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FOREWORD!

This book comes at a moment when careful reflection on
energy is of paramount importance. We look at any direction and
energy is there as a topic to be better understood, discussed and
decided upon.

Energy-related issues are going through many transforma-
tions in Brazil and around the world. Let us mention at least some
of these below.

Transformations affecting the energy scenario are often de-
bated, and the expression ‘energy transition’ appears increasingly
in official documents and fora (G20 and BRICS, to name just two).
The ‘shale revolution’ has caused immense changes to the oil and
gas markets. Natural gas has been supplying the market in unprec-
edented quantities. New reserves of oil are announced very fre-
quently. We may reduce our consumption of oil not because of the
lack of it, but for climate-related reasons.

Along with hydropower, other clean sources of energy are
being used more frequently, like solar and wind energy. Efficiency
is another area where we are undergoing many changes — not only
those propelled by technological advances, but also those that stem

1 The author of this preface writes in his personal capacity.



from a growing concern about the importance of energy savings
due to climate change. Air pollution in big and mega cities can be
drastically improved by the widespread use of electric cars and/
or a combination of electric batteries and biomass combustion
systems in vehicles.

Brazilian law and regulatory statutes have been changed.
Law 13.365 issued in November 2016 revoked Petrobras’ right
as the ‘sole operator’ in the exploration of the massive Pre-Salt
oil reserves, as well as its mandatory participation of 30% in all
exploration. In February 2017, the Brazilian National Council of
Energy Policy (Conselho Nacional de Politica Energética — CNPE)
reduced the mandatory national-content requirements in the
oil sector. The Government renewed the special customs regime
until 2040, known as REPETRO, as an additional incentive for oil

exploration in Brazil.

Since 2006, Brazil is no longer the number one producer of
ethanol, having lost the lead to the United States. Between 2005
and 2014, the United States produced 56% of the global ethanol
output, while Brazil responds for less than half of it, 26.6%. During
the same period, Brazil became an important player in the field
of biodiesel and today accounts for 11.4% of the global market
share. In the Brazilian case, Indirect Land Use Change (ILUC) has
been understood as a questionable conceptual tool - if not non-
applicable at all.

Against this backdrop, the book by Klaus Guimaries Dalgaard
emerges as a powerful reference, which helps us to better under-
stand this intricate world. In a solid manner, he leads us through
a conceptual ‘cascade’ - from statecraft, to economic statecraft, to
energy statecraft, to ethanol statecraft. These conceptual tools are
not only relevant to the academic environment, but are of vital im-
portance for those who work with energy diplomacy or are inter-



ested in approaching energy as an instrument of power in interna-
tional relations. The adaptation of the idea of economic statecraft
to that of energy statecraft, as a subcategory with its own specific-
ities, is particularly enlightening.

When ethanol comes into play, the reader realizes the
relevance of the conceptual work. Ethanol is a source of energy of
a very particular kind. Its use as fuel was for a long time part of a
Brazilian policy of energy security, a homegrown reply to the oil
crises of the 70s. (In any case, let us not forget that ethanol was
part of the history of the first automotive engines). This uniqueness
and the recent expansion of ethanol as a fuel make it more difficult
to analyze, so it is even more important to have endeavors like the
one contained in this book.

The author reminds us that ‘[w]ithin the relatively limited
literature on economic statecraft — for, as Baldwin draws attention
to, the “two most salient characteristics of the literature on
economic statecraft are scarcity and the nearly universal tendency
to denigrate the utility of such tools of foreign policy” — positive
economic statecraft (the proverbial “carrot”) is significantly under-
researched compared to negative forms of economic statecraft (or
“sticks”).” And ethanol is definitely a carrot.

It suffices to look at the relation between climate change and
transportation. According to EUROSTAT, the transport sector
was responsible for 15% of carbon dioxide emissions in 1990
and responded to 23% in 2015, nearly a quarter of the world’s
total emissions. If we are to make an impact on the reduction of
emissions and meet the goals of the Paris Agreement — namely, to
strengthen the global response to the threat of climate change by
keeping a global temperature rise this century well below 2 degrees
Celsius above pre-industrial levels and to pursue efforts to limit
the temperature increase even further to 1.5 degrees Celsius -



the transport sector is to be taken very seriously indeed. In this
context, the use of ethanol, which reduces the transport sector’s
carbon footprint, is essential.

That is the reason why Brazil spearheaded the Biofuture
Platform at UNFCCC COP 22 (November 2016). Understanding
the potential to limit global greenhouse gas (GHG) emissions in
the transport sector, Brazil and 19 other countries (Argentina,
Canada, China, Denmark, Egypt, Finland, France, India, Indonesia,
Italy, Morocco, Mozambique, Netherlands, Paraguay, Philippines,
Sweden, United Kingdom, United States of America, and Uruguay)
are joining efforts to accelerate the development and deployment
of advanced low-carbon biofuels, in the most diverse sectors, as
sustainable alternatives to fossil fuels. Ethanol diplomacy is very
much alive.

If the message of the Biofuture Plaform is well understood,
we will see that scaling up the use of biofuels can significantly
contribute to the reduction of GHG emissions both in the short
and long term. The purpose is not a simple one, and Brazil is
not promoting a one-size-fits-all solution. Lowering emissions
in transportation is a challenging task that requires refinement
to be tackled. No isolated solution will change the world of
transportation fuels overnight. However, there are means available
to move faster toward that goal. Only a combination of policies
and strategies can address the question in the most effective way.
Biofuels - for its low-emission records, for its ready availability and
for the simplicity of its integration into existing transportation
infrastructure — is certainly part of the solution.

While studying Brazil’s ethanol policy in a specific context,
Klaus Dalgaard has opened the door for further analyses. His work
is not only about a specific period in Brazil’s foreign policy, when
ethanol was at the forefront of diplomacy. The solid conceptual



structure he built and the case study he presented have made
an invaluable contribution to the ongoing debate on the role of
energy, and how it functions, in international relations.

Jodo Genésio de Almeida Filho
Director of the Department of Energy
Brazilian Ministry of Foreign Affairs
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PREFACE

This book was originally a PhD thesis defended at the London
School of Economics and Political Science’s (LSE) Department of
International Relations in 2012, but has since been updated with
analysis based on new interviews and further collection of primary
and secondary sources, in order to reflect the developments that
occurred in Brazil’s ethanol diplomacy between 2012 and 2017.
The ideas that shaped this work have a long history, fraught with
conceptual dead ends, detours and significant changes in both
theme and structure.

Before I started my PhD, I was assistant editor at the
publications department of the Royal United Services Institute
for Defence and Security Studies (RUSI) in London. It was my
responsibility to read, edit and sometimes even rewrite the vast
majority of articles and manuscripts that RUSI published (as well
as many more that we did not publish) - in other words, I had the
privilege of being exposed to all the great debates on national and
international security, defence and military science of the mid-
2000s. I noticed a particular topic that was being increasingly
mentioned in both conferences and publications at RUSI, namely
energy security. Back then, the barrel of oil had not yet reached $60
in what would later become the gradual ascent to the record price
of $147 per barrel, but energy security was already at the top of
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Klaus Guimardes Dalgaard

the international security agenda the world over. Most discussions
hovered around the US-led war in Iraq and the ‘blood for oil’
narrative; Europe’s dependence on Russian gas imports and the
latter’s so-called ‘pipeline wars’; China’s tireless search for energy
to fuel its rapidly growing market and its increasing presence in
Africa; as well as NATO’s presence in Afghanistan and the growing
role of ensuring energy security among its objectives. However,
very little was being said about Latin America, despite the huge
diversity of energy-related issues happening in that part of the
world - from Venezuela’s vast oil wealth under Hugo Chavez’s
regime, to the many ‘gas wars’ between Bolivia and its neighbours,
to Brazil’s dilemma between international energy cooperation and
domestic energy independence. Being part Latin American myself,
and thus having a natural comparative advantage in studying the
region, I had found the niche I would explore in my PhD: energy
security in South America.

Among the countless specific topics to choose from, the
most talked about at the time seemed to be energy integration in
South America, given the mutual compatibility of countries with
large natural gas reserves surrounded by large energy-consuming
countries, as well as a predisposition of the continent’s leaders
(at least rhetorically) to build closer ties among their countries.
Thus, the title of my first PhD proposal was ‘Energy Security and
Regional Integration in South America’.

Despite earlier (though less glamorous) attempts at regional
infrastructure, including energy, integration in South America
- such as the Initiative for the Integration of the Regional
Infrastructure of South America (IIRSA), launched in 2000 - by
the mid- to late-2000s, the most debated issue on the subject
of South American regionalism was the competing visions for
regional cooperation. On the one hand, Hugo Chavez proposed the
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Bolivarian Alternative for the Americas (ALBA), funded essentially
by his country’s oil windfall. On the other hand, Brazil, under
the leadership of Lula, promoted more market-friendly forms
of regional cooperation, while also encouraging Latin American
countries to produce their own biofuels. Given the pervasiveness
of sources on these competing visions of regionalism at the time,
my early research started drifting in that direction, comparing and
contrasting these two models.

As is almost invariably the case in doctoral research, however,
I soon encountered obstacles, initially of a conceptual nature. My
first PhD panel was adamant that the inclusion of the word ‘security’
in my title meant that I necessarily needed to explore theories of
Security Studies in my framework, even though I tried to explain
that energy security is different than ‘traditional’ security, and in
that sense the French term for it - stireté énérgetique, as opposed
to sécurité — was much more appropriate, since energy security
implies certainty (of supply) much more than it denotes security
in the military sense of the word. Moreover, the use of ‘traditional’
theories of regional integration - developed for the study of
European integration — were not appropriate for application in the
case of South American integration. Thus, out of purely semantic
reasons, I had to go back to the proverbial drawing board and try
to rethink my thesis conceptually.

In order to salvage most of what I had done up to that point,
I shifted my thesis’ focus from regional integration to regional
leadership, wanting to compare the leadership styles of Chavez
and Lula, both of whom used, to varying degrees, their respective
countries’ domestic energy resources and expertise in their
leadership strategies. The problem with this approach was that my
research inevitably turned towards a theoretical inquiry into the
nature and motivations of international leadership and hegemony,
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with energybeing atbestamere case study of the manyinstruments
of power used in South America’s dispute for regional leadership.
However, it had always been my intention to do the opposite: to
study the nature and role of energy in international relations, with
South American countries serving as case studies thereof. The
noticeable disconnect between my original intention, reflected in
my empirical work, and the conceptual dead end I was pursuing
in my theoretical framework, was raised as a major concern by my
second PhD panel a year later. Insofar as I expressed my intention
to focus on energy, my panel recommended that I abandon all my
theoretical work on leadership/hegemony and use some concept
taken from the field of Foreign Policy Analysis instead.

Taking heed to my PhD panel’s advice, it was not until I
applied to teach the LSE’s undergraduate Foreign Policy Analysis
course that I finally found the missing piece to the puzzle that
was my yet-to-be-defined theoretical framework. When preparing
a class on foreign policy instruments, I realised that economic
instruments of foreign policy — referred to as economic statecraft
in the literature - could include energy resources. After all,
these are economic resources, albeit with their own particular
characteristics that might differentiate them from other goods
used in economic sanctions. It was then a matter of reviewing the
economic statecraft literature — some of which explored the use of
the ‘oil weapon’ during OPEC’s 1973 embargo — and the emerging
literature on energy security in International Relations, in order to
construct the theoretical framework for my thesis, before applying
it to one or more case studies.

However, I ended up choosing Brazil as a single case study,
instead of a comparison with Venezuela, for two reasons. First,
Hugo Chédvez and the way he was running Venezuela was an
intensely polarised subject at the time. It proved extremely
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difficult to find experts to interview that did not either sanctify
or demonise Chavez and his ‘bolivarianism’. To a lesser extent,
the same was true of academic sources, not to mention that
much of Venezuela’s official data was highly questionable. In that
sense, it proved very difficult to make an objective and balanced
assessment of that case study, given the overwhelming bias by
both sides on the subject. Fortunately, back then Brazil was not
marred by severe polarisation, and one could make an objective
analysis based on sources without much bias. Second, and more
importantly, energy statecraft using petroleum was nothing new
in international relations, even if Chavez’s more ‘positive’ use
of it - by selling heavily subsidised oil to Caribbean countries in
exchange for political loyalty — is under-researched compared to
the punitive use of the oil weapon. For both bribes and coercion
constitute the ‘hard’ end of the power spectrum, whereas energy
statecraft used as ‘soft power’ — through attraction and emulation
- had not yet been studied. Not only did Brazil provide a unique
case of energy statecraft being employed through soft power, but
it was also the only country to use a renewable energy source -
namely biofuels — rather than oil or gas.

From that point on, the brainstorming was over and I plunged
into the much harder (but simpler) work of researching, collecting
data and interviews, analysing all of it and putting it into words.
By the time I submitted my thesis, however, several changes -
initially at the domestic level but later also in the international
context — began to affect my doctorate’s subject matter. Some of
them I mentioned in my thesis’ conclusion, while other subsequent
events necessarily needed to be worked into it in order to be
published as a book.

On the domestic front, the discovery of enormous oil fields
in the so-called ‘pre-salt’ layer off the coast of Brazil significantly
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shifted the attention among policy makers, the media and
academia in the debate and formulation of the country’s energy
policy. The euphoria surrounding Brazil’s leadership in biofuels
switched to its potential role as one of the world’s great petroleum
exporters — even including talk of joining OPEC - while Brazil’s
ethanol sector was deprioritised in both domestic and foreign
policy. At that point, it seemed like Brazil’s ethanol diplomacy was
in decline, though my thesis concluded that this had more to do
with decisions made in domestic politics, while the international
context that gave rise to it was still auspicious.

However, later pivotal developments in the international
energy context would affect the prospects of Brazil's ethanol
diplomacy even further, with some offering important challenges
while others provide new opportunities. The earliest objections to
the widespread use of biofuels came from social and environmental
movements, respectively accusing biofuels of competing with food
production (the infamous ‘food vs. fuel debate’) and claiming that
biofuels do not reduce carbon emissions if the effects of land-
use change are taken into account. These objections represent
a serious challenge to Brazil’s ultimate goal of commoditising
ethanol because they question two of the fundamental advantages
(social and environmental) touted by the Brazilian government
in its promotion of biofuels abroad. The third, and perhaps most
pressing, advantage of adopting biofuels — namely, the exorbitant
price of their main competitor, petroleum - practically collapsed
in the face of the continually tumbling oil price resulting from the
‘shale revolution’ in the United States.

However, the cause of sustainability — and the role that
biofuels might play in that cause — made a huge leap forward when
the Paris Accord was signed at COP-21 in December 2015. Indeed,
the following Conference of the Parties, in Marrakesh, saw the
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creation of the Biofuture Platform, an initiative led by the Brazilian
delegation along with 19 other like-minded countries, to promote
new pathways toward a low-carbon future in the transportation
sector, including sustainable and advanced biofuels. I interpreted
this milestone development as a relaunch of Brazil’s ethanol
diplomacy, albeit with an adapted strategy under the broader and
more flexible concept of ‘bioeconomy’ — which allows for a myriad
of technological pathways to decarbonise transport — rather than
the narrower solutions advocated by its previous incarnation.
With the Biofuture Platform still in its fledgling state, this seems
like the most opportune moment to publish my research, so that
the lessons learned during ‘The Rise and Fall of Brazil’s Ethanol
Diplomacy’ may be taken into consideration - by policy makers
and scholars alike - in the vital mission to decarbonise transport
in Brazil and abroad.

Klaus Guimaraes Dalgaard, PhD.
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CHAPTER 1
INTRODUCTION

Fairly early in his seminal work on the subject of Economic
Statecraft, David Baldwin cites Harold Lasswell: ‘Concepts for the
study of influence must be changed or invented when influence is sought
by novel means or under changed conditions.”* Baldwin’s study was an
attempt to theorise, in a comprehensive manner, the increasing
use of economic instruments of foreign policy, or what he calls
‘economic statecraft’, and the proliferation of academic studies
on the subject in the late 1970s and early 1980s. The subject of
economic instruments of foreign policy became popular not only
because of the growing use of economic sanctions, especially when
compared to the relatively diminishing use of force (among other
reasons, due to its increasing costs) as an instrument of foreign
policy, but also as a reaction to the employment of the so-called ‘oil
weapon’ by the Arab members of the Organization of Petroleum
Exporting Countries (OPEC) in protest to the Yom Kippur War in
1973, which was a favourite case study in the analysis of economic
statecraft. The newfound power of the oil-exporting cartel thus
became the subject of much interest among scholars, who at the

2 Lasswell, H, Politics: Who Gets What, When, How, pp. 7-8, cited in Baldwin, D.A,, Economic Statecraft,
(Princeton: Princeton University Press, 1985), p. 29.
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time tended to analyse the ‘oil weapon’ as an economic foreign
policy instrument in general, rather than seeing energy resources
as unique and intrinsically different from most other economic
goods.

In 1986, the year after the publication of Baldwin’s book,
however, the price of oil collapsed, and interest in the role of
energy in International Relations faded quickly, although the
theoretical lessons set forth in Economic Statecraft, along with
Albert Hirschman’s National Power and the Structure of Foreign
Trade, continue to make up the foundation of most subsequent
studies on economic instruments of foreign policy. To quote
Andreas Goldthau: ‘A decade-long period of oversupply on oil
and gas markets and resulting low prices calmed public debate on
these issues. It is only since the turn of the new millennium, when
supply-demand balances both in global oil markets and in regional
gas markets tightened again, that energy...has come to receive

renewed attention.’

The early twenty-first century witnessed the rise of an
international energy context plagued by oil prices rising steadily to
historic heights, coupled with fears over the future availability of
oil and increasing concerns over environmental degradation, much
of it a result of humanity’s wanton burning of fossil fuels. Under a
tight international oil market, in which producers could not keep
up with rising demand from emerging economies, a number of oil
and gas exporting countries took advantage of importing countries’
scramble for energy resources and used their energy exports
politically to manipulate importing states. This sort of behaviour,
which the present study terms ‘energy statecraft’ — be it in the
form of the coercive stick, like Russia’s natural gas ‘pipeline wars’

3 Goldthau, A, Energy Diplomacy in Trade and Investment of Oil and Gas. In: Goldthau, A. & Witte, J.M.
(eds.), Global Energy Governance: The New Rules of the Game, (Washington, D.C.: Brookings Institution
Press, 2010), p. 27.
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with Ukraine, or the bribing carrot, like Venezuela’s subsidised
oil sales to neighbouring countries during Hugo Chévez’s regime
- rekindled the energy debate in International Relations among
scholars, the media and policy makers alike.

Unlike the energy crises of the 1970s and early 1980s,
however, the twenty-first century saw the appearance of
renewable energy sources as viable alternatives to fossil fuels
and also as forms of energy statecraft. While most attention has
been given to ‘traditional’ energy resources such as oil and natural
gas, few (if any) studies concerned themselves exclusively with
energy statecraft using renewable energy. The problem with the
relative scarcity of studies on renewable energy in International
Relations is not limited to insufficient research on the matter,
but also the fact that discussions of alternative energy resources
have often been biased: ‘their proponents tend to be over the top
in their enthusiasm and their detractors tend to be exaggeratedly
negative.” Indeed, Jirgen Maier states that there is ‘probably no
other energy issue currently being discussed with so much emotion
and so little facts as bioenergy.” The present work seeks to remedy
this oversight by assessing the use of biofuels as a form of energy
statecraft.

The term biofuels refers to liquid transportation fuels produced
from biological feedstocks like agricultural commodities or other
organic materials.® Among different kinds of biofuels, ethanol is

4 Howell, D. & Nakhle, C, Out of the Energy Labyrinth, (London: |.B. Tauris, 2006), p. 112.

5 Maier, J, Bioenergy: Neither Golden Solution nor Prescription for Disaster. In: Dodds, F, Higham,
A. & Sherman, R. (eds), Climate Change and Energy Insecurity: The Challenge for Peace, Security and
Development, (London: Earthscan Publications, 2009), p. 35.

6 Seelke, CR. & Yacobucci, B.D, Ethanol and Other Biofuels: Potential for U.S.-Brazil Energy Cooperation,
Congressional Research Service Report for Congress, 27 September 2007, p. 2. And Zarrilli, S,
Development of the Emerging Biofuels Market, In: Andreas Goldthau & Jan Martin Witte (eds.),
Global Energy Governance: The New Rules of the Game, (Washington, D.C.: Brookings Institute Press,
2010), p74.
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the world’s most widely used biofuel for transport, accounting
for roughly three quarters of global biofuels production. Ethanol
fuel is an alcohol that is mostly produced through a process of
fermentation and distillation of starch- or sugar-based crops like
corn, beats or sugarcane. Seelke and Yacobucci remind us that
ethanol can also be produced from lignocellulose-based feedstocks,
like switchgrass and wood chips, although the technology to
generate lignocellulosic ethanol is still too expensive to produce
on a commercial scale without subsidies. The remaining quarter of
biofuels produced include biodiesel made from vegetable oils, like
palm oil and soybeans, or animal fats, as well as butanol made from
various biological feedstocks. Since ethanol makes up the majority
of biofuels produced globally, this study will focus predominantly
on ethanol as an instrument of energy statecraft.

Among the world’s ethanol producers, Brazil holds a leading
position not only as one of the two main producers and exporters
- along with the United States, which together are responsible for
around 85% of the world’s ethanol made for fuel consumption - but
unlike other countries Brazil also has over forty years’ experience
producing ethanol for domestic consumption — a success story
that Brazil can share with other countries. Coupled with immense
discoveries of oil and natural gas in recent years, Brazil’s well-
established ethanol industry has positioned the country to be
one of the twenty-first century’s foremost global energy players.’
Larry Rother states that Brazil has

the abundance of sources of energy, which seem, as the
twenty-first century advances, more likely than ever to
become one of the main determinants of a nation’s power,
influence, and prestige on the world stage. Perhaps that is

why the government of Luiz Indcio Lula da Silva in 2009

7 Roett, R, The New Brazil, (Washington, D.C.: Brookings Institution Press, 2010), p. 120.

40



Introduction

adopted the slogan “Brazil, Fifth World Power,” implying
that Brazil's extraordinary energy foundation is capable
of projecting the country into the same category as the

United States, the European Union, China, and India.?

According to one observer, ‘Brazil really does have a concrete
chance of participating in and evenleading an important revolution
in the world economy’ by sharing its knowledge and experience
with biofuels with other countries. Indeed, ‘the world wants what
Brazil has to offer’ where biofuels are concerned: ‘the country has
technology that, if replicated in other countries, has the capacity
to significantly reduce the emission of the greenhouse gases™
(GHGs) as well as costly petroleum imports, while also creating
jobs and promoting rural development. To that end, Brazils
National Development Bank (BNDES) published a comprehensive
study advocating the benefits of sugarcane-based ethanol, to be
distributed to countries interested in developing their own biofuel
programmes (with implied Brazilian assistance):

Modern society is facing the worsening of environmental
degradation while, at the same time, realizing that its
reserves of natural resources, be they energy, water
or metals are limited. In this context, energy plays
a central role, compelling us to urgently rethink the
foundations of an energy-supply model that is showing
signs of depletion and seeks new resources which will
allow continued socioeconomic development. ... Within
this context, bioenergy has proven to be one of the best
alternatives to capture and store solar energy, wherever

idle land and favorable climate (sunlight, water and

8  Rother, L. Brazil on the Rise: The Story of a Country Transformed, (London: Palgrave Macmillan, 2010),
p.171.

9 Nucci, J.P. Fuel to Change the World, PIB, Year 1, Number 2, Dec 07/Jan 08, pp. 32-33.
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temperature) are matched by sufficient knowledge and

an entrepreneurial spirit to apply it.*

By showcasing its successful experience with ethanol, Brazil
encourages other countries to adopt biofuel programmes by
emulating its own experience. This ‘soft power’ strategy — getting
others to want what you want through imitation, rather than
getting others to do what you want through bribes or coercion™
— has been employed by the Brazilian government in the pursuit
of its goal to spread the production, use and international trade of
biofuels, with the aim of creating a global market in which ethanol
is freely traded as a commodity and Brazil has a natural competitive
advantage. However, the world has yet to develop a formal
commodity market for major biofuel transactions with globally-
recognised prices, similar to the long-established international oil
market. For this to happen, not only do more biofuels need to be
produced (and, obviously, consumed), but a much larger number
of countries need to grow their own biofuels, in order to avoid the
reliance on few (potentially unreliable) suppliers that currently
plagues the international oil market - a condition without which
only a few countries are willing consume biofuels that are not
indigenously grown. It is against this backdrop that the Brazilian
government formulated its foreign policy goal to ‘commoditise’
ethanol and increase its exports thereof — a goal that Brazil pursues
through energy statecraft by promoting the use of biofuels to other
countries as an instrument of its foreign policy — or what has been
called Brazil’s ‘ethanol diplomacy’.

The present study seeks to analyse and evaluate the relative
efficacy and potential for success of using biofuels as an instrument

10 Banco Nacional de Desenvolvimento Econdmico e Social & Centro de Gestdo e Estudos Estratégicos
(eds.), Sugarcane-Based Ethanol: Energy for Sustainable Development, (Rio de Janeiro: BNDES, 2008), p.
259.

11 Nye, J.S. Soft Power: The Means to Success in World Politics, (New York: NY: Public Affairs, 2004).
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of foreign policy - or, as this study terms it, ‘energy statecraft’ —
with Brazil’s so-called ethanol diplomacy currently being the only
major case study on the matter. To inform this analysis, this study
draws on the economic statecraft literature to set up a theoretical
framework in which to test its main hypothesis against the only
case study available. Within the relatively limited literature on
economic statecraft — for, as Baldwin draws attention to, the ‘two
most salient characteristics of the literature on economic statecraft
are scarcity and the nearly universal tendency to denigrate the
utility of such tools of foreign policy’’? - positive economic
statecraft (the proverbial ‘carrot’) is significantly under-researched
compared to negative forms of economic statecraft (or ‘sticks’).”?
‘It is not that political scientists have said wrong things about the
role of positive [economic] sanctions in power relations’, writes
Baldwin; ‘it is just that they have said little'* The present study
therefore seeks to make a contribution not only to the relatively
scarce literature on positive economic statecraft, but also to the
recently emerging literature on energy statecraft in general, as well
as to the literature on energy statecraft using biofuels in particular
- which was completely unheard of when the research for this
study began.

Three main schools of thought were identified in the
economic statecraft literature: realism, liberalism and the
conditionalist approach, the last of which includes a domestic and
an international subdivision. This study takes a conditionalist
approach to economic and energy statecraft — focusing primarily

12 Baldwin, Op cit, p. 51.

13 Mastanduno, M. Economic Statecraft. In: Smith, S, Hadfield, A. & Dunne, T. (eds.), Foreign Policy:
Theories, Actors, Cases, (Oxford: Oxford University Press, 2008), p. 182.

14 Baldwin, D.A. The Power of Positive Sanctions, World Politics, Vol. 24, No. 1 (October 1971), p. 19, cited
in Mastanduno, M. Economic Statecraft, Interdependence, and National Security, Security Studies,
Vol. 9, No. 1, 1999, p. 301.
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on international conditions, while also acknowledging domestic
ones — which does not strive for definite answers to whether or
not such instruments of foreign policy work, but asks under what
conditions economic and energy statecraft work best. Four such
conditional variables have been identified in the conditionalist
literature on economic statecraft: 1) whether the instruments
employed are commensurable with the objective(s) pursued; 2)
the magnitude and dependence on an economic interaction; 3) the
elasticity of demand for a good; and 4) the degree of government
control over economic actors. While generally applicable to all
forms of economic statecraft, for the purposes of this study these
factorshavebeen adjusted to fit the specificities of energy resources
vis-a-vis most other economic goods. In theory, if all of these four
conditional variables are favourable, energy statecraft is more likely
to work. This theoretical proposition forms the main hypothesis in
this study, which seeks to answer the question of whether Brazil’s
energy statecraft using biofuels has been successful.

1.1. Chapter summaries

In addition to this introduction and the conclusion, this book
is divided into four main chapters. The next chapter provides
the theoretical framework for the rest of this study. It begins by
defining the term statecraft, which essentially refers to the foreign
policy ‘instruments used by policy makers in their attempts to
exercise power, i.e., to get others to do what they would otherwise
not do.”** Next follows a discussion of Joseph Nye’s concept of soft
power, which, unlike ‘traditional’ accounts of power, such as the one
defined in the term statecraft, also considers the possibility that an
actor can get others to want what the same things it wants, rather
than coercing or bribing them to do what they would otherwise

15 Baldwin, Economic Statecraft, p. 9.
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not do. This distinction is important because Brazil’s entire energy
statecraft strategy is based (and depends) on soft power.

The remainder of Chapter 2 is dedicated to explaining
economic statecraft. The section starts with a definition of the term
- ‘all of the economic means by which foreign policy actors might
try to influence other international actors’® — before reviewing the
literature on economic statecraft, identifying the three schools of
thought mentioned above: realism, liberalism and conditionalist
approaches (international and domestic). What follows is a
description of the different types of economic statecraft: negative
and positive, short and long term. Lastly, the chapter examines
the four conditional variables identified in the literature, which
determine whether economic statecraft is likely to be effective.
First among these are the scope, domain and cost of economic
statecraft; in other words, measuring economic foreign policy
instruments in terms of the underlying strategic objectives they
are meant to achieve. Second is the magnitude of, and dependence
on, the economic interaction in question. Third is the ‘strategic’
quality of a good, defined in terms of its price elasticity. And lastly,
the degree to which a government has control over the economic
actors that implement its economic statecraft in practice is
analysed through the perspective of principal-agent theory. These
four conditional factors are of crucial importance to this study, as
they form the framework through which the main hypothesis is
tested throughout the book.

Chapter 3 constitutes the core of this study, providing a
thorough and comprehensive examination of the diverse roles
played by energy resources in foreign policy and international
relations, with a focus on energy statecraft. The chapter is

16 Hanson, P. Western Economic Statecraft in East-West Relations: Embargoes, Sanctions, Linkage, Economic
Warfare, and Détente, (London: Routledge & Kegan Paul, 1988), p. 6.
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divided into four sections, with the first clarifying and defining
three different but interrelated energy concepts that often cause
confusion in the emerging literature on the study of energy in
International Relations: energy security, energy diplomacy and
energy statecraft. In its most fundamental sense, energy security
means having the ‘assurance of the ability to access the energy
resources required for the continued development of national
power’, sustained economic performance and growth.'” More
specifically, energy security involves four basic elements, all of
which need to be addressed to ensure the energy security of a
state: the availability of energy goods and services; reliability in
terms of being protected from interruption of energy supplies; the
economic affordability of energy goods and services for consumers,
safeguarded against price volatility; and the environmental
sustainability of energy resources, given the world’s increasing
concerns over GHG emissions from burning fossil fuels. The role
of energy security in foreign policy is then divided into the two
remaining concepts —energy diplomacy and energy statecraft —with
the former representing energy as a goal and the latter denoting
it as an instrument of foreign policy. Thus, energy diplomacy refers
to the use of political instruments of a state’s foreign policy aiming
to ensure that state’s energy security. Conversely, energy statecraft
means the use of a state’s native energy resources as an instrument
of its foreign policy to attain the political objectives of that state
- or, more specifically, the manipulation of a target state’s energy
security in order to get it to do what it would otherwise not do —
which is the main subject of this study.

The following section briefly repeats the different types of
economic statecraft in general — namely, negative, positive, short

17 Kalicki, J.H. & Goldwyn, D.L. Introduction: The Need to Integrate Energy and Foreign Policy. In: Kalicki,
J.H. & Goldwyn, D.L. (eds.), Energy and Security: Toward a New Foreign Policy Strategy, (Baltimore, MD:
Johns Hopkins University Press / Woodrow Wilson Center Press, 2005), p. 9.
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and long term - and applies them to the specific case of energy
resources, with examples for each. The section also examines
how different kinds of energy resources (e.g., oil, natural gas,
coal, nuclear and renewable energy) vary in their application as
instruments of energy statecraft.

The third and most important section in Chapter 3 lists the
four conditional variables on which successful economic statecraft
depends (analysed in Chapter 2) and adjusts them to the specific
nature of energy resources, as opposed to most other economic
goods. The first of these sub-sections repeats the proposition that a
state’s foreign policy goals must be commensurate with the energy
instrument employed, illustrating it with the case of OPEC’s use
of the ‘oil weapon’ following the Yom Kippur War in 1973. Where
energy resources are concerned, the magnitude of the economic
interaction translates into the market power (including the
control of energy transport routes) of the state employing energy
statecraft and the degree to which target states are vulnerable to
their dependence on energy imports from the former. Since energy
resources are, by almost any definition, ‘strategic goods’, the third
conditional variable focuses on how the low price elasticity for
most energy resources are reflected in price volatility under tight
international market conditions, which largely favours the energy
statecraft of exporters. Interestingly, unlike most other economic
goods, energy resources are particularly prone to government
control under the auspices of national energy companies, given
the tendency toward ‘resource nationalism’ in energy-rich states.
This last conditional variable indicates that energy resources are,
in theory, more effective instruments of economic statecraft than
most other economic goods.

Finally, the last section in Chapter 3 avoids merely
‘showcasing’ the efficacy of energy statecraft by discussing the
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several limits and countermeasures to it. First among these are
the so-called ‘resource curse’ and the export dependence often
generated in energy-rich states, which can cripple all other
sectors of the economy of an energy-exporting state, failing to
translate their short-term wealth from energy sales into long-
term economic growth and sustainable development due to poor
governance and fiscal mismanagement. Though a potential source
of control and increased effectiveness of energy statecraft, the
same ‘resource nationalism’ mentioned in the fourth conditional
factor for effective energy statecraft mentioned above can also be
a limitation: while the nationalisation of energy resources and the
removal of foreign or private energy companies may accrue more
power and revenue to energy-rich statesin the short term, thelong-
term ramifications tend to be detrimental. The same is true for the
creation of energy cartels like OPEC, whose strength depends on
internal cohesion, without which their energy statecraft loses its
force. There are also limitations imposed by the demand side, as
energy importers can collectively use their monopsony power to
form the equivalent of an ‘importer’s cartel’, like the International
Energy Agency (IEA) linked to the Organization for Economic
Cooperation and Development (OECD), which established that
member states should create strategic petroleum reserves to be
drawn upon in times of sustained shortfalls or interruptions in
energy supply. Importing countries can also counteract exporters’
energy statecraft by reducing their dependence on imports from
the latter through diversification and conservation of their energy
use.

Chapter 4 explores the new international energy security
context that has risen in the early twenty-first century. Since the
utility of any given instrument of foreign policy is, according to
Baldwin, ‘a function of the situation and not a quality intrinsic to
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the particular technique’,’® it is crucial to recognise the context in

which energy statecraft takes place. The conditionalist approach
adopted in this study also calls for an understanding of the
international conditions that have allowed energy statecraft to
thrive in the previous decade. As explained in Chapter 3, energy
security involves four basic elements: availability, reliability,
affordability and sustainability. The risks that fossil fuels in general,
and oilin particular, have posed to all four of these elements created
a context in which traditional energy resources gained value as an
instrument of state power in international relations. On the other
hand, because this situation also allowed renewable energy to
compete with fossil fuels in general — and biofuels to compete with
petroleum in particular - this new international energy security
context also paved the way for the possibility of using biofuels as a
tool of energy statecraft — the subject of this study.

Chapter 4 therefore assesses the concerns that oil raises
to each of these elements — availability, reliability, affordability
and sustainability - in the current international energy security
context, with secondary consideration paid to other energy
sources. The section on availability raises the issue of resource
scarcity and the finite nature of fossil fuels, tackles the ‘Peak Oil’
debate, and concludes that there is still much oil underground
in physical terms, especially evidenced by the so-called ‘shale
revolution’ in the US. The next section, on reliability, focuses on
the fact that only a limited number of countries produce the whole
world’s oil supply, most of which are OPEC members with their own
political interests, which are not necessarily convergent with those
of importing states wishing for uninterrupted energy supplies
that are both abundant and affordable. On the related subject of
affordability of energy resources, the third section examines the

18  Baldwin, Economic Statecraft, p. 123.
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diverse factors that led to steadily rising oil prices to a historic peak
of $147 per barrel in July 2008, such as the long-term imbalance
between supply and demand for oil, and the subsequent reversal of
that imbalance leading to the current low oil price scenario. Lastly,
the section on sustainability raises the relatively recent concern over
the effect that human energy use is having on the environment,
particularly in terms of climate change caused by GHG emissions,
which gives an additional incentive for countries to shift their
energy use away from dirty fossil fuels toward renewable sources.
All of these factors put together, the chapter concludes, have
created an international energy security context which, on the one
hand, has allowed energy statecraft to flourish, while on the other
hand also serves as an incentive to adopt more renewable energy
resources like biofuels, thus increasing the likelihood that energy
statecraft using biofuels may succeed.

Chapter 5 serves as a case study to test the four conditional
variables elaborated in previous chapters. As mentioned above,
Brazil is chosen as the only case study for the simple reason that
it is the only country that has employed biofuels as an instrument
of energy statecraft so far. The chapter begins with a historical
overview of Brazil’'s National Alcohol Program (ProAlcool), a series
of public policies aimed at reducing the country’s dependence on
costly oil imports as a response to the international oil price spikes
of the 1970s. Though at first being strictly a domestic policy, Brazil’s
forty year-long success story with ethanol fuel gained a foreign
policy component during the administration of President Luiz
Inacio Lula da Silva. The rest of the chapter is dedicated to testing
this study’s main hypothesis with the four conditional variables
that determine whether Brazil’s energy statecraft through the use of
biofuels has been successful, in order to answer this book’s research
question. The first of these sections describes the formulation
of Brazil’s twofold declaratory goal of creating an international
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market where ethanol is traded freely as a commodity by promoting
the increased production and use of biofuels to as many countries
as possible, and expanding Brazilian ethanol exports within such
a market, as well as illustrating the diverse strategies pursued by
the Brazilian government to achieve those objectives. Next, the
chapter compares Brazil’s fragile position as the world’s former
leading producer and exporter of ethanol — having been overtaken
by the US in 2005 and 2011, respectively - to other major biofuel
producers like the US and the European Union, warning that Brazil
will need to invest significantly in the expansion of its biofuel
sector if it is to regain its leading position. The third conditional
variable is interesting in the sense that ethanol fuel has a very
high price elasticity, which would indicate, in theory, that biofuels
make a poor instrument of energy statecraft. While the demand
is inelastic for compulsory biofuel blends into traditional fuels
mandated by governments, however, the section clarifies that it
is precisely ethanol’s elasticity that makes it a strong candidate
for energy statecraft. By complementing or substituting gasoline,
biofuels increase the price elasticity of oil and diminish countries’
dependence on petroleum imports. This partially counteracts the
potential for energy statecraft using oil and enhances the energy
security of biofuel-consuming states. The last conditional variable
indicates that, unlike its oil and gas sector, which is firmly within
the government’s control through Brazil’s national oil company,
Petrobras, the country’s ethanol industry is entirely private.
Nevertheless, the interests of the Brazilian government and the
ethanol industry were convergent during the Lula administration,
which has led to good cooperation and coordination between the
government and the private companies that implement Brazil’s
energy statecraft in practice, but clashed during the subsequent
Rousseff administration, which favoured fossil fuels in its energy
policy. In sum, the four conditional variables tested in this case
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study have generally been favourable at one point or another,
revealing that Brazil’s energy statecraft through the promotion of
biofuels abroad has the potential to be successful.

The conclusion starts with a brief summary of the research’s
findings, followed by a rigorous critique of some of the strategies
carried out under Brazil’s energy statecraft. While the Brazilian
government invested substantial efforts in promoting the
increased production of biofuels around the world - in order to
commoditise ethanol, the main goal of Brazil’s energy statecraft
- most of the increase in global biofuel production was driven
domestically in producing states through their own national
policies stimulating biofuel production, most prominently in
the United States, Brazil and the EU. Moreover, the other major
foreign policy goal pursued under Brazil's energy statecraft
- to open markets for the country’s ethanol exports — has not
been achieved, as the world’s main demand centres (the United
States and Europe) have protected their markets from Brazilian
imports through tariff and non-tariff barriers. Brazil’s soft power
strategy of encouraging other countries to emulate its example
is also questioned: the specific conditions that made Brazil’s
successful domestic experience with ethanol possible may not
be easily replicated in other countries, suggesting that Brazil’s
case could be unique in the world and the lessons it has to teach
are the exception rather than the rule. In particular, the tactic to
transfer Brazilian technology to developing countries with ideal
climactic conditions for biofuel cultivation — especially in Africa,
which hosts an important share of the target states of Brazil’s
energy statecraft — faces the obstacle of inadequate human
infrastructure and governance needed to absorb this technical
knowhow. Additionally, Brazil’'s recent discovery of mammoth
offshore oil and gas reserves has dampened the country’s
enthusiasm for biofuels, somewhat changing its energy policy
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priority toward being a major oil exporter rather than flaunting
its international credentials as a ‘green energy power’ - a shift
that was more pronounced during President Dilma Rousseff’s
term in office from 2011 to 2016.

This book concludes that Brazil's energy statecraft was
potentially effective only as long as the international context
made it possible, citing David Baldwin in suggesting that the
probability of success of an energy statecraft initiative — be it
through the use of oil, natural gas or biofuels - is ‘a function of the
situation and not a quality intrinsic to the particular technique™®
of foreign policy. With a significantly altered international energy
security context following the shale revolution - especially where
availability, reliability and affordability are concerned - the main
incentive toward the increased use of biofuels worldwide now rests
on sustainability concerns. Therefore, a theory of energy statecraft
must consider not only the conditions of the sender state, but
also the international context in which it takes place, as well as
the domestic context of the target states toward which energy
statecraft is directed.

19 Baldwin, Op cit, p. 123.
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CHAPTER 2
ECONOMIC STATECRAFT: A THEORETICAL
FRAMEWORK FOR ENERGY STATECRAFT

2.1. Statecraft

A term originating in northern Europe to describe the ‘science
of government’,” statecraft has come to mean the art of conducting
state affairs, both domestic and international. Its use by scholars
of domestic politics, however, has largely been relinquished,
making it a term predominantly employed by International
Relations academics. Its precise definition varies slightly according
to the author, but for the purposes of this study David Baldwin’s
definition is fitting:

Among students of foreign policy and international
politics [statecraft] is sometimes used to encompass
the whole foreign-policy-making process, but more
often it refers to the selection of means for the pursuit
of foreign policy goals. Thus, for Harold and Margaret

Sprout “statecraft embraces all the activities by which

20 Ping, JH. Middle Power Statecraft: Indonesia, Malaysia and the Asia Pacific. (Aldershot: Ashgate, 2005),
p. 14.
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statesmen strive to protect cherished values and to
attain desired objectives vis-a-vis other nations and/
or international organizations.” Similarly, K. J. Holsti
defines “statecraft as the organized actions governments
take to change the external environment in general or
the policies and actions of other states in particular
to achieve the objectives that have been set by policy
makers.” Insofar as such definitions depict statecraft
as governmental influence attempts directed at other
actors in the international system, they correspond to
the conception of statecraft employed here. ... To study
statecraft...is to consider the instruments used by policy
makers in their attempts to exercise power, i.e., to get

others to do what they would otherwise not do.*

In the literature on statecraft, foreign policy instruments

are often interchangeably referred to as means, tools, techniques,

levers, policy options and other synonyms.*?

Although never having written those exact words, the phrase

Machiavelli is most famous for — ‘the ends justify the means™ -

suggests that the choice of political goals precedes the choice of
which instrument(s) best to pursue them with. As Brighi and Hill

explain, a successful foreign policy implementation ‘depends...

on the crucial relation between ends and means. No matter how

powerful or big a state is, the pursuit of foreign policy aims is

contingent on the ever-important choice of the appropriate

21 Baldwin, D.A. Economic Statecraft, (Princeton, NJ: Princeton University Press, 1985), pp. 8-9.

22 Ping, Op cit, p. 18. See also Baldwin, Op cit,, p. 12.

23 Variations on this phrase date back at least to Ancient Greece, such as Sophocles’ play Electra (c. 409
B.C.), which includes the line ‘The end excuses any evil, a thought later represented in the Roman
poet Ovid's Heroides ii. 85 (c. 10 B.C.) as exitus acta probat or ‘The result justifies the deed’.
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means.”* The relationship between ends and means in foreign
policy, however, is not simple. The choice of the former need not
necessarily precede the choice of the latter; in fact, it is often the
available means that determine what ends are possible to pursue,
not to mention that an action can be seen either as means or an end
depending on the situation. As Baldwin makes clear, the fact that
few goals are final, but intermediate or even instrumental toward
further goals, complicates any means-ends analysis: ‘Noting this
difficulty, inherent in all means-ends analysis, scholars sometimes
describe the distinction between instruments and objectives as “no
more than a convenient analytical device.” For those interested in
the effectiveness, efficiency, utility, or rationality of a given policy
or technique of statecraft, however, the distinction is more than a
“convenient analytical device”; it is a necessity.*

A further problem in analysing ends and means, alluded to
above, is similar to the ancient ‘chicken and egg’ conundrum:
which comes first, the goal or the instrument? Assertions such as
‘means determine the ends far more often than ends determine
means’?® are symptomatic of what has been called the ‘law of the
instrument’ in social science, a concept which Charles Hermann
has applied to foreign policy behaviour:

Kaplan has suggested the “law of the instrument” which
is well remembered as a result of his characterization
of the law through an analogy: “Give a small boy a
hammer, and he will find that everything he encounters

needs pounding”. Does a similar phenomenon exist in

24 Brighi, E. & Hill, C, ‘Implementation and behaviour’, in Smith, S, A. Hadfield & T. Dunne (eds.), Foreign
Policy: Theories, Actors, Cases. (Oxford: Oxford University Press, 2008), p. 128.

25 Baldwin, Op cit, p. 16.

26 From the Summer 2004 final examination for the ‘IR 300 — Foreign Policy Analysis’ course at the
London School of Economics and Political Science.
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the conduct of foreign policy? Governments that invest
heavily in the development and maintenance of a certain
set of skills and resources will tend to apply them widely —
perhaps excessively. Wilkinson seems to suggest exactly
such an effect with respect to the instruments of foreign
policy. He observes that states “whose military means
are notably better than their non-military capabilities
are subject to a strong pressure to militarize their foreign
policies”.”’

Therefore, in order to understand foreign policy behaviour,
careful attention must be paid to the instruments available to
policy-makers, while acknowledging that these means are likely
to affect the nature of policy and its goals. ‘Any understanding of
how states approach the problem of deciding on the best means of
implementing their foreign policy must remember two dicta’ write
Brighi and Hill: ‘firstly, instruments are themselves dependent
on underlying capabilities, which are in turn a function of the
resources at the disposal of the society in question; secondly,
decision makers do not choose instruments as the surgeon selects
the scalpel — rather, the nature of the available instruments tends
to shape their policy choices in the first place.*

Resources are what Pierre Renouvin and Jean-Baptiste
Duroselle of the French school of International Relations called
the ‘basic forces’ of foreign policy: the building blocks derived from
a country’s geography and history that determine a state’s foreign
policy choices. These include a country’s geographical position,
natural resources, climate, population and level of development.
Assuming the expansion or loss of territory is discounted, these

27 Hermann, CF, ‘Instruments of Foreign Policy, in Callahan, P, L.P. Brady & M.G Hermann (eds.),
Describing Foreign Policy Behavior. (Beverly Hills, CA: Sage, 1982), p. 156.

28 Brighi & Hill, Op cit, p. 130.
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elements take generations to change significantly and are thus
inherited by governments. Though resources are enormously
important, there is no automatic correlation between their
possession and the ability to exert influence, as they are not
operational levers of foreign policy by themselves. In order
to pursue an effective foreign policy, resources need to be
operationalised into capabilities before they can be translated into
a variety of specific instruments at the disposal of policy-makers
to be applied in practical politics.

Capabilities are ‘the recognizable elements of a modern
government’s responsibilities for which separate departments
might exist and where decisions may hope to have an effect, at

29 These include the armed forces, the

least in the medium term.
quality of the civil service, industrial and technological capacity,
levels of education, agricultural productivity, reputation and
prestige, patterns of trade and diplomatic representation, GDP
and the general strength of a country’s economy, etc. Instruments
of foreign policy, in turn, are the forms of pressure and influence
available to decision makers that amount to what Don Puchala

called ‘externally projectable power’.*

They comprise ‘the
inventory of means or capabilities used by a government or other
foreign policy actor in the formation and implementation of its

foreign policies.*!

From an analytic point of view, according to Hermann,
‘instruments offer a way of classifying various foreign policy
activities according to the devices and procedures employed in the

29 Hill, C. The Changing Politics of Foreign Policy, (Basingstoke: Palgrave Macmillan, 2002), p. 136.

30 Ibid, p.138.Forapyramidal modelillustrating the interrelationships between the resources, capabilities
and instruments of foreign policy, see Figure 6.2 on p. 137 of Christopher Hill's The Changing Politics of
Foreign Policy.

31 Hermann, Op cit, p. 154.
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pursuit of some substantive issue or problem.*> Whereas Hermann
goes as far as offering an eightfold categorisation of foreign policy
instruments — diplomacy, domestic politics, military, intelligence,
economics, science/technology, promotion, and natural resources®
—whileacknowledging the possibility of significant overlap between
some of these, most scholars place the main instruments of foreign
policy into four broad categories that represent ‘an ascending scale
of seriousness in terms of commitment of resources, the impact
on third parties, and the according degree of risk in use...akin to
the spectrum of soft to hard power’ discussed below:** cultural/
ideological or information/propaganda (words/ideas); political/
diplomacy (deals/negotiation); economic (money/goods); and
military force (weapons/violence). While coercive strategies (hard
power) draw on policy options from the last three categories,
persuasive strategies (soft power) can use all four.

2.2. Hard and Soft Power

According to Christopher Hill, there are three different
dimensions of power: power as an end; power as a means; and
power as a context. ‘Power as an end in itself represents a popular
view of politicians and their motives. Actors are seen as out
to maximize their own personal power, for the psychological
satisfaction involved in controlling others, and for the glory,
money and opportunities that come with it. When acting on behalf
of states they blur, in this view, the distinction between their own
aggrandizement and that of the state and come to identify the fate
of the latter with themselves. Power as a means ‘explicitly deals
with the question of power as the means to further ends derived

32 Ibid.
33 Ibid, p. 156,
34 Brighi & Hill, Op cit, p. 131.
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from other values. Power as a context suggests that ‘foreign policy
actors operate in an environment where they cannot sensibly
disregard power.... Practitioners quite commonly, and disastrously,
overlook the external “realities”, by which is meant simply those
factors outside the control of the actors in question.”® The context
of power is a complex subject in its own right, and will therefore
be covered separately in Chapter 4. For now, however, ‘while
individual cases of power-worship can erupt unpredictably, for
most of the time states are in the hands of those who, however
ruthless, are essentially concerned with power for what it can
do to bring them closer to objectives with a much wider reach.”®
Therefore the present chapter will focus on power as a means.

At the most basic level, power means the ability to achieve
one’s purposes or goals; in other words, to get the outcomes
one wants.?” Robert Dahl has defined power as the ability to get
others to do what they otherwise would not do. But as Joseph Nye
points out, ‘when we measure our power in terms of the changed
behaviour of others, we have to know their preferences. Otherwise,
we may be mistaken about our power. ... Knowing in advance how
other people or nations would behave in the absence of our efforts
is often difficult.”®® Baldwin also raises this issue, but takes it one
step further by advocating the use of counterfactual analysis in
assessing the utility of different instruments of foreign policy:

Power analysis always requires consideration of

counterfactual conditions. If power relations involve

35 Hill, Op cit, pp. 129-134.
36 Ibid, p. 130.

37 Nye, J.S: Bound to Lead: The Changing Nature of American Power. Basic Books, 1991, pp. 25-26; Soft
Power: The Means to Success in World Politics, (New York: NY: Public Affairs, 2004), pp. 1-2; The Powers
to Lead: Soft, Hard and Smart, (Oxford University Press, 2008), p. 27.

38 Nye, Bound to Lead, p. 26.
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some people getting other people to do something they
would not otherwise do, the question of what would
otherwise have been done cannot be ignored. ...
Nothing very significant can be said about the utility
of...techniques of statecraft without addressing the
question of what would have happened if they had not
been used or if some other technique had been used. Such
discussions may amount to little more than “educated

guesses,” but this is preferable to ignoring the problem.*

Because the ability to control others is often related to the
possession of certain resources, a second definition of power
is commonly used, which ‘simply define[s] it as the possession
of capabilities or resources that can influence outcomes.
Consequently...a country [is considered] powerful if it has a
relatively large population and territory, extensive natural
resources, economic strength, military force, and social stability.
The virtue of this second definition is that it makes power appear
more concrete, measurable, and predictable.’ This definition is not
without its problems, however: ‘When people define power as
synonymous with the resources that produce it, they sometimes
encounter the paradox that those best endowed with power do not
always get the outcomes they want.*°

Power conversion, writes Nye, ‘is a basic problem that arises
when we think of power in terms of resources. Some countries
are better than others at converting their resources into effective
influence.” Power conversion, therefore, is ‘the capacity to convert
potential power, as measured by resources, to realized power, as
measured by the behavior of others. Thus, one has to know about
a country’s skill at power conversion as well as its possession of

39 Baldwin, Op cit, p. 22. Original emphasis.

40 Nye, Soft Power, p. 3. See also Bound to Lead, p. 26, and The Powers to Lead, p. 28.
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power resources to predict outcomes correctly.’*! For Nye, skillful

leadership and well-designed strategies are necessary to transform

resources into influence, or realised power in terms of attaining

desired outcomes.*> Ned Lebow concurs that power is difficult to

operationalise, citing Hans Morgenthau’s recognition of this, in

contrast to mainstream realists and liberals:

Morgenthau, to his credit, recognizes that there is no
absolute measure of state power because it is always
relative and situation-specific. He acknowledges that the
strategies and tactics that leaders used to transform the
potential attributes of power into influence are just as

important as the attributes themselves.

The fundamental problem — most pronounced in Waltz,
but evident in other realists and many liberals as well - is
the tendency to equate material capabilities with power,
and power with influence. ... [M]aterial capabilities are
only one component of power, and that power is only
one basis of influence. ... This is an anomaly for most
realist and liberal understandings of power, but not for

a theory...that disaggregates influence from power...*

Therefore, as Nye clarifies, ‘proof of power lies not in resources

but in the changed behavior of nations.**

There are, of course, several different ways of affecting

the behaviour of others. For Nye, these fall under three broad

techniques: coercion through threats (‘sticks’); inducement

41
4

43

44

Nye, Bound to Lead, p. 27.
Nye, Soft Power, p. 3.

Lebow, RN, A Cultural Theory of International Relations, (Cambridge: Cambridge University Press,
2008), p. 557.

Nye, Bound to Lead, pp. 174-175.
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through payment (‘carrots’); and attraction through cooptation.
The first two are ways to change what other states do, which
might be called the commanding method of exercising power. The
latter works indirectly by getting others to want what you want,
and might be called the co-optive method of exercising power,
which contrasts with active command power that makes others
do what you want. In Nye’s terminology, the resources associated
with latter ‘can be thought of as soft power, in contrast to the hard
command power associated with tangible resources like military
and economic strength.*® Thus, command and co-optive power
refer to power as an abstract concept in the form of a continuum
from the former at one end to the latter at the other, whereas
hard and soft power generally represent the types of resources
and capabilities associated with command and co-optive power,
but more specifically denote the manner in which instruments are
implemented.

Hard and soft power are related because they are both
aspects of the ability to achieve one’s purpose by affecting
the behavior of others. The distinction between them is
one of degree, both in the nature of the behavior and in
the tangibility of the resources. Command power — the
ability to change what others do — can rest on coercion
or inducement. Co-optive power — the ability to shape
what others want — can rest on the attractiveness of
one’s culture and values or the ability to manipulate the
agenda of political choices in a manner that makes others
fail to express some preferences because they seem to be
too unrealistic. The types of behavior between command
and co-option range along a spectrum from coercion

to economic inducement to agenda setting to pure

45 Ibid, pp. 31-32. Emphases added.
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attraction. Soft-power resources tend to be associated
with the co-optive end of the spectrum, whereas hard-
power resources are usually associated with command
behavior. But the relationship is imperfect. For example,
sometimes countries may be attracted to others with
command power by myths of invincibility, and command
power may sometimes be used to establish institutions
that later become regarded as legitimate. A strong
economy not only provides resources for sanctions and
payments, but can also be a source of attractiveness. On
the whole, however, the general association between the
types of behavior and certain resources is strong enough
to allow us to employ the useful shorthand reference to

hard- and soft-power resources.*®

Table 1: Hard/Soft Power

Spectrum of Behaviors

Most Likely Resources

Hard Soft
agenda
coercion  inducement setting  attraction
Command < —* * -—* *——-> (o-opt
force payments institutions values
sanctions  bribes culture
policies

Source: Nye, J.S., Soft Power: The Means to Success in World Politics, (New York: NY: Public Affairs,
2004), p. 8.

It goes without saying that coercion is a form of hard power;

pp. 30 & 39.

indeed, the very term, hard power, seems to suggest it. But why
should inducements fall under that side of the power continuum?
As Richard Sennett explains, ‘the act of giving needn’t in itself
carry the positive charge of a cooperative act. Giving to others can
be a way of manipulating them,” which falls under the category of

46 Nye, Soft Power, pp. 7-8. See also Nye: Bound to Lead, Chapter 1 endnote 11, p. 267; The Powers to Lead,
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largesse: ‘The two sides of largesse embody two extremes in the act
which is at the heart of any welfare system: making a gift. At the
one extreme is a gift freely given, at the other is a manipulative gift.
The first embodies that aspect of character focused on the sheer
fact that others lack something, that they are in need; the other
act of giving uses it only as a means to gain power over them’.*
Similarly, Baldwin cites Klaus Knorr in stating that ‘there is a “clear
difference in principle” between compliance that is “bought” and
that which is “freely given.” This distinction leads him to describe
“aid given for some advantage to be received by the donor” as a
“pseudogift”’ Thus, for Baldwin, ‘aid that is completely unilateral
cannot be an instrument of statecraft at all, since the statecraft
perspective implies that aid is a means to an end.”® However,
Baldwin resorts to social exchange theory to explain how even a
gift that is allegedly freely given is not without conditions:

In common parlance, gifts are freely given with no
expectation of anything in return. It is considered bad
taste to insist on a quid pro quo for what is supposed to
be a gift. ... Common parlance is quite misleading with
respect to gifts since social deception is deeply embedded
in the social process of giving and receiving gifts. Marcel
Mauss identifies a set of social phenomena “which are
in theory voluntary, disinterested and spontaneous; but
are in fact obligatory and interested.” ... Thus, while
people pretend not to expect a quid pro quo in return for
a gift, they actually do expect gifts to be reciprocated and
are likely to inflict social disapprobation on those who

fail to reciprocate. Gift giving generates an obligation to

47 Sennett, R, Respect: The Formation of Character in a World of Inequality, (London: Allen Lane, 2003),
pp. 136-138.

48 Knorr, K, The Power of Nations: The Political Economy of International Relations, (New York, NY: Basic
Books, 1975), pp. 172-175. Cited in Baldwin, Op cit., pp. 292-293.
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reciprocate regardless of whether any specific quid pro
quo is agreed upon at the time the gift is given. Indeed,
the giver is likely to — nay, is expected to — deny, explicitly
or implicitly, that any quid pro quo is expected. This,
however, is a social lie and is tacitly understood to be

such by both giver and receiver.*’

Moreover, as Nye states, even though the economic part of
hard power resting on inducements may not seem coercive, threats
and inducements are closely related because coercion is a matter of
degree: ‘Inducements, rewards, and bonuses are more pleasant to
receive than threats, but the hint of their removal can constitute
an effective threat. ... Some inducements (and the threat of their
removal) may be more enabling and others more coercive’ in the
eyes of those who receive them.*

Soft power, on the other hand, should not be discounted
as ‘just a question of image, public relations, and ephemeral
popularity. Instead, it should be viewed as ‘a form of power - a
means of obtaining desired outcomes.” Soft power is ‘the ability
to get what you want through attraction rather than coercion or
payments. ... A country may obtain the outcomes it wants in world
politics because other countries — admiring its values, emulating
its example, aspiring to its level of prosperity and openness — want
to follow it. In this sense, it is also important to set the agenda
and attract others in world politics, and not only to force them
to change by threatening military force or economic sanctions. ...
Soft power rests on the ability to shape the preferences of others.”?

49 Ibid., pp. 293-294. Original emphasis.
50 Nye, The Powers to Lead, pp. 39, 141-142.
51 Nye, Soft Power, p. 129.

52 Ibid, pp. x, 5. Emphasis added.
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As Nye clarifies, however, the ability to shape preferences should
not be confused with influence:

Soft power is not merely the same as influence, though
it is one source of influence. After all, influence can also
rest on the hard power of threats or payments. Nor is
soft power just persuasion or the ability to move people
by argument, though that is an important part of it. It
is also the ability to entice and attract. Attraction often
leads to acquiescence. In behavioral terms, soft power
is attractive power. In terms of resources, soft power
resources are the assets — tangible and intangible - that

produce such attractions.”

Soft power uses different resources to bring about cooperation
or acquiescence from other actors than does hard power, which
rests on coercion and payments. These resources are generally
‘slower, more diffuse and more cumbersome to wield than hard-
power resources’ and ‘often work indirectly by shaping the
environment for policy, and sometimes take years to produce the
desired outcomes.”* Hill goes further in stating that while hard
power tends to focus on the target itself, soft power primarily seeks
to change the target’s environment, but argues that the use of such
‘slow-acting, opinion-shaping instruments can still be a form of
coercion, albeit barely understood by the target.* Nye counters
this by arguing that while soft power may indeed feel threatening
and manipulative, ‘it still leaves open a wider range of choices in
the target’s response. Soft power instruments are not all equal in

53 Nye, The Powers to Lead, p. 31. See also Soft Power, p. 7.
54 Nye, Soft Power, pp. 99-100.
55 Hill, Op cit, p. 135.
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this regard. They differ in the degree of rational appeal and respect
for followers’ autonomy.*®

For Nye, a country’s soft power derives mainly from three
sources: its culture, its values and its foreign policy.”” The first two
are clearly outside a government’s control, but the last one is by
definition a government’s responsibility. This work will therefore
focus on the latter source of soft power — indeed, in Nye’s words, a
government’s ‘foreign policies strongly affect soft power’, which in
turn ‘can attract or repel others by the influence of their example.®
Foreign policies that are perceived to have moral authority and are
legitimate in terms of the shared values they represent — along
with ‘the justness and duty of contributing to the achievement of
those values’ — will produce ‘an intangible attraction that persuades
[others] to go along with [one’s] purposes without any explicit
threat or exchange taking place.” Soft power therefore depends
on how these objectives are framed: ‘Policies based on broadly
inclusive and far-sighted definitions of the national interest are
easier to make attractive to others than policies that take a narrow
and myopic perspective.®® This is a point Lebow concurs with,
adding that such policies are also likely to cost less:

It is easier to elicit support for policies that reflect
shared norms because it is possible to persuade other
actors that they are in the common interest. Policies
contrary to accepted values and practices must rely on
coercion or bribes, or a combination of the two, and are

correspondingly more costly in resources. Cooperation

56 Nye, The Powers to Lead, p. 142.
57 Nye, Soft Power, pp. X, 6,11, 14.
58 Ibid, pp. 13-14.

59 lbid, pp. 6-7.

60 Ibid, p.61.
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[achieved] on this basis lasts only so long as the dominant

state retains the power to punish and reward.5!

When a country can entice others to want what it wants, on
the other hand, it does not need to spend as much on sticks and
carrots to change their behaviour toward its own preferences.
‘Seduction is always more effective than coercion,®* according to
Nye. He warns, however, that whether ‘attraction in turn produces
desired policy outcomes has to be judged in particular cases.
Attraction does not always determine others’ preferences, but this
gap between power measured as resources and power judged as the
outcomes of behavior is not unique to soft power. It occurs with all
forms of power.®®

2.3. Economic statecraft

In War and Change in World Politics, Robert Gilpin predicts a
long-term trend in international relations toward the increased
relevance of economics as a result of ‘the expansion of a highly
interdependent world market economy’ and argues that this
has ‘enhanced the role of economic power as an instrument of
statecraft.® This assertion inevitably calls attention to the need for
further academic work on economic instruments of foreign policy.
In its simplest form, economic statecraft is to study economics as
an instrument of politics.®

Baldwin defines economic statecraft as “all of the

economic means by which foreign policy actors might

61 Lebow, Op cit., p. 495.
62 Nye, Soft Power, p. x.
63 Ibid, p.6.

64 Gilpin, R, War and Change in World Politics, (Cambridge: Cambridge University Press, 1981), pp. 68-69,
218. Cited in Baldwin, Op cit., p. 68.

65 Baldwin, Op cit, p. 3.
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try to influence other international actors”. To influence
someone, he points out, is to induce someone to do
something that they would not otherwise have done.
Like most other forms of influence, economic statecraft
will take effect by affecting attitudes, expectations or
beliefs. It is of necessity a means of sending messages.
It may impose or threaten to impose costs on the target
nation, and such costs may be an important part of
the message; but it may transmit a message effectively

without necessarily imposing a cost.*

Although economic policy instruments may be used to pursue
economic ends, Baldwin illustrates that their use is not confined to
such aims through an analogy with Carl von Clausewitz’s famous
dictum that war is a continuation of policy by other means:
‘Clausewitz argues that what is peculiar about war “is simply
the peculiar nature of its means.” Likewise, the distinguishing
characteristic of economic statecraft lies not in its goals but rather
in the peculiar nature of its means.®” Thus, more specifically,
economic statecraft signifies an international actor’s use of
economic instruments and relationships (or means) in the pursuit
of political goals (ends) in foreign policy.®®

Economic statecraft is analytically distinct from other
similarly-named concepts — such as foreign economic policy,
international economic policy, economic diplomacy, economic
leverage, economic sanctions, economic warfare or economic
coercion - in that these ‘are usually defined in terms of actual or
intended effects of a policy or in terms of the process by which the

66 Hanson, P, Western Economic Statecraft in East-West Relations: Embargoes, Sanctions, Linkage,
Economic Warfare, and Détente. (London: Routledge & Kegan Paul, 1988), pp. 6-7.

67 Baldwin, Op cit, p. 65.
68 Mastanduno, M, ‘Economic Statecraft, in Smith, S, Hadfield, A. & Dunne, T. (eds.), Foreign Policy:
Theories, Actors, Cases. (Oxford: Oxford University Press, 2008), p. 172.
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policy was made.® As Hill notes, economic statecraft ‘refers to the
extent to which an actor can pursue its goals through the use of
economic instruments, even when the content of the goal is not
centrally economic. It is not about foreign economic policy [and
other concepts named above] in the service of economic goals,
important as that is.””° In comparison with some of the available
alternative definitions above, Baldwin summarises several
advantages to the concept of economic statecraft:

“Economic statecraft” emphasizes means rather than
ends. This usage is probably closer to ordinary language

than definitions in terms of ends. ...

“Economic statecraft” does not restrict the range of
goals that may be sought by economic means. It makes
it conceptually possible to describe the empirically
undeniable fact that policy makers sometimes use
economic means to pursue a wide variety of noneconomic

ends. ...

Unlike most alternative concepts, the definition of
“economic statecraft” includes a definition of “economic”
[i.e. “resources which have a reasonable semblance of
a market price in terms of money””]. It thus provides
criteria for distinguishing economic techniques of

statecraft from noneconomic techniques.”

However, as Philip Hanson critiques, an underlying problem
remains with this approach: “The economic costs of sanctions,
embargoes and economic warfare are measurable (however

69 Baldwin, Op cit., p. 33.

70 Hill, Op cit, p. 148.

71 Baldwin, Op cit, pp. 13-14.
72 Ibid., pp. 39-40.
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imperfect) for both sender and target nations, but the political
costs and benefits are not. Net economic costs and net political
benefits for the nation imposing the sanctions cannot be weighed
against one another’” The economic-political cost-benefit
analysis of economic statecraft notwithstanding, Baldwin’s
concept remains appropriate for the purposes of this study. ‘Given
the starting point of linkage between politics and economics,
between foreign policy and the pursuit of wealth,” writes Hill, to
study economic statecraft ‘means analysing the extent to which
economic instruments are indeed at the disposal of the state’:”
whether they are used positively as carrots, involving the use of
economic relationships as incentives or rewards; negatively as
sticks, involving the threat or use of sanctions or other forms
of economic coercion or punishment;” or even as a form of soft

power.

2.3.1. The literature

Much like the wider discipline of International Relations
itself, the study of economic sanctions (more specifically, negative
sanctions or economic coercion) began with optimism following
the First World War, with high expectations that sanctions could
deter future wars. However, the failure of sanctions to restrain
military aggression and to achieve other important goals — most
prominently such ‘classic cases’ as League of Nations sanctions
against Italy, US sanctions against Cuba, UN sanctions against
Rhodesia, NATO sanctions against the Communist bloc and
Arab sanctions against Israel - led to a generalised scepticism
concerning their use among post-Second World War IR scholars.

73 Hanson, Op cit, p. 18.
74 Hill, Op cit,, p. 148.

75 Mastanduno, Op cit,, p. 172.
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Indeed, the overall impression derived from the literature, writes
Baldwin, ‘is that economic statecraft is so obviously useless as to
raise questions about the good judgment of any policy maker who
gives serious consideration to such techniques’ of statecraft.” The
publication of Baldwin’s Economic Statecraft in 1985, however,
marks a turning point in the literature on economic means of
interstate influence, and has ‘profoundly influenced how the
current generation of scholars approaches the study of economic
statecraft and sanctions.”’

Baldwin reconceptualized the scholarly literature
and argued that the use of economic sanctions — more
generally economic statecraft - typically involved
multiple objectives and targets, and that the assessment
of success or failure could only be made convincingly by
comparing the costs and benefits of economic statecraft
to that of other forms of statecraft. Baldwin did not
claim that economic sanctions were likely to succeed.
His conceptual framework and reconsideration of
classic cases, however, did suggest that the economic
instrument was considerably more useful than scholars

generally acknowledged.”™

For instance, as Michael Mastanduno states, ‘even if sanctions
do not solve major foreign policy problems, a variety of economic
instruments...may still be useful to governments in signalling
intentions, complementing diplomacy, building a political
consensus, or even paving the way for the use of military force.””

76 Baldwin, Op cit,, p. 115.

77 Mastanduno, M, ‘Economic Statecraft, Interdependence, and National Security: Agendas for
Research), Security Studies, Vol. 9, No. 1, 1999, p. 291.

78  Ibid, p. 290.

79  Mastanduno, ‘Economic Statecraft’ (2008), p. 172.
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Thus, Hanson considers Baldwin’s view of economic sanctions as
being primarily a form of signalling: ‘An effective signal can change
the expectations of decision-makers in the target nation about the
sender’s response to the original action that triggered the sanction.
If it does so, this signalling may be more important on the whole
than the costs directly imposed by the sanctions.®

Baldwin critiqued the bulk of existing literature for the short-
sighted assumption that no political end can possibly be achieved
unless the economic means is effective: ‘Some writers...argue
that economic techniques of statecraft can succeed only through
economic effects on the target. [Donald] Losman, for example...
views infliction of economic damage on the target country as
a necessary but not sufficient condition for political success.
Baldwin counters this argument by reminding us that economic
sanctions ‘may have diplomatic, psychological, political, military,
or other effects when their economic effect is nil. Ignoring this fact
severely impairs one’s ability to evaluate the costs and effectiveness
of economic sanctions as instruments of foreign policy.’ Indeed, he
concludes ‘it seems unwise to rule out in advance the possibility
that economic techniques may succeed because of their connection
with noneconomic causal conditions.”®® However, the drawback in
Baldwin’s methodology, in Hanson’s words, is that ‘his multiple
and unqualified success criteria make it hard ever to conclude that
an economic sanctions episode is a clear failure. Perhaps that is as
it should be in the unclear world of international relations.®

These shortcomings notwithstanding, Baldwin notes that
the ‘two most salient characteristics of the literature on economic

80 Hanson, Op cit., p. 18.

81 Losman, D, International Economic Sanctions: The Cases of Cuba, Israel, and Rhodesia. Albuquerque,
NM: University of New Mexico Press, 1979.Cited in Baldwin, Op cit., pp. 63-64.

82 Hanson, Op cit,, p. 14.
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statecraft are scarcity’ - whose neglect he attributes partly to a
tendency to focus on policy-making processes in detriment to
policy techniques and outputs - ‘and the nearly universal tendency
to denigrate the utility of such tools of foreign policy.”®® Despite
these limitations, Jean-Marc Blanchard and Norrin Ripsman have
listed three broad schools of thought in the economic statecraft
literature: realism, economic liberalism and conditionalist
approaches.

Realist stances on economic statecraft are straightforward
and largely responsible for the popular view that economic
instruments are not useful tools of statecraft. For realists, political
and strategic goals always take precedence over economic ones, so
states are unlikely to relinquish important political goals because of
economic considerations, leading to the conclusion that economic
instruments almost never succeed in achieving foreign policy
goals. Thus, according to realists, ‘economic statecraft — premised
as it is on the exchange of political concessions for economic gains
or the avoidance of economic losses — should usually fail, unless
economic pressures are consonant with political ones or the
sender’s political demands are inconsequential.’3*

Economic liberalism, on the other hand, draws almost
opposite conclusions on economic statecraft than does realism,
but has an equally straightforward logic. ‘Economic liberals
expect policy success to correlate directly with the magnitude of
economic incentives or punishments offered. ... By focusing on the
magnitude of economic signals, liberals implicitly acknowledge
that compliance with economic statecraft is not automatic, but is
the product of a calculation of the costs and benefits of compliance

83 Baldwin, Op cit, pp. 51-52.

84 Blanchard, J.M. & Ripsman, N, ‘A Political Theory of Economic Statecraft, Foreign Policy Analysis, Vol.
4,2008, p. 374.
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versus the costs and benefits of defiance.®® However, since economic
statecraft, as defined above, entails the use of economic means for
the purposes of achieving political goals, concentrating exclusively
on the economic effects of statecraft may not tell us much about
their efficacy in reaching political objectives. Being an inherently
political act due to the nature of its ends, the economic effect of
statecraft by itself, even if extreme, is ‘unlikely to result in changes
in behavior if the right political conditions are not present. ... Since
economic sanctions are designed to influence target governments
in large part by generating domestic political opposition to the
proscribed policy, their political costs are more significant than
their economic bite.®® As Robin Renwick puts it, ‘the idea of an
automatic correlation between economic deprivation and the loss
of the political will to resist it is, to say the least, questionable.®’
The same is true of economic incentives.

As Blanchard and Ripsman note, however, much of the
literature on economic statecraft ‘consists of a rather sterile debate
about whether economic sanctions or incentives can achieve
important foreign-policy objectives, with less attention to the more
policy-relevant issue of when and under what conditions economic
statecraft can achieve these goals.®® Since economic statecraft
succeeds more frequently than the realist perspective predicts, but
fails more often than economic liberalism suggests, they conclude
not only that these two schools of thought are ‘unsatisfying
theoretically and unable to explain important, high profile cases’,
but also that a conditional model of economic statecraft is needed

85 Ibid, pp. 373-374.

86 Blanchard, J.M. & Ripsman, N,, ‘Asking the Right Question: When Do Economic Sanctions Work Best?,
Security Studies, Vol. 9, No. 1, 1999, pp. 220-223.

87  Cited in Blanchard & Ripsman, ‘Asking the Right Question’, p. 220.

83 Blanchard & Ripsman, ‘A Political Theory of Economic Statecraft, p. 371. Original emphasis.
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to understand when such instruments of statecraft are likely to
be effective. Indeed, for Blanchard and Ripsman, ‘conditionalist
approaches represent a significant step forward for the study of
economic statecraft by identifying the importance of intervening
factors that influence how states view economic signals.”®

Conditionalist approaches stress that ‘the economic costs and
benefits associated with economic statecraft are only likely to have
an important impact on decision making under certain political
conditions.*® Within this broad school, scholars tend to focus
on the international environment as a conditioning factor for
economic statecraft, while a smaller number of studies concentrate
on domestic conditions in the target state.

International conditionalists argue that the economic
considerations brought on by economic statecraft are weighed
against geopolitical interests like power, prestige and sovereignty,
and list international political conditions necessary for effective
economic statecraft such as ‘the sender and target states’ relative
military power, the strength of international regimes, the sendet’s
strategic relationship with the target, and the international threat
situation’,’ to mention but a few. The international environment
is complex in its own right and can include a myriad of conditions
modifying the probabilities of success of economic statecraft
depending on the context in which it takes place, and therefore
warrants its own chapter in the present study (Chapter 4).

Meanwhile, domestic conditionalists focus on the internal
circumstances in the target states as the key variable in an
influence attempt through economic statecraft. As Mastanduno
points out, ‘the study of economic statecraft must proceed not only

89  Ibid, p.376.
90 Ibid, p. 375.
91 Ibid., pp. 375-376.
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with an appreciation of the domestic level of analysis but with a
sophisticated understanding of it. Economic sanctions involve
the exploitation of power asymmetries, but the effectiveness of
sanctions, that is whether those asymmetries can be exploited,
depends vitally on how their effects are transmitted domestically.
This is true of both positive and negative sanctions, although the
mechanics of transmission are somewhat different.”®® Therefore,
domestic conditionalists ‘view the success or failure of economic
statecraft as a function of the extent to which economic pressure
might harm vital domestic constituencies or to which economic
inducements might enrich key powerbrokers.”> Most such studies
tend to concentrate on the target state’s regime type, with their
most common contention being that negative sanctions are less
effective against authoritarian regimes while being more effective
against democracies, whereas economic inducements are more
likely to work best on authoritarian states. But in doing so, these
studies neglect the complexity of any given target state’s internal
political setting.

However, more recent domestic conditionalist studies, such
as Blanchard and Ripsman’s, stress that focusing only on target
states’ regime type is insufficient, since ‘similar regimes can vary
along critical dimensions, including autonomy of the state from
society and the policy instruments at its disposal.’ Instead, they
separate domestic interest groups from the government, and
propose a more detailed and sophisticated domestic condition in
the form of a target state’s ability to buffer its government against
disaffected groups — or what they call ‘stateness, which comprises
three factors: ‘(1) autonomy, or a state’s ability to take decisions
in the face of domestic political opposition; (2) capacity, or the

92 Mastanduno, ‘Economic Statecraft, Interdependence, and National Security, 1999, p. 315. Original
emphasis.

93 Blanchard & Ripsman, ‘A Political Theory of Economic Statecraft; p. 376.
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state’s capability either to compensate or coerce those who stand
to lose from defying the sender; and (3) legitimacy, or the ability
of the state to rally disaffected domestic groups.” They conclude
that ‘when economic statecraft co-opts domestic interest groups,
high stateness will interfere with an economic statecraft attempt
by allowing leaders to ignore pressures to comply. Conversely,
when economic statecraft resonates with the target government,
rather than domestic interest groups, stateness can actually foster
compliance by allowing the leadership to overcome domestic
resistance to compliance./? But even such ardent advocates of
domestic conditions admit that in order to explain completely the
dynamics of economic statecraft, ‘we must not only consider the
internal dynamics of the target state, but also international political
variables that can alter the political costs facing the regime.* In
other words, even though conditionalist approaches to economic
statecraft are preferable to, if not more accurate than, realist
and liberal perspectives, both domestic as well as international
conditions should be taken into account when analysing a state’s
attempt at economic statecraft on another.

In addition to being divided among different schools of
thought, the economic statecraft literature is also separated by
the types of techniques used by governments in their attempts
to influence other states — mainly between negative and positive
sanctions, the proverbial ‘sticks and carrots’, respectively. No
matter what conclusions were reached - i.e. whether or not
sanctions ‘work’, or under what conditions they might — up to
the end of the Cold War, the literature focused almost exclusively
on negative economic statecraft, or economic coercion. Indeed,
as Mastanduno draws attention to, ‘[p]olitical scientists have

94 Ibid, pp.377,372.
95 Ibid, p. 393.
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traditionally devoted relatively little attention to positive economic
statecraft. ... Economic sticks have commanded more attention
than economic carrots.*® As Baldwin has suggested, perhaps this is
because ‘researchers typically have tended to overestimate threats
(negative sanctions) relative to promises (positive sanctions) in the
study of international politics.?” Insofar as these studies compare
negative sanctions to other alternative forms of statecraft, they
tend to focus on economic versus military coercion,” rather than
comparing negative and positive forms of economic statecraft.
However, Mastanduno points out that ‘the more carefully we
examine the historical record, the more cases — successes and
failures — we are likely to find’, both of negative sanctions and of
positive sanctions, which ‘political scientists have only began to
investigate.®

Baldwin made an observation in 1971 regarding research on
positive economic statecraft that remained accurate for the next
two decades: ‘It is not that political scientists have said wrong
things about the role of positive sanctions in power relations; it is
just that they have said little.*® However, the end of the Cold War,
and the shift in focus away from primary (security) to secondary
(economic) and tertiary (human rights, environment, etc.) agenda
topics in IR scholarship, led to a rediscovery of positive economic
statecraft:

96 Mastanduno, ‘Economic Statecraft’ (2008), p. 182.

97 Cited in Mastanduno, ‘Economic Statecraft, Interdependence, and National Security’ (1999), p. 305.
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99 Ibid, pp. 305, 304.
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The end of the Cold War has brought a changed global
situation and a revival of scholarly interest in positive
economic statecraft. The major powers of the world are
now economically interdependent, as they were during
the late nineteenth century. An understanding of great
power politics once again requires an understanding
of economic relationships and of the links between
economics and foreign policy. ... As economic relations
take centre stage in foreign policy, the traditional lines
between high politics and low politics become blurred. It
is not surprising that scholars have begun to rediscover
the agenda of positive economic statecraft. ... Since the
end of the Cold War, economic engagement has proved
to be a key foreign policy strategy in relations both
among major powers and between stronger and weaker

states.?%!

The new research focusing on economic incentives that has
emerged in the post-Cold War era, however, has been inclined
to flaunt the successes of positive sanctions in carefully selected
case studies, to some extent as a response to the predominance of
the negative sanctions in the literature up to that point.’** But as
Mastanduno makes clear, ‘the positive use of economic incentives
has considerable promise as an instrument of statecraft, and
deserves more systematic attention from students of the subject.**

In terms of which schools of thought tend to write about
positive economic statecraft, many are liberals. For instance,
Randall Newnham argues that if an economic incentive is strong
enough, it can be more effective in changing a target state’s

101 Mastanduno, ‘Economic Statecraft’ (2008), p. 183.
102 Mastanduno, ‘Economic Statecraft, Interdependence, and National Security’ (1999), p. 310.

103 Mastanduno, ‘Economic Statecraft’ (2008), p. 185.
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behaviour than negative sanctions.'** Meanwhile, there are few, if
any, realists writing about economic incentives, which Blanchard
and Ripsman attribute to a self-selection process: ‘The few authors
who write about incentives implicitly begin with the assumption
that they can be of significance. However, [Blanchard and Ripsman]
interpret the dearth of attention paid to economic incentives as
evidence of the widespread realist attitude that economic gains are

unlikely to move states to alter their policies.**

According to Blanchard and Ripsman, the economic statecraft
literature suffers from a crucial weakness: namely that it treats
negative and positive sanctions as analytically distinct from
one another, ‘despite Baldwin’s observation that various forms
of economic statecraft follow a similar logic and Hirschman’s
assertion that economic incentives influence states because of the
possibility they create for future economic sanctions’.! Yet the
connection between negative and positive sanctions is ‘relatively
unexplored territory’ in International Relations. ‘Now that positive
measures have been rediscovered, writes Mastanduno, the next
step will be to study their effectiveness more systematically,
both on their own, and in relation to the more familiar forms of
economic sanctions.*”’

2.3.2. Basic types of economic statecraft: negative,
positive, and short- versus long-term

When policy makers talk about ‘economic sanctions’, more
often than not they are referring to negative sanctions - in other

104 Newnham, R, Deutsche Mark Diplomacy: Positive Economic Sanctions in German-Russian Relations,
(University Park, PA: Pennsylvania State University Press, 2002), cited in Blanchard & Ripsman, ‘A
Political Theory of Economic Statecraft, p. 374.

105 Blanchard & Ripsman, ‘A Political Theory of Economic Statecraft; p. 375.
106 Ibid, p.371.

107 Mastanduno, ‘Economic Statecraft’ (2008), p. 184.
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words, the sticks (rather than carrots) of economic statecraft
- which include the boycott of imports, embargoes on exports,
restrictions on private business and travel, and the imposition of
price rises through punitive duties.’® Moreover, as Hill reminds
us, ‘[i]t is important to distinguish between sanctions as an
instrument of collective security, used by the League of Nations
and the United Nations (where they have almost always proved
a failure) and sanctions as an instrument of foreign policy, where
they have been a qualified success in a number of cases despite the
smaller number of enforcing states.’® The present study concerns
itself exclusively with the latter. Nevertheless, it is also necessary
to discuss the source of power behind the use of negative sanctions,
rather than merely listing different instruments in which they
might be manifested.

In a pioneering work on economic instruments of foreign
policy, National Power and the Structure of Foreign Trade (1945),
Albert Hirschman states that ‘the power to interrupt commercial
or financial relations with any country, considered as an attribute
of national sovereignty, is the root cause of the influence or power
position which a country acquires in other countries’.**

He calls the “two main effects” of foreign trade on “the
power position of a country” the “supply effect” and
the “influence effect”. “The first effect is certain to be
positive: By providing a more plentiful supply of goods
or by replacing goods wanted less by goods wanted more
(from the power standpoint), foreign trade enhances

the potential military force of a country”. Hirschman,

108 Hill, Op cit., p. 149.

109 Ibid., endnote 52 to Chapter 6, pp. 336-337.

110 Hirschman, A.O, National Power and the Structure of Foreign Trade, (Berkeley, CA: University of
California Press, 1945 [1980]), p. 16.
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however, regards the implications of the supply effect as
“obvious” and hardly in need of “further elaboration”;
therefore, he devotes the bulk of his attention to the
more theoretically interesting and less well-understood
influence effect. Whereas the first effect derives from the
would-be power wielder’s “gain from trade,” the second
effect derives from the ability to deprive one’s trading
partners of their gains from trade by exercising the right
of every sovereign state to interrupt its own export and
import trade. Hirschman views the influence effect as
more important than the supply effect and asserts “that
economic pressure upon a country consists mainly of the
threat of severance and ultimately of actual interruption

of external economic relations with that country.”*!

In Hirschman’s own words, ‘[t]he stoppage of this trade
obliges the other countries to find alternative markets and sources
of supply and, should this prove impossible, it forces upon them
economic adjustments and lasting impoverishment. True, the
stoppage of trade will also do harm to the economy of the country
taking the initiative in bringing about the stoppage, but this is not
unlike the harm an aggressive country can do to itself in making
war on another. A country trying to make the most out of its
strategic position with respect to its own trade will try precisely to
create conditions which will make the interruption of trade of much
graver concern to its trading partners than to itself."*? Abdelal and
Kirshner recall how Hirschman demonstrates that asymmetric
economic relations between states afford more power to the larger
state involved in the relationship: ‘If large country A trades with
small country B, commerce between them might account for only

111 Baldwin, Economic Statecraft, pp. 210-211. Original emphasis.

112 Hirschman, Op cit,, pp. 15-16.
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two or three percent of country A’s exports and imports, but might
well represent over half of country B’s. Such a relationship gives
the larger country coercive power over the smaller, because an
interruption of the relationship would cause much greater distress
in B than in A. Threats of interruptions, then, both explicit and
implicit, give A power.**® In other words, the power accrued by
country A over country B is a form of hard power, and the threat
of, if not an actual, trade interruption lies at the extreme end of
the hard-soft power scale as an act of (economic) coercion, usually
implemented as sanctions, as illustrated in Table 1 above.

The conception of power in Hirschman’s book is cast primarily
in terms of negative sanctions, but it is important to recall that
economic statecraft can also be positive — used as a carrot, rather
than a stick. Although Baldwin claims that ‘Hirschman neither
considers nor allows for the possibility that country A may want
to enhance the supply effect in country B as a direct means of
influence’,'** a closer inspection of Hirschman’s book reveals that
he does, in fact, briefly consider this possibility: ‘country A, seeking
to increase its influence in country B, might have an interest in
altering the terms of trade in B’s favor. Here, then, it would seem,
we have an ideal instance of the opposition between a policy
trying to maximize national income and a policy setting out to
maximize national power.”**> As Abdelal and Kirshner summarise,
Hirschman illustrates how influence can be exercised indirectly by
engaging in trade with another country, even without the threat of
severing economic relations, although Hirschman dedicates much
less attention to this dynamic than he does to his more fully and
systematically developed argument on economic coercion:

113 Abdelal, R. & Kirshner, J, ‘Strategy, Economic Relations, and the Definition of National Interests,
Security Studies, Vol. 9, No. 1, (Autumn 1999), p. 120.

114 Baldwin, Economic Statecraft, p. 213.

115 Hirschman, Op cit., p. 20.
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Simply put, National Power [and the Structure of
Foreign Trade] shows that the pattern of international
economic relations affects domestic politics, which in
turn shapes national interests. This is always true but is
most vivid in asymmetric relations, where the effects are
typically large, visible, and almost wholly found within
the smaller economy. Consider, for example, a free
trade agreement between a large and a small state. The
likely result is a change in the smaller state’s perception
of its own interest: it will converge toward that of the
larger. Why? Because the simple act of participation in
the arrangement strengthens those who benefit from it
relative to those who do not (by definition). This strength
should translate into political power. Further, because
firms and sectors engage in patterns of activity based
on economic incentives, and since this constellation of
incentives will be transformed by the trade agreement,
the subsequent reshuffling of behavior will lead to new
interests and the formation of political coalitions to
advance those interests. Most importantly, decisions
based on these new incentives give firms a stake in
their country’s continued participation [in the trade
agreement], and they will direct their political energies

7

to that end. In Hirschman’s words, “...these regions or
industries will exert a powerful influence in favor of a
‘friendly’ attitude toward the state to the imports of
which they owe their interests.” Finally, the central
government can find its own interests reshaped, above
and beyond that which results from domestic political

pressures.’

116 Abdelal & Kirshner, Op cit, pp. 120-121.
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Abdelal and Kirshner rightly find it important to distinguish
between two different components, or sources, of Hirschman’s
influence effects: ‘Hirschman considers “influence effects” to
include both power that accrues to one state from asymmetric
costs of exit and changes in domestic politics that result from
international economic relations. [Abdelal and Kirshner] call
the former “coercion” and the latter “influence.” In other words,
coercion refers to changes in policy, influence refers to changes in
definition of interest.”*'” This distinction is important because it
relates to Nye’s hard and soft power dichotomy explained above,
as Abdelal and Kirshner also acknowledge, while advocating the
superior effectiveness of the latter: ‘Hirschmanesque effects are
more profoundly felt with regard to influence than coercion. ...
[Clhanges in international political behavior do not occur because
of pressure, but because new incentives alter perceptions of
interest. This is akin to what Joseph S. Nye has called “soft power.”
Rather than forcing others to do what you want them to do, soft
power, or influence, is about “getting others to want what you
want.”*'® Thus, Hirschman’s influence effects have the potential
to be manifested as both hard and soft power, depending on how
they are employed, either as trade severance or altered interest
perception.

Meanwhile, Mastanduno focuses more on the deliberate use
of positive sanctions than on influence as a nuanced side effect of
trade. He defines positive economic statecraft as ‘the provision or
promise of economic benefits to induce changes in the behaviour
of a target state.'*® Furthermore, he argues that positive economic
statecraft can bring about the same results as the use of their

117 Ibid., footnote 5, p. 120. Original emphasis.
118 Ibid, p. 121.

119 Mastanduno, ‘Economic Statecraft’” (2008), p. 182 and Mastanduno, ‘Economic Statecraft,
Interdependence, and National Security’ (1999), p. 303.
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negative counterparts: Just as trade denial can be used to change
behaviour, weaken capabilities, or induce regime change, so trade
promotion — the promise or actuality of expanded trade — can be a
means to influence a government’s domestic or foreign policies or
to strengthen its capabilities. Governments can promise to increase
aid, encourage foreign investment, or support a country’s currency
in exchange for desirable changes in that country’s behaviour.**°

Mastanduno then goes on to argue that there are several
reasons why positive economic statecraft might be more effective
in achieving foreign policy goals than their negative counterparts,
which bear repeating here:

Threats tend to inspire resistance and resentment in the
target government; a typical response to the promise
of rewards is hope and expectation. Negative sanctions
often produce the ‘rally around the flag’ effect. Positive
sanctions do not, and have the potential to undermine the
target government by creating transnational coalitions
between groups in the sanctioning and target countries
at the societal [and business] level. Positive sanctions
have a tendency to encourage the target government
to cooperate with the sanctioning government on other
issues; negative sanctions create a general reluctance
to cooperate. With negative sanctions, multilateral
cooperation is a necessity and there are strong incentives
for third parties to break the embargo in order to gain
above-normal profits. Positive sanctions do not require
multilateral support, and alternative economic partners
typically cannot gain by undercutting the sanctions.
Business interests in the sanctioning state tend to

mobilize against negative sanctions. But they are likely

120 Mastanduno, ‘Economic Statecraft’ (2008), p. 175.
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to support positive ones that coincide with their natural

interest in expanding economic integration.'*!

Based on such advantages, Abdelal and Kirshner conclude
that nations are loath to engage in economic coercion because
doing so forgoes the possibility of exercising positive sanctions,

which they consider more valuable.'*

However, there are also reasons to be sceptical of the overall
utility of positive economic statecraft. Making a habit of handing
out carrots to induce good foreign policy behaviour in a target
state, as Mastanduno suggests, may well ‘subject the sanctioning
state to potential blackmail, since the state that hands out bribes
in one context is likely to be pressured to do the same in others.*?
The sanctioning state thus becomes a victim to perpetual demands
for payments in exchange for the target state’s sustained good
behaviour. Mastanduno relates this to the subsequent problem
pertaining to ‘the political repercussions of “trading with an
enemy’. Even if positive economic measures stand a relative
chance of success, governments might be reluctant to reward a
government that they otherwise find to be politically or morally
repugnant.”?* Moreover, insofar as economic statecraftis employed
to make an immediate or short-term change in another state’s
behaviour, policy makers tend to resort more often to negative
sanctions than to positive ones, which Daniel Drezner attributes
to the former’s cost effectiveness relative to the latter.!* It might
be argued that the cost borne by the sanctioning state through

121 Ibid., pp. 183-184. See also Mastanduno, ‘Economic Statecraft, Interdependence, and National
Security’ (1999), p. 309.

122 Abdelal & Kirshner, Op cit., p. 122.
123 Mastanduno, 'Economic Statecraft, Interdependence, and National Security’ (1999), p. 309.
124 Mastanduno, ‘Economic Statecraft’ (2008), p. 184.

125 Drezner, D.W, ‘The Trouble With Carrots: Transaction Costs, Conflict Expectations, and Economic
Inducements; Security Studies, Vol. 9, No. 1, (Autumn 1999), pp. 188-218.
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economic coercion, though potentially high in the short term, is
likely to be lower than the long-term costs of positive sanctions,
especially if the target state involves the sanctioning state in
recurring blackmail for further bribes. This argument is in line
with Hirschman’s dictum, cited above, that the cost of coercion
to the sanctioning state ‘is not unlike the harm an aggressive
country can do to itself in making war on another’; whereas
positive sanctions can be compared to appeasement, which will
not necessarily change the behaviour of the target state. However,
as Mastanduno reminds us, negative and positive forms of
economic statecraft need not be mutually exclusive: ‘Positive and
negative measures can be used as complementary instruments of
statecraft. Positive economic sanctions can set up the threat or use
of negative ones by developing the economic dependence of the
target on the sanctioning country. Similarly, negative sanctions
can structure opportunities for the use of positive measures. Once
negative sanctions have been in place, lifting them is a change
from the status quo for which sanctioning states can derive some

concession in return.'%®

This, in turn, leads to the important issue of the short- versus
long-term effectiveness of economic statecraft. There seems to be
a general consensus that economic statecraft is more, if not only,
efficacious in the long run: ‘From whichever viewpoint economic
instruments [of foreign policy] are viewed there can be little
doubt that they are slow-moving in their impact,” writes Hill.**’
Even so, Mastanduno distinguishes between two types of positive
sanctions, the first of which is short-term and whose logic might
also be applied to negative sanctions. ‘The first [type] involves the

promise of a well-specified economic concession in an effort to alter

126 Mastanduno, ‘Economic Statecraft’ (2008), p. 184.

127 Hill, Op cit,, p. 149.
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specific foreign or domestic policies of the target government’, he
writes, calling ‘this version tactical linkage; others refer to “carrots,”
or “specific positive linkage.” ... Specific sanctions operate at a
more immediate level: The sanctioning state calculates that the
provision of a particular type of economic reward will be sufficient
to convince policymakers in the target state to reconsider their
existing foreign or domestic policies.””” The same might be said of
punitive economic measures when enforcing negative sanctions in
(often vain) hopes of short-term success in economic statecraft.

The other type of positive sanctions Mastanduno discusses is
informed by a different logic, in line with Hirschman’s argument
that the influence effect alters the interests of the target state, but
which bears repeating. This second version, which Mastanduno
terms ‘structural linkage and which others refer to as “general
positive linkage” or “long-term engagement”, involves an effort
to use a steady stream of economic benefits to reconfigure the
balance of political interests within a target country. Structural
linkage tends to be unconditional; the benefits are not turned on
and off according to changes in target behaviour. The sanctioning
state expects instead that sustained economic engagement will
eventually produce a political transformation and desirable
changes in target behaviour.** Hill states that it is in the long
run that the use of economic statecraft has the most profound
impact,” but in order to be effective, Mastanduno reminds us,
‘economic engagement requires a patient, sustained commitment
on the part of the sanctioning state.’*! Though the slow but long-

128 Mastanduno, ‘Economic Statecraft, Interdependence, and National Security’ (1999), pp. 303, 306; and
Mastanduno, ‘Economic Statecraft’ (2008), p. 182.

129 Mastanduno, ‘Economic Statecraft’ (2008), p. 182; and Mastanduno, ‘Economic Statecraft,
Interdependence, and National Security’ (1999), pp. 303-304.

130 Hill, Op cit, p. 151.

131 Mastanduno, ‘Economic Statecraft, Interdependence, and National Security’ (1999), p. 308.
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term effects of economic statecraft have often been criticised in
the literature, particularly by realists, Baldwin counters that ‘this is
not necessarily the “inherent weakness” it is often made out to be.
Quicker is not always better.**? The altered interests of countries
resulting from economic engagement is not without drawbacks,
however, as the vested interests of the sanctioning state are also
changed in favour of maintaining these economic relations: ‘The
deepening of interdependence has the potential to tie the hands
of sanctioning state policy officials, should they decide in the
future that they need to abandon engagement and adopt a more

confrontational foreign policy strategy.’*

Lastly, as a rebuttal to those who denigrate the utility and
effectiveness even of long-term economic statecraft, Baldwin
stresses that ‘[t]he effects of economic statecraft are rarely sudden
or dramatic but rather tend to be slow, circuitous, and unexciting.
“Economic variables,” as Gilpin observes, “tend to be accretive.
Although sudden and dramatic economic changes can and do
take place, in general the influence of economic changes tends
to be cumulative, building up over decades or even centuries.”
This low profile makes it easy to overlook the effects of economic
statecraft.’** He recalls that ‘one of the most important foreign
policy goals for most countries is how to get other countries to
contribute to the enhancement of their economic welfare’, and
concludes:

No other technique of statecraft even begins to approach
international trade for effectiveness in promoting this
important foreign policy goal. International economic

exchange is one of the most spectacularly successful

132 Baldwin, Economic Statecraft, p. 111.
133 Mastanduno, ‘Economic Statecraft, Interdependence, and National Security’ (1999), p. 309.

134 Baldwin, Economic Statecraft, p. 134.
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examples of international influence in history; yet it is
rarely so described. Why? Because routine, mundane,
day-to-day economic exchange is often defined as
either not involving power or as not being “real”
foreign policy. Such conceptions of power or foreign
policy have important effects on conclusions about the
efficacy of economic techniques of statecraft. ... It is
easy to overestimate the importance of the spectacular,
the unusual, the dramatic, the extraordinary while
underestimating the cumulative impact of everyday
things that we take for granted. The “low politics” of
economic exchange may not be very noticeable on any
given day; but over the long haul, it is one of the most

important influence mechanisms in the world.’*

2.3.3. Causal factors that determine
effective economic statecraft

Fairly early in his seminal work on the subject, Economic
Statecraft, Baldwin advocates that what is clearly needed in this
sub-field of International Relations and Foreign Policy Analysis is
‘a conception of the instruments of policy that is independent of
the causal conditions that determine success.... The instruments
of policy, or techniques of statecraft, should thus be treated as
properties of a single state and should be discussed without
implying anything whatsoever about the probable effectiveness of
aninfluence attemptemployingaparticularinstrument.** Instead,
he dedicates the bulk of his work to redefine, in the broadest terms,
what ‘successful economic statecraft’ means. His statement was in
large part a reaction to what he saw as a disproportionate focus on

135 Ibid, pp. 115-116, 118.
136 Ibid, p. 24,
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prescriptive approaches to the subject, rather than a systematic
and more descriptive theory of economic statecraft, prior to the
publication of his book. Though this is a valid point, given the
scarcity of theoretical work on the matter at that time, Lebow
reminds us of perhaps an even more significant observation, made
by Morgenthau, that ‘the role of international relations theory
should never be limited to describing reality; it must educate
actors about the necessity and feasibility of improving it.**” More
specifically, with regards to economic statecraft, William Norris
agrees that ‘understanding exactly how states employ economics
in practice to achieve their grand strategic objectives constitutes
an important contribution to policy makers’ understanding of how
states behave in the international system.'*® In that spirit, and
since numerous authors have discussed the determining factors
behind the effective use of economic instruments of statecraft, this
sub-section will explore some of the main, and most addressed,
criteria for successful economic statecraft.

Before analysing each of these factors individually, a crucial
interpolation must first be made. Mastanduno affirms that
economic statecraft is ‘part of the wider array of foreign policy
instruments that states have at their disposal; more often than
not, economic measures are used in conjunction with diplomatic
and military ones as part of any government’s overall approach
to addressing foreign policy problems and opportunities.”* It is
therefore a widespread and popular (if not completely accurate)
view in International Relations that ‘[e]Jconomic sanctions are

137 Lebow, RN, ‘Culture and International Relations: The Culture of International Relations, Millennium,
Vol.38,No. 1, p. 4.

138 Norris, W, ‘Economic Statecraft: The Use of Commercial Actors in Grand Strategy’, Paper presented at
the annual meeting of the International Studies Association: ‘Theory vs. Policy? Connecting Scholars and
Practitioners, New Orleans Hilton Riverside Hotel, The Loews New Orleans Hotel, New Orleans, LA,
17 February 2010. Cited with the author’s permission.

139 Mastanduno, ‘Economic Statecraft’ (2008), p. 172.
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more effective when used in conjunction other techniques of
statecraft.” However, Baldwin quotes Harold Lasswell and Abraham
Kaplan’s Power and Society in stating that the previous proposition
is generally applicable to all forms of power:

The forms of power are interdependent: a certain amount
of several forms of power is a necessary condition for a
great amount of any form. ... Each form of power always
involves a number of others, to degrees and in ways
which must be separately determined, in principle, in
each case. ... In short, none of the forms of power can
stand alone: each requires, for its acquisition as well as
maintenance, the simultaneous exercise of other forms

of power as well.**°

Which is why, as recognised by Hirschman, any examination
of economic statecraft in general, and of the separate causal
factors that determine its success in particular, must presuppose
all other things being equal: ‘In order to analyze the way in which
foreign trade contributes to a certain distribution of power among
the various nations, it must be isolated temporarily from the
other determinants; for the purpose of this inquiry these other
determinants may be impounded in a vast ceteris paribus upon
which, for the sake of rendering our analysis more realistic, we

shall have to draw from time to time.'#!

In a recent paper,'*? Norris argues there are four principal
factors that determine the success of economic instruments of
foreign policy, the first three of which are drawn from previous
works on economic statecraft, while he further develops the fourth,

140 Lasswell, H.D. & Kaplan, A, Power and Society: A Framework for Political Inquiry, (London: Routledge
and Keegan Paul, 1952), pp. 92-94. Cited in Baldwin, Economic Statecraft, pp. 143-144.

141 Hirschman, Op cit,, p. 13.

142 Norris, Op cit.
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which ‘has received comparatively little attention.’ These are: first,
the relative importance of the issue at stake, which includes the
scope and scale of the objectives(s) to which economic statecraft is
directed, along with the costs incurred (economic and political) for
both sanctioning and target states; second, the relative magnitude
of, or overall dependence on, the economic interaction; third,
the price elasticity of certain goods in the economic interaction,
or how ‘strategic’ these goods are; (it should be noted that the
second and third factors are somewhat related, in that they both
amount to a form of dependence: on aggregate trade and on a
specific good or commodity, respectively); and, fourth, the degree
to which the state is able to control and implement that economic
interaction, or the extent to which commercial actors are agents of
the government.

2.3.3.1. Scope, domain and cost of economic statecraft

The first, and perhaps most important, determining factor
behind an effective attempt at economic statecraft is reflected
in Baldwin’s warning that ‘it may...be inappropriate to judge
economic instruments without reference to underlying strategic
purposes.** Indeed, economic sanctions have different purposes,
from changing the domestic or international behaviour of a state,
to affecting a target state’s economic or military capabilities,
and even to undermine the very existence of a government, by
attempting to bring about regime change.'** Thus, for Norris,
the primary determinant of effective economic statecraft is the
relationship between the ends sought and the means used to
achieve those objectives:

143 Baldwin, Economic Statecraft, p. 114.

144 Mastanduno, ‘Economic Statecraft’ (2008), p. 175.
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The first factor that determines the likelihood of success
is the purpose that economic statecraft is designed to
achieve and how that end matches with the target state’s
own objectives. As has been noted in the sanctions
literature, success of economic statecraft often depends
on the relative importance of the jeopardized economic
interaction vis-a-vis the contentious issue area. The ends
sought cannot be out of proportion with the economic
means available to realize those ends. ... Ceteris paribus,
economic statecraft that has a more modest objective
targeting a less recalcitrant state will meet with success
more readily than economic statecraft with a grandiose
goal targeting a state whose domestic political climate is
not conducive to the sought objective. ... In other words,
for economic statecraft to be successful, the ends must
be commensurate with the means. To the extent that the
objective sought is out of proportion to the economic tools

available, economic statecraft is unlikely to succeed.’®

However, Baldwin clarifies that it is useful to distinguish

between the targets (or what he calls ‘domain’) and the objectives

(what he calls the ‘scope’) of an influence attempt in foreign policy:

145 Norris, Op cit.
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The distinction refers to who is to be influenced (the
target) and in what ways (the scope). Targets and
objectives vary in number, specificity, and importance.
In any given influence attempt, states may — and usually
do — pursue more than one goal with respect to more
than one target. ... Not all goals or targets are equally
important, but none is intrinsically unimportant. Thus,
it may be useful to sort out the primary, secondary,

and perhaps even tertiary goals and targets of a given
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influence attempt; but it is a mistake to assume that the
content of such categories never varies. ... Recognition
that a given influence attempt may involve multiple goals
and targets of varying generality and significance is an
important first step for assessing the utility of various

techniques of statecraft, especially economic ones.**®

Mastanduno, in turn, corroborates this point by stating
that ‘Baldwin’s argument on the need to recognize that multiple
objectives are at play in any sanctions attempt is compelling.
The identification of sender objectives is obviously crucial to any
assessment of the utility of economic sanctions in any particular

case. 1%’

A further dimension of this causal factor is cost. The costs
involved in an economic influence attempt, for both sanctioning
and target state, are a key determinant in whether or not economic
statecraftislikely to succeed. From the sender country’s standpoint,
Baldwin notes, costs do not only have negative connotations,
since ‘incurring costs adds to the credibility of mere words. Costs
are widely regarded as a standard indicator of the intensity of
one’s resolve. In statecraft, observes [Thomas] Schelling, “words
are cheap, not inherently credible when they emanate from an
adversary. ... Actions also prove something; significant actions
incur some cost or risk and [thus] carry some evidence of their
credibility.”** Thus, in Hanson’s recount of Baldwin’s argument,
‘[t]he message conveyed to the target nation is more imposing if it
is sent at some evident cost to the sender. Cost is a disadvantage

146 Baldwin, Economic Statecraft, pp. 16-18.
147 Mastanduno, ‘Economic Statecraft, Interdependence, and National Security’ (1999), p. 292.

148 Baldwin, Economic Statecraft, p. 107.
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in itself, but it is also a sign of seriousness, and that may heighten

the impact of the message.'*°

Baldwin then goes on to argue that even if strict compliance
to a sanctioning country’s demands is not observed, some degree
of success still takes place:

[T]o the extent that economic sanctions increase a
target country’s costs of noncompliance, power is being
exerted even though no change occurs in the policies
of the target country. ... Thus, a typical conclusion
is that sanctions succeeded in increasing the costs of
intransigence to the target but failed to produce a
political effect. From the standpoint of conventional
power analysis, however, increased costs are political
effects. Not all influence is manifest in terms of changes
in policy; changes in the costs of noncompliance also
constitute influence. The tendency to overlook this point
contributes to underestimating the effectiveness of

economic statecraft.

This problem may also be viewed in terms of the target
country’s costs of compliance. The higher the costs of
compliance, the more difficult the undertaking, and
the higher the costs of noncompliance will have to be if
the costs of compliance are to be offset by the influence

attempt.’

Blanchard and Ripsman acknowledge this last point and
further elaborate it by analysing target states’ incentives to
resist or yield to economic statecraft based on costs to the target
nation. Unlike Baldwin, their focus is not on the economic costs

149 Hanson, Op cit.,, pp. 12-13.

150 Baldwin, Economic Statecraft, pp. 132-133. Original emphasis.
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of compliance, but the political costs, ‘which are more important
for target state calculations.’'! It should be noted, however,
that despite concentrating on economic costs, Baldwin does
acknowledge other forms of costs involved in economic statecraft:

The tools of economic statecraft involve things
measurable in terms of money, but that does not mean
that the costs of using such techniques are measurable
solely in economic terms. The costs of using economic
statecraft, like the costs of any other kind of influence
attempt, may be political, military, or psychological as
well as economic. To pretend that the costs or benefits of
influence attempts can be calculated with great precision
by even the most rational of decision makers would be

false and misleading."

Because previous (mostly liberal) scholars have not been
successful in their attempts to correlate the effectiveness of
economic statecraft with the economic costs the sender state
is able to impose on the target country — thus neglecting ‘the
essentially political nature of the policy changes that sanctions
seek to achieve’ — Blanchard and Ripsman’s argument is that ‘the
efficacy of economic sanctions should depend not on the economic
pain they promise, but on the corresponding political costs that the
target state faces if it refuses to comply with the sender’s wishes as
well as the political costs it will incur if it accedes to the sanctioning
state’s demands.*>® The political costs of compliance to economic
statecraft are, in turn, affected by a variety of international
and domestic conditions, some of which will be explored more
specifically in Chapter 4.

151 Blanchard & Ripsman, ‘Asking the Right Question, p. 224.
152 Ibid, p. 128.

153 Blanchard & Ripsman, ‘Asking the Right Question), p. 224.
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Thus, the variation in targets, objectives and the costs for
both sender and target states should be taken into consideration
before evaluating the effectiveness of an influence attempt through
economic statecraft, including whether or not such an attempt has
been successful, as Baldwin concludes:

Power varies not only in degree but on several
dimensions, including scope, domain, and cost. Thus, a
simple dichotomy of “success/failure” obscures not only
variations in degree but also the various dimensions for
measuring success. Establishing the intended scope and
domain of an influence attempt is a basic first step in
assessing effectiveness. ... To view the use of economic
statecraft strictly in terms of securing compliance with
explicit and publicly stated demands is to load the
dice in favor of failure. Third parties, secondary goals,
implicit and unstated goals are all likely to be significant

components of such undertakings.***

2.3.3.2. Magnitude of, and dependence on,
the economic interaction

The second determining factor for effective economic
statecraft that Norris lists is the relative magnitude of the
economic interaction — in other words, the relative importance of
trade to one country vis-a-vis the other and the extent to which a
target state is dependent on the economic relations it maintains
with the sender or sanctioning state. Hirschman explains that

the difficulty of substituting country A as a market or
supply source for country B may be said to depend not
only on the absolute amount of A’s trade with B, but

also on the importance of this trade relatively to B’s

154 Baldwin, Economic Statecraft, pp. 131-132.
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total trade. ... The greater the percentage of exports
and imports involved in a dominant market, the more
difficult it will be to provide substitute markets and
sources of supply. ... If a nation with an absolute volume
of trade imports from or exports to, a small trading
nation, the trade they conduct together will inevitably
result in a much higher percentage for the small than for

the large trading nation.™

As Norris exemplifies, ‘a country whose trade comprises 80%
of its GDP will be much more sensitive to disruptions of that trade
than one for whom trade plays only a minor role in its overall
economy. The relative magnitude of the economic interaction

ought to be fairly large for economic statecraft to be effective.”*®

This kind of exploitable trade dependence for the purposes of
extracting benefits for political goals is analogous to Hirschman’s
influence effect:

What [Hirschman has] called the influence effect
of foreign trade derives from the fact that the trade
conducted between country A, on the one hand, and
countries B, C, D, etc., on the other, is worth something
to B, C, D, etc., and that they would therefore consent
to grant A certain advantages — military, political,
economic — in order to retain the possibility of trading
with A. If A wants to increase its hold on B, C, D, etc., it
must create a situation in which these countries would
do anything in order to retain their foreign trade with A.
Such a situation arises when it is extremely difficult and

onerous for these countries:

155 Hirschman, Op cit., p. 30.

156 Norris, Op cit.
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to dispense entirely with the trade they conduct with A,

or

to replace A as a market and a source of supply with

other countries.

The principles of a power policy relying on the influence
effect of foreign trade are in their essence extremely
simple: They are all designed to bring about this
“ideal” situation. ... The difficulty for country B, C,
D, etc., of dispensing with the trade conducted with A

seems to depend on three main factors:
The total net gain to B, C, D, etc., of their trade with A;

The length and the painfulness of the adjustment process
which A may impose upon B, C, D, etc., by interrupting

trade;

The strength of the vested interests which A has created

by its trade within the economies of B, C, D, etc.™’

Thus Hirschman concludes that ‘the influence which one

country exercises upon another through foreign trade is..likely
to be larger the greater the immediate loss which it can inflict
by stoppage of trade.'® In other words, the more a target state
benefits from trade with a sender state, the more dependent
it is on that trade and the more vulnerable it is to interruption,
thereby increasing the potential for effective (negative) economic

157 Hirschman, Op cit,, pp. 17-18. Original emphasis. It is important to remember a crucial distinction
raised by Abdelal and Kirshner, between Hirschman’s influence effect and dependency theory:
‘Fostering dependence, as used by Hirschman..., is undertaken by states using economic means to
advance political goals. This is distinct, and in essence the converse of “dependency,” in which large
states use their political power to enforce economic extraction. From the dependency perspective,
then, power is a means to achieve an economic end. In Hirschman'’s story of dependence, wealth is
used to advance a political goal’ Abdelal & Kirshner, Op cit., p. 122.

158 Hirschman, Op cit., p. 27.
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statecraft. This is precisely the contention George Shambaugh
makes, who also concurs that ‘the higher the level of dependence,
the more likely it is that economic sanctions will work.**?

Baldwin takes this argument one step further by
demonstrating that a similar logic of dependence is also at work in
positive forms of economic statecraft, such as giving foreign aid to
target or recipient states:

Dependency on aid, like dependency on trade, stems
from the opportunity costs of forgoing the relationship.
Thus, the larger the gains from aid, the larger the costs
of forgoing aid, and the greater the dependency on aid.
The most asymmetrical case of aid dependency would
be one in which one party...values the relationship very
highly...and the other party...places little or no value
on the relationship. Such a situation maximizes the
potential influence of the indifferent party with respect
to the dependent party. Since the former can make

costless and credible threats to end the relationship.*®

For these reasons, the relative magnitude of an economic
interaction between two countries, reflected in the level of
economic dependence of a target state on a sender state, is a crucial
factor in determining the effectiveness of economic statecraft, be
it negative or positive.

2.3.3.3. ‘Strategic’ goods and their price elasticity

The third factor that determines the effectiveness of economic
statecraft is the extent to which a good involved in the economic

159 Shambaugh, G, States, Firms, and Power: Successful Sanctions in United States Foreign Policy, (Albany,
NY: SUNY Press, 1999), p. 583. Cited in Blanchard & Ripsman, ‘A Political Theory of Economic
Statecraft, p. 373.

160 Baldwin, Economic Statecraft, p. 306.
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interaction is ‘strategic’. Before delving into what is meant by
a ‘strategic good’ for the purposes of this study, however, it is
necessary first to point out what the concept usually refers to and
why that narrow use of the concept is inappropriate. According
to Baldwin, the basic intuitive notion behind the ‘strategic goods’
concept is that some goods ‘have more strategic value than others.
That is, for any given strategy, some things have more utility than
others’.’®* The traditional view that some goods are inherently
more strategic than others — what Baldwin calls the ‘strategic
goods fallacy’ — derives from the premise that ‘some goods are
only strategic if they can be used for war, or converted for war,
or processed into war-type goods.” But as Schelling clarifies, this
assumption ‘ignores the fact that a nation’s resources can be used

to produce alternative goods.?

Instead, Baldwin suggests that the ‘strategic’ value of a good
is not inherent, but context-specific:

The “strategic” quality of a good is a function of
the situation; it is not intrinsic to the good itself.
Thus, the question of how strategic an item is cannot be
determined by examining the item itself; nor can it be
determined by analyzing all the possible uses to which
the item may be put. What is highly “strategic” with
respect to one target country may not be very “strategic”
at all with respect to another. ... From the standpoint of
international trade a “strategic” item is anything that is
needed to pursue a given strategy and that is relatively

inefficient to produce at home.'®?

161 Ibid., pp. 214-215. Original emphasis.
162 Schelling, T, International Economics, (Boston, MA: Allyn and Bacon, Inc, 1958), p. 500.

163 Baldwin, Economic Statecraft, p. 215. Original emphasis.
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As Hanson notes, this is a common theme throughout the
works of anumber of key authors on the subject: ‘Schelling, Baldwin
and [Peter] Wiles all consider that in particular circumstances, and
when particular time-horizons are being considered, it can make
sense to treat some goods as “strategic”. For Baldwin, however,
these are not items identified by their being usable directly for
military purposes. He suggests that the term is best reserved for
items for which the target nation has a low price-elasticity of demand
and little scope for replacement with substitutes.***

Hirschman also hints at demand inelasticity as a source of
power between nations. A country (‘A’) that wants to gain power
or influence over other nations through economic statecraft, he
explains, ‘has to seek trading partners with an “urgent” demand
for its export goods...which have no possibilities of themselves
producing the commodities country A exports.'®> This in turn
leads to another form of dependence of the target state on the
exporting country (‘A’) — but on a single, ‘strategic’ good produced
by the sender state, rather than on the aggregate amount of trade
conducted between the two nations — which will persist unless
the target country manages to diversify its consumption of the
strategic good in question — (a topic which will be explored more
specifically and in depth in the next chapter). Hirschman then
goes on to prescribe a more concrete way to maintain such a power
position over other countries: ‘A more specific policy by which a
country could try to prevent its trading partners from diverting
their trade to other countries would consist in the creation of
monopolistic or monopsonistic conditions with regard to certain
products.

164 Hanson, go Op cit,, p. 9. Emphasis added.
165 Hirschman, Op cit,, p. 24
166 Ibid., p.31.
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Based on the arguments exposed above — and other, similar
ones in the literature — Norris lists the price elasticity of ‘strategic’
goods as one of the four key determinants for the successful use of
economic statecraft, and even illustrates it with an example that is
directly relevant to this study, which will be elaborated further in
the following chapter in this study:

The third factor is the elasticity of demand (or, in some
cases, supply) for the economic interaction. For economic
statecraft to be effective, the nature of the economic
interaction ought to be fairly inelastic. For example, a
country whose domestic energy grid is based on light,
sweet crude oil is not easily able to substitute alternative
goods in place of this type of crude oil. Since energy
also provides such a fundamental input for the rest of
the economy, this country’s demand for light sweet
crude would be said to be fairly inelastic. Thus, we can
hypothesize that economic statecraft based on large,
inelastic economic interaction has a greater likelihood of

success, ceteris paribus.’®’

2.3.3.4. Principal-agent theory and government control
of economic actors

As Hill notes, ‘[m]ost economic statecraft is a question of
making some use of what is happening anyway, through trade,
investment or development aid.**® However, Norris points out
that even though ‘states have some discretion over the elasticity
and relative magnitude of their various types of economic
interactions, for the most part these conditions are driven by
relatively exogenous, long-run economic dynamics...rather than

167 Norris, Op cit.
168 Hill, Op cit,, p. 148.
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deliberate state action per se.” Although the three aforementioned
factors — cost and scope of objectives, relative magnitude and
dependence, and price elasticity of strategic goods - are ‘important
for determining the ultimate effectiveness of economic statecraft,
writes Norris, ‘the degree to which a government is able to control
or direct the behavior of its commercial actors is the critical
element that has not been as well developed in the existing work
on economic statecraft. This is conceptually significant because
‘the study of economic power, like most works in international
relations, has focused on states as the unit of analysis. This
analytical perspective risks overlooking the importance of
commercial actors and the role that commercial actors play in
attempts to realize strategic national objectives using economic
means.” Norris therefore devotes the bulk of his paper to answer
the question of how states manipulate their commercial actors
to behave in ways that support their political goals: ‘Despite the
centrality of economic actors in explaining international economic
power, these actors have not been adequately incorporated into a
general theory of economic statecraft. As a result, we have little
sense of the micro-foundations of economic statecraft as practiced
in [the] grand strategy’ of a state’s foreign policy.**°

The main problem in conceptualising a government’s control
of its foreign economic relations to serve its political objectives,
as Hill reminds us, is that ‘international economic activity derives
for the most part from the private sector, while foreign policy
is largely the business of states. There is therefore an uneasy
public-private relationship at the heart of economic statecraft.””°
Hirschman downplays this predicament by arguing that ‘it is

not essential that the state should exercise positive action, i.e.,

169 Norris, Op cit.

170 Hill, Op cit, pp. 148-149.
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organize and direct trade centrally’ for a state to derive power
from its international economic relations; ‘the negative right of
veto on trade with which every sovereign state is invested is quite
sufficient.”*”* While his contention may have made more sense at
the time of his writing in the early 1940s, today it is too simple
a dismissal, particularly in an age of globalisation and economic
interdependence. In the current international system, writes Hill,
‘where capital moves far more freely and trade liberalization has
become entrenched, it is far more difficult for governments either
to act unilaterally on major aspects of political economy or to
disrupt the normal workings of the market for anything less than
a national emergency.'”> However, Norris maintains that ‘even in
a modern, liberal economic system in which states themselves are
not directly responsible for conducting the majority of economic
interaction, states can create incentives for commercial actors to
behave in ways that...are conducive to a state’s strategic interests.
In fact, it is precisely this sort of state manipulation of economic
interaction that Norris defines as economic statecraft,'”® which
is in line with Baldwin’s definition of statecraft, which is not
necessarily practised only by governments, but also by other (non-
state) actors. This then leads to the final causal factor for effective
economic statecraft, according to Norris:

The fourth factor determining the likelihood of success
[in economic statecraft] is the state’s ability to control
or direct its economic interaction. The degree to which a
state is able to direct its economic interaction is largely a
function of its domestic economic system — in particular,

the nature of its business-government relations. ... The

171 Hirschman, Op cit,, pp. 16-17. Original emphasis.
172 Hill, Op cit,, p. 149.

173 Norris, Op cit.
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nature of these relations often determines the degree to
which the state has control over the specific conduct of its
economic interaction with other states. Ceteris paribus,
states with a greater degree of control over their domestic
economy will be better suited to direct their economic
interaction and thus more likely to realize success in

their attempts to engage in economic statecraft.’”

It is important to remember, though, as Hill recalls, that
‘despite the ambiguities of the public-private relationship from the
point of view of the [sanctioning] actor, from that of the recipient
the distinction may seem trivial and the reality that of external

pressure, even neo-colonialism.*”

On the other hand, Hill also raises the issue that while the
long-run use of economic power by states ‘has proved over the
past fifty years to be the most effective way of pursuing foreign
policy goals - so long as you are rich, powerful and capitalist’ - it
is nevertheless much ‘more complex to operate in an era of laissez-
faire than one of autarky’.'”® This in turn leads to a fundamental
contradiction, identified by Norris, concerning the government-
business relations of a state and its foreign policy ramifications:

A basic paradox confronts states seeking to exercise
economic power. To be effective at directing its economic
power, a state needs to be able to direct its economic
activities. However, as demonstrated by states with
centrally directed economies, the more a government,
rather than markets, is in charge of directing a state’s

economic behavior, the less efficient the state’s economic

174 Ibid.
175 Hill, Op cit,, p. 149.
176 Ibid., pp. 151, 149.
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productivity tendsto be.”” Over time, this lower economic
productivity limits the size of a nation’s economy. The
smaller or less powerful a state’s economy is, the less
intrinsic weight the state has to throw around... [‘'Of
course, if the economy provides a unique, critical good
(e.g. something with highly inelastic demand), the
state can also derive considerable influence from the
inelasticity (rather than the magnitude) dimension of its
international economic relations.’]*"® So although a state
needs to be able to direct its economic might for economic
statecraft to be effective, too much state direction tends
to lead to inefficiency and a less robust economy overtime.
Likewise an economy in which the state is relegated to
a very small role may grow to exceptional proportions,
but the state will find it difficult to meaningfully direct
this latent economic power in any concerted way. This
is the essence of the paradox inherent in the exercise of

national economic power.’”®

Governments then resolve this paradox by making a

fundamental choice with regards to the economic system, and

resulting government-business relations, of their states, depending

on the extent to which they wish to interfere in (if not control)

their economy. It is therefore not surprising, for Mastanduno, that

177 While Norris realises ‘that the paradox presented here assumes some liberal economic tenets (ie.
that directed economic growth is not as efficient as market-oriented economic activity), he assumes
‘that directed economic growth is not as efficient as market-oriented economic activity over the
long run and [focuses] on developing the implications of this in terms of the paradox. That said, the
underperformance of centrally-planned economies is well documented. Economic inefficiencies stem
not only from the challenge of the complexity involved, but also from the long-term implications of
inefficient capital allocation. ... Although intensive, government planned and directed economic
growth is possible (and may even be sustained for some period of time), it does not seem to be the
best path for economic dominance, or long term sustainability. Norris, Op cit., footnote 33.

178 Norris, Op cit,, footnote 34.

179 Norris, Op cit.
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to initiate economic statecraft as a key foreign policy measure.

‘powerful states — those with strong economies and many economic
instruments at their disposal - are more likely than weaker states

7180

From a theoretical perspective, this choice is reflected in a
diversity of possible mechanisms of interaction between principals
and their agents, postulated in the ‘principal-agent problem’ (or
‘agency dilemma’), which provides an appropriate conceptual
framework for analysing states’ implementation of economic
statecraft through commercial actors. To recapitulate, Norris’
summary of the principal-agent relationship is instructive:

At the heart of principal-agent theory lies a very simple
concept: principals have one set of goals and objectives
but they must rely on agents to act on their behalf to
realize them. The wrinkle lies in that agents often have
a different set of goals and objectives derived from the
incentives that they face as autonomous actors. So the
challenge becomes one of aligning the agents’ incentives
such that they will act in a manner that furthers the
principal’s goals. This is the principal-agent...problem in
brief.

The dynamics present in the principal-agent relationship
mirror those present in the relationship between the
state and commercial actors when the state exercises
economic statecraft. The state (acting as the principal)
desires to achieve some strategic national objective
through the use of economics. However, in many
economies, the practice of economic interaction is
actually conducted by commercial actors. As such, if

the state seeks to manipulate [its] economic interaction

180 Mastanduno, ‘Economic Statecraft’ (2008), p.172.
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[with another country,] and this economic interaction
is being conducted on a day-to-day basis by commercial
actors, the state must face up to the challenges of working
through a proxy — namely, the commercial actors. Thus,
the dynamics highlighted by principal-agent theory
provide a useful guide for framing the issues that arise

when states must work with commercial actors.*®?

Consequently, states that do not have full control over their

economic actors must be able to surmount the principal-agent

problem involved in their government-business relations, in order

for their economic statecraft to be successful.

In conclusion, all four determining factors proposed by

Norris are required for an effective implementation of economic

statecraft to take place:

181 Norris, Op cit.
182 Ibid.
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If a state can overcome the principal-agent challenges,
and the other three...variables (Relative Magnitude,
Elasticity and Commensurate Purpose) are present,
then we are likely to see states being able to realize their
strategic goals through the use of economics. In this
manner, overcoming the principal-agent challenges are
a necessary but not sufficient requirement for economic
statecraft. Without state manipulation of commercial
actors, economic statecraft does not exist. At the same
time, although state manipulation of commercial actors
is an important factor for the success of economic
statecraft, on its own it is not sufficient for effectiveness
— state manipulation also relies on favorable values
across the other three...variables for effective economic

statecraft to occur.’®
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However, it is important to bear in mind, as Hill reminds
us, that ‘sanctions are not precise tools whose impact can be
predicted with confidence. Rather, they can usually be parried,
if the target is prepared (as they usually are, given the threat to
their reputation for sovereign independence) to pay the inevitable
price for defying states on whom they are dependent, and at times
the whole international community.” This is why a further factor is
crucial in analysing whether any economic statecraft attempt can
be successful: the context in which it takes place — a topic which
will be explored at length in Chapter 4.
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CHAPTER 3
ENERGY STATECRAFT: ENERGY RESOURCES AS
FOREIGN POLICY INSTRUMENTS

For more than a century, write 