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“Who Rules? State Power and the Structure of Global Regulation”
ABSTRACT

The current eraof globdization has increased the demand for globd regulatory
coordinaion. The affected issue areas are diverse — labor standards, environmental protection,
banking supervison, consumer hedth and safety, competition palicy, tax rates, intdlectua
property rights. Under what conditions are these regulations be coordinated at the globd level?
When thereisinternationd coordination, what determines the content of the agreed-upon
policies? When will globd standard be effectively enforced? This paper argues that great
powers remain the primary actors influencing the setting of globa regulatory standards.
Powerful states will use coercion, inducements, delegation, and forum- shopping across different
internationa ingtitutions to advance their preferences. Coordination will occur if the public
goods cooperation generates outweigh the distributiond costs of changing domestic regulatory
dandards. Within thismodel of great power interactions, developing states, internationa
governmental organizations, and non-governmenta organizations are shown to play roles of
varying influence and type.



|. Introduction

Globdization is responsible for alot of bad internationa relations theory. No doubt, the
globdization phenomenon — defined here as the cluster of technologica, economic, and palitica
innovations that have drasticaly reduced the barriers to economic exchange — has had a
noticesble effect on world politics. The peding away of traditiond barriers to exchange has led
to friction over nationa regulatory policies that can act as barriersto exchange: labor standards,
environmenta protection, banking supervison, competition policy, intellectua property rights,
etc. However, the scholarly response to globalization has been lacking in detached andysis.
Taken to its extreme, this discourse argues that the changes wrought on world paliticsin the
past twenty years are S0 revolutionary that new theoretica paradigms must be devel oped and
existing theories must be discarded.*

This paper’ stitle was chosen to echo Stephen D. Krasner’s semina essay” because it
contains the same message: current debates about the global political economy ignore the
preeminent role of the great powers. Redigts stress the importance of great power palitics, but

to date, they have dither ignored or triviaized the globalization phenomenon.® An approach that

! Philip Cerny, “Globalization and Other Stories: the Search for aNew Paradigm in International Relations,”
International Journal 51, No. 4 (1996), pp. 617-637; lan Clark, Globalization and International Relations
Theory (Oxford: Oxford University Press, 1999); James H. Mittleman, “Globalization: An Ascendant
Paradigm?’ International Studies Perspectives 3 (February 2002): 1-14.

2 Stephen D. Krasner, “ State Power and the Structure of Foreign Trade,” World Politics 28 (April 1976): 317-
347.

% Kenneth Waltz, “ Globalization and Governance,” PS: Political Science and Politics 32 (December 1999):
693-700; Stephen D. Krasner, Sovereignty: Organized Hypocrisy (Princeton: Princeton University Press,
1999), pp. 220-223.



concedes the gnificance of globdization but asks how gates try to maximize their relative
advantage in such aworld could prove fruitful.

Once dtate agency is acknowledged, a*“revisonist” mode of globd governance
emerges — onein which the great powers wield consderable influence over the course of
regulatory sandards. The political economy of globa regulatory coordination contains a striking
amount of neoredist behavior. Powerful states will use coercion, inducements, delegation, and
forum-shopping across different internationd ingtitutions to advance their desired preferences
into desired outcomes. The key variables affecting the pattern of regulatory coordination are the
digtribution of interests among the great powers, and the divergence of preferences between the
great powers and the developing world. The great power cleavage determines whether there
will be regulatory coordination or not; the “North/South” cleavage determines the governance
sructures through which regulations are coordinated.

While great powers are the primary actors driving the creation of globa regulations,
they are not the only actors. The modd developed here suggests that both internationa
governmenta organizations (IGOs) and non-governmenta organizations (NGOs) have roles to
play in regulating the globa economy, but only under certain congtellations of Sateinterests. If
great powers are at odds, NGOs and | GOs have the opportunity to foster an effective
consensus on coordination. If key states are in agreement, certain types of IGOs will be crucid
for ensuring globd regulatory standards, while the role of NGOs will be superfluous. This
vaiation in their importance may help to explain why debates in the internationd relaions

literature about the sgnificance of non-gtate actors have made such little headway.



The rest of this paper isdivided into five sections. The next section briefly reviews
exiging arguments regarding globaization' s effects on nationd regulatory frameworks. The
subsequent section articulates the assumptions behind the revisionist gpproach. The next section
uses agmple game-theoretic modd to demonstrate the important components of state
preferences for international regulatory coordination. The next section develops atypology of
regulatory coordination that demondgtrates awide variety of possble outcomes. Thefind

section summarizes and concludes.

II. Globalization and global gover nance

How does globalization affect the coordination of regulatory standards? So far,
structura approaches have provided the loudest responses to this question. These approaches
argue that states are at the mercy of systemic forces, be they materia or idegtiond. With these
gpproaches, policy coordination occurs because of structura effects that force convergence; all
countries respond to transnationa congraints in the same way.*

Structurd gpproaches vary in their emphasis on materid and ideationa factors linked to
globdization. The structurd theories focusing on the materid effects of trade and capitd flows

tend to posit arace to the bottom.> According to this model, the reduction of restrictions on

*1 define policy coordination as the mutual adjustment of national rules and regulations in recognition of
other countries’ regulatory frameworks. Policy coordination does not automatically imply policy
convergence, which is defined as the narrowing of national policy differentiation over time, or
harmonization, which implies policy convergence to an identical position. However, theories predicting
policy convergence can ostensibly explain policy coordination aswell. See Colin Bennett, “What is Policy
Convergence and What Causes It?" British Journal of Political Science 21 (April 1991): 287-306.

® See Richard McKenzie and Dwight Lee, Quicksilver Capital (New York: Free Press, 1991); Susan Strange,
The Retreat of the State: The Diffusion of Power in the World Economy (Cambridge: Cambridge University
Press, 1996); Arthur Schlesinger, Jr., “Has Democracy a Future?’ Foreign Affairs (September/October 1997):



cross-border exchange frees multinationa corporations to scour the globe for the location
where they can earn the highest return. Nationa policies such as gtrict business regulations lower
profits by raisng the cogts of production. Firmswill therefore engage in regulatory arbitrage,
moving to countries with lax standards. Fearing aloss of their tax base, nation-dates have little
choice but to lower their regulatory stlandards to entice foreign investment and avoid capitd
flight. The end result isaworld where regulatory standards are a the lowest common
denominator. Implicitly or explicitly, thistheory is at the root of most of the anti-globdization
sentiment voiced in Sesttle and esewhere®

The world society approach takes the opposite position.” According to this paradigm,
regulatory coordination is driven not by capital mobility, but by the development and spread of
abstract concepts and the need for nation-states to conform to anided of the rationdized
bureaucratic sate. The growth of globa associations and internationa organi zations encourages
the spread of new norms caling for an expansive structuration of the state. Thus, the ideationa
forces of globdization lead States to harmonize ther regulations at ever-increasing levels of
intervention. Although the world society and race to the bottom theories diverge in their
predictions, they share a common presumption; globaization compe s governments to
harmonize their regulatory palicies, overwhdming the sta€ s ahility to choose regulatory

dandards that are a variance with structura forces.

7-8; Richard Falk, “ State of Seige: Will Globalization Win Out?’ International Affairs 73 (January 1997):
123-136; Alan Tonelson, The Race to the Bottom (Boulder: Westview Press, 2000).

® Lori Wallach and Michelle Sforza, Whose World Trade Organization? Corporate Globalization and the
Erosion of Democracy (Washington: Public Citizen, 1999); David C. Korten, When Cor porationsRule the
World, second edition (West Hartford, CT: Kumarian Press, 2001).

" John W. Meyer, John Boli, George Thomas, and Francisco Ramirez, “World Society and the Nation-State,”
American Journal of Sociology 103 (July 1997): 144-181; Martha Finnemore, National Interests and
International Society (Ithaca: Cornell University Press, 1996).



While these structurd gpproaches offer compelling theories and intuitive clarity, they fall
to offer any empirica support. For example, thereis no systemic evidence supporting a
negative correlation between globdization and labor standards.® The relationship between
economic openness and environmental standards also fails to support the race to the bottom.®
There is dso no evidence that corporations direct their investment to countries that have lower
labor or environmenta standards.”® The race to the bottom theory is a dog that does not bark.

Thereis only marginadly more support for the world society gpproach. To be sure,
there has been a secular increase in government regulation of socid issues over the past century.
However, contrary to this paradigm’s predictions, this increase in regulation has been uneven,
with amore pronounced effect in advanced industrid states than those on the periphery.™ This
is surprising, because this approach predicts that governments lacking in indigenous expertise

should mimic leading countries. The econometric work that supports the world society

8 Organization for Economic Cooperation and Development, Trade, Employment, and Labour Standards: A
Study of Core Workers' Rights and International Trade (Paris, OECD, 1996); Cees Van Beers, “Labour
Standards and Trade Flows of OECD Countries,” The World Economy 21 (January 1998): 57-73; Paul Hirst
and Grahame Thompson, Globalization in Question, second edition (Cambridge: Polity Press, 1999);
Edward M. Graham, Fighting the Wrong Enemy: Antiglobal Activists and Multinational Enterprises
(Washington: Institute for International Economics, 2000).

® Nancy Birdsall and David Wheeler, “ Trade Policy and Industrial Pollution in Latin America: Where arethe
Pollution Havens?” Journal of Environment and Development 2, No. 1 (1993), pp. 137-149; Robert C.
Repetto, Jobs, Competitiveness and Environmental Regulation: What are the Real I1ssues? Washington,
DC: World Resources Institute, 1995; Arik Levinson, “Environmental Regulations and Industry Location:
International and Domestic Evidence,” in Jagdish Bhagwati and Robert Hudec, eds., Fair Trade and
Harmonization: Prerequisitesfor Free Trade? (Cambridge: MIT Press, 1996).

1 Dorsati Madami, A Review of the Role and Impact of Export Processing Zones, Policy Research Working
Paper No. 2238 (Washington, DC: World Bank, 1999); Gunnar Eskelund and Ann Harrison, Moving to
Greener Pastures? Multinationals and the Pollution Haven Hypothesis, Policy Research Working Paper
No. 1744 (Washington, DC: World Bank, 1998); Beata K. Smarzynska and Shang-Jin Wei, “Pollution Havens
and Foreign Direct Investment: Dirty Secret or Popular Myth?” Working paper, World Bank, Washington,
DC, July 2001; , Organization for Economic Cooperation and Development, International Trade and Core
Labour Standar ds (Paris: OECD, 2000).

" David Strang and Patricia Yei Min Chang, “ The International Labor Organization and the Welfare State,”
International Organization 47 (Spring 1993), p. 237.



argument® dso suffers from serious methodologica problems, including omitted variable bias
and lowered standards for statistical sgnificance.

Agent-based approaches to explaining globa governance tend to focus more on the
influence of non-dtate actors. The work on epistemic communities and public policy networks
argues that when atransnationd body of experts reach a consensus on a particular policy issue,
date diteswill follow their lead.”® Other work places a greater emphasis on the role of nor+
governmenta organizations. Thisven of the literature pogts that the growth of non-
governmenta organizations and transnationd socid movements amounts to the creation of a
globd civic society that istoo powerful for satesto ignore® Another variant of this argument
focuses on when multinational corporations create their own governance structures to
compensate for the retreating sate, leading to new “private authority” sructures.™

Thiswork has made a 9gnd contribution in pointing out actors that state-based models
have overlooked, but so suffers from some sgnificant flaws. The first problem is that these

arguments tend to debate whether these groups matter, not when. Thereis no theory

12 John W. Meyer, et al, “The Structuring of a World Environmental Regime, 1870-1990,” International
Organization 51 (Winter 1997), pp. 623-651; David John Frank, “ Science, Nature, and the Globalization of
the Environment, 1870-1990,” Social Forces 76 (December 1997), pp. 409-437.

'3 Peter Haas, “ Introduction: Epistemic Communities and International Policy Coordination,” International
Organization 46 (Spring 1992): 1-35; Wolfgang Reinicke, Global Public Policy: Governing Without
Government? (Washington: Brookings I nstitution Press, 1998); John Braithwaite and Peter Drahos, Global
Business Regulation (Cambridge: Cambridge University Press, 2000).

¥ Ronnie Lipschutz, “ Reconstructing World Politics: The Emergence of aGlobal Civil Society.”
Millennium21 (1992): 389-420; Paul Wapner, “Politics Beyond the State: Environmental Activism and
World Civic Palitics,” World Politics 47 (April 1995): 311-340; Robert O’ Brien, Anne Marie Goetz, Jan Aart
Scholte, and Marc Williams, Contesting Global Governance (Cambridge: Cambridge University Press,
2000).

> A. Claire Cutler, Virginia Haufler, and Tony Porter, eds., Private Authority and International Affairs
(Albany: SUNY Press, 1999); VirginiaHaufler, A Public Role for the Private Sector (Washington, DC:
Carnegie Endowment for International Peace, 2001).
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delineating the conditions under which non-state actors affect globa governance The second
problem isthat this literature often assumes that when these actors cregte private governance
structures, they act againgt the will of governments. However, there are severd scenarios when
gates would prefer other actors to take the lead in managing global regulations. For example,
scholars have pointed out the efficiency of having private actors provide information on state
compliance with certain treaty regimes.”’

To date, the literature on how globdization dters the governance of internationa
economic relations has generated disparate “idands of theory.”*® Theseidands focus on smdl
parts of the larger question of how globdization affects governance: structura forces, NGOs,
private orders, etc. Theseidands have one thing in common; the presumption that globdization

attenuates state power.

[1l. Starting assumptions

The modd darts with states as the primary actorsin setting globa regulatory standards.

Structura neoredlists tend to assume thet the state isarationa unitary actor that actsin the

18 An exception to thisis Kal Raustiala’ swork, particularly “Domestic I nstitutions and I nternational
Regulatory Cooperation: Comparative Responses to the Convention on Biological Diversity,” World
Politics 49 (Summer 1997): 482-509; and “ States, NGOs, and International Environmental I nstitutions.”
International Studies Quarterly 41 (December 1997): 719-740.

" Ronald Mitchell, “ Sources of Transparency: Information Systemsin International Regimes,” International
Studies Quarterly 42 (March 1998): 109-131; Xinyuan Dai, “ Compliance without Carrots or Sticks: How
International Institutions Influence National Policies.” Ph.D. Dissertation, University of Chicago, Chicago,
IL, May 2000.

18 Benjamin Most and Harvey Starr, “International Relations Theory, Foreign Policy Substitutability, and
‘Nice’ Laws.” World Politics 36 (April 1984): 383-406.



1

nationd interest, responding only to changesin the globa digtribution of power.”® This step
obviates the need for redigs to perform any domestic politica andyss. The assumption made
here about the state as an actor is less absolute, and gets to the distinction between states and
governments. Nationd governments remain the primary actors, but | leave open the possibility
that these ates respond to domestic as well as internationa variables.

Like neoredigts, | assume that the key attribute that differentiates states in internationa
bargaining Stuationsis relative power. For regulatory issue aress, power is defined asthe Size
of adate sinterna market. States with significant internal markets and are more capable of
compdling multinationd firmsinto complying with nationd rules and regulations® In terms of
regulatory standards, these states are price-makers, not price-takers.

Great powers are dso less dependent on internationa exchange as a source of goods
and capital. Robert Keohane and Joseph Nye's concepts of sengtivity and vulnerability are
useful to develop thisdistinction. Sengtivity refers to the immediate costs that occur with the
disruption of established patterns of economic exchange. Vulnerability refersto the cogts that
reman after adtate hastried to adjust to the disruption of trade. 1n an open globa economy,
both great powers and less powerful states build up significant levels of sengtivity. However,

because of ther internad markets and diversified set of endowments, great powers possess

9 K enneth Waltz, Theory of International Politics (New York: McGraw-Hill, 1979); Joseph Grieco,
Cooperation Under Anarchy (Ithaca, NY: Cornell University Press, 1990); John J. Mearsheimer, The
Tragedy of Great Power Politics (New York: Norton, 2001).

® David Vogel, Trading Up: Consumer and Environmental Regulation in a Global Economy (Cambridge:
Harvard University Press, 1995); George Shambaugh, Sates, Firms, and Power (Albany: SUNY Press,
1999).

% Robert K eohane and Joseph Nye, Power and | nterdependence (Boston: Scott Foresman, 1978), chapter
one.



ggnificantly lower leves of vulnerability than other dates in aglobaized world. They have *go-
it-adlone” power.”

Empiricaly, who are the economic great powers? Going by market Sze, there are
three: the United States, Japan, and the European Union.* The U.S. and Japan, astheworld's
two largest economies for the last twenty years, are obvious candidates* The European Union
presents atrickier problem for internationd relations theory. On some dimensions, such as
trade or the environment, the EU can be modeled as a viable single actor;* for other
dimengions, thisis clearly not the case. It isclear that when its core members — Grest Britain,
France, and Germany — have divergent preferences, the European Union ceasesto be a
coherent actor, and those three states retain independent great power status. When their
preferences are convergent, they are willing to delegate negotiating power to the EU’s
supranationd inditutions In the end, thisislargely an empirica metter.

How do we derive Sate preferences? Here the revisionist mode diverges from
gructura realism and other approaches that assume that only systemic-leved variaoles affect
actor preferences. The model developed here assumes that State preferences on regulatory
issues have thair originsin the domegtic politica economy. The logic behind this assumption is

sample but important: most regulatory issues start as domestic problems before globdization

| loyd Gruber, Ruling the World: Power Politics and the Rise of Supranational | nstitutions (Princeton:
Princeton University Press, 2000).

% As Chinaor Indiadevelop their markets, these countries may enter this category. However, for the
current moment, these markets remain emerging and not realized.

1t should be acknowledged that Japan plays no significant role in the empirical examples given in the
subsequent section. However, for other regulatory issue areas, such aswhaling or global warming, Japan’s
great power statusis obvious.

% Sophie Meunier, “European Institutions and EU-U.S. Trade Negotiations.” International Organization
54 (Winter 2000): 103-136; Charlotte Bretherton and John Vogler, The European Union as a Global Actor
(New York: Routledge, 1999).
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makes them internationd issues. Thus, for each issue area, agovernment’sided point isits own
nationd regulatory framework. The status quo represents the domestic political equilibrium on
the rdlevant issue.

This assumption echoes Jeff Legro and Andrew Moravesk’s “two-step” approach to
internationd relationstheory.” Intheir rubric, the first step isidentifying the domestic actors and
indtitutions that explain the origin of state preferences. The second gep is to take those
preferences as an ontologica given for internationa interactions, and to explain the bargaining
outcomes as a function of the distribution of interests and capabilities. Domestic factors account

for preference formation, but not the outcomes of internationa bargaining.

V. When is coordination an option?

Regulatory coordination increases the size of the public good but can dso redistribute
benefits towards states with domestic standards close to the agreed- upon internationd
standard.?® Table 1 shows the genera coordination problem states face. States can choose to
gtick to their own regulatory framework or agree to switch to the other country’ s framework.
For now, | assume coordination is a two-player game with no coercive option. The payoffs for

the status quo — each dtate retaining their own regulatory standards — are normalized to zero. p

% Andrew Moravcsik, The Choice For Europe (Ithaca: Cornell University Press, 1998).

%" Jeffrey Legro, “ Culture and Preferencesin the International Cooperation Two-Step,” American Political
Science Review 90 (March 1996): 118-137; Andrew Moravcsik, “ Taking Preferences Seriously: A Liberal
Theory of International Politics,” International Organization 51 (Autumn 1997): 513-553; Jeffrey Legro and
Andrew Moravcsik, “I1s Anyone Still aRealist?’ International Security 24 (Spring 1999): 55-106.

% Stephen D. Krasner, “Global Communications and National Power: Life on the Pareto Frontier,” World



14

equals the benefits derived from coordination; d equas the adjustment cogts of shifting to anew
sandard. For dl states, the most preferred option is coordination at their set of nationa
standard; their worst option is agreeing to another country’ s standards and no successful
coordination.

A quick glance a the game reveads two important facts. Firg, the key question is
whether the payoff for coordinating at another country’ s sandards is greater than the payoff
from the status quo. If d > p, then the equilibrium outcome will dways be no coordination,
because retaining one' s nationa standards is a dominant strategy for both players. If d < p, then
abargaining core exigts and coordination is a possible outcome.  Second, incorporating mixed
drategies into the game, it is sraightforward to show that as the public good from coordination
increases and the costs from adjusting to new standards decreases, a coordinated outcome
becomes more likely. 1n other words, coordination is an increasing functionof p and a
decreasing function of d.

What determinesthe vadue of p, i.e,, what are the benefits of regulatory coordination
relative to the status quo? The creation of globa standards generates two kinds of positive
benefits. For businesses, multilaterd cooperation reduces the transaction costs of economic
exchange. Coordination helps to generate clear decision-making rules for any future changesin
therules. Thismakesit easer for busnesses to form rationd expectations about the future
regulatory environment. As one corporate officia phrased it in discussng the Kyoto Protocol,

“what businesses want is policy certainty.”® A dngle globd standard dso permits firmsto

Politics 43 (April 1991): 336-366. Seeaso Lloyd Gruber, Ruling the World: Power Politics and the Rise of
Supranational Corporations(Princeton: Princeton University Press, 2000).
# Andrew C. Revkin and Neela Benerjee, “Energy Executives Urge Some Gas-Emission Limits on Bush,”
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exploit economies of scae, by avoiding the maintenance of multiple production processes to

comply with different regulatory schema® This reduction of uncertainty can increase economic
efficiency, moving the global economy closer to the Pareto frontier. Coordination thus bestows
greater benefits to countries with asset- gpecific investments pertaining to the relevant issue area.

A country’s development status affects this benefit in two ways. First, most
multinationa corporations are headquartered in the developed world. The reduction of
transaction costs will particularly benefit these firms, so it will aso disproportionatdy benefit
their home countries. Asof 1999, 97 of the 100 largest multinationd corporations are located
in the advanced indudtridized states® Ceteris paribus, developed economies will dso care
more about regulatory issues affecting the hi-tech and service sectors. As states develop, their
economic center of gravity shifts from the manufacturing to the service sector.®* Logicaly,
reducing transaction cogts in services is benefits advanced economies more than developing
€CoNnomies.

The second public good that comes from regulatory coordination is the reduction of
socid externdities generated by economic exchange. Here again, a country’ s devel opment
datus isimportant because it determines societa preferences towards the tradeoff between
economic efficiency and socid regulation. Thereisabroad and deep literature on the empirica

correlation dubbed “Wagner’'sLaw”: as naiond income increases, governments become more

New York Times, August 1, 2001, p. C1.

¥ David Lazer, “ Regulatory I nterdependence and I nternational Governance.” Journal of European Public
Policy 8 (May/June 2001), p. 477.

% United Nations Conference on Trade and Development, “ The World's 100 largest TNCs ranked by foreign
assets 1999,” pressrelease, September 18, 2001. Available at http://www.unctad.org/en/press/pr0129en.htm
accessed March 20, 2002.

%1 2000, the service sector was on average responsible for 69.7% of GDP and 69.8% of employment in the
G-7 economies. For the other members of the G-20, the average figures are 55.3% and 48.5% respectively.
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amenable to increased intervention in the economy to correct various economic externdities and
inequdities. Empirica corrdations exist between risng per capitaincome and government
expenditures.®

One explanation of this phenomenon is to think of government expenditures asaluxury
good — as a citizenry acquires more wedth, it can spend alarger fraction of itsincome on
luxuries. Since socid regulation as aluxury good, then Wagner's Law suggests that as income
per capitaincreases, societd preferences for government regulation will increese aswedl. This
correlation would certainly be cons stent with the phenomenon of the environmenta Kuznets
curve, for example® Asasociety acquires more income per capita, we should expect citizens
to be more comfortable with regulation of the economy. Nationd governments will enact more
sringent socia regulatory standards to reflect citizen preferences.

How largeisd, i.e.,, how much does the proposed regulatory standard diverge from the
nationd status quo? The adjustment costs of regulatory coordination are afunction of two
factors. the divergence between the proposed globa regulatory system and a country’s
domestic laws, and the extent to which the nationd rules are entrenched. The smdler the gap
between a country’ s national standard and any proposed internationa standard, the lower the
costs of adjustment to adapt to the new regulatory framework. The newer the domestic

regulations, the easer it should be to change them to conform to internationa rules.

Data from http://www.cia.gov/cia/publications/factbook/, accessed June 5, 2002.

¥ Adolph Wagner, “ Three Extracts on Public Finance,” in R.A. Musgrave and A.T. Peacock, eds., Classics
in the Theory of Public Finance (London: MacMillan, 1958); R.M. Bird, “’Wagner's Law’ of Expanding
State Activity,” Public Finance 26 (1971): 1-26; Paul Pierson, “ The New Politics of the Welfare State,”
World Politics 48 (January 1996): 143-179.

¥ Gene Grossman and A lan Krueger, “ Economic Growth and the Environment,” NBER Working Paper #4634,
February 1994; Thomas Selden and Daging Song, “ Environmental Quality and Development: Istherea
Kuznets Curve for Air Pollution Emissions?” Journal of Environmental Economics and Management 27
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A country’ s embedded economic ingdtitutions determine the variation between a
country’s domestic rules and the globa standard. Scholars studying technologicd innovation,®
macroeconomic policy,* welfare systems® and corporate governance structures® agree that
over time, countries develop digtinct, interlocking ingtitutions that reinforce particular economic
ideologies® While each country hasits distinct st of ingtitutions, Robert Gilpin organizes these
indtitutiona frameworks into three broad archetypes. the Anglo- Saxon, corporatist, and
capitaist development cultures® These archetypes have different attitudes about the
government’ srole in regulating the economy, and are therefore likely to generate disparate
regulatory preferences.

In the Anglo- Saxon economies — the United States, United Kingdom, Canada,
Australia, and New Zedand — there is a strong tradition of minima government interferencein
the economy. Gilpin characterizes the American system of political economy as “founded on
the premise that the primary purpose of economic activity isto benefit consumers while

maximizing wedlth cregtion.”* Because of this tradition, government intervention takes placein

(September 1994): 147-162.

% Robert Gilpin, “Economic Evolution of National Systems,” International Studies Quarterly 40 (September
1996): 411-431.

% Geoffrey Garrett, Partisan Politicsin the Global Economy (Cambridge: Cambridge University Press,
1998).

% Ggsta Esping-Anderson, The Three Worlds of Welfare Capitalism (Princeton: Princeton University Press,
1990).

% Alfred D. Chandler, Strategy and Structure: Chaptersin the History of the Industrial Enterprise
(Cambridge: MIT Press, 1970); Paul Doremuset al, The Myth of the Global Corporation (Princeton:
Princeton University Press, 1998).

¥ See Suzanne Berger and Ronald Dore, eds., National Diversity and Global Capitalism (Ithaca: Cornell
University Press, 1996); Peter Hall and David Soskice, eds., Varieties of Capitalism: The Institutional
Foundations of Compar ative Advantage (New York: Oxford University Press, 2001).

“ Robert Gilpin, Global Political Economy (Princeton: Princeton University Press, 2001). Obviously, this is
agross generalization. Thereislikely to be significant variation in preferences within each economic
culture. However, thistypology does have the twin advantages of parsimony and verisimilitude.

“Ibid, p. 150.
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aworld of adversarid legdism, where the Sate is perceived to be a hostile force from the
perspective of busness. When regulation does take place, it emerges from the bottom-up, in
the form of industry self-regulation or from subnationd polities. Frequently such regulation uses
market forces as ameans to correct market externdities.

For the continental European economies, and much of Latin America, there is a stronger
tradition of a government role in the economy. In the corporatist modd, the government
cooperates with both big business and |abor federations to negotiate tradeoffs between
economic efficiency and socid welfare concerns. Markets are acknowledged as the primary
means of resource dlocation, but the expectation of government intervention in the economy is
gregter than in the Anglo- Saxon system. Regulation is a more common occurrence, and it is
more likely to have a centrdized, top-down flavor to it. The European Union, and its prominent
role in fashioning environmenta and socid regulation, can be thought of as anaturd extension of
this Continental tradition.*

In comparison to the European mode of corporatism, the model of developmental
capitaism, embraced by Japan and the developing countries of Asia, enhances the role of the
date and minimizes the power of labor.® Because these countries were more economicaly
backward when they entered the globa economy, they relied more on governments to provide
adminidrative guidance in charting the path of development.* At the sametime, the overriding

priority in the Japanese political economy is protecting and promoting the transnationa

“2 Bretherton and Vogler, The European Union as a Global Actor.

*% Gilpin, Global Political Economy, p. 158; Chalmers Johnson, Japan: Who Governs? (New York: W.W.
Norton, 1995), chapter three.

“ Alexander Gerschenkron, Economic Backwardnessin Historical Perspective (Cambridge: Belknap, 1962);
Chalmers Johnson, MITI and the Japanese Miracle (Stanford: Stanford University Press, 1982).
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companies that form the backbone of the economy. The result isanationd system of politica
economy where the government is happy to assst business growth and is reluctant to take an
adversarid stance againgt businessin establishing socid regulations.

Giventherole of inditutiond path dependence in reinforcing nationd economic
inditutions® the longer the particular regulatory issue has been in existence, the more likely a
country’ s nationa regulatory standards conform to its economic ideology and ingtitutions.
Higtoricd inditutiondists argue that once certain ideas are embedded into societd inditutions,
path-dependent factors make it exceedingly difficult to contradict those founding ideas.*® Labor
issues, for example, were among the firgt to inspire government; changing these sandards
contrary to historical trends would be paliticaly costly. Newer issues, such as the regulation of
e-commerce, would not be expected to have as entrenched aregulatory structure; dtering that
regulatory framework should therefore cost less.

Factoring both the costs and benefits of any potentia coordination into state
preferences, one can see that different issue areas will produce different vaues of p and d, and
therefore whether bargaining cores will exist between different clusters of states. Socid issues
of longstanding concern should generate low vaues of p and high vaues of d for dl dates,
resulting in no bargaining core and an equilibrium outcome of no coordination. In contrast,
technicd issues that arise from recent technologica innovations should generate high vadues of p

and low vaues of d for dl actors, leading to alarge bargaining core among al ates.

“** Douglass North, Institutions, Institutional Change, and Economic Performance (Cambridge: Cambridge
University Press, 1990).

“ Sven Steinmo, K athleen Thelen, and Frank Longstreth, ed., Sructuring Politics : Historical
Institutionalismin Comparative Analysis (Cambridge: Cambridge University Press, 1992).



For other issues, bargaining cores will exist within some clusters of states but not others.
When issues generated from advanced sectors are linked to old regulatory questions, the grest
powers will have much higher adjustment costs, reducing the likelihood of a bargaining core
among the great powers. Findly, issuesthat create digproportionate public goods for the
developed world and threaten the competitiveness of developing countries are generate high
vauesof p for the developed world and high vaues of d for the developing world. These

issues will show ggnificant North-South conflict and minima greet power conflict.

V. The process of regulatory coordination

The previous section discussed how the distribution of preferences affects the likelihood
of coordination; this section factors in the ditribution of power. What distinguishes grest
powersisther ability to use their market power to coerce other Sates. If great powers threaten
to sanction trade with other countries unless they switch their sandards, two factors increase the
likelihood of coordination at the great power’s sandards. Fird, the threat of sanctioning sends
aclear sgna to other actors about the great power’ s intended strategy. In acoordination
game, such asignal can help generate afoca point at the great power’s preferred set of
standards. Second, economic sanctions lower the payoff to the status quo outcome for both
dates. Lowering this payoff increases the Size of the bargaining core, and thus the likelihood of
successful coordination.

This section dso factorsin the role of various non-state actors. NGOs can pursue a

welter of srategies, including lobbying sate governments, monitoring compliance with globa
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standards, or developing their own set of standards. For |GOs, borrowing from Michael
Wazer,”" | categorize IGOs by membership: clubs, neighborhoods, and universes. Universal
|GOs, such as the United Nations, purposefully try to maximize membership. Asaresult, these
organizations have enhanced legitimacy. However, the large number of actors, the diversity of
their preferences, and the development of independent-minded staffs make decision-meking
difficult.® Club 1GOs, such asthe G-7 or the OECD, use membership criteriato exclude states
with different preference orderings and bestow benefits for in-group members asaway to
ensure collective action.®  Clubs have reduced legitimacy because of their limited membership
but its members will have amore homogenous set of preferences. The smadler number of actors
aso increases aclub’ s ability to take action. Neighborhood IGOs, such as ASEAN or the
Council of Europe, use geography to place anatura limitation on membership. States can use
these indtitutions to bolster their bargaining postion in globd fora. Regiona hegemons dso use
them coerce or induce economically dependent dlies to adopt their positions.

The two preference cleavages from the previous section create a 2X2 schema that
charts four possible modes of regulatory coordination (see Table 2): harmonized standards,
club slandards, riva standards, and sham standards. 1n a harmonizing equilibrium, developed
and deve oping governments expect sgnificant public benefits from coordination (high p) and
minima adjustment codts (low d). This Stuation requires little bargaining to achieve regulatory

coordination. Because of the Smilarity of state preferences, the harmonization of domestic

" Michael Walzer, Spheres of Justice: a Defense of Pluralismand Equality. (New York: Basic Books, 1983),
chapter two.

“8 On the tradeoff between |egitimacy and efficiency, see Alexander Thompson, “Channeling Power:
International Organizations and the Politics of Coercion.” Ph.D. Dissertation, University of Chicago,
Chicago, IL.



regulations is the most probable outcome. The outcome is akin to harmony rather than
cooperation because states do not need to sacrifice in order to reach agreement.® The
paramount concerns in the creetion of any governance structure are maximizing efficiency and
retaining influence in any proposed changein therules.

Because of the lack of conflict, universal IGOs would appear to be the likeliest forum
for the crestion and management of a harmonized regime. These organizations help to maximize
the number of states formally willing to cooperate, and the legitimacy derived from their
membership Sze increases the socid costs of defection for potentidly recacitrant sates. At a
minimum, one would expect to see a universa 1GO provide palitica and rhetorica support for
the regulatory regime.

However, while universa-membership IGOs may play arolein legitimating the regime,
itislikely that sateswill delegate regime management to non-state actors. Thisis partly for
functiond reasons, NGOs plugged into public policy networks can have a comparative
advantage in gathering information and developing the requisite technicd expertise® More
importantly, the delegation to NGOs aso provides great powers aless public way of ensuring
control over the regime's governance structure.® Governments can act like a board of
directors. gtates devolve regime management to an NGO, while still ensuring that they can

influence any renegatiation of the rules of the game. This arrangement is more difficult to pull off

* James Buchanan, “ An Economic Theory of Clubs,” Economica 32 (February 1965): 1-14.

* Robert K eohane, After Hegemony (Princeton: Princeton University Press, 1984), p. 51-54.

*I Mitchell, “ Sources of Transparency: Information Systemsin International Regimes.”; Reinicke, Public
Policy Networks.

%2 This parallels the argument in American politics that regulatory agencies will be designed so that the
designers can maintain their influence even in the face of exogenous shocks. See Terry Moe, “The Poalitics
of Structural Choice: Towards a Theory of Public Bureaucracy.” InOrganization Theory, Oliver
Williamson, ed. (New York: Oxford University Press, 1990).



inauniversa GO, because of the transaction costs involved in managing the interdate
consensus.

There are asurprisng number of issue areas where NGOs supply the dominant
governance structure. One example comes from the Internet. The Internet Corporation for
Assigned Names and Numbers (ICANN) a non-profit organization incorporated in Cdifornia,
currently administers the domain name system in cyberspace. Prior to the creation of ICANN,
one firm held amonoply over the regigtration of generic top level domains (gTLDs) such as
.comor .org. Inthe mid-1990s a network of Internet enthusiasts, firms, and IGOs (the
Internationa Telecommunications Union and World Intellectud Property Organization) banded
together to propose anew globa regime to manage the gTLD. ThelTU arranged for a
memorandum of understanding to be sgned among the interested parties, and held asigning
ceremony to give the agreement the trappings of an internationd tregty.

Most governments opposed this effort on process grounds. The U.S. Secretary of
State wrote a memo blasting the ITU secretariat for acting “without authorization of member
governments’ and “ concluding with a quote international agreement unguote.”>* European Union
governments suspected the agreement because many of the reevant actors were American.
Given the ITU’s one nation, one vote structure, and the secretariat’ s eagerness to independently
manage the issue areg, it is not surprising that the US wanted to switch fora. In response, the

U.S. Department of Commerce generated a white paper on regulating the gTLDs, and ingsted

* Theinformation in the next three paragraphs comes from Renee Marlin-Bennett, “I CANN and the Global
Digital Divide: Questions of Democracy and Participation,” Paper presented at the International Studies
Association annual meeting, Chicago, IL, February 2001; Milton Mueller, “ICANN and Internet Governance:
Sorting Through the Debris of * Self-Governance.’” Info 1 (December 1999): 497-520; and Marcus Franda,
Governing the Internet: The Emergence of an International Regime. (Boulder: Lynne Reinner, 2001).
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that the regime be privately rather than publicly managed. Other states were comfortable with
this arrangement so long as there was a mechanism to influence the proposed private order.®

The resulting governance structure — ICANN — accommodated US and European
concerns. A Government Advisory Committee was created to act as a conduit for government
concerns. The monopoly of gTLDs was broken. A sgnificant fraction of ICANN’s governing
board consisted on non-Americans. Renee Marlin-Bemnett summarizes the outcome in the
following way: “In the creation of ICANN, the United States government clearly indicated that
it did not wish the Internationd Telecommunications Union to be that source of governance.
But neither did the US government take responsibility for itsalf. What resulted was a
particularly unusud internationd organization: a private entity designed to make rulesfor a
globd Internet.”™ While governments have been willing to delegate Internet governance to
ICANN, they still retain ggnificant influence. In April 2002, a Commerce officid explained the
US government’ s influence over ICANN in thisway: “We do have a contractud relationship
with them, which we have the ability to modify, or, if we want, terminate. That is how our input
comes into the process.”’

When the great powers are in rough agreement on the regulatory issue a hand, but at
odds with developing states, the likely route to coordination is through club standards. Core

sates will create coditions of the willing to generate a common set of rules and regulations. To

formalize the codition, core states will create or capture club 1GOs with strong enforcement and

> Quoted in Mueller, “ICANN and Internet Governance,” p. 502.

% The White Paper can be accessed at http://www.ntia.gov/ntiahome/domainname/6_5_98dns.htm

* Marlin-Bennett, “I CANN and the Global Digital Divide,” p. 5.

*" Quoted in Susan Stellen, “Plan to Change Internet Group is Criticized as Inadequate,” New York Times,
April 1, 2002.
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sanctioning mechanisms.  Stringent membership criteria permit great powers to act in concert
while limiting participation in rule formation to like-minded countries.

To convince recalcitrant states into accepting the great power consensus, core states
will use both the logic of appropriateness and the logic of consequences. To induce members of
the periphery to cooperate, great powers can enhance the legitimacy of their ingtitutionaized
codition by converting their preferred set of gandardsinto cusomary internationd law. This
increases the politica and normative benefits for other satesto join, while increasing the risk of
isolation for those who resst. At the same time, powerful states can dso offer materid
inducements, such as aid or technica assistance, to encourage peripherd states to accept the
imposed standard. However, materid sanctions are equaly likdly, since threets of coercion are
less costly if successful.

Because internationd governmenta organizations are employed for different purposesin
maintaining club standards than harmonized standards, different IGOs are used to manage this
regime. Idedly, core states would prefer to use universa-membership IGOs with strong
enforcement mechanisms, but opposition from peripherd states diminish the chances for
effective governance in those fora® Instead, powerful stateswill rely on clubs. The mere
cregtion of aclub can sufficiently ater market payoffs to non-members such that they want to
join, even if they were better off under the status quo ante.®

Club membership organizations are useful tools for coordinating monitoring and

enforcement. Membership in aclub raisesthe palitical costs of defection for members. For

*® Thisis particularly trueif the |GO operates on a one-country, one-vote principle. See Stephen D. Krasner,
Structural Conflict (Berkeley: University of California Press, 1985).
* Gruber, Ruling the World.
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non-members, a club IGO can make it easier to pool resources to induce periphery members
into agreeing to the core s regulatory regime. Policy initiators sympathetic to the core position
can a0 use pressure from an international organi zation to bypass entrenched domestic interests
and other indtitutiond roadblocks. For the most recacitrant states, a club IGO greetly enhances
the utility of multilateral coercion. ®

NGOs play aless sgnificant role in this equilibrium outcome, because the greet powers
are acting in concert and will rely on an 1GO to create, promote, and enforce theregime. I
NGOs agree with the regulatory standard set by the core, they can act as prosalytizers,
promoating the merits of regulatory coordination to recacitrant members of the periphery. This
type of activity can dlow the core to rely on persuasion rather than coercion to ensure global
participation. If NGOs oppose the regulatory standard, they can act as protestors, ralying
support for states excluded from the club. In ether case, their actud influenceis margind.
NGOswill smply lack the resources to successfully oppose a great power concert.

One can seethis syle of regulatory coordination in the formation of an internationd
regime to guard against money laundering. In 1989, the G-7 countries created the Financia
Action Task Force (FATF) to develop a set of recommended practices affecting financial
supervison and regulation, appropriate law enforcement guiddines, and protocols for
internationa cooperation to combat the laundering of funds through globa capitd markets.

These practices were codified into the FATF Forty Recommendations.® Core states worked

% | isaL. Martin, Coercive Cooperation (Princeton: Princeton University Press, 1992); Daniel W. Drezner,
“Bargaining, Enforcement, and Multilateral Economic Sanctions: When is Cooperation
Counterproductive?’ International Organization 54 (Winter 2000): 73-102.

®! See Financial Action Task Force, “ The Forty Recommendations,” at

http://www1.oecd.org/fatf/40Recs en.htm
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to enlarge the number of countries recognizing the FATF 40 as an accepted standard. FATF
expanded its membership to 29 countries by 2000. The G-7 encouraged the creation of
FATF-gyle regiond bodies in the developing world, such as the Caribbean Financid Action
Task Force and the Asia-Pacific Group on Money Laundering. For these regiond groups, the
G-7 proffered technica assstance to ensure adherence and recognition of the FATF 40.

For those members of the periphery that resisted, FATF initiated an exercise to “name
and shame’ countries with deficient anti-money laundering standards. 1n June 2000, FATF
blacklisted fifteen countries, including Russa, Israel, Panama, and the Philippines; in 2001,
FATF added eight countries to the lit, including Myanmar, Egypt, Hungary, Indonesia, Nigeria,
and Ukraine. Both FATF and the G-7 threatened to implement countermeasures — induding
the restriction of financid transactions and the suspenson of IMF and World Bank loans—
unless these countries enacted legidation congstent with the FATF 40. Anti-corruption
NGOs, such as Transparency Internationa, strongly supported the FATF enterprise and urged
emerging markets to combat money laundering as a means of fighting kleptocracy.

Thismix of policies succeeded in generating internationa regulatory coordination.® By
August 2001, over 140 countries and territories had publicly acknowledged the FATF 40 as
the accepted international standard for anti-money laundering. At their Spring 2001 meetings,
the Boards of the International Monetary Fund and the World Bank aso recognized the FATF

40 as the accepted globa standard, despite vociferous objections from China, Russia and other

8 FATF, “Criteriafor Defining Non-Cooperative Countries or Territories,” February 2000, p. 9, available at
http://www.oecd.org/fatf/pdf/INCCT_en.pdf; G-7 Heads of State Communiqué, July 21, 2000, paragraph 26, at
http://www.g7.utoronto.ca/g7/summit/20000ki nawalstatement.htm

% Beth Simmons, “ The International Politics of Harmonization: The Case of Capital Market Integration,”
International Organization (Summer 2001): 589-620.
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developing countries® Of the fifteen countries threatened with sanctions in June 2000, fourteen
of them enacted anti-money laundering legidation conagtent with FATF preferences. Other
countries, reacting to the FATF initiative, have established anti-money laundering regimesto
avoid even the threat of sanctions. Through club 1GOs, core countries used a mixture of
incentives and sanctions to fashion an enforceable club standard.

Riva standards occur when great powers lack a bargaining core among each other but
share preferences Smilar to some developing countries. Getting any greet power to agreeto a
regulatory schemathat benefits them less than other great powers would be difficult. Coercive
tacticsarelesslikely to yidd results than in the club standards outcome. Great powers are by
definition less vulnerable to economic coercion. They can dso thwart any organized multilaterd
attempt at pressure, and ad hoc pressure coditions have alow probability of success®

Since negotiations anong the great powers are likely to fall, these states have an
incentive to engage in baancing behavior, expanding the group of decison-making actors to
include their dlies. Great powers will therefore choose internationd bargaining forawhere the
membership and the governance structure benefits their position, and try to expand the
membership of their preferred internationd body with members of the periphery that share their
preferences.® The outcomeis therefore one of rival standards. Different groups of countries

will generate dternative sets of regulatory standards, while trying to weaken the legitimacy of

® See the IMFC Communiqué, April 29, 2001, at http://www.imf .org/external/np/cm/2001/010429¢.htm
Russian and Chinese objections can be seen in their statementsto the IMFC at
http://www.imf.org/external /spring/2001/imfc/rus.htmand

http://www.imf.org/external /spring/2001/imfc/chn.htmrespectively.

% Drezner, “Counterproductive Cooperation,”

® Thisissimilar to E.E. Schattschneider’s concept of audience expansion. E.E. Schattschneider, The
Semisovereign People (New York: Holt, Rinehart and Winston, 1960).




competing standards. Unless the distributiond issues among the great powers are resolved, the
likely outcome is one of repeated cycles of bargaining, contestation, and conflict.

Internationa governmenta organizations will play a contested role in this scenario.
Powerful gtates will forum-shop among |GOs with overlgpping mandates until they find a
gtuation where their preferences are likely to prevall. Great powers will want to ensure a
friendly fora, so they are likely to seek as many dliesin the periphery as possble asaway to
enhance the legitimacy and bargaining power of their preferred set of regulatory standards. At
the same time, core states are likely to opt out or ignore fora when they are on thelosing side of
aregulatory arangement. 1GOs of dl stripeswill be used, but great power conflicts will curtall
their effectiveness.

The rival standards scenario gives NGOs the greatest opportunity to advance thelr
preferences when they clashwith some gates. If NGOs are in sufficient agreement to form
transnationd activist networks, public policy networks or epistemic communities, they can act as
consensus-builders®” Experts can lobby government bureaucrats, | GO secretariats, and
corporate leaders as away of building bottom-up support for their preferred position.
Governments that face a combination of externa pressure from other states and interna
pressure from an array of interestswill dter their preference ordering to stay in power.® If
NGOs are successful, they can end the cycle of bargaining, defection, and conflict, converting a

unstable equilibrium of riva standards into a more robust equilibrium of harmonized standards.

% On transnational activist networks, see Margaret Keck and Kathryn Sikkink, Activists Beyond Borders
(Ithaca: Cornell University Press, 1998); on public policy networks, see Reinicke, Global Public Policy, and
Slaughter, “The Real New World Order,”; on epistemic communities, see Haas, “Introduction: Epistemic
Communities and International Policy Coordination.”

% Audie Klotz, Normsin International Relations(Ithaca: Cornell University Press, 1995).



An obvious example of thisis the epitemic community’ s role in establishing the base of scientific
facts underlying the Montred Protocol.® However, the conditions under which this could
happen are rare; it requires a genuine consensus aong the entire spectrum of non-state actors.

The atempt to regulate geneticaly modified organisms (GMOs) is one example of riva
standards.” On thisissue, the US and EU are far gpart in their preferences. The USis againgt
most regulatory restrictions on GMOs, asthis hurtsits agricultural exports™ EU members
prefer placing restrictions on GMOs to reduce competitive pressures on their agricultura sector
and to aly public concerns over “Frankenfoods.”” Developing countries are also split between
agricultural exporters and import competitors.”

The United States and other food exportersin the “Miami group” (Argentina, Canada,
Chile, and Uruguay) have relied on the World Trade Organization’s dispute resolution panels to
grike down any EU laws redtricting trade in GMOs. The Miami group aso holds sway over the
Codex Alimentarius Commission, aU.N. emanation that establishes “food codes’ based on
scientific principles. The Generd Agreements on Tariffs and Trade defer to the Codex to

establish gppropriate sanitary measures.™ Not surprisingly, WTO pand rulings consigently

% Peter Haas, “Banning Chlorofluorocarbons: Epistemic Community Efforts to Protect Stratospheric
Ozone.” International Organization 46 (Spring 1992): 187-224.

" Gilbert Winham, “Regime Conflict in Trade and Environment: The Cartegena Protocol and the WTO,”
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Paper presented at the International Studies Association annual meeting, Chicago, IL, February 2001.

" K.T. Arasu, “Biotech Crops Make Inroads,” Reuters, April 28, 2002.
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support the Miami group’ s position that attempts to restrict GMOs without credible scientific
evidence of possible harm violate internationa trade law.

Having falled at dtering the rulesin these 1GOs, the European Union switched forato
ancther United Nations emanation to advance its regulatory preferences. In January 2000, the
Cartagena Protocol on Biosafety, an outgrowth of the 1992 Rio Convention on Biodiversity,
endorsed using the “precautionary principle’ in the trestment of large modified organisms. This
principle states that potentially dangerous activities can be restricted or prohibited before they
are stientificaly proven to cause serious damage.” Theresult isalegd stdemate, with the
biosafety protocol’ s precautionary principle flatly contradicting the trade regime s norm of
scientific proof of harm. Legd experts agree that iswill be difficult at best to reconcile the
WTO and Cartagenaregimes.”

Thefind category isthe least likely one to lead to substantid coordination. In this
scenario, minimd benefits from coordination or high adjustment costs leave great powers
without a bargaining core for each other and for developing countries. In this Stuation, powerful
dates lack the ability to attract dlies in the periphery, making it difficult to use bdancing
drategies. An obvious outcome is the ample absence of any internationd regime, and therefore
no globa standard. A smilar outcome is the creation of “sham” standards. Governments will
agree to anotional set of globa standards with week or nonexistent monitoring or enforcement

schemes. Sham standards permit governments to clam the de jure existence of regulatory

™ For the official EU explanation, see “ Communication from the Commission on the Precautionary Principle,”
February 2, 2000, at http://europa.eu.int/comm/dgs/health consumer/library/pub/pub07_en.pdf.

" Urs. P. Thomaset al, “ The Biosafety Protocol: Regulatory Innovation and Emerging Trends,” Revue
Suisse de Droit International et de Droit Européen 10 (April 2000): 513-558.
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coordination, even in the absence of effective enforcement. These sandards act to relieve any
domestic pressure for Sgnificant globa regulations.

Great powers will dso use coercion to advance their preferences. Unilaterd pressure
can be effective if gpplied againgt a dependent aly, or if it is gpplied againg firms rather than
dates. Asymetricaly dependent states in the periphery will be willing to acquiesce because they
care more about maintaining the trading relationship than the digtributiona implications of any
concession.” Smilarly, firms dependent on the core market will acquiesce to coercive
pressure.” Through these tactics, core members will generate their own spheres of influence
where ther regulatory preferences hold.

Two types of IGOs areinvolved in the “management” of thistype of internationa
regime. Universa IGOs will be the creators and stewards of any sham standards. At the same
time, the absence of any intersate consensus will prevent any red enforcement from taking
place. Great powerswill aso exploit neighborhood 1GOs to expand the domain of their
regulatory sandards. Regiond dlies will be most vulnerable to coercive tactics, and the
creetion of regiond standards increases aregiona hegemon’s bargaining leverage in any future
globa negotiations.”

NGOs have severd possible rolesto play in thistype of internationd regime. Inthe
absence of genuineinternational cooperation, NGOs that prefer to see more stringent global

regulations can pursue three srategies. Firdt, they can try to enhance the legitimacy of sham

" Daniel W. Drezner, The Sanctions Paradox: Economic Statecraft and International Relations
(Cambridge: Cambridge University Press, 1999); Drezner, “Outside the Box: Explaining Sanctionsin Pursuit
of Foreign Economic Goals.” International Interactions26 (Summer 2001): 379-410.

"8 Shambaugh, States, Firms, and Power.

™ Seethe citationsin the last two footnotes, aswell as Edward Mansfield and Helen Milner, eds., The



standards by acting as an imperfect enforcement subgtitute. Enforcement activities would
include “naming and shaming” exercises as well as the sponsoring of consumer boycotts. If
successful, states and/or firms pay a public relations price for violating these sandards. For
firms concerned about with brand image, these measures can have some effect.* Second, inthe
absence of sham standards, NGOs can generate their own “voluntary” codes and standards and
apply consumer pressure on multinationa corporations to adhere to them. If efforts at
enforcement fail, they can at least act as monitors of corporate and State behavior. Third,

NGOs can act as lobbyists, cgoling core states into narrowing their set of preferences so that
interstate coordination is possble.

An empiricd example of thistype of governance structure is the internationd regime for
labor standards. Developing states adamantly oppose the strict enforcement of any labor
dandards, fearing that they will be used as a cover for protectionism by core countries. The
core states are also far gpart on the appropriate international standard. The U.S. wantsto
enforce minimal labor codes. Some continental European states prefer more stringent rules
regarding the minimum wage, guaranteed hedlth benefits, and the power of pesk union
asociaions. Germany, Japan, and Greet Britain are leery of any measure to enforce |abor
standards.”

Because of the lack of agreement within the core and the periphery, the internationa
regime governing labor sandardsisweak. The International Labor Organization manages this

issue areg, and the ILO hasissued over a hundred conventions governing labor standards. In

Political Economy of Regionalism (New York: ColumbiaUniversity Press, 1997).
8 Economist, “Brands: Who's Wearing the Trousers?” September 8, 2001; Deborah Spar, “ The Spotlight
and the Bottom Line,” Foreign Affairs 77 (March/April 1998).



1998, the ILO members agreed to a set of core labor standards — prohibition againgt abusive
child Iabor, forced labor, discrimination in hiring practices, and the right to collective bargaining
— requiring the adherence of dl its members® However, compliance with these conventions
has been erratic at best. 1L O efforts to enforce core labor standards against even the worst
offenders — like Myanmar — have proven to be ineffective® The United States has repestedly
faled in its attempt to shift the governance of labor standards from the ILO to the WTO, most
recently in Seattle® Thisfailureis due to the opposition of less developed countries who
believe such standards would put them at a competitive disadvantage.

The weak globa regime has led to competition among regiond and private sets of
gandards. The European Union requires new entrants to adhere to a panoply of labor
regulation; the United States required Mexico to agree to enforce its own labor standards
before joining NAFTA. Furthermore, the U.S. has aso been willing to unilaterally coerce
developing states into ratcheting up their labor standards® At the same time, NGOs have tried
to apply pressure on multinationa firms to commit to voluntary sets of labor standards®

Table 3 summarizesthe principd traits of the various outcomes. The table illustrates the
variety of IGOs employed in managing globd regulations. GO effectiveness declines as greet

power disagreementsrise. The role and influence of non-dtate actors dso varies widely, ranging

8 O'Brienet al, Contesting Global Governance, chapter three.

8 OECD, International Trade and Core Labour Standards (Paric: OECD, 2000), Part |.
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from regime management to powerlessness in the face of a great power concert. The sdlience
of great power preferences remains condtant. If these ates act in concert, the outcomeis
effective policy coordination regardless of the preferences or strategies of other actors. If these
dates have divergent preferences, then effective policy coordination is possible but highly

unlikely.

V1. Conclusons

Significant empirical work remains to substantiate the theoretica propositions madein
this pgper. Neverthdess, thismode does suggest some intriguing conclusions for international
relations theory in an eraof globaization. The effectiveness of both NGOs and IGOs clearly
depends on state power and preferences. NGOs can range from playing a paramount role in
regime management (harmonized standards) to largely acting as cheerleaders on the Sddlines
(club standards). The typology of regulatory coordination proposed here could prove useful in
explaining when, rather than if, NGOs will play an important role in internationd affairs.

Similarly, this theory demongtrates the extent to which great powerswill engage in
forum-shopping to match the proper 1GO to the proper political environment. Each type of
GO proves useful for different congtdlations of state interests. Club 1GOs are most prominent
when great powers are in agreement but North- South tensions remain. Neighborhood or
regiona 1GOs prove useful as a means for powerful states to develop regulatory spheres of

influence. Universa IGOswill have a spotty track record of success. In the case of

(July/August 2001): 56-65.



harmonized standards, these organizations will play alegitimating role. In the case of sham
gtandards, these IGOs will be set up to fall.

This paper dso hasimplications for the scholarly debate about the extent to which
internationa agreements require enforcement. For some cases, such as harmonized standards,
coordination requires little enforcement, which is congstent with the management gpproach to
internationd compliance® However, for the other quadrants, cooperation will be difficult to
achieve, and in the cases of North/South disagreement will often involve threats of coercion.

Thisis condggtent with arguments that effective cooperation only occurs under alimited set of
circumstances.®

Mogt important, this theory makesiit clear that great powers are the key actorsin
determining the pattern of goba regulatory regimes. If they can agree among themselves,
coordination will occur regardiess of NGO, GO, and peripherd date preferences.  Opposition
from these actors only affects the means of regulatory coordination, not the ultimate end. By
giving great powers pride of placein the globa political economy, it isaso easier to understand
how other actors can maximize their influence. Globalization hasled to states removing their
traditiond policy levers for managing foreign economic rlations: tariffs, quotas, exchange rate
controls, etc. It does not mean that State capabilities more generdly have been weakened.

Recognizing that globa governance structures can be subtituted for each other so provides
amore powerful lens to understand the ramifications of globdization. States can substitute unilatera

measures, intergovernmenta accords, and delegation to non state actors to coordinate and enforce

8 Abram Chayes and Antonia Handler Chayes, “On Compliance,” International Organization 47 (Spring
1993): 175-206
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internationa regimes. By failing to recognize this fact, scholars of globa governance have
unnecessarily redtricted their analyses to smple comparisons of direct Sate involvement versus the
role of non-date actors. Ironicaly, globaization scholars have not erred in thinking too grandly

about globa governance, but in not thinking grandly enough.

#George Downs, David Rocke, and Peter Barsoom, “|s the Good News about Compliance Good News about
Cooperation?’ International Organization 50 (Summer 1996): 379-406.



TABLE 1

THE COORDINATION GAME

STATEA

STATEB
Switch to country Retain
A’sgandards national standards
Retain Coordinate at A No coordination
national standards (p,p —d) (0, 0)
Switch to No coordination Coordinate at B
country B’s standards (-d, -d) (p—d, p)

p = benefits from regulatory coordination

d = adjustment costs of moving to a new regulatory standard

Divergence of
preferences among great
powers

TABLE 2
A TYPLOGY OF REGULATORY COORDINATION

Divergence of preferences between great

powers/developing states
Hig_]h conflict L ow conflict
High conflict Sham Rivd
standards standards
L ow conflict Club Harmonized
standards standards




TABLE 3

ATTRIBUTES OF DIFFERENT REGULATORY SCHEMA

Sham Rival Club Harmonized
sandards gandards gandards gandards
State Unilaterd Competing standards;, | Great power concert; | Functiond
drategies | coercion and Schattschneider-style | multilateral coercion | optimization,
inducements expangon of audience | and inducements delegation
if loang
Predicted | Weakly enforced | Competing stlandardsin | Core-created and Technica
solution standards; multiple fora; great core-imposed standards
repeated conflict | power opt-outs, standards
ungable equilibria
IGOrole | Politicd cover; Competing arenasfor | Codlition+building, Legitimation
regiona bodies bargaining standard- stting,
Sonificant strong monitoring/
enforcement role
NGO role | Lobbyists, norm | Consensus-builders Prosdytizers, Standard- setters
promoters, protestors
subgtitute
enforcers
Empiricd | Greenhouse CFC emissions; Money laundering; Product standards;
examples | gases; labor whaing; GMOs intellectua property | Internet protocols
standards rights




