governmental organisations, private foundations, and
terrorists, as well as states. '

2 These actors are all rational and calculating but they pursue different
objectives: corporate executives want profits or §ales; the Fulers of
states want security and higher levels of well-being for their popu-
lations; environmental groups want to preserve the ec_o§;.>her-e.
Furthermore, different actors have different power _capabllmes in
different areas; specific actors can influence outcomes in some arenas
but not others. -

3 International relations and especially international po}mcal economy
offer opportunities for everyone to gain at the same tme. Actors are
more concerned with their absolute well-being than with their relative
position vis-d-vis others. . .

The explanatory variable for liberalism is the conﬁguranqn of interests
and capabilities associated with a given issue area; that is, outcor~nes,1
including the creating of institutions designed to secure Pareto optima
outcomes (situations in which no actor can be: made better off without
making some other actor worse off), are a function of the Qreferem‘:es‘ a.nd
capabilities of a variety of different actors concerned with maximising
their own individual utility. .

The evidence that is needed for a liberal analysis invsﬂves speafymg the
relevant actors (states, multi-nadonals, etc.), assesm.ng. their resources
and signifying their objectives (including not only their interests but also
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the constraints and incentives that are presented by existing institutional
structures and other actors).

Every theoretical perspective works with an exemplary problem which is
assumed to be the most important kind of issue in the international
system and which can be analysed using the theoretical tools (assump-
tons, evidence and causal arguments) of that approach. The exemplary
problem for contemporary liberal analysts is market failure; that is,
situations in which the purely individual calculation of interest does not
lead to Pareto optimal outcomes.

Liberalism offers a basically benign image of the global economy.
There are many different actors. They have different interests. There
are opportunities for cutting deals. Everyone can be better off at
the same time. Human ingenuity and intelligence can create new
institutions that encourage behaviour that leads to Pareto optimal
outcomes.

The most important empirical development for all variants of the
liberal perspective is the growth of global interactions. Transportation
and communications costs have dramatically declined because of
changes in technology. These changes have opened many new oppor-
tunities for mutual gain. Automobiles or computers can be assembled
from parts that are produced in many different countries. Billions of
pounds or dollars can be moved around the globe with a flick of a
computer switch. Individuals with e-mail can sit in Bombay, Athens and
Silicon Valley and work on the same software program. The benefits of
an open world economy have increased. More and more actors have a
stake in a stable international economic order.

Liberalism, like all of the major theoretical approaches to IPE has
several different variants: three of the most prominent are functionalism,
transnationalism and co-operation theory. Functionalist and neo-
functionalist theories were developed in the 1950s and 1960s primarily
to explain the European Community. Functionalism was both an
analysis and a prescription. As originally laid out by David Mitrany and
others, the idea was to create institutions in Europe that would focus the
interests and ultimately the loyalties of individual actors. Corporations,

foundations, lawyers and individuals would see their economic interest
and their self-identity increasingly tied up with European institutions
rather than those of their national states. Neo-functionalist arguments
put more emphasis on the role of the state arguing that integration would
take place as a result of domestic political pressures to enhance regional
institutions (political spillover), the inherent links between issue areas so
that integration in one necessitated integration in another (functional
spillover), and upgrading common interests by relying on integrative







