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[1] The Plaza Accord 

· A secret meeting in September 1885 At the Plaza Hotel in New York between G5 members: U.S., Japan, Britain, West Germany, and France 

· The countries agreed to make further monetary cooperation, especially to bring the exchange rates of the dollar, en, and deutschmark back into more reasonable pattern 

· The agreements were made to thwart the growth of protectionism in the US 

· Plaza Accord demonstrates Japan’s entry into a position of greater responsibility in managing the international monetary system. Japan was rising to the position of the foremost international creditor and thus had incentives to take on a greater responsibility. 

· American officials, hence, though any attempt to stabilize the system would be meaningless without Japan’s cooperation. 

· In May 1986, the major powers tried to institutionalize the Plaza agreement via G7 (G5+ Canada and Italy) economic summit in Tokyo. They stressed the need to coordinate their domestic policies in order to stabilize the international monetary and trading system. They all wanted steady growth with low inflation. 

· It became necessary to weaken the yen and deutschmark, while strengthening the dollar to stop the dollar’s descent in value versus rival currencies 

[2] Kiichi Miyazawa

In the postwar period, Japan had a loose monetary policy, so that the undervalued yen remained undervalued, helping Japan’s exports to be competitive. In the 1980s, the US had a trade deficit with Japan, and the high dollar damaged American trade. The US wanted to take the dollar down to reduce trade deficit, which led to the Plaza (1985) and Louvre (1987) Accords. In the latter, the G5 countries, plus Canada, had agreed to help stabilize the exchange values of the dollar, yen, and deutschmark. The different levels of analysis provide several explanations as to why Japan decided to cooperate with the US. According to the individual level of analysis, Kiichi Miyazawa, who was Japan’s finance minister in the 1980s, played an important role in shaping this country’s behaviour. Moreover, it is argued that to joint action required by the Louvre Accord was possible precisely because Miyazawa was the finance minister. Before he was minister, he was working in the Ministry of Finance for several years, and had developed extensive relationships with his US counterparts. Also, he spoke English fluently, which facilitated his negotiations with US officials. In 1986 and 1987, Japan needed the cooperation of the United States to slow down the rise of the yen. Miyazawa believed that the Ministry of Finance should have a more important role. This belief helped him to reach an agreement with Treasure Secretary Baker. They agreed that Japan needed to have a more expansive fiscal policy, and that the US would help stabilize the yen-dollar rate at 153-163¥. However, the yen continued to rise, to the dislike of Miyazawa. By April 1987, the yen was at 137¥ to the dollar. He had to accept those rates if he wanted foreign help in achieving the target to stabilize the rate. By the end of the year, the yen got even higher. 

[3] President Kennedy

President of the United States during the Cold War and the Cuban Missile crisis in 1962. To deal with it, he applied a quarantine strategy through a naval blockade that impeded the entrance of Soviet freighters carrying nuclear warheads and missiles. This policy was effective, as it enforced U.S. security/control over Cuba without directly confronting the Soviet Union. Lastly, Kennedy directly contacted Soviet Premier Khrushchev in order to diplomatically sort out the crisis. As a result, nuclear conflict was avoided and U.S.-Soviet relations improved throughout the following decade. Kennedy’s handling of the crisis provided appropriate background for negotiation of the Strategic Arms Limitation Treaty between the US and USSR.

[4] Cuban Missile Crisis

· tells us a lot about organizational processes: policy decision versus policy implementation 

· Soviet Union tried to sneak missiles over to Cuba

· U-2 spy planes designed by the CIA to take off and fly above missile range 

· Took pictures of Cuba and saw that they had missiles in Cuba 

· The policy couldn’t be implemented as it was desired because the soldiers only knew one way to construct a missile base

· Organizational process: policy repertoires as constraints 

· SOPs: Standard Operating Procedures

· Shaped by training, preparation

· Policy options reduced to repertoires or menus 

· Preparations or advanced planning may prevent rational choices from being selected 

· Manipulations by bureaucratic actors may be possible too
[5] EOI

· Acronym standing for Export-oriented industrialization.

· Refers to an economic development model where a country develops an export-based economy. More specifically, the government in question fuels exports trough tax-breaks or providing access to low-interest credit for export industries. For instance, S. Korea adopted EOI in response to the failure of ISI trough the promotion of exports such as electronic circuits or automobiles. This responded to international demands for these products, especially in the context of a favourable systemic environment were Japan and the United-States were eager to consume different products which the East Asian country could produce.

· The relevance of EOI for IPE stems from the idea that it presents an alternative model of industrialization and development to the more controversial Import-substitution industrialization (ISI) model.

[6] EPB
· Economic Planning Board

· Formed in 1961 in Japan

· Purpose: to oversee transition from ISI to EOI

· Integrated budgeting and statistics, and further centralized government power
[7] Bretton Woods Sysytem

· Definition: the Bretton Woods system established rules for economic relations between industrial states (1944). It was an obligation to adopt a monetary policy that maintained the exchange rate by pegging it's currency to the USD, and let the IMF bridge the imbalances. 

· Significance: first example of a fully negotiated monetary order governing relations between independent states. It established the IMF and World Bank in 1945.

· Now What?: 1971, US unilaterally terminated the gold standard, abd thus the Bretton Woods system; referred to as the  Nixon Shocks.

[8] Bundesbank

When evaluating  Germany’s role in the European Monetary union, one can look at Germany’s central bank, the Bundesbank. As a bank the Bundesbank was politically independent from any politics, which made its power stem from the political consensus that supported its independence. As a result of the Bundesbank Act in 1957, the Bundesbank had established its independence from direct political authority and identified its policy goal as stability. The Bundesbank was very well –respected and had performed extremely well in terms of domestic policy as it maintained low levels of inflation and a strong value for the Deutschemark.  Although they had been successful with the advent of monetary union, their role was about to be undermined as a new central bank of Europe would be established. The Bundesbank used their influential position to generate Germany’s policy stance when it came time to negotiate the terms for monetary unification in Europe. Therefore one can say that bureaucratic politics helps explain Germany’s policy stance. Although the Federal Bank carried out day to day international negotiations, they relied on the Bundesbank to execute policy decisions. The Bundesbank successfully set the conditions for the agreements by 1) having countries meet criteria for policy convergence prior to membership 2) having an increase in realignments in the EMS for countries to alter their exchange commitments and 3) having the timetable of the Maastricht treaty put into doubt. 

[9] Maastrich Treaty

The Maastricht Treaty, signed in December 1991, committed the member states of the EMS to creating a monetary union by the end of the decade and laid down an elaborate procedure for achieving this goal. It also created the European Union. It was perhaps the largest milestone in the European Monetary System members' move toward liberalized capital controls and the ultimate assimilation into a single market. It can be seen as a response to the instability of the USD during the second period of neglect and the desire to be insulated from US market fluctuations. If we look at the Mundell-Fleming trilemma, it appears that participants in the Maastricht Treaty chose to uphold open capital control and stable (ultimately non-existent) exchange rates, while abandoning domestic monetary policy autonomy. This was of particular import to Germany, who prided itself on the Bundesbank and the Deutsche Mark  because it was an important national symbol of Germany's post-war success. Germany was reluctant to relinquish the autonomy of the Bundesbank, its central bank. 

[10] Mahathir

1. Was the leader of UMNO and later became the prime minister of Malaysia.

2.  During the East Asian financial crisis, he was in the office due to the support from successful businesses.

3. The UMNO flavoured bumiputera over ethnic Chinese entrepreneurs and Mahathir was also known for his strong critical views of oppositions.

4. The strong link between Mahathir and bumiputera explained his decision of using capital control over open capital markets, which was suggested by IFI. 

5. Mahathir believed that the suggestions from the IFI were geared towards those developed countries' own interests; thus he choose to ignore the advices and adopted capital control.

6. His stand was fully supported by not only his own country but also from the surrounding regions.

7. The outcome of his choice of using capital control would likely constrain the relationship with the US creditors as well as the IFIs in the long term.

8. This is an example how the individual can have big impact on the country's economic policy, especially in the developing countries.

[11] Nixon Shocks

Definition :  The Nixon Shock was a series of economic measures taken by U.S. President Richard Nixon in 1971 including unilaterally canceling the direct convertibility of the USA dollars to gold. 

Relevance: this action essentially ended the Bretton Woods System of international financial exchange. The US unilaterally leaving the gold standard signals that the US was thinking about itself and it will continue to do what is best for it in economic bad times.

[12] Delors Committee

The Delors Committee was the administration of Jacques Delors, who was the 8th President of the European Commission. In 1989, the Delors Committee recommended making the exchange rate rules the basis for even tighter monetary coordination. The long term goal was to establish monetary union. Its report recommended that the European Union should have a single currency. The committee recommended that the move be made in three phases: (1) A period in which the last national capital controls were removed (this would allow for the complete integration of financial markets); (2) Members would coordinate their macroeconomic polies (this will be done through members synchronizing to the policies set out by the Euro System of Central Banks); and (3) An EU-wide central bank (the ECB) would be created, a new common currency introduced and coordinated fiscal policies followed. The recommendations of the Delors Committee were accepted by most Europeans countries, so they signed the Maastricht Treaty in December 1991. The Maastricht Treaty spelt out the obligations of the members in the various steps to monetary union, as well as a timetable for the entire project

[13] EMS

European Monetary System (EMS) was an arrangement established in 1979 under the Jenkins European Commission where most nations of the European Economic Community (EEC) linked their currencies to prevent large fluctuations relative to one another. The European Monetary System was constructed out of Snake. After the end of the Bretton Woods system in 1971, the six members that made up the European Common Market (Belgium, France, West Germany, Italy, Luxembourg, and the Netherlands) decided to maintain stable exchange rate by preventing exchange rate fluctuations of more than 2.25% (the European "currency snake"). In March 1979, this system was replaced by the European Monetary System. The EMS enacted with its Exchange Rate Mechanism (ERM) again pledged to maintain their currency in a plus or minus 2.25% range, but this time the currencies were anchored to a basket composed of the participating currencies (each country has to fix its value against a single basket of currencies, rather then each individually).

The EMS is important to look at because during the end of the 70’s through the 80’s they realigned currencies in order to fit the “snake”. It is significant because the EMS seemed to satisfy the needs of the European Community members for exchange rate stability, yet conceded them enough freedom to pursue their own macroeconomic policy goals.

[14] Crow’s Nest pass Agreement

The Crow’s Nest Pass was an agreement between the CPR (Canadian Pacific Railroad) and the government that was introduced by the Laurier Liberal government.  This agreement was created in September 1897 to support the immigration aspect of the National Policy, in which Laurier sought to settle Western Canada with immigrants who could farm. This agreement lowered not only the cost of traveling with the CPR but also lowered the rates it was charging to ship famers’ goods across the country. 

[15] IFI

Stands for international financial institutions, that have been established by more than one country and are thus subject to international law. Examples include the World Bank and the International Monetary Fund. IFIs are important because they give countries policy recommendations for handling a variety of financial situations, exerting systemic-level pressure on domestic politics. IFIs were discussed in Randall Fleming’s article.
[16] Washington Consensus

[17] ECU

· European Currency Unit

· Basket currency that comprised parts of each of the member’s currencies

· Largest component: deutschemark

· “Wherever the DM moved, the basket had to follow”

· “The Bundesbank could set an independent policy, while the central banks of other EMS members could not”

· It provided exchange rate policy, though it also gave EMS members enough freedom to pursue their own macroeconomic policy

[18] MacDonald Commission

[19] Bumiputera

· Bumiputera refers to ethnic Malay entrepreneurs who owned most of the largest companies in Malaysia.

· They served as the main political base of the ruling party, UMNO.

· Because of this, these businesses succeeded due to preferential treatment from the government, cheap credit from banks with close government ties and connections to UMNO. The government also favored the bumiputera over businesses owned by ethnic Chinese.

· The East Asian Financial crisis hurt these big companies as foreign investors quickly sold off their stocks. 

· This translated to divisions within the UMNO. Deputy Prime Minister Anwar Ibrahim warned the bumiputera that the country could not afford to protect them from losses and would not bail them out. Mahathir saw this as a threat to his power base.

· Mahathir’s capital controls allowed  the government to pursue expansionary monetary and fiscal policy which helped the economic fortunes of the bumiputera.

[20] Werner Report

After a 1969 European Community meeting in The Hague in the Netherlands, a report was commissioned by the Prime Minister of Luxembourg, Pierre Werner. It outlined a three stage process for the further integration of European monetary policy. The plan stressed the fixing of national currencies and the liberalisation of capital controls. The report also emphasised the desirability of the harmonisation of fiscal and monetary policy. This would be conducted through a series of central banks in Europe. Werner outlined a three stage process to implement these ideas and set 1980 as a target year for the European Monetary Union (EMU). Despite this timetable being unrealistic, the Werner Report was important in setting a foundation of ideas in the European Community and was referenced in both the Delors Report and the Maastricht Treaty. Henning believes it is significant because it came in a period of ‘Benign Neglect’ from the US. In his second period of disturbance, Henning argues that Europeans got closer to monetary union whenever the Americans were at conflict or neglect with European monetary policy.

[21] Floating Exchange Rate

[22] Capital control

· definition: government policy of restricting locals from acquiring foreign assests (capital outflow) and/or restricting foreigners from acquiring local assets (capital inflow)

· Malaysia case: Mahathir:

· A policy instituted by Malaysia in response to a financial crisis: buy the local currency with US dollars in order to stabilise the currency

· In financial crisis affected many countries (Thailand, Indonesia, South Korea...)

· in response to financial crisis IMF proposed a solution that consisted  in devaluating the currency and open trade of these countries.

· But Malaysia refused to do so: refuse to submit to these policies

· instituted the capital control policy

· turn towards more protectionist policies

· it gave a solution to the Mundell-Flemmings condition

· domestic monetary policy autonomy

· fixed exchange rates

· helped the eco recover which would not have been possible if would have stuck to liberal international policies promoted by the IMF

[23] Mundell-Flemming

Mundell-Fleming: Model proposed by the economists Robert Mundell and Marcus Flemming to describe the constraints of a country in an open economy. It refers to the “trilemma” a country faces arguing that a country will have to choose only two of the following: fixed exchange rate, open capital markets, and autonomous domestic monetary policy. It is impossible for a country to have the tree of them since they are intertwined. For example, right now most countries want access to international capital markets and if they want a stable exchange rate, the monetary policy will have to be chosen to maintain this rate and won´t be able to set other targets as price stability or full employment.

· Won Nobel economics prize for establishing the notion of a trilemma that states face when trying to simultaneously pursue:

· 1. fixed exchange rates

· minimize risk and eliminate uncertainty when engaging in international business

· 2. open capital controls

· allow both governments and citizens to borrow at the lowest possible rates.

· 3. domestic monetary policy autonomy

· allows governments to have more control over the micro economy

· One can envision these three elements as a triangle; once you move closer to achieving one aspect, you move away from another

· Useful way to discuss the acceptance of globalizing economic pressures and opportunities on domestic monetary affairs

· Trilemma present in the East Asian Financial Crisis (1997-1998)

· Malaysia picks fixed exchange rates, domestic market policy autonomy to use interest rates to speed up economy, ignoring advice from IMF, World Bank, U.S.

· to increase influence in domestic affairs

[24] Fixed Exchange Rate

· Definition: the value of a currency is pegged to the value of another single currency or to another measure of value (i.e. gold). 

· Gold standard: an exchange rate would be fixed to gold. The currency = gold.

· China: fixed currency. Why would you do this? Exports stay cheap, if your currency fluctuates every day, it’s easier to peg it to know what the value of the currency is.

· Fixed regimes can often lead to severe financial crises since a peg is difficult to maintain in the long run. An attempt to maintain a high value of the local currency to the peg result in the currencies eventually becoming overvalued. Governments can no longer meet the demands to convert the local currency into the foreign currency at the pegged rate. With speculation and panic, investors scramble to get their money out and convert it into foreign currency before the local currency was devalued against the peg; foreign reserve supplies eventually become depleted.

· In order to maintain the local exchange rate, the central bank buys and sells its own currency on the foreign exchange market in return for the currency to which it is pegged.

· In order to maintain the rate, the central bank must keep a high level of foreign reserves. This is a reserved amount of foreign currency held by the central bank that it can use to release (or absorb) extra funds into (or out of) the market. This ensures an appropriate money supply, appropriate fluctuations in the market (inflation/deflation), and ultimately, the exchange rate. The central bank can also adjust the official exchange rate when necessary.

[25] Confidence

Confidence is a characteristic of a currency, referring to the faith people place in it as a store of value. When governments provide money, they intend for the currency to have: confidence and liquidity (the currency's availability). Confidence and liquidity are contradicting, and an important part of international monetary policy is finding a balance between currency and liquidity. For example, confidence played a role at the roots of the European Monetary Union. With the Nixon Shocks and the collapse of the Bretton Woods system, people were losing confidence in the American dollar as it was no longer backed up with gold. This was significant for Germany, because confidence in the Deutschmark was good and could possibly rival that of the American dollar. One of the systemic factors explaining Germany's Role in European Monetary Union is that Germany did not want to bear, alone, the spillover of the American dollar's demise.

[26] The « snake »

· The first attempted European monetary cooperation: comprised the 6  original members of the European Community Market : Belgium , France , Italy , Western Germany Luxembourg and Netherlands. 

· After the failure of Bretton Woods system, countries decide to maintain some stable exchange rates: maintained their currencies within a band of plus or minus 2,25 per cent which pitted against the Deutsch mark (the standard currency)

· This system was referred to as the “Snake”

· Countries had difficulties maintaining that commitment: because it was so difficult they established the European monetary system based on the “snake”  : pitted against the average of all the countries currency rate : The basket composed of the participating currency. 

· other countries had difficulties to maintain 

[27] Louvre Accord

The Louvre Accord was an accord signed by the then G6  which as made up of Canada the unioted states, great Britain France, west Germany and Japan February 22, 1987 in Paris, France in order to stabilize world currencies. The meeting was instigated on the basis of stopping the continuing decline of the US dollar. Since the Plaza accord in 1985, the dollar rate had continued to slide, reaching an exchange rate of ¥150 per US$1 in 1987 an all time low. The ministers of the G7 nations gathered at the Louvre in Paris to stop this decline which many of their economies had been dependant on. 
[28] SOPs

Standard Operating Procedures describe a set of procedures to perform a given operation, which are shaped by training and preparation. Organizations have to develop their capabilities according to a certain range of possibilities that are realistic.  Constrained to only the possibilites they can prepare and are trained for, Policy options are reduced to limited repertoires.  Advance planning may prevent rational choice from being selected because as events change, the preferred option may not be possible anymore.

[29] ISI

Definition: A strategy for developing a country’s industrial sector by blocking imports of industrial goods, forcing domestic demand to support national industries. It was used to narrow competition and boost economic activity at the national level. The disadvantages of the ISI strategy include reinvestment and bottlenecks. Reinvestment: there is no guarantee that greater profits accruing from the firm will be reinvested in the same industry. Bottlenecks: ISI meant blocking imports that could not be fully replaced by domestic production in the short run which slowed down production.

Significance: Even though this strategy can work under the right conditions (larger domestic market), it has many disadvantages that can slowdown the pace of industrialization over time. According to the liberal perspective, protectionism (addressed to the specifics of the ISI program) inhibits the competitiveness and productivity of a country's industrial sector, causing more problems for its economy.

Example: South Korea: Problems associated with the ISI did occur in South Korea’s drive to industrialize in the 1950s. Production of critical basic materials lagged behind schedule and the production of many sectors remained well below standard, which had both economic and political consequences. The ISI, however, also helped the country build up much of its basic industries (even though not internationally competitive) and identified some of its most pressing needs.

[30] Cobden Chavalier Treaty

In the repeal of the corn Laws Richard Cobden visited France in the 1860’s. Bilateral agreements were made via free trade. This occurred on the international level with cooperation on arrangements to lower tariffs. There were not set rules or broad guidelines that dictated behaviour in the treaty. Just as the ad- hoc arrangement arose, they deteriorated in the same fashion with one country defecting creating trade wars in the 1880’s resulting in all countries defecting. It set up the platform of the Tories election success in the introduction of Canada’s National Policy where they favoured protectionism from foreign from Sir John A. Macdonald. One example is how Britain used military power in a positive sense to support those who would adhere to their economic bilateral economic agreements.

[31] Unholy Trinity 

Trade-off between domestic monetary sovereignty, free capital movement and fixed exchange rate. This concept suggests that it is impossible to have all these tree conditions at the same time. 

The formal model for this hypothesis is the Mundell-Fleming model developed in the 1960s by Robert Mundell and Marcus Fleming. The idea of the impossible trinity went from theoretical curiosity to becoming the foundation of open economy macroeconomics in the 1980s, by which time capital controls had broken down in many countries, and conflicts were visible between pegged exchange rates and monetary policy autonomy. While one version of the impossible trinity is focused on the extreme case – with a perfectly fixed exchange rate and a perfectly open capital account, a country has absolutely no autonomous monetary policy – the real world has thrown up repeated examples where the capital controls are loosened, resulting in greater exchange rate rigidity and less monetary-policy autonomy. 

The spontaneous emergence of floating exchange rates in 1973 (end of Bretton Woods System) recognized that in a world of growing capital mobility and inflation differential, to retain a reasonable degree of independence over monetary policy, the exchange rate must be allowed to explode and give way. That was how surplus countries such as Germany and Japan were liberated from the dollar hegemony and acquired a reasonable degree of monetary independence. 

[32] TNO

1)
Time period: 1980’s

2)
Federal Canadian office created in order to encourage free trade between Canada and The States.

3)
Example of both bureaucratic and individual level analysis.

4)
Institution of the TNO illustrated that free-trade was very important to Canada, but not as significant for the USA.

5)
Individuals such as Michael Hart and Simon Reisman were enthusiastic and qualified individuals who were appointed to lead the office.

6)
They had a deal with the US State department , which was very occupied with other international issues such as GATT.

7)
Mulrony and Reagen proved to be less influential: although they were the two heads of government credited with the implementation of the free trade agreement, people like Reisman and Hart were the true players in the negotiations.

[33] Anwar Ibrahim

Definition:

Anwar Ibrahim was the Deputy Prime Minister under Dr. Mahathir Mohamad, leader of in Malaysia’s United Malays National Organization (UMNO), during the 1997-1998 East Asian financial crisis. 

Significance:

At on the onset of this crisis, divisions appeared within the UMNO. Anwar played a significant role as he proposed a set of policy measures that contradicted Mahathir’s views. Instead of offering preferential treatment to the bumiputera (i.e. Malay entrepreneurs), he signalled that the country could not afford to protect them. Moreover, he urged to pursue orthodox economic policies paralleling those imposed in International Monetary Fund (IMF) sanctioned programs as opposed to relying on capital controls. Mahathir viewed Anwar as a threat to his power base and was determined to remove his rival. 

Example:

An example of Anwar’s implementation of IMF measures is seen in December 1997, when he authorized a reduction in government spending and other stiff measures which were meant to reassure international investors. However, after capital controls were announced on September 1, 1998, Mahathir sacked Anwar from his office and had him jailed for corruption and homosexuality.

[34] Mahathir Mohamad

· Vociferous critic of International Financial Institutions and international investors

· Prime Minister of Malaysia from 1981 to 2003

· Credited with engineering Malaysia’s rapid modernization and economic growth

· Political success due to close links wit indigenous big business and willingness to use heavy handed tactics against critics (Both surfaced in East Asian Financial Crisis)

· Prime Minister during East Asian Financial Crisis (1997)

· Crisis created leadership dispute within UNMO between Mahathir and Anwar (Anwar in favor of orthodox economic policies in line with those recommended by IFI’s)(Mahathir saw this as threat to his power base, since bumiputera would be hurt by these policies, and therefore implemented capital controls which allowed Mahathir to rescue the economic fortunes of his supporters)

· Mahathir then proceeded to have Anwar fired/arrested

· Mahathir also important in individual level of analysis

· Played central role in policy decisions as Prime Minister

· Bizarre beliefs/views/ideas (blamed financial crisis on Jewish speculators/Conspiracy by Western nations to make profit at the expense of developing nations)

· This may suggest that he made decisions irrationally 

[35] Trilemma

The “Trilemma” is a concept discussed in the Mundell-Flemming economic model. It says that every nation wants 1. Fixed exchange rates, 2. Open capital control, 3. Domestic monetary policy autonomy. Fixed exchange rates means the government controls the exchange rate to minimize risks in international business. Open capital controls mean that capital is not restricted and citizens are free to invest abroad and borrow from abroad at the lowest possible rates. Domestic monetary policy autonomy means the government want to set interest rates to help manage the economy at the macro level as well as make it easier for people to borrow and invest domestically. The model goes on to explain that it is impossible to have all three. It is not possible to have fixed exchange rates while having open capital controls allowing citizens to spend the currency freely. An example of this would be the case of Malaysia. They had to choose between open capital markets as was requested of them from the IMF and the World Bank and domestic policy autonomy. They chose domestic policy autonomy, which guided them differently through the 1997 East Asian financial crisis.

[36] UMNO

UMNO stands for the United Malays National Organization, the largest political party in Malaysia.  Splits within the party played an integral role in the decision to use capital controls to cope with the fiscal crisis faced by Malaysia in the 1990s.  Dr. Mahathir Mohamed became the leader of the party in the 1970s and became the prime minister of Malaysia in 1981.  The UMNO had close ties with the bumiputera, ethnic Malay entrepreneurs, and their policies favored them over ethnic chinese businessmen.  When the large businesses that had been supported by the UMNO’s preferential policies began to fail, splits within the party surfaced.  When Deputy Prime Minister Anwar Ibrahim announced that the country could not afford to protect the bumiputera companies, Mohammed saw him as a threat.  There was a division within the party between those who wanted to follow the IMF’s policy prescriptions and those who did not.  The UMNO had a lot of power over the press, which allowed Mohammed to eject Ibrahim from political power.  

[37] H-O Model

This model is an expansion on David Ricardo's notion of comparative advantage.  It explains the system of international trade on the basis of a country's factor endowments. Heckscher and Ohlin declared that countries will export goods in which they have an abundant amount of factors, and import goods in which they have a scarce amount of factors. There are three main factors to consider: land, labour, and capital. So for a country like Canada, the H-O model would predict that they will export goods that are land intensive and import goods that are labour intensive, because Canada has an abundant factor endowment of land where as it has a scarce factor endowment in labour. The H-O model has been accurate in explaining trade up to world war 1, but not so much after. Intra-firm and Intra-good trade creates complications for the accuracy of the H-O model, in which many countries export and import much of the same goods. There have been many extensions of the H-O model, such as the Stolper-Samuelson model.

The Heckscher-Ohlin Model is an elaboration on the theory of comparative advantage, used by proponents of Liberalism. It intended to explain the content and direction of trade flows-- it expects each country to export goods that intensively use the locally most abundant factor and to import goods whose production requires intensive use of locally scarce factor of production. For example, in a country where labour is abundant compared to capital, labour will naturally be cheaper than capital. That country will be able to produce cheaply those goods that are labour-intensive. Goods that require intensive use of the locally scarce factor, capital, will be more expensive to produce. The cheaper, labour-intensive products will be easier to sell abroad; other countries, where capital is abundant and labour scarce, will have cheaper capital-intensive exports. The sources of trade can thus be found in the different endowments of countries—these attributes allow them to produce different goods with greater or less cost

[38] Comparative advantage or specialization

Comparative advantage: established by liberalist David Ricardo, the law of comparative advantage says that two countries (or other kinds of parties, such as individuals or firms) can both gain from trade if, in the absence of trade, they have different relative costs for producing the same goods. Even if one country has an absolute advantage on a special good, it can still gain by trading with a less-efficient country, as long as they have different relative efficiencies. When establishing this theory, Ricardo gave the example of wine and cotton between Portugal and the UK.

Therefore comparative advantage encourages specialization and the division of labor. In modern times, comparative advantage can be related to the EOI (Export Oriented Industrialization) development strategy, where one country specializes in a particular domain in order to export goods. 

[39] Dollar Glut

· a term used to describe the accumulation of USDs outside the US. 

· 1958 - US begins to run a Balance of Payments deficit

· This led to the questioning of the credibility of the USD (what was the real rate of conversion of the USD into gold??). 

· The dollar glut eventually forced the end of the gold standard in the United States and led to the collapse of the Bretton Woods system

· tied to Henning’s article and the first period of instability (disturbance) in the creation of the EU

[40] Yo-Yo Yen

The term “yo-yo yen” is an expression used by Brendan Brown in his article “The Yo-Yo Yen: Made in Washington?” on Japanese monetary and trade policy in the late 1990s. It refers to the volatility and fluctuation of the Japanese currency against the US dollar and the euro during those years, following American pressures for yen appreciation in the 1980s and a domestic policy favouring tight monetary measures combined with a loose fiscal policy.

The significance of this term lies in that it is used by Brown to argue that the huge appreciation of the yen from the late 1980s on was not primarily a consequence of US pressures for change, but rather of domestic decisions resulting from the conflicting interests of the Bank of Japan, led by Chairman Sumita, and Kiichi Miyazawa’s Ministry of Finance, in which the former gained the upper hand over Miyazawa’s preference for loose monetary policy and tighter fiscal policy.

In the context of Brendan Brown’s interpretation, the yo-yo yen can be seen as a result of domestic factors and bureaucratic politics rather than of systemic pressures, as other students of IPE have emphasized. 

[41] Factors of production

Factors of production were brought up by Heckscher and Ohlin in order to explain their model of trade. They represent each country’s inputs available to produce a good or service. In the simplest version, there are 2 factors: capital and labour, but we often see ‘land’ added to the model. 

Their theory, the H-O Model, assesses that a country will produce and export a product depending on their factors of production. For example, a country with abundant labour will produce some labour intensive goods and export them at cheap prices. Unable to produce the equivalent capital intensive goods at the same competitive prices because of scarcity, they will opt to import these goods from countries with more capital. Therefore, according to the model, global distribution of factors of production should determine trade relations between countries. This shall be proven to be mistaken in many cases.

However inexact the model may be, it can be useful in understanding some political cases. A very good local example would be Sir John A. Macdonald’s Canada winning elections in 1978 and the instauration of a protectionist policy called the National Policy. At the moment, the only factor of production Canada was provided copiously compared to other countries was land. Obviously, in according the H-O model, this made it clear that open trade would benefit farmers in the west. However, these were not very numerous and were prevailed over by votes coming from eastern Canada, who had every reason not to want free trade: the arrival of American competitors would have made it hard for small manufacturers to survive.

[42] Soft landing
· US strategy to lower interest rates

· Meant to lower IR in gradual increments

· Objective: don’t jeopardize confidence

· Relative to US/Japan Louvre and Plaza Accords

[43] Intra-good-trade

Intra-good trade refers to the trend of countries with similar factor endowments becoming trading partners.  Factor endowments are those factors identified by the Heckshler-Ohlin theory as relating to the direction of flow of goods from one country to another, with those endowments that are abundant within a country, thus those that a country holds a comparative advantage in producing, being exported and those that are scarce being imported.  Such factor endowments are generalized into the categories land, capital, and labor.  The trend of countries that have similar comparative advantages trading between each other thus contradicts this theory, since they therefore will be both exporting and importing goods that they hold a comparative advantage of.  An example of this is Canada and the United States trading cars, since both countries have relatively abundant reserves of capital.  This may be explained in terms of similar taste and preferences that these countries hold, with demand in both these countries being more for high quality goods that are produced under conditions of high capital intensity.  On the domestic level of analysis, intra-good trade may be described as an indicator of a strategic trade policy, trade patterns that are not fixed by a country’s characteristics but rather altered by government policy in order to direct resources to firms identified as key sectors for trade. Paul Krugman sees this trend more on the lines of economies specializing in a limited variety of production, not following regional endowment, to take advantage of increasing returns (economies of scale) without reducing the variety of goods available for production. Liberal theorists and economists would examine this trend as politics getting in the way of market forces.  

Intra-Good Trade runs consistent with the Leontief Paradox: Countries do not only export the factor endowment they are in most abundant supply of and import those which they are in scarce supply of, but rather export and import a variety of goods, in contradiction to the Hecksher-Ohlin Theory.

[44] MacDonald

· leader of the Tories, presided over the introduction of Canada’s National Policy 

· showcases the importance of individual and ideational factors

· his thinking was changed by the experience of the 1870s, which saw many economic crisis despite the previous implementation of liberal policies (opening of trade between countries) --> ie liberalism is bankrupt 

· Macdonald was an experienced politician who kept his party in power for twenty years, by managing to bring together the interests of eastern urban centers using patriotism (urging national development independent of US) and relying on patronage

[45] Mr Mieno

Definition: Mr. Mieno was appointed governor of the Bank of Japan on December 1989. He was a staunch supporter of a strong yen and aimed to strengthen it through the tightening of Japan’s monetary policy (by lowering interest rates).  Mieno repeatedly commented that the Japanese trade surplus was the cause of the rising yen; and that the yen would rise until measures were taken to reduce the surplus. He argued that deregulation would reduce the trade surplus, and a lower trade surplus meant a cheaper yen. However this runs counter to a basic economic model that excess savings results in a surplus in the current account and a consequent weakening (not strengthening) of the currency.

Significance

His logic was skewed—by recognizing that a jump in the private sector’s savings surplus should lead to a greater current account surplus and a weaker yen and by advertising it, he could have lowered the exchange risk uncertainty. Recall that if exchange rate uncertainty is high, as well as aversion to bearing exchange risk, then the fall in the currency is very small after a shock rise in the savings surplus. 

Application

Mr. Mieno’s ambitions for a stronger yen reflect Japan’s bureaucratic politics—his actions are explained by his role as the governor for the Bank of Japan. The Bank of Japan’s preferences are to fend the value of currency and push for a higher exchange rate. As Brown says, Mr. Mieno’s statements may suggest that he welcomed a strong yen because this would incite the government into reforming the economy.  

[46] Industrial Military Complex

Definition: A strong policy based and economic relationship between legislators, the military and the industrial sector.

Importance: Governments will spend large amounts on subsidizing industry to build weapons for the military. War, or a threat of war, needs to be present though for this spending to be perceived as legitimate or necessary. The spending is allowed to happen though as military spending does not interfere with general market demand, and still recedes unemployment. The term incorporates systemic, domestic, and bureaucratic levels of analysis. Systemically there must be a threat to a states power or a threat to the general balance of power in order for there to be a war economy. Domestically a Military-Industrial Complex will be more prominent in a country in a country with an insulated government. Bureaucratically, one can look at if there are military departments, and big industry lobby groups that are in a close relationship with the government.

Example: Paul Mattick talks about the relationship between US congress, military and industry. He warns against the “permanent war economy,” and the problem with the problem of having to fight a war, to keep employment high without social welfare spending. 

[47] Bolstering

“Bolstering” is part of the challenges of rational decision-making. It is an aspect of the individual-level analysis that can influence the decision-makers. The leaders need to gather information on all the aspect of something on every levels of it. However, these leaders are sometime biased and they  eliminate a bunch of information to see what they want to see. They stop engaging in the broad search for information and instead of exploring all the policy options, they looked only for the information that supports the idea  they have already.  

[48] GATT

· Definition: The General Agreement on Tariffs and Trade (GATT) was created after WWII as an international agreement among the Western industrialized countries to lower tariffs on manufactured goods. It was signed in 1947 and lasted until 1993. It it was replaced by the World Trade Organization in 1995, but most of GATT’s text is still in effect under the WTO framework. GATT’s official goal was the “substantial reduction of tariffs and other trade barriers and the elimination of preferences, on a reciprocal and mutually advantageous basis.”

· Significance: Realists explain the creation and persistence of regimes as the outcome of the exercise of power by a single actor. However, in the 1980s, when the U.S. fell in power relative to Germany, France, and Japan, GATT did not fall apart; it turned into the WTO, with rules that were even more binding than before. In order to explain this, Robert Keohane developed a new system-level theory, rationalist institutionalism, which explains the creation and persistence of international institutions as mechanisms for actors to ensure that their joint activity leads to outcomes they prefer. 

· Historical moments: 

· The Kennedy Round negotiations between 1962-67 introduced new bargaining techniques and marked the beginning of a wave of tariff reductions by GATT members. This created the systemic environment in which developing countries such as South Korea, Taiwan, Hong Kong and Singapore could begin to trade more extensively. 

· The Uruguay Round negotiations from 1986-1994 eventually transformed GATT into the WTO. During these negotiations, the U.S. pushed for greater coverage by expanding GATT rules to agricultural goods and services, in order to balance out its trade imbalance with Asia. Many of the developing countries that relied on EOI led the battle to transform GATT into the WTO, with clear rules enforcing liberalization in foreign trade policy.

· GATT rules allowed retaliation, effectively preventing tariffs from rising. However, one problem of the GATT rules is that they did not prohibit non-tariff barriers (NTBs), which can be easily disguised as a state’s regulatory power in areas of environment, health or safety. Fears about the future of GATT sparked by the slow progress of the Uruguay Round negotiations led Canada to seek a bilateral trade agreement with the United States as an insurance against the possible decline of GATT or a rise in NTBs, leading to the creation of the FTA.

· Finally, during the late 2000s financial crisis, due to WTO rules, the response to the crisis in trade policy was relatively muted.

[49] The Euro

In 2002 the Euro was successfully introduced into European circulation as the final step in the EMU, the European Monetary Union. Prior to the Euro’s creation, the ECU, or European Currency Unit, was a similar idea, a basket currency however discord and volatile fluctuations amongst currency members, especially Italy, (leading to a need for constant re-evaluations) led to its demise. AT the same time, the Mundell-Fleming trilemma became apparent. If they wanted open capital flows and fixed rates, they didn’t have domestic monetary policy autonomy because they couldn’t keep those three things in line. In the 80s there is no agreement on what inflation rates should be either. They’re still different in the same areas – Germany being low, France moderate and Italy high. The three biggest players had very different domestic policies that held to pressures.  They realized that having fixed exchange rates was silly because the speculative pressures would exist unless they have complete policy convergence – impossible given how different the states were.

 

In 1989 the Delors Committee recommended that for the European Union to be truly functioning should form a monetary union. Instead of having a basket currency that wouldn’t be in circulation, the ECU, they would share the same currency. More so, having one currency amongst the nations would limit the ability of speculators to abuse inflation and exchange rates to gain a profit and as a result wreak havoc for nation states monetary affairs. In order to arrange this, a European Central Bank (ECB) would need to be established to manage such a currency. Germany, being the strongest economic performer amongst the member took a leadership roll. In 1991 EU members signed the Maastricht Treaty to assign and declare formal obligations to the monetary union, making steps towards the Euro becoming a reality. More so the Maastricht Treaty made the union more political and bound policies amongst states. In order for there to be a larger number of countries participating Germany exchanged favors and side deals. In 1999 EU members fixed their currencies so tightly to one another that they became virtually interchangeable. The EMU, or Euro, was then successfully introduced in 2002. It remains a powerful and strong currency used by nations for reserves though it lags behind the US dollar. 

[50] Auto Pact

The Auto Pact (1965) is a trade pact between Canada and the United States which is considered to be one of the first steps towards the Free Trade Agreement (1988). Prior to the Auto Pact, tariffs were in place in Canada which stimulated the American auto industry to build plants in Canada to produce car without having to worry about the tariffs. The Pact created a waiver on the duty for original equipment and automobiles which allowed the American companies to integrate their Canadian and American production. However, as part of the deal, the production of automobiles had to comprise a percentage of local production; in this case, 60% of the vehicle had to be produced locally. Casper Garos points out this is managed trade which is liberalized economic compared to the trade barrier. In 1988, the introduction of the Free Trade Agreement (FTA) modified the Auto Pact arrangements. Under the FTA, the rules of origin (a proportion of the good’s value has to be produced in the country) replaced the 60% rule to 50%. Moreover, as part of the FTA, the tariffs had to be phased out. 

To understand the decision of both Canada and the US to create the Auto Pact is best explained at the systemic level. In the 1960’s, the Cold War was raging and the arms race between the US and the Soviet Union was well underway. The arms race proved to be beneficial for Canada with over 125,000 jobs created for that purpose. Thus, the economic relation between Canada and the US was getting closer which can partly explain the reasons for the Pact. Moreover, in the same years, the US invested billions of dollars in a radar network throughout the Northern part of Canada, which, once again shows a closer relationship between the two countries. The other levels of analysis don’t provide clear explanations for the decision of entering the Auto Pact. In brief, the Auto Pact is seen by many as one of the first step towards the later Free Trade Agreement.

[51] Snake in the Tunnel

An exchange rate mechanism amongst participating European states to jointly float their currencies against the US dollar while fixing their currencies between one another within a band.  This agreement arose right after the demise of the Bretton Woods system and the Nixon Shocks through the Smithsonian agreement. Member states are to maintain their currencies’ value within a +/- 2.5% band from the central parity agreed upon, though the Snake in the Tunnel system allows fluctuations of a +/- 2.5%  margin on either side of the parity. In effect this allowed a band, or “tunnel” of +/- 5% in which European countries trade their currencies. This system was eventually supplanted by the “Snake” system that limited the maximum deviation between any pairs of currencies to a band of +/- 2.25%. 

Illustration:

Under Snake in the Tunnel: 

If Currency A appreciates 2.25% vis-a-vis the US Dollar and currency B depreciates 2.25% vis-a-vis the US dollar than the total deviation of Currency A and B relative to each other is 5% and is allowed under this system as  this is the maximum deviation as stipulated by the agreement. Recall that maximum fluctuation of +/- 2.25% is allowed on either side of any given pair of fixed currencies.

Under the Snake System:

If currency A appreciates 1.125% vis a vis USD and currency B depreciates 1.125% vis a vis the USD then the total deviation of both currencies relative to each other is now 2.25% and is at a maximum of the band allowed by the system. Any further deviation would require Central Bank intervention to bring the currency pair’s value within the band. 

[52] Norm life cycle

Martha Finnemore and Kathryn Sikkink have coined the expression “life cycle of a norm” to describe the evolution and institutionalization of “standards of appropriate behavior for actors with a given identity” in the International System (IS). They believe that there are distinct phases in the evolution of norms before they are clearly implemented and assimilated by the different actors of the IS.  

· (1) The birth of a norm is called the norm emergence phase. The authors explain that a norm emerges from the internal pressures (organizations, civil society, etc.) of different states since “they are actively built by agents having strong notions about appropriate or desirable behavior in their community.” A norm officially emerges when it is adopted by state leaders.

· (2) The second phase is the norm cascade. When a substantial number of states have adopted a norm, a process of socialization takes place in the IS that leads to a broader acceptance. The more states adopt it, bigger the pressure becomes for other states to do so, which forms a cascade.

· (3) The final step is norm internalization.  In the end, states naturally conform to certain norms because they are institutionalized and broadly shared. The foundations of these norms are not questioned anymore and deviance can be costly to the identity and interaction of states.

A good example of a norm which has been through these different phases and is now internalized is the shared belief on the importance of Human Rights in the IS.  Coming from NGO’s and the civil society of liberal and democratic states, protecting Human Rights has become more and more important to a majority of states in the IS. The final phase was reached when Human Rights were institutionalized through the United Nations. Today, they are definitely not questioned by a majority of states. 

[53] Gold standard

[54] Security Dilemma

The application of game theory that seeks to explain national security interest at the system level from the realist perspective. It states that in an anarchic environment where every state seeks to maximize its power over others to increase their security every state will remain essentially insecure. While it is a state's preference that both it(State A) and another state(State B) remain disarmed in comparison to both being armed,the security dilemma states that a state will always choose to arm. This is because regardless of the choice of State B, State A achieves a higher preference by arming. If B arms, A prefers to also be armed rather an unarmed. If B remains unarmed, state A still prefers to be armed in order to maximize its own power. Thus in an anarchic system states will always choose to arm themselves which results in a socially sub-optimal outcome of everyone being armed with no increase in security. A specific example of the Security Dilemma is the nuclear arms race between the Soviet Union and the United states where both sides continually increased the size of their arsenal. The security dilemma is the foundation for most arms races.  The Security Dilemma theory has been expanded by Richard Jervis in an attempt to classify offensive and defensive weaponry, however it is very difficult to accurately know the offensive and defensive capabilities of another state, and thus it is the perception of another state that matters. If offensive capabilities dominate, and the intentions of the other state are unknown the potential for conflict increases as each side finds itself more likely to win with a first strike campaign.

[55] Balancing

Balancing refers to the condition in realist system level theories where weaker states balance against stronger states to create a balance of power. States use power to resolve disputes and achieve their interests in an anarchic world; thus, states will employ balancing to restrain the ambitions of other states and prevent one state from achieving hegemonic status. If one state rises in power, this will signal to other weaker states in the system to balance together to counter against the rising state so that it cannot change the status quo. Kenneth Waltz believed that two powers facing one another will be a more effective balancing system than the multi polar system, because there would only be one other power for each state to watch and thus each state’s increase in power would be matched by the other state’s increase in power: this would stimulate an arm’s race and create successful mutual deterrence. Stephen Walt had a slightly different argument in that states do not balance against everyone, but rather only against those that the state perceives as a threat. Thus, balancing is important because it reveals that the distribution of power is the driving force in international relations. It is contrary to bandwagoning, where weaker states align with a stronger power rather than balance against it. An example of balancing is best found during the Cold War, when the US and Soviet Union balanced against one another.

[56] Bandwagonning

Bandwagoning: This occurs when weaker states align with the stronger side effectively upholding the current distribution of power.  The logic behind this is that in certain situations, weaker states joining together to form an alliance would still be weaker than the dominant power.  

This is a system level theory that explains states' behavior and decisions when trying survive in anarchic system (realism).  However, it is important to note that bandwagoning could occur in a weaker state losing sovereignty in decision making. 

For example, if there was a war and many smaller economies disagreed with the United States, yet one small nation decides to side with the United States.  This is because joining with those that disagree would unlikely change the balance of power, so it is more advantageous to join the winning side.

[57] SS Model

It is derived from the H-O model and emphasizes that benefits of trade are not equally shared by everyone. It is thus a theorem developed to explain the distribution of gains and losses from international trade. It is a 2x2 model as it was based on two factors of production – capital and labor. The extensive factor is used in the country's export sector and provides the most profit and the scarce factor determines the import sector and encourages the manufacturing sector to adopt protectionism.It basically denotes that the real income of a country's extensive factor will increase with liberalization of trade and will lower the real wage income of the scarce factor.  On the other hand a tariff will raise the domestic price of a country's import competing good.

[58] Contagion Effect

The ‘Contagion Effect’ was the phrase used by the professor in referring to the way in which the 1997-1998 Asian Financial Crisis spread from Thailand and Indonesia to other countries in East Asia, the important ones to know being South Korea and Malyasia.

The reasons for the crisis in Thailand (land spent on property market in which prices rose and then burst, causing people more people to sell rather than buy) and Indonesia (irresponsible banking management; plunder of incoming investments by friends of the government) were not all characteristics of other East Asian countries like Malaysia. The ISIs however, were not able to stop the contagion of financial crisis from spreading across borders in the region of East Asia. Malaysia was subject to the same liabilities as these other countries because its currency was pegged to the dollar while its income from investors was mostly short-term.   These vulnerabilities were noticed by investors who began to lose money in Indonesia and/or Thailand, and so they pulled their money out of Malaysia as well as those other areas of the region.

The way in which the crisis spread across East Asian borders brought on criticism for the ISIs and doubt for the liberal capitalist ideology which developing countries were expected to follow. The systemic constraints implied by this ideology were rejected by some countries like China and Malaysia whose governments instituted capital controls in order to mitigate effects of the crisis (although, as we have seen, there are other reasons for capital control occurring in Malaysia). There are an abundance of incentives found for the rejection of systemic constraints on the domestic and individual levels.

IDs from Midterm #2

Economies of scale

Definition: this concept refers to optimal size of an efficient industrial point. The industrial plan must maintain high level of output (exports) per year in order to reinvest profits in technologies and development.

Significance: From the liberal view, countries need to have free trade agreements in order to gain access to foreign market.

Example: Canadian insutries have become successful dur to Canada-US free-trade agreements that allow these industries access into foreign markets. 

In its unsuccessful attempt at using the ISI theory, South Korea could not justify product of manufactured goods because domestic demands were not large enojgh to meet the requirement of economies of scale. Therefore, they chose to implement the EOI theory, to achieve the economies of scale. 

Economies of scale

 Economies of scale are achieved in production when the more quantities are produced the lower the cost of production is. This is a particular problem for small countries that want to industrialize using the import-substitution industrialization (ISI) since their middle class is not big enough to absorb the production and thus economies of scale cannot be achieved. Export-oriented industrialization solves this problem for it focuses on international demand thus making the home market irrelevant. An example of small country tat reached economies of scale and industrialization using EOI is South Korea in the 1960s. Other countries that were larger pursued ISI in the same period (most Latin American Countries). 

EPB

EPB stands for the Economic Planning Board. It was an institution created by South Korea in the early 1960s at a time when SK was lookin to adopt EOI. It was in charge of govt budget and monetary policies. It made decisions which included fixing the exchange rate of South Korea in order to make trade more efficient. Along with the Ministry of Industry, EPB was a strong centralized bureaucracy which had a lot of power. As a result it could made decisions that were binding and not contested by other bureaucracies at lower level. It also have strong military since it was created after a military coup.  As a result it had strong connection to US advisers who encouraged SK to adopt free trade. As an agency, it helped implement EOI, by supporting large firms and giving them incentives to trade in the international market.

EPB

Economic Planning Board set up by the military run govt (Park Chung Hee) in SK in order to avert the impending fiscal crisis. 

The EPC put several departments together (eg. From the Ministry of Finance, etc) so that one department was in control of the govt-budget, fiscal policy, subsidies and econ planning. 

This allowed a minimization of bureaucratic conflict within SK govt and allowed the successful implementation of EOI (in the 1960s). 

In order to achieve EIO, the EPB depreciated the Korean Won, and standardized exchange rates to a single exchange rate. They also chose which industries to promote exports for and reduced credit rates for these industries and tariffs for imports. They also gave incentives to companies to export, for example, by helping them abroad and giving them market data about foreign markets. The EPB did not implement a blanket liberalization policy on all goods, however. Tariffs barriers remained for most imports except for inputs for selected manufacturing industries which needed cheap raw materials. The EPB chose to promote industries like the steel industry and the automobile manufacturing industry.

Bilateralism
Bilateralism is the cooperation/agreement between two countries. It is easier to achieve than multilateralism because it requires more cooperation and must take into account more preferences. In the 1980s, Canada sought to make a bilateral agreement regarding free trade with the US as an insurance mechanism for the instability and possibility of the decline of GATT. From a realist perspective, bilateralism is most stable. As Waltz says, states seek to maximize their power and utility. By having two states, they will continue to be competitive in order to hope to gain an advantage, thus leading to increase economic improvement. 

Bilateralism

This refers to an international agreement made between two states that excludes all other countries. It applies to the Canadian-US agreement made after Canada approached the US to negotiate liberalizing trade. They did this because of the system-level fear that came out of the Uruguay Round. The talked stalled, states were worried GATT could not longer be a source of stability in econ relations; everyone was worried countries would revert back to protectionism measures. Canada, who had been reluctant to open up talks 70 years earlier when the US was open to free trade, realized that they could lose their largest trading partner and really did not want that. SO even though they had less room to manoeuvre, they entered a bilateral agreement (smaller countries typically would rather enter multilateral agreements; larger countries that already hold power tend to be more comfortable with bilateralism). The US also bullied Japan into a bilateral agreement concerning cars; they threatened to implement high tariffs on Japanese vehicles in the US as a protectionist measure for their own auto industry. Japan had no choice but to reduce the number of cars shipped to the US. This is a realist theory; states are maximizing utility, and Canada and Japan were making the decision that would give them the most power – liberalized trade with the largest available market. 

Les Nationalistes

Definition: Les Nationalistes were a Qc nationalist party led by Henri-Bourassa in the early 1900s. They believed in the need for Canada to stop being involved in Britain’s affairs, especially after the Boer War at the end of the 19th century. As a Qc nationalist group, they did not feel any ties to the UK as “citizens”, but as a colonized ppl. 

Significance: Henri-Bourassa and the Nationalistes played an important role in the 1911 reciprocity elections. In terms of the domestic level of analysis, they defined one of the many cleavages within the Canadian population. They disagreed with Laurier’s involvement with British and saw the need to protect small business from American competition.

Example: The Nationalistes cooperated with the Tories against the Liberals and hence against free trade with the US.

Les Nationalistes

The Nationalistes are a political party in Canada, with a large concentration in Qc, which remain loyal to the French while many other region feel closely tied to the British. The Nationalistes were very significant in the Reciprocity elections of 1911 in which the liberal Laurier lost to the Tories even though the very highly popular prediction managed to achieved a trade agreement with the US in an attempt to divide Canada/British ties. This can be explained in both social and economic terms. The Nationalistes and their supporters were horrified that Laurier wanted to build a Canadian Navy which they believed was for the purpose of British wars and alos the fact that Laurier during the summer before the elections went to meeting with Britain made them fear close links to Britain. 

In economic terms, the growing live stock dairy production in Montreal meant they feared free trade and US monopoly dominance which even Sifton (a cabinet Liberal) agreed would cause problems for Canadians. 

MacDonald Commission

The MacDonald Commission was a Canadian issue regarding trade with the US. It floated the idea of something along the lines of a bilateral agreement to liberalize trade. Though the idea was originally a Liberal one, the Conservatives took and ran with it, so to speak. They used it as a platform in the 1988 election, showing a unified party that wanted to implement free trade with the US. The treaty ended up dividing the Liberal party, as their official stance was against Liberalized trade with the US, but they were in fact divided (some recognized that the Commission was originally Liberal). The Commission helped the Conservatives gain support, especially from Qc (an industrial sector that originally favoured protectionism to vuild the industry) as they saw an opportunity to expand and diversify economically, which would be helpful in the future when they separated from Canada. 

MacDonald Commission

The MacDonald Commission was a Canadian commission started by the liberal party to investigate the idea of free trade agreement bilaterally with the US. The commission found public support for the idea. Although it was originally a liberal commission built on classical liberal ideas, like those supoted by Adam Smith in “The Wealth of Nations” and Ricardo, the conservatives did a better job of using the information gathered. The commission eventually lead to the FTA in 1988 signed by Reagan and Mulroney. The Commission was named after MacDonald, who won element in 1878 with his National policy. The FTA has been a key to Canadian success. 

