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(Dis) Integration and the Emergence of the State
System in the Middle East

Dr. Imad El-Anis”

The fall of the Ottoman Empire during World War One and the
emergence of the modern state system in the Middle East have received
significant attention in academic literature. However, the impacts that
the proliferation of state borders in the 19th and 20th centuries have
had on political and economic integration within the Middle East is
often ignored. This study argues that between the mid-19th and mid-
20th centuries the region underwent significant structural changes.
Furthermore, these changes were driven by external intervention and
internal decline. A number of theoretical assumptions are posited
concerning the importance on integration and cooperation of the
following: the increase in borders and claims to sovereignty and the
separation of peoples/markets. The conclusions drawn are that the
change from a system characterised by large political actors and
integrated markets to one which is characterised by smaller states and
separated markets led to the disintegration of the region’s internal
relations.

Keywords: Structure-agency debate, systemic transformation, interdependence,
international relations, Middle East.

School of Arts and Humanities
Nottingham Trent University
Clifton Lane

Nottingham, NG11 8NS

UK

e-mail: imad.el-anis @ntu.ac.uk

* Imad El-Anis is a Lecturer in International Relations with teaching responsibilities on the BA (Hons)
International Relations and Global Politics undergraduate degree and International Relations
modules for Year One, Two and Three.
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Journal
(Dis) Integration and the of
Emergence of the State System in Global

the Middle East
Analysis

Introduction

Studies of the international relations of the Middle East have been dominated by
discussions of inter-state relations and conflicts.! The dominant state- and conflict-
centric approaches used to study this region largely ignore the impact of regional
structures and non-state actors.? Furthermore, much existing literature tends to view
the region’s international relations in a relatively short time-frame. This usually entails
exploring the region’s history since World War One. Again, this is problematic as it
results in the exclusion of an analysis of the transformation of the regional system since
the mid-19%™ century. The main argument of this paper is manifested in two parts. The
first is that the proliferation of states in the Middle East following the collapse of the
Ottoman Empire and the occupation of much of the region by the British and French
following World War One led to the disintegration of intra-regional relations.? That
is to say that, relations between people in the Middle East were relatively integrated
under the imperial system in the sense that there were fewer borders and boundaries
(both physical and imagined) between them.* This was a result of the lack of state
borders within the region — these were few in number and left large swathes of
territory as part of the same political entity and economic market. Introducing modern
states as a way of organising people into political entities resulted in the creation of
many political borders and many claims to sovereignty over territories which often
were relatively small in scope. The second element of this paper’s argument is that
the post-World War One disintegration of the Middle East system disrupted economic
as well as political activity within the region, ultimately resulting in more instability in
intra-regional relations.

Essential to this study is the belief in the value of historical analysis as well as the
adoption of the tools of historical sociology in the study of international relations.
Understanding and explaining the relations of the Middle East requires us to view

1 Fred Halliday, The Middle East in International Relations: Power, Politics and Ideology, Cambridge, Cambridge
University Press, 2005.

2 F. Gregory Gause, “Systemic Approaches to Middle East Studies”, International Studies Review, Vol 1, No 1, 1999,
pp. 11-31.

3 See: David Fromkin, A Peace to End All Peace: The Fall of the Ottoman Empire and the Creation of the Modern
Middle East, London, Phoenix, 2010.

4 William Cleveland and Martin Bunton, A History of the Modern Middle East, Oxford, Westview Press, 2000,
pp.40-44.

5 Stephen Hobden and John M. Hobson (eds.), Historical Sociology of International Relations, Cambridge, Cam-
bridge University Press, 2002.
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the history of the region not as cyclical or full of patterns of behaviour. There is more
value in viewing the region’s history as containing multiple layers of progression/
movement from one condition to another — unevenly experienced at different times
and in different spaces for the inhabitants of the region. It is certainly the position of
this paper that searching for patterns of behaviour with regards to this region at least
prevents the development of an eclectic framework of analysis which can take into
account the diversity of experiences of the people in the region.

In order to develop an analysis of the systemic transformation which took place
in the Middle East in the 19" and 20" centuries this study addresses three core
research questions. The first considers what the experiences of people living in the
Middle East were like under the previous system in terms of level of interaction and
integration through the movement of people, goods, capital, services and ideas.
The second area of investigation focuses on what these experiences have been like
following the emergence of the modern state system. A final question to address is
how these changes have affected economic integration, stability and the potential
for cooperation between people in the region. This latter question draws upon the
analytical assumptions outlined as part of a theory of systemic transformation and
integration/interdependence theory which follow in the pages below. It is true that
these questions are quite ambitious and it is not possible to fully answer them in just
one study and the use of case study analysis from part of the Middle East is used here
as an initial analysis.

It can be claimed that systemic structures determine, to a significant extent,
international relations within any given regional system: through shaping the
interests, capabilities and patterns of behaviour of the actors in that system.® This is
a bold claim about the relationship between structure and agency and is based on
existing literature within this debate.” This paper does not, however, seek to engage
fully with the structure-agency debate. Nevertheless, for the clarity of this analysis this
core assumption must be outlined to some extent and so elements of this debate will
be reflected on at various stages in the following pages. With regards to the Middle
East, the system under consideration here includes both state and non-state actors.
Primary in most analyses of the region are the state actors — the governments, military
forces, intelligence services and other security services — and the international in the
international relations denotes relations which cross territorial borders between these
state actors.® However, a pluralistic approach to studying the international relations of
the region is required. The modern state as actor in the Middle East is a relatively new
form of actor and one which has been, for the most part, externally transplanted onto
the region as opposed to one which has internally evolved and emerged.® Furthermore,

6 Alexander Wendt, “The Agent-Structure Problem in International Relations Theory”, International Organisation,
Vol 41, No 3,1987, pp: 335-370

7 Gil Friedman and Harvey Starr, Agency, Structure and International Politics: From Ontology to Empirical Inquiry,
New York, Routledge, 1997, p. 3.

8 Halliday, The Middle East in International Relations.
9 James Gelvin, The Modern Middle East: A History, Oxford, Oxford University Press, 2005, p. 173.
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historically, non-state actors, including influential individuals and economic actors,
have been important in shaping relations at the local and regional level.*®

There is a clear distinction between the contemporary system and previous systems
which existed in the Middle East, with the latter all tending to share key characteristics.
The contemporary Middle East system is a state-system with a significant number
of intra-regional borders, boundaries and claims to sovereignty.'* Previous systems,
including the one which immediately preceded the state-system and which spanned
from the 15" to early 20™" centuries, were characterised by (intra-regional) empire.*?
These systems were characterised by few internal borders, boundaries and claims
to sovereignty. This observation is important when considering the argument that
borders, boundaries, claims to sovereignty and multiple ‘ways’ of organising people
into groups help to determine international relations. Any given region with many
of these will likely be less stable, internally, than one which contains few,"* or which
is highly integrated through institutions, for example, the EU. There is a correlation
between levels of integration between states/markets and the stability of the relations
between them.* Greater levels of economic interaction between people in any given
system tends to lead to greater interdependence between them.'® This economic
interdependence encourages peaceful coexistence and helps to reduce conflict by
increasing the profits derived through peaceful interaction while at the same time
increasing the costs of conflict.!® Power in international and domestic relations is
primarily economic in nature and therefore competition between actors occurs largely
in the economic sphere. Where there is a high level of economic interdependence
and economic cooperation, competition between actors will be limited.'” On the
other hand, in a disintegrated system where interaction is limited and where levels of
economic interdependence are low, cooperation between actors (state, or non-state)
is likely to be hindered.®

This paper does not discuss inter-regional relations here as it is concerned exclusively
with an analysis which considers intra-regional relations. This is not to suggest
that processes of globalisation, interdependence and interaction cease at some
imagined regional boundary. These processes and their existence in a global system
are acknowledged. Rather, the focus here is on patterns of international relations

10 Fernand Braudel, A History of Civilisations, London, Penguin, 1993, pp. 72-83.

11 Mehran Kamrava, The Modern Middle East: A Political History Since the First World War, Berkeley, University of
California Press, 2005.

12 Mansfield, A History of the Middle East, pp. 25-32.

13 Paul Pierson, “The Path to European Integration: A Historical Institutionalist Analysis”, Comparative Political Stud-
ies, Vol 29, No 2, 1996, pp: 122-163.

14 Robert Axelrod, The Evolution of Cooperation, New York, Basic Books, 1984.

15 Robert Keohane, After Hegemony: Cooperation and Discord in the World Political Economy, Surrey: Princeton
University Press, 1984, p: 49.

16 For an authoritative and informative assessment of how economic interdependence renders violent confronta-
tion obsolete see Norman Angell, The Great lllusion: A Study of the Relation of Military Power to National Advan-
tage, London, Read Books, 1911.

17 Paul Krugman and Michael Obstfeld, International Economics: Theory and Policy, 5th Edition, Reading, Addison-
Wesley, 2000, p: 3.

18 Aysegul Aydin, “The deterrent effects of economic integration”, Journal of Peace Research, Vol 47, No 5, 2010, pp:
523-533.
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within the Middle East and between Middle Eastern actors before and after the state-
system was formed there in order to explore how this change may have affected the
direction of intra-regional relations. It is true that placing the emphasis on a Middle
East-centric approach risks simply replacing one dominant perspective (the western-
centric approach found within much International Relations and Middle East Studies
literature) with another. However, little literature exists on the impacts of the systemic
transformation which took place in the Middle East prior to and following World War
One and even fewer studies have been approached with the people of the Middle East
and their experiences as the focus.

The key thesis of this analysis is that a systemic transformation occurred in the Middle
East through the 19" and 20" centuries and reached its apex around one hundred
years ago. This transformation regarded the region-wide patterns of organising the
people of the region into groups and rests on the fundamental assumption that how
people are organised and what groups they are organised into are key determinants of
the relations which take place between them and others. In other words, any given set
of people may behave towards each other in one manner at one time, but if they are
organised differently and their groups are altered they will interact quite differently
— even if this change takes place over a short period of time. It is essential to this
analysis that the relations which are discussed are not simply those which are classed
as international. Instead we must consider the relations as inter-human relations — as
in not seeing people as belonging simply to one state or another and therefore being
defined simply as elements of that state, but as people first and foremost. In the case
of the transformation of the Middle East system this is of great importance due to the
rapid changes in citizenship which took place during the period of transformation.
Over a very short period of time individuals in the region changed from being a citizen
of one state, say the Ottoman Empire, to an entirely different (and almost exclusively
new) one?, such as Jordan, Syria or Kuwait. When considering relations in this way
and not simply discussing international relations we can gain a better understanding
of how the changes which took place altered intra-regional relations. In a literal
(and state-centric?) translation of the term international relations we would simply
be discussing the inter-state/inter-empire relations of the Ottoman Empire and the
Qajar-led Persian Empire, for example, and then the multiple inter-state relations
which emerged after World War One as new states were created (or imagined). We
would thus be ignoring the relations between people in the form of non-state actors
in those empires when they did not interact directly with people or non-state actors
in the other empire(s). For example, it is useful for us to consider how people from
Salt (in contemporary Jordan) and those in Nablus (in the West Bank of contemporary
Palestine) interacted when they were part of the Ottoman Empire and then following
the systemic transformation which left them in different states and with a new border
between them. It is to this discussion that this paper now turns.

At first consideration the political map of the Middle East is familiar and relatively
constant. The states of the region can be identified easily and even the most

19 Kamrava, The Modern Middle East.

20 Michael Brown, Sean M. Lynn-Jones and Steven E. Miller (eds.), The Perils of Anarchy: Contemporary Realism and
International Security, Cambridge, Cambridge University Press, 1995, p. ix.
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inexperienced student of the international relations of the region can present a
respectable amount of information about at least some of the states of the region.
But here in lies the problem. The common-sense understanding of the Middle East as
consisting of the twenty or so states (give or take a couple for sovereign status and/or
geographical definition?) that we see so neatly presented on political maps symbolises
a perception of the region which is isolated in time and lacks critical awareness.
Perhaps even more worryingly it denotes a surrender of the ability to critically explore
and analyse the region and its international relations. In contrast, a quick exploration
of a political map of the region from the late 19" century will suggest a far simpler
understanding of who was there and by extension how many sets of international
relations there were. The changes to the political map of the Middle East that have
taken place in the past one hundred and fifty years or so are extremely profound and
make an understanding of contemporary international relations there dissimilar to
that of the mid-1800s or early 1900s.

To be more specific, in the late 19" century there were two major empires in the
region along with a small number of far less significant emirates or sheikdoms.?
Flexibly using current definitions for identifying states, therefore, we can identify the
Ottoman Empire and the Qajar-led Persian Empire as the two principal regional state-
actors at that time. The Moroccan Empire under the Alaouite dynasty in the Maghreb
(present-day Morocco and parts of Algeria), the Imamate of Oman and the fledgling
Saudi entity in the interior of the Arabian Peninsula complete the regional system of
that time (much of the Saharan territories of what are today North African states were
left out of the Middle East system in general, even by the early 20t century, due to
extremely low levels of population and because much of this territory simply acted
as transitory routes for the caravan trade and was uninhabited®). The intra-regional
international relations of this system were limited, therefore, to a small number of
state-actors and the borders of these entities, while long in some cases, were quite
remote from the vast majority of the people of the region. Living in Cairo or Alexandria,
for example, would have meant living in the heart of the Ottoman Empire. Thus,
Cairenes or Alexandrians would rarely have to consider their international relations
with Persians (as foreigners) in a way which meant something to their every day lives.

One problem arises when we consider the implications of European imperialism in
the region. By the late 19 century two sizeable areas of the Ottoman Empire had
been occupied by European powers and so alter our assessment of the number of
actors in the Middle East system at the time that the transformation of the region
was reaching its peak. The French occupation of the Ottoman Vilayet (province) of
Algiers in 1830 and the subsequent annexation to France of that territory in 18342
can be viewed as injecting a new empire/state into the regional system. This view

21 The states classed as being in the MENA region according to this study are as follows: Algeria, Bahrain, Egypt, Iran,
Iraq, Israel, Jordan, Kuwait, Lebanon, Libya, Morocco, Oman, Palestine, Qatar, Saudi Arabia, Sudan, Syria, Tunisia,
Turkey, UAE, and Yemen.

22 Christopher Catherwood, A Brief History of the Middle East, London, Robinson Publishing, 2010.

23 James Goodwin, Lords of the Horizons: A History of the Ottoman Empire, London, Vintage, 1999.

24 Mahfoud Bennoune, The Making of Contemporary Algeria: Colonial Upheavals and Post-Independence Develop-
ment, 1830-1987, Cambridge, Cambridge University Press, 1988.
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can be contradicted by the interpretation that the French action in Algiers was a
single process of invasion and the start of the introduction of the state system into
Middle East. This argument requires us to view this process as very lengthy and as
characterised by the almost constant resistance to French domination (both physical
and imagined, and culminating in the Algerian War of Independence in the 1950s and
1960s). Likewise, the British occupation of Egypt in 1882,% which was promoted as
an endeavour driven by economic interests (the ensuring of the repayment of British
loans to Egypt?) can be seen in much the same way as the French action in Algiers. The
provincial boundaries of these territories remained largely the same as they were prior
to the European invasions, that is, open to the movement of goods and people for the
most part. As such they do not represent the same processes of political and economic
disintegration found in the latter stages of the systemic transformation discussed here.

If we compare the number and closeness to population centres of the state borders
of today’s system with the previous system we find that often borders and by
extension international relations are much closer to most population centres than
they had been before. For example, Cairenes and Alexandrians are now much closer
in geographical terms to a foreign state and people than their forebears. In addition,
the actual number of relations which are now classed as international because they
are between states has increased significantly. There are also more markets than there
had been in the imperial system and these are often separated from each other by
governmental controls and barriers to trade and movement such as tariffs and taxes
on goods, services and capital, as well as visa requirements. Even an initial comparison
and assessment as highlighted above demonstrates that there are more actors in the
regional system and therefore more sets of relations, even if we maintain a state-
centric approach (which ignores the range of non-state actors found in the region).

But what does this all mean? Yes, there are more states in the regional system and yes
there are as a result, more borders between the region’s people and non-state actors
than there were at the start of the 20" century. However, we need to identify if and
how this increase in state-actors and borders changed the relations between people
within the region, as well as how this affected stability, market integration, economic
activity and patterns of cooperation. At this point we need, initially, to refer back to
the debate between analyses which place emphasis on the agency of individual actors
and those which focus more on the structures of any given system. When viewing
an individual actor as a rational and unitary actor which exists in time and space as
distinct and separate from other actors the nature of that actor’s agency can be seen
as the determining factor driving and shaping its interests, policies and actions.?” In
this way, if Libya, for example, is examined as an actor which is distinct and separate
from its immediate neighbours and other actors further a-field, focus can be placed on
exploring processes which take place within its state borders. It is possible in this way
to consider what the issues of significance are which effect only Libyans (such as access
to fresh water sources — as Libya is not a riparian state on any shared river system or

25 Albert Hourani, A History of the Arab Peoples, London, Faber and Faber Ltd., 1991, pp. 282-285.
26 Peter Mansfield, The Arabs, 3rd edition, London, Penguin, 1992, p. 121.

27 See:James Morrow, Game Theory for Political Scientists, Princeton, Princeton University Press, 1994.
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alternative source of fresh water), domestic pension schemes, access to education
and so on. Furthermore, we can examine domestic processes of governance and
decision-making as insular processes. It would then be possible to make conclusions
about policy-making and actions which are specific to Libya. However, the success and
validity of this type of analysis relies upon the assumption that Libya (as a state and
people) does in fact exist as distinct and separate from other actors. The suggestion of
this paper is that the people and states of the Middle East do not exist in this way, but
instead demonstrate a high degree of historical integration (in the previous system, for
example) and now constitute a regional system of states and people (even though this
system is characterised quite heavily by the disintegration of international relations).
As constituent parts of a system, therefore, the states in the region cannot be analysed
as entirely distinct and separate.?®

In this way the value of an analysis which primarily considers the agency of these
state-actors is undermined because we cannot guarantee that they are actually
unitary and insulated. In other words, we cannot assume that Libya, to return to the
above example, is able to rationally calculate what its own interests are based on what
is relevant to its citizens in its own territory. Existing as part of a system implies at least
some measure of interdependence,? international interaction as well as systemic
processes and issues which permeate and overlap state borders. This embedded set
of structures, or what can be called the systemic environment,*® influences patterns of
movement, trade, communication, access to and use of resources, security/insecurity,
group identity and levels of development, therefore, ultimately, it informs state-
interests and the ability to act, or agency.!

Engaging with an analysis of the systemic transformation which has occurred in the
Middle East is no small endeavour. The sheer range of people, places, actors of various
kinds and processes which need to be discussed is far too great for an analysis of this
size. However, it is possible to explore some of the key themes found in an analysis
of regional systemic transformation based on the theoretical assumptions outlined
above. Furthermore, this can be achieved to some extent by using case studies to test
the hypothesis which is posited in this paper. In one sense, it is possible to use a small
number of case studies in order to develop the discussion of systemic transformation
in this region. This is not to say that the use of a small number of case studies is
sufficient to confirm the assumptions and hypothesis posited in this paper. Further
studies which adopt this approach and the core research questions found within it
must be conducted to develop the overall analysis.

It is important to note at this stage that the transformation from a system of empires
to one of states most deeply affected the Ottoman Empire.3? The other major political
entities found in the region in the 19t and early 20" centuries introduced above were

28 Gause, “Systemic Approaches to Middle East Studies”, pp. 11-31.

29 Robert Keohane and Joseph Nye, “Power and Interdependence in the Information Age”, Foreign Affairs, Vol 77,
No 5, Sep/Oct 1998, pp. 81-94.

30 Wendt, “The Agent-Structure Problem in International Relations Theory”, pp. 335-370.

31 Martin Hollis and Steve Smith, “Two Stories about Structure and Agency”, Review of International Studies, Vol 20,
No 3, 1994, pp. 241-251.

32 Fromkin, A Peace to End All Peace.
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also deeply affected in terms of the creation of new or revised borders, alterations in
the form of domestic governance structures and external relations. However, these
actors remained less changed overall than did the Ottoman Empire (and what it meant
for its citizens’ lives) which was completely removed as a political entity from the
Middle East system. The vast majority of the new states and, therefore, new borders,
governments, and claims to sovereignty occurred in the territories which had been the
Ottoman Empire. Because of this fact the case study chosen here demonstrates the
change in former Ottoman territories.

The systemic transformation that occurred in the Middle East took place over a
relatively short period of time and was not characterised by drawn-out processes of
evolving change. The processes were actually quite rapid and demonstrated a level of
revolutionary change.® Perhaps one of the most striking features of this transformation
was that it often entailed very rapid changes and disruptions to structures already
in place. Furthermore, these changes lead to deep-rooted alterations.?* The main
thrust of this set of processes came during and immediately after World War One
but significant periods of change can also be found in the 19% century and in the
following two decades or so after World War One. We can take Republican France’s
1798 invasion of Egypt as the real starting point of the systemic transformation of the
Middle East. At the time Egypt was a Vilayet of the Ottoman Empire and had witnessed
a significant amount of European economic penetration in the preceding fifty years.®
Egypt had also begun to demonstrate slightly more autonomy under the Ottoman-
Egyptian Beys and Mamluk ruling class than was normal under the Ottoman system.
As an aspiring general who had recently won highly-celebrated (in France) successes
in the Italian and Austrian campaigns, Napoleon Bonaparte had set his sights on
weakening France’s arch foe, the British Empire, by seizing control of Egypt and the
key overland communication and trade route with the Indian sub-continent.® In this
way the conquest of the Middle East and the realignment of political entities within
it were after-thoughts. As has been discussed in detail elsewhere, Napoleon’s military
successes against the Ottoman-Egyptian military forces did not translate into overall
success in the campaign and by 1801 the general himself had left Egypt and was back
in France orchestrating his rise to power there and the remaining French forces were
obliged to withdraw from Egypt altogether.?” By the end of this campaign the political
map of the Ottoman Empire and the Middle East as a whole had not actually changed
permanently. However, this first modern encounter with European powers in the
Middle East was a harbinger of more European conquest accompanied by the very
real prospects for systemic change in the region. Indeed, the fact that the French were
obliged to withdraw from Egypt was a result of the engagement of the British Royal

33 James Renton, “Changing Languages of Empire and the Orient: Britain and the Invention of the Middle East, 1917-
1918”, Historical Journal, Vol 50, No 3, 2007, pp. 645-667.

34 Mehdi P. Amineh, “Introduction: Theoretical and Methodological Approaches to the Study of the Greater Middle
East2”, Perspectives on Global Development and Technology, Vol 6, No 1, 2007, pp. 13-15.

35 Mansfield, The Arabs, p.121.
36 Juan Cole, Napoleon'’s Egypt: Invading the Middle East, London, Palgrave, 2007.
37 Piers Mackesy, British Victory in Egypt: The End of Napoleon’s Conquest, London, I.B. Tauris, 2010, pp. 225-233.
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Navy and military forces alongside Ottoman-Egyptian forces (the near-constant state
of rebellion in Egypt itself and the lack of total defeat of lbrahim Bey and Murad Bey,
the de facto rulers of Egypt before the invasion, also played a role) is indicative of the
inability of Middle East actors to preserve their own system by this time.

The 1830 French invasion and subsequent annexation of the Vilayet of Algiers
represents the next stage in the downfall of the previous Middle East system. The
Ottoman Vilayets of Tunis (1881) and Egypt (1882), as well as the Moroccan Kingdom (to
varying degrees from the 1840s until formal recognition of French domination in 1904)
were all occupied by either France or Britain through the 19" and early 20™ centuries.
In many ways these external interventions have one thing in common (and they vary in
other ways): they represented intervention in the Middle East by external powers and
a challenge to the existing regional system. In the case of Algeria, of course, the French
did not seek to occupy and establish a puppet regime or subvert the existing regime
to European interests. Instead, the French purpose in that part of the region was to
possess it entirely as part of the French state. The Vilayet of Tunis and the Moroccan
Kingdom are slightly different in that the general French aim and methods seemed to
have been much closer to those witnessed in the Egyptian campaign of 1798-1801.
The British occupation of Egypt in 1882 was ostensibly for economic purposes and to
secure the Suez Canal and thus protect access to other parts of the world, notably the
Asian possessions of the British Empire.*® It was, therefore, not entirely an intervention
which sought to permanently alter the political and economic structures of that part
of the regional system.

The main period of structural change that forms the core of the systemic transformation
of the Middle East is undoubtedly found in the experiences of World War One. During
this conflict the Ottoman Empire (which had already lost its North African Vilayets)
chose to side with Germany and the Austro-Hungarian Empire against the British,
French and Tsarist Russia.®® There is no need for a repetition of the history of the war
here, or even of a lengthy discussion of the events of the war in the Middle East. It
is worth discussing the way the outcome of the war altered the Middle East system
permanently though. As a result of the military and political successes of the Allied
Powers the remaining territories of the Middle East which were not already controlled
by European powers were almost entirely conquered. The only exceptions were
Anatolia, the inner Arabian Peninsula and Iran. The rest of the region came under
the influence of the British and French (either directly or implicitly, but for all intents
and purposes, ruled by Britain or France). The political and economic structures of
the region were, at that point, in the hands of these European powers and subject to
further revision. Of course, a significant part of the Arab population in the Middle East
had sought to achieve a grand state of their own based on ethno-linguistic identity**

38 Cole, Napoleon’s Egypt, pp. 167-172.

39 Roger Owen, “Egypt and Europe: From French Expedition to British Occupation”, in Albert Hourani, Philip Khoury
and Mary C. Wilson, The Modern Middle East (2nd Edition), London, I.B. Tauris, 2005, pp: 119-123.

40 For a thorough discussion of this decision see: Mustafa Aksakal, The Ottoman Road to War in 1914: The Ottoman
Empire and the First World War, Cambridge, Cambridge University Press, 2010.

41 Efraim Karsh and Inari Karsh, “Reflections on Arab Nationalism”, Middle East Studies, Vol 32, No 4, 1996, pp. 367-
394.
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and become separate from the Ottoman Empire and this desire was expressed in the
Great Arab Revolt. The implication of this event was that systemic change was sought
from within the region to some extent. But it was the whole-sale restructuring that
the British and French introduced to the region which is of most significance here as
indigenous processes of change were impeded or prevented by the European powers.

The Treaty of Sevres (10 August 1920) which followed the end of World War One
began the process of identifying and legitimising British and French aspirations in
the Middle East. At the conference which produced this treaty both powers sought
to reinforce their claims to various territories in the region.*> Mutual or overlapping
claims were dealt with by a system of barter. The treaty itself identified and formalised
a number of key elements pertaining to who would, in effect, possess which territories
and thus have the ability to shape the political and economic structures found there.
The British would possess the territories which would become contemporary Israel,
Palestine, Jordan, Iraq and Kuwait (along with the Middle East possessions already
controlled by them). The French would possess the territories which would become
contemporary Syria and Lebanon (in addition to the Middle East possessions already
controlled by them). The Conference of San Remo (held from 19t to 26" of April 1922)
finalised the division of the Middle East into British and French spheres of influence
and legitimised the new League of Nations mandate system.* Once again, literature*
on the processes of negotiation which were taking place between the British and
French during this period exists and this discussion does not need to be engaged with
here. The result of these negotiations is worth attention though. The British were
formally acknowledged as having (mandate) authority over the territories which would
become Egypt, Jordan, Iraq, Israel, Palestine, Kuwait, Bahrain, Qatar, the United Arab
Emirates, and parts of Yemen. Meanwhile, the French were given mandate authority
over what would become Morocco, Tunisia, Syria and Lebanon (Algeria was classed
as a part of France and was not up for negotiation).* Britain also was acknowledged
to have significant interests in Iran but as Iran was never formally involved in World
War One as a combatant and was never formally and fully occupied it maintained its
nominal independence and was not part of the mandate system (what would become
Libya remained under Italian control from 1911 until being relinquished to British and
French authority in 1947). The effect of this treaty was the creation of new territorial
entities, the proliferation of borders and the establishment of new governments with
often competing claims to sovereignty. In short, the map of the region suddenly looked
extremely different to the one that had existed in 1829 or even in 1914. It is important
to remember at this point that the creation of new actors in the form of mandate
territories and states (Turkey had emerged by 1923 as in independent and new state,
as had Saudi Arabia by the early 1930s) represent significant changes in the political
and economic structures of the Middle East from the perspective of the people who
lived there at the time.

42 Fromkin, A Peace to End All Peace, pp. 403-404.
43 Ibid.
44 See: Jukka Nevakivi, Britain, France and the Arab Middle East 1919-1931, London, Collins, 1972.

45 Roger Owen, State, Power and Politics in the Making of the Modern Middle East, London, Routledge, 1992, pp.
6-8.
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This represented a disintegration of the two markets and the two communities who
have lived ever since as part of separate political entities and national/state markets.

This paper set out to explore the validity of the hypothesis that the systemic
transformation which occurred in the Middle East through the 19* and 20*" centuries
lead to the disintegration of relations between peoples in the region. In order to
engage with this discussion a number of theoretical assumptions and arguments were
posited. To some extent these developed out of the existing structure-agency debate
in IR but also, in some ways, they are specific to the Middle East and its recent history.
In the first case, this paper takes the position that the influence of structures on actors
in the Middle East system significantly impacts upon agency to the extent that it
helps to determine how actors behave. In the second case, this paper has argued that
significant changes did take place in the Middle East in the ways in which the people of
the region were organised into groups, were governed and therefore how they related
to each other. These changes manifested as a result of the external intervention of
Britain and France which began in 1798 and picked up pace in the mid- to late-1800s,
and which culminated with the victory of the Allied Powers in World War One, the
destruction of the Ottoman Empire and the establishment of the League of Nations
mandate system. The final argument posited here is that the creation of the new states
by the mandate system as well as the emergence of Turkey, Saudi Arabia and Iran as
modern states (and not empires) lead to a proliferation of hard borders, boundaries
and claims to sovereignty within the region and that these new borders disrupted
economic, social and political relations within the region. This is in contrast to the
structures which existed in the previous regional system, which was characterised by
fewer borders and boundaries between people.

The motivation for this analysis largely stems from a concern with the patterns of
interaction between people in the region before and after systemic transformation
took place. The key questions here relate to the movement of people, goods,
capital, resources and ideas, as well as relating to identity and by extension levels of
interaction and cooperation between the people of the region. This study has adopted
the notion that an integrated system is likely to be far more stable and will witness
more cooperation and less conflict than one which is disintegrated. It is also likely to
be more economically dynamic. It was necessary to develop this analysis by exploring
case study evidence to analyse whether patterns of interaction under the previous
regional system were likely to be more intense and integrated than after the state-
system emerged. The study of the territories which comprised the Ottoman Vilayet of
Syria was useful in this regard as much of the alterations and additions of new actors
in the region took place in the remnants of the Ottoman Empire.

With regards to the research questions considered here, a number of conclusions can
be drawn. The movement of people, goods, services, capital and ideas in the Ottoman
Vilayet of Syria was facilitated by an integrated market and no hard borders. Indeed,
the possibility for integration between peoples/markets was, in relative terms, much
greater than that which exists in the modern state-system between Israel, Jordan,
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China’s Naval Policy Off The
Coast Of Somalia

International Participation, the Preservation
of Strategic Interests, or Security?

Introduction

An argument stemming from an emerging scholar and friend, Antony Ou, posits that
China’s entrance into naval policing off the Somali coast is a historic event. He reasons
this to be the case because this is one of the few times China has engaged its fleet
in the sovereign waters of another state and that, at least on this occasion, it may
be contrary to the PRC’s usual non-intervention policy respecting the sovereignty of
individual states.®! We could argue that China’s fleet is necessary in the Gulf of Aden
because Somalia does not have a strong sovereign state. It could also be argued that
the USA’s navy is stretched too thin, that it is increasingly unpopular, and that this
presents a void that China can fill.2 All of the points in Ou’s argument could be real.
However, this only presents one dimension of a multi-dimensional scenario (which is
not to the detriment of Ou’s important points). It is argued that China is not engaging
its navy simply to protect its trade routes or to fill security gaps created by a weakening
or over-committed United States navy. It is probably doing so to also try and strengthen
its position as an international power and to also realize its own goals for development
in Africa out of humanitarian concerns.

To gain a robust understanding of these positions and to try and tease out which
position is most likely the most correct, this article will try to meet Beck and Grande’s
(2010) call for the use of a cosmopolitan methodology in the social sciences. To keep
true to this call, the literature drawn upon to formulate the first part of this article
will come from a variety of languages (some might say discourses) on the subject
of China’s naval policy in the Gulf of Aden, off the Somali coast. It is hoped that by
using literature not simply from the English language, we might gain perhaps a more
legitimate sense of the situation: one that is perhaps less parochial and conforming

1 This argument is especially pertinent if we were to consider the entire history of mainland China’s usage of its
navy. The activity of China’s navy in the “deep” or “blue” waters of the Indian and Pacific Oceans is significant
because it is, to our present understanding, the first time this has ever occurred.

2 If we were to take a deeper look at the evidence concerning this deployment, we would see two contrasting
arguments in the English literature: the first is that China stipulated in the United Nations Security Council that
it would not veto policing off the coast of Somalia because this did not constitute a breach of sovereignty. The
second, which appears to contradict the first, is a recent statement by a high-level official in the PLAN (People’s
Liberation Army Navy) addressing the need for Chinese naval bases outside of China. This would have significant
security ramifications and may lead to countries near such places viewing this as a threat to their sovereignty. For
more information see, inter alia, Kostecka (2011), Africa Research Bulletin (2008), Erickson (2008) as well as Nicoll
and Delaney (2008).
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to cosmopolitan theory.® The goal of this paper is to analyse the PRC’s foreign policies
concerning pirating off the coast of Somalia and whether this naval action is more for
the benefit of the international community and is an act of humanitarianism, whether
it is a purely strategic ploy to protect its sea-going trade routes, or if it is something
else we might be missing such as a specific desire to bolster diplomatic relations or
China’s role as a global partner.*

The literature will be investigated using simplified Mandarin, English, French, Spanish
and Russian research. To go further, I shall also attempt to maintain a balance of gender
(as close to 50/50 as possible) in the evidence drawn upon as this is also arguably
part of a cosmopolitan methodology. Russian and Mandarin were selected because it
gives a geographic balance to the evidence and might help to keep any one regional
parochialism at bay. Spanish and French were chosen because they are Eurocentric
languages which might help to provide a broader argument than by simply using
English literature. It is hoped that the effort put into using this form of a cosmopolitan
methodology will provide results that are slightly more robust than using research
from only Eurocentric or Chinese discourses on the subject.

It is perhaps common knowledge at this stage in the literature that China imports
a certain degree (the figures vary almost from source to source as disclosure from
the PRC is considered unreliable in English and French forums) of primary resources
from Africa. These resources often travel overland to ports on the east coast of Africa
and are then shipped directly to Chinese ports (see De Bod, 2008; Mpata, Giersing,
Kaombwe, 2004; Keeling, 2007; Clark, Dollar and Micco, 2004; and DeCaro, 2005/6
for more information in English).> Should the goods be shipped to ports on the west
coast of Africa the goods would have to round the southern cape, go through the Suez
Canal, or go the longer way through the Panama Canal: this substantially delays the
time imports arrive and when taking into account the canal options a portion of profit
goes toward paying passage fees. This might help to explain why Chinese companies
are seen to be rebuilding or building completely new rail and road infrastructure
in central and western Africa (see Vi, 2004; Kéfi, 2006; Lupano and Sanchez, 2009;
Anonymous, 2004; Bavoux, 2000; Dorier-Apprill and Domingo, 2004; Ta, Choo, and

3 This methodology warrants further explanation. It could be argued that focusing on the evidence in one language
would be sufficient to first uncover different arguments as to why China sent the PLAN to Somalia. These argu-
ments, again within one language, could then be rigorously analysed to try to reason which argument is “more
right.” And this, if we were concerned with establishing a parochial argument would be true. What we are trying
to dois to break out of this parochialism by trying to engage a variety of languages (even if they produce the same
arguments) as this in the end shows that these arguments are “more right” because they come from a diversity
of sources, ways of thinking and systems of knowledge. We can extend this methodology from geography to
gender and argue that relying too heavily on one gender at the expense of another may have us missing impor-
tant points. Even if arguments could, despite our efforts, in the end be shown to be exactly the same, by using a
cosmopolitan methodology and taking greater pains to draw evidence in a conscientious and balanced manner
we can reason our research to be more robust than it would be from simply drawing from one language such as
English.

4 One reason was specifically left out of this article: that of China’s possible intentions of global military domina-
tion. It is reasoned that this is the least likely probability because non-democratic militaristic domination is some-
thing increasingly unsustainable (not to mention illegitimate in this growing democratic world). What is more
likely is an attempt to become the most dominant economic player but again that is fraught with difficulties and
improbabilities as greater legitimacy and public control of markets is sought throughout this globe.

5 See Martner (1982), Calas (2006); Bennafla (2002), Frémont (2009) and Mogilevkin (2001) for non-English evi-
dence.
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Sum, 2000; Dollar, 2008; Woodburn et al, 2008; Zepp-Larouche, 2007; and Deitch,
2009, for more).5

However, this look might be overly critical. There is a certain degree of evidence
showing that the PRC is trying to participate in international humanitarian projects
solely for that reason. Hongwu (2007), Yuan (2000)’, Zhen (2008), Lei (2009),® China
News (2010), and Zhan (2007) show this in Mandarin literature. We start to see,
however, a slightly more critical tone from Lebedeva (2008), Nizamov (2009), and
Koksharov (2006), which can be seen in this quote:

7

CammuT B MeKknHe yHUKaneH Kak ana Kutas, Tak u gns Adpukun. C YepHoro
KOHTMHEHTa B MeKMH NpubbIIM NpeacTaBUTENN MPAKTUYECKM BCEX aDPUKAHCKUX
rocygapcTs, Ha KOTOPble NPUXOAMTCA YeTBepTb ronocos B OOH, 3HauuTenbHoe
KO/IMYECTBO NPUPOLHBIX PECYPCOB M MUPOBOTrO HaceneHns. BToBpems Kak3anazg
o4YeHb U3bMpaTesIbHO NOAXOAUT K NONUTUYECKUM KOHTaKTam € appUKaHCKMMM
cTpaHamu, MeKMH nokasan CBOK FOTOBHOCTb HANAXKMBATb CBSA3M CO BCEMM.
Tak, Ha KUTAUCKUM cammuT 6blan npurnaweHbl npesuvaeHT CyaaHa Omap
anb-bawwup, kotoporo CLUA n EBpoCcot03 06BUHSIOT B OpraHM3auumn reHoumaa
B [Japdype, a Takxe npe3sunaeHT 3umbabee Pobept Myrabe, asnstowmiica
NepcoHoM HOH rpaTta B 60/IbWUMHCTBE Pa3BUTLIX CTPaH. KMUTall roToB OTKPbITO
obcyKaaTbh Aaxe Te Tembl, KOTOpble 00bIMHO 0OCYXKAATCA 3@ 3aKPbITbIMU
asepamun. Tak, Ervnet u Kutalh obcykpganu BONpocbl COTpyAHWYecTBa B
obnacTu saepHbIX TexHosnormi. “Knta n Appuka pasgensatoT obuimye nHTepecsl
1 UmeloT 06LIMe NnoTpebHoCTM”, - nonpuBeTCTBOBAA rocTel npeacenatens KHP
Xy LanHbTao. OH 3asBWUA, 4TO passBuTUe cA3eit ¢ APpPUKOIN CTaHET OgHUM K3
NPUOPUTETOB BHEeLWHen noanTukn MeknHa. (Koksharov, 2006: 62)

The Summit in Beijing is unique for both China and Africa. The Dark Continent
is being represented by members of almost every country from the continent
in Beijing. This accounts for a quarter of the votes in the UN and a significant
amount of natural resources and world population. While the West takes
a very selective approach to its relations with African countries, Beijing has
shown its interest to establish relations with all. We have seen that China
invited Sudan’s President Omar al-Bashir, which the US and EU both accused
of having been responsible for organizing the genocide in Darfur, as well as
Zimbabwean President Robert Mugabe, who is a persona non grata in most
countries. China is prepared to openly discuss topics usually reserved for closed
doors. For example, Egypt and China discussed issues for cooperation in nuclear

Some of these sources look at China instead of Africa as their central subject. These are considered important
because it is arguable that China practices heavy infrastructural investment within its own borders and surround-
ing regions for similar reasons as to why it develops transport infrastructure in Africa. For example, talk of the
“new silk road” is emerging. This is a PRC led project concerning a major international railway on the Eurasian
continent.

This source brings about a slight degree of concern as the author writes more than 30 individuals took part in an
international aid program to the “distant, mysterious Africa.” Perhaps this periodical is rather provincial which
might help to explain this form of rhetoric.

Lei’s work is rather useful as a general introduction to the role of Chinese aid in Africa. From this author we learn
that in 2006, Beijing held a China-Africa Cooperation Forum. It is believed that the results of this forum, in addi-
tion to China’s historical relations with Africa, form the “Beijing Consensus” which provides an alternative to the
“Washington Consensus.”
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technology. “China and Africa share common interests and have common
needs” is how President Hu Jintao greeted his African guests. He stated that
the development of relations with Africa will become one of Beijing’s foreign
policy priorities.

This brief description of the ambivalence in the literature foreshadows what is to come
when discussing China’s naval policy (especially that there is an arguable lack of critical
analysis within the Mandarin literature). But before engaging this central subject we
need to go further into the literature to gain a sense of how and why China does
humanitarian aid in Africa. Once we gain a more robust understanding of the possible
reasons, we may proceed to looking at the PRC’s naval policies off the coast of Somalia.

Chinese Aid to Africa: Positive Evidence

By HARE M P ENSIEMERBIAY LI TT, BAA P ERRBIIEMNET H
AYFFIRIA AR T IS T B B T M5 & A 2 E
NP EN o [ PACR PO SUSE B B, T2 BN £ R EN5 (S, 14
WEFRE S5 T EE N &R T EZA 5 0 sz 2] o E R ER - 5
=R ENIENEBIN EZEW A TS LS L REMNEZERI TSR
TXHIMEBIRIEAE T oA E], o R, B Se TS SOR A5 A o =
FENTR B EGE S RN Z e T E i T B B E R IR R K,
T ELIFEKEAERMNRZ SR EHR, HREREFE BT AEEN
BERELTTAMNE T EDIEMEIIR N . X R e DLk
EINSIMEBIRY £ EEIA B NE P Rk S P EEA L R E RS
AR T P ENSI MR o 5 E R RFRIERP RE LR
A ERE TS P — DN EEARE B IR TITTEATRE ~ JEMAY
AT AR E Z P R E 220 2] T ES NS BERER I - IR R0 E]
 EHRBIBUR, PEIIHE— Rt E AL A E M B H AT R
FE e R 2 |, T ER B BOR BA R R B 5 AR S EEAR N -
(Lei, 2009: 4)

My goal is to analyse China’s aid to Africa and what its main driving forces are. |
think Chinese aid to Africa is not simply based on realist security interests, or the
liberal perspective that China seeks a win-win situation [perhaps economically]
with Africa, or that it is merely guided by humanitarian concerns...We see
that two major driving forces for China’s aid to Africa are [1] that continent’s
resources and [2] China’s abilities to realize its aspirations for African national
development or that China has specific humanitarian programs linked with
economic interests. However, these are not convincing enough. We should also
consider China’s goal of constructing a national image of itself as a developing
country. This goal of constructing a good image of the national government is
part of responsibly managing a big country, of being a friend to Africa, which
culminates in South-South relations and mutual assistance.

This quote gives us a sense that there are at least three positions we should be
considering when regarding Chinese aid to Africa (this is relevant to its naval policies
in the Gulf of Aden). The first concerns its security interests; the second its economic
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interests; and the third its diplomatic interests. At this point in the literature review,
it appears that the Mandarin literature is more in support of the latter: that the PRC
is seeking to improve its image internationally through diplomatic and humanitarian
relations. When we look into Russian, Spanish, French and English literature, the
emphasis is more on security, economics, and trying to find the wizard behind the
curtain of Chinese aid. However, there are a number of pieces in the literature that are
casting these three areas in an increasingly positive light.

Rotberg (2008), Defraigne and Belligoli (2010), Andersen (2008), Davies et al (2008),
Tjgnneland et al (2006) and Rafferty (2011) argue, in English, that there is something
to be said about the Beijing Consensus. It is, of course, difficult to gain an argument
in this regard that is not ambivalent. Andersen, for example, argues that although
the “substantial and growing number of Chinese companies present providing goods
and services especially within construction is...a positive thing” (Andersen, 2008: 85)
most of this work is done with Chinese businesses. This has the effect of catching
the fish for Africans, but not teaching them how to catch it themselves which is an
argument widely made in the critical literature. Andersen carries on with his argument
that the alternative path to attracting investments provided by China is a good one as
it promotes the abilities of (in his case oil rich countries) to develop themselves and
not per a “Western” agenda (Andersen, 2008: 86). Although | feel this statement to
be naive as most oil rich African countries are highly undemocratic, this argument that
China gives an alternative program to the “West” is probably a positive development
for Africans.

We also see another argument which goes beyond the surface of Andersen’s work.
Defraigne and Belligoli (2010) provide what | consider to be one of the most compelling
arguments concerning why the PRC and companies based in the PRC wish to use their
own Chinese labourers: it is probably not due to a dislike of African labourers, and it is
unlikely that racism plays a strong role in that particular decision either. It probably has
to do with three things: avoiding “joint ventures with local ‘ghost’ partners”® (Defraigne
and Belligoli, 2010: 28; see also Christensen, 2010), to avoid having unqualified local
companies win government bids for construction projects funded by PRC capital, and
to avoid subcontractor “chains” which sees one company retaining a portion of the
loan, passing on the rest to another company, which does the same to another, and
ultimately no work gets done in the worst cases. In the usual cases, it is suggested,
the impact of the aid capital would be greatly reduced by this financial skimming. It
appears then, that the PRC and companies wishing to invest in African countries are
seeking good governance, regulatory reliability, high quality African partners or firms
capable of completing a task to high standards, and so forth.

The Beijing Consensus probably is pushing the issue of good governance perhaps to
a limited extent, but it appear that this form of humanitarian aid (at least on land)
has the effect of convincing African governments and their regulatory frameworks to
improve. This could be happening now, especially if these countries want to see more
PRC capital staying within their borders. Jiang (2008) shares his view that

9 The authors cite a case in Zambia where a contract was made with a company that never existed.
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Many developing countries in both Africa and Latin America are eager
to translate China’s booming prosperity into opportunities for their own
development, in hopes that their experiences with China will be more positive
than their past experiences with European powers and the United States.
Worldwide surveys have shown that most countries in the world, especially
developing countries, see China’s economic rise as an opportunity rather than
a threat. (Jiang, 2008: 59)

Although Jiang does not cite where he got his information concerning how “countries
see” China’s economic rise, it seems to fit with the arguments thus far emerging in the
literature. China, and its operations in the African arena, does have its opportunities.
Or, as Rotberg (2008: 1) stated, “China and Africa desperately need each other.” It
appears that China needs Africa to continue growing its “positive image among
developing countries” (Degraigne and Belligoli, 2010: 19); that China needs the
natural resources in Africa to an increasing degree (see Tjgnneland et al, 2006, for
one example out of many); and that China is seeking to establish its own framework
of aid and development (Rafferty, 2011) that some are saying has its own similarities
with “Western” programs.'® This last reason has further support. Davies et al (2008:26)
argue that African governments are not the instigators but the recipients of PRC
conceived special economic zones or SEZs.' In a large study of the benefits of SEZs in
China, Zhang (2000) argues that these benefits inform much of China’s development
strategies in the developing world.

Mpn noprotoBke AuccepTauMyM aBTOP LUMPOKO OMMPANcA Ha pes3ynbrathbl
NCCNefoBaHUN KUTAaMCKUX U POCCUMCKUX YYEHBIX MO Pas3/IMYHbIM acnekTam
MWPOBOW NPaKTUKKM B 06/1acTh co34aHna u pa3suTma CI3, a Takke no dopmam
MeXKyHapoaHOro 3KOHOMMUYECKOro coTpyaHu4yecTsa. (Zhang, 2000: 9117)

Chinese SEZs have a number of socio-economic potentials: significantly
improved pensions, medical insurance and unemployment insurance, the
creation of favourable conditions for the transformation of health care systems
that led to the defeat of many infectious diseases and epidemics, as well as a
growth in life expectancy and a reduction in mortality.

Should this eventually be the case in Africa, it could be that China will have done
something the “West” was never capable of doing.? This would be the translation

10 An investigation into whether a post-universalist conception of international aid, or African aid/development,
exists is needed. A comparative non-formal theoretical analysis of the Washington Consensus, Beijing Consensus,
EU techniques, UN techniques, perhaps the varied international NGO techniques, and African methods using a
cosmopolitan methodology is called for. The results of such an undertaking would be good to formalise theoreti-
cally so that we may pursue perhaps the most robust empirical studies on this subject to date.

11 Alook at China’s role in Africa from the English literature is well covered by Alden (2005). In the Monografias de
Ceseden no. 117 (April, 2010: 13, 25, 42) we see a detailing of China’s probable strategic interests in Africa from
the Spanish Ministerio de Defensa. Sautman and Hairong (2007) argue that there is a growing body of literature
from African scholars defending the Beijing Consensus. Sautman and Hairong (2009) also argue in what is perhaps
the first empirical study of African perspectives regarding Africa-China links that many non-elites feel positively
about this relationship. This goes contrary to a wide amount of academic and media literature in the “West.” The
authors argue that Africans have variegated and complex opinions which differ from country to country but that
the evidence initially shows Africans to be happier about relations with China than previously assumed.

12 From Milldn (2010) we gather that China is already competing with the United States in the Gulf of Guinea. If
China is capable of finding economic, strategic, or diplomatic niches in West Africa perhaps their Consensus has
more appeal to African polities than that of the USA.
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of high economic, social, and infrastructural growth in Africa in a way that has “no-
strings-attached” (an argument widely made in the English and French literatures).
To give an example of this, Rubio (2010) argues that Sudan and China both benefited
from their bilateral relations in her case study of Chinese investments in the Sudan
between 2003 and 2008.

La Republica Popular China ha buscado fortalecer su posicion en el sistema
internacional lo cual implica potencializar sus capacidades en lo econdmico, lo
politico y lo estratégico. La relacién que establece con Sudan se convierte en un
escenario Util porque le permite alcanzar dichas capacidades. Simultdneamente
Suddn se beneficid de esta relacién en lo econdmico, al ser China su principal
comprador de petrdleo, y en lo politico al recibir proteccion contra sanciones
internacionales provenientes del Consejo de Seguridad de las Naciones Unidas.
(Rubio, 2010: abstract)

The Republic of China has sought to strengthen its position within the
international system. This potentially means building upon their economic,
political and strategic capabilities. China’s relationship with Sudan is a useful
case study because these parameters were achieved. Sudan simultaneously
benefited from this relationship economically, China being the main buyer of
oil, and politically through China’s protection of the Sudan from international
sanctions by vetoing motions in the United Nations Security Council.

We see that the Spanish Ministry of Defence (in the Monografia del Ceseden,
2010: 42) argues China to be surpassing Europe’s role in Africa which relates to
Christensen’s (2010) paper discussing how Norway could stand to learn from
China’s programs in Africa. To finish with Eurocentric languages, Dologuele (2009:
15) gives us a perspective which might help to explain the “good” work China is
trying to conduct in Africa: namely that the African continent is itself a growing
and important player internationally mainly because of its role as a large natural
resources provider.

Despite this growing body of positive, albeit it ambivalent in non-Mandarin literature,
arguments in the literatures we have thus far examined, there is a much larger body
of work that is critical of the Beijing Consensus in Africa. This is not to say that un-
biased sources are only critical with the PRC. Most sources are critical of almost every
international effort, including those home-grown in Africa, because these efforts
are typically riddled with endemic governance problems. We see that corruption, a
lack of accountability and transparency, poor representation, and a lack of long-term
goals derived from Africans themselves and not the international community or elitist
powers are common complaints in the critical literature. There is also the ever present
issue of environmental degradation, human rights abuses, and “dealing with the devil”
when it comes to trades with violent country-state regimes.
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| should like to ask, however, that during this look into the critical literature, we
should try to take in these arguments with a “hint of honey”®3 just as we should have
been taking in the positive literature with a “grain of salt.” Ambivalence is probably
the normative position in this body of literatures which reflects changes in China’s
reasons for giving aid to Africa. It is argued that this will help us understand the PRC’s
official naval policy in an ambivalent, multi-dimensional way. Hopefully after a look at
the critical literature, we can see that the Chinese navy is operating off the coast of
Somalia for many reasons. There should be no illusion that the Party is doing so for
but one goal.

Bangui (2009: 58) informs that China’s national petroleum company CNPC (China
National Petroleum Corporation) has succeeded in gaining a permit to exploit an oil
field off the coast of Nigeria in partnership with South African Petroleum Co. This is
significant because this area was as of now considered a guarded zone for Anglo-
American companies like Exxon Mobil, Shell and Chevron. Although some might
argue this new non-Western oil player in Africa to be a good thing, Yoshihara and
Holmes (2008) remind us that this is part of China’s energy security plan: for the PRC to
continue its growth it must control its resources. Lafargue (2008) convincingly argues
that China is in a competition with the USA and India to diversify its energy imports so
as to not be overly dependent on the Middle East. This is the first critical argument.
We see that through a variety of international meetings there has been an emphasis
on promoting economic investment from Beijing or Taipei into Africa and we might
consider this to be part of a strategic ploy (see for example Ouedraogo, 2008).

The second critical argument, which ties in with the first, concerns China’s global
diplomatic expansion (what Jakobson, 2009, called “global reach” or what Holslag,
2006, called a “pragmatic mercantilist policy”). Abramova and Fituni (2009) argue that
China’s diplomatic dealings with Africa can be said to be “business as usual.” They
reason that China is trying to strengthen its diplomatic ties with Africa simply because
it needs the resources in that continent. Should it control these crucial resources it
may gain a strategic advantage over other powers like the USA or EU.

La Chine et le continent africain célebrent aujourd’hui leurs retrouvailles. La
Chine voit dans I’Afrique un réservoir de matieres premieres énergétiques et
miniéres. Pour les Etats africains, Pékin est un partenaire commercial idéal, qui
n‘impose pas de conditions politiques particuliéres a ses fournisseurs et qui
leur assure méme un soutien diplomatique. Mais les relations sino-africaines
heurtent les intéréts des Etats-Unis soucieux, eux aussi, de diversifier leur
approvisionnement pétrolier. Surtout I'enthousiasme de I’Afrique pour la Chine
risque de s'émousser rapidement ; a terme, une hausse des prix agricoles aurait
un effet négatif sur les économies africaines. (Lafargue, 2005: 12)

13 Witkowski (2009) for example argues that despite the critical literature regarding US and Chinese imperialism in
the 21 century there is a growing body of evidence showing that the two powers have been and continue to
be working together. Could this eventually grow into a new cosmopolitan “hot peace” instead of a new bi-polar
“cold war”? There is also an argument from Kernen (2007) that should be considered here: he reasons previous
literature on China’s relations with Africa to have been confined too rigidly to classical international relations
theory. He argued that because of China’s relations with Africa, such has caused a multiplicity of economic activi-
ties through civil society and specifically outside of Chinese governmental interests between Chinese and African
firms.
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China and the African continent are celebrating their reunion today. China
sees a reservoir of energy-related primary materials and minerals in Africa.
For African states, Beijing is an ideal economic partner, who does not impose
specific political conditions on its suppliers and that assures them diplomatic
support. But these Sino-African relations collide with the interests of the USA
and its own needs to diversify its oil suppliers. We may eventually see Africa’s
enthusiasm for China fade over time especially if food prices continue rising in
Africa which will have a negative effect on the continent’s economy [this might
force China to withdraw until favourable conditions return].

The third critical argument concerns China’s focus on security. Min and Cheng (2002) for
example argue that China must focus on securing the requisite amount of potable water
internationally to meet her demands at home. This form of water security, they argue,
is made possible through globalization and the opening of foreign markets like those
in Africa. We also see, from other sources like Natalizio (2009) and Shelton (2006) that
evidence is suggesting the PRC may be shifting its foreign policies to reflect the growing
security needs of perhaps all countries now that globalization is a greater reality.

Este mérito, sin embargo, no es atribuible a la comunidad internacional,
sino a un cambio en la percepcidn china de como salvaguardar sus intereses
nacionales, su seguridad energética y sus objetivos econdmicos de una manera
mas en linea con el comportamiento de los otros grandes jugadores de la
politica internacional.(Natalizio, 2008)

This merit, however, is not attributable to the international community, but to a
change in the Chinese perception of how to safeguard their national interests,
energy security and economic objectives in a manner more in line with the
behaviour of the other big players in international politics.

This third argument opens the possibility that the PLAN may be operating to support
China’s economic, diplomatic and security needs. The deployment, surely part of an
international fleet, helps to keep trade routes as free of pirates as possible. This may
have the effect of increasing trade between China and Africa as well as the trade that has
grown outside of governmental relations via civil society. This might promote a growth
in development as incentives to invest in a less violent Africa become more prevalent.

To finish, the fourth argument concerns China’s lack of human rights and environmental
concern which is a subject sufficiently covered by the extant literature. However, what
appears to be an emerging area of analysis is how Chinese trade is reacting to greater
international pressure (from the UN, EU or other blocs) on African governments to
improve their governance, curb corruption and increase sustainable environmental
practices. That is, of course, a topic for a separate discussion.

As can be seen in the aforementioned sections discussing China’s aid efforts in Africa,
there are three broadly agreed upon reasons it is doing so. The first concerns the
need for natural resources and the security of that specific trade. The second regards
the promotion of the Beijing Consensus and the development of infrastructure and
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society in Africa so as to facilitate the first reason. The third potential reason regards
China’s need to build its international image as a global partner, power and developing
country concerned with the human plights of others in developing countries. But does
the PRC’s official press releases concerning its deployment of PLAN to the Gulf of Aden
conform to these reasons elicited from the international literature?

To try and gain an answer to this question, Charmaz’s (2006) grounded theory
methodology is central. A key part of this method is to have constructed a research plan
through preliminary qualitative analysis. In this case, such was attempted through the
investigation of literature in English, French, Russian, Spanish and simplified Mandarin.
Using the process of thematic analysis we have come to see the aforementioned
possible reasons that the PRC deployed the PLAN to the Gulf of Aden. It can be argued
that we now have a hypothesis: that the PLAN is acting to promote the economic,
security and diplomatic goals of the PRC. It is important, as per this methodology, to
now test this hypothesis with a relevant body of data.

To do so, we will compile a list of press releases and official statements from the PRC
specifically regarding this PLAN deployment. We will then investigate this data to see
if it conforms or contrasts with the literature thus far seen. Box 1 details the literature
we will draw upon to complete this task. My initial presumption is that there will not
be any dissimilarity between the data and the literature.

Box 1 Data

1. Mingxin, Bi. August, 31, 2010. “Chinese Navy Hospital Ship Sets Sail on First Overseas
Medical Mission.” Chinese Government’s Official Web Portal. http://english.gov.cn/2010-
08/31/content_1692806.htm

2. Anonymous. August 3, 2010. “Chinese Naval Warships Welcomed in Italy.”
Chinese Government’s Official Web Portal. http://english.gov.cn/2010-08/03/
content_1670550_2.htm

3. Tang, Anne. July 26, 2010. “Chinese Naval Warships Pay Five-Day Visit to Egypt.”
Chinese Government’s Official Web Portal. http://www.gov.cn/misc/2010-07/26/
content_1664472.htm

4. Yang, Fang. October, 29, 2009. “Fourth Chinese Navy Flotilla to Sail for Waters off
Somalia.” Chinese Government’s Official Web Portal. http://english.gov.cn/2009-10/29/
content_1452107.htm

5. Hong’e, Mo. April 22,2009. “Chinese Navy Sails onto World Stage.” Chinese Government’s
Official Web Portal. http://english.gov.cn/2009-04/22/content_1292352.htm

6. Hong’e, Mo. January 20, 2009. “Chinese Navy Escorts 16 Ships off the Somali Coast.”
Chinese Government’s Official Web Portal. http://english.gov.cn/2009-01/20/
content_1210310.htm

7. Mingyu, Zhang. January 13, 2009. “China Restates Protection Offer for Taiwan Ships off
Somalia.” Chinese Government’s Official Web Portal. http://english.gov.cn/2009-01/13/
content_1204529.htm

8. Guodong, Du. December, 27, 2008. “Chinese Navy Sends Most Sophisticated Ships on
Escort Mission off Somalia.” Chinese Government’s Official Web Portal. http://www.gov.
cn/misc/2008-12/27/content_1189366.htm

9. Hong’e, Mo.December 25, 2008. “FM Press Conference on Dec. 23.” Chinese Government’s
Official Web Portal. http://english.gov.cn/2008-12/25/content_1187319.htm

10. Hong’e, Mo.December, 22,2008. “FM Press Cofnerence on Dec. 18.” Chinese Government’s
Official Web Portal. http://english.gov.cn/2008-12/22/content_1186262.htm
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Inputting the search term “PLAN Gulf of Aden” in the search function of the official PRC
English website! had returned ten government statements (see above). As initially
presumed, there has been no evidence that contradicts what the literature has thus
far explained. Should we look into the data we see that the primary goal of the PLAN
(as of December, 2008) was to escort trade ships and to patrol open water in the
Gulf of Aden as part of an international counter-piracy team which can be seen in the
following two quotes delivered by Foreign Ministry Spokesperson Qin Gang:

About China’s sending convoy vessels to the Aden Gulf and seas off the Somali
coast, this mission is based on UN Security Council Resolutions and with
consideration of the practice of other countries. The purpose is to ensure
the safety of Chinese ships and personnel on the route and protect vessels
of international organizations carrying humanitarian materials. This is in line
with international laws, UN Security Council Resolutions and the request of
the Somali Government. China pursues a path of peaceful development, and
adopts a national defense policy which is defensive in nature. This is a reflection
of Chinese Government’s commitment to safeguarding world peace and
stability and concept of “putting people’s interest first, exercising state power
for the people”. In the future, the Chinese diplomacy and military will continue
to make positive contribution to world peace and stability. (Hong’e, December
25, 2008)

So far as China is concerned, during the first 11 months of this year, China has
all together 1,265 commercial ships sailing through the route, that is, three to
four ships per day on average. 20% of them were attacked. This year, there are
seven hijack cases involving China, including two Chinese ships and 42 Chinese
seafarers, five foreign ships with Chinese seafarers, cargo or flying Hongkong
flag. Up to date, there remains one Chinese fishing boat and 18 crew members
held captive. (Hong’e, December 22, 2008)

Should we look into the other eight sources in the data we would see the same
reasoning for deployment. However, to add some greater detail, a main position
(and one that representatives of the PRC have been adamant about) is that China is
participating in an international effort under a United Nations mandate (effectively
the United Nations Security Council Resolutions 1814, 1816, 1838, 1846, 1918 and
1950). Because of this, it is not violating the government’s previous position of not
infringing upon sovereign states as Somalia arguably has no recognizable sovereignty.
China is also operating in concert with other countries and under international law
which removes any unilateral militaristic questionability to the operation.

An unexpected finding of this study is that the PLAN also engages with the navies
of several other countries, especially those (like Egypt) with the capacities to police
their regional waters. This is something not yet seen in the literature but it does relate
to the arguments concerning China’s desire to strengthen diplomatic ties and to act

14 http://english.gov.cn
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as a global power with humanitarian interests (even though these may simply be to
improve trade via less pirating and greater maritime safety). We see, for example, that
on April 20, 2009, the PLAN held a parade with “21 navy ships from other countries”
(Hong’e, 2009) and that it did so because “inviting foreign navies to China is a process
of communication and exchange” (Hong’e, 2009).

We also see that the PRC is still strictly adhering to its non-intervention policy. Its
press releases are typically careful to state that the PLAN is participating with other
international navies under the aegis of several UN counter-piracy resolutions. This
relates to Rafferty (2011) and others who argued China to be trying to create peaceful
resolutions to long-standing problems like the Taiwan question. We see, in the primary
data just scrutinized, that the PRC has at least on two occasions extended the offer to
police Taiwanese trade vessels. This, just like most other statements in the primary
data or arguments in the literature, is ultimately ambivalent. We can reason that the
PRC may be conducting these activities for both critical interests and positive interests.
Going beyond that, we might also reason that China deployed the PLAN as part of its
international diplomatic efforts, or as Lei (2009) argued, to build its national image.

This returns us to Ou’s suggestion that the deployment of the PLAN was not only
an unprecedented move, but that it was nearly completely at odds with the rest of
China’s naval history. It might be argued that China is now participating differently in
world affairs, perhaps due to globalization, and that the PLAN will play a central role
in future efforts to improve and protect trade, to secure a steady and timely flow of
primary resources and to build its international diplomatic relations.

This was seen through a literature review of five languages (Russian, Spanish, English,
French and simplified Mandarin) concerning China’s aid relationships with the
continent of Africa. This review gave us several prominent arguments as to why China
had deployed the PLAN off the coast of Somalia. As is hopefully now reasonably argued,
such was done for several reasons and not just one. This small finding is perhaps
important as it might allow us to continue thinking of China as starting to change its
foreign policies: is this the rise of an international player with compassionate answers
to global problems?

This is a question that will likely only be answered by the future actions of the PRC. The
outlook at this stage, at least in China’s domestic relations, is not overly positive with
the arrests of Liu Xiaobo and Ai Wei Wei among a reported great deal of other “lesser
knowns.” It may appear contradictory then for us to reason that the PRC’s foreign
policy might in the end promote democracy when it is oppressing the rise of Chinese
democracy at home. Also, further research is needed into other possible motives for
the PLAN'’s activities in the Gulf of Aiden and other regions in the Indian and Pacific
Oceans. It is probable that arguments on this subject in lesser known languages are
being made which someone would do well to bring into more popular forums.
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Introduction

The global financial crisis which was actually triggered by the US sub-prime mortgage
market in early 2007, started to show its ripple effects in the end of 2007 and morphed
into a global economic crisis with the collapse of Lehman Brothers on 23™ September
2008'. Today, no one any longer doubts that was the most serious crisis that the world
economy has faced, at least since the 1930s? (Subramanian and Williamson, 2009). The
global financial crisis imposed great harm to the world economy and affected virtually
almost all areas®. In most countries of the world, GDP declined (Figure 1) significantly
due to global financial crisis. For the first quarter of 2009, the annualized rate of decline
in GDP was 14.4 per cent in Germany, 15.3 per cent in Japan, 7.4 per cent in UK, 18 per
cent in Latvia, 9.8 per cent in Euro area and 21.5 per cent in Mexico. Italy’s economic
growth in 2008 decreased 1.0 per cent, largely due to the global economic crisis and its
impact on exports and domestic demand. GDP contracted further as the Euro zone and
world economies slowed. Some developing countries that have seen strong economic
growth saw significant slowdowns during global financial crisis. For example, growth
in Cambodia fell from more than 10 per cent in 2007 to close to zero in 2009, Kenya
growth declined from 7 per cent in 2007 to only 2 per cent in 2008 and 2009 due to
global financial crisis. India recorded a GDP growth rate of 9 per cent during 2007-08.
The declining output of the manufacturing sector* pulled down the economic growth
rate in the fourth quarter of 2008-09 to 5.8 per cent and 6.7 per cent in the entire fiscal
year. According to a Report of United Nations (UN) on ‘Word Economic Situation and
Prospects, 2009’, at least 60 developing countries (of 107 for which data are available)
suffered with declining per capita income, whereas only 7 recorded per capita GDP
growth 3 per cent or higher-considered as the minimum required growth rate for
achieving significant reduction in poverty-down from 69 countries in 2007 and 51 in

1 The reasons for the crisis are varied and complex. Some of these include boom in the housing market, specula-
tion, high-risk mortgage loans and lending practices, securitization practices, inaccurate credit ratings and poor
regulation.

2 The Great Depression was a worldwide economic decline in 1930s. It was the most difficult and the longest
period of unemployment and low business activity in modern times. The Depression began in October 1929,
when the stock values dropped very quickly. Many stockholders lost large amounts of money. Banks, factories,
and stores closed and left millions of Americans jobless and penniless. Most families had to depend on charity to
provide food. By 1932 the unemployment rate had soared past 20 percent.

3 However, the impact on economic activity has varied widely across countries. A priori, this may reflect differ-
ences in exposure and vulnerability to the real and financial jitters emanating from the financial centres, but also
heterogeneity in the macroeconomic and institutional frameworks as well as in the policy responses.

4 Impacted by the global financial crisis, manufacturing sector output during the fourth quarter (January-March)
dipped by 1.4 per cent against an increase of 6.3 per cent in the corresponding period a year earlier.

E Export Trade Performance of Indian Economy during and Following the Global Financial Crisis



Journal of Glohal
Analysis

E Export Trade Performance of Indian Economy during and Following the Global Financial Crisis

<

2008. Growth rate of Commonwealth of Independent States (CIS) declined by 5.4 per
centin 2009, down by more than 10 per cent from the growth of 2008 and the average
of preceding seven years. Growth rate also declined in many African countries. The
economies of Angola, Nigeria, for instance were contracted by 4.2 per cent and 0.5 per
cent respectively in 2009. The economies of Australia, Canada and New Zealand also
declined in 2009, suffering from falling global demand and commodity prices.

Figure 1: Global GDP Growth (Percent; Quarter-over-Quarter, Annualized)
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Further, around the world the stock markets fell, exports growth tumbled, credit
flows dried up (Sumanjeet, 2010), money market interest rate spiked to above 20
per cent and remained high for few months®, large financial institutions collapsed or
been bought out by their competitors at low prices, and governments in even the
wealthiest nations had to come up with rescue packages to bail out their financial
systems®. But, despite enormous write downs and massive financial sector rescue
operations by governments, problems have not gone away. Between September 2008
and May 2009, the market capitalization of banks in US and Europe declined by 60
per cent (USS 2 trillion). Crisis also contributed to the failure of key businesses. It is
estimated that USS 14.5 trillion, or 33 per cent of the value of the world’s companies
wiped out by the crisis. Exports from world’s major exporters like Germany, China
and Japan plummeted by more than 35 per cent in the last quarter of 2008. These
declines in economic activity have caused the rise in the extent of unemployment
worldwide. A rapid rise in unemployment has been witnessed since 2008’. According
to the International Labour Organization (ILO, January 2010) estimates, nearly 34
million more were added to the unemployed people during the crisis of 2008-09. As
a result, the total number of unemployed people worldwide soared to 212 million at

5 Exchange rate movements during the global financial crisis of 2007-09 were unusual. Unlike in two previous
episodes - the Asian crisis of 1997-98 and the crisis following the Russian debt default in 1998-in 2008 a large
number of currencies depreciated sharply even though they were not at the centre of the crisis. Moreover, during
2009, the crisis-related movements reversed strongly for a number of countries. Two factors likely have contrib-
uted to these developments. First, during the latest crisis, safe haven effects went against the typical pattern of
crisis-related flows. Second, interest rate differentials explain more of the crisis-related exchange rate move-
ments in 2008-09 than in the past. This probably reflects structural changes in the determinants of exchange rate
dynamics such as the increased role of carry-trade activity.

6 According to Bloomberg, alone US spent some $ 9.7 trillion till October 2009 and UK and other European coun-
tries have spent some US $ 2 trillion on rescue and bailout packages.

7 Lessons from the past crises indicate that it typically takes four to five years for unemployment rates to return to
pre crisis levels after economic recovery has set in. This is because massive rise in long term unemployment and
greater labour market “informalization”-exacerbated by return migrants and large scale reverse migration from
urban to rural areas-are very difficult to reverse.
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the end of 2009 (i.e. 6.6 percent of world total workforce). Job losses in economies
with well-developed and highly integrated financial service industries, such as Hong
Kong, China; Japan; Republic of Korea (Korea); and Singapore, occurred immediately,
especially among white-collar workers. However, in developing countries in Asia, the
labour market was more deeply affected when the exports declined due to the crisis.
As overseas consumer demand fell, labour-intensive export industries such as textiles,
garments, and electronics faced increasing pressures to lay off workers, while the
local construction industry likewise contracted due to decreased domestic consumer
confidence (Hyun and Emmanuel, 2009). Moreover, already gloomy employment
prospects were exacerbated due to the slowdown of foreign direct investment (FDI) in
the region, which put a brake on creating new enterprises and jobs. The reduction in
employment and income opportunities has led to a considerable slowdown in progress
towards poverty reduction and fight against hunger. Department of Economic and
Social Affairs of United Nations Secretariat (UN-DESA) estimated that between 73 and
103 million more people would remain poor or fall into poverty in comparison with a
situation in which pre-crisis growth would have continued.

From the above discussion it is clear that the crisis of 2007-09 was globally intensive
in its impact. With its impact, both in scope and depth worldwide, the crisis posed
a significant challenge to the world economic and social development. Broadly, the
impact of financial crisis on the world economy has been transmitted through three
distinct channels, viz., the financial sector, exchange rate and trade. But, recession
in trade volume was the main channel of transmission of crisis to exporters of
manufactures and service®. Towards the end of 2008 (around October) the global
recession started to manifest itself in international trade. The fall in global demand
and the slowing-down in economic growth translated into a substantial reduction in
international trade that has affected the cross-border trade of virtually all countries
and economic sectors. During the global financial crisis exports trade volume dropped
significantly®. This collapse in trade was global in nature and dramatic in magnitude
(UNCTAD, 2009). For instance, while GDP of US between 2007-09 declined by 3.9 per
cent from its peak; real exports fell by 15.2 per cent and imports 18.6 per cent during
the same period. The growth of trade volume experienced a strong slowdown since
mid-2007, to a rate of around 2 per cent by September 2008 (UNDP, 2009). In October
2008, of 41 countries reporting monthly data (the EU countries counted as one), about
18 countries reported a decrease in exports compared with the same month in 2007.
The limited downturn in October 2008 became more widespread in November, and

8 Two transmission channels may explain this sharp decrease in international trade: a steep reduction in global
demand and a significant tightening of external financing that limited the firm’s ability to obtain operating capital
to satisfy demand for their products.

9 Inrecent decades, world trade has shown two important characteristics. First of all, it has tended to expand more
rapidly than world production, a process that has been accompanied by a rapid diversification in the trade struc-
ture. Thus, during the recent boom, in 2003-2006, world trade grew at an annual rate of 9.3per cent, more than
twice the rate of growth of world output (3.8per cent). Second, these rates of growth have been highly elastic to
world output through the business cycle and have, therefore, been more volatile than world production. A major
implication of this characteristic is that, although trade enhances world business cycle upswings, it equally tends
to multiply downswings. Trade volumes contracted in 2001 and will again contract in 2009.
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deteriorated further in December and in January 2009. In January 2009, all reported
decreases in exports, and about half of the countries for which data isavailable
reported substantial export declines of over 30 per cent. According to a report of UN-
DESA on ‘World Economic Vulnerability Monitor’ (February 2010), global trade flows
dropped at an annualized rate between 30 per cent and 50 per cent during the end of
2008 and second quarter of 2009. Figure 2 shows estimates of the change in export
levels in February 2009 compared with that a year previous.

Figure 2: Change in Merchandise Exports Levels for Selected Regions and Countries
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For the world, advanced economies, and emerging markets, exports were estimated
to be down about 25 per cent. For developing countries, however, exports were down
by more than a third. Exports were down from 9 per cent to 64 per cent for the other
countries indicated (Venezuela -63.6 and Iran -62.4). The sharpest decline in export
trade has been observed among the Asian countries, in some case at annualised
rate of 50 per cent or more. Comparisons of May 2008 and May 2009 demonstrate
that monthly exports of China, India, Japan, Korea, Malaysia, Taiwan and Thailand
plummeted by 26.3 per cent, 7.1 per cent, 49.4 per cent, 15.4 per cent, 29.8 per cent,
26.6 per cent and 44.4 per cent respectively. Monthly imports fell by 43.1 per cent,
37.3 per cent, 42.7 per cent, 24.3 per cent, 30.3 per cent, 40.3 per cent and 56.6
per cent respectively, reflecting in part the oil price decline. The key point is that,
among these countries, Korea’s trade performed the best, with a smaller drop after
the initial onset of the crisis, followed by a swift rebound. Japan’s trade was hit the
most, with a severe and prolonged decline on both the export and import sides- a far
cry from its halcyon days of export excellence in the post-war era that stretched for a
prolonged spell. Further, exports of China, Japan'® and South Korea declined 36.5 per

10 The severe downturn in global demand, particularly for automobiles, information technology and machinery ,
has led to a collapse of Japanese exports, causing sharply falling corporate profits, tightening financial conditions,
rising unemployment, declining household wealth and weakening domestic demand.

E Export Trade Performance of Indian Economy during and Following the Global Financial Crisis
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cent, 20.1 per cent and 23.0 per cent respectively in October 2009 (Figure 3). Other
manufactured exporters, such as Botswana, Mauritius, Morocco and Tunisia, suffered
similarly from recession in Europe and US. The value of total exports from Latin
America and Caribbean in 2009 fell by 24 per cent with regard to the previous year due
to global financial crisis, according to the new estimates released by WCLAC (Women'’s
Center for Legal Aid and Counseling). In January 2009 a substantial number of
countries, including Chile, Hungary, the Philippines, the Russian Federation, Singapore
and Sweden, recorded export declines of more than 40 per cent relative to January
2008. These are historic drops in trade volume. However, since the second quarter of
2009, world trade started to rebound and export dependent economies are benefiting
from this improvement. According to the report of International Monetary Fund (IMF)
on ‘World Economic Outlook, April 2010°, world trade volume in goods and services
experienced an average negative growth rate of 10.7per cent in 2009 (SESRIC, 2010).

Figure 3: Decline in Exports of China, Japan and S. Korea (as on October 2009)
) Percent change from previous year 8« Japan exports *@=5 Korea exports *®= China exports
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Source: Ministry of Knowledge Economy, General Administration of Customs, China

Since most economists agree that international trade is one of the important factors
in explaining financial crises, it seems natural and logical to ask the reverse question:
what are the effects of financial crises on international trade? Surprisingly, little
research on this subject has been done. Perhaps the reason is that the answer appears
to be obvious. Conventional wisdom would predict that a financial crisis, by bringing
about a recession in the macro economy, would lead to a drop in imports. Exports,
however, may rise because of both a decline in domestic demand and devaluation of
the domestic currency. A weakening or collapse of the financial system, in particular the
banking system, however, might weaken the country’s export capability (Sumanjeet,
2009). So the aggregate effects of a financial crisis on the export trade are unclear. This
paper tries to ascertain whether the ambiguity can be resolved. The present paper
reviews India’s export trade performance during and following the global financial
crisis.

11 However, net food exporters in the regions were less affected, as the demand for food products has been rela-
tively inelastic vis-a-vis the global downturn, although these countries are facing lower export prices compared
with 2008.
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India’s export sector has exhibited remarkable resilience and dynamism in the recent
years. India’s merchandise exports recorded an average annual growth rate (AAGR) of
23.9 per cent during the five year period from 2004-05* to 2008-09, as compared to
the preceding five years when the exports increased by a lower AAGR of 14.3 per cent.
According to latest WTO data (2009), India’s share in the world merchandise exports
increased from 0.8 per cent in 2004 to 1.1 per cent in 2008 (Kirpalani, 2009). India
improved its ranking in the leading exporters in world merchandise trade from 30th in
2004 to 27th in 2008 compared to China at 2nd. In commercial services exports India
ranked at 9™ compared to China at 5" (Table 1). The high export growth in 2007-08
was due to high growth of all three major categories of exports, namely, petroleum
products with 53.6 per cent growth, manufactured goods with 21 per cent growth and
primary products with 41.9 per cent growth.

Services Rank Share Per Cent
2000 2008 Change 2008

. . Export 11 0.6 1.2 23
Transportation Services iz 5 21 4.0 34
Travel Services Export 14 0.7 1.2 10
Import 15 0.6 1.1 17

Other Commercial Export 4 -- 4.1 18

Services Import 9 2.0 3
Communication Services S 4 - e -
Import 13 1.1 22

. . Export* € -- 1.3 --

* %k
Construction Services e 1 11 _
. Export 7 = 2.1 35
* %k
Insurance Services e 7 27 19
. . . Export 8 - 1.4 121
* *
Financial Services T 5 29 175
Computer & Information Export* 2 -- 18.1 --
Services** Import* 4 4.4
. . Export* 5 -- 4.0 --
* %k
Other Business Services T — 6 30
Personal, Cultural and Export* 6 - 16 --
Recreational Services Import - ’

Notes: *WTO Secretariat Estimates; Data relate to 2007

Inthe primary products sector, exports of agriculture and allied products grew by nearly
45 per cent. Export growth in manufactures was powered by high growth of imported
items like gems and jewellary at 23.2 per cent, chemicals and related products at 22
per cent, moderate growth of engineering goods at 14.5 per cent and textiles including
ready-made garments (RMG) at 11.8 per cent. In 2007-08, Indian exports have shown

12 In 2004-05, export growth was a record of 28.5 per cent, the highest since 1975-76 and the second highest since
1950-51. The good performance of exports (growth of 23.49 per cent and 22.6 per cent) continued in 2005-06
and 2006-07 and culminating in a new record of 28.9 per cent in 2007-08.
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massive directional changes in terms of source of demand of Indian goods®:. But, The
economic crisis in USin 2007 resulted in fall in GDP from 2.8 per cent in 2006 to 2.0 per
cent in 2007. A consequent fall in US import growth started affecting world’s export.
Exports from Asia shrunk heavily. Among Asian countries, Philippines, China and India
were most affected (Figure 4).

Figure 4: Export Performance of Selected Asian Countries (September 2008-09)
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Merchandise Export Performance

As a result of global financial crisis, India’s export performance started to decline in
2008-09. India’s merchandise exports reached to a level of US $ 185.3 billion during
2008-09 registering a growth of 13.6 percent as compared to a growth of 29.1 percent
during the 2007-08 (Reddy, 2009). India’s rank slipped marginally from 26 in 2006-07
to 27 in 2008. Figure 5 shows that until 2nd quarter of 2008-09 merchandise export
growth was positive, and since then it has been consistently posting a negative growth
rate. Similarly services export is in negative territory since 3rd quarter of 2008-09
(Arora et al, 2010). India’s export growth rate started plummeting from the high 40
per cent to 63 per cent range witnessed during April to August 2008 to 26.1 per cent in
September, turning negative from October 2008 to October 2009 except for December
2008 with a low of 4.3 per cent estimates. This type of situation was not witnessed
in the last 24 years'®. The government had set an export target of US$ 200 billion for
2008-09 which was revised to USS 175 billion.

Figure 5: Year-on-Year Export Growth (in Percent)
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Source: Handbook of Statistics on Indian Economy, Reserve Bank of India

13 Till 2003-04, North America (US and Canada) and EU market shared nearly 19 per cent and 24 per cent respec-
tively of total export trade and rest of the world absorbed the balance. In 2007-08, exports to Asia increased
to 50 per cent from 46 per cent in 2003-04. This was mainly due to the buoyancy in demand in Asia, especially
from China. Exports to the ASEAN regions also experienced an increase during 2007-0. The biggest leap in Indian
exports was to the WANA regions.

14 Anincrease in exports of pharmaceuticals, some engineering products and certain agricultural commodities has
improved the overall export performance in December 2008, which has a sign of recovery during the month.

15 Evenin 2001-02 and 1998-99 when export growth was negative at -9.9 per cent there was a similar situation with
continuous negative growth for 12 months.
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During 2008-09 (April-Sept.) exports grew by 48.1 per cent with almost all the major
commodity groups, except marine products and handicrafts. In the second half of the
year 2008-09 (October-March), exports declined by (-) 14.7 per cent with almost all
the major commodity groups, except gems & jewellery, readymade garments (RMG),
electronics goods, recording significant negative growth. Commodities like Engineering
Goods?®, Other basic chemicals, man-made yarn, leather & leather manufactures,
and spices which recorded overall positive growth during the year, as a whole, also
recorded negative growth during the second half. However, despite the significant
decline in the second half of the 2008-09, exports registered an overall growth of 13.6
per cent for the year. But, the above discussion reveals that the export growth picture
of India during crisis was not very bad and India weathered the crisis better than the
other countries. With merchandise exports reaching USS 185.3 billion in 2008-09, the
target (USS 175 billion) was surpassed by 5.9 per cent which is no mean achievement
in trying times like these. The beginning of 2009-10 also saw acceleration in fall in
export growth with further deepening of financial crisis. Cumulatively exports were
down by 31.3 per cent at US$35.45 billion in the first quarter of 2009-10 (April to June)
against the USS 51.55 billion in the corresponding quarter of 2008-09. The decline in
exports continued for the tenth consecutive month in July 2009. As the Indian export
markets like US, EU and Japan were reeling under recession, India’s exports slipped
28.4 per cent in July to USS 13.62 billion as against USS 19.04 billion in the same
month of last year. The export growth rate was -29.6 per cent in April-September
2009-10. The decline in export growth was mainly due to significant fall in the exports
of Engineering Goods, Gems & Jewellery, Petroleum Products, Agriculture and allied
products, Chemical & related products and Ores & Minerals (Figure 6).

Figure 6: Growth of Top Five Exports Commodities Group in India’s Export
(2008-09 to 2009-10: April to September)
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Source: DGFT, Ministry of Commerce and Industry

Added to this, export of Leather and Leather Manufactures recorded a negative growth
of 24.0 per cent during 2009-10 (April-September). The value of exports decreased to
US $ 1531.0 million from US $ 2013.0 million during the same period of 2008-09.
Exports of Leather and Manufactures have registered a negative growth of 28.5 per
cent and Leather Footwear also registered a negative growth of 18.2 per cent. Exports
of Ores and Minerals were estimated at US $ 2884.1million during 2009-10 (April-

16 In rupee terms India’s export of engineering goods and services are valued at Rs. 218766.90 crores during 2008-
09 which is 32.10per cent higher than Rs. 135806.8 crores during 2007-2008.
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September) registering a negative growth of 35.5 per cent over the same period of the
previous year.

Service Sector Performance

India is also moving towards a services-led export growth. The share of India’s service
exports in the world has gone up from 0.6 per cent in 1995 to 2.2 per cent in 2005,
largely driven by offshoring of IT & ITeS-BPO sector'’. The trend withstands India’s
position in the Global IT map, where India remains an attractive destination for IT-ITeS
services due toits low cost, high quality of product and services, skilled manpower and
favourable government policies etc (Figure 7).

Figure 7: India’s Service Exports and IT-ITes Industry Share
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The impact of global financial crisis was relatively less on the India’s service exports till
December 2008. Service exports reached USS 102 billion in 2008-09 with a moderate
growth of 12.5 per cent over the previous year. The growth has been reasonably good
in miscellaneous services category which has increased its share by 16.1 percentage
points to 76.4 per cent in 2008-09 compared to 2000-01. The impact of global crisis
was visible on the India’s service exports, the growth of which was -21.4 per cent in the
first half of 2009-10 compared to the high growth of 27.6 per cent in the corresponding
period of the previous year. Except insurance all other sectors witnessed negative
growth?s,

17 The industry has enhanced India’s credibility as a business destination by creating a fundamentally new model
of global 24X7 service delivery, forging relationship with 75 per cent of the Fortune 500 companies, generating
immense savings for customers (savings from global sourcing for customers amounted to an estimated US $ 20
billion to US $ 25 billion in 2008) and promoting a focus on quality (65 per cent of all Capability Maturity Model
Level 5 firms are based in India) in addition, the industry has fostered the emergence of a large number of first
generation entrepreneurs. The total IT Software and Services employment is expected to reach 2.23 million in
2008-09 (excluding employment in hardware sector), as against 2.01 million in 2007-08, a growth of 10.9 percent
end of year. This represents a net addition of 226,000 professionals to the industry employee base in 2008-09.
The indirect employment attributed to the sector is estimated to be about 8.0 million. The industry has also
set a precedent for talent practices in India. It has created career opportunities for the youth, provided global
exposure and offered extensive training and development. Furthermore, the industry has been a front runner
in diversity at the workplace (over 30 per cent of employees are women; over 60 per cent of industry players
employ differently-abled people). The IT-ITES industry’s contribution to the national GDP is estimated to increase
from 5.5. per cent in 2007-08 to 5.8 per cent in 2008-09.

18 A negative growth rate of -8.2 per cent were registered in insurance sector during 2008-09 (April to December)
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DL Percentage Share CAGR Growth Rate (in USS)
Groups 2000-01
2000- | 2008- | 2008- | 2009- = t02006- | 2000- 2008- 2008- 2009-
01 09 09 10 07 01 09 09 10
Travel* 215 | 10.7 | 104 | 12.0 17.3 244 | -4.0 | 220 | 9.2

Transportation** 126 111 | 111 | 126 25.4 256 | 12.7 | 399 @ -10.6

Insurance 1.7 1.4 1.4 1.9 28.1 3712 | -13.4 | 1.8 | 6.1%**
GNIE 4.0 0.4 0.4 0.5 -14.6 30.8  17.5  30.2 =582
Miscellaneous 60.3 764 | 76.7 | 73.0 33.4 213 | 159 | 274 | -25.2
1.Software

39.0 455 475 534 30.5 28.8 | 149 | 353  -115

Services

2.Non-Software
Services****

213 | 309 | 29.2 | 195 38.0 11.6 | 175 | 16.3 | -47.5

(a) Business 21 162 165 127 | 876 | 153  -1.9 999  -395
gt;)r\fi':::c'a' 21 | 39 | 45 46 | 441 36 | 227 | 584  -19.2

(c) Communication

7.0 2.1 2.5 1.8 12.1 6.5 -9.8 | 11.0 | -42.0

Services

Total Service
Exports

100.0 | 100.0 | 100.0 | 100.0 28.7 224 | 125 | 276 | -21.4

Notes:

*

* %

%k % %k k

Travel, which is represented by the Foreign Tourist Arrivals and Foreign Exchange Earnings,
registered a higher year-on-year growth rate of 24.40per cent in 2007-08 as compared to
the previous year growth rate of 16.17per cent. Foreign Tourist Arrivals during the year
2008 were 5.37 million as compared to Foreign Tourist Arrivals of 5.08 million during the
year 2007. Foreign Exchange Earnings (FEE) in USS terms during the year 2008 were USS
11,747 million as compared to USS$ 10,729 million in 2007. During April-September 2008,
Travel Services registered a 22per cent growth rate as compared to 24per cent in the
same period a year ago. However, the impact of global financial meltdown is evident in
the latest numbers released by the ministry of tourism, India which reports foreign tourist
arrivals at 1.461 million in 4Q 2008-09 were 13.75per cent lower as compared to 1.694
million in 4Q 2007-08. Also, foreign exchange earnings during the same period were lower
at USS 2,731 million as compared to USS 3,935 million during January to March 2008.

Export of Transportation services have slowed down in past few years registering 25.58per
cent year-on-year growth in 2007-08 as compared to a growth rate of 46.02per cent in
2004-05 and 26.07 in 2006-07. Transportation was the only service recording a higher
growth rate of 38per cent in April-September 2008 from a 10per cent growth rate in April-
September 2007.

Insurance Services registered a higher year-on year growth rate of 37.15per cent over
the previous year growth rate of 12.52per cent. During April-September 2008, Insurance
Services observed a meager 1per cent growth rate as compared to a 29per cent growth
rate in April-September 2007.

Non-Software services, under miscellaneous receipts, recorded a fall in year-on year
growth rate from 29.34per cent in 2006-07 to 10.49per cent in 2007-08. Communication,
business and financial services were the major contributors to the decline in non software
services. Though Communication and Financial services recorded positive growth rates in
2007-08, the growth rates were substantially lower than previous year growth rates and
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similarly the decline was also attributable to a major negative growth rate recorded in
export of business services. This slowdown is the result of the banking financial services
and insurance sector being at the core of global economic slowdown. However, services
such as Construction, News Agency, Royalties, Copyrights and License Fees and Personal,
Cultural Recreational services registered higher year-on-year growth rates in the non-
software category.

Source: Economic Survey of India, 2009-10, Government of India

From the above table, it is revealed that the services exports have not been as
affected as the merchandise exports. The sub-sectors within services exports that
have registered some contraction are travel, insurance, business and communication
services. While fall in transportation exports is a reflection of the fall in merchandise
trade, fall in travel service is also reflection of the decline in tourist arrivals which
declined by 1.8 per cent in the first quarter of 2009-10. Foreign tourist arrivals (FTAs)
at 5.11 million registered a negative growth of -3.3 per cent as compared to 4 per cent
positive growth in 2008. The earning from foreign tourist arrivals which grew 9 per
cent in 2008 fell to USS 11.39 billion in 2009 with a negative growth of -3 per cent. The
Indian software and services exports including ITeS-BPO exports is estimated at US $
47 billion in 2008-09, as compared to US $ 40.4 billion in 2007-08, an increase of 16.3
per cent®,

Policy Responses to Promote Export During Crisis

Trade propels economic growth and national development. The primary purpose is
not the mere earning of foreign exchange, but the stimulation of greater economic
activity. For India to become a major player in world trade, an all encompassing, and
comprehensive view needs to be taken for the overall development of the country’s
foreign trade. The foreign trade policy (FTP) broadly spells out the priority segments in
external trade and also gives incentives and disincentives depending on the country’s
need. As mentioned above, the year 2008-09 was marked by adverse developments
in the external sector of the economy, particularly during the second half of the
year. India’s exports have suffered a decline since October 2008 significantly due to
shrinkage of demand in the traditional markets of our exports due to global economic
slowdown and the reduced international prices of commodities. India’s exports in
dollar terms showed a growth of about 48.1per cent from April to September, 2008
whereas from October, 2008, it started declining, bringing down the annual growth
to 13.6per cent in 2008-09. The current account was affected mainly after September

19 With the BPO going strong for the past few years, the Knowledge Process Outsourcing (KPO) - which may be
called the highest level of the BPO - is still at a nascent stage of development in the country. This evolution of the
market to the KPO will drive trends that will ensure very high-value service. in off shoring. These opportunities
in the KPO will help the Indian market climb the global value and knowledge chain. Though the IT-BPO sector is
export-driven, the domestic market is also significant. The revenue from the domestic market (IT Services and
ITES-BPO) is also expected to grow to about US $ 12.5 billion in the year 2008-09 as compared to US $ 11.7 bil-
lion in 2007-08 an anticipated growth of about 6.8 per cent. BPO demand in the domestic market has witnessed
noticeable growth over the past few years. The phenomenal growth of the Indian IT Software & Services and
ITES-BPO sector has had a perceptible multiplier effect on the Indian economy as a whole. It has created immense
opportunities for employment and has contributed to the growth of national income. It has also spawned the
mushrooming of several ancillary industries such as transportation, real estate, catering and has created a rising
class of young consumers with high disposable incomes, triggered a rise in direct-tax collections and propelled an
increase in consumer spending.
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2008 through slowdown in exports. On a balance of payments (BoP) basis, India’s
merchandise exports recorded a sharp decline of 24.2 per cent in fourth quarter of
2008-09 as against an increase of 47.2 per cent in fourth quarter of 2007-08 (Table 3).

(USS million)
. October-
ltem April-June July-September December January-March
2007-08  2008-09 2007-08 2008-09  2007-08 2008-09 2007-08 2008-09
(PR) (PR) (PR) (PR) (PR) (PR) (PR) (P)
1 2 3 4 5 6 7 8 9

1. Exports 34,356 = 49,120 @ 38,273 @ 48,987 @ 40,985 37,257 @ 52,549 @ 39,820
2. Imports 56,346 | 80,545 @ 59,510 @ 87,663 | 67,038 | 71,961 | 74,895 | 54,418

3. Trade
Balance -21,990 | -31,425 | -21,237 | -38,676  -26,053 | -34,704 -22,346 @ -14,598
(1-2)

4. Invisibles,

net 15,310 | 22,406 | 16,940 | 26,164 | 21,522 @ 21,671 | 20,820 | 19,345

5. Current
Account
Balance
(3+4)

6,680 -9,019  -4,297 | -12,512  -4,531 -13,033 -1,526 | 4,747

6. Capital
Account 17,880 | 11,254 | 33,533 | 7,778 | 31,269 | -4,848 | 26,516 | -4,447
Balance*

7. Change in

-11,200 | -2,235  -29,236 4,734 | -26,738 | 17,881 | -24,990 | -300
Reserves#

Note: *Including errors and omissions;# On BoP basis (i.e. excluding valuation); P: Preliminary;
PR: Partially Revised (-Indicates increase; + indicates decrease)

To counter the negative fallout of the global slowdown on the Indian economy and
export sector, the Government/RBI responded by providing carefully designed and
calibrated stimulus packages in the form of fiscal, monetary and export promotion
measures from time to time, including the announcements made in the Budget 2009-
10 and in the Foreign Trade Policy (FTP) 2009-14%, to provide support, particularly
to employment intensive sectors to affect the export sector in general and the
employment intensive sectors affected by the global financial crisis in particular
(Table 4).

20 The short term objective of FTP (2009-14) is to arrest and reverse the declining trend of exports and to provide
additional support especially to those sectors which have been hit badly by recession in the developed world. The
long term policy objective for the Government is to double India’s share in global trade by 2020.
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Table 4: Change in Employment due to Economic Crisis in Selected Industries

Non-Exporting Units Exporting Units Total

Gems and Jewellery -8.43 -11.9 -8.58
Transport 0.00 -4.03 -4.03
Automobiles -1.26 -4.79 -2.42
Metals -2.60 -1.24 -1.91
Textiles -1.29 0.32 0.91
Mining -0.32 -0.33 -0.33
BPO/IT -0.33 1.08 0.55

Total -1.33 -0.81 -1.01

Source: Ministry of Labour and Employment, Government of India, 2009

Some trade policy measures taken by Government of India, RBI to promote exports,

reduce inflation and increase employment opportunities in export oriented sectors
during 2008-09 and 2009-10 include the following.

Interest subvention of 2 per cent from December 1, 2008 to September 30, 2009
to the labour-intensive sectors of exports such as textiles (including handloom),
handicrafts, carpets, leather, gems and jewellery, marine products and SMEs. This
was further extended to March 2010 (Ministry of Textile, 2009).

Inclusion of handicrafts® items in the Vishesh Krishi and Gram Udyog Yojana?
(VKGUY);

Provision of an additional Rs 1,100 crore to ensure full refund of CST/terminal
excise duty/duty drawback claims on deemed exports.

Extension of the DEPB scheme till the end of December 2010%.

Restoration of DEPB rates for all items where they were reduced in November 2008
and increase in duty drawback rates on certain items effective from September 1,
2008.

21 According to Export Promotion Council for Handicrafts (EPCH), exports of handicrafts in April-Nov 2008 were of
$ 1074 millions lower by about 44per cent compared to the figures of $1927 millions in April-Nov 2007. Loss of
employment has also been quite substantial running into lakhs (trade estimates) in the two sectors of textiles
and handicrafts. In order to help its exporters out of these very difficult situation, EPCH has been trying its best to
secure sops from government so that the intensity of pain of its exporters is lessened. Apart from usual demands
such as increase in DEPB & drawback rates, lower interest rates on export credits, income tax relief, etc., EPCH
approached government with a very ingenious demand to include handicraft items in the list of Vishesh Krishi &
Gram Udyog Yojna (VKGUY), so that exports of handicrafts becomes entitled to 5per cent duty free scrip on an-
nual exports. It is a matter of great achievement for EPCH that its demand has been accepted and a Public notice
No. 115 dt. 15-12-2008 also issued in this regard.

22 Inthe last 5 years, around 900 products relating to ten sectors have been granted benefits under the Vishesh Kri-
shi Upaj and Gram Udyog Yojana scheme and 100 products covering more than 10 sectors were granted benefits
under the Focus Product scheme.

23 The DEPB scheme is popular amongst exporters as it reimburses customs duty paid by them on inputs through
duty-free scrips that can be sold freely in the market. Since the reimbursement rates are pre-determined , based
on the value of exports, exporters do not have to necessarily import inputs. In that sense, it is a kind of subsidy
for exports. The government has been considering replacing it with a new scheme that would reimburse state
taxes, as in the current DEPB scheme the reimbursement is not directly related to imports by exporters. However,
due to legal complications and disagreement between state governments and the Centre over who would hand
out the reimbursements, the new scheme could not take off. The scheme has, therefore, been extended on a
piecemeal basis, the latest extension effective till December 31, 2010.
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Provision of additional fund of Rs 1,400 crore for the textile sector to clear the
backlog claims of the Technology Upgradation Fund (TUF?4).

Excise duty reduction across the board by 4 per cent for all products except
petroleum products and those products where the current rate was less than 4 per
cent.

Extension of the adjustment assistance scheme to provide enhanced Export Credit
Guarantee Corporation (ECGC) cover at 95 per cent to badly hit sectors up to March
2010.

Sections 10A and 10B related to sunset clauses for STPI?*> (Software Technology
Park of India) and EOUs (Export Oriented Units) schemes respectively extended for
the financial year 2010-11. Anomaly removed in Section 10AA related to taxation
benefit of ‘unit vis-a-vis assessee’;

Additional items allowed within the existing duty-free imports entitlement for
some employment-oriented sectors like sports goods, leather garments, footwear
and textile items.

The guarantee cover under Credit Guarantee Scheme for Micro and Small
Enterprises on loans doubled to Rs 1 crore with a guarantee cover of 50per cent.
The guarantee cover extended by Credit Guarantee Fund Trust increased to 85per
cent for credit facility upto Rs. 5 lakh. The lock-in period for such collateral-free
loans reduced.

Measures related to service tax which include, among others, exemption from
service tax on services linked to exports like the transport of goods by road and
commission paid to foreign agents.

Diversification of exports to emerging markets of Africa, Latin America, Oceania
and CIS countries under the Focus Market Scheme and Market Linked Focus
Product Scheme?®.

Setting up a Directorate of Trade Remedy Measures to support Indian industry and
exporters especially the MSMEs, in availing of their rights through trade remedy
instruments under the WTO framework.

24 The Indian Textile Industry has suffered from severe technology obsolescence and lack of economies of scale,
which in turn diluted its productivity, quality and cost effectiveness, despite distinctive advantages in raw mate-
rial, knowledge base, and skilled human resources. While the relatively high cost of state-of-the-art technology
and structural anomalies in the industry have been major contributory factors, perhaps the single most impor-
tant factor inhibiting technology upgradation has been the high cost of capital, especially for an industry that
is squeezed for margins. Given the significance of this industry to the overall health of the Indian economy, its
employment potential and the huge backlog of technology upgradation, it has been felt that in order to sustain
and improve its competitiveness and overall long term viability, it is essential that the textile industry has access
to timely and adequate capital, at internationally comparable rates of interest in order to upgrade the level of its
technology. In the light of above, the Technology Upgradation Fund Scheme was launched on 01.04.1999 for a
period of five years, which has been subsequently extended till 31.03.2007, the terminal year of the Xth plan.

25 Software Technology Parks of India (STPI), is a society set up by the Ministry of Information Technology, Govern-
ment of India in 1991, with the objective of encouraging, promoting and boosting the Software Exports from
India.

26 It has been endeavored to diversify products and markets through rationalization of incentive schemes including
the enhancement of incentive rates which have been based on the perceived long-term competitive advantage
of India in a particular product group and market. New emerging markets have been given a special focus to en-
able competitive exports. This would of course be contingent upon availability of adequate exportable surplus for
a particular product. Additional resources have been made available under the Market Development Assistance
Scheme and Market Access Initiative Scheme.
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Higher support for market and product diversification and additional resources
under the MDA (Market Development Assistance?’) and MAI (Market Development
Initiatives).

Introduction of EPCG at zero duty for engineering and electronic products, basic
chemicals, pharmaceuticals, apparels and textiles?, plastics, handicrafts, chemicals
and allied products and leather and leather products till March end 2011.

Duty drawback facilities on jewellery exports to neutralize duty incidence®.
In an endeavour to make India a diamond international trading hub, it has also
been planned that more diamond bourses will be established in key centres
like Ahmedabad, Surat, Kolkata and Hyderabad. The one in Mumbai is nearing
completion

Expanding the Market Linked Focus Product Scheme to bicycle parts, motor cars
and motor cycles, apparels and clothing accessories, auto components etc. for
exports from April 4, 2009 to September 30, 2009.

Enhancement of the Export Obligation Period under the Advance Authorization
Scheme from 24 to 36 months without payment of composition fee.

Widening the coverage of the ECGC by making available back up guarantee to the
ECGC to the extent of Rs350 crore to enable it to provide guarantees for exports to
difficult markets/products.

Abolishing basic customs duty of 5 per cent on rough / unworked corals.

Constituting two high-level committees, one chaired by the Prime Minister and the
other by the Cabinet Secretary for regular monitoring.

A Committee under the Chairmanship of Finance Secretary constituted to resolve all
problems related to non-availability of dollar credit to exporters by the concerned
Banks.

To accelerate exports and encourage technological upgradation, additional duty
credit scrips for status holders @ 1 per cent of the f.0.b. value of past exports for
certain specified sectors upto March end 2011.

New incentives in January 2010 by adding new products in FPS, new products and
markets under MLFPS, new products under VKGUY and new markets under FMS.

27 A Market Development Assistance Scheme is currently operated by the Ministry of Commerce with a view to
encourage exporters (including SSI exporters) to access and develop overseas markets. The scheme offers fund-
ing for participation in international fairs, study tours abroad, trade delegations, publicity, etc. Direct assistance
under MDA for small scale units is given for individual sales-cum-study tours, participation in fairs/exhibitions
and publicity. SIDBI operates a scheme of direct assistance for financing activities relating to marketing of SSI
products.

28 Textile has been one of the worst effected segments from the global downturn and resulting pressure in exports.
While there has been some improvement in demand from the developed countries, the textile space has become
increasingly competitive since the crisis began and industry insiders are contending that India was failing to com-
pete with rival exporters like Bangladesh and China on pricing as these countries were giving greater support to
their exporters. On the other hand, textile companies in India are facing increasing cost side pressures. Cotton
and yarn prices too have increased considerably this year and despite a partial ban on exports, prices continue to
remain significantly high on a year-on-year basis. This has not only put a lot of pressure on textile companiesa€™
margins, but has also curtailed their ability to compete on pricing front, particularly for smaller companies. An-
other reason for decline in exports by small players is that domestic demand has remained robust and attractive,
and these players therefore are preferring to cater to local buyers.

29 According to the provisional figures received from the Gem and Jewellery Export Promotion Council (GJEPC), the
total export of cut and polished diamonds for the month of August 2009 is US $1082 million (Rs 5171 crores) as
compared to US $1423 million (Rs 5970 crores) last year, declining by around 24 percent.
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Reserve Bank of India has also taken some steps to boost export sector. A special re-
finance facility has been put in place for banks for the purpose of extending finance
to exports, micro and small enterprises, mutual funds and NBFCs. Provisioning
requirements have been lowered. Export Credit Refinance facility for commercial
banks increased to 50per cent of the outstanding Rupee Export Credit. Further,
refinance facility has been granted to the EXIM Bank for an amount of Rs. 5000 crores
for providing pre-shipment and post-shipment credit in Rs. or dollars.

Indian Export Performance in Post Recession Period

As a result of measures taken by Governments of India and slow recovery in
international market, Indian exports started to recover since October 2008. However,
India’s merchandise exports during October 2009 at USS$ 13.2 billion recorded a decline
of 6.6 per cent, as compared with a decline of 3.7 per cent registered in October 2008.
But, the rate of decline in exports witnessed in October 2009 was the lowest since
November 2008. This was partly due to base effect®. The decline in exports which
began since October 2008 reached the maximum level at 38.9 per cent in May 2009.
Thereafter, the rate of decline in exports showed continues reduction. The export
performance improved considerably since August 2009, as the monthly rates of
decline in exports during August-October 2009 were much smaller than those in all the
previous months in 2009-10, i.e., April-July 2009. India’s merchandise exports during
November 2009 at USS$ 13.2 billion recorded a growth of 18.2 per cent as compared
with a decline of 13.5 per cent registered in November 2008%. India’s merchandise
exports during December 2009 at USS 14.6 billion recorded a growth of 9.3 per cent
as compared with a decline of 8.6 per cent registered in December 2008. The decline
in exports which began since October 2008 continued for twelve consecutive months.
The exports turned around by exhibiting an increase of 0.3 per cent in October 2009.
The positive growth in exports continued in November 2009 at 18.2 per cent and in
December 2009 at 9.3 per cent®*(Figure8).

Figure 8: Month Growth in USS Value of Exports During 2008-09 & 2009-10
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30 When changes in the CPI in the base month have a considerable effect on twelve-month measured inflation, this
is commonly referred to as a base effect. Base effects are therefore the contribution to changes in the annual
rate of measured inflation from abnormal changes in the CPI in the base period.

31 Cumulatively, exports during April-November 2009 stood at US$ 104.2 billion, posting a decline of 22.4 per cent
as against a growth of 32.7 per cent during April-November 2008.

32 Cumulatively, exports during April-December 2009 stood at USS 117.5 billion, posting a decline of 20.4 per cent
as against a growth of 27.5 per cent during April-December 2008.
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Thus, India’s merchandise exports started to increase since November 2009 and
continued even in the month of December 2009. But the real recovery started in
Month of January 2010. India’s merchandise exports during January 2010 at USS 14.3
billion recorded a growth of 11.5 per cent as compared with a decline of 13.6 per
cent registered in January 2009. India’s merchandise exports grew by 34.8 percent
to USS$16.09 billion for the fourth consecutive month in February following revival of
economies in developed countries. The rise for the fourth straight month in February
comes after 13 successive months of decline since October 2008 due to the global
meltdown. India’s exports in February 2010 were valued at US$16.09 billion, which
was 34.8 per cent higher in dollar terms (26.7 per cent in rupee terms) compared
to the corresponding month last year at US$119.41 billion. However, exports during
the April-February period declined by 11.3 percent in dollar terms and 6.1 percent
in rupee terms to USS$S153 billion from USS$172.3 billion in the same period last fiscal.
Maintaining an upward trend for the fifth consecutive month, India’s exports grew
by a whopping 54.1 per cent to USS 19.908 billion in March this year as compared to
USS 12.916 billion in the same month of 2009. Evidently, India recorded the highest
growth rate (in value) among the world’s top 70 economies in merchandise exports
by clocking a 13 per cent increase during the March quarter over previous quarter.
In other words, India raked in 13 per cent more dollars from merchandise exports
valued at US$50,342 million during March quarter as against US$44,417 million in the
December quarter. It surpassed global majors such as China, US, Japan, France, the
UK and Germany, in the growth rate during the quarter, according to the World Trade
Organisation data*? (Table 5).

March 2010 (quarter) Dei;"::ﬁ;f;) 09 perlsﬁ::itocnhagg;e o
India 50,342 44,417 13
us 296,651 293,986 1
Japan 176,894 185,144 1
Germany 302,995 320,173 -5
UK 94,527 100,419 -6
France 129,796 131,104 -2

The data for about 70 economies representing about 90 per cent of world trade show
that merchandise trade declined in January and February 2010, then rose sharply in
March (Simhan, 2010). This trend was also seen in India. In March, 2010 exports rose
to $19,908 million as against US $16,091 million in February and US$14,343 million in
January, the WTO data show. India’s merchandise exports in May rose by 35 percent
to US $16.14 billion compared to $11.9 billion in the year-ago period. The exports
touched US$ 17.75 billion in June 2010, posting a 30.4 per cent growth as compared
to the corresponding period in 2009. But, merchandise export rose at its slowest pace

33 The value of world merchandise trade was around 25 per cent higher in the first three months of 2010 compared
with the same period of 2009, according to the WTO figures. Global exports rose by 27 per cent while imports
rose at 24 per cent, the WTO report says.
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in July 2010. During the month, exports grew by 13.2 per cent to USS$ 16.24 billion,
compared to US $ 13.62 billion in the month last year. India’s export growth, which
had slowed down to 13.2 per cent in July, bounced back to 22.5 per cent in August
2010 (Figure 9).

Figure 9: Monthly Exports Growth Rate During 2010-11
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Source: Ministry of Commerce and Industry

India’s exports have registered a growth of 23.4 per cent during September 2010, at USS
18.02 billion. But, the exports declined to 19.4 per cent in October 2010. Exports again
increased in November 2010 and stood at 35 per cent and 55.2 per cent in December
2010. Through export growth decelerated from July to September after high spurts
in Feburary 2010 to June 2010, cumulative export growth in April-December 2010-11
was good at 29.5 per cent with cumulative exports reaching USS 164.7 billion during
this period. India’s export value figures reflected significant growth during January
2011 at USS 20.6 billion as compared to USS$ 15.55 billion in the corresponding month
in 2010. India’s exports have registered a growth of 49.8% during February 2011, at US
S 23.6 billion®*. India’s export grew 44 per cent in March 20113, India’s merchandise
exports have reached to US $245.6 billion during 2010-11 (April-March) and recorded
a growth of 37.8 % over the corresponding period of previous year as against a decline
of 2.5% during 2009-10. In short, fiscal year 2010-2011 ended with exports recording
the highest ever growth rate of 37.7 per cent. The strong growth of in 2010-2011
indicates that the world economy has struggled off the adverse effect of the crisis,
leading to higher global demand. UAE, USA, China, Singapore and Hong Kong were
the top five destinations for India’s exports®. These five countries together accounted
38.9 per cent of India’s total exports.

34 During April-February 2010-2011, the following sectors have done well viz., engineering, 81% ($ 52.7 billion);
gems & jewellery, 5.4% (26.9 billion); POL, 34% ($ 32.9 billion); RMG, 2% ($ 10 billion); manmade fabrics, 14% ($
3.7 billion); cotton yarn, 43% ($4.9 billion); electronics, 40% ($ 7 billion) plastics, 41% ($ 4.1 billion); chemicals,
22% (S 7.5 billion); pharmaceuticals, 15% (S 9.1 billion); carpets, 37% (S 0.9 billion); leather, 11% ($ 3.3 billion);
and marine products, 20% ($ 2.3 billion).

35 Total exports during March was $29.1 billion, compared to an average of $20 billion per month for the full year.
Exports were in their teens during the early part of last year. After remaining in the $7-8 billion range for several
months (and registering year-on-year declines), India’s oil import bill again started climbing in March.Oil imports
during March was $9.4 billion, 8.2% higher than March 2010, reflecting the stress put by galloping crude prices on
the Indian economy. India imports around 75% of its consumption, though the recently started Rajasthan block
production helped bring the zooming bill under control. For the full year, oil imports were at USS$ 101.7 billion, an
increase of 16.7% over the $87.1 billion during 2000-10.

36 Exports to China recorded the fastest increase of 77 per cent during April to January 2010-2011. Exports to other
five markets increase in the range of 16-36 per cent.

a Export Trade Performance of Indian Economy during and Following the Global Financial Crisis
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The trend of robust growth in exports that commenced in the second half of 2010-
11 continued in 2011-2012. In April 2011, exports grew by 34.4 per cent to USS 23.8
billion. The increase was over an equally hefty rise of 42 per cent in April 2010. India’s
Exports during May, 2011 were valued at US $ 25941.28 million (Rs. 116488.01 crore)
which was 56.93 per cent higher in Dollar terms (53.82 per cent higher in Rupee
terms) than the level of US S 16530.85 million (Rs. 75730.31 crore) during May, 2010.
Cumulative value of exports for the period April-May 2011 -12 was US $ 49790.60
million (Rs 222307.44 crore) as against US $ 34272.98 million (Rs154681.89 crore)
registering a growth of 45.28 per cent in Dollar terms and 43.72 per cent in Rupee
terms over the same period last year.

Recovery in Service Exports: as mentioned in the paper, Indian exports of services did
not decline much due to global financial crisis®’. In fact, considering net exports of
total services and services in IT sector, each quarter of 2008-09 performed better than
the corresponding quarter of 2007-08. As per the WTO press release, India ranked
at 9% position in world trade in commercial services. However, slowdown in services
export witnessed during 2009-10, but it was not much. Overall performance of service
exports during and post financial crisis is satisfactory.

Year 2007-08 2008-09 2009-10
Services Exports 90342 101678 (PR) 93791(P)
Merchandise Exports 166162 189001(PR) 182163(P)
Total Exports 256504 290679 275954

Note: P- Preliminary; PR-Partially Revised

But, the recent protectionist measures put in place by the US against IT outsourcing
will undoubtedly hit Indian IT firms. However, we believe that the impact will not be
as large as the local media suggests and that the US is unlikely to pile on significantly
more protectionist measures going forward, although we do not rule out more political
bluster ahead of congressional elections in November. Recent protectionist moves
by the US, including the near doubling of IT-related visa fees for companies which
hire a large number of foreign employees, and a decision by the State of Ohio to ban
government projects from being outsourced, will deal a blow to India’s IT companies.

India’s trade has increased rapidly, by 11 per cent a year since 1978. Though its export
share also went up from 0.4 per cent to 1.2 per cent, it is still a rather minor player in
the world economy. In recent years India has also made rapid stride in services exports

37 Services growth slowed in 2009-10 as a result of the global recession, but the decline was less pronounced than
the slowdown in merchandise export growth, and has recovered rapidly in the first half of 2010-11 with a growth
of 27.4 per cent. The overall openness of the economy reflected by total trade including services as a percentage
of GDP shows a remarkable increase from 29.2 per cent in 2000-01 to 53.9 per cent in 2008-09, though it dipped
to 46.1 per cent in 2009-10 due to the global crisis. The dip was more due to fall in share of merchandise trade to
GDP to 35 per cent in 2009-10 compared to 41 per cent in 2008-09. The fall in the share of services trade to GDP
was less than 2 percentage points from 12.9 per cent to 11.2 per cent.

l- Export Trade Performance of Indian Economy during and Following the Global Financial Crisis
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and improved its share in worldwide exports from 1.2per cent in 2000 to 2.7per cent
in 2008. India’s rank among leading services exporters in the world moved up from 22
to 9, with the value of commercial services exports from India rising from US $17.6
billion to over US $102 billion in the same period. Share of Services exports to the
gross domestic product (GDP) ratio currently stands at around 9 per cent. Further, it
is expected that India will continue its growth in trade and economy, rendering the
country a more significant role in the world, especially as China’s future expansion may
be constrained by rising costs. Notably, during the time global financial crisis, India’s
export performance was satisfactory compared to other Asian economies (China,
Japan, South Korea, Malaysia, Taiwan and Thailand). In fact, Indian merchandise
exports grew the fastest in 2008-09 with Korea a close second. India’s exports increased
from USS 44 billion in 2002-03 to USS$ 163 billion in 2008-09 (CAGR of 24.5 per cent).
However, in October 2008, India’s exports growth rate turned negative (-12.1 percent)
which continued ftill October 2009 (negative export growth rate for 13 months).
Thus, the picture was different in 2009-10. South Korea was the best performer with
negative growth in only four months and a smaller decline than other countries. With
the recovery of global economy and strong initiatives of government of India, exports
growth rate turned positive in November 2009 and continue till date. The latest
figures gave hope to policymakers on meeting the exports target of USS 450 billion
by 20143, The export performance of service sector was highly satisfactory during
global financial crisis. IT software and service exports from the country has grown
from USS 17.7 billion in 2004-05 to USS 47.7 billion in 2008-09. However, the overall
services exports declined by 7 per cent during January-March 2009 and by 3 per cent
in the subsequent quarter as compared to a positive growth of 14 per cent and 22 per
cent respectively in the first two quarters of 2008. Main reason for this dip in software
service export was deep recession in North America, UK and European markets that
account for more than 85 per cent of Indian software and services exports. Thus, it is
expected that India has the capability to double its share in the global services exports
in the next four-five years.

Thus, slowdown in economies of US and Europe has seriously affected Indian exports.
The crisis was real and big in exports sector; affected some sectors very badly. The
fall in exports from India has proved to be disastrous as it has led to the closure of
businesses and the loss of employment running into lakhs. Thousands of migrant
labourer who lost their employment due to crisis, had return to their villages. To quote
Sainath (2009):

The collapse of the export market in urban Gujarat has had hard to imagine
ramifications in Orissa’s villages. That collapse has seen nearly 50,000 of close to
half a million (overwhelmingly male) migrants in Surat, to return to Ganjam. Migrant
remittances are mainstay for Ganjam’s roughly 3.5 million people.

Therefore, it is a major challenge for India to properly manage the fallout from the
current global slowdown on its export sector and limit the adverse consequences
for employment situation in the country. To build resilience of the economy to

38 But it has also left them worried over the mounting trade deficit.
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trade shocks and improve competitiveness of the exports, it would be useful for the
government to consider some mitigating strategies. First, labour intensive sectors such
as textiles and handicrafts which were the worst affected by the crisis are proposed
to be given special attention®. Second, there is need to diversify the destinations,
and making exports to emerging economies like Africa, Latin America, Oceania and
CIS countries are more viable. Third, India has potential to significantly increase its
exports from the current level (potential products) or start exporting the new product.
As a first step in harnessing this potential, it may be useful for the industry and
government to identify specific reasons why India’s comparative advantage in these
products has not translated into export gains. As India is in the process of negotiating
free trade agreements with most of these countries, this opportunity could be used
to address border and behind-the-border trade-related constraints identified in the
importing country. Fourth, during 2008, Indian currency depreciated more than 20
per cent against the US dollar. Despite the remarkable depreciation of Indian rupees,
exports declined significantly during 2008-09. Thus, there is a need to understand the
fact that India’s exports depend less on the value of rupees and more on the quality
and reputation of products. Evidently, in 2007-08 in the phase of appreciation of
Indian rupee, India achieved significant growth of 27 per cent, while after the rupee
depreciate, September 2008, registered an export growth of only 10.4 per cent. Fifth,
though India continues to be the most preferred destination for global IT sourcing
due to its talent pool, top-quality management and security and quality focus, there
are certain short-to-medium term challenges that need to be addressed swiftly. For
merchandise export, it is suggested that India needs to map out its technological gaps
and invest heavily on R&D so that it makes products and sells goods & services of
supreme quality so that Indian products can create space for themselves. Investment
in R&D in India is just negligible; as a result it still imports equipments and processes
for setting up power plants, oil & gas facilities, telecommunication infrastructure,
engineering plants and so on and so forth.

39 As India’s exports slow down, a worried UPA government on Monday induced fresh stimulus worth Rs 1,050
crore to labour intensive export sector such as handicraft, leather, handloom, silk carpets, toys, engineering items
and sports goods. The sops include an additional benefit of 2per cent bonus (interest rate subvention for pre-
shipment credit), over and above the existing Sper cent, to these sectors. Other measures include extension of
schemes like EPCG and Duty Entitlement Passbook (DEPB). Government’s objective is to avoid another spell of
unemployment which might occur due to lack of orders from US and Europe.
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George A. Akerlof and Robert J. Shiller.

Animal Spirits: How Human Psychology Drives the Economy, and Why It Matters for
Global Capitalism. (Princeton: Princeton University Press, 2010, ISBN: 978-0-691-
14592-1, 230pp., $16.95)

This book appeared against the backdrop of a near meltdown in the U.S. economy and
the election of Barack Obama as President of the United States. Because candidate
Obama championed stimulus spending to repair the economy, there was anticipation
that the release of Animal Spirits would coincide with a renewed enthusiasm for the
economics of John Maynard Keynes inside 1600 Pennsylvania Avenue.

More important than the timeliness of the book was the legacy that it leaves behind.
This book helps us to understand as never before how macroeconomics really works.

The authors suggest that Keynes’ animal spirits drive the economy, especially the
troublesome fluctuations that free market economists have never been able to
adequately explain. By “animal spirits” Keynes meant the restless and inconsistent
elements in the economy, particularly how we relate to uncertainty or ambiguity.
These are mental phenomena that are often irrational or non-logical, and beyond the
interest of most economists. For this reason, animal spirits remained an unarticulated
portion of Keynes'’ classic General Theory of Employment, Interest and Money.

As 2009 began, it was obvious that thirty years of a virtually unregulated free market
economy had not resulted in great prosperity but had brought the U.S. and the world to
the brink of financial disaster. Thus, some economists looked to an old hero in Keynes
to right the ship. Social science, meanwhile, accumulated 75 years of knowledge since
Keynes’ General Theory to help us better interpret the animal spirits and how they
guide the economy.

First and foremost among the animal spirits, according to the authors, is confidence
in the economy. As they rightly note, such confidence is not gained through a highly
rational process of feeding data into computers and assessing the results. More likely
it is a gut check, a feeling, an instinct of some kind that the economy will go well. More
than that, it is a deeply intuitive trust that the economy will prosper. These feelings, as
the authors point out, are non-logical processes.

Second, the setting of wages and prices depend largely upon concerns about fairness,
something that does not typically concern economists. Third, when the economy is

a Book Review



Book Review

<L

going well there is a temptation toward corruption and anti-social behaviour. For too
long, corruption has been treated as a rare event. The corrupt individuals are replaced
and economic life moves on. But there has been too much corruption over the years
and a broad range of legal instruments enacted to combat it. Why then, does it persist?
It is because temptations toward corruption play a role in the daily operation of the
macro economy. Fourth, money illusion occurs when the public is confused about
things like inflation or deflation, and does not reason through its effects. Finally, our
sense of reality of who we are and what we are doing is intertwined with the stories
of our lives and the lives of others. These collective stories play an important role in
the economy.

It stands to reason that any book that helps us understand the economy will also be able
to provide relatively straight answers to essential questions about macroeconomics,
and the book does not disappoint in this regard. Why do economies fall into
depression? In the two most significant depressions in U.S. history, fundamental
changes in confidence in the economy, the willingness to press pursuit of profit to
antisocial limits, and changes in the perception of economic fairness were vitally
important influences.

Much to Akerlof and Shiller’s credit, they do not discard all previous understandings
of economic theory to arrive at the answers they document. At a fundamental level of
economic performance, free markets do work. It is the corrections or adjustments that
have caused us the most pain, and we are now in better position to analyze the active
features of these adjustments because of animal spirits.

As everyone now knows, history interceded to ruin the authors’ dream of becoming
trusted advisors to the new President. Voter backlash against the growing federal
deficit lead to Democrats being shellacked in the 2010 elections and the President
beating a hasty retreat toward neo-liberal policies of his predecessors. As a result,
America may be in line for a much longer recovery than originally planned due to
the abandonment of Keynesian economics in mid-stream of Obama’s first term.
This matters little in the end, because the legacy of this book as a restarting of the
conversation about how capitalistic economies really work is one that will last far
beyond the Obama Administration and several successors.

The future is bright for the field of behavioural economics. As behavioural economists
get to know the animal spirits better, we will gain a more nuanced comprehension
of how the animal spirits direct the economy. This book is not just a renewal of a
conversation but the beginning of a research agenda. There is an immense potential
forinterdisciplinary work between behavioural economists, psychologists, sociologists,
social psychologists, and criminologists that could be beneficial to all parties. An alliance
between behavioural economics and sociology, for example, could lend sociology
a much needed sense of legitimacy. In return, sociology could assist behavioural
economics to better understand those episodes of overconfidence — manias - as well
as the panics which signify the bursting of the bubble. Such an examination might
result in critical questions being asked of business leaders earlier in the game as the
bubble is growing. Painful though the questions might be, asking them could lead
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investors away from a ruinous downfall. The authors probably know that with these
kinds of inquiries, economics could renew its reputation as the dismal science. Even
so, the economics they portray is energetically infused with human qualities. Whether
economics can be a human science is the debate that lies ahead.

Assoc. Prof. Stan C. Weeber
McNeese State University

Lake Charles, LA, USA
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Hard Line: The Republican Party and U.S. Foreign Policy Since World War II. (Princeton:
Princeton University Press, 2010, ISBN 978-0-691-14182-4, 386 pp., £18.00)

Colin Dueck’s superbly written history of Republican American presidents since the
end of World War Il is a fine introduction to American conservatism and American
presidential politics alike. Most historians and political scientists focus their attention
on a single administration and try to describe changes within a single or between
two or three consecutive administrations. That is quite fine of course, but what is
often missing is the evolution in a particular brand of a political party’s approach to
a specific area over a prolonged period of time, a longue durée so to speak. This lack
of attention to changes in the long run has contributed to the misperception that
there is one Republican or Democratic angle to foreign affairs. Dueck therefore tries
to complement the history by focusing on the evolution of Republican foreign policy
over the past six decades and though the book’s title suggests a consistent Republican
approach to foreign affairs, he excels in describing the different angles by which
American Republican presidents have perceived international relations and formulated
their policies. The author does not hide his general sympathy for a conservative
stance on foreign policy but manages a critical evaluation where it is being called for.
The book’s narrative does not necessarily add anything new to the existing body of
research, but it is, nonetheless, a rather apt description of American conservative
thought and Republican politics alike. Dueck brilliantly conflates the recent history
of political thought, the emergence of new and powerful lobbies, party and domestic
politics, and public diplomacy with the performance of Republican presidents. And
wherever convenient Dueck pays sufficient attention to developments on the side of
the Democratic party as well.

The major shortcoming of this volume is its apparent focus on the White House. All
told that is excusable when writing a book on such a broad and rich topic, but what
remains missing is the particular dialectic in formulating foreign policy when dealing
with different Congresses. Dueck is keenly aware of that and has added a chapter
on Barry Goldwater, which allows him to focus on a lawmaker who has indeed
been key to the development of Republican foreign policy in the second half of the
twentieth century. But the chapter confuses the structure of the book, particularly
when taking into account that he subsumes the development of Republican foreign
policy in the Clinton-years under a chapter on George H. W. Bush. On the upside,
Dueck manages to set the record straight on some conservative administrations.
When describing the Nixon administration’s foreign policy he gives it generally good
marks and argues convincingly that the public impression of the Nixon-years is unduly
overshadowed by the Watergate scandal, even though his foreign policy legacy is one
of overwhelming success. He is correct in pointing to Nixon’s successes but then again
historians have been assessing Nixon’s legacy more favourably in recent years anyway.
When discussing the legacy of George W. Bush he is also following a path that more
political scientists have taken in recent years. He rightly criticises Bush’s handling of
the Irag occupation, but he also gives him credit for improving relations with all of
Asia’s powers and finally turning around the situation in Iraq. It is in the description of
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George W. Bush’s legacy that, according to Dueck, the cycle of realignment in American
foreign policy is complete. The promotion of democracy abroad by military means
has become what others have termed Wilsonianism in Boots. In itself a deeply liberal
project it is now naturally identified with a hawkish Republican president. Dueck has
managed to write a thorough account of Republican foreign policy as it was exercised
from Republican White Houses. It is not, however, a major breakthrough in political
science. A fascinating read it is nonetheless.

Dustin Dehez

Global Governance Institute, Brussels
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Unsettled Account: The Evolution of Banking in the Industrialized World Since 1800.
(Heidelberg: Springer-Verlag, 2010, ISBN: 978-0-691-13905-0, 400 pp., £27.95)

People love to feel special. Unfortunately, not seldom does this mean superior, but
sometimes it just means different in the broader sense; as part of a collective or as an
individual. While not always eager to admit it, people tend to find their convictions
superior to the beliefs of others, the countries they happen to been born in to be
fundamentally different from others, and the era they live in to be a radical break from
a relative stable past. Nevertheless, however unique each individual and community
is, they resemble each other much more than one might wish. Countries’ perceived
superiorities are quickly dismissed by the fact that one can hear the same pride in
so many different countries: ‘our’ food is best, ‘our’ people are the most beautiful,
hospitable, friendliest, entrepreneurial and can be found anywhere in the world, ‘our’
country has the most beautiful landscapes, ‘our’ language is the most difficult, etc.
The same goes for eras. For example, during the recent boom, it was often claimed
that this boom was fundamentally different from earlier ones. During the current bust,
dramatic news headings claim basically the same, but from the negative side. The
effects of the crisis are devastating, and important to react to. The share of households
around the world suffering from —already prevalent— poverty increased during the
crisis, just as it did during previous crises.

Precisely here is where ‘Unsettled Account’ makes an invaluable contribution. It is
a realistic book, reminding us of the fact that banking crises have been surprisingly
common during the past two centuries. In fact, these crises are so common that the
author in this book, and in his various publications cited throughout the book, has no
problem in performing statistical analyses with large-enough number of observations
of ‘banking crises’ and bank bankruptcies.

Grossman starts-out from a brief account of the origins of banking, going as far back
as discussing 5,000 BC interest-bearing loans of food, and mentioning how Egyptians
used a word for interest which was derived from ‘to give birth’. He then quickly moves-
on to the focus of the book: banking crises. While banking crises were somewhat more
common before 1900, even during the relatively brief period from 1980 to spring 1996,
as many as 133 of IMF’s 181 members experienced significant banking problems. Three
causes of banking crises are identified: 1) boom-bust fluctuations, with banks lending
too much in periods of growth with the over-committed defaulting when growth slows
down, 2) shocks of confidence usually related to war, and 3) bank structure. The first
seems to the most usual scenario, e.g. with all of the major 19" century UK banking
crises were preceded by a period of startling growth, and speculation of some kind.

Some institutional arrangements seem to be associated with more stable banking
sectors. Grossman’s analysis shows for example that branching can spread geographical
risks, thus making banks less crisis-prone. Elsewhere, he argues that double or unlimited
liability makes bank owners more wary of overly risky investments. Nevertheless,
Grossman is honest about the complexity of finding evidence for the effectiveness of
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such institutional arrangements in avoiding crises. This realistic caution not to over-
stretch findings fits well with the admirably low-key, solid tone of the book.

When banks go bust or are about to go bust, there are several ways to respond, or
not to respond, for governments (Grossman’s focus) and other stakeholders. These
are thoroughly analyzed in Chapter 4. This section will proof particularly useful for
policy-makers to draw lessons from. Many measures have been tried-out in the past,
probably more so than most policy-makers would expect. While understandably not
providing in-depth analysis in all cases, the book presents a large amount of tables
with information which serve as reference for scholars and policy makers to guide
them where to look for evidence. This should help them not to make the same
mistakes made in other times and places. For example, the European Commission is
currently exploring potentials and feasibility of interest rate caps (Dubois & Anderson
2010). Unsettled Accounts provides an excellent guide to identify past experiences
with such tools. Grossman further analyses in great depth the pros and cons of bank
bailouts, and describes experiences with measures such as imposing bank holidays,
simply closing down banks for a period of time to calm-down markets.

Next, causes and consequences of mergers are discussed. The book focuses on merger
frequency and development of concentration in the banking sector, and how these
relate to banking crises. Not surprisingly, economies of scale are argued to stand out
as an important driver of the merger movement. This analysis is followed by a chapter
on regulation, such as entry rules and capital requirements. Grossman interestingly
observes that capital requirements are not clearly related to actual capital-asset
ratios, with banks in countries without such regulation sometimes holding more
capital than those in countries with regulation. Capital requirements do clearly restrict
entry though.

The various statistical analyses presented throughout the book are often utterly
simplistic, usually mere bivariate correlations or between-group difference significance
tests. Even the most basic aspects of a hugely complex environment are bluntly
ignored. Furthermore, sensitivity analyses and interpretation of the statistical output
are largely absent. Nevertheless, in their simplicity, some of the bivariate analyses are
highly original and revealing, for example showing that the earlier a central bank was
established, the later it obtained a supervisory role.

The book focuses on cross-national comparison. Nevertheless, in-depth country-case
studies of England, Sweden and the US are also presented. Such multi-method approach
is its strength. At the end of the book Grossman dedicates some special attention to
recent developments, with emphasis on deregulation. Nevertheless, this book should
not be considered as a key reference concerning the current financial crisis. A recent
publication by the author provides more insight in this respect, comparing the current
crisis with the great depression (Grossman and Meissner 2010).

Naturally there are gaps in the book. The consumer side of the story receives little
attention. Dedicating some attention to this would have added flesh to the somewhat
‘dry’ legal-economic oriented text. The recently decreasing role of banks in borrowing,
as compared to other financial companies, should not go unnoticed in this regard.
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Furthermore, little attention goes to the social impact of crises. All these technicalities
have a real-life impact (e.g. Dubois & Anderson 2010) which should always be kept
in mind when dealing with the numbers. Grossman’s international focus is rare and
admirable. The US-European bias can be criticized, but by making some references
to early developments elsewhere in the world, Grossman goes already further than
many other authors. In the preface, he makes a humble remark about his knowledge
of the banking systems in countries included in his analysis. This is not necessary. What
this important book might miss out on depth, is gained in exceptionally enlightening
broadness.

Dr. Hans Dubois

Research Officer at Eurofound
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Shocked and Awed: How the War on Terror and Jihad have Changed the English
Language. (London: |.B.Tauris, 2010, ISBN: 978-1-84885-031-6, xvi+338 pp. £12.99)

It is always difficult to comment on the work of an author who has passed away before
its publication. The pervasive sense of finitude tends to draw attention to (as well as
offer a glimpse into) some of the concerns and interests that must have preoccupied
the author in his final days. What is particularly challenging is that the work under
review is by no other than Fred Halliday — a scholar, commentator, and insatiably
curious student of international affairs, whose research has left an indelible mark
on the field. At the same time, Fred Halliday has been someone who has constantly
strived to escape the straitjackets of mainstream paradigms. This was evident in his
2008 Burton Valedictory Lecture at the London School of Economics and Political
Science before moving to take a research professorship at the Barcelona Institute for
International Studies. Fred Halliday concluded his speech to the mesmerized audience
by insisting that it is music (and, in particular, dance) that can provide the creative
platforms for grasping the complexity of global life (or what he called at the time ‘the
suffering of passions in ideas and in life’).

Some have argued that his long term passion has been language and he has long
advocated that international relations scholars and commentators not only acquire
foreign language skills as these provide unique contextual cultural perspectives on
international developments, but also to use language carefully and attentively. As
often is the case, Fred Halliday was a cut above the rest — a polyglot, he had mastered
more than ten languages; yet, he joked that one should never go to a hairdresser
in a foreign language. Not only because of his linguistic and scholastic proficiency,
but mostly because of his thoughtfulness, responsibility, and attentiveness to others,
that Fred Halliday managed both to inhabit and gain unparalleled access, insight, and
knowledge to different cultural contexts. Probably, he will be best remembered for his
extensive work and commentaries on the Middle East. It staggers the imagination to
think what Fred Halliday’s account of the revolutionary fervour currently animating
the Arab world might have been.

In this respect, Shocked and Awed is a book that offers privileged access to Fred
Halliday’s own concerns and hopes. To begin with, the book is about the language
of the post-9/11 world. Yet, one should not expect a conventional account of recent
times or a mere lexicon of terms. Instead, the book is a compilation of a dictionary
and an encyclopaedia, which is deprived of the dryness and lack of character usually
associated with reference works and glossaries. In fact, it is an evocative and passionate
study of the mutually reinforcing interaction between policy-making discourses and
popular culture. As Fred Halliday demonstrates, words are not passive vehicles for
ideas and concepts. Instead, “precision in language, the challenging of essentialist
meanings, the explication of obscure terms and phrases, are not a purely scholarly
pursuit, although eminently justifiable in those terms alone: they are an essential part
of maintaining a democratic and peaceful world. Words can exalt and can explain,
but... [they] can also kill, and promote fear, hatred, and misunderstanding. For this
reason, too, “they need to be studied, challenged and controlled” (p. xiv).
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In order to impress the profound discursive alterations in the post-9/11 world and their
impact on modes of thinking, acting, and perceiving, the book is divided into twelve
separate sections. This makes possible a vivid encounter with the different aspects of
the linguistic “war on terror” — or what today is increasingly referred to as “overseas
contingency operations”. It is the attention to the complex intersectionality of language
that allows the readers to confront themselves with the reality of contemporary
world affairs. The first part of the volume details the language of counterterrorism
emerging in the US in the aftermath of the terrorist attacks on 11 September 2011.
The account than moves to the “motifs of jihad” (p. 37) and details the proliferation
of tropes and images describing terrorist formations and activities. The third part of
the volume focuses on the euphemisms around “extraordinary renditions” (p. 59).
This then provides the background for examining the language backstopping the wars
in Afghanistan and Irag. On this background, part five of the book draws a unique
glossary of Middle Eastern and Islamic expressions describing the same events.

After such parallelillustration of descriptions of reality, the sixth section of the volume
outline the variety of terms used to depict Muslims. The study than moves on to
outline the new vocabulary used to depict the relations between Israel and Palestine.
Part eight focuses on the expansion of “euphemisms of war” (p. 229) aimed to conceal
human suffering. In part nine of the book, Fred Halliday details the vitality of American
colloquialism to portray different forms of otherness. In the following section, the
book lists a range of terms mapping both the real and imaginary geographies of “the
war on terror”. In this setting, part eleven of the book details the proliferation of
language for “obscuring responsibility” (p. 275). Finally, the concluding section of the
volume draws attention to a list of “other distortion” (p. 285) in politics, history, and
international relations.

In this setting, Fred Halliday’s book cogently demonstrates that language not only
reflects, but also affects political realities. At the same time, while focusing on
narratives, the volume poignantly emphasizes the changes that have occurred in the
patterns of world affairs in the aftermath of 9/11. This is a gem of a book, that will
benefit students and scholars, policy-makers, commentators, and journalists, and,
in fact, anyone interested in current affairs. The book will also be invaluable for the
purposes of teaching and theorizing the discourses and practices of politics.

Emilian Kavalski

University of Western Sydney, Australia
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The Invisible Hook: The Hidden Economics of Pirates. (Princeton, NJ: Princeton
University Press, 2009, ISBN: 978-0691-134747-6, 288 pp., $24.95)

In his book The Invisible Hook: The Hidden Economics of Pirates, Peter T. Leeson uses
economics to describe the seemingly bizarre and contradictory behaviour of 17" and
18™ century pirates. In the epilogue, Leeson describes pirates as sadistic pacifists,
womanizing homosexuals, treasure-lusting socialists and madmen who outwitted
the authorities (though apparently not in the end...). The task of making all of those
behaviours appear rational seems daunting, but through the skilful implementation of
economic reasoning, Leeson does exactly that.

Each chapter of Leeson’s book discusses a different aspect of pirate behaviour and
explains why it makes sense when you assume that pirate’s primary motive for piracy
is pure profit. While the book is heavily invested in economic concepts as explanations,
at some points the book reads more like a history piece on pirates. The book is laced
with history and information about pirates that the average person is not likely to
know, which makes the book interesting on a historical level as well as economic. The
interspersed historical parts help to pace the book and support Leeson’s economic
points.

An example of strange pirate behaviour that Leeson deciphers is the system of
governance aboard pirate vessels. Pirate ships, shockingly, functioned as a strict
democracy. The captain, on top of having little power beyond complete command
during battle situations, was unanimously elected. Not only was he unanimously
elected, but he could also be removed at any time by the crew. At first blush, people
might find this very progressive and applaud pirates. Next, they would probably
question why it took us so long. The truth of the matter, as Leeson explains it, is that it
made perfect sense when you understand that they were after maximum profits. A key
to maximum profits for pirates was to have full cooperation and effort from the crew
at all times. Under a captain that some of the crew disliked, the crew would be unlikely
to put forth their maximum effort. There would be temptation to slack, disobey orders,
and cause trouble. Not only did the pirate crews have elected captains, but before the
ships set sail, the crews devised a strict constitution. This made the rules clear and
anyone who didn’t like it didn’t set sail, which made the constitution, like the leader,
require unanimous approval. This reinforces Leeson’s point that full cooperation from
the crew allowed the ship to operate at maximum profit making potential.

One of the most interesting explanations given by Leeson that historians have had
only cursory and unsatisfactory explanations for is the Jolly Roger, or black skull and
crossbones flag. Historians were of the opinion that the flag was meant only to strike
fear into the pirate’s targets, but Leeson holds that there is more to it than fear. Leeson
describes the Jolly Roger as an economic signal. When operating under the Jolly
Roger, the pirate crew responded harshly to any and all resistance. By flying the Jolly
Roger before taking intended targets and slaughtering entire crews for any resistance,
the pirates established the Jolly Roger as a signal that they would not tolerate any
defiance. Common perception, Leeson explains, is that pirates enjoyed fighting, killing
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and murdering. Leeson does not deny that this is true for some pirates, but reveals a
more rational (if such can ever be said of slaughter) motivation. Leeson details how
having to battle targets into submission increased the risk of piracy, since a damaged
ship could significantly set back a pirate crew’s profits. Ships were expensive to repair,
and no revenue can be generated while repairs are underway. By flying the Jolly Roger,
showing absolutely no mercy to crews who resisted, and leaving crews that did not
resist relatively unharmed, the pirates established a clear signal: resistance earned
death while cooperation would see the crew unharmed.

Throughout the book, Leeson intermixes economic concepts with historical records
of pirates and mixes in a little humour where he can. Leeson does not bring any
formulas or mathematics into his analysis, instead relying entirely on more abstract
economic concepts, which keeps the book light and accessible. Considering the age of
the material, he does not have many numbers to work with anyway. Leeson presents
detailed and convincing arguments for his analysis, challenging preconceptions the
readers may have of pirates being mindlessly evil and heartless. Few people would
know that pirates were among the first to accept black sailors as equal members of
their community; that they questioned captive ship crews about their captain and if
they said he abused his power, they often tortured and killed the captain; or that the
pirate constitutions often specified rules on drinking and smoking at night to avoid
disrupting the sleep of other pirates. Leeson successfully makes pirates appear “better”
(at least saner) than they tend to in popular fiction while reminding his readers that all
these progressive actions were taken for one reason: to maximize profits. An abusive
captain, sleepy crewmembers and rebellious slaves could all cut into a pirate ships
profits, so precautions were taken to avoid these situations.

If you are looking for a deep and thought-provoking book filled with intricate economic
thought, this may not be quite the book you’re looking for. While it lacks depth, the
book is a cogent example of the explanatory power of economics and the range of
topics that economics can be applied to. The book is very accessible and makes for a
great light read.

Michael Williams
Koch Colloquium Fellow
Department of Economics

Beloit College in Beloit, WI
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International Intervention in Local Conflicts: Crisis Management and Conflict Resolution
since the Cold War. (London and New York: Tauris Academic Studies, 2010, ISBN: 978-
1-84885-318-8, 322 pp., £65.00)

At a time of Arab ‘revolutions’, particularly the one in Libya , once again - following the
impotence of international community in Bosnia, Somalia and, Rwanda in the 1990s
- there have emerged a heated debate on the concept of international intervention.
This poses one of the toughest tests for an international society that is built on
Westphalian principles of state sovereignty, non-intervention, and the non-use of
force. It is expected from sovereign states to act as protectors of their citizens’ security
and well-being, but a hard question arises when states act like gangsters toward
their own people and/or they are impotent to find a lasting peaceful solution to their
local conflicts. Should those ‘tyrannical’ states be considered as legitimate actors of
the international society and immune from international interventions? As related
questions in this regard, what are the responsibilities of other states to enforce newly
emerging global human rights norms against governments violating them? What are
the obstacles on the way of effective international intervention? In the light of these
questions, the volume is compiled of thirteen essays that were categorised into five
parts examining the impact of international intervention on the resolution of local
conflicts as well as the roles of local actors in determining the course.

The introductory chapter provides the theoretical framework of the volume. Janice
Gross Stein stresses upon the transition from the cold war to the post-Cold War era
and its implications for local conflicts. With the proposition that the structure of the
international system has an enabling and constraining impact on the resolution of
international conflicts, Stein puts forward several trends that have been shaping the
patterns and practices of conflict resolution in the unipolar moment: a sharp decline
in armed conflict involving a state, a dramatic decline in genocides and politicides, and
decrease in the amount of traditional high-intense inter-state conflicts, but non-state
armed groups initiated more violent campaigns against civilians than did governments
in the 17 years between 1989 and 2005.

In line with these quantitative changes in the nature of conflicts, practices and norms
to resolve them have also changed. First of all, there has been a significant increase
in conflict resolution attempts, mainly initiated by the United Nations (UN). This
has led the twenty-first century to begin with fewer conflicts, but many of them are
stalemated. In conjunction with the change in practices, there has been taking place
a profound normative change in the concept of sovereignty. This normative change is
reflected lucidly in the doctrine of ‘the responsibility to protect’, which conceptualizes
sovereignty not only as right but also as responsibility. However, changing the norm
does not necessitate that it will be reflected in the practices, mainly due to controversy
over change in the meaning of sovereignty.

Following this theoretical part, the volume puts its emphasis on the international
role in conflict resolution and analyses the record of international involvement in
resolving local conflicts in a broad range of contexts. In the first section of this part,
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Chen Kertcher compares the UN’s interventions to resolve local conflicts in Cambodia
and Somalia and examines the record of those involvements. Kertcher questions the
criteria for success and failures and asserts that if intervention operation is helpful to
major factions, it will likely to be considered as a ‘success’ as in the case of Cambodia.
In the following section, Adrian Guelke compares the British and Irish governments’
involvement in the peace process in Northern Ireland and evaluates pros and cons
of promoting Irish model to other contexts. In his section entitled ‘International
Engagement and the Yugoslav War of Dissolution’, James Gow discusses the efforts
of international institutions to prevent the break-up of Yugoslavia and evaluates
the reasons of ineffectiveness. In the last section under this part, Stephan Wolff
and Annemarie Peen Rodt present detailed analysis of the European Union’s (EU)
management of ethnic conflicts in the western Balkans. They argue that despite EU’s
limited conflict management capabilities, it has role to play in the western Balkans and
this will likely to contribute the Union’s future role as a serious international actor.

Proceeding part of the volume stresses upon American and European involvement in
Middle East conflicts. By putting the spot light on the ongoing intersection between the
international arena and the internal bureaucratic rivalries within the external actors,
the US, the EU, and France, this part of the volume illuminates various dimensions
of a country’s intervention in regional conflicts. Without a doubt, the US has been
a prominent actor in conflict resolution process in the Middle East. In this regard,
it is not a surprise to note that two chapters concentrate on American involvement
into Middle East conflicts. Robert David Johnson’s essay reveals in what ways internal
bureaucratic and institutional rivalries have effected involvement in the Middle East
under the presidencies of Ronald Regan and George H.W.Bush. In parallel, Robert
J.Lieber examines the underpinnings of the George W.Bush administration’s Middle
East policy and how local responses have shaped it. He propounds that given the state
of play at the Middle East, the successor presidents will likely to pursue more or less
same policies in the region.

The European Union has becoming increasingly involved in Middle Eastern process
of conflict resolution. George Simonis’s essay analyses the EU’s collective efforts
to transform the Middle East and resolve the Israeli-Palestine conflict by making a
comparison of forms of its external governance in the Middle East. Individually, EU
member states have been determining the course of conflicts in the Middle East as
well. The essay of Jean-Pierre Filiu analyses France’s efforts to resolve the intractable
conflict in Lebanon under Frangois Mitterrand and Jacques Chirac. While the Gaullist
president Chirac positioned Lebanon at the heart of his Middle East policy, Mitterrand
put his emphasis on Israel-Palestine conflict and took a distanced stance against Likud’s
aggressions against Palestinians.

The final section of the volume shifts the attention into the complex ways in which
domestic and regional factors shape international interventions to resolve Middle
Eastern conflicts. Uzi Rabi and Brandon Friedman’s chapter shows the repercussions of
the deeply entrenched divisions between the Arab States and Iran on Middle Eastern
conflicts. In the same vein, by describing the state of play in the Lebanese conflict,
Eyal Zisser presents the Arab-Iranian ‘Cold War’ as a significant factor undermining
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international efforts to resolve the conflict. Zisser argues that competing local Islamic
forces — supported by their Syrian and Iranian patrons with different agendas in the
region — led to a gridlock in the Lebanese government. Clearly, this Arab-lranian
competition has profoundly affected the Arab-Israeli peace process. By shedding a light
on the Israeli-Palestinian Conflict, Joseph Kostiner and Chelsi Mueller’s co-authored
chapter compares the mediation efforts of Egypt and Saudi Arabia in the period of
2006-2009. They assert that both of these local powers considered their intervention
as a vehicle to bolster their regional position vis-a-vis Iran, thereby, determined the
pattern of the peace process. In the last chapter of this part of the volume, Marvin
G.Weinbaum examines the ramifications of international intervention on local Afghani
actors with differing visions on Afghanistan’s future. Besides, Weinbaum proposes
guidelines for the state-building process in the post-Taliban state.

In the volume’s concluding chapter, Rajan Menon questions the ability of the
international community to mount an effective response to civil conflicts. By
considering its record of incapacity in dealing with many atrocities that occurred in
the last four decades, the author evaluates the success and failures of multilateral
peacekeeping operations in Kosovo, Bosnia and Darfur and reaches the conclusion
that the failures greatly outweigh the successes. Moreover, Menon enumerates the
reasons of failure to take collective action during atrocities and assesses the concept
of ‘international community’.

All'in all, it is a timely compiled book on international interventions in local conflicts.
It provides its reader in-depth analysis not only from the perspective of international
actors, but also, from the prism of local actors in the conflict resolution process in
the post-cold war period. Given that essays in the volume mainly concentrated on
conflicts in Europe and the Middle East, it misses the opportunity to provide its reader
to make comparisons by including several chapters on other protracted conflicts such
as the ones in the former Soviet Union. Besides, ascending regional power Turkey’s
efforts to mediate in Middle Eastern conflicts could also be included. Beyond these
shortcomings regarding the scope, it is not possible to talk about a strong link between
the theoretical framework and the essays in the volume. Notwithstanding these
deficiencies, the volume is a recommended reading for the scholars, who are willing
to broaden their insights on changing norms/ practices of international interventions
and dynamics of local conflicts in the post-Cold War period.

Asst. Prof. Emre iseri

Kadir Has University
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Kurds of Modern Turkey: Migration, Neoliberalism and Exclusion in Turkish Society.
(Tauris Academic Studies, 2010, ISBN: 9781848854680, 256 pp., £56.00)

Being a national security issue since the establishment of Turkish Republic in 1923,
the Kurdish question has several and deep rooted connotations for politics and society
in Turkey. Even if it was excessively securitized and long classified as a national taboo
by the Turkish state, the Kurdish question has increasingly occupied a central status
in Turkish politics since the 1980s. As a consequence of excessive securitization,
academic or otherwise any work problematizing the official state line was subjected
to silencing, marginalization or even ban. The intellectuals, academics, civil society
activists demanding recognition of a separate Kurdish identity and cultural/collective
rights of the Kurds were often blamed as being traitors and prosecuted and punished
in some cases. In the 1980s and 1990s researching and publishing on the Kurdish
question amounted to assuming grave risks or confronting fierce public reaction for
researchers. Thus, there was an acute lack of academic research concerning the most
important issue of Turkish politics.

This book, first of all, is an invaluable attempt to remedy this gap which still manifests
itself today to a certain extent. Yet, its originality and uniqueness mainly lies in its
attempt to understand how and in what ways some macro and micro-level dynamics
interact in the classification of Kurdish migrants as ethnic others and in their social,
political and discursive exclusion. The book, bringing the social back into the analysis,
also deserves to be distinguished from the dominant academic and media discourse,
where the Kurdish question is often considered as an issue of political tension
between the rights of Kurds and the Turkish state. As Saracoglu demonstrates, in the
mainstream literature, the Kurdish question has mainly been discussed with respect
to two contradictions: “the contradiction between the democratic political system and
authoritarian state tradition and the contradiction between Turkey’s candidateship to
European Union (EU) and the problems in its democracy” (p. 2). Thus, the Kurdish issue
is mainly reduced to the problem of democratization that may be regulated through
political and legal reforms enhancing the rights and freedoms of the Kurds. These
prevalent approaches fail to explore “social relational dimensions” of the conflict, i.e.
rising anti-Kurdish discourses and the social-historical processes through which these
discourses have been produced and reproduced within Turkish society. This book,
contextualising the Kurdish question into the post-1980 neoliberal transformations in
Turkish politics and economy, sheds some light on the societal aspects of the issue at
hand.

The first four chapters are dedicated to the discussion of main theoretical and
methodological premises guiding Saragoglu’s research as well as the introduction of
the term “exclusive recognition”. This term is operationalized by the author both to
identify the ways in which Kurdish migrants are treated by the middle class izmirlis
(middle class people living in izmir) and also to emphasize how it differs from Turkish
state’s conventional “nationalist and assimilationist” policies on the issue. Chapter
four also presents us a detailed and historical analysis of Turkish nationalism and the
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ways in which the Kurdish conflict was represented in the official discourses of the
Ottoman and the Turkish republican states (pp. 38-59). In the fifth and sixth chapters
the author respectively sets the micro-level dynamics (the transformation of urban
life in izmir), and three macro level dynamics which are neoliberal transformation of
Turkish economy, the armed conflict between the PKK (Partiya Karkerén Kurdistan)
and the Turkish army and Kurdish immigration into western Turkish cities. These
national dynamics, argues the author, structure the social and political processes
whereby exclusive recognition has emerged and been reproduced within urban
everyday social in izmir. The chapters seven and eight focus on the socio-economic
and spatial segregation of Kurdish migrants in izmir and the discourses justifying
different forms of isolation of Kurds as well as their ethnicization as a distinctive and
homogeneous group of outsiders. Socio-economic segregation shows us how Kurdish
migrants are subjected to unfavourable labour relations and living standards that are
highly different from those of middle class izmirlis. Spatial separation “refers to the
residential concentration of Kurdish migrants in specific quarters of the city” (p 107).
In the ninth chapter Saragoglu turns his eye to the role of outside factors, i.e. political
developments in the Middle East reinforcing ethnicization and otherization of Kurdish
migrants.

This study mainly aims to explore the socio-economic and historical processes through
which the Kurdish migrants were classified as ethnic others by the middle class people
living in izmir. It also clearly depicts how they are socio-economically and spatially
segregatedand/orsubjected to discrimination in different walks of urban life. The author
further examines the ways in which the othering strategies are discursively framed and
justified through some pejorative stereotypes and labels. While implementing these
tasks, the author conceives national and micro-level dynamics in “constant dialogue”
and ventures to analyse the ways in which these dynamics interact. Transition to a
neoliberal form of capital accumulation, (p. 79) the armed conflict between PKK and
the Turkish state (p. 88) and immigration of Kurds into the Turkey’s western cities (p.
95) constitute the national level dynamics which are all attributable to early 1980s.
They have been structuring the social context of “exclusive recognition” in tandem
with some micro-level factors such as daily encounters between Kurds and middle
class Turks in the urban social life of izmir.

This study is also informative about the living conditions of the Kurdish migrants
concentrated in shanty towns and certain poor neighbourhoods in izmir. Most of
Kurdish migrants make their living through some informal jobs such as mussel-selling
in the streets, running a stall in bazaar, or shoe-polishing. They are not regularly paid,
and are not eligible to the most of the social security benefits of the state. This socio-
economically isolated and even degraded status of the migrants strengthen, rather
than weaken ethnicizing and exclusionary discourses of the middle class izmirlis
towards them who often work in regularly paid formal jobs (pp. 19-20).

Saragoglu explores the sources of anti-Kurdish sentiments in western Turkish cities
through in-depth and semi-structured interviews (p. 28) with 90 people who have
developed “exclusionary and antagonistic attitudes” vis-a-vis the Kurdish migrants.
The author selected the interviewees from among the middle class izmirlis who
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have been continuously living in the city at least for 20 years with references of their
“friends, colleagues, and relatives”. To the author, these interviews suggest that the
middle class izmirlis recognise the Kurdish migrants as a distinct ethnic group (the
Kurds) and identify their Kurdishness “with such pejorative stereotypes as benefit
scroungers, ignorant, disrupter of urban life, invader, and separatist” (pp. 21-24,
see also p. 133-160). Yet, a substantial methodological vagueness creates some
confusion for the reader: whether the discourses of exclusive recognition and hostility
towards Kurds should only be associated with the interviewees or should be taken
as a common approach of the middle class izmirlis vis-a-vis Kurdish migrants. It is
possible that the reader may reach different conclusions in different parts of the book
and this vagueness constitutes the main weakness of the study at hand. Given the
very selective and narrowly defined nature of interviewees, the author’s claim that
these approaches may be generalizable to Western Turkish cities may be even more
problematic.

Saracoglu defines exclusive recognition as a “social phenomenon” (p. 35) and an
ideological “form of social consciousness that arose in the urban social life of izmir”
(p. 94, see also p. 171). It is a “coherent and systematic mode of thinking” and practice
ethnicizing migrants from Eastern Anatolia “on the basis of certain stereotypes and
labels” (p. 183). Hence, the ethnic identity of the migrants is not denied, but rather
is emphasized to imagine them as a distinct and monolithic community. For the
author, this attitude is “qualitatively different” from the positions of the Turkish state
or Turkish nationalist parties vis-a-vis Kurds drawing mainly on “non-recognition and
assimilation” (p. 5, see also p. 37). However, when considering different strands of
approaches by varying Turkish nationalist groupings and changing nature of the state
discourses vis-a-vis Kurds, this argument does not seem entirely persuasive. Inarguably,
rejection of the existence of a distinct Kurdish identity and denial of collective rights to
Kurds is still a prevalent approach of the various nationalist civil societal and political
actors. Yet, one might also observe diversification of the Turkish nationalist attitudes
towards Kurds as well as the state’s partially changing outlook on the issue. It may
even be argued that exclusive recognition is increasingly gaining ground in Turkish
public discourse rather than being unique to middle class izmirlis.

Overall, the book is easy to follow and well-structured in accordance with its purposes.
Yet, some avoidable repetitions observed throughout the text obstruct sharpness and
the clarity of the messages it conveys. This book is of direct relevance and interest not
only to researchers of Turkish politics and Kurdish question, but also to students of
migration studies. It is an interesting and appealing read about the identity dimensions
of the complicated nature of the Kurdish question. Yet, it is just a preliminary research
on the issue rather than being an authoritative one.

Asst. Prof. Alper Kaliber

Yasar University, lzmir
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The Faces of Terrorism: Social and Psychological Dimensions. (Princeton: Princeton
University Press, 2007, ISBN: 978-0-691-14935-6, 285pp., £15.95)

In the decade since the 9/11 terrorist attacks there have been countless books and
articles published that have sought to explain Islamist terrorism and explore policy
responses to terrorism from the Muslim world. A smaller sector of the literature has
sought to place Islamist terror in its international political context, drawing parallels
with terrorism in the Basque country, Northern Ireland and domestic groups in the
United States. A smaller sector again seeks to explore not only to describe such
terrorism and explore policy responses to it but also to dig deeper and uncover the
motivations that drive terrorists and those that respond to acts of terrorism to. Such
works are, by necessity, interdisciplinary, drawing, of course, on political science and
international relations but also sociology, psychology, economics and public policy
studies, among many other fields. This sub-segment of the much broader field of
terrorism studies offers the reader a chance to understand all aspects of terrorism in
a variety of contexts, from what motivates a Tamil Tiger suicide bomber in Sri Lanka
to what explains Irish Republican Army tactics in the mainland United Kingdom,
from how military power is used to counter sub-state terrorist elements to how
those terrorist actors are recruited in the first place. Broader in its conception of the
notion of terrorism and wise to the complexities that terrorism should engender in
policy debates, books that fall into this sub-segment of the field are both the most
challenging to read and, when well executed, the most rewarding for the scholar of
international politics.

Neil Smelser’s The Faces of Terrorism falls clearly within this segment of literature. In a
concise three-part, seven-chapter study Smelser unpacks he social and psychological
dimensions of terrorism and complicates debates that are so often reduced to political
sound bites produced for consumption by the news media. The first part of the book
(Part I: Introduction) problematises the issue of terrorism, complicating the popular
conceptions of the term with reference to various paradoxes that seem to emerge
consistently whenever it is discussed. For example, Smelser points to the wealth of
professional and academic literature relating to terrorism, a term that lacks disciplinary
or even popularly accepted definition, a problem he considers in greater detail in the
book’s appendix, ‘The Infernal Problems of Definition and Designation’. The second
part of the book (Part II: Causes and Dynamics) consists of three chapters that unpack
the conditions, ideological factors, motivations and the important role of the media
in presenting, interpreting and shaping acts of terrorism and terrorists themselves.
These chapters are focussed on the terrorists, terrorist groups and the necessary
social, economic and psychological conditions for terrorism. The third part of the book
(Part 1ll: Consequences and Control), to paraphrase the author, turns the analysis
around to focus on the targets of terrorist acts and their reactions to terrorism, both
individually, as groups and in public policy terms. This part of the book moves the
reader from examination of how individuals in various situations experience different
levels of personal anxiety with regards to the threat of terrorism through to state
strategies to discourage or defend against terrorism and the broad issues relating to

l- Book Review



Book Review

<L

the future threat of terrorism and the options available to governments to respond
to those threats. Smelser concludes in somewhat hopeful terms from the perspective
of the United States and the West, more generally, though he also notes the ‘double
edged sword’ that Western advantages in the fight against terror represent in that
same fight.

Smelser’s approach is accessible and engages the interest of the reader throughout.
His theoretical propositions are supported by examples drawn from a variety of studies
and his own decades of experience as an expert in the field. Indeed, the insertion of
personal anecdotes to illustrate key positions in the text — for example, the author’s
experience assessing the psychology of the Unabomber (pp.60-63) or experiencing
first-hand the confusion of a terrorist scare at San Francisco airport (pp.135-137)
— allow the reader to clearly identify the theoretical proposition with a practical
illustration. Smelser is effective in communicating the complexities of terrorism and
highlighting the sometimes impossible political dilemmas that liberal democracies
face in combating terrorism. Perhaps the best example of this is the symbiotic
relationship between the media and terrorist groups (pp.105-118) where the Western
commitment to the freedom of the press to report what it chooses must be balanced
against the increasingly obvious role of the media in promoting terrorism and feeding
the terrorist recruiting machine. Faced with such dilemmas, Smelser does not seek
to provide prescriptive policy solutions but rather highlights the social role that such
institutions play in combating, promoting, provoking and defending against terrorism.
Smelser’s assessments of the efficacy of various counter-terrorist strategies is useful
both from a scholarly perspective — fitting nicely with Joseph Nye’s smart power
thesis — and from a practical policymaking standpoint. Indeed, Smelser’s advocating
of a counter-terrorist approach described as ‘Patience and Death by Strangulation’
(pp.195-199) seems to broadly describe the evolving counter-terrorism strategy of the
United States under the Obama administration and the Clinton State Department as
intelligence, financial and military resources are harnessed in combination in an effort
to confront terrorist threats.

Smelser’s book should appeal to the scholar and student of terrorism and policymakers
seeking a greater understanding of the threat of terrorism. The book also holds cross-
disciplinary appeal, however, and would surely interest sociologists and psychologists,
too. This book, too, is one of the less common academic works that could find popular
appeal, with Smelser’s accessible style and personal examples allowing even readers
unfamiliar with the field to find much of interest within its pages. Well argued and with
such broad appeal, Smelser’s contribution to understanding terrorism is important,
complete and required reading for anyone examining the issue that, ten years after
9/11, remains at the top of the international political agenda.

Dylan Kissane

Centre d’Etudes Franco-Américain de Management
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