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As one of the two great philosophical products of the European 
Enlightenment, liberalism has had a profound impact on the shape of all 
modern industrial societies. It has championed limited government and 
scientific rationality, believing individuals should be free from arbitrary state 
power, persecution and superstition. It has advocated political freedom, 
democracy and constitutionally guaranteed rights, and privileged the liberty 
of the individual and equality before the law. Liberalism has also argued for 
individual competition in civil society and claimed that market capitalism best 
promotes the welfare of all by most efficiently allocating scarce resources 
within society. To the extent that its ideas have been realized in recent 
democratic transitions in both hemispheres and manifested in the 
globalization of the world economy, liberalism remains a powerful and 
influential doctrine. 

There are many strands of liberal thought which influence the study of 
international relations. The chapter will begin with an analysis of the revival 
of liberal thought after the Cold War. It will then explain how traditional 
liberal attitudes to war and the importance of democracy and human rights 
continue to inform contemporary thinking. The influence of economic 
liberalism, in particular interdependency theory and liberal institutionalism, 
will then be assessed before liberal arguments for globalization and the impact 
of non-state terrorism on liberal thought is measured. The conclusion will 
judge the contribution of liberalism to the theory of international relations. 

After the Cold War 

The demise of Soviet Communism at the beginning of the 1990s enhanced the 
influence of liberal theories of international relations within the academy, a 
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theoretical tradition long thought to have been discredited by perspectives 
which emphasize the recurrent features of international relations. In a 
confident reassertion of the teleology of liberalism, Fukuyama claimed in the 
early 1990s that the collapse of the Soviet Union proved that liberal democracy 
had no serious ideological competitor: it was `the end point of mankind's 
ideological evolution' and the `final form of human government' (1992: xi-xii). 
It is an argument that has been strengthened by recent transitions to democracy 
in Africa, East Asia and Latin America. 

For Fukuyama, the end of the Cold War represented the triumph of the 
`ideal state' and a particular form of political economy, `liberal capitalism', 
which `cannot be improved upon': there can be `no further progress in the 
development of underlying principles and institutions' (1992: xi-xii). According 
to Fukuyama, the end of the East-West conflict confirmed that liberal capitalism 
was unchallenged as a model of, and endpoint for, humankind's political and 
economic development. Like many liberals he sees history as progressive, linear 
and `directional', and is convinced that `there is a fundamental process at work 
that dictates a common evolutionary pattern for all human societies - in short, 
something like a Universal History of mankind in the direction of liberal 
democracy' (Fukuyama 1992: xi-xii, 48). 

Fukuyama's belief that Western forms of government and political 
economy are the ultimate destination which the entire human race will 
eventually reach poses a number of challenges for orthodoxy within 
International Relations. First, his claim that political and economic development 
terminates at liberal-capitalist democracy assumes that the Western path to 
modernity no longer faces a challenge of the kind posed by communism, and 
will eventually command global consent. Secondly, Fukuyama's argument 
assumes that national and cultural distinctions are no barrier to the triumph of 
liberal democracy and capitalism, which face little if any serious resistance. 
Thirdly, Fukuyama's thesis raises vital questions about governance and political 
community. What are the implications of globalization for nation-states and 
their sovereign powers? 

Most importantly, Fukuyama believes that progress in human history can 
be measured by the elimination of global conflict and the adoption of principles 
of legitimacy that have evolved over time in domestic political orders. This 
constitutes an 'Inside-out' approach to international relations, where the 
behaviour of states can be explained by examining their endogenous 
arrangements. It also leads to Doyle's important claim that `liberal democracies 



are uniquely willing to eschew the use of force in their relations with one 
another', a view which rejects the realist contention that the anarchical nature of 
the international system means states are trapped in a struggle for power and 
security (Linklater 1993: 29). 
 
Liberal internationalism: 'inside looking out' 
 
Although he believes that his `hypothesis remains correct', the events of 9/11 
have subsequently caused Fukuyama to reflect on resistance to political and 
economic convergence in the modern world and the reaction in many societies 
against the dominance of the West (Fukuyama 2002: 28). The path to Western 
modernity in 2005 does not look as straight or inevitable as it did a decade or 
more ago. The rise of Islamic militancy may only be a transient and 
disproportionately influential revolt against Western cultural authority, but 
from the perspective of the 1990s it was as unexpected as it was violent. 

Nonetheless, in the 1990s Fukuyama revived a long-held view among 
liberals that the spread of legitimate domestic political orders would eventually 
bring an end to international conflict. This neo-Kantian position assumes that 
particular states, with liberal-democratic credentials, constitute an ideal which 
the rest of the world will emulate. Fukuyama is struck by the extent to which 
liberal democracies have transcended their violent instincts and institutionalized 
norms which pacify relations between them. He is particularly impressed by the 
emergence of shared principles of legitimacy among the great powers, a trend 
which he thought would continue in the post-Cold War period. The projection 
of liberal-democratic principles to the international realm is said to provide the 
best prospect for a peaceful world order because `a world made up of liberal 
democracies ... should have much less incentive for war, since all nations would 
reciprocally recognise one another's legitimacy' (Fukuyama 1992: xx). 

This approach is rejected by neo-realists who claim that the moral 
aspirations of states are thwarted by the absence of an overarching authority 
which regulates their behaviour towards each other. The anarchical nature of the 
international system tends to homogenize foreign policy behaviour by 
socializing states into the system of power politics. The requirements of strategic 
power and security are paramount in an insecure world, and they soon override 
the ethical pursuits of states, regardless of their domestic political complexions. 

In stressing the importance of legitimate domestic orders in explaining 
foreign policy behaviour, realists such as Waltz believe that liberals are guilty of 



`reductionism' when they should be highlighting the `systemic' features of 
international relations. This conflict between 'inside-out' and 'outside-in' 
approaches to international relations has become an important line of 
demarcation in modern international theory (Waltz 1991 a: 667). The extent to 
which the neo-realist critique of liberal internationalism can be sustained in the 
post-Cold War era will be a major feature of this chapter. 

Fukuyama's argument is not simply a celebration of the fact that 
liberal capitalism has survived the threat posed by Marxism. It also 
implies that neo-realism has overlooked `the foremost macropolitical 
trend in contemporary world politics: the expansion of the liberal zone of 
peace' (Linklater 1993: 29). Challenging the view that anarchy conditions 
international behaviour is Doyle's argument that there is a growing core 
of pacific states which have learned to resolve their differences without 
resorting to violence. The likely expansion of this pacific realm is said to 
be the most significant feature of the post-Communist landscape. If this 
claim can be upheld it will constitute a significant comeback for an inter-
national theory widely thought to have been seriously challenged by Carr 
in his critique of liberal utopianism in the 1940s. It will also pose a serious 
challenge to a discipline which until recently has been dominated by 
assumptions that war is an endemic feature of international life (Doyle 
1986: 1151-69). 

 
War, democracy and free trade 
 
The foundations of contemporary liberal internationalism were laid in the 
eighteenth and nineteenth centuries by liberals proposing preconditions 
for a peaceful world order. In broad summary they concluded that the 
prospects for the elimination of war lay with a preference for democracy 
over aristocracy and free trade over autarky. In this section we will 
examine these arguments in turn, and the extent to which they inform 
contemporary liberal thought. 
 
Prospects for peace 
 
For liberals, peace is the normal state of affairs: in Kant's words, peace can 
be perpetual. The laws of nature dictated harmony and cooperation 
between peoples. War is therefore both unnatural and irrational, an arti-



ficial contrivance and not a product of some peculiarity of human nature. 
Liberals have a belief in progress and the perfectibility of the human 
condition. Through their faith in the power of human reason and the 
capacity of human beings to realize their inner potential, they remain 
confident that the stain of war can be removed from human experience 
(Gardner 1990: 23-39; Hoffmann 1995: 159-77; Zacher and Matthew 
1995:107-50). 

A common thread, from Rousseau, Kant and Cobden, to 
Schumpeter and Doyle, is that wars were created by militaristic and 
undemocratic governments for their own vested interests. Wars were 
engineered by a `warrior class' bent on extending their power and wealth 
through territorial conquest. According to Paine in The Rights o f Man, the 
`war system' was contrived to preserve the power and the employment of 
princes, statesmen, soldiers, diplomats and armaments manufacturers, and to 
bind their tyranny ever more firmly upon the necks of the people' (Howard 
1978: 31). Wars provide governments with excuses to raise taxes, expand their 
bureaucratic apparatus and increase their control over their citizens. The 
people, on the other hand, were peace-loving by nature, and plunged into 
conflict only by the whims of their unrepresentative rulers. 

War was a cancer on the body politic. But it was an ailment that human 
beings, themselves, had the capacity to cure. The treatment which liberals 
began prescribing in the eighteenth century had not changed: the ‘disease’ of 
war could be successfully treated with the twin medicines of democracy and 
free trade. Democratic processes and institutions would break the power of 
the ruling elites and curb their propensity for violence. Free trade and 
commerce would overcome the artificial barriers between individuals and 
unite them everywhere into one community. 

For liberals such as Schumpeter, war was the product of the aggressive 
instincts of unrepresentative elites. The warlike disposition of these rulers 
drove the reluctant masses into violent conflicts which, while profitable for 
the arms industries and the military aristocrats, were disastrous for those who 
did the fighting. For Kant, the establishment of republican forms of 
government in which rulers were accountable and individual rights were 
respected would lead to peaceful international relations because the ultimate 
consent for war would rest with the citizens of the state (Kant 1970: 100). For 
both Kant and Schumpeter, war was the outcome of minority rule, though 
Kant was no champion of democratic government (MacMillan 1995). Liberal 



states, founded on individual rights such as equality before the law, free 
speech and civil liberty, respect for private property and representative 
government, would not have the same appetite for conflict and war. Peace 
was fundamentally a question of establishing legitimate domestic orders 
throughout the world. `When the citizens who bear the burdens of war elect 
their governments, wars become impossible' (Doyle 1986: 1151). 

The dual themes of domestic legitimacy and the extent to which liberal 
democratic states exercise restraint and peaceful intentions in their foreign 
policy have been taken up more recently by Doyle, Russett and others. In a 
restatement of Kant's argument that a ‘pacific federation’ (foedus pacificum) 
can be built by expanding the number of states with republican constitutions, 
Doyle claims that liberal democracies are unique in their ability and 
willingness to establish peaceful relations among themselves. This pacification 
of foreign relations between liberal states is said to be a direct product of their 
shared legitimate political orders based on democratic principles and 
institutions. The reciprocal recognition of these common principles - a 
commitment to the rule of law, individual rights and equality before the 
law, and representative government based on popular consent - means that 
liberal democracies evince little interest in conflict with each other and 
have no grounds on which to contest each other's legitimacy: they have 
constructed a ‘separate peace’ (Doyle 1986: 1161; Fukuyama 1992: xx). This 
does not mean that they are less inclined to make war with non-
democratic states, and Doyle is correct to point out that democracies 
maintain a healthy appetite for conflicts with authoritarian states, as 
recent conflicts in the Middle East and Central Asia attest to. But it does 
suggest that the best prospect for bringing an end to war between states 
lies with the spread of liberal-democratic governments across the globe. 
The expansion of the zone of peace from the core to the periphery is also 
the basis of Fukuyama's optimism about the post-Communist era (Doyle 
1986, 1995, 1997; Russett 1993). 

There are both structural and normative aspects to what has been 
termed ‘democratic peace theory’. Some liberals emphasize the institu-
tional constraints on liberal-democratic states, such as public opinion, the 
rule of law and representative government. Others stress the normative 
preference for compromise and conflict resolution which can be found in 
liberal democracies. A combination of both explanations strengthens the 
argument that liberal-democratic states do not resolve their differences 



violently, although realist critics point to definitional problems with the 
idea of liberal democracy and the question of covert action, and argue that 
at best democratic peace theory identifies a correlation in international 
politics rather than an `iron law' or theory (Maoz and Russett 1993; 
Owen 1994). 

The argument is also extended by Rawls, who claims that liberal 
societies are also ‘less likely to engage in war with nonliberal outlaw 
states, except on grounds of legitimate self-defence (or in the defence of 
their legitimate allies), or intervention in severe cases to protect human 
rights’ (Rawls 1999: 49). Recent US-led wars in Afghanistan and Iraq pose 
significant challenges to the claim that only self-defence and humanitar-
ianism incline liberal-democratic states to war. 

A related argument by Mueller (1989) claims that we are already wit-
nessing the obsolescence of war between the major powers. Reviving the 
liberal faith in the capacity of people to improve the moral and material 
conditions of their lives, Mueller argues that, just as duelling and slavery 
were eventually seen as morally unacceptable, war is increasingly viewed 
in the developed world as repulsive, immoral and uncivilized. That vio-
lence is more widely seen as an anachronistic form of social intercourse is 
not due to any change in human nature or the structure of the inter-
national system. According to Mueller, the obsolescence of major war in 
the late twentieth century was the product of moral learning, a shift in ethical 
consciousness away from coercive forms of social behaviour. Because war 
brings more costs than gains and is no longer seen as a romantic or noble 
pursuit, it has become ‘rationally unthinkable’ (Mueller 1989). 

The long peace between states of the industrialized world is a cause of 
profound optimism for liberals such as Fukuyama and Mueller, who are 
confident that we have already entered a period in which war as an 
instrument of international diplomacy is becoming obsolete. But if war has 
been an important factor in nation-building, as Giddens, Mann and Tilly have 
argued, the fact that states are learning to curb their propensity for violence 
will also have important consequences for forms of political community 
which are likely to emerge in the industrial centres of the world. The end of 
war between the great powers may have the effect of weakening the rigidity 
of their political boundaries and inspiring a wave of sub-national revolts, 
although the new wave of anti-Western terror may complicate matters in this 
regard by encouraging states to solidify their boundaries and make greater 



demands on the loyalty of citizens. If war has been a binding as well as 
destructive force in international relations, the problem of maintaining 
cohesive communities will be a major challenge for metropolitan centres. 

Far from sharing the post-Cold War optimism of liberals, realists such 
as Waltz and Mearsheimer argue that the collapse of bipolarity in the early 
1990s was a cause for grave concern. Mutual nuclear deterrence maintained a 
stabilizing balance of power in the world, whereas unipolarity would not last, 
eventually leading to volatility and war. As Waltz argues, ‘in international 
politics, unbalanced power constitutes a danger even when it is American 
power that is out of balance’ (Waltz 1991a: 670). Accordingly, the expansion 
of a zone of peace is no antidote to the calculations of raw power in an 
anarchical world. 

Recent conflicts in the Balkans, Central Asia and the Persian Gulf - all 
involving major industrial powers - are a reminder that the post-Cold War 
period remains volatile and suggest that war may not yet have lost its efficacy 
in international diplomacy. None of these constitutes conflicts between 
democratic states but they are no less important to the maintenance of world 
order. These and other struggles in so-called ‘failed states’ such as 
Afghanistan, Somalia and possibly Indonesia and Papua New Guinea, 
highlight the fact that the fragmentation of nation-states and civil wars arising 
from secessionist movements have not been given the same attention by 
liberals as more conventional inter-state wars. 

They also remind us of the limitations of democratic peace theory, 
which provides few guidelines for how liberal states should conduct 
themselves with non-liberal states. Rawls, on the other hand, is concerned 
with the extent to which liberal and non-liberal peoples can be equal 
participants in a ‘Society of Peoples'. He argues that principles and norms of 
international law and practice - the ‘Law of Peoples’ - can be developed and 
shared by both liberal and non-liberal or decent hierarchical societies, without 
an expectation that liberal democracy is the terminus for all. The guidelines and 
principal basis for establishing harmonious relations between liberal and non-
liberal peoples under a common Law of Peoples, takes liberal international 
theory in a more sophisticated direction because it explicitly acknowledges the 
need for utopian thought to be realistic (Rawls 1999: 11-23). 

As the number of East Asian and Islamic societies which reject the 
normative superiority of liberal democracy grows, doubt is cast on the belief 
that the non-European world is seeking to imitate the Western route to political 



modernization. This has also been graphically illustrated in the current wave of 
anti-Western Islamist terror. Linklater suggests that it is not so much the spread 
of liberal democracy per se which has universal appeal, ‘but the idea of limited 
power which is present within, but not entirely synonymous with, liberal 
democracy’ (Linklater 1993: 33-6; Rawls 1999). The notion of limited power 
and respect for the rule of law contained within the idea of ‘constitutionalism’ 
may be one means of solving the exclusionary character of the liberal zone of 
peace. It is a less ambitious project and potentially more sensitive to the cultural 
and political differences among states in the current international system. It may 
avoid the danger of the system bifurcating into a privileged inner circle and a 
disadvantaged and disaffected outer circle (Linklater 1993: 33). The greatest 
barrier to the expansion of the zone of peace from the core is the perception 
within the periphery that this constitutes little more than the domination of one 
culture by another. 

 
The spirit of commerce 
 
Eighteenth- and nineteenth-century liberals felt that the spirits of war and 
commerce were mutually incompatible. Many wars were fought by states to 
achieve their mercantilist goals. According to Carr, `the aim of mercantilism ... 
was not to promote the welfare of the community and its members, but to 
augment the power of the state, of which the sovereign was the embodiment ... 
wealth was the source of power, or more specifically of fitness for war'. Until 
the Napoleonic wars, `wealth, conceived in its simplest form as bullion, was 
brought in by exports; and since, in the static conception of society prevailing at 
this period, export markets were a fixed quantity not susceptible of increase as a 
whole, the only way for a nation to expand its markets and therefore its wealth 
was to capture them from some other nation, if necessary by waging a trade war' 
(Carr 1945: 5-6). 

Free trade, however, was a more peaceful means of achieving national 
wealth because, according to the theory of comparative advantage, each 
economy would be materially better off than if it had been pursuing nationalism 
and self-sufficiency (autarky). Free trade would also break down the divisions 
between states and unite individuals everywhere in one community. Artificial 
barriers to commerce distorted perceptions and relations between individuals, 
thereby causing international tension. Free trade would expand the range of 
contacts and levels of understanding between the peoples of the world and 



encourage international friendship and understanding. According to Kant, 
unhindered commerce between the peoples of the world would unite them in a 
common, peaceful enterprise. `Trade ... would increase the wealth and power of 
the peace-loving, productive sections of the population at the expense of the war-
orientated aristocracy, and ... would bring men of different nations into constant 
contact with one another; contact which would make clear to all of them their 
fundamental community of interests' (Howard 1978: 20; Walter 1996). 
Similarly Ricardo believed that free trade ‘binds together, by one common tie of 
interest and intercourse, the universal society of nations throughout the civilised 
world’ (Ricardo 1911: 114). 
Conflicts were often caused by states erecting barriers which distorted and 
concealed the natural harmony of interests commonly shared by individuals 
across the world. The solution to the problem, argued Adam Smith and Tom 
Paine, was the free movement of commodities, capital and labour. ‘If commerce 
were permitted to act to the universal extent it is capable, it would extirpate the 
system of war and produce a revolution in the uncivilised state of governments’ 
(Howard 1978: 29). Writing in 1848, John Stuart Mill also claimed that free 
trade was the means to bring about the end of war: ‘it is commerce which is 
rapidly rendering war obsolete, by strengthening and multiplying the personal 
interests which act in natural opposition to it’ (Howard 1978: 37). The spread of 
markets would place societies on an entirely new foundation. Instead of conflicts 
over limited resources such as land, the industrial revolution raised the prospect 
of unlimited and unprecedented prosperity for all: material production, so long 
as it was freely exchanged, would bring human progress. Trade would create 
relations of mutual dependence which would foster understanding between 
peoples and reduce conflict. Economic self-interest would then be a powerful 
disincentive for war. 

Liberals have always felt that unfettered commercial exchanges would 
encourage links across frontiers and shift loyalties away from the nation-state. 
Leaders would eventually come to recognize that the benefits of free trade 
outweighed the costs of territorial conquest and colonial expansion. The 
attraction of going to war to promote mercantilist interests would be weakened 
as societies learn that war can only disrupt trade and therefore the prospects 
for economic prosperity. Interdependence would replace national 
competition and defuse unilateral acts of aggression and reciprocal 
retaliation. 

 



 
Interdependence and liberal institutionalism 
 
Free trade and the removal of barriers to commerce is at the heart of 
modern interdependency theory. The rise of regional economic 
integration in Europe, for example, was inspired by the belief that the 
likelihood of conflict between states would be reduced by creating a 
common interest in trade and economic collaboration among members of 
the same geographical region. This would encourage states, such as France 
and Germany, which traditionally resolved their differences militarily, to 
cooperate within a commonly agreed economic and political framework 
for their mutual benefit. States would then have a joint stake in each 
other's peace and prosperity. The European Union is the best example of 
economic integration engendering closer economic and political cooper-
ation in a region historically bedevilled by national conflicts. 

As Mitrany argued, initially cooperation between states would be 
achieved in technical areas where it was mutually convenient, but once 
successful it could `spill over' into other functional areas where states 
found that mutual advantages could be gained (Mitrany 1948: 350-63). In a 
development of this argument, Keohane and Nye have explained how, via 
membership of international institutions, states can significantly broaden 
their conceptions of self-interest in order to widen the scope for 
cooperation. Compliance with the rules of these organizations not only 
discourages the narrow pursuit of national interests, it also weakens the 
meaning and appeal of state sovereignty (Keohane and Nye 1977). This 
suggests that the international system is more normatively regulated than 
realists would have us believe, a position further developed by English 
School writers such as Wight and Bull (see Chapter 4 in this volume). 

A development of this argument can be found in liberal 
institutionalism which shares with neo-realism an acceptance of the 
importance of the state and the anarchical condition of the international 
system, though liberal institutionalists argue that the prospects for 
cooperation, even in an anarchical world, are greater than neo-realists 
would have us believe (Young 1982; Nye 1988; Powell 1994). Liberal 
institutionalists believe that cooperation between states can and should be 
organized and formalized in institutions. ‘Institutions’ in this sense means 



sets of rules which govern state behaviour in specific policy areas, such as 
the Law of the Sea. 

Accepting the broad structures of neo-realism, but employing 
rational choice and game theory to anticipate the behaviour of states, 
liberal institutionalists seek to demonstrate that cooperation between 
states can be enhanced even without the presence of a hegemonic player 
which can enforce compliance with agreements. For them, anarchy is 
mitigated by regimes and institutional cooperation which brings higher 
levels of regularity and predictability to international relations. Regimes 
constrain state behaviour by formalizing the expectations of each party to 
an agreement where there is a shared interest. Institutions then assume the 
role of encouraging cooperative habits, monitoring compliance and 
sanctioning defectors. Regimes also enhance trust, continuity and stability 
in a world of ungoverned anarchy. 

Neo-realists and neo-liberals disagree about how states conceive of 
their own interests. Whereas neo-realists, such as Waltz, argue that states 
are concerned with ‘relative gains’ - meaning gains assessed in comparative 
terms (who will gain more?), neo-liberals claim that states are concerned 
with maximizing their ‘absolute gains’ - an assessment of their own 
welfare independent of their rivals (what will gain me the most?). 
Accordingly, neo-realists argue that states will baulk at cooperation if 
they expect to gain less than their rivals. Liberal institutionalists, on the 
other hand, believe international relations need not be a zero-sum game, 
as many states feel secure enough to maximize their own gains regardless 
of what accrues to others. Mutual benefits arising out of cooperation are 
possible because states are not always preoccupied with relative gains. 
Liberal institutionalists acknowledge that cooperation between states is 
likely to be fragile, particularly where enforcement procedures are weak. 
However, in an environment of growing regional and global integration, 
states can often discover - with or without the encouragement of a 
hegemon - a coincidence of strategic and economic interests which can be 
turned into a formalized agreement determining the rules of conduct. In 
areas such as environmental degradation and the threat of terrorism, the 
argument for formalized cooperation between states is compelling. 

According to Rosecrance (1986), the growth of economic interdepen-
dency has been matched by a corresponding decline in the value of terri-
torial conquest for states. In the contemporary world the benefits of trade 



and cooperation among states greatly exceed that of military competition 
and territorial control. Nation-states have traditionally regarded the 
acquisition of territory as the principal means of increasing national 
wealth. In recent years, however, it has become apparent that additional 
territory does not necessarily help states to compete in an international 
system where the ‘trading state’ rather than the ‘military state’ is 
becoming dominant. In the 1970s state elites began to realize that wealth 
is determined by their share of the world market in value-added goods and 
services. This understanding has had two significant effects. First, the age 
of the independent, self-sufficient state is over. Complex layers of 
economic interdependency ensure that states cannot act aggressively 
without risking economic penalties imposed by other members of the 
international community, a fate even for great powers. It also makes little 
sense for a state to threaten its commercial partners, whose markets and 
capital investment are essential for its own economic growth. Secondly, 
territorial conquest in the nuclear age is both dangerous and costly for 
rogue states. The alternative - economic development through trade and 
foreign investment - is a much more attractive and potentially beneficial 
strategy (Rosecrance 1986; Strange 1991). 

Neo-realists have two responses to the liberal claim that economic 
interdependency is pacifying international relations (Grieco 1988). First, 
they argue that in any struggle between competing disciplines, the 
anarchic environment and the insecurity it engenders will always take 
priority over the quest for economic prosperity. Economic interdepen-
dency will never take precedence over strategic security because states 
must be primarily concerned with their survival. Their capacity to 
explore avenues of economic cooperation will therefore be limited by how 
secure they feel, and the extent to which they are required to engage in 
military competition with others. Secondly, the idea of economic 
interdependence implies a misleading degree of equality and shared 
vulnerability to economic forces in the global economy. Interdependence 
does not eliminate hegemony and dependency in inter-state relations 
because power is very unevenly distributed throughout the world's trade 
and financial markets. Dominant players such as the United States have 
usually framed the rules under which interdependency has flourished. 
Conflict and cooperation is therefore unlikely to disappear, though it may 
be channelled into more peaceful forms. 



 
 
Human rights 
 
The advocacy of democracy and free trade foreshadows another idea 
which liberal internationalism introduced to international theory. 
Liberals have always believed that the legitimacy of domestic political 
orders was largely contingent upon upholding the rule of law and the 
state's respect for the human rights of its citizens. If it is wrong for an 
individual to engage in socially unacceptable or criminal behaviour, it is 
also wrong for states. 

References to essential human needs are implicit in some of the 
earliest written legal codes from ancient Babylon, as well as early 
Buddhist, Confucian and Hindu texts, though the first explicit mention of 
universal principles governing common standards of human behaviour can he 
found in the West. 

The idea of universal human rights has its origins in the Natural Law 
tradition, debates in the West during the Enlightenment over the ‘rights of 
man’ and in the experience of individuals struggling against the arbitrary rule 
of the state. The Magna Carta in 1215, the development of English Common 
Law and the Bill of Rights in 1689 were significant, if evolutionary steps along 
the path to enshrining basic human rights in law, as were intellectual 
contributions from Grotius (the law of nations), Rousseau (the social 
contract) and Locke (popular consent, limits of sovereignty). An early legal 
articulation of human rights can be found in the American Declaration of 
Independence in 1776 (‘we take these truths to be self-evident, that all men are 
created equal, and that they are endowed by their Creator with certain 
unalienable Rights, that amongst these are Life, Liberty and the pursuit of 
Happiness’) and in France's Declaration of the Rights of Man and the Citizen 
in 1789 (‘all men are born free and equal in their rights’). 

Human beings are said to be endowed - purely by reason of their 
humanity - with certain fundamental rights, benefits and protections. These 
rights are regarded as inherent in the sense they are the birthright of all, 
inalienable because they cannot be given up or taken away and universal since 
they apply to all regardless of nationality, status, gender or race. 

The extension of these rights to all peoples has a particularly important 
place in liberal thinking about foreign policy and international relations, for 



two reasons. First, these rights give a legal foundation to emancipation, justice 
and human freedom. Their denial by state authorities is an affront to the 
dignity of all and a stain on the human condition. Secondly, states which treat 
their own citizens ethically and allow them meaningful participation in the 
political process are thought to be less likely to behave aggressively 
internationally. The task for liberals has been to develop and promote moral 
standards which would command universal consent, knowing that in doing so 
states may be required to jeopardize the pursuit of their own national 
interests. This has proven to be a difficult task, despite evident progress on 
labour rights, the abolition of slavery, the political emancipation of women in 
the West, the treatment of indigenous peoples and the end of white 
supremacism in South Africa. 

The creation of important legal codes, instruments and institutions in 
the post-Second World War period is a measure of achievement in the area. 
The most important instruments are the Universal Declaration of Human 
Rights (1948), the International Covenant on Civil and Political Rights (1966) 
and the International Covenant on Economic, Social and Cultural Rights 
(1966), while the International Labour Organisation (ILO) and the 
International Court of Justice (ICJ) play a significant institutional and 
symbolic role in the protection of human rights. A greater concern about 
genocidal crimes, the outlawing of cruel and inhuman punishment and the 
rights of detainees apprehended on the battlefield are a reflection of progress 
in the area. 

In his seminal account, Vincent (1986) identified the right of the indi-
vidual to be free from starvation as the only human right which is likely to 
receive the support of a global consensus. The world community, regardless 
of religious or ideological differences, agrees that a right to subsistence was 
essential to the dignity of humankind. Beyond this right, nation-states 
struggle to find agreement, not least because the developing world is 
suspicious that human rights advocacy from metropolitan centres is little 
more than a pretext for unwarranted interference in their domestic affairs. 
Most states are reluctant to give outsiders the power to compel them to 
improve their ethical performance, although there is a growing belief that the 
principle of territorial sovereignty should no longer be used by governments 
as a credible excuse for avoiding legitimate international scrutiny. 

Marxists have dismissed liberal human rights as mere bourgeois free-
doms which fail to address the class-based nature of exploitation contained 



within capitalist relations of production. Realists would add that ‘conditions 
of profound insecurity for states do not permit ethical and humane 
considerations to override their primary national considerations’ (Linklater 
1992b: 27). After all, it is interests which determine political action and in the 
global arena, politics is the amoral struggle for power to advance these 
interests. 

Liberals struggle to avoid the charge that their conceptions of 
democracy and human rights are culturally specific, ethnocentric and 
therefore irrelevant to societies which are not Western in cultural orientation. 
To many societies, appeals to universality may merely conceal the means by 
which one dominant society imposes its culture upon another, while 
infringing on its sovereign independence. The promotion of human rights 
from the core to the periphery assumes a degree of moral superiority - that 
the West not only possesses moral truths which others are bound to observe, 
but that it can sit in judgement on other societies. 

The issue is further complicated by the argument that economic, social 
and cultural rights should precede civil and political rights - one made earlier 
by Communist states and more recently by a number of East Asian 
governments, and which is a direct challenge to the idea that human rights are 
indivisible and universal, a revolt against the West. It implies that the 
alleviation of poverty and economic development in these societies depends 
on the initial denial of political freedoms and human rights to the citizen. 
However, the claim that rights can be prioritized in this way or that procedural 
and substantive freedoms are incompatible is problematic and widely seen, with 
some justification, as a rationalization by governments for authoritarian rule. 

An increasing number of conservative political leaders in East Asia have 
also argued that there is a superior Asian model of political and social 
organization comprising the principles of harmony, hierarchy and consensus 
(Confucianism) in contrast to what they regard as the confrontation, 
individualism and moral decay which characterizes Western liberalism. 
Regardless of how self-serving this argument is - and it is rarely offered by 
democratically elected rulers - it poses a fundamental challenge to Fukuyama's 
suggestion that in the post-Cold War period liberal democracy faces no serious 
universal challenges. It is clear that these states are not striving to imitate the 
Western route to political modernization. Some reject it outright. 

Even if universal rules and instruments could be agreed upon, how could 
compliance with universal standards be enforced? Liberals are divided over this 



issue, between non-interventionists who defend state sovereignty, and those who 
feel that the promotion of ethical principles can justify intervention in the 
internal affairs of other states (see Bull 1984a). 

Recent examples of so-called ‘humanitarian intervention’ in Cambodia, 
Rwanda, Serbia, Somalia and East Timor pose a growing challenge to the 
protection from outside interference traditionally afforded by sovereignty 
claims. This also applies to the prosecution of those suspected of committing 
war crimes and crimes against humanity by international tribunals such as the 
ICJ (Forbes and Hoffman 1993). The embryonic International Criminal Court 
(ICC) can be seen as a further expression of liberal sentiments which oppose the 
arbitrary cruelty of political leaders and the use of agencies of the state to inflict 
harm on minorities and opponents. However, its very structure and functions 
limit the sovereign right of a government to administer the internal affairs of 
their state free from outside interference. States like the United States, which 
refuse to ratify the ICC for reasons of sovereignty, will therefore come under 
increasing pressure in the years ahead to conform with what appears to be a 
growing global consensus. 

Celebrated trials (Milosevic, Saddam) and attention given to non-trials 
(Pinochet, Suharto) indicate a significant shift away from the traditional 
provision of sovereign immunity to heads of state and others guilty of war 
crimes and crimes against humanity. Whereas in the past justice, if dispensed at 
all, would come from within the state, the establishment of international legal 
fora and the further development of international law in this area are largely due 
to the influence of liberal internationalism and its emphasis on the importance 
of global benchmarks and the rule of law. It is true that cases like these never 
truly escape the political atmosphere of the day, in particular the domestic 
political climate in each country directly involved, however the fact that they 
arise at all within international legal jurisdictions indicates significant progress 
towards a system of global justice. 

Modern forms of humanitarian intervention follow a pattern 
established in the middle of the eighteenth century when the British and 
Dutch successfully interceded on behalf of Prague's Jewish community, which 
was threatened with deportation by authorities in Bohemia. The protection of 
Christian minorities at risk in Europe and in the Orient in the eighteenth and 
nineteenth centuries by the Treaty of Kucuk-Kainardji (1774) and the Treaty 
of Berlin (1878) are also part of the same legal precedent, as is the advocacy of 
British Prime Minister Gladstone in the second half of the nineteenth century 



and US President Wilson early in the twentieth century. Vietnam's invasion 
of Cambodia in 1978, when refracted through the ideological prism of the 
Cold War, highlighted the politically contingent nature of humanitarian 
intervention in the modern period. Liberals who support both the sovereign 
rights of independent states and the right of external intervention in cases 
where there is an acute humanitarian crisis, find it difficult to reconcile both 
international norms (Chomsky 1999a). 
 
Economy and terrorism 
 
Fukuyama's post-Cold War optimism is on firmer ground if we consider the 
extent to which economic liberalism has become the dominant ideology of 
the contemporary period. The move towards a global political economy 
organized along neo-liberal lines is a trend as significant as the likely 
expansion of the zone of peace. As the new century opens, the world 
economy more closely resembles the prescriptions of Smith and Ricardo than 
at any previous time. And as MacPherson forecast, this development is also a 
measure of `how deeply the market assumptions about the nature of man and 
society have penetrated liberal-democratic theory' (MacPherson 1977: 21). 
The dark cloud on the horizon, however, is as serious as it was unexpected. 
The recent wave of anti-Western Islamist terror represents a significant 
blockage on the path to globalization and confronts liberals with a range of 
intellectual dilemmas and policy reversals for which they were unprepared. 

Before examining the extent to which liberalism has shaped the 
contours of the world economy today and the impact of Islamist terror, it is 
important to recognize that the experience of laissez faire capitalism in the 
nineteenth century challenged many liberal assumptions about human beings, 
the market and the role of the state. This is often forgotten or not well 
understood by contemporary economic liberals. 

Critics such as Polanyi highlighted the extent to which material self-
gain in a market society was necessary for survival in an unregulated market 
society, rather than a reflection of the human condition in its natural state. It 
is therefore unwise for liberals to generalize from the specific case of market 
capitalism - to believe that behaviour enforced as a result of a new and 
presumably transient form of political economy was a true reflection of a 
human being's inner self (Polanyi 1944; Block and Somers 1984). 



State intervention in the economic life of a society was in fact an act of 
community self-defence against the destructive power of unfettered markets 
which, according to Polanyi, if left unregulated, threatened to annihilate 
society. However, state intervention in the economy was also necessary for 
markets to function - free trade, commercial exchanges and liberal markets 
have always been policies of the state and have not emerged organically or 
independently of it. 

As List and many since have explained, the state plays a crucial role in 
the economic development of industrial societies, protecting embryonic 
industries from external competition until they are ready to win global 
market shares on an equal footing. There are few, if any examples of states 
emerging as industrial powerhouses by initially adopting a policy of free 
trade. Protectionism and state coordinated economic development have been 
key early ingredients of economic success in the modern world, as the post-
war experience of East Asia suggests. 

 
Liberalism and globalization 
 
To a significant extent, the globalization of the world economy coincided 
with a renaissance of neo-liberal thinking in the Western world. The political 
triumph of the `New Right' in Britain and the United States in particular 
during the late 1970s and 1980s was achieved at the expense of Keynesianism, 
the first coherent philosophy of state intervention in economic life. 
According to the Keynesian formula, the state intervened in the economy to 
smooth out the business cycle, provide a degree of social equity and security 
and maintain full employment. Neo-liberals, who had always favoured the 
free play of ‘market forces’ and a minimal role for the state in economic life, 
wanted to ‘roll back' the welfare state, in the process challenging social-
democratic consensus established in most Western states during the post-war 
period. 

Just as the ideological predilection of Western governments became 
more concerned with efficiency and productivity and less concerned with 
welfare and social justice, the power of the state to regulate the market was 
eroded by the forces of globalization, in particular the de-regulation of finance 
and currency markets. The means by which domestic societies could be managed 
to reduce inequalities produced by inherited social structures and accentuated by 
the natural workings of the market, declined significantly. In addition, the 



disappearance of many traditional industries in Western economies, the effects of 
technological change, increased competition for investment and production and 
the mobility of capital, undermined the bargaining power of labour. The 
sovereignty of capital began to reign over both the interventionary behaviour of 
the state and the collective power of organized working people. 

There is a considerable debate over globalization, between liberals who 
believe it constitutes a fundamentally new phase of capitalism and statists who 
are sceptical of such claims (Held et al. 1999; Held and McGrew 2000). Liberals 
point to the increasing irrelevance of national borders to the conduct and 
organization of economic activity. They focus on the growth of free trade, the 
capacity of transnational corporations (TNCs) to escape political regulation and 
national legal jurisdictions, and the liberation of capital from national and 
territorial constraints (Ohmae 1995; Friedman 2000; Micklewait and Wooldridge 
2000). Sceptics, on the other hand, claim that the world was less open and glob-
alized at the end of the twentieth century than it was in the nineteenth. They 
suggest that the volume of world trade relative to the size of the world economy 
is much the same as it was in 1914, though they concede that the enormous 
explosion of short-term speculative capital transfers since the collapse of the 
Bretton Woods system in the early 1970s has restricted the planning options for 
national governments. Significantly, sceptics want to distinguish between the 
idea of an international economy with growing links between separate national 
economies, which they concede, and a single global political economy without 
meaningful national borders or divisions, which they deny (Weiss 1998; 
Chomsky 1999b; Hirst and Thompson 1996; Hobsbawm 2000). 

The next section will examine the claims made by liberals and the extent 
to which their ideas have shaped the current economic order. It will focus on the 
contemporary nature of world trade, the questions of sovereignty and foreign 
investment and the challenges to liberal ideas recently posed by Islamic 
terrorism. 
 
The nature of ‘free trade’ 
 
For neo-liberals, the principles of free trade first enunciated by Smith and 
Ricardo continue to have contemporary relevance. Commercial traders should 
be allowed to exchange money and goods without concern for national 
barriers. There should be few legal constraints on international commerce, 
and no artificial protection or subsidies constraining the freedom to exchange. 



An open global market, where goods and services can pass freely across 
national boundaries, should be the objective of policy makers in all nation-
states. Only free trade will maximize economic growth and generate the 
competition that will promote the most efficient use of resources, people and 
capital. 

Conversely, ‘protectionism’ is seen as a pernicious influence on the 
body politic. Policies which protect uncompetitive industries from market 
principles corrupt international trade, distort market demand, artificially 
lower prices and encourage inefficiency, while penalizing fair traders. 
Protection is the cry of ‘special’ or ‘vested’ interests in society and should be 
resisted by government in ‘the national interest’. It penalizes developing 
nations by excluding them from entry into the global marketplace where they 
can exploit their domestic advantage in cheap labour. 

The cornerstone of the free trade argument is the theory of 
‘comparative advantage’, which discourages national self-sufficiency by 
advising states to specialize in goods and services they can produce most 
cheaply - their ‘factor endowments’. They can then exchange their goods for 
what is produced more cheaply elsewhere. As everything is then produced 
most efficiently according to the price mechanism, the production of wealth 
is maximized and everyone is better off. For Smith, the `invisible hand' of 
market forces directs every member of society in every state to the most 
advantageous position in the global economy. The self-interest of one 
becomes the general interest of all. 

The relevance of the theory of comparative advantage in the era of 
globalization has recently come under question (Strange 1985; Bairoch 1993; 
Daly and Cobb 1994; Clairmont 1996). The first difficulty is that it was 
devised at a time when there were national controls on capital movements. 
Ricardo and Smith assumed that capital was immobile and available only for 
national investment. They also assumed that the capitalist was first and 
foremost a member of a national political community, which was the context 
in which he established his commercial identity: Smith's `invisible hand' 
presupposed the internal bondings of community, so that the capitalist felt a 
`natural disinclination' to invest abroad. Smith and Ricardo could not have 
foreseen `a world of cosmopolitan money managers and TNCs which, in 
addition to having limited liability and immorality conferred on them by 
national governments, have now transcended those very ‘governments and no 
longer see the national community as their context’ (Daly and Cobb 1994: 



215). The emergence of capitalists who freed themselves from community 
obligations and loyalties, and who had no ‘natural disinclination’ to invest 
abroad, would have appeared absurd. Highly mobile and volatile capital 
markets are a major challenge for the theory of comparative advantage. 

The second problem is that the forms of international trade have 
changed dramatically over recent decades. The idea of national, sovereign 
states trading with each other as discrete economic units is becoming an 
anachronism. Intra-industry or intra-firm trade dominates the manufacturing 
sector of the world economy. Over 40 per cent of all trade now comprises 
intra-firm transactions, which are centrally managed interchanges within 
TNCs (that cross international borders) guided by a highly `visible hand'. 
Intra-firm trade runs counter to the theory of comparative advantage which 
advises nations to specialize in products where factor endowments provide a 
comparative cost advantage. The mobility of capital and technology, and the 
extent to which firms trade with each other, means that `governments in 
virtually all industrial societies now take an active interest in trying to 
facilitate links between their own domestic firms - including offshoots of 
multinationals - and the global networks' in the strategic industries. They can 
no longer remain at arm's length from business as neo-liberal economic 
theory demands (Emy 1993: 173). 

Similarly, the globalization of the world economy has seen the spread 
of manufacturing industries to many developing countries and the relocation 
of transnational manufacturing centres to what are often low-wage, high-
repression areas - regions with low health and safety standards where 
organized labour is frequently suppressed or illegal. TNCs are becoming 
increasingly adept at circumventing national borders in their search for cheap 
labour and access to raw materials, and few states can refuse to play host to 
them. The creation of new centres of production occurs wherever profit 
opportunities can be maximized because investment decisions are governed by 
absolute profitability rather than comparative advantage. For liberals, this is 
nevertheless the best way of encouraging much-needed foreign investment in 
the developing world and establishing a trade profile for countries which 
might otherwise be excluded from world trade altogether. 

Modern trading conditions have diverged significantly from the 
assumptions which underpin the neo-liberal analysis of how markets and 
trade actually work. The internationalization of production, the mobility of 
capital and the dominance of transnational corporations are just three 



developments which render theories of comparative advantage somewhat 
anachronistic. The idea of national sovereign states trading with each other as 
discrete economic units is steadily becoming the exception rather than the 
rule. Neo-mercantilist theory, .which stresses the maximization of national 
wealth, also fails to explain contemporary trade realities. A more accurate 
description is ‘corporate mercantilism’, with ‘managed commercial 
interactions within and among huge corporate groupings, and regular state 
intervention in the three major Northern blocs to subsidise and protect 
domestically-based international corporations and financial institutions’ 
(Chomsky 1994: 95). If there is such a thing as a nation's comparative 
advantage it is clearly a human achievement and certainly not a gift of 
nature, though this view remains unorthodox within powerful economic 
circles. 

The third challenge to the relevance of the theory of comparative 
advantage is the steady erosion of the rules which have underpinned 
multilateral trade in the post-war era. While there has been a reduction in 
barriers to trade within blocs such as the European Union and the North 
American Free Trade Agreement (NAFTA), they have been raised between 
blocs. Tariffs have come down but they have been replaced by a wide 
assortment of non-tariff barriers (NTBs), including import quotas and vol-
untary restraint agreements. This is a concern to small, `fair' traders which 
are incapable of matching the subsidies provided by Europeans and North 
Americans. States which unilaterally adopt free market doctrines while 
leading industrial societies head in the opposite direction place themselves in 
a vulnerable position in the world economy. But regardless of whether tariff 
barriers and NTBs are dismantled, the world market would not be `free' in 
any meaningful sense, because of the power of the TNCs to control and 
distort markets through transfer pricing and other devices. 

The proliferation of free trade agreements and organizations such as 
NAFTA, Asia Pacific Economic Cooperation (APEC) and the WTO and the 
growing importance of international organizations such as the G8, the 
International Monetary Fund (IMF) and World Bank is indicative of the 
influence of neo-liberalism in the post-Cold War period. These are powerful 
transnational bodies which embody free trade as their governing ideology. 
To their supporters, they provide developing societies with the only 
opportunity to overcome financial hardship and modernize their economies. 
To their critics, however, they impose free market strictures on developing 



societies. They are primarily organizations which formalize and 
institutionalize market relationships between states. By locking the 
developing world into agreements which force them to lower their pro-
tective barriers, NAFTA and the WTO, for example, prevent the South 
from developing trade profiles which diverge from the model dictated by 
their supposed `comparative advantage'. The IMF and the World Bank, on 
the other hand, make the provision of finance (or, more accurately, ‘debt’) 
to developing societies conditional on their unilateral acceptance of free 
market rules for their economies - the ‘conditionality’ of the so-called 
‘structural adjustment policies’ or SAP's. 

Critics attack these institutions for legitimizing only one kind of 
global order, based on unequal market relations. Specifically, the institutions 
are criticized for imposing identical prescriptions for economic development 
on all countries, regardless of what conditions prevail locally. Developing 
societies are expected to adopt the free market blueprint (sometimes called the 
‘Washington Consensus’) - opening their economies up to foreign investment, 
financial de-regulation, reductions in government expenditure and budgetary 
deficits, the privatization of government owned enterprises, the abolition of 
protection and subsidies, developing export orientated economies - or risk the 
withholding of much needed aid and finance. And because they are required to 
remove national controls on capital movements - which make it possible for 
states to reach their own conclusions about investment and spending priorities 
- the direction of their economic development is increasingly set by amorphous 
financial markets which act on profit opportunities rather than out of any 
consideration of national or community interest. 

Arguments for free trade are still powerfully made on the grounds of 
economic efficiency and as the only way of integrating the developing world 
into the wider global economy. Protectionism within the North is said 
primarily to hurt the South by pricing their economies out of markets in the 
industrialized world, thus denying them the opportunity to modernize their 
economies. 

For leading players, however, free trade is often non-reciprocal and an 
ideological weapon used to regulate the economic development of subordinate 
societies. Their rhetoric supporting the sanctity of market principles is rarely 
matched by their own economic behaviour. This tendency, together with 
fundamental changes to the structure of the world economy and the forms of 



international trade, casts some doubt on the extent to which liberals can 
explain the globalization of the world economy solely on their own terms. 
 
Sovereignty and foreign investment 
 
The enormous volumes of unregulated capital liberated by the collapse of the 
Bretton Woods system in the early 1970s, have transformed the relationships 
between states and markets. Credit (bonds and loans), investment (Foreign 
Direct Investment, or FDI) and money (foreign exchange) now flow more 
freely across the world than commodities. The resulting increase in the power 
of transnational capital and the diminution of national economic sovereignty is 
perhaps the most dramatic realization of liberal economic ideas (Strange 1996, 
1998). 

The relationship between a nation's economic prosperity and the world's 
money markets is decisive. Because most states are incapable of generating 
sufficient endogenous wealth to finance their economic development, 
governments need to provide domestic economic conditions which will attract 
foreign investment into their countries. In a world where capital markets are 
globally linked and money can be electronically transferred around the world 
in microseconds, states are judged in terms of their comparative ‘hospitality’ 
to foreign capital: that is, they must offer the most attractive investment 
climates to relatively scarce supplies of money. This gives the foreign 
investment community significant leverage over policy settings and the course 
of a nation's economic development generally, and constitutes a diminution 
in the country's economic sovereignty. 

The power of transnational finance capital in the modern period can 
scarcely be overestimated. The volume of foreign exchange trading in the 
major financial centres of the world, estimated at over $US1.5 trillion per 
day, has come to dwarf international trade by at least sixty times. UN 
statistics suggest that the world's 100 largest TNCs, with assets of over $USS 
trillion, account for a third of the total FDI of their home states, giving them 
increasing influence over the economies of host countries. 

The brokers on Wall Street and in Tokyo, the clients of the ‘screen 
jockeys’ in the foreign exchange rooms, and the auditors from credit ratings 
agencies such as Moody's and Standard & Poor's, now pass daily judgements 
on the management of individual economies, and signal to the world's 
financial community the comparative profit opportunities to be found in a 



particular country. Inappropriate interventionary policies by government can 
be quickly deterred or penalized with a (threatened) reduction in the nation's 
credit rating, a ‘run’ (sell off) on its currency or an investment ‘strike’. The 
requirements of the international markets can be ignored only at a nation's 
economic peril. Not only have nation-states lost direct control over the value 
of their currencies and the movements of capital around the world, they can 
no longer determine the institutional settings in which capital markets 
operate. Neo-liberal financial commentators regard this development as a 
positive change, believing that on the question of allocating resources, 
markets rather than the governments know what is in peoples' best interests. 
Finance markets, dominated by large banks and financial institutions, 
insurance companies, brokers and speculators, exist only to maximize their 
own wealth. There is no compelling reason for them to act in the interests of 
the poor, the homeless, the infirm or those who are deprived of their basic 
human rights by their own governments. States which cede economic 
sovereignty to these global players in the name of free trade and commerce 
therefore run the risk of elevating private commercial gain to the primary 
foreign policy objective of the state. 

When the foreign investment community is freed from state barriers 
and controls, and able to choose the most profitable location for its capital, it 
has the effect of homogenizing the economic development of  nation-states 
across the globe. In what is effectively a ‘bidding war’ for much-needed 
infusions of capital, states are driven by the lowest common denominator 
effect to reduce their regulations, standards, wages and conditions, in 
order to appear attractive to the investor community. Priority is given to 
the drive for efficiency and profits. The threat of disinvestment becomes 
the stick for markets to wield over the heads of government. For liberals, 
this is a pleasing reversal of modern history which they see as a struggle 
for liberation from the clutches of arbitrary state power. Ironically, in 
many instances the key to attracting overseas investment is for the host 
government to provide the transnational investor with subsidies and 
protection from market forces. In some cases, this is the only way states 
can win and maintain the confidence of global markets. 

The ill-fated Multilateral Agreement on Investments (MAI) was a 
vivid illustration of just how far governments in the developed world have 
been prepared to follow liberal advice and surrender their discretionary 
economic power to the markets. In this case Organization for Economic 



Cooperation and Development (OECD) members were offering volun-
tarily to restrict their own ability to discriminate against foreign capital. 
The MAI is a reminder that, as with the establishment of national markets 
in the nineteenth century, globalization is not the result of the gradual 
and spontaneous emancipation of the economic sphere from government 
control. On the contrary, it has been the outcome of conscious and 
sometimes violent state intervention by advanced capitalist states. Just as 
domestically the labour market can he ‘freed’ only by legislative 
restrictions placed on trades unions, the creation of the post-war liberal 
trading regime and the de-regulation of the world's capital markets in the 
1970s required deliberate acts by interventionary states. 

During the current phase of globalization, national economic sover-
eignty has not so much been lost but either enthusiastically given away or 
begrudgingly surrendered. The state's capacity to direct the national 
economy has been deliberately and significantly undercut by the global-
ization of relations of production and exchange. Significant sovereign 
power has been ceded to bond holders, funds managers, currency traders, 
speculators, transnational banks and insurance companies - groups that by 
definition are democratically unaccountable in any national jurisdiction. 
In effect, the world economy has come to resemble the global strategic 
environment. It has become anarchic in character and, as a consequence, 
the competition for economic security is as intense as the search for 
strategic security. 

Unsurprisingly, concern about a growing ‘democratic deficit’ has 
arisen within liberal political philosophy. David Held's (1995) advocacy of 
cosmopolitan democracy is seen as somewhat utopian by hard-nosed 
realist, however it is a serious attempt to bring some of the forces of 
globalization under a degree of popular control. Proposals such as 
regional parliaments and the devolution of sovereign power to regional 
bodies, universal human rights benchmarks entrenched in domestic 
jurisdictions and monitored by international courts, radical reform of the 
United Nations and the promotion of a global civil society are serious 
suggestions for extending and modernizing democratic politics. The work 
of Held and his colleagues is an important reminder that as well as ren-
dering significant economic change, globalization has important political 
challenges and implications which liberals cannot ignore (Held 1995; 
Archibugi and Held 1995; Archibugi 1998). 



 
 
 
Non-state terrorism 
 
Whether or not the current wave of Islamic militancy is the latest chapter 
in a long-standing revolt against the West, there can be little doubt that it 
represents a direct challenge to both the claim that liberal democracy is 
the universal destination for the species and the assumption that global-
ization is inexorable. However incoherent and unlikely it is as a political 
programme, Islamic terrorism is profoundly anti-secular and an opponent 
of liberal modernity (Gray 2004). 

It therefore seems premature and misleading for liberals to claim 
that the emergence of Al-Qaeda and affiliated groups which perpetrate 
transnational terrorism constitutes a victory for the deterritorialization of 
world politics (Buzan 2003: 297, 303). Rather as David Harvey notes, ‘the 
war on terror, swiftly followed by the prospect of war with Iraq ... [has] 
allowed the state to accumulate more power’, a claim difficult to refute 
and one that poses an unexpected new challenge to liberals who believed 
that globalization was finally eroding the sovereign significance of the 
state (Harvey 2003: 17). The national security state has been revived. 

The resuscitation of state power across the industrialized world after 
the 9/11 attacks has taken numerous forms, including new restrictions on 
civil liberties, greater powers of surveillance and detention, increased 
military spending and the expansion of intelligence services. The threats 
posed by Islamic terror and the dangers of Weapons of Mass Destruction 
(WMD) have also been met by an increase in state intervention around the 
world, in particular by US-led coalitions acting in Afghanistan and Iraq. 
With each subsequent terrorist assault, states which consider themselves 
innocent victims have been emboldened to interfere in each others' 
internal affairs - even pre-emptively. 

Pre-emption, the disarmament of states alleged to possess WMD, 
regime change, humanitarianism and the spread of democracy have all 
been invoked as public justifications for these interventions, although 
critics have pointed to traditional geo-strategic rationales beneath the surface. 
Many states, such as China, Israel and Russia, have also used the cover 
provided by the ‘war against terror’ to settle domestic scores with 



secessionists, dissidents and those resisting their territorial occupations. 
Others seem to be victims of ‘blowback’, reaping disastrous and unintended 
consequences from earlier foreign policy actions. Regardless of what the true 
motives of these interventions are, the irony of socially conservative, 
economically neo-liberal governments expanding the reach and size of 
government should not be lost on anyone (Johnson 2002). 

The return of the overarching state is perhaps an unsurprising response 
to community calls for protection from non-state terrorism. When citizens of 
a state require emergency medical relief, as many victims of the Bali bombings 
did in October 2002, there is little point appealing to market forces for help. 
Nor can those responsible for attacks such as the Beslan school atrocity in 
September 2004 be hunted down, disarmed and prosecuted by privately 
owned TNCs. Even if the state is no longer prepared to insulate its citizens 
from the vicissitudes of the world economy, it is still expected to secure them 
from the threat of terrorism. Only the state can meet these and many other 
challenges such as ‘border protection’ and transnational crime. There are no 
market-based solutions to the dangers posed by what seems to be the latest 
chapter in the revolt against the West. 

Since the end of the Cold War, realists such as Kenneth Waltz have 
argued that in the absence of effective countervailing pressures, the United 
States is likely to become increasingly unilateral in seeking to secure its 
foreign policy interests, and in so doing rely on military power to realize its 
vision of a new world order. The ‘war against terror’ has seemingly changed 
little in this regard. If anything, these events have enhanced a trend which 
some liberals had either believed or hoped had passed into history. 

The Marxist historian Eric Hobsbawm has observed that ‘the basic 
element to understanding the present situation is that 9/11 did not threaten 
the US. It was a terrible human tragedy which humiliated the US, but in no 
sense was it any weaker after those attacks. Three, four or five attacks will 
not change the position of the US or its relative power in the world’ 
(Hobsbawm 2002). 

This view is similar to Waltz's claim that the problem of terrorism does 
not challenge the continuities of international politics. ‘Although terrorists 
can be terribly bothersome’, says Waltz, ‘they hardly pose threats to the 
fabric of a society or the security of the state… Terrorism does not change the 
first basic fact of international politics - the gross imbalance of world power’ 
in favour of the United States. ‘Instead, the effect of September 11 has been to 



enhance American power and extend its military presence in the world’ 
(Waltz 2002: '48-53). So much for the end of the nation-state. 

Realists in the United States also led the intellectual opposition to 
Washington's attack on Iraq in March 2003, arguing that Saddam Hussein 
had been successfully contained, that he was prevented from using his 
WMD against the West because of the likely consequences to him and that 
for similar reasons he couldn't risk passing these weapons - if he in fact 
possessed them - to groups such as Al-Qaeda. As during the Second Cold 
War, realists found themselves in the unusual position of being at the 
limits of respectable dissent in debates over the Iraq war as a consequence 
of the influence of the misnamed neo-conservatives, whose muscular 
liberalism underwrote the administration of George W. Bush 
(Mearsheimer and Walt 2002). 
 
Conclusion 
 
At the beginning of this chapter, it was argued that liberalism was an 
‘inside-out’ approach to international relations, because liberals favour a 
world in which the endogenous determines the exogenous. Their chal-
lenge is to extend the legitimacy of domestic political arrangements found 
within democratic states to the relationships between all nation states. To 
put it another way, liberals believe that democratic society, in which civil 
liberties are protected and market relations prevail, can have an 
international analogue in the form of a peaceful global order. The 
domestic free market has its counterpart in the open, globalized world 
economy. Parliamentary debate and accountability is reproduced in 
international fora such as the United Nations. And the legal protection of 
civil rights within liberal democracies is extended to the promotion of 
human rights across the world. With the collapse of Communism as an 
alternative political and economic order, the potential for continuity 
between the domestic and the international became greater than in any 
previous period. 

Fukuyama had reason to be optimistic. The spread of liberal democ-
racies and the zone of peace was an encouraging development, as is the 
realization by states that trade and commerce is more closely correlated 
with economic success than territorial conquest. The number of govern-
ments enjoying civilian rather than military rule is increasing, and there 



are signs that ethical considerations and ideas of human justice have a 
permanent place on the diplomatic agenda. The collapse of Marxism as a 
legitimate alternative political order removes a substantial barrier to the 
spread of liberal democracies, and there can be little doubt that the great 
powers are now much less inclined to use force to resolve their political 
differences with each other. It appears that liberal democracies are in the 
process of constructing a separate peace. 

The globalization of the world economy means that there are few 
obstacles to international trade. Liberals want to remove the influence of 
the state in commercial relations between businesses and individuals, and 
the decline of national economic sovereignty is an indication that the 
corrupting influence of the state is rapidly diminishing. TNCs and capital 
markets wield significant influence over the shape of the world economy, 
in the process homogenizing the political economies of every member 
state of the international community. 

Globalization has undermined the nation-state in other ways that 
have pleased liberals. The capacity of each state to direct the political 
loyalties of its citizens has been weakened by an increasing popular 
awareness of the problems faced by the entire human species. The state 
cannot prevent its citizens turning to a range of sub-national and 
transnational agents to secure their political identities and promote their 
political objectives. Sovereignty is no longer an automatic protection 
against external interference called `humanitarian intervention'. And 
decision making on a range of environmental, economic and security 
questions has become internationalized, rendering national administration 
often much less important than transnational political cooperation. 
Despite these important changes, there are also counter-trends which can be 
identified. Realists would argue that liberals such as Ohmae are premature in 
announcing the demise of the nation-state. They would remind the enthusiasts 
for globalization that as a preferred form of political community, the nation-
state still has no serious rival. There are currently over 200 nation-states in the 
world asserting their political independence. 

Realists cite a number of important powers retained by the state 
despite globalization, including monopoly control of the weapons of war 
and their legitimate use, and the sole right to tax its citizens. They would 
argue that only the nation-state can still command the political allegiances 
of its citizens or adjudicate in disputes between them. And it is still only 



the nation-state which has the exclusive authority to bind the whole 
community to international law. 

They would question the extent to which globalization today is an 
unprecedented phenomenon, citing the nineteenth century as period when 
similar levels of economic interdependence existed. They would also point 
to the growing number of states which reject the argument that Western 
modernity is universally valid or that political development always termi-
nates at liberal-capitalist democracy. More recently realists have high-
lighted the expanding power and reach of the state as a result of the latest 
wave of anti-Western Islamic militancy - a significant reversal for liberals 
who anticipated the imminent decline of the nation-state in modern life. 
Islamism is a direct challenge to liberal assumptions about economics and 
politics terminating at a liberal capitalist consensus. 

Unpredictable challenges of this kind have left liberalism on the back foot, 
questioning whether the linear path to improving the human condition is as 
straight and as inexorable as they thought only a few short years ago. 


