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Domestic Politics and the
Design of International
Institutions

Introduction

Do international institutions matter, and if so, how do they matter? These
qguestions have driven much debate and research within the field of
international relations for decades, however definitive answers have
remained elusive. Historically, much of the research on international
institutions has examined conditions under which institutions are formed
or their consequentialism. More recent research, however, has focused
on the origins of the institutional designs. Concurrent with this latter shift
in focus has been recognition of the strategic nature of institutional
choices made by states, grounded in rational choice theory. Yet, research
to date has not applied rationalist theories of domestic politics to
understanding the design of international institutions, even though
scholars contend that these theories may offer important insights into
how institutions are designed and how they matter.

The research documented herein builds on previous scholarship on the
rationale origins of institutional design, but explicitly draws upon
domestic politics theory rather than traditional international relations
theory to examine the detailed design of a particular international
institution, the North American Commission for Environmental
Cooperation (CEC). In doing so, this research contends that the
institutional choices states make regarding the structure of an
international institution are ultimately strategic choices about anticipated
institutional outcomes and effectiveness. Given the strategic nature of
the institutional choices, international institutions matter to the extent
that states want them to matter, and more importantly, sometimes
institutions may be intentionally designed to fail because of irreconcilable
competing interests among key actors.

Literature Review and Framework for Analysis

Research on international institutions has evolved considerably over the
years.! Early research focused on conditions under which institutions
emerge and whether or not institutions affect state behavior (see e.g.
Young, 1989, 1991; Hasenclever, et al., 1997). Characterized as power-
based, interest-based, and knowledge-based (Hasenclever et al., 1997) or
structural, game-theoretic, functional, and cognitive (Haggard and
Simmons, 1987), this early research elucidated the role that power,
interests, and knowledge may play in the emergence of international
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institutions. Subsequent research focused on empirically evaluating the
effectiveness of institutions and identifying exogenous and endogenous
factors that influence their effectiveness (see e.g. Hasenclever, et al.,
1996; Levy, et al., 1995); this research provided useful assessments of
institutional effectiveness while linking effectiveness to specific factors.
Neither of these research streams, however, provided any insights into
the theoretical bases for the constitutive design of international
institutions.

More recent research has focused on understanding the theoretical bases
for the design of international institutions to answer the question posed
by Koremenos, et al. (2001, p. 769) “. . . how and why are international
institutions designed as they are?” Relying on a mix of rationalist and
functional theories, this research seeks to relate specific institutional
features, such as their membership and scope, to the preferences and
interest of states as well as contextual factors (see e.g. Koremenos, et al.,
2001; Rosendorff and Milner, 2001). Although this research highlights the
rational calculations and strategic interactions of states when they craft
international institutions, it doesn’t explicitly explore the source of the
institutional choices made by states, instead taking them as exogenously
defined. Moreover, the research ignores the domestic political actors and
bargaining process that are crucial to understanding institutional design.

The continued reliance on international relation theories to study
international institutions has generally been criticized for being state-
centric, for treating the state as a unitary actor, and for failing to consider
the strategic choices made by states in the establishment of an institution
(Haggard and Simmons, 1987; Martin and Simmons, 1998;). According to
Haggard and Simmons (1987), prior research on international institutions
has downplayed the fact that foreign policy is “integrally related to
domestic structures and processes” (p. 499) even though this research has
shown that domestic political issues spill over into international politics
and foreign policies have domestic roots and consequences (see e.g.
Hasenclever, et al., 1996, Martin and Simmons, 1998, see also DeSombre,
2000).

Research that has sought to overcome these limitations, known as
domestic regulatory politics, is focused on how domestic structures and
actors shape state interests, in particular through expectations about the
domestic effects of institutions or regimes in operation (Raustiala, 1997a).
In general, domestic regulatory politics has demonstrated that domestic
variables do exert a major influence on state behavior when establishing
international institutions (Hasenclever, et al., 1996), however, different
scholars have tended to focus on different sources of influence and there
is no overarching theory for the relationship between domestic politics
and institutional choices at the international level.

Haas’ (1958), Keohane and Nye (1977), and Putnam (1988) examined the
strategic interactions between actors at the domestic and international

Domestic Politics and the Design of International Institutions
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levels , however, their research did not explain how domestic factors or
actors influence the establishment of either international policy or
institutions, and in general, domestic factors were largely seen as
constraints on state actions (see also Evans, et al., 1993). Other scholars
have examined the role of specific domestic actors in strategically
pursuing their own interests in the formulation of international policy and
identified a multitude of actors, including Congress, private companies,
nongovernmental organizations, the President, executive agencies,
epistemic communities, and the judiciary, amongst others, that influence
the formation of international institutions and policy (see e.g. Harris,
2001; Mitchell, 1994; Haas, 1990; Falkner, 2001; McCormick, 1999,
Wapner, 1995; DeSombre, 2000; Raustiala, 1997b).

However, as Young (2002) notes, states are complex, corporate actors
whose constituent elements have different and sometimes conflicting
interests in regards to individual regimes. Therefore, to understand the
development of international institutions and policies, one needs to
examine the specific actors and politics within the domestic arena and
their competing influence on state behavior at the international level. At
present, there are no specific international relation theories to explicate
the relationships between domestic actors and politics and international
institutions. Given the limitations of past research efforts, Martin and
Simmons (1998) propose using rationalists’ theories of domestic politics
to study international institutions and to understand the strategic nature
of institutional choices made by state, and theories of domestic political
institutions or public bureaucracies may be well-suited to examining
international institutions. Similar to international institutions, domestic
public bureaucracies emerge out of political processes and have
particular sets of rules and procedures that provide incentives and stable
structures for interactions between actors. The institutional and
organizational structure of these bureaucracies strongly influences their
ability to achieve particular public policy goals. To understand the
rationale foundations of domestic political organizations Moe (1989,
1990a, 1990b, 1991, 1997) has developed a positive political theory of
bureaucracies that explicitly relates politics to the design of bureaucratic
organization.

According to this theory, public bureaucracies arise out of politics and
their structural design reflects the motivations, interests, strategies, and
compromises of political actors, in particular, interest groups, politicians,
and bureaucrats, who exercise influence over the bureaucracy’s design
(Moe, 1989, 1990a). In a process referred to as the “politics of structural
choice”, actors design an institution based on their preference for the
content and direction of policy that emerges out of the bureaucracy, thus
their choices about structure are implicitly choices about policy outcomes
(Moe 1989; Horn, 1995; Hammond, 1986). In pursuing their structural
choices, actors must overcome three problems: an expertise or principal-
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agent problem, a political uncertainty problem, and a political
compromise problem, which influences the institutional design (Moe,
1989; see also Horn, 1995).

To test the power of the positive theory of public bureaucracies in
explaining the design of an international institution, the theory was used
to analyze the design of CEC, an international institution created to
address the environmental effects of the North American Free Trade
Agreement (NAFTA). CEC was selected for this analysis for several reasons.
First, international institutions vary widely in terms of their size and
complexity, and it seems likely that an analysis of their institutional design
would be proportional to their size and complexity. In principle, the
theory of public bureaucracies could be applied to analyze an
international institution of any size and complexity, however, a relatively
small institution with a limited number members and a focused mandate
is likely to be easier to analyze than a larger institution, with many
members and a complex mandate, ceteris paribus. This research is the
first application of the theory of public bureaucracies to studying
international institutions and CEC, a small, narrowly focused institution,
was selected primarily to keep the analysis manageable. The selection of
CEC on this basis should not introduce any bias from a theoretical
perspective, as the premise for this research is that the same politics of
structural process occurs for international institutions of all sizes, only a
smaller institution should be easier to analyze than a larger one.

Second, there is a considerable amount of information readily available on
the establishment of CEC, especially on the negotiation of its institutional
design and many of the key actors that were involved in the negotiation
were still available for interviews, which may not be the case for many
international institutions, especially those that were established many
years ago. Information from the archival records and interviews is
essential for completing an in-depth qualitative case study. Selection of
CEC on the basis of the availability of information should not introduce
any bias from a theoretical perspective, for the same reason as noted
above. Third, CEC was clearly a product of domestic politics and thus lends
itself well to the testing of a theory of domestic politics. This last reason,
however, may argue against selecting CEC as the case study if the role of
domestic politics in its establishment is unique to this institution, as it
would not be representative or prototypical of international institutions
and the research would not be generalizable to a broader set of
international institutions. While it is not possible to definitively determine
whether CEC is unique or not in its origins, there is a sizable body of
research that suggests that it is not unique (see e.g. Charnovitz, 1997;
Mitchell, 1994; Raustiala, 1997b; DeSombre, 2000). Thus, there are other
international institutions for which domestic politics likewise played a role
in their formation, and CEC would be considered a representative case
and the results of this research may be generalizable to at least this subset
of international institutions.

Domestic Politics and the Design of International Institutions
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The research design consists of a single case study that draws on multiple
sources of qualitative data. Case studies, including single case studies, are
a commonly used research approach in the social sciences, and single
case studies may be used for testing a well-formulated theory (Yin, 1994).
Within the field of international relations, the single case study approach
has been frequently used for studying international institutions (see e.g.
Keohane, et al., 1993; Mitchell, 1994). Multiple data collection methods
used for this research include: documentation, archival records, and
interviews.” Principal sources of data for the documentation and archival
records include: journalistic and non-academic publications (e.g. Inside
US Trade), academic publications, published compilations of position
papers or other governmental documentation (e.g. Magraw, 1995),
unpublished reports, letters, and position papers provided by
interviewees or obtained from US executive branch agencies through a
Freedom of Information Act request, and governmental publications,
including US Congressional testimony and Canadian Parliamentary
testimony. The principle sources of data for interviews were key actors
involved in the negotiation and establishment of CEC (27 interviews),
including representatives from environmental advocacy organizations,
national and sub-national governments, and the private sector from each
of the three countries. Data were analyzed using multiple techniques,
including counterfactuals, process tracing, and content analysis.

The central thesis of this study is that the institutional choices that states
make regarding the structure of an international institution are ultimately
strategic choices about anticipated institutional outcomes and
effectiveness. Using the theoretical framework provided by the positive
theory of public bureaucracies, this case study examines in detail the
institutional design choices of three key actors: interest groups,
politicians, and bureaucrats to assess how closely their design choices
match those predicted by the theory. According to the theory, interest
groups that support creation of a new institution favor structures such as:
rigid constraints on an agency’s mandate and decision-making
procedures; formal agency independence or placement within a friendly
executive department; reliance on professionalism and civil service;
limited number of political appointees with limited power; and limited
political oversight, that lock in their policy preferences and insulate the
bureaucracy from others with opposing interests (Moe, 1990a, 1991,
1997). Interest groups that oppose a new institution seek structures such
as: fragmented authority; decentralization; checks and balances;
cumbersome, heavily judicialized decision procedures; extensive use of
objective assessments for agency decisions; active and influential roles
for political appointees; and onerous requirements for monitoring of
agency operations and review of agency decisions, that allow for a high
degree of intervention to undermine policy goals of the other groups
(Moe, 1989).
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Legislators seek structures that predominantly reflect the interests of
their core constituents and allow for particularized control for
intervention, such as citizen suit provisions and complex procedural
requirements for intervention (Moe, 1989; Horn, 1995). Presidents want
to advance their broader public policy initiatives and support bureaucratic
designs that promote effective governance and enhance presidential
control, such as placement within executive departments and
subordination to hierarchical authority; political appointees with decision-
making authority for important oversight, budget, and policy coordination
functions; no complex procedures or excessive judicial review (Moe, 1989,
1990b; West and Cooper, 1989). Lastly, bureaucrats that are involved in
formation of new bureaucracies seek structures that promote effective
governance, such as professionalization and reliance on civil service;
formalized decision procedures; and monopolized information required
for political oversight (Moe, 1989, 1990b).

Overall, the theory of public bureaucracies provides a useful framework
for understanding institutional choices associated with creation of a
domestic public bureaucracy that emerges out of a political process
similar to an international institution. Notwithstanding this similarity, it is
important to note that there may be some differences between a
bureaucracy that is established for a domestic arena and one that is
established for an international arena, and these differences should be
considered in the analysis. One of the key differences is that an
international bureaucracy, once established, is removed from and thus
operates and is overseen at arms-length from the domestic political
arena, whereas a domestic bureaucracy is subject to much more direct
political control. In addition, by its very nature, an international
bureaucracy may acquire a culture and loyalties that transcend national
boundaries compared to a purely domestic bureaucracy. The theory of
public bureaucracies, however, has the flexibility to accommodate these
differences, because the key actors involved in the establishment of the
institution can select structures that anticipate these outcomes. In other
words, politicians, bureaucrats, and interest groups take into
consideration the differences in ex post political oversight, culture, and
loyalties when designing an international bureaucracy ex ante.

Background on CEC and Research Results

CEC is an international environmental institution that was established to
address the environmental effects of trade liberalization under the NAFTA
between the US, Mexico, and Canada, such as: the potential creation of
pollution havens in Mexico due to lax enforcement of environmental laws
in that country; downward harmonization of environmental laws;
accelerated exploitation of natural resources due to liberalization of
certain sectors; and a general increase in levels of pollution due to
economic growth (Kelly, 1991; US Trade Representative, 1995).
Environmental advocacy groups in the US were the driving force behind

Domestic Politics and the Design of International Institutions
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creation of CEC, however, other actors, including politicians, bureaucrats
and private sector interest groups, participated in the politics of
structural choice to create CEC. The design of this international
environmental institution can be traced back to the institutional choices
made by these actors. All of these actors sought to influence some of
aspects of the institutional design of CEC and advocate for structures
consistent with the positive theory of public bureaucracy.

YSe ! OG2NA Ay (GUKS t2tAalOa 27

Interest groups, politicians, and bureaucrats were the principal actors
involved in the politics of structural choice for CEC. The negotiations over
this institution occurred within the domain of international trade policy,
where historically the main actors had been private sector interest groups
(e.g. export-oriented producers groups) and politicians (e.g. legislative
trade committees, pro-free trade legislators) and bureaucrats (e.g. trade
ministries) aligned with these interest groups (Destler and Balint, 2000).
The NAFTA was the first time environmental groups gained access to the
trade policymaking arena, which in turn resulted in the participation of
other politicians (e.g. legislative environment committees, pro-
environment legislators) and bureaucrats (e.g. environment ministries)
aligned with the environmental groups (see e.g. Audley, 1997). To set the
context for the following analysis, the interests of these actors are
described further below.

L v (i S NBE adiThe Brviidrimedfal groups most directly involved in
creation of CEC were a coalition of moderate, mainstream national-level
groups in the US that worked closely with a small number of like-minded
environmental groups in Mexico and Canada (Hogenboom, 1998; Maver,
1998). In general, these groups sought to establish an institution that
would ensure that increased economic integration under the NAFTA did
not come at the expense of the environment as well as increase the
transparency and accountability of decision-making for trade-related
environmental policy issues (Audley, 1997). Although there were some
divergent views between groups in the three countries, in particular over
the use of trade sanctions for ensuring enforcement of laws in Mexico,
the groups were able to develop consensus positions on many of their
structural choices (Hogenboom, 1998; “Letter from Seven NGOs”, 1995).
In developing their recommendations, political uncertainty factored
heavily into their structural choices (US-N-35; US-N-52). More adversarial
environmental groups were generally opposed NAFTA and trade-
liberalization, regardless of how green it was and did not advance any
detailed structural choices (US-N-50; see e.g. Hogenboom, 1998). See
Table 1 for list of environmental groups.

{ G NZX



Table 1: Interest Groups in the NAFTA and Environment Debate*

ncor | specic rgonizaton

Moderate or
accommodating
environmental
group

Radical or adver-
sarial environ-
mental groups

Interest
groups

Private sector
interest groups

National Wildlife Federation
World Wildlife Fund
Environmental Defense Fund

The Nature Conservancy

National Audubon Society
Defenders of Wildlife

Natural Resources Defense Council
Pollution Probe

Union of Environmental Groups
Autonomous Institute for Ecological Research
Group of Hundred

Greenpeace

Public Citizen

Sierra Club

Friends of the Earth

Texas Center for Policy Studies

Mexican Action Network on Free Trade
Pact of Ecologist Group

Border Health and Environmental Network
Canadian Environmental Law Association
Action Canada Network

U.S. Chamber of Commerce

Business Roundtable

Border Trade Alliance

U.S. Alliance for NAFTA

National Foreign Trade Council

The U.S. Council of the Mexico-U.S. Business Committee

Trade Partnership

U.S. Council of International Business

The Council of the Americas

Emergency Committee for American Trade

National Association of Manufacturers

American Chamber of Commerce of Mexico

Coordinating Organization of Business Agencies of Fore-
ign Trade

Journal of
Global Analysis
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Private sector interest groups represented industries that would benefit
from the NAFTA and in general, these groups were uniformly focused on
reducing barriers to trade and strongly opposed the creation of new
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barriers, such as taxes or fees that would be used to cover the costs of
environmental protection (CN-G-63; US-P-111; Audley, 1997). Although
some of the private sector groups eventually saw the benefits of having
an institution to address the environmental effects of trade liberalization,
they still considered CEC a political necessity and remained primarily
focused on institutional structures that could undermine the benefits of
the NAFTA (US-N-35; US-P-111; “Position of USA*NAFTA”, 1995;
Hogenboom, 1998).

dzNE | dr@Exedutived branch agencies conducted the formal
negotiations over CEC and each agency brought different expertise and
interests to the table that reflected their own organizational mandates
and constituencies. The trade agencies, US Trade Representative (USTR),
Mexican Secretaria de Comercio y Fomento Industrial (SECOFI), and
Canadian Department of Foreign Affairs and International Trade, and
environment agencies, US Environmental Protection Agency (USEPA),
Mexican Secretaria de Desarrollo Urbano y Ecologia (SEDUE), and
Environment Canada, in particular, had considerable involvement in the
design of CEC (CN-G-63; US-G-77). In the US, the Department of State was
also involved in the overall design of CEC while the Departments of
Treasury, Labor, Justice, and Interior were involved on select issues (US-G
-49; US-N-52; US-G-80). In Canada, the ministries of Labor, Finance, and
Natural Resources were likewise involved on select issues (CN-G-63).

The trade agencies did not support the creation of a new institution (see
e.g. “Environmentalists’ Assessment of NAFTA”, 1992), for them, CEC was
merely the price for ensuring passage of the NAFTA (US-G-49; US-G-77;
CN-G-63; MX-G-154). As such, these agencies did not have strong
preferences for the institutional design of CEC; their primary interest was
in creating an institution that would be substantial enough to neutralize
the environmental lobby but not so robust that it would jeopardize the
passage of the NAFTA (US-G-80; US-G-81). As a matter of general policy,
the trade agencies strongly opposed any institutional structures, such as
trade sanctions, that would undermine the benefits of the NAFTA (US-G-
81; MX-G-154; CN-G-62; “Canada Against Using Trade Sanctions”, 1993).
Although these agencies eventually recognized the potential benefits of
having a credible environmental institution, they remained focused on
structures that might undermine the gains from trade liberalization (US-G
-77; CN-G-68).

The environmental agencies generally viewed creation of CEC as an
opportunity to advance their domestic environmental objectives and
improve environmental management and cooperation at the regional
level (US-N-52; US-G-81; CN-G-63). Thus, these agencies had a common
interest in developing a credible and functional institution (CN-G-63; US-G
-49; US-G-80). There were, however, some fundamental differences
between the agencies. Environment Canada and SEDUE opposed
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institutional structures that could infringe on state sovereignty or be
manipulated towards protectionist ends (US-N-52; CN-G-62; MX-G-154);
SEDUE was particularly opposed to structures that would allow CEC to
second guess national decision-making related to enforcement of
domestic laws (MX-G-154; “Baucus Outlines Three-Point NAFTA Plan”,
1993). By contrast, USEPA “tried to push the envelope” (US-G-80) and
supported institutional structures that might infringe to some degree on
state sovereignty; the USEPA felt that strong supranational institutions
could be used as a shaming mechanism to help with enforcement of
domestic environmental laws (US-G-81).

The Department of State played a key role in the politics of structural
choice over CEC. As a matter of general policy, the Department did not
support the establishment of a strong independent international
institution (US-G-49; US-G-81). However, because the Department would
have to deal with any institution that was created, it supported
development of a credible, functional international environmental
institution that was consistent with international law (US-G-49; US-G-77).
The main concern of natural resource management agencies, the US
Department of Interior and Natural Resources Canada, was limiting the
authority of CEC to exercise control over natural resource management
issues (US-G-126). The finance agencies, the US Department of Treasury
and Department of Finance Canada, were focused on the financial
implications of CEC, in particular, any obligations that might require
payment of fees or monetary damages on behalf of the governments (US-
G-49). The US Department of Justice was concerned with maintaining
prosecutorial discretion at the federal and subnational levels while sub-
national governments in Canada and the US were also concerned about
maintaining their prosecutorial discretion and ability to enact laws as well
as preventing any increases in federal oversight of state or provincial laws
(US-G-80; CN-G-62; US-G-126).

t 2 f A abPolititiafisa- legislators and heads of state — provided some
input during negotiations over CEC; however, legislators played a more
prominent role then heads of state, in particular in the US. Most of the
legislators did not have strong preferences for the detailed design of CEC;
they mostly conveyed the preferences of their core constituents and only
a few legislators advanced their own structural choices (US-N-36; US-G-
44). US legislators were influential at the macro-level and were concerned
primarily with electoral politics (US-N-52; US-G-49; US-G-80). Similarly, in
Canada, Members of Parliament primarily conveyed the interests of their
constituents, in particular private sector groups who were concerned
about preserving the benefits of the NAFTA (CN-G-63; CN-G-65; CN-G-68;
“Business Groups Warn Kantor”, 1993). Mexican legislators did not appear
to have a major role in the politics of structural choice for CEC. The heads
of state played an extremely limited role in the negotiations (Hogenboom,
1998; Mayer, 1998); their influence was at the macro-level and their
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primary interests were satisfying the demands of the US environmental
lobby without jeopardizing passage of the NAFTA.

{ G NHzOGdzNIF £ / K2A0Sa F2NJ/ 9/

Most of the actors involved in negotiation of CEC supported or sought
specific structural choices for the institution; however environmental
groups were the principal source of proposals for the institutional design
of CEC. These groups defined the broad contours of the institution during
the early phases of the negotiations and then fleshed out the details as
negotiations progressed in a process of iterative bargaining. Politicians
and bureaucrats allied with these environmental groups either provided
political support to enable these proposals to gain currency within the
political arena or advanced proposals that were often similar to those of
the environmental groups. Functioning more in a reactive role, private
sector groups and allied politicians and bureaucrats largely responded to
and critiqued the proposals advanced by others.

The final institutional design of CEC reflects bargaining between these
actors over their respective structural choices. For purposes of discussion,
the structural choices are categorized as: bureaucratic organizational
structures; organizational mandates; and decision-making authorities and
responsibilities. Although these structural choices are discussed
separately, they are inherently related to each other because choices
about one type of institutional structure are not made in isolation of
other structures. Moreover, due to space constraints, the following
discusses only the major structural choices for CEC; there are numerous
other choices that cover all aspects of CEC that are not discussed but
have been examined elsewhere and lend further support for the use of
this theory in studying international institutions (Allen, 2005).

dzNB | dzONJ 2 O h NH | §Thel bureadtrdtic 6rganjzationalzO (i dzNB

structure of an institution encompasses its hierarchical structure,
composition, and location with scheme of government. During the
negotiations over CEC, environmental groups, private sector groups, and
bureaucrats proposed or supported a variety of bureaucratic structures
for CEC, which are further categorized into three main organizational
components: oversight body; administrative body; and public advisory
body. Although discussed separately below, the institutional choices for
these structures were often pursued as a single set of choices by the
different actors.

In general, environmental groups sought bureaucratic structures that
would have a high degree of “independence” with minimal political
oversight (US-P-33; US-N-35; US-G-107; see e.g. Biel, 1993; Hogenboom,
1998) while private sector groups sought structures with limited
independence and a high degree of political control and accountability to
the governments (US-P-33; see e.g. “Confidential NEC Options Paper”,
1993; “Industry Letter to Kantor”, 1993; “Position of USA*NAFTA”, 1995).
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Bureaucrats generally sought structures that enabled high political control
as well as promoted effective governance.

h @S NBA A 3 Rhe oversight dody typically exercises direct authority
over the work of an organization and as such some environmental groups
initially sought an “independent” oversight body that included
nongovernmental along with governmental representatives (US-N-35; US-
G-107; “Binational Statement on Environmental Safeguards”, 1992;
“Environmental Safeguards for the North American”, 1995). These
proposals, however, never received serious consideration by the
governments and it became apparent fairly quickly that some form of
solely governmental governance would be needed for CEC given the
nature of the issues to be addressed by the institution (US-N-35).

In response, the environmental groups advocated for an oversight body
comprised of high-ranking officials from environmental agencies (see e.g.
Ferretti, 1992; Hudson and Prudencio, 1993) who in principal would be
most responsive to their interests (US-N-35). The bureaucrats meanwhile
sought an oversight body comprised of high-level political appointees,
such as cabinet-level officials (“Confidential NEC Options Paper”, 1993;;
““Mexican Draft Legal Text”, 1993) to ensure political control. As one
government negotiator noted, “Ministers, as political appointees or
politicians are in positions that are held accountable through the political
process ....” (CN-G-63).

The final structure of the oversight body for CEC was a Council of
Ministers comprised of cabinet-level officials or equivalents. However,
despite the strong preferences of environmental groups, the governments
did not specify the particular government agency that would serve as the
representative on the Council. This outcome was due to a disagreement
between the foreign affairs and environmental agencies, in particular in
the U.S, on which agency should serve on the Council (US-G-77; US-G-80;
US-G-81). Foreign affairs agencies typically represent countries in
international fora and the environmental policy portfolio is split between
multiple agencies in each of the countries (US-G-77; US-G-81; CN-G-67).
Thus, for both policy and practical reasons, there was a lack of agreement
on which agency would sit on the Council and the designation of a
particular agency was left to the discretion of each country (US-G-80; US-G
-81).

I RY AV A a0 NAsdt BeCame edident that the oversight body would
be comprised of high-level political appointees, the environmental groups
sought to heavily weight the administrative and advisory bodies in their
favor by advocating for “independent” bodies that would be insulated
from political control (US-P-33; US-N-34). Some environmental groups
sought a powerful independent secretariat coupled with substantial
venues for citizen advisory bodies while other groups sought a
conventional secretariat that would provide logistical, administrative, and
technical support to a more powerful public advisory body (see e.g.
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“Elements of an Effective North American”, 1993; “Letter from Seven
NGOs”, 1995). Although the environmental groups held somewhat
differing views of which bureaucratic component would be most
conducive to advancing their policy objectives, the overriding intent of
the groups was to establish structures that would be insulated from
political interference and pressure as much as possible (US-N-34; US-N-
35).

For the environmental groups, the preferred bureaucratic structure for
the administrative body was a permanent secretariat at the international
level that would be located outside of domestic political arenas and thus
“more effective, less subject to political pressure and more capable of
growth” (US-N-32; US-N-52; see also “Confidential NEC Options Paper”,
1993). To further minimize political influence, these groups also sought a
body staffed by international civil servants with no or a limited number of
political appointees (see e.g. “Recommendations for a North American
Commission” 1995; Hudson and Prudencio, 1993; “Letter from Seven
NGOs”, 1995; “Elements of an Effective North American”, 1993).

The private sector groups did not support the creation of a new
bureaucracy, but once it became apparent that an institution would be
created, these groups advocated for national-level administrative (and
advisory) bodies that would be firmly embedded within the existing
domestic bureaucratic and political structures with staff that would be
directly accountable to the governments to allow for extensive domestic
political control (US-G-77; US-G-80; CN-G-68; see e.g. “Position of
USA*NAFTA”, 1995).

Bureaucrats in Canada and Mexico also sought national-level secretariats
that would be “easier to control and hold accountable” (US-G-77, also MX
-G-99; see also “Mexican Draft Legal Text”, 1993). Canada also sought
national-level bodies to facilitate direct coordination between provincial
and national governments, which was important given the jurisdictional
split in environmental issues in that country. Mexico sought national-level
bodies to minimize the size of the bureaucracy overall given its limited
resources to fund a new, large international bureaucracy as well as its
view that a trilateral institution was not needed because of the existing
bilateral mechanisms for environmental cooperation and the very limited
number of issues that were truly regional in scope (MX-G-99). By
contrast, US agencies advocated for a single, international-level
secretariat (“Confidential US Proposal”, 1993) because they felt that an
international body would be more functional; according to some US
bureaucrats, national-level secretariats might compete with other
domestic agencies and warring bureaucracies are less likely to be
effective than a single international body (US-G-77).

The final structure of the administrative body was a permanent
international secretariat consisting of a professional staff headed by a
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single executive director, appointed by the Council of Ministers, with a
fixed term. Although a permanent secretariat at the international level is
typical for many international intergovernmental institutions, this
structural choice was chosen due to strong support by environmental
groups and US agencies over the preferences of the Mexican and
Canadian bureaucrats and private sector groups.

I ROA a2 NE In .cohjinétiond With a permanent international
secretariat, environmental groups sought a high profile international-level
public advisory body comprised of representatives from nongovernmental
organizations (US-N-35; see e.g. “Recommendations for a North American
Commission”, 1995; “Letter from Seven NGOs”, 1995) that would have
some formal, ongoing role in the operation of CEC and serve as a
mechanism to monitor and intervene into the work of CEC. The private
sector groups preferred national-level advisory bodies with balanced
representation (“Position of USA*NAFTA”, 1995). Bureaucrats in the US
and Canada had considerable experience with national-level advisory
bodies and were willing to establish bodies at that level as long as they
had no real authority (CN-G-62; US-G-81). The bureaucrats, however,
were skeptical about the effectiveness and functionality of an
international-level advisory body (CN-G-62).

The final bureaucratic structure of the advisory bodies was a mandatory
trilateral-level advisory body composed of representatives from each
country and two optional national-level bodies in each country: one
national-level advisory body was comprised of members of the public and
the other national-level advisory body comprised of representatives from
federal and state/provincial governments. Overall, these advisory bodies
were political concessions to the environmental groups; the bureaucrats
did not really want them (CN-G-62; CN-G-65; “Environmental Groups
Critique”, 1992), but they were non-controversial given that they were
structured without any real authority. The national-level bodies, however,
were made optional because Mexico did not have similar consultative
mechanisms and was reluctant to adopt such mechanisms domestically
just for CEC (US-G-77).

hINHI VAT I a2y | fThe organjzdtional $nandates define the
content and scope of the work to be undertaken by an institution and the
principal mandates proposed for CEC are summarized in Table 2. In
general, environmental groups sought a broad range of mandates for CEC
as well as specific constraints on each mandate, such as well-defined
timeframes for taking action or specific procedures that would limit the
intervention by opposition interest groups. Private sector groups sought
to minimize the scope of mandates that could potentially undermine the
benefits of the NAFTA as well as impose institutional structures that
worked against effective implementation of some mandates sought by the
environmental groups. The mandates pursued by the bureaucrats largely
complemented their own organizational mandates but were sensitive to
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the sovereignty and constitutional concerns of the governments.
Legislators focused on only the most politically salient mandate at the
time, improving the enforcement of environmental laws. The politics of
structural choice for each mandate is discussed in more detail below.

Table 2: Principal Organizational Mandates for the CEC?

Private Sector
Groups

Environmental

Legislators
Groups g

Principal Mandate Bureaucrats
Improve effective
enforcement of
environmental laws
and regulations
Integrate trade and
environment under
the implementation
of the NAFTA
Conduct
independent
monitoring and
reporting on
environmental
conditions
Promote voluntary
environmental v Y
cooperation
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of environmental laws in Mexico was considered by many environmental
groups as the most critical issue to be addressed by CEC (US-N-35; US-G-
107; US-G-148). From the onset, the environmental groups sought a
mandate for CEC to investigate and report on lax enforcement of
environmental laws in the three countries (US-N-52; US-G-107; see e.g.
“Elements of an Effective North American”, 1993; “Environmental
Safeguards for the North American”, 1995). These proposals also included
specific constraints on a complaint process. In general, this mandate
would allow environmental groups and other private parties to initiate
investigations and provide input into reports; the overall purpose of this
mandate was to disclose lax enforcement to public scrutiny (US-P-33). At
the same time, the environmental groups also sought a separate dispute
resolution process with recourse to sanctions or fines that could be used
to address persistent levels of non-enforcement of domestic laws (US-P-
33; US-G-107).
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A few environmental groups, however, pressed for an enforcement
mandate that linked private party complaints to the formal dispute
resolution process, which would empower CEC to take some enforcement
action directly, such as by imposing sanctions, to ensure compliance
(Hudson and Prudencio, 1993; “Recommendations for a North America
Commission”, 1995; “Canada Environmental Groups Support US”, 1993;
Housman, et al., 1993). This stronger mandate was considered by some
environmental groups as undesirable because of its’ potential to infringe
upon state sovereignty or be abused by protectionists (US-P-33; US-G-107;
see e.g. “Elements of an Effective North American”, 1993;Richardson,
1993a), but it nonetheless dominated the negotiations over CEC and was
the most controversial structural choice advanced by the
environmentalists (Richardson, 1993b).

The private sector groups realized that a mandate for CEC to address lax
enforcement in Mexico was a political imperative but were strongly
opposed to any mandate that allowed for the use of sanctions because
these could be easily abused as a trade remedy and undermine the gains
from the NAFTA ( “Mexican Draft Legal Text”, 1993; “Industry Letter to
Kantor”, 1993; “Position of USA*NAFTA”, 1995; Hogenboom,b 1998).
These groups were also concerned that the mandate would allow for
unprecedented “fishing expeditions” that could impose significant costs
on many industries (“Business Groups Warn Kantor”, 1993; MX-G-154). To
address lax enforcement, private sector groups preferred the use of
sunshine or spotlight provisions to expose enforcement practices to public
scrutiny coupled with cooperation in technical assistance and training on
enforcement of environmental laws (“Position of USA*NAFTA”,1995).

Bureaucrats from all three countries recognized there was a need to
improve enforcement in Mexico, but the countries opposed any mandate
that might limit state and federal enforcement powers and prosecutorial
discretion, by-pass the operation of domestic judicial systems, and/or
override constitutional guarantees of due process (US-G-81; “US Nixes
Enforcement Role”, 1993; “NEC NAFTA Work Group”, 1993; “Confidential
NEC Options Paper”, 1993; Richardson, 1993a). The bureaucrats also did
not want to establish a process that would allow private parties to bring
suit directly against the governments because such a process would
“circumvent existing domestic procedures for private party-to-state
disputes or for judicial review of administrative actions of the executive
branch” (US-G-77; also US-G-81).

Although the USEPA was more supportive of a strong enforcement
mandate, it too realized that the US would have to live with whatever
mandate it created (US-G-80; see e.g. “NEC NAFTA Work Group Working
Assumptions”, 1993). The Department of the Treasury also opposed any
mandate initiated by private parties that could impose financial
obligations on the governments (US-G-49). Mexico and Canada strongly
opposed any mandate with sanctions that could be easily abused by
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protectionists in the US and that would have a disproportionate effect on
their smaller economies (CN-G-62; US-G-49; US-G-77; “Canada Against
Using Trade Sanctions”, 1993; “Trade Sanctions to Enforce”, 1993;
Richardson, 1993a). Overall, the consensus amongst the bureaucrats was
that a strong mandate on enforcement was not desirable and improving
environmental practices in Mexico could best be achieved through a
cooperative approach.

A small number of legislators in the US and Canada who actively followed
CEC negotiations were focused solely on the mandate to improve lax
enforcement in Mexico (see e.g. “Congressman to Press”, 1993;
“Republican Senators’ Letter”, 1993; “Democrats Rally Support”, 1993).
Legislators that were aligned with private sector groups strongly opposed
the use of sanctions and cautioned against inserting too many ‘teeth’ into
CEC (see e.g. “Danforth Cautions Kantor”, 1993; “Clinton Urged to
Balance”, 1993), while legislators aligned with the environmentalists
strongly advocated for the use of sanctions to remedy problems of non-
enforcement of laws (see e.g. Baucus, 1995; “Kantor Says Enforcement”,
1993; “Democrats Rally Support”, 1993; Housman, et al., 1993). However,
even these legislators recognized that there were important sovereignty
and constitutional concerns associated with empowering an international
body with sanctioning power and advocated for an institutional structure
that was a middle ground:

“The North American Commission on the Environment has
been presented as NAFTA’s environmental watchdog ..... It
has been described as everything from an annual meeting of
environmental ministers to an enforcement agency with the
power to close down polluters in any of the three countries. |
reject both of these extremes. The first is too weak, relying on
toothless evaluations of conditions and pledges ....... [t]he
second gives too much power to an appointive body beyond
national control ...... we need something with teeth, but
which recognizes national sensitivities ....... | believe the NACE
should be the initial point of consideration for complaints .......
[bJut enforcement and retaliation should remain with
national authorities” (Baucus, 1993).

The final enforcement mandate established for CEC included two
separate processes for addressing lax enforcement: a citizen submission
process and a state-to-state consultation and dispute resolution process
(NAAEC, 1995). The first process grants environmental groups and other
private parties standing to submit complaints on lax enforcement and
these complaints are validated via a fact-finding process conducted by
CEC but these complaints do not trigger any dispute resolution process
with recourse to sanctions. The second process establishes a separate
dispute resolution process with recourse to fines and sanctions but this
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process is reserved for use by the three national governments only. By
establishing two separate processes, the enforcement mandate
encompassed two key structural choices of the environmental groups and
legislators — citizen standing to raise enforcement concerns directly and
the availability of sanctions to ensure compliance — but without explicitly
linking the two institutional structures together (US-N-36).

In general, the citizen submission process was viewed as an important
mechanism for increasing the openness and public involvement in
environmental matters in Mexico and thus the governments sought to
establish a credible process that would not be abused or used for
harassment (US-G-80; MX-G-154; US-G-77; US-G-81). By contrast, the
dispute resolution process was most contentious aspect of enforcement
mandate, opposed by the bureaucrats as well as the private sector groups
and allied politicians (US-G-80; US-N-36; US-G-49). As such, the process
was intentionally designed to be ineffective, burdened with cumbersome
procedures and numerous checks and balances that would allow for
political intervention and minimize the likelihood that it would ever be
used to impose trade remedies (CN-G-62; US-N-36; US-G-49; see also
“Some Environmentalists Fault”, 1993). The Mexican bureaucrats
provided considerable input into the design of this process and sought to
include as “many restrictions, road blocks, criteria, and the like as
possible” to limit the effectiveness and applicability of the process (MX-G-
121, also MX-G-133).

LYGiS3aNlay3a ¢NIYRS YR 9y daihBméntaBy G d

groups sought a mandate that would allow CEC to participate in the
implementation of the NAFTA provisions that had the greatest potential
to impact the environment, such as the NAFTA dispute resolution process
and committee on technical barriers to trade (US-G-107; see e.g.
“Elements of an Effective North American”; 1993; “EDF Announces
Support”, 1993; Hudson and Prudencio, 1993; Housman, 1993a; Kelly,
1993; “Recommendations for a North American Commission”, 1995). The
mandate would also allow CEC to serve as a point of inquiry on NAFTA
trade and environment issues, develop new disciplines on trade and the
environment, and investigate related concerns, such as impacts of
subsidies for natural resource extraction (Hudson and Prudencio, 1993;
“Recommendations for a North American Commission”, 1995; Housman,
1993a; Richardson, 1993c; “Position of USA*NAFTA”, 1995; “Letter from
Seven NGOs”, 1995; “Elements of an Effective North American”, 1993). In
general, the environmental groups sought a high degree of specificity to
constrain the work of CEC under this mandate (see e.g. Hudson and
Prudencio, 1993; “Letter from Seven NGOs”, 1993; “Elements of an
Effective North American”, 1993).

The private sector groups and all of the bureaucrats, with the exception of
Environment Canada, opposed creating a strong role for CEC in the
implementation of the NAFTA (US-G-80; US-P-111; MX-G-99). The trade
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officials in particular did not want CEC to trump the NAFTA Free Trade
Commission (FTC) by giving it an extensive role in implementation of the
trade agreement (US-G-80; US-P-111; MX-G-154; CN-G-65). Moreover,
the USEPA and Department of State did not support strong linkages
because they envisioned CEC as a standalone institution that could
function independent of the trade and environment context, and thus
any mandate for CEC to assist the FTC with the NAFTA should be a minor
mandate (US-G-81; MX-P-125; see e.g. Page, 1993).

Given the opposition to creating strong linkages between CEC and FTC,
the mandates proposed by the environmental groups for extensive CEC
involvement in implementation of the NAFTA “were never really
considered feasible” (CN-G-68) because CEC was never “envisioned to be
the mechanism to reconcile the trade and environment debate” (US-G-
107). Environment Canada was the strongest advocate for
institutionalizing linkages between CEC and FTC because it felt that the
linkages were needed for future coordination (CN-G-65; “Canada against
Using Trade Sanctions”, 1993), but it too acknowledged the mandate
would in practice be weak.

The final mandate for integrating trade and environment under the
NAFTA created weak linkages between CEC and FTC that are limited in
scope, voluntary in nature, and designed to give almost total deference to
the FTC. Any assistance provided by CEC to the FTC would be voluntary
and depend on the willingness of the FTC to accept the assistance (CN-G-
62; see e.g Johnson and Beaulieu, 1996). The FTC retains the
responsibility for handling the major trade and environment issues under
the NAFTA environment-related provisions. In general, the mandate for
coordination between CEC and FTC largely institutionalized an existing
interagency process through which environment and trade agencies
exchange views (US-G-80).

LYRSLISYRSY a 2@AVIRNEFIS | BR Che
environmental groups also sought a mandate that would allow CEC to
conduct independent and objective assessments on environmental issues
that otherwise might not receive attention from the governments butin a
manner that could promote corrective action without infringing on
sovereignty issues (US-G-77; see e.g. Housman, 1993a; Richardson,
1993a; “Elements of an Effective North American”, 1993; “Letter from
Seven NGOs”, 1995). Some environmental groups, however, sought a
strong mandate that would require the governments to adhere to the
report recommendations within a specified timeframe (see e.g.
“Recommendations for a North American Commission”, 1995), and many
viewed this mandate as crucial to the acceptability of the institution.

“In order to maximize its credibility, a NACE [CEC] could be
given a broad mandate which would include independence of
initiation with regard to environmentally-related issues.
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Independence of initiatory authority is an important issue, not
only for the credibility of the NACE among the three
governments, but also for its credibility in the eyes of
stakeholders in the three countries” (Richardson, 1993c).

Some bureaucrats in the three countries also thought that this mandate
was important for the credibility of CEC and in fact, might be useful,
allowing CEC to “do something creative” or to examine politically sensitive
issues at arms’ length from the governments (CN-G-65; also US-G-77;
Kantor, 1993). Other bureaucrats, however, were opposed to such a
mandate because independent monitoring and reporting might require
considerable resources as well as result in scrutiny of issues that could
possibly embarrass the governments (US-G-77; CN-G-65). These
bureaucrats as well as sub-national governments were concerned that the
mandate would give an administrative body responsible for preparing the
reports too much independence.

“The states are concerned that without sufficient political
safeguards, investigations by the Secretariat will be of a “hit
or miss” nature, and that uncontrolled discretion of the
Secretariat will substitute for democratically accountable
discretion exercised by the states ....... Thus, the Secretariat
should be required to consult with and receive the approval
of the Council before undertaking any examination. ........ A
report by the Secretariat should not be publicly released until
the Council has reviewed the report” (“Governors Urge
USTR”, 1993).

Private sector groups and some legislators were concerned about creating
a sweeping mandate for CEC to launch investigations against the
countries, their political subdivisions, industries, and individual companies
with little accountability to the governments (see e.g. “US Chamber
Backs”, 1993; “Pro-NAFTA Republicans”, 1993; “Industry Letter to Kantor”,
1993). In particular, industry expressed concerns that the “ ..... vesting of
expansive investigatory and reporting powers in the Commission
threatens to create a new, politically unaccountable bureaucracy that
could effectively preempt local, state, and national enforcement authority
and could act irresponsibly” (“Industry Letter to Kantor”, 1993). As such,
these actors sought to limit the mandate on fact-finding and reporting
such that the Secretariat could “initiate investigations only at the request
of, or after approval by, the Council” (“Industry Letter to Kantor”, 1993).

The final mandate for independent monitoring and reporting of
environmental issues allows CEC some modest independence in
conducting studies but the mandate was structured in the end to give the
governments’ considerable control over its implementation. Under this
mandate, the Secretariat is authorized to prepare various reports but the
Council of Ministers must approve their substantive scope and release
(NAAEC, 1995). The mandate for independent reporting was considered
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one of the major concessions that the governments gave to the
environmental groups, due largely to the strong support of some
bureaucrats, in particular the USEPA, who believed that such a mandate
was needed to increase the credibility of CEC (CN-G-67).

9Y PANRY YSY Ul fThe éndrénméntallgrouds\dieb not identify
voluntary environmental cooperation as a priority mandate for CEC and it
received only minor mention, if any at all, within the structural choices
advanced by these groups (US-N-35; see e.g. Hudson and Prudencio,
1993; “Recommendations for a North American Commission”, 1995;
“Environmental Safeguards for the North American”, 1993). While some
groups acknowledged that increased cooperation was desirable, overall
they believed that “cooperation was too soft” and would not be
“sufficient to cope with existing environmental problems and with new
investment under the NAFTA” that were their central concerns (US-N-35;
see also “Environmental Safeguards for the North American”, 1995;
Snape, 1993). By contrast, the bureaucrats, in particular the
environmental agencies, considered environmental cooperation as the
most important mandate of CEC and the one most likely to endure over
the long-term (CN-G-62; US-G-49; US-G-81; see e.g. “Hills Letter on
NAFTA”, 1993). As such, the agencies sought to craft a credible and
functional mandate on environmental cooperation (CN-G-63; US-G-80; US
-G-107; MX-G-154). The private sector groups also advocated for a
cooperation mandate (see e.g. “Position of USA*NAFTA”, 1995; Cohen,
1993), but had very little interest in the actual substance of the mandate.
Legislators likewise cared little about environmental cooperation (US-G-
80).

The final mandate for CEC on environmental cooperation was intended to
be the principal mandate of the institution (US-G-77; US-G-80; US-G-81).
Under this mandate, CEC could be considered a standalone institution
that operates independent of the NAFTA context, which the bureaucrats
believed would offer the greatest potential for achieving national
environmental goals (US-G-77). Although many of the actors involved in
the design of CEC did not actively seek a mandate for environmental
cooperation, there was general consensus and support amongst all actors
to establish a credible and functional mandate on environmental
cooperation (US-G-77).

580A@MENY 3 1 dzi K2 NK o S&  IDefiston-makingl LJ2 V & A

authorities and responsibilities define which bureaucratic component
controls decisions over the implementation of work undertaken by an
institution. During negotiations of CEC, the environmental groups sought
specific decision-making authorities and responsibilities concurrently with
their structural choices for bureaucratic structures and organizational
mandates for the institution. Once the groups realized that the oversight
body would be comprised of political officials and the advisory bodies
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would not have any real decision-making authority, the environmental
groups focused their efforts on securing a high level of independent
decision-making for the administrative body or Secretariat to minimize
political interference into its work (see e.g. Biel, 1993).

The bureaucrats, however, with the exception of the USEPA, were
opposed to creating a supranational administrative body with the
sweeping decision-making powers for implementation of CEC’s work (see
e.g. von Moltke, 1993). The USEPA supported some independent decision-
making authorities for the Secretariat to increase the credibility or
functionality of CEC (see e.g. “Canadian, US Proposals at Odds”, 1993), but
the other US agencies, as well as bureaucrats in Canada and Mexico
sought an administrative body with minimal decision-making authorities.
Sub-national governments, some legislators, and private sector groups
also opposed a Secretariat with independent decision-making authorities
(see e.g. “NAFTA Negotiators Make”, 1993; “Pro-NAFTA Republicans,
Leadership”, 1993; “Position of USA*NAFTA”, 1995).

In the end, the Council, which is comprised of political appointees, was
given most of the decision-making authority for CEC while the Secretariat
has a limited amount of independent decision-making authority.
However, for almost all of the Secretariat’s decision-making authorities,
the Council exercises a final decision over the corresponding Secretariat
action (NAAEC, 1995). The final structure of the decision-making
authorities and responsibilities was intended to ensure accountability
while providing the Secretariat with limited independent decision-making
in areas where such decision-making was seen as being useful, but not
extensive enough to infringe on state sovereignty (Charnovitz, 1994). In
general, the decision-making authorities reflect the bureaucrats’ intent to
retain political control over CEC in its function as an intergovernmental
forum.

With respect to the decision-making rules for the Council itself, all three
countries sought a consensus-based voting system; Mexico because it was
concerned that the other two countries would always vote against it and
the US and Canada because consensus voting is widely used in
international fora (CN-G-65; CN-G-68; US-G-77). Although environmental
groups proposed that the operative voting norm for CEC be majority
voting (Housman, 1993a), consensus decision-making is the default for the
majority of the decisions taken by the Council; majority voting was
stipulated in a few instances where a consensus might force one county to
vote against its national interests (CN-G-68; US-G-77).

Conclusions

Much debate and research within the field of international relations is
concerned with the relevance of international institutions, and recent
research examines on how and why institutions are designed as they are.
Research documented herein builds on prior research by examining the
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institutional choice processes associated with creating one particular
international institution, CEC, using a rationalist theory of domestic
politics, in particular the positive theory of public bureaucracies. The use
of this theory to study an international institution differs significantly
from past research efforts, which have historically relied on international
relations theories. The theory of public bureaucracies provides a
potentially powerful framework for understanding the institutional
choices advanced by the different actors involved in the creation of an
institution and how these choices give rise to a particular institutional
design.

Overall, the institutional choices for bureaucratic organizational structure,
organizational mandates, and decision-making authorities advanced by
politicians, interest groups, and bureaucrats for the design of CEC are
consistent with the theory of public bureaucracies. As the analysis
illustrated, each actor sought or supported specific institutional features
that were driven by their preference for the content and direction of
policy that would emerge out of the institution. The institutional choices
were strategic choices crafted to minimize uncertainty over future
institutional outcomes as well as to ensure to control over subsequent
behavior of the institution while seeking to achieve particular policy goals
within a particular political arena. The final design of the institution,
however, reflected not only these strategic choices, but also the
compromises between the actors as they pursued their interests in a
process referred to as the “politics of structural choice”. The final design
“was very much a committee product” (US-G-77), reflecting a “mix of
stakeholders and their interests” (CN-G-62).

Environmental groups consistently sought structures that would insulate
CEC as much as possible from future political interference along with
constraints on mandates to ensure that their policy preferences would be
carried out. Private sector groups generally sought structural choices to
ensure there was a high degree of political control over CEC or structures
that would inhibit effective implementation of some environmental
groups’ desired mandates, such as the state-to-state dispute resolution
process. Bureaucrats, although not monolithic, generally sought to design
a functional institution that would be responsive to the governments and
allow for effective governance and general policy control in those areas
that were consistent with their interests while ensuring accountability to
a democratic process. Legislators and heads of state were involved in the
politics of structural choice mostly at the macro-level, and although they
did not have strong preferences for most structural choices for CEC, they
generally sought structures to achieve their larger electoral or policy
goals.

Although most of the structural choices proposed for CEC were consistent
with the theory of public bureaucracies, there were a few inconsistencies.
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First, not all of the structural choices predicted by the theory were sought
by the actors involved, which may be due to inherent differences between
the contexts in which international institutions and domestic public
bureaucracies emerge and operate. Second, political actors from within a
given category (for example environmental interest groups) had some
divergent views and structural choices, which highlights that the general
categories of political actors considered in this theory are not always
monolithic.

Lastly, some institutional structures, such as the environmental
cooperation mandate of CEC, were not heavily contested by the political
actors involved in design of CEC. According to the theory of public
bureaucracies, all structures of an institution will be contested, but this
contention applies to the structure of domestic regulatory agencies, which
by their nature generate “winners” and “losers”. For non-regulatory
structures or institutions, the politics of structural choice may not involve
opposing structural choices and political actors may seek to design an
institution that is functional and credible based on technical rationality.

In light of these inconsistencies, some adjustments to the theoretical
framework, such as the roles and preferences of some political actors, the
types of structures sought by different actors, the heterogeneity of the
different political actors, and the fact that not all institutional structures
will be contested in the politics of structural choice, may needed to
strengthen the applicability of the framework to study international
institutions. Notwithstanding these potential adjustments, the positive
theory of public bureaucracies offers a potentially powerful framework for
analyzing international institutions. The research findings demonstrate
that rationalists’ theories of domestic politics can be translated to the
international level and be used to study international institutions. Rather
than looking at the states unitary actors, the framework allows for more
detailed examination of its constituent parts and their competing interests
to understand the institutional choices that states make in designing an
international institution.

Notes

1. Within the field of international relations, there are three terms that
are closely related and used interchangeably: international
institutions, international regimes, and international organizations
(Hasenclever, et al., 1997). Regimes or institutions refer to persistent
and connected sets of rules and practices that prescribe behavioral
roles, constrain activity, and shape expectations (Keohane, et al.,
1993). International organizations generally refer to some formal
bureaucratic structure (see e.g. Haggard and Simmons, 1987; Young,
1989), however many institutions or regimes often have an
associated organizational structure, so organizations are a part of an
institution or regime. For purposes of this research, the term
“institutions” is broadly conceived to include a bureaucratic
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organizational structure associated with a set of rules, practices, and
strategies.

The identities of all interviewees will remain confidential. When
interviewees are cited, the following classification system is used:
country in which the interviewee is employed (CN = Canada, MX
Mexico, US = United States), organizational affiliation (G =
government, N = nongovernmental organization, P = private sector, A
= academia, and O = other), and interview number; example of
interview classification: MX-G-118.
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Abstract

This study examined the role played by bank specific factors in
explaining bank stability in Zimbabwe. A panel data set was compiled
covering 15 CAMEL type ratios from all 26 banking institutions which
were operational in Zimbabwe between 2009 and 2014. The Principal
Component Analysis (PCA) and Random Effects (RE) model were
applied to establish the statistically significant CAMEL type bank
distress prognosticators in Zimbabwe. This study revealed that Capital,
Asset Quality and Earnings (CAE), are the most statistically significant
bank specific factors which influence distress in the Zimbabwean
market. On the macroeconomic front, statistical significance was
established on the ‘end-period Consumer Price Index (CPI)’ in
determining bank stability in Zimbabwe. This implies that a
deteriorating asset quality base in a bank with a feeble capital base
and weak earnings in a market dogged by inflation instability is a
classic precursor to bank distress in Zimbabwe.
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Introduction

Globally, economic development is highly influenced by the state of the
financial sector. Instances of bank instability, such as that witnessed
during the 2007-2009 Global Financial Crisis (GFC), are very costly to the
affected economies (or even the global economy at large depending on
the magnitude of occurrence). Several episodes of bank instability have
been observed across major financial jurisdictions in the past. These
episodes of financial distress have always resulted in the regulatory
authorities crafting responsive regulatory frameworks to counter the root
cause of the crises hence preventing further crises of similar nature.

Regulatory authorities endeavour to stabilise banks through the use of
both macro prudential and micro prudential regulatory toolkits. The
former entails setting up of policies which strengthen the banking sector
at a macro level, whilst the latter, acting on a supportive basis,
encompass the implementation of a surveillance mechanism, which
focuses on the strengthening of individual banking institutions (BIS,
2001). Regulatory authorities in various market jurisdictions tend to
converge on the use of the CAMELSrating system when conducting
onsite and offsite individual bank examinations.

Meanwhile the African continent faces a unique developmental crisis.
Being the poorest region in the world, it is also the only major developing
region in the world which experienced negative growth between 1980
and 2000 (McArthur, Schmidt-Traub, Kruk, Bahadur, Faye & McCord,
2004:117). The negative growth caused significant distress in the
underlying financial markets.

Idiosyncratically, the Zimbabwean banking sector experienced
heightened bank distress over the past decade especially among the
second and third tier banking institutions. This study seeks to establish
the endogenic factors which affect bank stability within the market. The
study further seeks to build a bank distress prediction model which will
bolster the current early warning signals to bank distress in Zimbabwe
and the region.

In 1985, the Zimbabwean banking sector had a total of twenty
institutions, mainly dominated by oligopolistic players in the form of
expatriate and Government related banks. As shown in Table 1 below,
the number of players in the Zimbabwean banking sector increased
dramatically after financial sector liberalisation in the 1990s, before
dwindling to below their starting point within two decades.
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Table 1: Zimbabwean Banking Sector Players (1985-2014)

Year 1985 1990 1995 2000 2005 2010 2014
Commercial Banks 5 5 8 11 13 17 15
Merchant Banks 4 4 10 5 5 5 1
Discount Houses 2 2 6 7 6 - -
Finance Houses 6 6 8 6 6 - -
Building Societies 3 3 4 5 4 4 3
Total 20 20 36 34 34 26 19

Note: The number of financial institutions registered as banks in Zimbabwe rose and
peaked in 1995 before declining to below their starting level within two decades.

Source: RBZ website, 2014.

Plotting the total number of institutions against time on a scatter graph
will produce a graph which mimics a ‘U’ shaped curve. This development
suggests that the banking sector in Zimbabwe has experienced a nexus of
changes in a frenetic manner. Earlier changes showed progressive signs as
the sector shadowed the developments on the global financial landscape.

The hegemony of bank distress over the past decade in Zimbabwe may
point to a financial crisis. The statistics on the profile of banks depicted in
Table 1, speak to the underlying financial instability in the country. A
disturbing observation though is that bank distress seems to be more
prevalent in the second to third tier banks, which are mainly indigenously
owned. This background of a non-ubiquitous pattern in bank distress
pattern warrants an investigation of the current micro prudential policy
framework in the country.

The RBZ widely uses the CAMEL(S) framework when conducting their
onsite and offsite bank examinations. Several questions can be put
forward on the causality, predictability, and possible remediation of such
a catastrophe. Numerous hypotheses can be put forward to try and
demystify the lacuna of information inherent in this status quo. This
research endeavours to establish the main bank specific financial
indicators which influence bank stability, and to build a mathematical
model (probabilistic) which can predict financial distress in Zimbabwean
banks. The research will be premised on the following objectives;

e To determine the level of influence of various CAMEL(S) type
bank specific factors in explaining bank distress in
Zimbabwe.
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e To build a mathematical model which can forecast bank
distress in Zimbabwe using the CAMEL(S) type bank specific
factors.

In order to interrogate these objectives, the following research questions
will be asked;

e Which CAMEL(S) type bank specific factors attribute to bank
distress with statistical significance in Zimbabwean banks?

e Can the likelihood of bank distress in Zimbabwe be
predicted with absolute certainty?

The Zimbabwean Banking Sector - An Overview

The Zimbabwean financial sector has also been dogged by episodes of
financial distress. The collapse of ENG Capital in 2004 can be viewed as
the trigger event in the financial crisis that ensued in the country in the
new millennium. Figure 1 below depicts the number of banking
institutions by institution type which have experienced financial strife in
the past decade.

Figure 1: Distressed Banks in Zimbabwe (2004-2015)

Commercial Banks
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Notes: The graph quantifies the banks which went through various distress episodes
during the period under review.

Source: TFS Research, 2015.




Journal of

Global Analysis

From Figure 1 above, it is conclusive that liquidations have been rampant,
affecting a total of thirteen banks during the period. Five banks are
currently under recuperative curatorship; whilst two are currently being
classified as ‘troubled’ by the central bank. This brings the total to twenty
banks which have experienced distress at various magnitudes over the
past decade.

The distress in the financial service sector has eliminated virtually all
locally owned financial institutions. Steward bank is the only locally
owned bank which arguably may be deemed to be stable and still
operational in the country, although it is not a Systematically Important
Financial Institution (SIFI) due to its low deposit base, as well as weak
profitability position. The resilience of Steward bank may be attributed to
its strong shareholder (Econet Wireless Limited) who has managed to fully
capitalise the bank. Other formerly indigenous banks such as Banc ABC
and NMB Bank have sold off controlling shareholding stakes to foreign
shareholders in varying schemes of arrangement.

From an interest rate perspective, there has been a huge disparity
between savings and lending rates in the banking sector since the
introduction of the multicurrency regime in 2009; the main interest rates
which prevailed in the country are illustrated in Figure 2 below. Savings
attracted no return in the market between 2009 and 2010. The average
market rate however crept upwards to its current high of 3.4% in 2014.

Figure 2: Average Market Interest rates in Zimbabwe (2009-2014)

Interest Rates
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Notes: The graph exudes both the average savings and average lending rates in the
Zimbabwean banking sector.

Source: RBZ, 2014, ZIMSTAT, 2015
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On the contrary lending rates have been relatively high throughout the
spectrum. The downward shift in the nominal minimum lending rate
from 15% in 2011 to 6% in 2013 was met by an opposing upward shift in
the average nominal maximum lending rate. The result of this is that the
nominal average lending rate has remained oscillating between 20% and
25% since 2009. When mapped against the savings rates these lending
rates reflect higher margins being applied to the cost of funds by banks
across the sector.

The high disparity between lending and deposit rates in the country
signals the heightened level of liquidity shortage in the market, hence the
huge liquidity premium. Such huge premiums are unsustainable in the
normal course of business. Finance theory attests to the concept of moral
hazard which may drive the riskier clients to take up the expensive loans.
These riskier clients will ultimately default on their obligations. This is
known as adverse selection on the bank’s credit portfolio and it appears
to have been rife in the Zimbabwean banking sector over the past six
years as shown by the increase in Non-Performing Loans to advances
(NPLs) in the sector.

The upward trajectory in the aggregate NPL levels denotes heightening
credit risk levels in the economy. This comes amidst a hamstrung liquidity
base in the country and it remains an Achilles heel in the stability of
Zimbabwean banks. From a zero base in 2009, the NPL ratio peaked at
20% in September 2014 (RBZ, 2015). This unpleasant situation has
prompted the central bank to create a special purpose vehicle called
ZAMCO® in 2014 to acquire and house corporate NPLs from banks under
a predetermined criterion.

On the retail loan portfolios, the absence of a centralised and robust
credit reference function in the country has heightened the possibility of
an unsustainable household debt. In response to this problem, banking
sector players have tried to mitigate this risk by restricting consumer
loans to individuals who receive their salaries through the bank.

Literature Review

The differentiation between stable and unstable banks is a crucial policy
issue in respect of early warning signals (EWS) of bank distress (Moyo et
al., 2014). Firstly, it allows stakeholders to take recuperative action on
time hence preventing a deeper crisis; this will invariably decrease the
amounts needed in fiscal bail outs to restructure and recapitalise failed
institutions (Maghyereh & Awartani, 2013).

Additionally, early prediction of fragility allows regulators to be better
prepared for a catastrophe, hence affording them the opportunity to
better manage and coordinate their efforts. Depending on the scale of
occurrence, a bank crisis can destabilise other economic variables, such
as the currencies market. This inadvertently weakens the economy and
magpnifies the distress cost (Maghyereh & Awartani, 2013).
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Theoretical Framework

The practical application of macroeconomic variables in bank distress
predictive models has not significantly improved accuracy of results
(Quagliariello, 2008:106). This could be explained by the high predictive
capability of indicators from specific financial statements if they are
accurate and reliable. Therefore regressions run on bank specific factors
tend to outperform those based on macroeconomic variables
(Quagliariello, 2008:106). It is crucial to note that when the economic
conditions in a country worsen, these may trigger heightened systematic
risk, which naturally destabilises banks.

Numerous scholars (such as Mannasoo & Mayes, 2009; Baki, 2013;
Maghyereh & Awartani, 2013; Karminsky & Kostrov, 2014; Quagliariello,
2008; and Arabi, 2013), agree on the relevance of macroeconomic factors
in explaining bank stability. Jordan and Rosengren and Glogova et al. (as
cited by Quagliariello, 2008:107), conducted a study to establish the
significance of regional economic and macroeconomic variables in
improving the ratings provided by the CAMELS rating model. Their study
concluded that the inclusion of macroeconomic fundamentals adds little
value in the assessment of the health of individual banks in the short
term. The relevance however, increases if the forecast period is
lengthened to at least four quarters.

Considerable work covering both macro prudential and micro prudential
prescriptions to stabilise banks has been carried out in various
geographical jurisdictions over the past years. The thrust of these
developments is aimed at bolstering the resilience of financial institutions
globally. This has resulted in the promulgation of committees such as the
BCBS and the FSB (Bollard, 2011).

The Bank of Greece (2008) cites three fundamental causes of bank
performance in current empirical and theoretical debates. They cite
financial sector reforms, the level of market competition, and the risk
affinity of individual banks as the key causative factors of bank
performance. The first two variables relate to the macro prudential
banking environment, whilst the latter one pertains to the eccentric risk
pattern of a particular institution.

It is crucial to appreciate that banks are driven by competition, innovation
and profitability (Petitjean, 2013). Most regulators in the world premise
their risk management toolkits around the assumption that banks can be
made less competitive or less innovative. This is not pragmatic, as
competitive forces cannot be suppressed (Petitjean, 2013). Indeed,
regulation can exert an external shock on the banking sector, which can
lead to sub-optimal performance of institutions (Bikker & Bos, 2008).

Deposit Insurance Schemes (DIS) are common in most markets across the
globe. The adoption of Deposit Insurance Schemes in financial markets
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can lead to an increased probability of bank failure. This is so because, on
one hand depositors are less motivated to monitor bank performance,
whilst on the other hand bankers tend to invest in riskier projects in
order to offer higher returns to clients as a competitive edge. The deposit
insurance tool, good as it may be, aggravates the moral hazard problem
in banking (Karminsky & Kostrov, 2014; Haq & Heaney, 2011).

On the micro prudential level, academics have proposed several micro
prudential oriented theories to demystify the causality of bank distress
and its prediction thereof. Karminsky and Kostrov (2014), elucidate that
the bank’s balance sheet structure, coupled with other financial
characteristics of banks such as capitalisation levels, as well as bank size,
are among the most important prognosticators of bank distress.

In as much as the financial intermediation role played by banks is crucial
for economic development, this process however inadvertently creates
liquidity and default risks for banks (Alhassan, Kyereboah-Coleman &
Andoh, 2014). The bank’s liquidity position is a very crucial indicator of
bank distress. Asset quality is a key factor in explaining bank distress
(Maghyereh & Awartani, 2013). Poor asset quality normally manifests
itself in increased NPLs as well as heightened ex-post provisioning levels,
thereby grossly affecting the bank’s earnings (Louzis, Vouldis, Metaxas,
2011). Torna (2010, as cited by Maghyereh & Awartani, 2013) after
analysing the 2007-2009 GFC observes the relevance of a bank’s asset
portfolio in explaining stability.

The aforementioned bank specific distress factors have been observed
and applied in the investigation of distress in various regions, most of
them tailored for idiosyncrasies of specific regions. In 1979, in response
to the need to universalise the rating and assessment criteria, the Federal
Reserve recommended the adoption of a Uniform Institution Rating
System (UFIS). The aim was to create a uniform platform for assessing the
health status of banks (Christopoulous, Mylonakis & Diktapanidis,
2011:11). This system was later known as the CAMEL system in the early
1980s. The CAMEL(S) system’s thrust is to assess the viability of banks
using five (now six) critical areas that focus on the bank’s performance
and operations (Gupta, 2014:94).

Empirical Literature

Macroeconomic factors determine when distress is likely to occur in the
banking sector at a higher level (Mannasoo & Mayes, 2009). Various
studies have been undertaken to empirically prove the significance of
macroeconomic factors in bank stabilisation (Baki, 2013; and Corsetti,
Pesenti & Roubiniet, 2001). Empirical evidence has however, been mixed
on the influence of macroeconomic factors on bank stability,
(Athanasoglou, Brissimis and Delis (2008); Zaki, Bah and Rao (2011:318)
and Nuxoll (2003:13).



Journal of

Global Analysis

Prior to the 2007-2009 GFC, sentiment was rife amongst academia and
practitioners that broader safety of the banking environment could be
preserved by fostering the individual safety of banks (Claessens, Evanoff,
Kaufman & Kodres, 2011). Interpretations of the events surrounding the
2007-2009 GFC reveal that the ‘micro prudential’ regulation is no longer
sufficient to ensure sector-wide stability due to the intricacies embedded
in the complex networks of advanced financial markets which create
systematic risk (Claessens et al., 2011).

The Dodd-Frank Wall Street Reform and Consumer Protection Act of 2010
in the US have both recognised this notion, and in response it has
constituted a Financial Stability Oversight Council and mandated it to
monitor and manage market systematic risk (Claessens, et al., 2011). In as
much as it is widely envisaged that macro prudential regulation is the way
to go in order to foster stability in the US banking sector, the purported
causes of the ‘failure of micro prudential’ regulation have not been
probed (Claessens et al., 2011).

Competition amongst financial institutions is healthy for the overall
development of the market. (Barth et al. (2001:2) and Beck, Demirgiic-
Kunt and Levine (2004:3)) all corroborate on the position that countries
with regulatory authorities who thwart competition are more likely to
experience financial instability.

Micro prudentially, (Gunsel (2010:92); Huang, Chang and Liu (2010:557)
and Bessler & Kurmann (2014:165); Maghyereh and Awartani (2013:142)
and Athanasoglou et al. (2008)) in separate studies all identified with
significant statistical relevance, the influence of bank specific and other
CAMEL type factors such as the bank’s liquidity position, asset quality, the
structure of underlying loans?, net interest margin, the net equity base
and credit risk on bank stability.

With regard to the African continent, (Tefula and Murinde (2002:4);
Alhassan et al. (2014:60) and Adeyeye et al. (2012:166) established with
huge statistical significance in the explanatory power of asset quality,
liquidity, non-performing loans, capital adequacy, credit risk, and
profitability levels, as well the commensurate liquidity level within the
organisation, as the key financial variables which determine the health of
banks.

The collapse of Lehman Brothers Holdings in 2008 had a major impact
across several economies around the globe. Christopoulos et al. (2011)
conducted a study to establish if the collapse could have been predicted
using the CAMELS factors. The results clearly espouse that both the
regulators and credit-rating agencies defied the logic in the CAMELS
factors. They concealed the underlying problems which were glaringly
obvious in all the CAMELS type variables, save for their liquidity indicators,
which provided inconclusive evidence on the state of the bank.
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The CAMELS model has also been applied to assess the health of public
sector banks in India (Gupta, 2014:94). The results showed significant
statistical differences in the analysed data, thereby validating the
effectiveness of the CAMELS rating system. The improvement in the
global bank supervisory framework has persuaded regulators to adopt
the uniform rating framework (CAMELS Rating) in bank assessments
(Gupta, 2014:102).

The World Bank (2010), writing in a policy research working paper on
Jordan brings a fundamental twist to the appreciation of bank stability.
The bank adds the need to assess corporate vulnerability in the country
and its impact on the soundness of a bank, because the two are
intimately interwoven. They indicate that systematic shocks to borrowers
will be transmitted to banks through corporate defaults, thereby
invariably affecting the stability of banks. They recommend incorporating
corporate stress tests in the bank’s credit portfolio assessment in order
to get accurate results from bank stress tests.

This background has influenced this research work, which aims to
investigate the specific CAMELS type factors which influence distress in
Zimbabwean banks.

Methodology
Defining Banking Distress

In the development of a probability of distress model the definition of
distress is normally the initial step (Karmisky & Kostrov, 2014). The
definitions of banking distress among academia and industry
practitioners are varied, with generally acceptable definitions being
premised on input from financial statements of the banks (Huang, Chang
& Liu, 2010).

Hutchison (2002) defines banking distress as a multi-dimensional
episode, whose impact varies from a minor to a large scale disruption.
The isolation between minor and large scale disruptions is however not
concise, although some considerable amount of work has been done to
demarcate the two.

To make the distinction between distressed and stable banks more
concise, the study made use of the IMF guidelines on Financial Soundness
Indicators (FSIs) which were promulgated in 2006. FSls have generally
been adopted by practitioners to assess financial stability across markets.
FSIs for the real, corporate, household, external, and financial sectors, as
well as the financial markets were put forward. The International Finance
Corporation (IFC, 2009:369) summarises the key measures of financial
markets’ stability to change in equity, house prices, volatility, market
liquidity and corporate bond spreads.

Assessing these variables in the context of this study leaves two variables
eligible within the context of the financial ratios data set under review.
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These two variables are: change in equity and the liquidity indices. It is
important to note that banking institutions with marginal capitalisation
are more susceptible to liquidity risk as they lack sufficient liquidity
buffers to absorb both exogenous and endogenous shocks (RBZ, 2014).

Given the differences in magnitude of bank distress or banking crises and
the interrelatedness between liquidity and capital, this study jointly
adopts the two commonly used FSls in determining distress, which are the
Liquid Asset Ratio (LAR) and the Capital Adequacy Ratio (CAR). This
implies that a bank has to meet the minimum regulatory threshold on
both ratios to be deemed stable. The RBZ enforces a minimum regulatory
CAR of 12% and an LAR of 30% (RBZ, 2014). Levels below the minimum
levels are considered distress episodes and they warrant a distress
warning from the regulators.

Dependent Variabl e

The dependent variable in this study is bank distress. All periods where
banking institutions jointly had a CAR lower than 12% and/or an LAR
below 30% were considered to be distressed. The value of the dummy
variable is ‘1’ for distress episodes, while ‘0’ is the contrary.

Expl anatory Variabl es

Explanatory variables are financial ratios which were computed to assess
the stability of banks. These ratios have been articulated after an
extensive review of interrelated literature alongside consultations with
other experienced researchers and industry practitioners.

Table 2 below synopsises the various ratios which denote the bank
specific factors which were computed, and which formed part of the
initial variables to be used in the modelling process.

Control Vari abl es

Whitaker (2009) proposed that more firms get into financial distress as a
result of poor management compared to economic distress. In order to
put control measures for this notion in place, it is prudent to add other
exogenous factors which can influence the association between bank
distress and the bank specific financial indicators. These macroeconomic
factors can affect the stability of a bank regardless of the soundness of
specific financial soundness indicators (Whitaker, 1999). The GDP growth,
end-period CPI and the bank’s average lending rates in Zimbabwe were
utilised as control variables in this study. These statistics were gathered
for the period between 2009 and 2014.

The populaton and sampl e

A balanced panel data set covering the 26 banking institutions which were
operational in Zimbabwe between 2009 and 2014 was collated from
publicly available secondary sources. Data was primarily obtained from
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the TFS Management Company’s financial database. The data was
compared for accuracy using the stratified sampling technique with data
from the RBZ website where it was available.

Variable (Ratio)
Capital

Capital Adequacy
ratio (CAR)
Leverage Ratio (LVR)

Asset Quality

NPLs to Total Assets
(NPL)

NPLs to Advances
(NPLA)
Impairments to Ad-
vances (IAR)
Management

Assets Utilisation
Ratio (AUR)

Bank Efficiency Ratio
(BER)

Staff Costs to Total
Costs (SCTC)
Earnings Quality

Return on Equity
(ROE)

Return on assets
(ROA)

Net Interest Margin
(NIMm)

Liquidity

Liquid Asset Ratio
(LAR)

Loan to Deposit Ratio
(LDR)

Fixed Asset Ratio
(FAR)

Table 2: Bank specific factors

Description

Total capital over the bank’s total risk
weighted assets

The bank’s net capital base over the total
asset base

Non-Performing Loans relative to total as-
sets

Non-Performing Loans relative to total ad-
vances

Bank’s impairments in relation to total ad-
vances

Total revenue over the total asset base.

Total overheads relative to the total reve-
nue

Total staff costs relative to the total cost
base

Total funds attributable to shareholders,
relative to shareholders’ funds

The bank’s profit after tax expressed over
total assets

The difference between cost of funds and
return on assets (loans) expressed as a per-
centage of the total interest bearing assets.

Total liquid assets over the bank’s liabilities

Measure of total advances relative deposi-
tors’ funds
Net Fixed Assets over Total Assets

A priori

(+)
(+)
(+)

(+)
(+)

(+/)
(+)
(+)

Notes: these CAMEL type financial ratios were deduced to form the explanatory variables

for the modelling process.

Source: Author, 2015.
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Principal Component Analysis (PCA)

PCA was utilised to reduce the dimensionality of the data, hence
generating a parsimonious measurement of the data. The concept also
shows the most important influences from numerous variables at the
same time (Brooks, 2014:170). Additionally, this concept manages
endogeneity in a data set and eliminates multicollinearity.

PCA is a statistical technique which uses an orthogonal transformation to
change a set of possibly highly correlated variables into principal
components, which are a set of linearly uncorrelated variables.
Illustratively, if the original explanatory variables are symbolised by x;, x,,
X3...., Xy, the principal components can be denoted by p;, p,, ps...... p,. The
principal components are independent linear combinations of the original
variables (Brooks, 2014:170).

The principal components may be represented by the following set of
equations;

Pr=Na+ 0% +..0 1,
Py =Nouxy + M ooXo +..1 50,
Po= M iaXs 1 X .0 X Equation 4.1

The PCA technique was employed to sort the 15 bank specific
independent variables into 5 PCs with each PC better explaining the
individual elements of the acronym CAMEL. The decision was reached
after an analysis of the autocorrelation function between the principal
components and the original independent variables to determine which
principal component would better explain which CAMEL type variables. 3
control variables were added to the 5 PCs to arrive at 8 variables to be
used for the modelling process.

A hypothesis test with the following null hypothesis was carried out when
performing this test.

Hy: The independent variables are free from multicollinearity and
heteroscedasticity.

This process enhanced the sanity of the data set, and the remnant factors
were used as input factors in the regression based model that was
constructed.

The Modelling Process
The Regressors

The adopted 5 principal components were added to the 3 control
variables and were used as input variables in the regression model. The
random effects model was run on the data.

Explaining Bank Stability Using Bank Specific Factors in Zimbabwe
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The Random Efects (RE) Model

The RE model is premised on the assumption that the variation across
entities is assumed to be random and uncorrelated with the explanatory
variables. It is utilised when there is reason to believe that the
endogenous differences across entities have some influence on the
dependent variable (Torres-Reyna, 2007:25). The estimation equation is
largely similar to the FE model, save for the error term, which is split into
two and is shown below:

Yie =it T 1XitF it 4 fteeeerereeeeseeeeererenesesreessssessssssssesesesssessnssessssseans Equation 4.2
Where,

Y= the dependent variable where | denotes the entity and the t denotes
time.

h.= this is the unknown intercept for each entity. The ‘I’ will take values
between 1 and n.

I 1= the coefficient for the explanatory variable.

Xi: = Represents one explanatory variable at time t.

Wit = between entity error term

Di stress Predicton

Output from the regression analysis was used to produce a Z score which
was used as input in the construction of a bank distress prediction model
in Zimbabwe. The logit function was employed to construct the distress
prediction function.

The Logit regression model attempts to find the values of i, and i /s
which minimise the error in the value of y. The logit function is expressed
by equation 4.3 below:

PD=1/(1+expYy)) Equation 4.3

This function provides the probability of bank distress with values
between 0 and 1.

Results and Discussion

Using the PCA concept and random effects model, this study estimates
the CAMEL type determinants of bank distress in Zimbabwe during the
period between 2009 and 2014. The logit function was further applied on
the Z score from the output of the RE model to predict the probability of
bank distress in Zimbabwe.

The DATA Set

After the collection and collation of data on the 26 banks which were
operational between 2009 and 2014, 15 CAMEL type ratios shown in
Table 4.1 were calculated for all the banks spanning over the 6-year
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period. Of the 26 banks operational in Zimbabwe during the analysis
period, 7 had at least 4 out of 6 years of data missing. These banks were
not reporting consistently due to various reasons, including bank distress.

Three macroeconomic control variables namely ‘end-period’ Consumer
Price Index (CPl), Gross Domestic Product (GDP) growth rate and the
Nominal Average Lending Rate (NALR), sourced from the Zimbabwean
Central Statistical Office (CSO) were also incorporated into the model as
control variables.

Data analysis was performed using the statistical software package STATA
11. An autocorrelation test of the 15 explanatory variables was computed
and the matrix exudes high levels of multicollinearity across variables,
with 5 pairs of ratios with an autocorrelation matrix above 80%.

PCA was utilised to deal with the multicollinearity problem within the
data. This technique re-arranges components into linear combinations
which are free from multicollinearity (Brooks, 2014:171), as shown in
Table 3 below:

Table 3: PCA Autocorrelation Matrix

PC 15 PC13 PC6 PC1 PC 10
PC 15 1.000
PC 13 0.169 1.000
PC6 (0.055) (0.155) 1.000
PC1 0.227 0.237 (0.635)  1.000
PC 10 0.351 (0.024) 0.078 0.112 1.000

Note: The matrix results show low multicollinearity between the selected principal
components to be used in the modelling process.

Source: Author’s own, 2015.

A benchmark of 80% adopted from the proposition of Koop (2009) was
used to delineate between high multicollinearity amongst variables. The
autocorrelation matrix in table 3 above show results which are much
lower than the 80% guideline. This validates the acceptance of the null
hypothesis in section 4.5 above and concluding that the data set was free
from multicollinearity and heteroscedasticity.

Secondly, the PCA technique reduced the dimensionality of the data set
under study. From the 15 PCs, 5 principal components (which individually
better explain each variable of the acronym CAMEL) were chosen, based
on their alpha values as shown in Table 4 below.

Explaining Bank Stability Using Bank Specific Factors in Zimbabwe
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Table 4: The Principal Components

CAMEL Factors  Principal Component  Ratio Alpha Value
CAR 0.5648
C PC 15
LVR -0.57
NPL -0.6649
A PC 13 NPLA 0.6692
IAR 0.0119
BER 0.2434
M PC6 AUR 0.7051
SCTC 0.512
ROE 0.4331
E PC1 ROA 0.4555
NIM 0.1431
LAR 0.3684
LDR1 0.2094
L PC 10
LDR2 0.1588
FAR 0.6443

Notes: The table displays the various principal components with their respective
explanatory variables and alpha values.
Source: Author’s own, 2015.

The results conform to the concept of parsimony, which is one of the
hallmarks of good modern research. The observed data was transformed
using the equations below to arrive at 114 principal components of each
CAMEL factor.

PC15,=+" ;CAR+N ,LVR, Equation 5.1
PC13,=+ N ;NPL;+ h ,NPLA+ N 5IAR; Equation 5.2
PCE=+ N 1BER+ N yAURH N 3SCTCh v Equation 5.3
PCL=+ N ;ROE+ N oROAG NIy oo Equation
5.4

PC10,=+ N ;LARy#+ N JLDR L+ N sLDR2;+ N 4FAR oo Equation 5.5

For alli=1... 19; the number of banks observed
For all j=1... 6; the number of years of observations
For all k=1... 114; the total number of all observations.

An analysis of PC15 reflects that both CAR and LVR have almost equal
magnitude contribution towards PC15 but with an inverse relationship,
that is an increase in CAR implies an increase in PC15, and an increase in
LVR mean a decrease in PC15. Similarly, PC13 is greatly determined by
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NPL and NPLA while IAR is highly insignificant with an alpha value of
0.0119.

Results Analysis
The Regression Process

The RE model was run and the results are summarised in Table 5 below:

Table 5: Random Effects Model results summary

Variable Coefficient Robust Standard Errors 2 P>|Z|
PC15 (162.58) 47.90 (3.39)*** 0.001
PC13 (27.97) 11.02 (2.54)* 0.011
PC6 (22.08) 12.25 (1.80) 0.071
PC1 (15.81) 5.92 (2.67)** 0.008
PC10 5.05 10.83 0.47 0.641
NARL 182.82 187.22 0.98 0.329
GDP (117.33) 74.35 (1.58) 0.115
CPI 84.43 34.18 2.47* 0.013
Constant (18.49) 33.80 (0.55) 0.584
R Square Within: 0.2535; Between: 0.5821; Overall: 0.4055

Notes: Statistically significant t statistic in parenthesis. *, **, *** indjcate significance at
the 5%, 1% and 0.1% levels. Negative values are shown in ().

Source: Author’s own, 2015.

After the regression process, a Hausman test was run to validate the
suitability of the RE model. This test is meant to qualify whether the
unique errors W;; exhibit some multicollinearity with the explanatory
variables X; or not. The HT results depicted the Prob>Chi? at 0.7848. This
value is insignificant at the 5% significance level, therefore Hy is accepted,
and the researcher concludes that the unique errors are not correlated
with the regressors.

Variable Signifcance

P values were also used to select the significant variables from the model
by choosing the variables with p values <5% since a 95% confidence
interval for the model was used. Both p and t statistics were analysed,
with variables with p values<0.05 and t-values>|2.306| considered
significant at the 95% confidence level. The t-statistic for the statistically
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significant variables is shown in parentheses at the respective
significance level as shown in the notes for Table 5 above.

From the RE results in Table 5, it is evident that PC 15, PC 13 and PC 1
representing the ratios Capital, Asset Quality and Earnings, which can be
represented by the acronym CAE, are the most significant factors which
influence bank stability in Zimbabwe. Statistical significance was also
established on the end-period CPI as a bank distress causality factor in
Zimbabwe.

Resultantly the following equation was used to fit the model used in the
bank distress prediction:

Y =-1849-16258PCl15-27.97PC13-15.81PCl+ 84.43CPI
................... Equation 5.8

PC 15 is a linear combination of capital and leverage, being proxies to
capital in a bank. The component has a huge contribution to bank
distress as shown by its beta value of -162.58, which is the largest
absolute value of the regressors as shown in Table 4 above. The
magnitude of the capital contribution to bank stability is consistent with
the proponents of the resource-based view who argue that a well-
resourced bank is poised to perform better than less capitalised banks,
hence posing a comparative advantage in the market which will result in
its capacity to underwrite more business or to absorb incidental business
loses.

The PC has a composite negative sign, which is consistent with the a
priori expectations of the two ratios embedded in it, being CAR and LVR.
The negative sign implies that an increase in PC 15 results in a negative
contribution in the calculated Z-score. The more negative the Z score
value becomes the less likelihood for the bank to experience distress.

PC 13 — Asset quality

Credit risk is the greatest risk for lending banks. This risk is assessed by
analysing the asset quality of a bank’s portfolio. PC 13 is a linear
combination of the NPL, NPLA, and IAR ratios which all measure the
extent to which a bank is exposed to NPLs.

PC 13 has a negative composite sign, which denotes a negative
contribution to the Z score. Its magnitude of 27.973 implies that it exerts
less significant weight compared to PC15. From a priori the variables in
PC 13 negatively impact on bank stability. This infers that if the asset
quality ratio values have got a high absolute positive value (denoting a
deteriorating loan book quality), the higher the probability of a bank to
experience financial distress, which is consistent with a priori
expectations.

PC 1—Earnings
PC 1 is a combination of the ROE, ROA, and NIM ratios which measure
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the profitability of a bank. As the bank’s net income relative to its balance
sheet size increases the less likely it is to face distress. On the contrary, a
distressed bank is bound to generate relatively lower earnings, which
reduces its capability to absorb business losses when they occur.

PC 1 has a coefficient 15.81% which signifies the weight of earnings in the
prediction model. The overall negative sign of the PC is again consistent
with a priori expectations of the embedded income ratios.

Constant term

The t-statistic of the constant term at |0.55]| is inconsistent with the
earlier stated selection criteria of variable significance. Statistically
significant variables are expected to have a t-statistic of greater than
|2.306]. The constant term was, however, incorporated into the model to
account for the inherent likelihood of distress in any bank which may
result from other unobserved factors such as location, bank size, and
brand.

Other variables

There was no statistical significance found at the 5% significance level of
the relevance of the other variables in the model, such as the
management capability and the bank’s liquidity, level in influencing bank
distress in Zimbabwe. Conventionally, banks with efficient management
and healthier liquidity levels have a greater chance of survival during
episodes of financial crisis. The impact on bank performance of these
financial ratios may have been subsumed and dominated by the key
predictive ratios which displayed statistical significance at the 95%
confidence interval.

Control variables

Of the 3 control variables utilised in the model, significant influence on
bank stability was established on the end-period CPI at the 5% significance
level. This implies that inflation is a crucial macroeconomic factor in
influencing bank distress. The distress can manifest itself in the real
interest rates which may prevail in the country in the event of rising
inflation, thereby causing increased loan defaults.

There is however no statistically significant evidence found in the Nominal
Average Lending Rates (NALR) and GDP growth in influencing the viability
of banks in Zimbabwe at the 5% significance level. These factors, however,
have significance in determining the viability of banks on a broader level.
The effects of advancing loans at moderate rates which discourage the
moral hazard problem have also been theoretically and empirically proven
to influence bank stability around the globe. Studies have also linked
improved financial stability of banks in periods of rising GDP output in the
economy.

Explaining Bank Stability Using Bank Specific Factors in Zimbabwe
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Residuals analysis

Residuals analysis was carried out after fitting the model to check for the
normality of the response variables. The results are plotted on the
histogram and the Probability to Probability plot (P-P), shown in Figure 3

below:
Figure 3: Residuals Plot
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The residuals exhibit a normal distribution; hence the model is acceptable
and fit for purpose. This implies that the sample is derived from a normal
distribution.

Distress Prediction

The bank distress prediction process was carried out in a stepwise fashion,
following the four stages outlined below:

Observed PD

Annual CAR and LAR ratios for all the banks were examined against the
RBZ statutory minimum levels of 12% and 30% respectively. These
thresholds were jointly applied, and a bank had to comply with both for it
to be deemed stable, otherwise it was deemed distressed. Banks which
met the two requirements were deemed stable and had a 0% probability
of distress. On the contrary, banks which failed to comply with both
thresholds jointly were deemed distressed and were assigned a
probability of distress of 1.

Observed Z score

After assigning the probabilities, Z scores were assigned to the 114 bank
episodes under investigation. These scores are essential for running the
linear regression models which were estimated. Banks with an observed
probability of default of 1 were allocated a Z score of 10, whilst the non-
distressed banks were allocated a Z score of -10.

|l mplied Z score

In order to estimate the probability of distress for banks, the implied Z
score for the banks had to be calculated using the fitted model in
equation 5.8 shown below:

Y =-18.49-16258PCl15- 27.97PC13-15.81PCl+ 84.43CPI
, Where Y denotes the Z score

The Z score from the model above is a linear combination of the
statistically significant explanatory variables identified from the RE model.

Mo d e | PD

The implied Z score above was fed as input in the logit function below to
calculate the expected Probability of Distress (PD) from the model.

PD=1/(1+exp(y)) Equation 5.9

where y=Z score.

This model used 1 year data on a trailing basis to calculate the probability
of distress. Resultantly the model has a predictive forecasting horizon of
12 months.

Explaining Bank Stability Using Bank Specific Factors in Zimbabwe
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Model Simulation and testing

The model above was simulated using data from selected banks and
periods within the study period. These results were compared against
obtainable CAMEL(S) ratings for the banks and the known status of the
bank during the time.

Under the CAMELS system, ratings between a scale of ‘1’ (for the best)
and ‘5’ (for the worst) were awarded to each of the component factors.
As an abridgement of the component ratings, a composite rating was
awarded to the bank as it is more reflective of the bank’s current
financial position.

In order to maintain uniformity in the research, the study utilised the
factors represented in CAMEL to compare results with the model. This
left out the sensitivity factor, since it was not part of this investigation
due to data availability problems in the market.

The simulation exercise produces very encouraging results with Ecobank,
Metbank, Steward Bank, Tetrad and Barclays being classic examples
whose empirical behaviour mimicked the model prediction almost
consistently over the observation period.

In as much as the model was acceptable in its predictive capacity of
distress in the country, it also produced some anomalous results. Banks
like Stanbic bank and CBZ had episodes where the model prediction was
not consistent with expectations as well as the prevailing RBZ CAMELS
rating for the banks. These anomalies could be a result of the fact that
the variables used to determine the observed PD narrowly missed the
regulatory thresholds despite being in the higher echelons. The
irregularities can also be attributed to the endogenous Type Il error
within the model. The model as shown has an overall R-Square value of
40.55% leaving room for Type Il error up to 59.45%.

Robustness Check

The Random Effects model identified the ratios CAE as the most
significant predictors of bank distress at the 95% confidence interval. For
robustness checking, the regression process was re-estimated using the
Population Average (PA) method. Data analysis by the PA produced
similar results to the Random Effects (RE) model. It identified the same
factors which influence bank distress in Zimbabwe. The notable
difference was the significance level of the end-period CPI variable.
Under the RE model end-period CPI was significant at the 5% level, whilst
the level of significance improved to 1% in the PA model results. The PA
results are a positive observation which go a long way to validating the
results estimated from the RE model.

Conclusion

The RE model identified the Capital, Asset Quality and Earnings (CAE)
ratios with a strong ability to explain bank distress in Zimbabwe. These
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CAMEL type ratios relate to the bank’s capitalisation, loan book
performance, and profitability. The results are consistent with academic
theory and other empirical studies conducted in the region. On the
macroeconomic control variables, statistical significance at the 5% level
was established on the end-period CPI in influencing bank stability, whilst
GDP growth and the Nominal Average Lending Rates (NALR) had no
statistical significance at that level.
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Notes

1. The concept of creation of an SPV by central banks or Governments
to house NPLs has been utilised in other countries which experienced
credit distress in their banking systems. Typical examples include the
Indonesian Bank Restructuring Agency, the Danaharta in Malaysia,
the Asset Management Corporation of Nigeria and the Korea Asset
Management Company, inter alia.

2. Gunsel (2010) established that the ratio of private sector loans on the
bank’s portfolio had a direct positive influence on bank stability
chances in Cyprus.
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Introduction: a theoretical starting point

The aim of this paper is to examine the post-unipolar international
system through the lens of a neoclassical realist framework. Many
scholars have long been involved in disputes about the theoretical
validity of Realism in foreign policy.

In one sense, the theoretical issue takes on a relative value because in
concrete cases, realists do not always provide definite answers, or
answers different from those of idealists. Yet the theoretical question

remains important, as reported by Richard K. Betts (2015), “0 SOl dz& S A (i
Orffta FgSye2y G2 (GKS RAUGSNBYOS o0Sis
Y2NI f O2yOSNya 2y 2yS KIYyR FyR loaz2ft
gKe (KS TF2N¥YSN) aK2dzf R GF1S LINA2NRGE
oFftlyOS 2F LRoSN akKz2dzZ R RNAGS adl dSa

Realists agree that power is what drives international politics, but they
disagree about exactly when and where it should be conserved or
exerted. They also diverge on the architecture of the international
distribution of power — the international system — and its expressions to
better preserve peace and stability: multipolarity (favored by most
traditional realists), bipolarity (Kenneth Waltz and John J. Mearsheimer),

or unipolarity (K S3SY2y A O &)ilh aherfwardsaccaidgstd NB
Richard K. Betts, Realism can be considered as an attitude rather than a
doctrine, given the fact that

Realism is grounded firmly in consequentialist morality, or a
materialist version of situational ethics. It simply sees the
probable balance of costs and benefits in the outcome of a
contest, rather than the justness of either contestant’s claims
going in, as the proper moral basis for action. Realists focus
more on results than on motives and are more attuned to how
often good motives can produce tragic results.

For these reasons, Realism is more than a static, amoral theory, and
cannot be accommodated within a scientific interpretation of
international relations. It is rather a practical theory which depends on
the contingent historical and political conditions, and is ultimately judged
by its ethical standards and by its relevance in making prudent political
decisions (Morgenthau, 1962).

Realism also performs a useful cautionary role. However, when it
becomes a dogmatic assumption, Realism fails to perform its proper
function. Realism becomes a sort of ideology when it remains stuck in a
state-centric and excessively simplified “paradigm” and when it denies
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any progress in interstate relations. Its emphasis on power politics and
national interest can be misused to justify aggression, and this factor has
often led Realism to be supplanted by theories that take better account of
the cooperation and changing picture of global politics. To the merely
negative and cautionary function, Realism should take into account the
normativist feature, typical of positivism, which extends from the
rationality and prudence stressed by classical realists — through the vision
of multilateralism, international law and an international society
emphasized by liberals and members of the English School — to the
cosmopolitanism and global solidarity advocated by many of today's
scholars (Korab-Karpowicz, 2013).

The major contribution of realists (and neorealists, especially Waltz), as
underlined by Keohane, is the notion that the international system shapes
state behavior and the other way round (Keohane, 1986, p. 27). But Waltz
does not point out “new ways of seeing” international relations. He
reformulates and systematizes Realism, thus developing the so-called
Structural Realism (Waltz, 1979), consistently with the fundamental
assumptions of his classical predecessors (Carr, Morgenthau, Niebuhr).

Once these necessary clarifications have been made, the actual reality (in
Machiavelli’s terms) shows the substantive validity of the four central
propositions to which realists tend to converge (Wohlforth, 2008):

e  Groupism: politics takes place within and between groups or, as
argued recently, networks (Hafner-Burtona, Kahlera, & Montgomery,
2009);

e  Egoism: individuals and groups are politically driven principally by
narrow self-interest;

e Anarchy: the nature of international politics is characterized by the
absence of a (global) government. In agreement with the power
transition theory, anarchy ceases to be an ordering principle when a
nation achieves hegemonic power and then is challenged by a great
power. This leads to a war which, in the past, has created a transition
between the two powers (Organski, 1958).

e Power politics: the intersection of groupism and egoism in an
environment of anarchy makes international relations, regrettably,
largely a politics of power and security. Anyway, as argued by William
R. Thompson (1988), each of the three major IR approaches to the
study of long-term processes of change in international relations —
structural realism, the world-economy approach, and long cycle
theory (Modelsky, 1987; Modelsky G. & Modelsky S., 1988;
Denemark, Friedman, Gills, & Modelski, 2000) — has underlined the
role of global leadership (or hegemony), highlighting the links
between the positions of great powers, major wars, and the economy.
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Moreover, the cumulation of new and important research by scholars
working within the realist tradition (Copeland, 2000; Davidson, 2006;
Lobell, 2003; Ripsman, 2002; Schweller, 2003, 2006; Taliaferro, 2001,
2004) has made Realism a pragmatic theory which has not necessarily a
state-centric vision and does not deny any progress in international
cooperation and change resulting from interdependence in a globalized
world.

The post-unipolar international system: a selective literature review

Since the years immediately following the collapse of the Soviet Union
and the end of the bipolar system, a lot has been written and said about
the transformation of the international system. In an article on
Ly G SNY I a2 y(tafne, 19B)0 dabkFoghé Layne foresaw the
inevitable emergence of new great powers: in such a multipolar world,
the United States would follow a policy of strategic independence by
assuming the posture of an “offshore balancer” (Layne, 1993, p. 47).

During these years, when the United States enjoyed its “unipolar
moment” (Krauthammer, 1991), international politics — as it had been
usually understood — seemed to have been eclipsed. While most of the
commentators of the time argued that the alternative to unipolarity is
“y2G  adGFrofST adl o0 YHeuhdndthdr, 198,
p. 33), Layne supported the idea of changing the means of attaining U.S.
overriding strategic and geopolitical objective (ensuring that a potential
hegemon does not dominate Eurasia): rather than assuming primary
responsibility for containing the rise of a potential hegemon, the United
States should rely on global and regional power balances to attain that
goal. This strategic independence, supported by Layne, differs from the
selective-commitment variant of offshore balancing articulated by John
Mearsheimer (1990) and Stephen Van Evera (1990), whereby the United
States would be relatively indifferent to Third World events but would
remain militarily engaged in Europe and Northeast Asia in order to
preserve stability. According to Mearsheimer and Evera, strategic
independence would be a hedging strategy that would commit the
United States militarily if, but only if, other states failed to balance
effectively against a rising Eurasian hegemon. Also Samuel Huntington, a
few years later (1999), argued that we have entered not a unipolar world
but a “uni-multipolar system” with one superpower and several major
powers. In such a system, as emphasized by Huntington (1999, p. 37),

The United States would clearly prefer a unipolar system in
which it would be the hegemon and often acts as if such a
system existed. The major powers, on the other hand, would
prefer a multipolar system in which they could pursue their
interests, unilaterally and collectively, without being subject to
constraints, coercion, and pressure by the stronger
superpower. They feel threatened by what they see as the
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American pursuit of global hegemony. American officials feel
frustrated by their failure to achieve that hegemony. None of
the principal power-wielders in world affairs is happy with the
status quo.

In the meanwhile, the world began to focus more on the liberalization and
globalization of the world economy, the spread of democracy, and the
threats posed by non-state actors. Despite the fact that security dilemmas
that used to be at the heart of relations between states seemed to be
losing appeal, conflicts all over the world did not cease and arms race did
not end. In hindsight, it is clear that certain members of the system have
always hungered for more power to rectify perceived wrongs and to
restore an order to which they feel entitled.

After September 11 and the resulting “global war on terror”, international
balances have gradually changed. The West-centric international order
has experienced a restoration of Russian global power, a_rapid rise of
China to the status of global player and the emergence of other rising
powers (Germany, Japan, India, Brazil and other middle powers such as
Turkey, Iran, Saudi Arabia, South Africa) which demand a change of both
the global structure and the international financial institutions dominated
by Western powers (IMF, World Bank), where they feel underrepresented.

However, not all rising powers are dangerous revisionists, and revisionism
is not always dangerous, as reported by Randall Schweller. He argues that
there are four dimensions in revisionism that, taken together, determine
the extent to which the revisionist power poses a dangerous threat to the
established powers (Schweller, 2015, p. 8):

1) the extent of the revisionist state’s aims;
2) the revisionist state’s resolve and risk propensity to achieve its aims;

3) the nature of its revisionist aims (does it seek changes in international
norms, or territory, or prestige?);

4) the means it employs to further its revisionist aims (whether peaceful
or violent).

In the realist approach, violent means used by the revisionist power to
subvert the & (i | {i dzéead o dz8gemonic war. According to Robert
Gilpin’s theory (1981) and John lkenberry’s amendment (2001) to it,
hegemonic wars end with the emergence of an overwhelmingly dominant
power which is both able and willing to transform the system. In other
words, the new hegemon is expected to revise the system (becoming a
revisionist state), constructing its own vision of order upon an
international landscape wiped clean of its prior institutions.

The recent tectonic shifts — so-called Arab Spring, economic crisis, Syrian
civil war, Ukraine issue, Persian Gulf rift (G6tz, 2015) — show the guidelines
and the dynamics of the changes taking place along the fault lines of
friction among the rising regional and global powers.
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The revival of geopolitics (Patrick & Bennett, 2015), albeit this paradigm
is not completely accepted in the literature (Ikenberry, 2014), has been
considered as the definitive refutation of Fukuyama’s ¢ KS 9 y R

' YR (i KS,apadrgéed by waltgf R. Mead (2014) in a recent article
on Foreign Affairs. Mead refutes the Hegelian idea (resumed by Francis
Fukuyama) of progressive history ontologically tending towards an end.
Hegel himself underlined that, even though the revolutionary state had
triumphed over the old type of regimes for good, competition and
conflict would continue:

He predicted that there would be disturbances in the
provinces, even as the heartlands of European civilization
moved into a post-historical time. Given that Hegel’s provinces
included China, India, Japan, and Russia, it should hardly be
surprising that more than two centuries later, the
disturbances haven’t ceased. We are living in the twilight of
history rather than at its actual end. A Hegelian view of the
historical process today would hold that substantively little has
changed since the beginning of the nineteenth century. To be
powerful, states must develop the ideas and institutions that
allow them to harness the titanic forces of industrial and
informational capitalism. There is no alternative; societies
unable or unwilling to embrace this route will end up the
subjects of history rather than the makers of it. (Mead, 2014,
p. 78).

The contemporary world order may appear to be paradoxical. On the one
hand, since 2000 we have seen a steady dynamic of social and economic
development, probably the fastest and deepest redistribution of
economic might in history: there is no great shortage of resources that
could lead to large-scale conflicts and a violent change of the existing
order. On the other hand, there are several powers whose political
relations and security policies may shake and overturn the world order.
In other words, more than two decades after the end of the Cold War,
historical territorial disputes are reemerging (Arun, 2015)as “politics
follow geopolitics” (Kagan, 2015, p. 21). The return of geopolitics
portends a hard road for international cooperation, which has always
depended on a convergence of great power interests.

Towards a regionalized, unstable and asymmetrical multipolar world?

The decade following the collapse of the Soviet Union and the
reunification of Germany ushered in a period of significant prosperity. It
is an order based on the superstructure of a US-led network of alliances,
institutions, geopolitical bargains, client states, and democratic
partnerships, where the United States acted as an “empire by
invitation” (Lundestad, 1986). This globalist hegemonic order rests on the
US’ ability to exercise extra-territorial sovereignty through military
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supremacy and global reach. At the same time, the US occupied a position
at the centre of world politics through leverage of the global financial
system, complex regional alliances, and cultural soft power, which John
Agnew defined as the “globalist sovereignty regime”, where various
international and global norms over human rights, economic and
monetary policy, and governmental behaviour — largely conceived and
promoted by the US — have spread to other states’ political and judicial
practice (Agnew, 2009).

According to George Friedman’s analysis (2015), two geopolitical results
derived from this globalist hegemonic order. On the one hand, the
European Union expanded its influence both eastward into the former
Soviet sphere and southward, incorporating disparate states whose
differences were temporarily hidden by the prosperous period. On the
other hand, after the end of the Japanese economic miracle, China
became the global low-wage, high-growth country, and has been leading a
charge to create parallel institutions, which the United States is resisting,
revealing a potentially dangerous fissure in the international economy.
The first indication of a global destabilization can be traced back to
September 11, 2001. The limits of American (super)power were not visible
until later in the 2000s. At that point two other significant events
occurred. The first was the re-emergence of Russia as a regional power
when it intervened against Georgia in 2008, and then as a global player
with its renewed interest in the Middle East (especially Syria, Egypt,
Persian Gulf), in the Arctic, in the post-Soviet space (Ukraine crisis, among
others), in Africa and in Latin America. The other was, of course, the
financial crisis that led to a return of “economic patriotism” (Clift & WoII

2012), a novel terminology which “2 0 SN& 'y | yI f &9 Of f f

L2 tWMIORSNAR aSS] G2 NBaz2t@gS GKS
SO02y2YASa |yR LRftAaOFf GSNNXIG?2

aSky3aod LG oNAy3Ia Ayha2 F20dza GKS NB
Y ISNDR ¢

GKAOK G(GKS AYUGISNRSLISYRSlyOBEStZ BR
J2GSNY I yOS "NEERAMWGIS212,$.820)F A f

In this framework, BRICS countries — an association of five major emerging
national economies (Brazil, Russia, India, China, South Africa) — reinvented
themselves as a diplomatic club for rising regional powers to challenge
Western dominance of global economic institutions, so much so that some
scholars are wondering whether the BRICS are building a “non-Western
concert of powers” (Roberts, 2015) that focuses on their priorities rather
than on those of Washington or Brussels. Concerts are known to involve
deep international cooperation among major powers, but they are distinct
from alliances and do not reduce competitive power politics. They are
intended to operate parallel to the US-led order established in Bretton
Woods in 1944, by creating — or supporting — other alternative institutions
to the Western-led ones. Paradoxically, BRICS countries have benefited
from participating in Western economic institutions. Yet, they are keen to
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build their own capacity to serve their development needs which they
see as often neglected or adversely impacted by advanced countries’
policies (Patrick, 2015).

All the abovementioned elements clearly show the evidence of slow but
progressive redistribution of power. Among other factors that explain
this international redistribution of power there are the processes known
as “new regionalism” (Hurrell, 1995; Mansfield & Milner, 1999) and
“regionalization”  (Lawson, 2009). Regionalism contrasts with
regionalization, which is, according to the New Regionalism Approach,
the expression of increased commercial and human transactions in a
defined geographical region. Regionalism refers to an intentional political
process, typically led by governments with similar goals and values in
pursuit of the overall development within a region. Regionalization,
however, is simply the natural tendency to form regions, or the process
of forming regions due to similarities between states in a given
geographical space. The major powers in the system may take the
opportunity to exploit regional cooperation (and conflicts) to their own
advantage and to engage in offshore balancing in precisely the way in
which neo-realist theory would predict. Moreover, the regionalization
makes the emerging post-Westphalian order as a system characterized
by a plurality of fundamentally contradictory (sub)orders coexisting in
parallel (Kreuder-Sonnen & Zangl, 2015)".

The recent events allow a theoretical connection between the process of
regionalization (especially with economic purpose) and classical
geopolitics. The two high-standard trade and investment agreement
proposed by US—¢ NI Y&l GfFyaO ¢NIRS I (YTR)
and ¢ NJtyl30A UO t (TPRE yidsiMakdde tkspectively, Russia
and China from two great free trade areas dominated by the wider US
economy. Such a system would reify the neo-realist assumption
according to which the (supposed) declining hegemon (US) need to
avoid?® that the rise of a rival (China), or a block of antagonistic powers
(China and Russia), could oust the hegemon itself (US) from the world-
island (Eurasia). This idea has common roots in classical geopolitics
worked out by Halford J. Mackinder (1904) and by the realist thinker
Nicholas J. Spykman (1944, 2007).

After the stalemate in the implementation of TPP and TTIP, the only
existing project of macro-regional integration — focused on economic and

infrastructural leverage — is the China-led hy'S . St G I yR

L Yy A o (OBOR)S strategy proposed by Chinese Government which is
centered on connectivity and cooperation between Eurasian countries
(especially China), the land-based Silk Road Economic Belt (SREB) and the
ocean-going Maritime Silk Road (MSR). The strategy underlines China's
push to take a larger role in global affairs with a Beijing-centered trading
network. The main financial institution created to support these
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which is also aimed at challenging the West-centric financial institutions.
The Chinese economic activism, which underlies a sort of strategic
assertiveness through the means of economic expansionism, has led the
US to adopt a more protectionist agenda. As a matter of fact, after Donald
Trump’s election as US president, Washington began a policy of tariff
increases on imports from China, causing a retaliatory action from Beijing.
In Trump’s vision, the bilateral exchange is excessively unbalanced in favor
of China: US wants China to import more American goods and to stop
forcing American companies to hand over their prized intellectual
property if they want to do business in China. These events triggered a
vigorous debate on the looming trade war between US and China.

The combination of these factors and shifts can define the current
situation, described by Robert Kaplan as a result of the “revenge of
geography” (Kaplan, 2012)in order to portray a kind of return of
geographical determinism in the geopolitical projection of the rising
powers (Richardson, 2015). Not for the first time, classical geopolitics has
found a new appreciation as a device for interpreting contemporary
events in world politics.

Concluding remarks

The return of NS | f Laidfth® emlergence of the global economy as a
platform for competition pose risks that threaten to change global trade
dynamics, integration and development, the international rules-based
system and business climate.

The interplay of the described factors allows a comprehensive explanation
of the current international system in the light of the realist paradigm,
although most of the states are relying less on military power and more on
economic means (Cini, 2015) to advance their interests and increase their
relative power. Realism does not reject economic power as a major factor
to qualify a state, as well as to understand how power is distributed.
Despite its limitations, there is much more in the system than is contained
in (neo)realist theory, as foreign policy analysis of the major countries
clearly demonstrates (Hurrell, 2006, p. 6), and this matters not just for
accurate empirical analysis but also for the development of a successful
theory.

A general theory of international relations requires a theory of state
action. Realism claims to provide such a theory, as reported by
Mastanduno, Lake & lkenberry (1989). Realism remains effective in
substance even if the state was replaced by other sub-national (NGOs,
corporations) or supranational entities, considering that the validity of the
four central realist propositions would not be substantially affected.
Moreover, as stated in Waltz’s { (G NHzO i dzN@®060, pwi§ In teferéiny
to the nature of political regimes, the structure of international politics is
not transformed by changes internal to states. From a structuralist point
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of view, every actor — even non-state actors — on the international stage
acts according to the four realist propositions, and tends to pursue its
own interests (in terms of a utilitarian interpretation), to increase its
relative power, and to ensure its survival (in terms of security).

A realist approach should also emphasize the multidimensional
perspective of state action, as well as its possibility of using both a 2
LI2 6 HANE I NR &JA & 6 NI (Na®ef R004) Nye, 2009), that is
a clever combination of them. According to Chester Crocker (2007, p. 13),
smart power “Ay @2t #Sa GKS &GN} GS3IAO0

OF LI OAGe o0dzAf RAY3AI YR GKS LINZ

' NB -&0i2&00e S ' YR KI @S LR ”)essedtlally the

engagement of military force, economic means, and all forms of
diplomacy. Finally we may conclude, as argued by Timofei Bordachev
(2014), that the current phase of international shift, in the light of this
combination of political vectors of state action, could be defined as “the
era of power diplomacy”: a cycle of controlled instability, centripetal
regionalization and asymmetrical multipolarism.

Notes

1. The authors argue that in such post-Westphalian era international
organizations are becoming increasingly independent sites of
authority. This internationalization of authority is often considered
as an indication of the constitutionalization of the global legal order.
However, this article highlights that international organizations can
also exercise authority in an authoritarian fashion that violates the
same constitutionalist principles. In other words, the article
conceptualizes the post-Westphalian orders as a two-dimensional
continuum linking the ideal-typical end points of constitutionalism
and authoritarianism.

2. In particular through the institution of an institutional and economic
system of (regional) check and balances, as reported by Brzezinski
(2012) and Stilo (2015).
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Migrant Mobilization and Securitization in the US and Europe: How Does
It Feel to Be a Threat? comparatively examines complex relationship
between securitization of immigration governance and reactions of
immigrant and minority groups against securitized patterns of integration
and mobilization from their perspectives on both sides of the Pacific in
the wake of 9/11. Five chapters of the book respectively present useful
insights into a better understanding of the intertwined links between
securitization and discrimination (process of subjective and objective
discrimination);  securitization and integration  ((non)conflicting
expectations of the host countries and migrants); securitization and (un)
conventional mobilization of the migrants as well as minority groups as a
response to the security-driven policies. The book focuses on two
interrelated questions; how securitization of immigration governance
leads to paradoxical effects on the various forms of migrant mobilization
in two continents and in what ways integration policies are subsequently
affected by the impact of the challenges migrants face and resist.

Chebel d’Appollonia firstly introduces consequences of ‘the war on
terror’ in the aftermath of 9/11 in the framework of securitization
measures both in the United States (racial profiling, surveillance unit,
militarization of border controls) and in EU countries (Counter-Terrorism
Strategy Plans, anti-migrant media coverages, visa prohibitions, tougher
immigration enforcement). Secondly, she discusses contested
implementations of the concept of multiculturalism in different societies
due to fears of disintegration and their changing effects on the
perceptions of immigrants. It is observed that most migrants would like
to engage in the host society’s culture in both sides of the Pacific and
securitization of governance does not necessarily cause political distrust
in the institutions, sense of alienation and radicalization for them. Until
reaching to this conclusion, the author analyses the attitudes of Hispanics
and Muslims in the United States over the years in comparison with the
ones in Europe mostly using the survey data by focusing on separation
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between objective and subjective  discrimination  (perceived
discrimination), the key role of subjective discrimination in inter-group
relations and impacts of the discriminative security-driven policies on the
integration of the migrants.

When comparing two main ‘excluded’ groups in both continents, the
author makes a rigorous analysis of intragroup differences to explain
ambivalent attitudinal and behavioural responses shown within the same
group referring to ‘integration paradox’: the degree and preference of
engagement in (non)conventional civic activities varies among first and
second generation immigrants resulting from diversity in their migratory
experiences and social capitals including but not limited to their level of
education and fluency in language of the dominant culture. One of the
striking results addressed by the author is negative correlation between
the degree of integration of the groups and their perception of the host
society. The more they are integrated, the less they have a positive image
of the host society in terms of discrimination.

In relation to the contested reflections of the concept of integration, the
book’s second finding is that political empowerment of immigrants and
minorities on account of being targeted as a ‘threat’ plays a role to
influence policy-making processes which can be interpreted as ‘de-
securitizing’ effect. Based on the examples occurred in the United States
and some European countries, the author argues that immigrants and
minorities being the blatant object of securitization of the governance, can
and do affect the discriminative implementations to secure their rights
through voting, protests, lobbying, petitions etc.

The author successfully answers many questions by critically reviewing the
empirical studies of migrant integration from different angles, yet the
following points are worth mentioning. The concept of securitization is
intrinsically accompanied by de-securitization. It operates based on the
“Hegelian dialectical movement” (Burke, 2002:20); since each securitizing
move inevitably gives birth to its opponent and this is indeed what the
author unobservedly indicates when she argues the influential power of
reactions of the migrants against the emerging restrictive practices of
security governance, omission of revisiting the (un)conventional
mobilization of the migrants and minority groups in the context of de-
securitization except the conclusion chapter demonstrates one of the
weaknesses of the book. Lack of attention in framing desecuritizing moves
in detail lays the groundwork for its second shortcoming which is
associated with the book’s last finding, namely likelihood of absence of
democratic inclusion for some migrants and minorities due to various
obstructs in the political systems preventing them from becoming ‘too
active’ about defending their rights and cultural/religious values. The book
could have elaborated on the clash of goals and actions by the state organs

Book Review

=
=




Journal of

Global Analysis

Book Review

=
=

and migrants from desecuritization perspective to envisage palpable
difficulties hindering political empowerment of the migrants and
minorities to be improved. Finally, since the data used in the book
generally predate the outbreak of Syrian civil war excluding the recent
literature on the political and social changes in receiving countries
particularly related to pre-entry regulations of Muslims, potential
outdatedness of the book in the aftermath of Syrian refugee crisis appears
as a major issue that might require a second edition in the near future.

Nevertheless, the author offers an in-depth analysis on the immigration
topic to a wide range of readers including researchers in the field of
politics, international relations and sociology due to its concise language
and multidimensional approach of understanding of securitization and
immigration nexus. Based on its significant contributions, the book would
be useful for anyone who would like to acquire further knowledge in
comparative studies in the context of security and alienation.

Berivan Erbil

MSc. in Global Studies,
University of Gothenburg
erbil.berivan@gmail.com
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Leonard Swidler has been researching the practice of interreligious,
intercultural and inter-ideological dialogue since 1957 when he started
researching the ecumenical dialogue between Catholics and Protestants.
He then has approached the dialogue with other Christian and non-
Christian groups (p.3). In this particular book, he aims to demonstrate to
his readers, his personal commitment to dialogue by mapping out the
theoretical and practical implementation of inter-religious, inter-cultural
and inter-ideological dialogue. The principles, rules, and strategies for
achieving this aim are discussed throughout his book. According to him the
fundamental principles for such a dialogue are as follow: Deep-Dialogue,
Critical Thinking, Emotional-Intelligence, and Competitive Cooperation
(DCEC; which he describes as four dimensions of one humanity). Therefore
Swindler’s book approaches such type of dialogue from the perspective of
the fundamental principles of DCEC and this is helpful to both researchers
and practitioners in the field.

The book has four parts. In the first part, Swidler lays out the general
information and guides for DCEC. He explains some concepts (i.e. religion,
dialogue) before moving on to the theoretical ground of such a dialogue.
His reading of these concepts can be identified as pluralistic reading. For
example, when he explains what religion is he uses the term ‘Ultimate
Reality” which is mainly used by pluralist theologians to describe the
relations between human being and sacred. He describes religions as
‘ways’, “the way of living of life” (p.19). So, for him, different ways
encounter each other through dialogue. The epistemological assumption
underlying dialogue for Swidler is that “Nobody knows every thing about
anything” (p.12). Thus the first goal of interreligious dialogue for the
partners is “to learn something about the ultimate meaning of life that
they did not know solely from their own religious perspective” (lbid).
Swidler proposes the cosmic dance of dialogue of 6H(s); dialogue of the
Head (cognitive or intellectual), Hands (illative or ethical), Heart (affective
or aesthetic) in Harmony to live a Holistic life, which is what religions mean
that we should be Holy (p.15 and 38).

Swidler lays out a general explanation of DCEC. He thinks three “W”
questions are necessary for Deep-Dialogue. “What precisely is meant by
the term used? Whence is the source of the claim made? Whither its
implications?” (p.35). Following that, Swidler explains ten basic rules that
ground the interreligious, intercultural, and interideological dialogue (p.48-
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50 and chapter 8). Swidler concludes this part by providing a Dialogue
Decalogue and its pastoral application.

In part two, Swidler lays out the theoretical ground of DCEC. He
introduces documents that may be used in “seminars, retreats,
workshops, courses, and the like” which are designed for “training
leaders in various fields and grassroots practitioners at all level” (p.72). In
this part, Swidler mainly aims to address DCEC by providing 1- its
background; 2- its underlying theory; 3- ten principles that articulate it; 4-
its three facets; 5- its global application; 6- its seven stages; and 7- an
online course which puts all other process into practice (p.72). He lays
out 31 exercises in which he uses all the principles and strategies he has
evaluated so far. Eventually, Swidler aims to reach Competitive-
Cooperation as the final goal by using other elements of DCEC (p.103).
This is useful to practitioners as well as researchers who would like to
explore the matter further.

In part three, Swidler spells out some of the implications of DCEC,
particularly applying it to “whole child” education and Law and Ethics.
The first three chapters of this part are devoted to the whole child
education. In the first chapter of this part, Swidler promotes education in
harmony with the skills of DCEC. He believes that when we proceed in
the way of DCEC, “we promote a more meaningful, coherent, and
integral life”. (p.132-133) He believes that education should be the
primary means of promoting and cultivating the skills of DCEC. So, he
proposes a renewed integral education which applies DCEC skills to
various academic disciplines such as reflective arts, languages, scientific
understanding, moral and political education, peace studies and liberal
arts. To support his ideas, in the second chapter of this part, Swidler gives
a successful training report of a pilot group of primary teachers and
administrators, which used DCEC in their education model in 2001. The
third chapter of this part outlines seven stages of DCEC applied to the
teachers involved in the whole child education. The following chapters
give a general explanation and description of a Universal Declaration of
Human Rights. They also incorporate an outline of his personal thinking
and his own revision of Global ethics in which he promotes the idea that
religions can come together on a common ground. There is a parallel to
be drawn between this line of argument and his general pluralistic
opinion. Finally, Swidler stresses the importance of the relation between
Law and Ethics in the last chapter of this part. Therefore, the third section
of the book approaches the influence that DCEC would have on other
areas of research and development, which is useful for teachers, and
school leaders who would like their students to learn skills of DCEC.

Part four outlines some of the potential applications of DCEC. Swidler
lays out an eleven-step program to DCEC. He believes that this does not
“just lead to a successful dialogical encounter, but one beginning with a
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full embrace of Deep-Dialogue/Critical-Thinking/ Emotional-Intelligence/
Competitive-Cooperation” (p.185). He later outlines a detailed 32-hour
step-by-step program designed for business leaders. Over all, this book
provides mainly a practical ground of Swidler’s long dialogue practice. It
offers very good strategies to those who would like to practice
interreligious dialogue either individually or institutionally. Those who do
not aim to put this book into practice may find it difficult to follow, as
there are too much enumerated principles, methods, and strategies.
However, this book can be one of the fundamental works for those who
want to practice dialogue but do not know where to start. Moreover, there
are not only principles and methods, which should be followed but also
the answer to the question of why dialogue is necessary in our global
world throughout the book. Hence, this book is a useful tool for those that
aim to practice dialogue whilst providing an in-depth discussion of the
principles underlying this concept.

Esra Akay Dag
{F1TFNEF ! YADS
SANY F{F&RI3IXal 1IN

Book Review

e
Q




Journal of

Global Analysis

Book Review

H
~

John M. Owen IV

/| 2y FTNRBYyoay3d t2fAaOlf LatlYY {AE
Ot NAyOSiz2y bSs WSNESE:Z t NAyOSd
MC O-ME H MI8.95)ILID

It speaks to the rapid rate of contemporary political developments that
readers of John M. Owen IV’s 2015 book/ 2 Y T NR Yy ay 3 t 2
[ Saa2ya FNRY ardiakkeSdy 2bl8 @ test histlebsahslagainst
an entirely new and unforeseeable combination of global events. These
include the emergence of the Islamic State movement in Iraq and Syria
and the role played by Western born fighters, the collaboration between
Russia and Syria to defeat Syrian rebel groups, the significant escalation
in jihadist attacks, particularly across Europe, the failed Turkish coup
attempt and European refugee crisis, in which the faith of refugees is
central to western concern. Most recently, we have seen the election of a
US President determined to combat ‘radical Islamic terrorism’ as a
primary element of his administration’s foreign policy. This book is both
ambitious and expansive, seeking to draw upon the Wests own deep (and
dark) history of religious conflict to understand the challenges of
contemporary political Islam.

In the introductory chapter, Owen stakes out two key claims. The first,
that understanding political Islam requires a deeper engagement with its
historic struggle with secularism. The second, that understanding the
nature of the ‘Islamist-secularist’ struggle (for Owen the most significant
contemporary struggle) requires an understanding of the origins,
dynamics and outcomes of other ideological struggles in the Western
world.

Owen outlines the six primary lessons of the book, upon which
subsequent chapters are based, commencing with ‘Don’t Sell Islamism
short’ (chapter one). This chapter draws on historical interpretation of
the Catholic-Protestant struggles of the 16™ and 17" centuries and the
significant challenges faced in democratic systems post the Great
Depression including the alternate popular appeal of fascism (in contrast
to democracy) as evidence that Islamism will remain a feature of the
political landscape.

The second lesson is that ‘Ideologies are not (usually)
monolithic’ (chapter two). Owen deploys the analogy of the “fox and the
hedgehog’ as an analytic device (hedgehogs create ‘master principles’ to
shape decision making, foxes hold many, often contradictory ideas). The
result of this in application to contemporary Islamism is Owens call for a
nuanced, more foxlike engagement that is pragmatic, working with
whomever shows themselves a potential ally.

The third lesson that Owen wants us to consider is that ‘foreign
interventions are normal’ (chapter three). Drawing on examples across
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the spectrum ranging from the British intervention in France during the
revolutionary era through to the Ottomans and post-war Europe, Owen
wants us to consider the global dimension of political Islam and its
complexity.

The fourth lesson is that a state may be both rational and ideological at the
same time (chapter four). The point of this chapter is that while states may
appear to be acting irrationally, this very often isn’t the case once their
ideological principles and goals are understood. In relation to political Islam
(as broadly conceived, for there is no definition within the book), this
suggests that nations such as Iran are indeed understandable and even
potentially predictable.

The fifth lesson (chapter five) the book seeks to impart is that the ‘victor’
may be neither what Owen terms ‘Democratic Capitalism’ nor Islamism is
their current forms. Drawing on a comparison to the mechanisms through
which the Dutch rose to ascendance in Europe through religious tolerance
in the 17" and 18" centuries, Owens considers three possible outcomes,
the first, @A O by2 eMbier democratic capitalism or Islamism over the
other, the second, a U NJ y & O Soff RS pfiddBy elements of the
perceived confrontation over time based on tolerance and resulting in the
development of trust, and finally, convergence, resulting in a ‘hybrid
regime and ideology’ (p.127).

The sixth and final lesson of the book is titled simply ‘Watch Turkey and
Iran’ (chapter six). To Owen, these states serves as exemplars of different
trajectories of political Islam. Iran is an exemplar of Islamism and Turkey an
exemplar of the “Islamist-Secularist’ hybrid. Owen counsels the reader to
watch both, as well as Egypt, to ‘predict’” which form of governance and
statehood is likely to predominate into the future.

I 2YFTNRBY oy toRcudesgcBaptér seterd) bylcovisidering what
America should or should not do in the Middle East. Owen urges flexibility,
pragmatism (‘not hoping for too much’) and maintaining ideological
consistency by preserving the example of democracy while quietly assisting
Muslims to achieve this in their own countries.

The book is very timely and offers significant food for thought for both
scholars and policy makers alike, irrespective of whether the reader
necessarily agrees with the intellectual framing or generalized approach.

Owen outlines almost immediately that the book is ‘not a work of rigorous
social science’ (p.25) but rather based on similarities between
contemporary developments with political Islam and historical examples of
religious conflict. By Owens own admission, the book proposes no
solutions. All of this is of course perfectly acceptable, for the book achieves
its basic aim of generating a broader historical contextualization of
contemporary challenges. The work does however have some limitations
that undermine any further substantive conclusions that may be drawn.
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Apart from a critical failure to define ‘political Islam’ or to even delve into
the key debates about the concept, the most significant challenge to the
books potential applicability is its conflation of political Islam with the
Middle East, overlooking the very simple fact that the majority of the
worlds Muslim’s live outside of the region. Indonesia, the world’s largest
Muslim majority nation and a nation in which the history and complexity
of colonialism and unique approach outlined in Pancasila offers valuable
insights into a nascent democracy that prioritizes religious values and has
constantly bubbling Islamist tensions. This of course is not to mention the
largest Muslim minority in the world in India and Muslim nations of South
Asia such as Pakistan and Bangladesh or African nations such as Nigeria
and Somalia. All have histories of colonization that provide valuable
insights into the nature of political Islam, yet these are excluded almost
entirely. Furthermore, valuable lessons may also be learned in examining
how other non-Western regimes have engaged with political Islam
(broadly speaking), such as China.

The primary strength of / 2 Y F NR Y oy 3 tisahe Juestibhsfit
forces us to ask. How can the foreign policy and diplomatic community
make sense of the enormous diversity within Islam and tailor state
policies to achieve optimal outcomes when dealing with Muslim majority
nations? How will political Islam, in its many manifestations evolve and
take shape over the next five years, decade or century? In the context of
contemporary developments these are vital questions to ask and
I 2YFTNRBY oy I raRebalvaubble EontribdtidnltoYhis end.
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A Canadian ambassador to Washington observed: ‘the new diplomacy, as |
call it, is, to a large extent, public diplomacy and requires different skills,
techniques, and attitudes than those found in traditional
diplomacy’ (quoted in Melissen 2005: 11). Many countries around the
world have invested in public diplomacy, a relatively new field in
diplomatic practice, which, however, appears to be constantly gaining
prominence. A succinct definition of public diplomacy might be ‘the
process by which direct relations with people in a country are pursued to
advance the interests and extend the values of those being
represented’ (Sharp 2005: 106). Public diplomacy does have its limits, but
these should not obscure the fact that it has become increasingly woven
into the fabric of mainstream diplomatic practice. Public diplomacy tries to
establish a dialogue to inform and influence the general public in foreign
nations through a variety of methods, including the dissemination of
propaganda and/or by communicating with foreign publics through the
media, NGOs, etc. (Snow, Snow and Taylor 2009).

¢ dzN] S@ Q& t dzdafcdlldotiorboh daffer? editedtdy Senem Cevik
and Philip Seib — deals, as the title indicates, with the phenomenon by
drawing on case study — Turkey — that has been relatively underexplored.
In short, the papers in the book seek to analyze and assess, from various
perspectives, how Turkey approaches public diplomacy. Considering the
important geostrategic position Turkey holds at the crossroads between
Europe and Asia, it is clear enough that this is a highly important and
salient topic.

The editors of the volume pen the introduction of the book. As they
contend, ‘the mission of this book is not to define or analyze public
diplomacy per se, but rather to examine the varied ways it is put to use by
a nation of growing geostrategic importance’ (p. 2). Gaye Asli Sancar’s
chapter — the first of the volume — identifies and presents the main actors
in Turkey’s public diplomacy. These include the official arms of the state
(the Prime Minister’s Office of Public Diplomacy, the Ministry of Foreign
Affairs, the Ministry of European Union Affairs, and other ministries) and
the various quasi- and non-government stakeholders (Anadolu Agency,
NGOs, and think tanks, such as SETA, TESEV, USAK, STRATIM, etc.). The
chapter also casts a light on the various tools that are deployed in the
Turkish public diplomacy (national branding efforts and international
events). Sancar’s conclusion highlights some of the challenges the
country’s public diplomacy must address if it is to achieve a coherent
public diplomacy narrative. That it has not yet done so is understandable,
considering that it is ‘a fairly new concept for Turkey’ (p. 35). This last
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observation however, is contradicted in the second chapter of the book,
written by Vedat Demir, who deals with public diplomacy in historical
perspective; that is, from the Ottoman times. As Demir contends: ‘The
Ottoman Empire had used public diplomacy in galvanizing its soft power
as well as hard power to shape Europe’s politics’ (p. 63).

Ozlem Tiir's third chapter focuses on the rise and fall of Turkish
leadership in the 2000s and the country’s engagement in the Middle East.
Indeed, during the early 2000s Turkey was seen in the MENA region, to
varying degrees, as a role model. That changed significantly in the wake
of the failure of the so-called ‘Turkish Model’ after the Arab Uprisings and
the outbreak of the Syrian War in 2011.

The remaining chapters of the book deal with Turkey’s public diplomacy
in a specific country or region. More analytically, Melody Mohebi looks at
Turkey and Iran in comparative perspective. Marija Mitrovic Boskovic and
Alida Vracic focus on the Western Balkans. Senem Cevik explores NGOs
and Turkey’s expanded humanitarian aid program, which has gone hand-
in-glove with its public diplomacy in different parts of the world,
especially Africa. Kivang Ulusoy looks at Turkish soft power and public
diplomacy, while Burcu Giltekin Punsman and Galip Dalay focus on
public diplomacy and its application in two of the most controversial
issues in Turkish political history: Armenia and the Kurds, respectively.
Cagdas Ungér’s focus is on Turkish—Chinese relations and the application
of public diplomacy. Finally, the chapter by Selcan Kaynak treats Turkish
culture through soap operas as a means of public diplomacy.

The reader will immediately understand that the book provides a good
sense of Turkish foreign policy and public diplomacy. The chapters,
however, work in ways complimentary to each other, but — more often
than not — are rather repetitive. This could probably have been avoided,
as another reviewer commented, ‘by a clearer scope and strict follow-up
by the editors’ (Morsink 2017: 93), as well as the inclusion of other case-
countries, such as Russia and Turkmenistan (or the EU for that matter)
where Turkey’s public diplomacy plays a significant role.

Overall, ¢ dzNJ S & Qa t dzordvidle©a gbod dtaftids YdintXér an
English-speaking audience to gain insight into the actors and institutions
of the country’s public diplomacy. At the same time — and this is no fault
of the editors — the fact that by the time it was published it had become
in many ways outdated, shows just how rapidly the world transforms.

Another volume to update ¢ dzNJ S& Qa t dzivéull @hus Beh LI 2 Y I C

without a doubt, an extremely important addition to assess all the
impacts on Turkey’s public diplomacy that the dramatic shifts in both the
MENA region and the EU underwent have subsequently produced.

Nikos Christofis
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religious and political identity formation in evangelical communities,
addressing the question of why the American evangelical identity is so

closely aligned with partisan identity. By contrasting attitudes, discourses,

and actors in both countries, Lydia Bean finds that the political identities

and positions in evangelical communities of both countries are filtered

through strict moral narratives. The factor of difference between the
evangelical identities in these cases relates primarily to the dampening of

alternative political discourses in the speech norms in American

evangelical communities.

The analysis includes four church communities on either side of the New
York and Ontario border, expecting that the differences caused by
regional and geographic variations will be more effectively controlled
within this proximity than comparative cases in other regions. To provide
congruence for comparison, she examined two Pentecostal churches on
either side of the border and two Baptist churches on either side of the
border. This allows for nuanced findings between denominations that
lend some insight into how the evangelical identity manifests in
differences between both evangelicals and non-evangelicals, as well as
between different denominations within the shared identity, and finally,
between communities of the same denomination within two separate
political contexts.

In the US, the alighment of the evangelical identity and the conservative
Republican identity was aided by the Communist threat, which advanced
secularism alongside its socialist economic ideology. In doing so, the
evangelical imagination began to align the threat of secularism with
liberalism. This alighment was furthered in the public and political
contests that pitted American Christian values against those advocated
by new secular humanists. The most influential of these incidents is
presumably the Scopes trial, which was the harbinger of the evangelical
cultural hegemonic decline in the United States. In the absence of these
key junctures in the development of their identity, cultural threats in
Canada have been much less formative. The result is an increased
flexibility in how Canadian evangelicals position themselves on social
welfare issues. This is not to say, however, that this difference extends to
every political issue and policy domain.

In both the Canadian and the American evangelical churches, Bean found
that the bounds of the group identity were drawn firmly on positions of
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abortion and homosexuality. However, the discourse norms observed in
each of the churches indicate that politics are not considered an
appropriate topic of conversation within the sacred domain of the church.
So, while the bounds of American evangelical identity are shaped by
positions on abortion and homosexuality, these issues are not politicized
within the church itself. Instead, these issues are treated as spiritual,
moral, personal, and ministry issues. This finding is a significant
contribution to our current understanding of how political values are cued
for evangelical constituencies. Prevailing assumptions regarding
evangelical political behavior suggests that individuals are politically
activated within the church and then mobilized in outside organizations,
but Bean demonstrates that this process is reversed, and political
awareness, issue cueing, and activation all happen outside the church first.
Within the churches, however, Bean shows that political cueing comes
more in the form of enforcing norms in dialogue. On the rare occasion
when cues are delivered from the pulpit, they are more reflective of the
understood political preferences of the congregants than they are an
attempt to steer political values. Overt political cueing that Bean observed
was primarily delivered by lay leaders within the church who worked to
shape the churches’ social agendas and protect the established discourse
norms rather than from the church ministers.

Rejecting the top down dissemination of political cues, Bean finds that lay
leaders are the mechanism that connects the political positioning of
congregations to political cues distributed through outside organizations
and media. The lay leaders and the issues that they bring to the attention
of the congregation promote service and participation in outside service
organizations. Similarly, Christian media constructs the narrative by which
evangelicals frame much of their political thinking by cueing the bounds of
identity. Christian media teaches moral skepticism of the liberal or secular
media, propagating a culture war mentality, and strengthening the
alignment of political and religious identity bounds between partisanship
and evangelicalism.

The scope of influence that is experienced in the formation and
enforcement of identity bounds that Bean has identified is significant. One
congregant that was interviewed demonstrated that it is possible for
evangelicals to not identify at all in partisan or ideological terms, but that
the identity that informs political positions is “Christian,” illustrating the
primacy of this identity in the lives of Evangelicals. Another reported that
her political positions changed when she joined the evangelical church.
Her religious conversion instilled in her a new narrative of authority,
discipline, and submission, which led her to reject her past lifestyle and
liberal political values. Her religion gave her a distinct moral lens and the
media aligned that morality with her political positions.
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Points that remain unanswered in this study feature predominantly in the
external sources. While the ethnographic data provided within the
church communities is convincing, there are several significant external
forces that differ in the Canadian and American political environments
that likely prevail upon the outcomes observed. Not the least of these is
the differences between the party systems in Canada and the US. While
Canada operates from a multiparty parliamentary system, the United
States is only a two party system, which might make these cleavages
more likely to develop and polarize, likewise diminishing the ability to
moderate identity alignments. In a similar line of thinking, the cultural
warfare narrative often requires an opposition, so the liberal humanistic
attitudes towards evangelicals in the United States might also have
played a key role in this alignment as well.

Taken as a whole, ¢t KS t 2f Ao Oa 2 7F prdvidds ¢ mdof
contribution to our understanding of how politics is received, translated,
and activated within a major subculture of both American and Canadian
politics. By situating herself within the specific contexts of evangelical
communities, Lydia Bean demonstrates clearly and convincingly the
mechanisms of evangelical politics that have been lost in studies
conducted utilizing only aggregated survey data. This book will be of
interest to Comparative Politics scholars, students of religion and politics,
and American Politics scholars.

Rebecca Clendenen
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