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A B O U T T H E

Carnegie Commission on Preventing Deadly Conflict Series

Carnegie Corporation of New York established the Carnegie Commission on Pre-
venting Deadly Conflict in May 1994 to address the threats to world peace of
intergroup violence and to advance new ideas for the prevention and resolution of
deadly conflict. The Commission is examining the principal causes of deadly eth-
nic, nationalist, and religious conflicts within and between states and the circum-
stances that foster or deter their outbreak. Taking a long-term, worldwide view
of violent conflicts that are likely to emerge, it seeks to determine the functional
requirements of an effective system for preventing mass violence and to identify
the ways in which such a system could be implemented. The Commission is also
looking at the strengths and weaknesses of various international entities in conflict
prevention and considering ways in which international organizations might con-
tribute toward developing an effective international system of nonviolent problem
solving. The series grew out of the research that the Commission has sponsored to
answer the three fundamental questions that have guided its work: What are the
problems posed by deadly conflict and why is outside help often necessary to deal
with these problems? What approaches, tasks, and strategies appear most promis-
ing for preventing deadly conflict? What are the responsibilities and capacities of
states, international organizations, and private and nongovernmental organizations
for undertaking preventive action?
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F o r e w o r d

The fiftieth anniversary of the Marshall Plan is an apt time to reflect on the
observation that prevention is more than simply the avoidance of situa-
tions that can lead to war; it is also the creation of conditions that foster
peaceful relations between states. The latter approach was one of the basic
strategies of the Marshall Plan and other economic and political initiatives
in Europe after the Second World War: to build capable and self-reliant
partners within Europe, to strengthen relations between Europe and
North America, and to reduce tensions between former adversaries and
integrate them into a more cohesive political and economic community.

There have been few studies of the role of incentive strategies—of which
the Marshall Plan is but one example—in encouraging responsible behavior
by states, especially those that are already in difficulty and could pose a threat
to international order. In contrast, vast bodies of literature exist on how to
pressure states with economic sanctions and threats of force. This study pro-
ceeds from the belief that incentives—that is, positive inducements—could
have great potential for conflict prevention if they were better understood.

The Carnegie Commission on Preventing Deadly Conflict distinguishes
two types of preventive action, structural prevention and operational preven-
tion, and incentives can play a role in both. Structural prevention addresses
the root causes of violence. The foundation of structural prevention is the
promotion of good governance that meets three core needs of society: secur-
ity, well-being, and a system of justice. Governments that fulfill these needs
clear a path for their citizens to live peaceful, productive lives, and they
weaken the tendency of groups to redress grievances by resorting to mass
violence. The most effective incentive strategies generally fall under structural
prevention because they lay this groundwork for peace and cooperation.

Operational prevention addresses situations in which deadly conflict ap-
pears imminent. In such cases incentives must be used with caution be-
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xii Foreword

cause they may seem like appeasement in the face of threats of military
aggression. But in other situations, many of which are described in this
book, incentives can have significant advantages over punitive approaches.
Conciliatory gestures frequently lead to cooperative responses, while
threats often initiate spirals of hostility and defiance. If we apply such les-
sons to preventive action and think of ways to use ‘‘carrots’’ judiciously,
often with implicit or explicit ‘‘sticks,’’ we may improve chances of averting
a violent outbreak.

One particularly potent inducement for effective preventive action may
be ‘‘conditionality,’’ or the forging of links between responsible, nonvio-
lent behavior and the promise of greater reward through carefully targeted
economic assistance and opportunities to gain integration into the com-
munity of market democracies. During the cold war, conditionality often
focused primarily on influencing a country’s international ideological lean-
ings. Today conditionality can be directed more toward addressing a coun-
try’s internal political and social ills. Associating assistance with responsible
governance in this way—provided that the condition is applied consis-
tently—may give the international community a powerful source of lever-
age with those who persistently use violent means to pursue their aims.

States that attach conditions to their aid are not themselves above scru-
tiny, however. The potential leverage of conditionality is diminished when
donor states demand higher standards of behavior than they themselves
are prepared to observe. No longer can established, wealthy states simply
dictate behavior to the less powerful. Consistent standards must be devised
that apply to all states equitably. There are small signs that this may be
happening. Perhaps nowhere is this kind of reciprocal accountability in
greater evidence than on questions related to the proliferation of nuclear
weapons and their eventual elimination. So-called threshold states are un-
willing to sign up to rules and regimes for managing the problem of nu-
clear proliferation until they are satisfied that future arrangements will
apply with equal force and effect to the existing nuclear states.

In the international system to prevent deadly conflict envisioned by the
Commission, the international community must be able to react swiftly to
warning signs of mass violence anywhere in the world. Policymakers will
need to choose from a full array of possible responses. The Commission
hopes that this study of the role of positive inducements will encourage
further investigation. We are grateful to David Cortright and the 12 case
study authors for their work on this volume, and to the publisher, Row-
man & Littlefield, for appreciating the value of the study and disseminat-
ing it to policymakers and scholars throughout the world.

David A. Hamburg
Cyrus R. Vance
Cochairs



P r e f a c e

This book originates from the search by the Carnegie Commission on Pre-
venting Deadly Conflict for positive tools to address crises of international
violence. The project was under the overall supervision of Jane Holl, the
Commission’s talented and articulate executive director. Tom Leney, sen-
ior associate at the Commission, invited me to edit the volume and gave
solid direction and assistance throughout the project. Members of the
Commission provided invaluable input into the study at an October 1995
meeting in New York City. The most important contribution came from
Alexander George, who as a member of the Commission encouraged this
project and provided constant review and intellectual input. Professor
George gave generously of his time and wisdom, offering incisive com-
mentary at project task force meetings, during scholarly conferences, and
by mail, often in his small handwriting that conveys big ideas. Professor
George provided essential guidance and inspiration for this book.

Additional substantive input came from Nicole Ball, Lloyd J. Dumas,
Bruce Jentleson, William Long, George Lopez, Janice Gross Stein, and
Raimo Väyrynen. Comments from Karl Kaiser at the October 1995 Com-
mission meeting were also very helpful. A special word of thanks is due to
Karl Kaiser and also to all the case study authors for their skilled research
and writing and their diligent responses to editing queries and deadlines.
I express my gratitude as well to the three anonymous external reviewers
who provided sometimes critical but always constructive and helpful com-
ments on each of the chapters and the manuscript as a whole.

This book benefited greatly from the contributions of staff members
at the Carnegie Commission on Preventing Deadly Conflict, the Fourth
Freedom Forum, and the University of Notre Dame. Tom Leney and Es-
ther Brimmer of the Commission managed the project, Bob Lande served
as managing editor, and Nancy Ward gave cheerful and efficient adminis-

— xiii —
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trative support. At the Fourth Freedom Forum, indispensable help came
from Jennifer Glick, who edited the text and notes of every chapter, pre-
pared the bibliography, produced and formatted computer documents,
and even found time to assist with research. Julia Wagler of the Forum
also assisted with chapter editing and research. Ann Pedler and Miriam
Redsecker provided essential administrative support. Carolyn Domingo of
the Kellog Institute at the University of Notre Dame assisted with editing
services.

The publication of this volume in the Commission series owes a great
deal to Jennifer Knerr, vice president and executive editor at Rowman &
Littlefield. She recognized the value of the series and skillfully and effi-
ciently shepherded this book through the editing and production process.
Knerr was the editor of two of my previous books, and it was a special
pleasure to work with her again on this volume.

I owe a special debt of gratitude to Howard Brembeck, founder and
chairman of the Fourth Freedom Forum, who provided continuous en-
couragement and financial support for the project. This volume helps to
fulfill the forum’s mission of examining the economic tools of statecraft,
positive as well as negative. The book complements the Forum’s work on
economic sanctions and confirms that carrots as well as sticks have a valu-
able role to play in preventing deadly conflict.

The greatest credit for this volume belongs to David Hamburg, presi-
dent emeritus of Carnegie Corporation of New York, and Cyrus Vance,
former U.S. secretary of state, who serve as cochairs of the Commission.
Through their leadership of the Commission and their emphasis on the
need for new ways of thinking about security in the post–Cold War era,
Hamburg and Vance have made an invaluable contribution. They have
focused the attention of policymakers and scholars on the challenge of
prevention and the need for new ideas and tools. The emphasis on positive
measures in this volume is an essential part of their agenda for advancing
new approaches for the prevention of deadly conflict.

While many have contributed to the development of this study, the re-
sponsibility for errors or omissions is mine. I hope that, despite any short-
comings, this collection of writing and scholarship can elucidate an often
neglected approach to international conflict and contribute to building a
solid foundation for international peace and cooperation.

David Cortright
April 1997



1
Incentives and Cooperation in

International Affairs

David Cortright

WHEN THE GOVERNMENT of North Korea announced to the world its
intention to withdraw from the nuclear Non-Proliferation Treaty in

March 1993, political leaders in Washington faced a grim prospect. A
nuclear-armed North Korea, which the truculence of Pyongyang seemed
to suggest, would pose a grave threat to international security. If North
Korea were to acquire the bomb, South Korea and Japan could not long
resist the pressure to follow suit, and a Pandora’s box would be opened
allowing the spread of nuclear weapons throughout Asia and beyond.
Something had to be done to contain the nuclear threat, but what?

The policy options available in the North Korean crisis were limited.
Negotiations were attempted with the reclusive regime in Pyongyang, but
initial discussions proved fruitless and frustrating as demands from Wash-
ington seemed only to harden North Korean intransigence. Some Ameri-
cans urged the use of armed force, arguing for air strikes to destroy North
Korea’s nuclear industry, but others cautioned that military strikes could
plunge the peninsula into a paroxysm of war and destruction even more
deadly than that of forty years before. The UN Security Council debated
whether to impose economic sanctions, but this option proved problem-
atic as well, in large part because China and Japan, North Korea’s largest
trading partners, were reluctant to support such measures. Skeptics also

— 3 —



4 David Cortright

asked what good it would do to sanction a country that was already one
of the most isolated on earth.

With the tools of diplomacy, military force, and economic coercion
largely unavailable, Washington turned to the use of incentives. In cooper-
ation with Japan and South Korea, the United States crafted a set of eco-
nomic and diplomatic incentives that eventually persuaded North Korea
to abandon its apparent nuclear ambitions. In the Agreed Framework of
October 1994, the United States and its partners offered to provide North
Korea with fuel oil, new less-proliferation-prone nuclear reactors, and the
beginnings of diplomatic recognition. In exchange, Pyongyang agreed to
accept international inspections and controls on its nuclear program. As
Scott Snyder recounts in chapter 3 of this volume, the use of incentives
proved successful in helping to defuse a dangerous international crisis.

Incentives strategies have been used in other recent international dis-
putes as well. In the Dayton peace accords, European nations and the
United States pledged substantial economic assistance to encourage the
warring parties to live up to the terms of the agreement and begin the long
process of reconstruction and reconciliation. Ukraine was persuaded to
give up the nuclear weapons on its soil in exchange for economic assis-
tance, improved diplomatic relations, and security assurances from Russia
and the West. In the Baltic republics and Germany, economic aid in the
form of housing construction for Russian army officers helped speed the
withdrawal of the Red Army and cleared away some of the last vestiges of
the cold war in Eastern Europe. In El Salvador, the United States offered
economic incentives both to the Salvadoran government and the guerilla
forces of the Farabundo Marti National Liberation Front (FMLN) to facil-
itate peace negotiations and assure implementation of the resulting agree-
ment.

These and other examples demonstrate the relevance and increasing im-
portance of incentives strategies in the prevention of international conflict.
Most of the examples reviewed here are successes, but there have also been
cases where incentives proved to be ineffective. Some are examined in
these chapters, notably the failure of the constructive engagement policy
toward South Africa and the so-far limited impact of international eco-
nomic assistance in Bosnia. In the case of China, inducements that initially
were effective have gradually lost their ability to modify the recipient’s
behavior. Examining the cases of failure as well as of success is important
for understanding when incentives are appropriate and when they are not.

The case studies illustrate other complexities in the use of incentives. In
the North Korea case, critics charged that the Agreed Framework con-
tained no assurances against future violations. They criticized aid for
North Korea as a reward for wrongdoing that would encourage other
states to engage in similar transgressions in the hope of obtaining like re-
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wards. The costs of incentives policies have also stirred debate. In an era of
budget constraint, why should the United States or other countries spend
hundreds of millions of dollars for financial assistance in Bosnia, the former
Soviet Union, or other world trouble spots when there are no assurances
of success?

Perhaps the greatest concern about incentives strategies is that they may
inadvertently become a form of appeasement. This is the issue of ‘‘moral
hazard’’ about which we will have more to say in chapter 11. Making offers
to aggressors can be interpreted as a sign of weakness or vacillation and
may embolden an outlaw regime to further acts of belligerence. Critics
warn that conciliatory gestures can be a form of perverse incentive that
encourages future wrongdoing. Since Munich, the term appeasement has
acquired an extremely negative connotation,1 and partly as a result, schol-
ars and policymakers have tended to de-emphasize the use of incentive
strategies. The concern for avoiding appeasement is legitimate and neces-
sary, but it should not blind us to the many ways in which incentives can
contribute constructively to conflict prevention.

This volume examines these and other aspects of the use of incentives in
international conflict resolution. The studies contained here emerge from
the work of the Carnegie Commission on Preventing Deadly Conflict and
its evaluation of incentives and other tools of international policy. When
decision makers are faced with crises of war and deadly conflict, how do
they determine the proper military, economic, or diplomatic policy re-
sponses? When coercive measures are either unavailable or too risky, as in
the North Korea case, what are the alternatives? When are incentives strat-
egies appropriate and how should they be implemented?

Defining Incentives

Much has been written about the use of economic sanctions in interna-
tional relations, but surprisingly little attention has been devoted to the
role of positive incentives in shaping the political relations among nations.2

The uses of incentives are so commonplace in the conduct of international
affairs that they scarcely seem to deserve separate analysis. Incentives seem
inseparable from the art of diplomacy. Enter the word incentives in a li-
brary computer, and hundreds of entries appear covering a wide range of
topics, from health policy to taxes—almost every subject except foreign
affairs. Analysts refer frequently to ‘‘carrots and sticks’’ as tools of interna-
tional policy, but most of their attention is devoted to the latter. The use
of military, economic, and diplomatic coercion is widely studied. The role
of carrots—political and economic inducements for cooperation—is often
a neglected stepchild.3 This study attempts to redress this relative neglect
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and focuses on the unique and often beneficial characteristics of incentives
strategies in the prevention of international conflict.

The definition of what constitutes an incentive is subject to varying in-
terpretations. The authors in this volume generally agree that the induce-
ment process involves the offer of a reward by a sender in exchange for a
particular action or response by a recipient. An incentive is defined as the
granting of a political or economic benefit in exchange for a specified pol-
icy adjustment by the recipient nation. Often the incentive offered is di-
rectly related to the desired policy outcome, as when the World Bank
assisted demilitarization in Uganda and Mozambique by providing finan-
cial support for demobilized combatants. It is also possible and sometimes
necessary to conceive of incentives in a more unconditional manner, with-
out the requirement for strict reciprocity. This is what Alexander George
has called the ‘‘pure’’ form of incentives where there is little or no explicit
conditionality.4 A sender may offer benefits in the hope of developing or
strengthening long-term cooperation, without insisting upon an immedi-
ate policy response. In some circumstances, such as the Council of Eu-
rope’s negotiations with Estonia, the principal incentive may be the simple
fact of membership itself, and the accompanying hope that a seat at the
table may lead to other more concrete benefits in the future. At a mini-
mum, incentives policies seek to make cooperation and conciliation more
attractive than aggression and hostility. The goal is to achieve a degree of
policy coordination in which, according to Robert Keohane, nations ‘‘ad-
just their behavior to the actual or anticipated preferences of others.’’5

Inducement and incentive are sometimes used interchangeably, but there
are subtle differences between the two terms. Inducement has a more ho-
listic and inclusive connotation and can encompass not only economic
measures but also security assurances and offers of political association.
Inducement is also a more directive term. It can be made into a verb and
implies leading or moving one to action by persuasion or influence. The
connotation suggests overcoming indifference or opposition by offering
persuasive advantages that bring about a desired decision. Incentive, de-
fined as a stimulus or encouragement to action, has many of these same
connotations. In practical terms the differences between the two words are
minor, and it is not necessary to distinguish rigidly between them. Incen-
tive is the more common term and is used most frequently in this volume.

In his classic study, Economic Statecraft, David Baldwin offered the fol-
lowing examples of what he termed ‘‘positive sanctions’’:

• granting most-favored-nation status
• tariff reductions
• direct purchases
• subsidies to exports or imports
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• providing export or import licenses
• foreign aid
• guaranteeing investments
• encouraging capital imports or exports
• favorable taxation
• promises of the above.6

Other examples that could be added to Baldwin’s list include:

• granting access to advanced technology
• offering diplomatic and political support
• military cooperation
• environmental and social cooperation
• cultural exchanges
• support for citizen diplomacy
• debt relief
• security assurances
• granting membership in international organizations or security alli-

ances
• lifting negative sanctions.

Many studies, such as William Long’s Economic Incentives and Bilateral
Cooperation, focus on economic instruments such as trade policy or finan-
cial assistance.7 Much of the discussion of incentives policy and many of
the cases examined here emphasize the primacy of economic incentives.
Policymakers often juggle a range of policy tools, however, and it is impor-
tant to consider all of the options—political and military as well as eco-
nomic—that may be a part of an incentives strategy. Our approach in this
volume will be to adopt a more holistic definition and examine a range of
cases in which many different incentives methods are applied.

Comparing Sanctions and Incentives

Carrots and sticks are spoken of separately, but in fact they are closely
related. Ending a negative sanction may be considered a positive incentive,
while removing an incentive can be a sanction. In many cases the primary
form of incentive is the removal of a sanction. In economic theory, incen-
tives and sanctions are often interchangeable. An incentive is a positive
sanction, a sanction, a negative incentive. Each is designed to influence the
recipient and bring about a desired change of behavior.

Carrots and sticks are often combined, as the case studies in this volume
amply illustrate. Incentives can be offered to increase the attractiveness of
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the preferred course of action, while sanctions may be threatened if the
objectionable behavior is not halted. Coercive diplomacy often requires
offers, in addition to threats, to achieve success.8 According to Baldwin,
the use of negative sanctions can lay the groundwork for the subsequent
application of positive incentives.9 A mix of carrots and sticks is present in
almost every attempt to influence the affairs of other nations.

While sanctions and incentives have much in common, there are also
significant differences between the two. For the sender state, the perceived
financial impact of sanctions and incentives may vary considerably. In nar-
row accounting terms, a sanction is not a cost. When countries impose an
embargo on an offending state, this does not show up as a line item in the
national budget. As a result, some policymakers naively consider economic
sanctions to be a kind of ‘‘foreign policy on the cheap.’’10 In reality, sanc-
tions can impose significant costs on private companies, local communi-
ties, and even national governments. Since these losses seldom appear as
state expenditures, however, they are easy to overlook or ignore. By con-
trast, foreign assistance, loan guarantees, and other forms of economic in-
centives are usually listed as specific budgetary allocations, which can make
them easy targets of budget cutters. In the current era of fiscal austerity,
many nations have reduced their commitment to foreign assistance. We
will comment on this trend and assess its implications for incentives strate-
gies in the final chapter.

Trade and technology incentives impose fewer costs on governments.
Partly as a result they are becoming a preferred tool of economic statecraft.
While incentives do not require budget allocations, they have financial im-
plications. U.S. budget legislation mandates that reductions in revenue
from any source, including the lowering of tariffs, must be offset by tax
increases or compensating budget reductions.11 Trade incentives increase
the overall level of commerce, however, and usually result in increased
government revenues. Commercial incentives also open up new opportu-
nities for commerce that can benefit domestic constituencies.12 Where
sanctions impose costs on particular industries and communities, trade in-
centives can bring benefits to these groups. As a result, domestic constitu-
encies in the sender state may gain a stake in maintaining trade preferences
and provide political support for sustaining the incentives policy. Incen-
tives also create economic benefits in the recipient nation and can generate
similar supportive pressures there as well. William Long has developed this
theme extensively in his chapter in this volume and elsewhere.13 In contrast
to sanctions, which cause hardships for the sender and the recipient, trade
incentives bring benefits to both. They are a classic win-win proposition.

Trade incentives are not without their limitations, however. With the
lowering of tariffs and trade barriers through the North American Free
Trade Agreement and similar arrangements, the impact of incremental
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trade preferences has diminished in recent years. Government policymak-
ers have fewer commercial preference options in an era of growing free
trade. There is also the problem of the apparent decline in the effectiveness
of trade incentives over time. As the case of China illustrates (explained by
Long in chapter 4), the development of powerful vested interests in the
sender state can make it extremely difficult to withdraw benefits, even
when the behavior of the recipient state no longer justifies incentives. A
related problem is the tendency for a recipient’s expectations to rise over
time, thereby diminishing the value of previous incentives. As concessions
from an earlier period are taken for granted, they tend to lose their effec-
tiveness. A similar problem exists with sanctions, which lose their impact
over time as target nations adjust to external pressures.

Incentives strategies differ significantly from sanctions in their relation
to market forces. With the use of incentives there is no natural tendency,
as when sanctions are imposed, for new suppliers or third-party actors to
step in and circumvent trade restrictions. As political scientist Eileen
Crumm has observed, ‘‘Where market forces work against negative sanc-
tions, they can reinforce positive ones.’’14 Long has emphasized the same
point.15 Many scholars have noted that economic sanctions generate coun-
tervailing market pressures that can undermine the effectiveness of such
measures. A successful embargo will raise the price of imports in the target
country, and in the process create powerful incentives for black market-
ers.16 By contrast, an offer of incentives such as foreign aid or concessional
loans will not create market pressures for another party to do likewise.
Competing offers of assistance may result from political motivations, but
they are not generated by market forces. During the cold war, the United
States and the Soviet Union competed to provide incentives offers, but
such competition is less likely now. Positive sanctions work in harmony
with the natural forces of the market and thus have a significant economic
advantage over negative measures.

Sanctions and incentives also have differing impacts on international
trade and the prospects for economic cooperation. One of the most sig-
nificant, many would say most hopeful, characteristics of the post–cold
war world has been the widespread expansion of free markets and substan-
tial increase in international commerce. Richard Rosecrance has spoken of
‘‘the trading state’’ phenomenon as a powerful antidote to war and armed
conflict.17 Expanding trade and economic interdependence can establish a
long-term foundation for peace and enhanced international cooperation,
as discussed in several of our case studies. The use of economic sanctions
runs counter to this trend. Economist Peter van Bergeijk has argued that
the greater use of negative sanctions may threaten the expansion of trade,
thereby weakening the incentive for political cooperation that comes with
increasing economic interdependence.18 By contrast, positive measures
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encourage trade and international cooperation and thereby contribute to
the long-term prospects for peace. Long has also emphasized the beneficial
impact of trade incentives for cooperative relations among nations. Incen-
tives provide a basis for long-term cooperation and understanding and
create the foundations for international stability.19

Another distinction between carrots and sticks is that sanctions work
better when they are multilateral, while incentives can be effective unilater-
ally. Sanctions scholars generally agree that in an era of expanding trade
globalization, where the U.S. share of world production has slipped below
20 percent, unilateral sanctions have less ability to squeeze a target’s econ-
omy. The report on economic sanctions of the Carnegie Commission on
Preventing Deadly Conflict concludes that ‘‘the broader the international
support, the more likely that the [sanctions] regime will be effective.’’20 By
contrast, unilateral incentives can be quite effective, as illustrated in the use
of U.S. aid to facilitate the peace process in El Salvador or German finan-
cial support to speed Soviet troop withdrawals. Multilateral incentives are
also effective at times, but sustaining common goals and levels of commit-
ment among multiple actors can be problematic.

Perhaps the greatest difference between sanctions and incentives lies in
their impact on human behavior. Drawing on the insights of behavioral
psychology, Baldwin has identified key distinctions between the two ap-
proaches. Incentives foster cooperation and goodwill, while sanctions cre-
ate hostility and separation. Threats tend to generate reactions of fear,
anxiety, and resistance, while the normal responses to a promise or reward
are hope, reassurance, and attraction.21 Threats send a message of ‘‘indiffer-
ence or active hostility,’’ according to Baldwin, while promises ‘‘convey an
impression of sympathy and concern.’’22 Incentives tend to enhance the
recipient’s willingness to cooperate with the sender, while negative mea-
sures tend to impede such cooperation. Roger Fisher has argued that ‘‘im-
posing pain may not be a good way to produce a desired decision’’ or
influence another’s actions.23 Where threats and punishment generate re-
sistance, promises and rewards tend to foster cooperation.24

Although less onerous than sanctions, incentives may nonetheless arouse
resentment and hostility within a recipient nation. Political officials may
object to incentives as ‘‘bribes’’ and refuse to consider the sender’s propos-
als. Examples abound of leaders in recipient countries declaring that na-
tional interests are ‘‘not for sale.’’ This response is somewhat similar to the
classic ‘‘rally around the flag’’ effect that may accompany the imposition of
sanctions. As Margaret Doxey and other scholars have noted, sanctions
sometimes spark a nationalist reaction that can strengthen a regime and
enable it to withstand economic hardship.25 This type of response is much
less likely with the use of incentives. Moreover, the likelihood of nationalist
resentment can be reduced further by de-emphasizing the requirement for
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strict conditionality and displaying greater sensitivity to the culture and
political traditions of the recipient nation.

The differences between incentives and sanctions have important impli-
cations for the conduct of political communications between sender and
recipient. Because incentives create less resentment and obstinacy in the
recipient, communication is clearer and more precise, and negotiations are
more likely to succeed. Punitive measures may be effective in expressing
disapproval of a particular policy, but they are not conducive to construc-
tive dialogue. Where sanctions generate communications gridlock, incen-
tives open the door to greater interaction and understanding.26

Methodology

While incentives strategies have certain benefits, they also have limitations.
Because of the relative lack of scholarship on the subject, many questions
about how incentives function remain unanswered. The techniques for
applying them are poorly understood. Scholars and policymakers lack a
framework for assessing when and how incentives strategies work best.
Some of the unresolved issues include the following:

• Avoiding the appearance of rewarding evil. When do cooperative ges-
tures cease being inducements and become a form of appeasement?
Can incentives agreements be structured to minimize moral hazards
and avoid the encouragement of wrongdoing?

• Determining the proper mix of carrots and sticks. How are various incen-
tives deployed in combination with coercive measures such as sanc-
tions and the threat or use of military force?

• Assessing the type of issues and nature of regimes that are most appropriate
for the use of incentives. Are certain problems more easily resolved
through incentives than coercive measures? How do subjective per-
ceptions, in the sender and recipient, affect the likely success of incen-
tives? Are totalitarian or democratic governments more susceptible to
incentives?

• Improving the methods of delivery and control. How important is the
value or scale of an incentive? Are the speed of delivery and duration
of incentives vital to their success?

• Evaluating the effectiveness of incentives. How is success measured? Can
specific impacts be identified? How do the success rates of incentives
compare with those of other tools of policy such as sanctions and the
use of force?

Our search for answers to these and other questions uses case studies
and the method of structured, focused comparison.27 We are guided in this
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process by the insights and method of Alexander George, distinguished
professor emeritus of international relations at Stanford University and
a member of the Carnegie Commission on Preventing Deadly Conflict.
George’s concept of bridging the gap between theory and practice through
a structured comparison of specific cases is the inspiration for this study.28

Through an examination of nine cases, several of which involve multiple
examples, we present a rich mosaic of recent historical experience on the
use of incentives for conflict prevention. Each case offers valuable lessons
and conclusions on the objectives, methods, and effectiveness of incentives
policies. The different cases are then compared in light of the issues and
questions identified above.

The goal of this study is to provide a set of findings that can help schol-
ars and policymakers diagnose problems of international conflict in the
future. We present conditional generalizations to guide assessment and di-
agnosis, not a fixed set of policy prescriptions.29 Because the context and
particular conditions of each case vary, it is impossible to develop rules
that apply in all circumstances. There is no ‘‘one size fits all’’ approach to
inducement strategies. Every case is ultimately determined by conditions
that are peculiar to that situation. The history and culture of the countries
involved significantly influence the outcome of particular episodes. None-
theless, common patterns are evident even across the varied examples con-
tained in this book, and general conclusions can be drawn on when and
how to implement incentives strategies. In the concluding chapter we at-
tempt to synthesize the lessons from the different case studies into a coher-
ent analytic framework for understanding when and how incentives can be
used as effective instruments of international conflict prevention.

The Chapters in This Volume

The many examples of incentives use in recent history offer a rich and
diverse range of experience from which to draw. Each episode raises anew
the myriad problems and possibilities associated with incentives strategies.
The selection of cases for this volume has been guided by a desire to exam-
ine the use of incentives across a wide range of issues and in many geopolit-
ical settings. The selection is also designed to illustrate the many different
forms of incentives policies. Only by reviewing the diverse uses of this
instrument in a broad political and geographic context is it possible to
develop tentative hypotheses on its applicability to other situations.

The issues addressed in the chapters include nuclear nonproliferation,
the settlement of armed conflict, regional dispute resolution, and human
and civil rights. The geographic reach covers nearly every part of the
world, with cases from Asia, Europe, Africa, and Latin America. The in-
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centive tools range from traditional forms of foreign assistance to the use
of diplomatic inducements and the strategy of commercial engagement.
The cases include unqualified successes such as the agreement to remove
nuclear weapons from Ukraine, controversial and failed efforts such as the
Reagan administration’s constructive engagement policy with the apart-
heid regime in South Africa, and ongoing but uncertain efforts such as
the civil reconstruction program in Bosnia. Each chapter yields important
insights to improve our understanding of incentives policies.

The next three chapters examine the use of incentives in support of non-
proliferation policy. Virginia Foran and Leonard Spector of the Carnegie
Endowment for International Peace offer a comprehensive overview of the
role of incentives in preventing the spread of nuclear weapons. Among the
variables they identify as key to the success or failure of nonproliferation
incentives are (1) the nature of the relationship between sender and recipi-
ent, (2) the intensity of the potential proliferator’s desire for nuclear weap-
ons, and (3) the sunk costs already committed to the nuclear program.
Foran and Spector review the history of U.S. efforts to influence the secur-
ity policy decisions of potential proliferators through such incentives as the
‘‘Atoms for Peace’’ program, diplomatic recognition and support, financial
assistance, closer political and military ties, and security assurances. In
many of the specific examples examined, Foran and Spector find that U.S.
policymakers employed a package approach that included a mix of incen-
tives and sanctions. Among the success stories they recount are Washing-
ton’s efforts to dissuade Taiwan and South Korea from their brief nuclear
flirtations during the 1970s, and the more recent initiative by the United
States and Russia to assure the removal of nuclear weapons from Ukraine.

In chapter 3, Scott Snyder of the United States Institute of Peace pro-
vides an in-depth analysis of the North Korean nuclear crisis. Beginning
with the initial response of the Bush administration and continuing
through the sometimes erratic but ultimately successful efforts of the Clin-
ton administration, Snyder traces the diplomatic history of the crisis and
highlights the role of incentives in the bargaining process with Pyongyang.
As noted earlier, coercive measures were threatened but never employed,
and Washington had to rely almost entirely on incentives to persuade
North Korea to accept limitations and external controls on its nuclear pro-
gram. The Agreed Framework plan authorized international inspections
of North Korea’s nuclear installations, in exchange for specified economic
and diplomatic commitments from the United States, Japan, and South
Korea. As Snyder notes, the Agreed Framework was structured in a strictly
conditional manner, with the delivery of each incentive tied to specific
policy concessions from Pyongyang.

William Long of the Georgia Institute of Technology offers a systematic
analysis of trade and technology incentives drawing heavily from interna-
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tional relations theory. He applies the findings of theoretical analysis to the
examination of commercial inducements in support of nonproliferation
objectives in three historical cases: Sweden, China, and democratic
Czechoslovakia. The ‘‘atoms for peace’’ program launched by the Eisen-
hower administration in 1953 was effective in helping to convince Swedish
authorities to abandon efforts to develop a nuclear weapons capability.
Most intriguing is Long’s analysis of the U.S. diplomatic and commercial
opening to China. During the 1980s, Washington attempted to use its
new relationship with Beijing to encourage restraint in arms transfers and
greater cooperation in security matters. In recent years, however, differ-
ences between the two nations have widened, even as commercial relations
have continued to grow.

In chapters 5 through 8, we review the use of incentives in the settle-
ment of regional and civil conflicts. In chapter 5, Amitabh Mattoo of Jawa-
harlal Nehru University in New Delhi joins me in examining incentives
strategies for addressing the security problems of South Asia. Sanctions
have seldom worked in the region, while incentives have often been suc-
cessful, although they were used in the past to advance cold war interests.
We propose new incentive strategies that could enhance cooperation and
conflict resolution within the region. Among the approaches we suggest
are a partial lifting of technology restrictions and export controls on India
and Pakistan, linking a possible Security Council seat for India to renuncia-
tion of the nuclear weapons option, and a limited program of debt relief.
We conclude our chapter by outlining a plan for resolving the Kashmir
crisis through the application of the various incentives identified above.

In chapter 6 Raimo Väyrynen, director of the Joan B. Kroc Institute for
International Peace Studies at the University of Notre Dame, analyzes the
Dayton peace accords and the role of economic assistance and other incen-
tives in assuring implementation of the agreement. Väyrynen examines the
range of measures, including diplomacy and military and economic coer-
cion, that were employed in the tortured history of attempts to bring an
end to the armed conflict and civil atrocities in the former Yugoslavia. He
reviews the provisions of the Dayton agreements, highlighting the impor-
tant role given to external economic assistance and reconstruction aid in
assuring implementation. As Väyrynen notes, while the military commit-
ments of the agreement have been implemented, the civilian dimensions
of the program remain underdeveloped. He concludes his paper with a
sober account of the failures and limitations of civil reconstruction efforts
in Banja Luka, Mostar, and Sarajevo.

Geoffrey Thale of the Washington Office on Latin America analyzes the
role of incentives in bringing an end to the long civil war in El Salvador.
Noting the dominant role of the United States in funding the Salvadoran
government and sustaining its ability to wage war against the guerilla
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forces of the Farabundo Marti National Liberation Front, Thale explains
how Washington used its leverage to persuade the government to achieve
a peace settlement. Diplomatic and economic incentives were also offered
to the FMLN to assure its participation in the peace process. Thale de-
scribes a delicate balancing act in which Washington’s offer of an incentive
to one side could be used as a sanction against the other, and vice versa.
While the Salvadoran case was largely a success, Thale notes several limita-
tions in the process, including a failure to complete the reform of military
and police forces. Thale concludes by observing that the recent decline in
U.S. foreign assistance funding has reduced Washington’s ability to influ-
ence events in El Salvador.

In chapter 8, Jeffrey Herbst of the Woodrow Wilson School at
Princeton University reviews the history of the Reagan administration’s
constructive engagement policy toward South Africa. Herbst argues that
the Reagan administration’s attempts to encourage reform by the Nation-
alist Party government in Pretoria were constrained by domestic political
factors, as activist groups argued for a more punitive approach. Deep pub-
lic revulsion against the apartheid regime made the use of incentives politi-
cally untenable. The limited incentives tools available, contrasted with the
vast changes required in the South African political system, also con-
strained administration policy. The case of South Africa partially illustrates
the moral hazards of appearing to reward wrongdoers.

In chapters 9 and 10, we examine multilateral approaches to incentives
policy. Heather Hurlburt, formerly of the Carnegie Endowment for Inter-
national Peace, examines the efforts of the Council of Europe and Organi-
zation for Security and Cooperation in Europe (OSCE) to reduce political
tensions between the newly independent Baltic states and Russia. Hurlburt
recounts the sharp differences between Moscow and the Baltic states over
the civil rights of Russian minorities and the pace of Red Army troop
withdrawals. The Council of Europe used the process of admitting the
Baltic states to encourage compromise on the civil rights and troop with-
drawal issues. Targeted financial assistance and security cooperation with
Moscow also played a role in assuring the completion of Russian troop
withdrawals. The Baltic case illustrates the importance of political legitima-
tion and international participation as an inducement for cooperation, al-
though this case also shows the value of combining such inducements with
concrete economic and security benefits.

In chapter 10, Nicole Ball of the Overseas Development Council is
joined by Jordana Friedman of the Council on Economic Priorities and
Caleb Rossiter of Demilitarization for Democracy in a case study on the
use of multilateral financial assistance as an inducement for conflict preven-
tion and resolution. Ball and her colleagues review the use of persuasion,
support, and pressure by bilateral donors and multilateral agencies such as
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the World Bank to encourage reduced military spending, greater transpar-
ency of military budgets, postconflict reconstruction, and the demobiliza-
tion of former combatants. Noting the growing consensus among
international lenders that excessive military spending impedes economic
development, they argue for a more concerted use of financial assistance as
a peacemaking tool. Among the cases reviewed are the successful efforts
of Britain and other bilateral donors to pressure Malawi into accepting
democratic elections, the ambitious World Bank program to facilitate the
Israeli–Palestinian peace process through economic development in Gaza
and the West Bank, and World Bank funding for the demobilization of
military forces in Uganda.

The final chapter attempts to synthesize the lessons learned from the
various cases. Each of the variables associated with the use of incentives is
analyzed in light of the case study experiences. Conclusions are drawn and
a set of hypotheses presented on the most effective use of incentives for
international conflict prevention. The chapter also argues for a greater
commitment by the United States and other major powers to the use of
foreign assistance, especially development aid, as an important tool of in-
ternational policy.

The concluding comments emphasize the superiority of incentives strat-
egies over coercive policies in the conduct of international relations. As
Roger Fisher has concluded, ‘‘the process of exerting influence through
offers is far more conducive to international peace than the process of ex-
erting influence through threats.’’30 While incentives are not appropriate
in every setting, and may be counterproductive if employed in the face of
armed conflict and overt military aggression, they have many advantages
over punitive approaches. History is replete with examples of the power
of positive reciprocation. Conciliatory gestures often lead to cooperative
responses, while threats usually generate hostility and defiance. Applying
these lessons to diplomacy, using carrots more often than sticks, offers
hope for transforming the international system and creating a more coop-
erative and peaceful world order.
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The Application of Incentives to

Nuclear Proliferation

Virginia I. Foran and Leonard S. Spector

NUCLEAR PROLIFERATION frequently has been analyzed in terms of the
motivations and constraints states face in developing nuclear weap-

ons. Less frequently discussed are the tools that have developed over the
years to persuade states not to proliferate. In today’s international environ-
ment, when nuclear nonproliferation has become a top foreign policy pri-
ority of the United States and many other nations, it is important to
evaluate the past successes and failures of these persuasive tools to maxi-
mize their effectiveness in the future.

Since the advent of the nuclear age, states have sought to prevent the
further spread of nuclear arms through a variety of unilateral and multilat-
eral diplomatic initiatives. Mechanisms that sought to deny would-be nu-
clear powers the ability to develop nuclear weapons have tended to be the
most visible, beginning with the 1946 McMahon Act in the United States.
The use of incentives to persuade states not to proliferate has also been a
long-standing part of the international effort to curb the spread of nuclear
armaments, however. Like other nonproliferation tools, this approach de-
veloped over time, sometimes subsidiary to other foreign policy goals and
sometimes as a distinct part of nonproliferation policy.

We wish to thank Todd Perry and Drs. Michael Cain, Harald Müller, William Long, and
William Potter for their comments and editorial suggestions, and Drs. Dagobert Brito, Mi-
chael Intrilligator, and David Lalman for the original theoretical inspiration and guidance.
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The best known of the incentive initiatives was the U.S. Atoms for Peace
program launched in 1953.1 In the hopes that it could discourage states
around the globe from undertaking completely autonomous nuclear pro-
grams that would not be subject to any nonproliferation controls, the

United States offered to share nuclear equipment, materials, and technol-

ogy under Atoms for Peace with states that agreed to use such imports

exclusively for peaceful purposes and to subject them to external monitor-

ing, first by the United States and later by the International Atomic Energy

Agency (IAEA). The nuclear Non-Proliferation Treaty (NPT), which was

opened for signature in 1968 and entered into force in 1970, also incorpo-

rated an incentives strategy: if nonnuclear weapons states agreed to accept

IAEA inspection of all of their nuclear activities, as required by Article III

of the pact, such parties were to enjoy broad access to peaceful nuclear

technology, as guaranteed by Article IV of the accord.

From the mid-1950s through the mid-1970s, access to the peaceful uses

of nuclear energy was highly valued, and this incentive was a relatively

potent one that contributed to the decisions of many states to refrain from

acquiring nuclear arms. Thereafter, however, the benefits of nuclear energy

became more uncertain, and nuclear commerce declined around the world.

One impact of this change was to give relatively greater prominence to the

‘‘denial’’-oriented inspection and export control requirements of the NPT.

Also in the mid- to late 1970s, two nuclear supplier state organizations

were established, the NPT Nuclear Exporters Committee and the Nuclear

Suppliers Group, which sought to withhold a wide range of nuclear com-

modities from states thought to be seeking nuclear arms, while restricting

all exports of certain classes of nuclear equipment newly recognized as sen-

sitive. The termination of U.S. economic and military aid to Pakistan in

the late 1970s, as well as the 1980 cutoff of U.S. nuclear fuel shipments to

Brazil and South Africa, and the simultaneously threatened cutoff of such

shipments to India, increased the salience of such denial strategies, while

appearing to eclipse the use of positive inducements to achieve nonprolif-

eration goals. This general trend continued throughout the 1980s.

While these nonproliferation incentives were developing and then wan-

ing, global nonproliferation goals also benefited from incentives in the

form of security guarantees offered to certain states as the result of overar-

ching U.S. and Soviet foreign policies. Driven by cold war politics, the

alliance commitments of NATO, along with U.S. security commitments

to Japan, Australia, and New Zealand, largely preempted the consideration

of autonomous nuclear weapons programs in all of these alliance partners,

apart from Great Britain and France, resulting in what might be termed ‘‘a

priori’’ nonproliferation.2 Currently, with the broadening of the definition

of state security, the distinction between incentives in the form of security
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guarantees and other political or economic incentives is becoming increas-
ingly blurred and somewhat artificial.3

The past several years have seen a dramatic resurgence of interest in the
incentives approach. Several states, such as Ukraine and North Korea, have
sought specific security assurances and other incentives from the United
States, among others, in return for good nonproliferation behavior. Inter-
est in this nonproliferation strategy has also been stimulated because of
concerns that proliferation, and in particular nuclear proliferation, would
spiral out of control as the underlying rationale for the cold war security
alliances and related security ties faded away, eroding the value of the se-
curity assurance incentives they provided. This appears to have created
new opportunities and perhaps new demand for developing and applying
incentives strategies.

This chapter represents a first systematic effort to understand how incen-
tives can be applied to cases of potential nuclear proliferation. We begin
by proposing a rudimentary model of the basic components of how incen-
tives have been requested and provided in the past. Then, by way of illus-
tration, this model is applied to a selection of historical and ongoing cases:
Taiwan, South Korea, Ukraine, North Korea, and Pakistan. The final sec-
tion of the chapter makes an effort to draw lessons from the cases for the
future design and application of this approach to nuclear proliferation.

Evaluating Incentives:
Defining the Terms and Identifying the Cases

Definitions

At this early stage of analysis, questions flourish. Which states were of-
fered incentives not to develop nuclear weapons? Did these states then
choose not to proliferate? Why were not all states offered incentives? Is it
easier to offer some states incentives than others? What kinds of incentives
are most successful? None of these questions can be addressed without
first defining some essential terms and selecting criteria for identifying ap-
propriate case studies.

First of all, not all states need to be included. Only those states that have
actually considered developing or acquiring nuclear weapons are candi-
dates for any nonproliferation strategy. Hence, only ‘‘potential prolifera-
tors’’ matter for this analysis. A state will be regarded as a ‘‘potential
proliferator’’ when it has indicated by word or deed that it has interest in
developing or acquiring nuclear weapons. For the purposes of this analy-
sis, this will include all states that: have declared their possession of nuclear
weapons; had nuclear weapons on their territory at the time of the dissolu-
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tion of the Soviet Union; have conducted a test of a nuclear device; have
taken steps, in the absence of a credible economic justification, toward the
production of weapons-usable nuclear materials (plutonium or weapons-
grade uranium); or are nonnuclear weapons states that possess nuclear
facilities not subject to IAEA inspection. At present, there are twenty-five
states (including the United States) that are now or at one time were con-
sidered potential proliferators.4

Second, all potential proliferators can be further broken down into four
groups divided along two dimensions: (1) whether the state was offered
incentives, and (2) whether the state ultimately proliferated or not. To
further classify these states, two additional definitions are needed: ‘‘nuclear
proliferation’’ and ‘‘incentive.’’ For the purposes of this analysis, ‘‘nuclear
proliferation’’ will be deemed to have occurred when the state declares
itself to be a nuclear weapons state, conducts a test of a nuclear device, or
has acquired enough nuclear weapons components that the international
community responds to it as if it had a de facto nuclear weapons capability.
According to this definition, nuclear proliferation has occurred in the five
declared states—the United States, Russia, Great Britain, France, and
China—and the undeclared nuclear powers—India, Israel, Pakistan, North
Korea, and South Africa. The Republic of South Africa, since originally
crossing the nuclear weapons threshold in the late 1970s, has recently re-
nounced its nuclear weapons capability, dismantled its weapons, and
signed the Nuclear Nonproliferation Treaty as a nonnuclear weapons
state.5

Finally, an incentive, with respect to proliferation, is defined as: any
benefit or promise of benefits offered by senders to a state thought to be consider-
ing the acquisition or development of nuclear weapons, or to a state that already
has nuclear weapons, in exchange for that state’s decision to halt its progress
toward proliferation or for its dismantling or elimination of the weapons it al-
ready possesses.

In practice, incentives are not offered by themselves, but as a ‘‘package’’
of incentives and disincentives. The package approach to nonproliferation
is simply an application of the carrot and stick approach to foreign policy.
The only distinction is that the particular incentives and disincentives of-
fered are specially designed to affect the state’s nuclear decision-making
process. As used herein, an ‘‘incentives/disincentives package’’ is defined as
a set of promised benefits and threatened sanctions presented by a sender
state to a potential proliferator that is designed to discourage the latter
from developing nuclear weapons.

At this level of analysis, it is difficult to distinguish in particular cases
between the persuasive effects of the incentives and the disincentives. Dur-
ing the mid-1970s, for example, the United States, concerned about South
Korea’s clandestine nuclear weapons program, entered into discussions in



The Application of Incentives to Nuclear Proliferation 25

which it offered to defer the proposed reduction of U.S. forces in South
Korea—an incentive—while threatening the disincentive of withholding
financial credits for the Republic of Korea’s peaceful nuclear industry.6

Although South Korea’s abandonment of its nuclear weapons effort was a
clear success for nuclear nonproliferation, one cannot be sure whether
Seoul dropped its bid for nuclear arms in order to keep U.S. troops as a
guarantee of its security, to avoid the financial ruin of its nuclear industry,
or both.

Compounding the analytical confusion is the fact that in some cases the
incentives offered a potential proliferator are ambiguous or limited to the
advantage gained by remaining a member in good standing of the interna-
tional community through acceptance of the nonproliferation norm. The
disincentives might be similarly ambiguous and indirectly imposed by
states unhappy with the potential proliferator’s decision to continue devel-
oping a nuclear weapons capability. At this initial stage of analysis, it is
important to select cases based on their most obvious features rather than
trying to capture all the details at once. In this inquiry, we are most inter-
ested in understanding how incentives have affected a state’s decision to
develop or acquire nuclear weapons. Accordingly, we will focus on cases
where explicit incentives were unambiguously offered by states trying to
affect a potential proliferator’s decision-making process.

Case Selection

Of the twenty-five states (identified in note 4) that are past or current
potential proliferators, only the United States did not receive any incen-
tives (remembering that in the context of this chapter, incentives are of-
fered from a source external to the state). In 1946 the Soviet Union was
offered what American officials considered an incentive in the nuclear dis-
armament provisions of the Baruch Plan, but Moscow rejected the U.S.
initiative as one sided. Beginning in 1953, by which point Great Britain
had become a nuclear power, each of the twenty-two remaining states that
was friendly with the United States had the opportunity to benefit from
the Atoms for Peace program, and many states, including India, Israel,
Pakistan, South Africa, South Korea, Sweden, and Taiwan, took specific
advantage of this incentive. In some cases, such as South Korea and Swe-
den, this appears to have played a major role in redirecting the recipient’s
nuclear activities away from nuclear arms. (See William Long’s discussion
of the Sweden case in chapter 4.) In other cases, ‘‘atoms for peace’’ at least
led to the introduction of IAEA inspections on a portion of the recipient’s
nuclear program. Other countries, such as Iraq, Libya, and North Korea,
enjoyed comparable incentives from the Soviet Union, which appears to
have used the promise of supplying nuclear power plants—a promise never
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ultimately fulfilled—as an inducement to gain those countries’ acceptance
of the NPT. It is not clear whether the offer of access to peaceful nuclear
technology contained in Article IV of the NPT by itself influenced the
decision of any state to adhere to the treaty or refrain from acquiring nu-
clear weapons. To the extent that access to nuclear energy served as a non-
proliferation incentive in particular cases, the promise of assistance from
one of the major supplier states, rather than the NPT’s guarantee, was
probably the dominant consideration.

For the purposes of this review, the cases most interesting to analyze are
the ones involving states that received incentives above and beyond what
was widely available to the international community (i.e., incentives that
went beyond Atoms for Peace, the Soviet equivalent, and NPT Article
IV). These cases involve states that received specific security guarantees or
other military incentives, such as special arms deals, or that received eco-
nomic incentives, such as loans or special credit terms. We are also more
interested in cases where the extra incentives were offered specifically in
exchange for nonproliferation behavior, so that we can better evaluate the
level of success or failure in past incentives-strategy efforts.

Given these general guidelines, the potential proliferators who received
‘‘extra incentives’’ include:

• South Korea and Taiwan, both of which on several occasions requested
specific reaffirmation of the American security commitment as an al-

ternative to developing nuclear weapons to defend themselves from

hostile regional powers

• Pakistan, an ongoing potential proliferator and a currently de facto

nuclear weapons state, which managed to negotiate many years of

financial and military support from the United States with the implicit

understanding, among other things, that it would not enrich its stock-

pile of uranium above 5 percent U-235 (not usable for nuclear weap-

ons) or develop nuclear weapons, but chose to anyway

• Ukraine, a potential proliferator that negotiated with Russia, Great

Britain, and the United States for a package of incentives, which in-

cluded security guarantees, funds for dismantling nuclear weapons in-

herited from the former Soviet Union, raw materials, and increased

political recognition from the West, in exchange for acceding to the

NPT as a nonnuclear weapons state and giving up the nuclear weap-

ons remaining on its territory

• North Korea, the most recent recipient of a specially designed incen-

tives package in return for agreeing to freeze its nuclear program and

fully comply with the NPT
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Rudiments of a Model

Since we are selecting a few cases of potential proliferation for special scru-
tiny in our analysis of how incentives have been applied in the past, it is
important that the same method of analysis be applied to all of our cases.
What follows is a rudimentary model of what we believe are the most basic
components of all applications of incentives to proliferation.7 To discuss
these components, some terms need to be created and some commonsense
assumptions stated.

Actors and Motives

First and foremost, we assume that the leaders of states make decisions
based on their self-interest. To remain in power, leaders must protect the
state from threats to its security—whether they are military, political, or
economic—originating from within the state or from outside. Second,
most states have finite resources, and therefore, leaders must pick and
choose how they want to use them. It follows that the leaders of a poten-
tially proliferating state have to evaluate why they are choosing to spend
finite resources on developing nuclear weapons as opposed to advancing
other state objectives.

A minimum of two states is necessary: a state that is considering devel-
opment or acquisition of nuclear weapons, and a state that wants to per-
suade the first state not to do so. For the purposes of this analysis, we refer
to the first state as the ‘‘potential proliferator,’’ and the second, as the
‘‘sender state.’’ In some cases, there are multiple potential proliferators and
several sender states, but here we will limit the model to the simplest case
of one of each.

We assume the following aspects are common to each case of potential
proliferation and the negotiation of an incentive.

1. Each case has actors with distinct motives; the potential proliferator
has a motive to acquire nuclear weapons, and the sender state has a
motive for trying to prevent proliferation; both states’ motives range
from weak to strong.

2. Each actor also applies certain assessment criteria in decision making;
the potential proliferator assesses the costs and benefits of proliferat-
ing versus not proliferating, while the sender state assesses the costs
and benefits of providing incentives versus not providing incentives.

3. Each episode entails a negotiation process between the two states
where the first two components are played out.
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One or the other state has to initiate an interaction for an incentive to be
negotiated. If the sender state moves first, it is motivated to influence the
potential proliferator’s nuclear decision-making process by making prolif-
eration too costly in comparison to the benefits of accepting the incentive.
The sender state could be motivated by a nonproliferation norm, that is, a
concern that the continued spread of nuclear weapons is dangerous for all
states, or by something closer to home, for example, fear that the potential
proliferator might eventually diminish the security or negatively affect or
interfere with the foreign policy goals of the sender state or its allies.

If the potential proliferator initiates the interaction, it seeks to trade off
its nuclear weapons capability for something else that it wants from the
sender state. It is counting on at least one of the sender state’s two motives
being present. As noted above, the potential proliferator’s motive in seek-
ing nuclear weapons in the first place can vary. In the past, the security
motive, that is, military threats from external sources, has been present
most frequently, and the potential proliferator sought to trade its threat of
proliferation for alliance-style guarantees or other outside assistance, such
as arms or technology that would contribute directly to its security needs.

At times, states are motivated to acquire nuclear weapons for reasons of
prestige, either to enhance the stature of the national leadership at home,
or to provide advantages regionally or globally. There has even been a case
in which a country believed that it could improve its economic status by
raising the specter of nuclear proliferation (see the case of Ukraine, dis-
cussed below). These motives, though not related to traditional security
concerns, have been interpreted since approximately the mid-1980s as con-
tributing to the broader economic and political aspects of national security
and therefore can be included in this general analysis.

The security motive continues to be a popular, publicized rationalization
for nuclear-weapons programs. Potential proliferators may inflate their
threat assessments to justify their programs, obscuring their true motives.
This obfuscation can decrease the ability of sender states to formulate in-
centives that are attractive to the potential proliferator. Ultimately, how-
ever, it should be easier to strike a bargain with states that are exaggerating
threats to their security than with states who face real and significant secur-
ity threats that may be difficult for sender states to counter.

Some commonsense rules of thumb emerge from the above discussion.
A successful negotiation of an incentive requires understanding the mo-
tives of both states involved and the relationship among those motives.
Whether the sender state ultimately offers an incentive depends partially
on the strength of that state’s motive for doing so, a factor that may also
determine the type of incentive it eventually offers. Similarly, the stronger
the potential proliferator state’s reason for pursuing nuclear weapons (i.e.,
more security, rather than prestige or economics, is the dominant motiva-
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tion), the more difficult it may be to dissuade the state. This does not
imply, however, that an incentives approach would not be successful, but
rather that the incentive offered would have to reflect the intensity of the
motive.

Further complicating this relationship is the fact that the original motive
to proliferate may change or even disappear over the years, making the
assessment of motivations more difficult. It is also important to recognize,
when crafting an incentives strategy, that reversing a potential prolifera-
tor’s nuclear weapons program is likely to become more difficult as that
program advances and acquires bureaucratic and popular support.

Assessment Criteria

For the purposes of this research, we assume that all potential prolifera-
tors implicitly or explicitly assess the costs and benefits of their decision to
develop or acquire nuclear weapons.8 Assuming the leaders of the state are
essentially rational and that the state does not possess infinite resources,
the decision to proliferate will be made when the net benefit of doing so
exceeds the net benefit of not doing so.9 We understand that leaders do
not always act in ways that others would interpret as rational, and that
perceptions of costs and benefits are highly subjective and culture bound.
Nonetheless, for the purposes of this chapter, we assume that leaders
weigh the economic and security advantages or disadvantages of a prolifer-
ation decision before acting. Precisely when and how often the state makes
this calculation depends on the motive and circumstances surrounding the
decision.

Some potential proliferators embarked on a weapons program in re-
sponse to severe threats to their security. They were prompted to reassess
their decision when their security situation improved, when countervailing
guarantees were offered, or when unanticipated costs, such as international
sanctions, appeared imminent. For other states where the threat was less
immediate, or in cases where the motive emerged from economic or inter-
nal political factors, a state might launch a nuclear energy program without
initially deciding its end product. In such states, a program with two possi-
ble outcomes emerged: one focusing on nuclear energy and one on the
materials and components for weapons. Two-track programs also emerged
in states where there was internal disagreement about the end product, or
where there was doubt as to whether the program would succeed. In these
cases, the proliferation calculation was much more complex, requiring
consideration of costs and benefits on a variety of levels and over a consid-
erable period of time.

Prior to the emergence of an international nonproliferation norm, a
state developing nuclear weapons was, first and foremost, concerned about
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the financial and domestic political costs of its decision and the reaction of
adversary states. All nuclear programs, whether they are conceived as nu-
clear energy or as weapons programs, involve a serious commitment of
financial and technological resources. Unless the state is governed by an

absolute dictator, such a commitment requires at a minimum the acquies-

cence of the domestic political leadership. In some democracies, active po-

litical support from a wider segment of the population is necessary to

sustain the program. Such acquiescence or active political support may be

hard to come by if there are competing programs or differing views re-

garding the benefits of nuclear energy or nuclear weapons.10

Once the nonproliferation norm emerged fully in the late 1960s, states

developing nuclear weapons had another cost to consider—organized in-

ternational pressure. Initially, the pressure was applied in order to extract

promises that the state had peaceful intentions and to ensure external mon-

itoring of imported nuclear equipment and materials. With each test of the

nonproliferation norm, by Israel, India, Pakistan, and more recently Iraq,

Iran, and North Korea, the norm became more specific and so did the

obligations and expectations of states belonging to the regime. Voluntary

supply organizations, such as the Nuclear Suppliers Group and the NPT

Exporters Committee, emerged to identify and subject to export controls

specific materials and technology that could contribute to nuclear weapons

programs. These organizations extended their controls to all states, even

those that were not members of the NPT. The effect was to increase the

cost of a potential proliferator’s nuclear program by drying up all legal

outside sources of nuclear equipment and material and/or driving the pro-

gram underground. Getting caught trying to bypass these controls could

impose political costs by souring relations with otherwise friendly states.

The potential proliferator might thus be motivated to reconsider its deci-

sion to develop nuclear weapons, and, depending on its original motive

(political, economic, or security), might negotiate alternative ways of gain-

ing the expected benefits of developing nuclear weapons.

The sender’s motives for intervening are also important. How much is

the sender willing to pay the proliferator not to develop nuclear weapons?

How crucial is it to the sender that the potential proliferator change its

mind? The cost of intervention is determined in part by the assets the

sender has at hand. The potential proliferator and sender state may already

have a relationship in which the mere threat of damaging that relationship

will be enough to change the potential proliferator’s mind. On the other

hand, if there is no relationship, the sender state may have to spend assets

merely to establish one. In addition, if the two states are friendly, the

sender state may be prepared to offer a wider variety of incentives than

if the states are enemies and have no preexisting relationship. Generally
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speaking, the worse the relationship between the two states, the more dif-
ficult it may be to use a nonproliferation strategy that includes incentives.

Finally, understanding the motive and the assessment criteria of the po-
tential proliferator can provide valuable information to the sender state in
designing the incentive. The goal of any nonproliferation policy is to re-
duce the net benefit of proliferating to zero or below, if possible (assuming
the state is rational). If an incentives strategy is to be successful, the magni-
tude of the incentive offered must be commensurate with that calculation.

When the incentive is offered also affects its relative success. An impor-
tant underlying factor in all of these cases is that ten years are typically
required to develop nuclear weapons, a period providing repeated oppor-
tunities for sender state intervention. A small incentive—one that gener-
ates a small reduction in the net benefit of proliferating—that is offered
when a program is just beginning and when the lion’s share of the costs
lay in the future, might be more successful than the same incentive offered
after most of the costs of proliferating had been absorbed. The general rule
of thumb is that as sunk costs increase, so must the size and value of the
incentive.

Essentials of Negotiation—Reaching an Agreement

The final component of the incentive approach occurs in the negotiation
phase. This component is perhaps the most crucial as it involves the inter-
action of each state’s motives and assessments, as well as the negotiation
of the specific incentive or sets of incentives. At this stage, both states have
decided to test out what they can obtain from the other. As in all strategic
bargaining situations, both states are trying to minimize what they have
to give up to maximize the benefits they hope to obtain.

Here, as in the assessment phase, the preexisting relationship between
the potential proliferator and the sender state is particularly important.
The degree of enmity or friendliness will determine the overall complexity
of the negotiation. The more friendly the states are, the more likely they
are to trust each other in word and deed. Moreover, an existing relation-
ship can provide incentives more quickly than a situation in which a rela-
tionship needs to be created. In addition, if the two states are friendly, the
sender state may be both more willing and more able to increase the value
and diversity of the incentive(s) it offers than in the case of an adversary
or a state with which it has no previous relationship.

The second crucial aspect to the negotiation phase is each state’s under-
standing of its ‘‘reservation price.’’ The reservation price is the lowest price
each state will accept for what it gives up. It is commensurate in value to
the benefits the potential proliferator hoped to derive from developing
nuclear weapons. The reservation price is the value the sender must offer
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to match those benefits. The potential proliferator will hold out for the
most lucrative incentives package it can obtain before agreeing not to pro-
liferate. Its reservation price must therefore include elements essential to
its motive for proliferating or to the benefits it thought it could obtain
through proliferating. These essential elements need to be reflected in the
incentives it receives. If the potential proliferator has been ambiguous or
misleading about its motive, or its preferences change during the course
of the negotiation, this can create confused and ineffective negotiations.

This is illustrated in the case of Ukraine. At first, antinuclear sentiment
stemming from the Chernobyl accident dominated discussions about the
disposition of the former Soviet Union’s nuclear weapons based on Ukrai-
nian territory, and it appeared that they would be removed rapidly to Rus-
sia. Gradually, concern about Russian economic and political domination
of Ukraine fueled opposition to removing the nuclear arms. Some policy-
makers supported a Ukrainian nuclear weapons capability to deter future
Russian threats to Ukrainian territorial integrity. This indecision over the
fate of the nuclear weapons and concern about Russia was reflected in
discussions on security guarantees that dominated the first half of the ne-
gotiation phase. Only after the disparate groups in Ukraine negotiated
among themselves the costs and benefits of keeping the nuclear weapons
was the government of Ukraine able to communicate the essential aspects
of its concerns to sender states (Russia, the United States, and Great Brit-
ain), enabling the sender states to respond with an appropriate set of incen-
tives. Given the lack of clarity among Ukrainians themselves, only Ukraine
could signal the need to include particular dimensions in the negotiation.
The sender states were not really in a position to guess. As discussed by
Scott Snyder in chapter 3, a similar dynamic occurred in the lengthy nego-
tiations the United States conducted with North Korea during 1993 and
1994.

The sender state’s reservation price, on the other hand, includes the es-
sential aspects of its nonproliferation goals. It is trying to maximize the
achievement of those goals while minimizing its costs in terms of the in-
centives package provided. Nonetheless, a basic tenet of nonproliferation
bargaining is that the incentives a sender state offers must equal or exceed
the potential proliferator’s reservation price. The benefits offered must
match or surpass the net benefits the proliferator expects to receive from
developing nuclear weapons. The sender state is not likely to offer a more
valuable incentive than seems appropriate for the motive involved. In the
case of inflated or ambiguous motives, it is ultimately the responsibility of
the potential proliferator to signal what types of incentives are needed.

There are a number of additional elements of ‘‘getting to yes’’ that must
be understood. First, in some cases there may be an insurmountable mis-
match between the reservation price of the potential proliferator—what it
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must have to renounce its bid for nuclear arms—and the kind or magni-
tude of the incentives that the sender state is politically prepared and/or
literally able to offer. Such a mismatch was seen in U.S. relations with
Pakistan during the 1980s, when Pakistan required a credible military
guarantee against aggression by India, which the United States, given its
generally friendly relations with New Delhi, was unwilling to provide. A
similar impasse would have been reached in the case of Ukraine if Kiev’s
reservation price had been an ironclad military alliance against Russia.

Obstacles can also arise in the negotiation phase when leaders agree to
a particular trade-off, but constituencies in one or both parties exercise a
veto over its implementation. The true test of the negotiation phase occurs
when the deal is made public and must be sold to domestic constituencies.
For example, an agreement to restore U.S. economic and military assis-
tance to Pakistan in exchange for the dismantlement of that country’s nu-
clear weapons program might be acceptable to some Pakistani leaders, but
elements in the political opposition and in the country’s armed forces un-
doubtedly would reject it, decrying it as a cave-in to U.S. pressure. The
case of North Korea shows the other side of the coin: the possibility of a
veto of the nonproliferation bargain by opposing political elements in the
sender states. The price of the incentives package negotiated for North
Korea was so expensive that legislators in the sender states may be unwill-
ing to authorize all the funds necessary to implement it.

Some Hypotheses

The above discussion illustrates the difficulty of negotiating incentives
even in the simplest case where only two states are involved. We recognize
that our model is limited in other respects as well. Leaders of states do not
always have adequate information about the costs and benefits of their
actions and may lack control over the process of negotiation. Nonetheless,
the abstract model may be useful in generating hypotheses that can be
tested in our case studies. We offer the following three points:

1. The application of an incentives strategy is more likely to be success-
ful when the states involved are friendly states.

2. The stronger the motive to proliferate (i.e., the more security domi-
nant), the more lucrative the incentives package must be to gain
agreement.

3. The lower the sunk costs (i.e., the earlier the stage of nuclear weap-
ons development), the more likely the proliferator will accept an in-
centive.

Stated differently, these hypotheses suggest that there are three signifi-
cant variables that may influence the success or failure of an incentives
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package: (1) degree of enmity or friendliness between the states negotiat-
ing the incentives, (2) the strength of the motive to proliferate (weak to
strong), and (3) the level of investment (financial and political) in the pro-
gram. These variables should be present in every case of proliferation
where an incentives strategy is contemplated. The variables may interact
with one another to increase or decrease the likelihood of success and fail-
ure. The success of an incentives strategy is more likely, for example, when
the states involved are more friendly, the motive to proliferate is not secur-
ity dominant, and the level of investment in the nuclear weapons program
is low. On the other hand, an incentives strategy is less likely to succeed
when the states involved are enemies or have a limited preexisting relation-
ship, the motive to proliferate is security dominant, and the level of invest-
ment in the nuclear program is high.

In the future, objective criteria must be further developed for defining
the continuum across which these variables should be measured. What
precisely constitutes low, midrange, and high levels of investment? What
distinguishes a security-dominant proliferator from one that is not? In the
meantime, we review some of the historical cases to examine the workings
of the three hypothesized variables.

Case Studies

The cases that have been identified are nonproliferation successes and fail-
ures that resulted when a special incentives strategy was applied specifically
for nonproliferation purposes. These include Taiwan, South Korea,
Ukraine, and North Korea as the cases of success, and Pakistan as a case
of failure. Examining these cases will provide preliminary insight into why
incentives may not have been offered to the other states and, perhaps, how
to apply the incentives strategy to current proliferators.

Applying the proposed model to past and current cases is not as straight-
forward as it may first appear, in particular, because much of the record in
individual instances remains classified, leaving questions as to precisely
what incentives may have been offered and the response of the potential
proliferator in question. Nonetheless, what is known about these key cases
will be analyzed briefly below. A more comprehensive treatment will re-
main a topic for further research.

Taiwan

Actors and motives

This episode crystallized in 1975, when the United States determined
that Taiwan was building a small, clandestine plutonium extraction capa-
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bility, a strong indication that Taipei was launching a nuclear weapons
program. From what is known about the episode, the United States—the
sender state—demanded that the facility be dismantled and that Taiwan
pledge not to engage in plutonium-related activities. Taiwan acquiesced,
probably because of the veiled American threat to reduce U.S. security ties
to the island and to terminate cooperation in peaceful nuclear electricity-
generating projects, but this bitter pill appears to have been accompanied
by the promise of increased cooperation in both spheres, if the plutonium
issue were laid to rest.

The case highlights the tangled relationship between sanctions and in-
centives. U.S. actions that gave rise to Taiwan’s initial fear of reduced U.S.
security ties were not stimulated by Washington’s desire to sanction Tai-
wan’s nuclear weapons program, of which Washington was for a time un-
aware, but by other foreign policy considerations. As the negotiation
unfolded, however, Taiwan undoubtedly came to fear that if the nuclear
issue were not resolved, U.S. security support might be reduced still fur-
ther, creating the perception of a threatened sanction, which presumably
affected Taiwan’s calculations of the benefits of continued pursuit of nu-
clear arms. It appears, however, that the U.S. intervention was framed in
terms of an incentive—the reaffirmation and solidification of security links
and the enhancement of nuclear trade ties.

In this case, Taiwan was clearly motivated by substantial security con-
cerns. This was some four years after Nixon’s opening to the People’s Re-
public of China dramatically unsettled the island’s defense arrangements
with Washington and six years after the announcement of the Nixon Doc-
trine, which called upon America’s Asian allies to take greater responsibil-
ity for their security and reduce their reliance on the United States.11

Washington, however, had strong incentives to arrest Taiwan’s nuclear
bid. Not only might a Taiwanese nuclear weapons program have derailed
the growing, de facto U.S. strategic partnership with Beijing, but the epi-
sode also came one year after India’s nuclear test galvanized U.S. and inter-
national nonproliferation efforts. In addition, because of long-standing
links to a state that had been a valiant anti-Communist ally during the cold
war, there was deep political support among political conservatives in the
United States—elements that formed a central constituency for the Repub-
lican Party of President Gerald Ford—for guaranteeing Taiwan’s survival.

Unilateral assessments

The key element of the incentives package in this case was U.S. agree-
ment to maintain significant security ties with Taipei, within the context
of overall U.S. relations with the People’s Republic of China. Facing the
alternative of possible isolation and acute vulnerability for many years
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before it might obtain a useful nuclear deterrent, Taiwan calculated the net
benefits of the alternatives confronting it and accepted what Washington
offered. Importantly, the specific incentives package offered by Washing-
ton—militarily oriented security guarantees—was well suited to address
the particular motivations leading Taiwan to consider developing nuclear
arms. For the United States, on the other hand, the price of offering the
incentive was relatively modest: maintenance of the status quo (and the
promise of profitable civil nuclear cooperation). The net benefits of inter-
vention were thus clear. The fact that there was a close, preexisting rela-
tionship between Washington and Taipei meant that there were no initial
political hurdles to be overcome before the former could undertake negoti-
ations with the latter.

Negotiations

The record concerning the communications between the parties as to
Taiwan’s reservation price and the availability of the U.S. incentives pack-
age remains classified, but there have been no indications of difficulties in
this regard. There were obvious complications, however, for the United
States in providing security guarantees to Taiwan that would not anger the
People’s Republic of China. Nonetheless, a formula was found that satis-
fied Taiwan. Finally, there were few apparent difficulties in gaining the
support of interested constituencies in implementing the final bargain, and
because Washington intervened when the Taiwanese nuclear weapons ef-
fort was still in its early stages, striking a bargain was not hampered by
significant sunk costs on the Taiwanese side.

South Korea

Actors and motives

Many of the same calculations appear to have been at work when the
United States intervened to discourage South Korea from continuing a
clandestine nuclear weapons program in 1974 and 1975, a program that
included the purchase of a commercial plutonium separation plant from
France. Security concerns, stemming from the U.S. defeat in Vietnam and
announcement of the Nixon Doctrine, motivated Seoul, while Washington
feared that a nuclear-armed South Korea might destabilize the region and
undermine U.S. nonproliferation efforts more broadly.

Unilateral assessments

The persuasive tools Washington employed to end Seoul’s nuclear flir-
tation appear to have been the threat of isolation (including a halt on fur-
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ther peaceful nuclear cooperation)—isolation that Seoul would have had
to endure for five to ten years before a nuclear deterrent was in hand—
coupled with the ‘‘incentive’’ of reaffirmed security ties (and promises of
active peaceful nuclear cooperation). These were well matched to address
the anxieties that motivated Seoul. For South Korea, the net benefits of
giving up its nuclear bid must have been quickly manifest. As in the case
of Taiwan, a history of close ties meant that there were no preliminary
political obstacles to undertaking negotiations.

Negotiations

Communications seem to have been clear between the parties, and it
appears that the price that Seoul sought for renouncing its nuclear weap-
ons effort, though not insignificant, was one Washington was able to pay
politically and militarily. Gaining acceptance of the incentives package is
not known to have raised serious problems in Washington, although in
1977, the incoming Carter administration would reanimate South Korean
anxieties with its short-lived plan to withdraw a substantial portion of U.S.
forces from Korea. In Seoul, acceptance of the nonproliferation bargain
with the United States met considerable opposition from some elements
in the military, but this was overcome.

One point worth underscoring here is that in both of these cases, what
Washington was required to offer by way of incentives was very consistent
with underlying U.S. policy in the region. In the aftermath of Vietnam,
Washington clearly had no inclination to abandon two long-standing
Asian allies, while conversely it had strong reason to avoid the emergence
of new nuclear powers in the area. Moreover, because of its history of
defending both Asian states, Washington was able to provide security
guarantees (or, better, to reaffirm them) that were highly credible, so the
coin it offered had recognized value. Also important was that, as indicated
earlier, in both cases the secret nuclear weapons efforts were in their in-
fancy. This meant that, on one hand, both Taipei and Seoul would have
faced long periods of vulnerability had they been abandoned by Washing-
ton, and on the other, leaders in both states were not required to dismantle
large-scale programs that had acquired substantial institutional/political
backing.

Ukraine

Actors and motives

When the Soviet Union dissolved, Belarus, Kazakhstan, and Ukraine
all retained strategic nuclear weapons on their soil. One of the foremost
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priorities of U.S. post-Soviet diplomacy was to ensure that none of these
states took possession and exercised full control over these weapons so as
to emerge as a new nuclear power.12 Washington feared this outcome not
only because the sudden emergence of new nuclear states would deal a
hard blow to the nuclear nonproliferation regime, but also because the
nuclear weapons in question could be targeted directly on Russia and/or
the United States, a capability that could greatly complicate bilateral U.S.-
Russian strategic deterrence and arms control arrangements.

Initially it appears Ukraine did not perceive the nuclear weapons on its
soil to be a security asset, either in military terms or as a bargaining chip
that might be spent to enhance fundamental national interests. Part of the
reason was that Russia retained effective control over the weapons, both
because Russian forces guarded and maintained the Ukraine-based systems
on the ground and because only Russia possessed the codes and command
and control systems necessary to arm and launch these weapons. In late
1991, Ukraine agreed to eliminate the nuclear arms on its territory, and in
May 1992, it pledged in the Lisbon Protocol to the START I Treaty, to
join the Nuclear Nonproliferation Treaty (NPT) as a nonnuclear weapons
state in the ‘‘shortest possible time.’’

Unilateral assessments

To a far greater degree than Belarus and Kazakhstan, Ukraine was
deeply embittered by its history of Russian domination. After indepen-
dence in 1991, it vigorously sought to protect and enlarge its newfound
autonomy. By late 1992, Kiev began to assert increasing ‘‘administrative’’
control over the nuclear weapons on its territory—that is, to administer
custodial and maintenance arrangements for them—and to claim owner-
ship of the weapons’ components, in particular, of the valuable fissile mate-
rial they contained. Although the Ukrainian executive branch and military
never sought the right to control the use of the weapons (apart from a
veto on their use), nationalists in the Ukrainian Parliament began to char-
acterize the weapons as valuable military assets whose retention was essen-
tial to preserve Ukrainian independence in the face of a hegemonic Russia.
At the same time, the Ukrainian Parliament refused to ratify the various
denuclearization undertakings, including the Lisbon Protocol, signed by
President Leonid Kravchuk of Ukraine. Meanwhile, Ukraine’s economy
staggered toward virtual collapse, threatening the country’s very viability
as an independent state.

The nuclear impasse intensified until July 1993 when, in return for
Ukraine’s removing the warheads from some of the missiles on its territory
and shipping the warheads to Russia, Washington provided a substantial
tranche of aid ($175 million) for nuclear dismantling assistance, even
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though Ukraine had not fulfilled a previously announced U.S. condition
for such aid, namely the implementation of Ukraine’s Lisbon Protocol
pledge to join the Nuclear Nonproliferation Treaty as a nonnuclear weap-
ons state. The provision of aid was intended as a gesture demonstrating

Washington’s interest in the survival of the beleaguered nation and in the

establishment of a broad and enduring bilateral relationship.

The new opening triggered a series of negotiations among Ukraine,

Russia, and the United States that intensified as 1993 ended. In November

of that year, the Ukrainian Parliament (the Rada) ratified START I. How-

ever, it attached a number of conditions to be satisfied before Ukraine’s

adherence to the treaty could become effective. In addition, it intensified

the controversy about the country’s nuclear intentions by passing a resolu-

tion declaring that Ukraine was not bound by Article V of the Lisbon

Protocol, the article calling for Ukraine’s adherence to the NPT as a non-

nuclear weapons state. Although the conditions postponed the effective-

ness of the Rada’s approval of the START I Treaty, they set an agenda for

the ongoing incentives negotiation with the United States and Russia. The

result was the 14 January 1994, Trilateral Statement, signed by presidents

Leonid Kravchuk, Bill Clinton, and Boris Yeltsin, a major turning point

that would lead to Ukraine’s fulfillment of its denuclearization and non-

proliferation pledges.

Under the Trilateral Statement, over a three-year period, Ukraine was

to transfer the approximately 1,800 warheads on Ukrainian soil to Russia,

where highly enriched uranium from the warheads was to be extracted and

blended down to low-enriched uranium.13 This material was then to be

converted to fuel rods to be transferred to Ukraine for use in nuclear power

reactors as compensation for its relinquishing the weapons-grade uranium

in the strategic warheads. Ukraine was also to receive (in addition to nu-

clear fuel) U.S. economic aid and U.S. technical assistance for the safe,

secure dismantlement of its nuclear arms. Russia and the United States

also promised to provide explicit security guarantees upon Ukraine’s acces-

sion to the NPT.

Over the course of 1994, Ukraine fulfilled its dismantlement and war-

head return obligations on an accelerated basis. On 16 November 1994,

the Rada, accepting the argument that the Trilateral Statement largely sat-

isfied the conditions it had set for approving START, agreed to the ex-

change of instruments of ratification for that treaty and agreed to Ukraine’s

adherence to the NPT. At the 5 December 1994 summit of the members

of the Conference on Security and Cooperation in Europe, Ukraine ac-

ceded to both accords, while the United States, Russia, France, and Great

Britain provided Ukraine with formal security assurances, pledging not to

use nuclear weapons against it and to respect the integrity of its borders.
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The Ukrainian action also opened the door to significantly increased U.S.

economic assistance and aid for nuclear dismantling activities.

The Ukrainian case highlights a number of elements of the assessment

process that were only background issues in the previously discussed cases.

First, it took Ukraine two years to determine for itself the value of the

nuclear weapons on its soil. Ukraine quickly perceived the nuclear weap-

ons to be high-value bargaining chips, and some parliamentarians appar-

ently believed they might even have military utility in keeping Russia at

bay. Gradually, however, a consensus appears to have emerged that the

country’s survival depended not on its military capabilities but on the es-

tablishment of cooperative relations with the West and on the receipt of

Western economic assistance. In the minuet of 1993 to 1994, Ukraine

traded its essentially unusable nuclear weapons for a set of relationships,

especially with Washington, that would help ensure the country’s future.

As in the case of Taiwan and South Korea, what the target country ulti-

mately decided it wanted was something the sender country was only too

ready to provide, and in the end the fit between Ukrainian motivations for

nuclear arms and the countervailing American incentives package was a

good one. Because of Ukraine’s size and geopolitical position and, no

doubt, because of the sizable Ukrainian community in the United States,

Washington envisioned substantial bilateral ties with Kiev. Thus, aid for

denuclearization and economic reform had become basic components of

Washington’s foreign policy in dealing with the vacuum left by the dissolu-

tion of the Soviet Union. Indeed, Washington offered—and threatened to

withhold—much more, in particular, entrée into the Western economic

system and the possibility of a friendly relationship that Kiev might use as

a counterweight in its dealings with Moscow. Russia, it should be added,

also played the role of sender state and similarly saw the trade-offs as a

feasible and worthwhile arrangement.

Negotiations

Communications were difficult, with the president of Ukraine and sen-

ior parliamentarians giving, at best, mixed signals during this period re-

garding the country’s intentions. The absence of a preexisting relationship,

which might have facilitated communication and the devising of an accept-

able incentives package, was another obstacle. The case also highlighted

the difficulties that can arise in selling an incentives deal to interested do-

mestic constituencies: Leonid Kravchuk, Ukrainian president during

much of the negotiations with Washington, was repeatedly forced by the

country’s Parliament to back away from nuclear agreements he had signed.
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North Korea

This case is discussed in depth in chapter 3. It is examined briefly here,
however, to show how our model applies in this instance.

Actors and motives

Like many other aspects of this interaction, North Korea’s motivations
remain obscure. Most probably, when it launched its nuclear weapons pro-
gram in the late 1970s, Pyongyang hoped that the acquisition of nuclear
arms would intimidate South Korea and enhance the North’s ability to
reunify the Korean Peninsula on its own terms. North Korea may also
have been reacting defensively to South Korea’s mid-1970s bid for nuclear
arms, as well as to the long-standing deployment of U.S. nuclear weapons
in South Korea and to Washington’s declared intention to use them in the
South’s defense. Whatever Pyongyang’s original motives may have been,
by the late 1980s it is likely that the North saw nuclear arms increasingly
as a defensive military instrument intended to protect its continuing auton-
omy and ensure its survival at a time when its economy had been eclipsed
by South Korea’s and its alliances with Beijing and Moscow had withered.
Thus, as its interactions with the United States began, its motivation was
security dominant.

However, by the time of the October 1994 Agreed Framework under-
standing with the United States—the understanding that abated the North
Korean nuclear threat—North Korea’s motives appear to have changed, as
it came to see the risk of economic collapse as the most serious threat to
its survival. This made it willing to freeze its nuclear program in return
for a package of incentives that included assistance for electrical power
production in the form of two light-water nuclear power plants, prospects
for significant economic aid, and increased integration with the world
economy.14 Pyongyang also had to weigh the costs of continuing to flout
international nonproliferation norms, including its NPT and IAEA safe-
guards obligations, a course that had led to the threat of economic sanc-
tions and further international isolation.

The motivations of the United States were also complex. Its fundamen-
tal objective was to prevent the emergence of North Korea as a nuclear-
armed state; a secondary, but highly important set of objectives was to
sustain the international nonproliferation norm and to enforce the NPT
and the inspection system of the IAEA. Indeed, Washington hoped that
by achieving the latter objectives, it would simultaneously thwart Pyong-
yang’s bid for nuclear arms, forcing it to disclose and place under interna-
tional inspection all of the plutonium it had produced in the past, while
ensuring that any future production took place under IAEA inspection. As
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negotiations between the two states unfolded, Washington pursued a two-
pronged strategy, offering North Korea a choice between possible UN-
backed economic sanctions and increasing isolation on the one hand,
and political and economic engagement through ‘‘broad and thorough’’
discussions that the North had long sought, on the other. The offer of the
latter, intended as a clear incentive, required overcoming domestic U.S.
political opposition to any opening with the North and reflected the strong
security-dominant motivation of the Clinton administration to reduce the
threat of proliferation in this case.

By the spring of 1994, however, Washington’s incentives strategy had
achieved little success, and the United States was moving toward the impo-
sition of UN economic sanctions against the North, an uncomfortable op-
tion that few believed would ease the North Korean nuclear threat or bring
about its compliance with the NPT. When, during the visit of former pres-
ident Jimmy Carter to Pyongyang in June 1994, North Korean leader Kim
Il Sung indicated that he was prepared for a compromise, the changed
politics of the situation led the Clinton administration to adjust its focus
to a strategy based predominantly on incentives.

As the bargaining between the two states ensued, Washington included
elements in the incentives package of the Agreed Framework that many
had thought unthinkable, especially the provision of light-water nuclear
power reactors to North Korea and the agreement that the full implemen-
tation of IAEA inspections in the North and the determination of North
Korea’s past plutonium production would be deferred for a number of
years. These developments reflected the strength of the Clinton adminis-
tration’s security-driven motives for containing the most dangerous ele-
ments of the North’s nuclear weapons program.

Unilateral assessments

North Korea’s decision making is one of the most opaque elements of
this case. It is generally assumed that two camps emerged in Pyongyang,
one seeking to retain the country’s nuclear capabilities at all costs and the
other prepared to trade them for the right package of incentives. A sudden
shift in favor of the latter camp ensued when Kim Il Sung opened the
door to serious negotiations. From that point, the North obviously gave
considerable thought to the package it desired—to calculating its ‘‘reserva-
tion price’’—and the package ultimately contained numerous elements de-
signed to address diverse North Korean goals, including the symbolic one
of having the United States validate the North’s nuclear bona fides by agree-
ing to supply it with two nuclear power reactors.

As noted earlier, Washington initially weighed the likely effectiveness
and risks of economic sanctions against the costs and benefits of a rudi-
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mentary incentives package. The sudden change in the political atmo-
sphere brought about by Kim Il Sung’s offer to negotiate, created a
willingness to offer the highly lucrative incentives of the Agreed Frame-
work. At the same time, however, Washington’s insistence on the carefully
phased implementation of the Agreed Framework, starting with North
Korea’s freeze of its nuclear program, reflected a very careful assessment of
the quid pro quo’s that would eventually make up the Agreed Framework.

The relatively advanced state of North Korea’s nuclear program was also
a factor in the assessment of both sides. Washington perceived these capa-
bilities as highly threatening, which gave Pyongyang considerable bargain-
ing leverage—and led to a very substantial incentives package.

Finally, as in many other cases, the link between the threat of sanctions
and the offer of incentives was a close one. As part of its overall strategy,
Washington constantly reminded the North that if it refused to accept such
incentives and abandon its nuclear weapons capability, it would face sanc-
tions and increasing isolation that would threaten economic collapse. This
undoubtedly affected the North’s calculations of its ‘‘reservation price.’’

Negotiations

The long-standing hostility between the United States and North Korea
made negotiations on incentives particularly difficult. This situation was
exacerbated by the fact that the North had previously obligated itself under
the NPT to renounce nuclear arms and to accept comprehensive IAEA
inspections. Offering incentives to the North appeared to be a reward for
misconduct and a payment for actions that Pyongyang was already obli-
gated to undertake. These obstacles were overcome only after the extraor-
dinary exchange between Jimmy Carter and Kim Il Sung.15

As indicated earlier, both states ultimately determined their respective
‘‘reservation prices,’’ but the process was a lengthy one, requiring extensive
negotiations within the decision-making structures of both. In the United
States, months of persuasion were needed after October 1994 to convince
skeptics that a reasonable price had been obtained for U.S. concessions.

In sum, the North Korean case shows that an incentives strategy can
work even in cases where key factors are unfavorable. This was an instance
where the motivation to proliferate had a very strong security component;
where the preexisting relationship between the potential proliferator and
the sender country was hostile; and where the potential proliferator had
already made a substantial commitment to its nuclear weapons effort. Un-
questionably these factors contributed to the tumultuous nature of the
U.S.-North Korean negotiations—and to their extended duration. None-
theless, perhaps because the United States also had a strong security-based



44 Virginia I. Foran & Leonard S. Spector

motivation to arrest the North Korean nuclear challenge, the incentives
strategy proved workable.

Pakistan

Pakistan, along with South Africa, Israel, and India, attempted to ac-
quire incentives in the form of security guarantees before completely com-
mitting themselves to developing nuclear weapons. Each of them,
however, failed to gain the guarantees that might have persuaded it to
forgo proliferating; thus, in one sense they are all failures of the incentives
strategy approach. The case of Pakistan stands out from the other three
because of the extraordinary effort by the United States to prevent prolifer-
ation there, although there were also inconsistencies in U.S. policy. Dur-
ing the late 1970s and 1980s, Pakistan and the United States negotiated
several large incentives packages, each with the explicit understanding that
Pakistan would refrain from various proliferation developments in return.
Pakistan did not keep its end of the bargain, however.

Actors and motives

The case of Pakistan centers around the interpretation of the American
military commitment to Pakistan originating with the Baghdad Pact in
the mid-1950s and its successor, the 1959 Central Treaty Organization
(CENTO). Since the creation of the state of Pakistan in 1947, Islamabad
has fought three wars and verged on a fourth with its regional rival, India.
During that time, Pakistan has sought outside assistance from the United
States and China, to counter India’s economic, demographic, and military
advantages. The bilateral executive agreement between Washington and
Islamabad drafted as part of CENTO in 1959 stated the American com-
mitment to take appropriate action ‘‘including the use of armed forces’’ to
protect Pakistan in the event of an attack. This agreement, however, lim-
ited American commitment to attacks from Communist sources.16

Hence, when Pakistan solicited U.S. assistance during its 1965 war with
India, the United States was under no legal obligation to help. Instead,
the United States chose to impose an arms embargo on both combatants.
During the 1971 Indo-Pakistani War, triggered by the secession of East
Pakistan (now Bangladesh) from Pakistan, the United States quietly
‘‘tilted’’ toward Pakistan against India, while proclaiming it would support
neither side. At that time, President Richard Nixon saw the opportunity
to reinforce the U.S.-Chinese rapprochement by deploying American war-
ships to the Bay of Bengal in a successful effort to deter India from attack-
ing Pakistan’s west flank and contributing to an early end of the war.17

Nonetheless, U.S. support was insufficient to prevent the loss of East Paki-
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stan, which emerged from the war as the independent state of Bangladesh.
By the end of the decade, however, the United States had reversed its
policy toward Islamabad once again, twice imposing a ban on all military
and economic assistance to Islamabad, when it discovered evidence of Pa-
kistan’s secret acquisition of equipment to support a nuclear weapons pro-
gram.

U.S. policy was soon reversed yet again, in response to the Soviet inva-
sion of Afghanistan in December 1979. In early 1980, U.S. Assistant Sec-
retary of State Warren Christopher was sent to Islamabad to reaffirm the
1959 commitment to protect Pakistan from Soviet aggression. President
Zia ul-Haq of Pakistan sought a new treaty with a more automatic and
more explicit security commitment that would be triggered by aggression
from any source. Although no new treaty commitments were made, in
1981 the Reagan administration, with the strong support of the U.S. Con-
gress, restored U.S. economic and military assistance at higher levels than
ever before, as part of Washington’s effort to counter the growing threat
of Soviet expansion in the region. At the time, Zia pledged to curtail Paki-
stan’s bid for nuclear arms. Nonetheless, Pakistan continued to pursue its
nuclear program aggressively, completing a crucial uranium enrichment
facility in the early 1980s, engaging in nuclear smuggling in the United
States in 1984, and in 1985 violating a commitment made the previous
year not to enrich uranium. Because of the Afghan conflict, however, U.S.
aid continued without interruption. Assuring Islamabad’s cooperation in
resisting the Soviet occupation of Afghanistan assumed priority over non-
proliferation concerns. This pattern continued to the end of the decade.

In 1985, U.S. assistance and military sales were conditioned, in a law
known as the ‘‘Pressler amendment,’’ on a yearly certification by the U.S.
president that Pakistan did ‘‘not possess a nuclear explosive device.’’18 De-
spite increasing evidence to the contrary, certifications of this nature were
provided until October 1990, when U.S. aid and military sales were cut
off after Washington determined that Pakistan had assembled a number of
nuclear weapons, a step Pakistan had taken earlier in 1990 in response to
threatening Indian military actions. By this time, Soviet troops had with-
drawn from Afghanistan.

Thus, throughout the 1980s Pakistan’s nuclear program—motivated by
the Pakistani’s conventional military inferiority compared to India, a weak
indigenous defense industry, and an American ally unwilling to support
Pakistan against its foremost military rival—progressed with seemingly
few setbacks, despite the incentives and disincentives strategy employed by
the United States.19

From the U.S. perspective, during the late 1970s, the motive to inter-
vene in Pakistan’s nuclear decision making was dominated by concerns
that a nuclear arms race not emerge on the subcontinent. The nonprolifer-
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ation tools applied at the time were a package of disincentives in the form
of reduced aid and diplomatic pressure on Pakistan, together with modest
incentives in the form of offers of limited economic aid and conventional
military assistance. The package thus was based on pressuring Pakistan to
give up nuclear arms rather than on attempting to ‘‘buy it off.’’

During the 1980s, American aid to Pakistan vastly increased. Although
Washington attempted to link this assistance to restraint of Pakistani nu-
clear activities, the dominant motive for the United States was not nonpro-
liferation but the desire to build Pakistan into a capable strategic partner
in the struggle to oust Soviet forces from Afghanistan—a hierarchy of ob-
jectives that Pakistan’s leadership fully appreciated and exploited. Because
of its conflicting motivations, Washington was unable to link its incentives
with nonproliferation effectively.

Unilateral assessments

Throughout its history, Pakistan’s efforts to acquire a stable ally have
largely remained unfulfilled. While it is impossible to prove, Islamabad’s
efforts to develop nuclear weapons might have been averted if the United
States or perhaps China had taken Pakistan under its respective wing.
Without an alliance to deter India, the magnitude of the incentives and
disincentives packages extended to Pakistan during the 1970s was not
large enough to reduce the net benefit of proliferating to zero. In 1990,
shortly after the Soviet withdrawal from Afghanistan, a crisis with India
apparently led Pakistan to manufacture its first complete nuclear weapons.
This triggered a cutoff of U.S. aid and military sales—but by this point,
Pakistan had crossed the nuclear weapons threshold, and the sanctions
were apparently able only to persuade Islamabad to accept a cap on the
further production of weapons-grade uranium. The firm commitment in
the U.S. Congress to a sanctions strategy, derived from the years of Paki-
stani disregard for U.S. nonproliferation standards, largely precluded the
use of incentives at this point, which, in any event would have had to be
very substantial, given the advanced stage of the Pakistani nuclear weapons
effort.

Negotiations

As mentioned above, prior to the 1980s, the preexisting relationship
between Pakistan and the United States was one of U.S. inconstancy. Paki-
stan was viewed by the United States as a willing but dependent ally.
Hence, during negotiation of the incentives and disincentives, Pakistan
had good cause to doubt implementation of both aspects. If the perception
was that at times the United States would fulfill its alliance obligations and
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at other times not, then Pakistan perceived itself as having little choice but
to pursue an alternative mechanism to increase its security vis-à-vis India.
And if during the 1980s the United States threatened sanctions but did
not impose them, then Pakistan might try to get away with more than
it promised. In effect, given its regional security environment, Pakistan’s
reservation price was very high and the United States was never willing to
meet it; simultaneously, Washington’s conflicting motivations during the
1980s undermined its ability to negotiate its nonproliferation agenda ef-
fectively.

Today Washington is attempting to use more limited incentives as part
of a broader policy effort to persuade Pakistan to maintain a number of
existing restrictions on its nuclear capabilities, including a freeze on the
production of weapons-grade nuclear materials, a freeze on nuclear ex-
ports, a voluntary ban on nuclear testing, and continued nondeployment
of short-range, nuclear-capable M-11 missiles that Pakistan has apparently
obtained from China. In 1995, the Clinton administration obtained a one-
time exemption from the Pressler amendment’s ban on aid and arms sales
to permit the transfer to Pakistan of a limited quantity of military equip-
ment for which Pakistan had previously paid. Through 1996, Pakistan was
maintaining the above-noted restrictions on its nuclear program and re-
lated missile capabilities, but it was also known to be nearing completion
of a new reactor for producing weapons-usable plutonium and to be work-
ing on the design of a nuclear missile warhead. It remains unclear to what
extent the U.S. incentives strategy is currently influencing Pakistani deci-
sion making in these areas.

Guidelines of the Model and Case Studies

Below is a list of guidelines, derived from applying the model to the above
cases, that might be used for successful application of an incentives non-
proliferation strategy. Further testing and analysis is needed to evaluate
whether these guidelines are useful in explaining the remaining cases of
potential proliferation and to more fully specify the variables involved.

Actors and motives

1. Proliferator perspective
• The more security dominant the motivation for proliferation, the

greater incentive required to terminate the nuclear program.
2. Sender perspective

• Whether the incentive provider ultimately offers an incentives
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package, as well as the scale and quality of such incentives, depends
on motivation of the incentive provider.

Unilateral Assessments

1. Proliferator perspective
• Net benefit is key to decision: the value of the incentives package

must be commensurate with the expected value of proliferation;
sanctions and other disincentives can affect this calculation as well.

• Status of nuclear weapons program can affect the magnitude and
type of incentives demanded.

• A decline of net benefits may initiate/signal readiness to negotiate.
2. Sender perspective

• Intensity of motive (regional foreign policy/threat to ally; threat
to sender state; sustaining nonproliferation regime)

• Base price of intervention/negotiation (nature of preexisting rela-
tionship between proliferant and sender) will affect [1] ease of en-
tering and conducting negotiations and [2] diversity and value of
incentives package.)

Negotiation

• Essential elements of reservation price must be reflected in incen-
tives package.

• There must be common recognition by proliferator and sender of
the essential elements to permit bargaining to take place; problem
of confused communication.

• Potential incentive provider must be willing and able to offer in-
centives that match motives.

• Bargain must obtain support of essential domestic constituencies;
question of opposition veto.

Some Conclusions and Observations for Future Applications

Without additional case study work, it is premature to make a full evalua-
tion of the usefulness of the proposed model. However, at a minimum it
appears to be a reasonably good way of organizing the complex historical
record and provides a consistent approach for explaining the successes and
failures of the cases portrayed herein.

Since the end of the cold war, two states have made specific requests for
bilateral or multilateral incentives as part of trade-off packages they
claimed would enable them to renounce their nuclear weapons capability
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or intentions: Ukraine and North Korea. In both cases a package of incen-
tives was negotiated. These cases are remarkable in several important
respects. First, these are the first countries to request incentives in the
post–cold war environment and hence it was more difficult to identify ov-
erarching foreign policy goals apart from stemming nuclear proliferation
to justify granting their requests. Second, neither state had a previous se-
curity relationship with the primary guarantor of the security assurances—
the United States. In the case of North Korea, this made even the opening
of negotiations difficult. In addition, in each of these cases, there was con-
siderable uncertainty on the part of the potential proliferator regarding
what incentives it might accept as compensation for forsaking nuclear
arms. As opposed to the cases of India, Israel, Pakistan, and South Africa,
which unfolded during the cold war, the United States did not reject
Ukraine’s and North Korea’s appeals, but negotiated a package that was
closely linked to the states’ renunciation of their nuclear weapons capabili-
ties and intentions. While it is still unclear at the time of this writing
whether North Korea will fulfill completely its end of the bargain, if both
cases are successfully resolved it will bode well for future incentives strate-
gies. Much can be learned from these two recent cases to streamline the
incentives strategy approach and respond to its principal criticisms.

Principal criticisms of incentives strategies

A number of general objections have been raised to the use of security
guarantees and other incentives for nonproliferation purposes. The ap-
proach has been challenged most frequently with the arguments that (1)
it is neither credible nor feasible to extend nuclear umbrellas (i.e., the
strongest incentive available) to every potential proliferator, (2) providing
incentives has the effect of rewarding bad behavior by ‘‘rogue’’ states, and
(3) providing incentives for good nonproliferation behavior creates the
opportunity for states to try continually to blackmail the incentive pro-
vider.

It is true that sender states possessing nuclear arms will not be prepared
to extend nuclear umbrellas in all cases. Nonetheless, such guarantees can
and have been extended, and have reduced proliferation pressures in many
instances. To say that they cannot be offered in every case does not dimin-
ish their utility in those where they can be. Moreover, as the discussion of
Ukraine and North Korea indicates, in many cases nonproliferation objec-
tives can be attained with less substantial incentives than ironclad security
guarantees. In such instances, it is irrelevant whether the extension of a
nuclear umbrella would be a viable option. Indeed, in the case of Ukraine
it was the pledge not to use nuclear weapons, the negative security assur-
ances, that proved important to reaching an agreement.
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With respect to the ‘‘rewarding bad behavior’’ criticism, incentives,
when properly applied, reward good nonproliferation behavior and should
be rescinded when the good behavior ceases. Under the realist paradigm
of an anarchic international system, a state seeking to develop nuclear
weapons is not engaging in ‘‘bad’’ behavior but is pursuing its sovereign
right to security. If it voluntarily forgoes a weapons system perceived as
important for its security, it gives up something of considerable value, and
would naturally expect to receive some type of offsetting benefit. Security
assurances and other forms of incentives can provide such indemnification
and are an appropriate tool for encouraging a state to decide that it is in
its interest to renounce nuclear weapons. This, however, in no way guaran-
tees that the incentives approach is foolproof, which brings us to the last,
and most troublesome criticism.

How does one know whether a potential proliferator is merely attempt-
ing to blackmail a sender state to provide incentives? Clearly, there is a
certain amount of gamesmanship in every negotiation, and both sides will
attempt to optimize their positions. In some respects, the recipient state
has the advantage, since the sender—judging from U.S. experience—is
likely to make worst-case assumptions about the potential proliferator’s
intentions and capabilities. On the other hand, the intelligence capabilities
of concerned countries, in particular those of the United States, together
with IAEA inspection data, will be available to guide the sender state. At
worst, it would seem, a target state’s deceptive exaggeration of its nuclear
potential or its repeated reopening of negotiations to demand additional
incentives might lead a sender state to increase its ‘‘reservation price,’’ by
offering incentives of greater value than needed. The sender state may con-
sider this a relatively modest cost to keep its nonproliferation diplomacy
on track. On the other hand, as noted earlier, most incentives packages
include the threat of sanctions (or the withholding of highly desired incen-
tives) and this provides the sender state continuing leverage of its own to
counterdemands for added benefits.

Lessons for the Future: Does Every Proliferator Have Its Price?

Several observations regarding the post–cold war cases of Ukraine and
North Korea should be noted. First, in both cases, the threat of prolifera-
tion reached a crisis point before it became clear that a compromise would
be possible. Second, the incentives packages that were ultimately negoti-
ated were not limited to the traditional, military alliance-style security as-
surances that appear to have been so successful for nonproliferation
purposes in the past. Rather they were incentives carefully tailored to the
specifics of each case so as to enable the particular state to avert or reverse
its decision to proliferate.
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Future applications of this approach would benefit from an understand-
ing of how to avoid the crisis point. Despite the difficulty and complexity
of negotiation and the potential drawbacks to the incentives approach,
perhaps the real lesson here is that every potential proliferator—even a
state believed to be a determined proliferator—may have its price for re-
fraining from the pursuit of nuclear arms.20 Sender states may not be will-
ing or able to meet that price at a particular time, but an incentives strategy
should be considered for every potential nuclear state and should become
a more prominent part of nonproliferation policy. Uncovering the motive
for proliferation in each case and carefully crafting incentives to address
that motive are the keys to success.
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North Korea’s Nuclear Program:

The Role of Incentives in Preventing
Deadly Conflict

Scott Snyder1

THE POLICY CHALLENGE posed by North Korea’s nuclear program has
been a particularly vexing test case for U.S. policymakers in the transi-

tion to a post–cold war security environment in Northeast Asia. The meth-
ods employed to cope with the North Korean nuclear challenge as it
evolved, the responses that were employed at various stages, and the un-
usual solution projected by the 1994 Geneva Agreed Framework are wor-
thy of careful consideration to identify lessons learned that might be
transferable to other contexts. Initial assessments have already detailed the
history of the U.S.-Democratic People’s Republic of Korea (DPRK) ne-
gotiations and have drawn preliminary conclusions regarding the implica-
tions of the North Korean nuclear issue for nonproliferation and for
security on the Korean peninsula.2 This paper will analyze the effectiveness
of inducement strategies in the Korean case as one policy tool among
many that may be used to achieve U.S. interests without resort to deadly
conflict.

This examination of the role of incentives in dealing with the North
Korean nuclear challenge is divided into three primary phases: (1) the
Bush administration response (January 1989 through October 1992), dur-
ing which the conceptual framework of combining incentives and disin-
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centives to induce North Korean cooperation was first identified; (2) the
initial approach of the Clinton administration (March 1993 to June 1994),
during which the Clinton administration’s response was defined largely by
North Korea’s refusals to fulfill its obligations under the International
Atomic Energy Agency (IAEA) and nuclear Non-Proliferation Treaty
(NPT), and resulting concerns that incentives might be seen as a reward
for North Korean intransigence; and (3) the ‘‘comprehensive’’ approach
(October 1993 to June 1995), in which the focus was on achieving a pack-
age deal. As part of such a deal, the United States would provide concrete
economic and political inducements in combination with clearly defined
pressure in return for North Korean cooperation to freeze and roll back
its nuclear program. This approach uses simultaneous actions and phased
progress as a means by which to draw North Korea into a longtime coop-
erative process in which each series of steps is verifiable.3

One potential difficulty of drawing lessons from the North Korean case
is the unique context in which North and South Korea continue to strug-
gle for legitimacy on the Korean peninsula. In the case of North Korea’s
nuclear program, post–cold war proliferation concerns were superimposed
on a preexisting conflict on the Korean peninsula. The fact of Korea’s divi-
sion following World War II, the legacy of the Korean War and continuing
inter-Korean confrontation, and the continuation of the U.S.-Republic of
Korea (ROK) security alliance as a deterrent to possible North Korean
aggression are essential characteristics of the Korean confrontation that
have remained unresolved, despite the end of the cold war. To a large
extent, the North Korean nuclear challenge was viewed as either another
stage in an ongoing inter-Korean rivalry or as a vestige of the cold war,
not as a ‘‘new’’ problem that could be isolated and defined functionally as
solely a proliferation problem. This context has had a substantial effect on
the perceptions and use of incentives as a diplomatic tool in preventing
deadly conflict.

The Bush Administration Effort: An Initial Attempt
To Define ‘‘Carrots and Sticks’’ for North Korea

The Drive To Develop Nuclear Weapons

Although the history of North Korea’s efforts to develop nuclear capa-
bilities dates back to the 1950s, it was not until 1988 that U.S. satellite
intelligence revealed alarming evidence that the North Korean drive to
build a nuclear weapons program included a plutonium reprocessing capa-
bility.4 In addition to the 5-megawatt experimental reactor and the repro-
cessing plant located at Yongbyon—which subsequently became the focal
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point of public attention with regard to North Korea’s nuclear program—
Bush administration officials were disturbed by evidence of construction
of two larger plants (50 and 200 megawatts, respectively) that, when fin-
ished, might produce enough plutonium to allow the manufacture of
thirty to forty nuclear bombs per year.5 These developments pushed North
Korea’s nuclear program onto the policy radar screen, and the United
States and South Korea began to discuss counterstrategies in the spring of
1989.

An interagency working group was formed in Washington to sketch out
specific elements of a ‘‘carrot and stick’’ strategy that might bring the
North Korean program under international inspection. This group issued
an internal report that supported the withdrawal of tactical nuclear weap-
ons based in South Korea. The group also recommended providing North
Korea with limited security assurances as incentives to accept international
inspections of its nuclear program in combination with diplomatic pres-
sure from a coalition including South Korea, Japan, Russia, and China.
Beyond this initial offer, the report recommended that the United States
avoid protracted negotiation with or additional concessions to the North.6

The opportunity to implement this strategy came about as a result of
President Bush’s 27 September 1991 announcement that the United States
would unilaterally withdraw land- and sea-based tactical nuclear weapons
in response to changes in the global strategic environment.7 That an-
nouncement created an opening to press North Korea to accept nuclear
inspections and coincided with historic progress in North-South relations,
culminating in the announcement in December 1991 of two agreements:
the North-South Agreement on Reconciliation, Nonaggression, Ex-
changes, and Cooperation—hereafter referred to as the Basic Agreement—
and the Joint Declaration on the Denuclearization of the Korean
Peninsula.8

These two agreements identified areas of mutual exchange and con-
tained pledges of nonaggression by both sides as well as mutual commit-
ments neither to pursue the development of nuclear weapons nor to
reprocess plutonium. In addition, a joint, mutual inspections regime (yet
to be implemented) was mandated to verify compliance with the provi-
sions of the Joint Declaration. To enhance the likelihood that the denucle-
arization agreement would be implemented, the United States indicated
its willingness to allow North Korean inspections of U.S. military bases in
South Korea as part of the proposed mutual inspections. However, proce-
dural issues on implementation remained unresolved in subsequent work-
ing-level discussions during 1992. North Korea decided to go ahead with
IAEA inspections, but would not accept an extensive range of highly intru-
sive demands accompanying the proposed inter-Korean inspections re-
gime.
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To build on momentum provided by the two inter-Korean accords of
December 1991, some carrots and sticks intended to induce North Korean
cooperation and participation in IAEA inspections were unveiled during
President Bush’s summit meeting with President Roh Tae Woo of South
Korea in January 1992. Presidents Bush and Roh announced on 6 January
that the 1992 Team Spirit exercise would be canceled if North Korea
agreed to join the IAEA and allow international inspections of its nuclear
facilities. To balance this incentive, Secretary of Defense Richard Cheney
had announced during his November 1991 visit to Seoul that the pro-
jected reduction in U.S. troop presence below thirty-seven thousand under
the East Asian Strategy Initiative would be suspended until after the North
Korean nuclear problem had been resolved.

In addition, the United States agreed that Undersecretary of State for
Political Affairs Arnold Kanter would have a single meeting with the
(North) Korean Worker’s Party secretary for international affairs, Kim
Yong Sun, to underscore U.S. concerns about North Korea’s nuclear pro-
gram. The purposes of this meeting were to reiterate U.S. expectations
regarding North Korea’s nuclear program and to directly communicate
other obstacles to improved U.S.-DPRK relations. This high-level meet-
ing was seen by some hard-liners as a concession that attributed unde-
served legitimacy to North Korea. As a result of these concerns, the
meeting was the ‘‘carrot,’’ and the message was the ‘‘stick.’’

The U.S. message emphasized the need for North Korea to comply with
international inspections of its nuclear program, while prospects for even-
tual normalization of relations or even the possibility of a follow-up meet-
ing at the political level remained vague. For his part, Kim Yong Sun tested
U.S. willingness to develop closer relations—seeking a joint communiqué
and additional meetings at the political level—but he achieved neither ob-
jective. The North Korean delegation also suggested that U.S. troop with-
drawals from South Korea were not a prerequisite for improved relations
and proposed U.S.-DPRK cooperation to contain the possibility of a re-
militarized Japan, an idea the U.S. delegation rejected vigorously.9

Although the Kanter-Kim meeting may have been useful in reinforcing
U.S. concerns and encouraging North Korea to allow IAEA inspections,
the apparent gains of December 1991 and January 1992 unraveled as 1992
progressed. North and South Korea could not agree in working-level
meetings on the guidelines for mutual challenge inspections, and there
were discrepancies between North Korean reports to the IAEA regarding
its past nuclear activities and the findings of the IAEA inspections through
the summer of 1992. Reacting to the failings of the IAEA inspections
regime in Iraq revealed following the Persian Gulf War, IAEA director
Hans Blix pushed to implement previously unprecedented ‘‘special inspec-
tions’’ of undisclosed North Korean nuclear sites in the fall of 1992, pro-
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voking North Korean charges that the IAEA demands were unfair and
leading to a breakdown in DPRK-IAEA negotiations.

Working-level meetings to implement the Basic Agreement were sus-
pended in the fall of 1992, as moderates and hard-liners in the ROK strug-
gled with each other for control over policy toward the North. The
primary difficulties in these channels included not only the nuclear ques-
tion, but also a broader range of issues regarding the pace, scope, and
order of the implementation of the Basic Agreement. Discoveries of a
North Korean spy ring in South Korea, the heated rhetoric of the cam-
paigns for president in both South Korea and the United States, and an
announcement that planning for the Team Spirit exercises suspended in
1992 would be resumed in 1993 combined to wipe out earlier gains, ex-
acerbating North Korean anxieties and feeding paranoia concerning West-
ern intentions.

Lessons Learned from the Bush Administration Approach

What observations can be drawn—with the benefit of hindsight—from
the first phase of American efforts to neutralize North Korea’s nuclear pro-
gram, and why did a strategy that initially seemed promising fall apart
so quickly? The following successes and problems characterized the Bush
administration strategy toward North Korea:

1. Taking the initiative with North Korea. A major advantage of the U.S.
initiative toward North Korea—and President Bush’s decision to
withdraw tactical land- and sea-based nuclear weapons world-
wide—is that it allowed the United States to make the first move,
rather than finding itself on the defensive. Second, the decision to
engage in direct talks with North Korea at the political level was
indeed an incentive for North Korea to engage in limited coopera-
tion with the United States, although the one-time nature of the
Kanter-Kim meeting may have also served to ensure that North Ko-
rean cooperation was limited, rather than ongoing.

2. Failure to lay the groundwork to ensure full success. By the same token,
North Korea may not have initially been prepared to respond to the
unilateral concessions made by the United States in the form of nega-
tive security assurances and the elimination of tactical nuclear weap-
ons from the Korean peninsula. Perhaps if the United States had
moved earlier to a higher-level political dialogue with the DPRK in
parallel with high-level talks between Seoul and Pyongyang, it might
have been possible for the United States to prepare North Korea to
make a more generous response to the United States’ historic an-
nouncement.10 North Korea had previously taken a host of symbolic
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gestures to show its desire to improve relations with the United
States during the period from 1988 to 1991.11 No official U.S. re-
sponse to these symbolic gestures was forthcoming prior to the Kim-
Kanter meeting.

The calculation that North Korea’s straitened economic circum-

stances would be a significant factor in bringing about coopera-

tion—a significant part of the rationale for moving ahead with a

direct meeting between the United States and the DPRK—was not

fully tested in any concrete way as part of the Kanter-Kim meeting.

Many analysts may have misperceived that for a North Korean sys-

tem in which political imperatives dominated other considerations,

the opportunity not to be isolated economically had relatively little

significant value as an inducement for cooperation. Rational self-

interest in the North Korean context was measured overwhelmingly

by political and ideological considerations; from the outside, North

Korean choices appeared irrational and self-defeating, further inhib-

iting the ability of U.S. policymakers to determine an appropriate

incentives structure for North Korea.12

3. The legacy of the Korean War as an obstacle to dealing with North Korea.
There appears to have been a generational gap in attitudes toward

North Korea among high-level officials in the Bush administration,

with those individuals from the generation occupying the most sen-

ior levels of government the most strongly opposed to adjusting pol-

icy toward North Korea.13 In this respect, North Korea may have

continued to suffer from the legacy of the cold war even as it tried to

react to the end of the cold war by improving relations with the

United States. Without having faced a transition in leadership since

1945 and unable to provide a strategic rationale that might induce

the United States to improve relations, North Korea may have found

itself immobilized by its own slowness to adapt to external changes.

4. Could the Bush administration have gotten a better deal? Finally, the

Bush administration appears to have enjoyed more latitude from

South Korea than the Clinton administration—if only it had been

willing to take a bolder, more direct approach in dealing with North

Korea. Granted, no South Korean administration would have been

entirely comfortable in the context of any contact between the

United States and North Korea; however, the Bush administration

might have benefited in South Korea from the ‘‘Nixon-to-China fac-

tor,’’ in which conservatives with strong anti-Communist credentials

could travel to Beijing (or talk with Pyongyang), whereas others

were likely to encounter significantly more political opposition—or

mistrust—in Seoul.14
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Interestingly enough, it was the United States that urged South Korea to
be cautious in moving toward a presidential summit between South Ko-
rea’s Roh Tae Woo and North Korea’s Kim Il Sung in early 1992, arguing
that the North Korean nuclear issue should be resolved before South
Korea moved ahead with North Korea on the economic front. American
strategic thinking significantly influenced Seoul regarding the substance of
the Joint Declaration on the Denuclearization of the Korean Peninsula,
the strictness of the South Korean negotiating position, and the conceptual
shape of the implementation mechanism of mutual challenge inspections.
This was the case despite the fact that progress in South Korean relations
with Russia, China, and North Korea (as part of President Roh’s ‘‘Nord-
politik’’ strategy) implicitly indicated acceptance by the South Korean gov-
ernment of improved relations between the United States and North
Korea.15 The critical importance of managing the U.S.-ROK relationship
as part of any negotiating strategy with North Korea would become a
critical factor in the Clinton administration’s efforts to deal with North
Korea.

The Clinton Administration’s Initial Response
to the North Korean Nuclear Challenge

By the time the Clinton administration’s foreign policy team had been
put into place, the nature of the problem posed by North Korea’s nuclear
program had been fundamentally transformed. Evidence of North Korean
cheating since 1989, uncovered through IAEA inspections during the
summer of 1992, resulted in a North Korean breakdown in cooperation
with the IAEA, South Korea, and the United States. Then came the stun-
ning 12 March 1993 announcement that North Korea intended to with-
draw from the NPT effective three months from the date of the
announcement, in accordance with provisions of the treaty. For the next
fifteen months, the Clinton administration would find itself on the defen-
sive, scrambling to corral North Korea and bring its potentially dangerous
nuclear program under control while preserving the integrity of the NPT.

Initial efforts to address North Korea’s NPT withdrawal included a re-
ferral of the issue by the IAEA Board of Governors to the UN Security
Council, requiring multilateral cooperation in fashioning a response by the
Security Council members—including China—to pressure North Korea
to reverse its decision to withdraw from the NPT and to continue IAEA
inspections under the treaty.16 Although all the major powers including
China shared the objective of containing North Korea’s nuclear program,
Chinese officials consistently advocated that the nuclear issue be solved
through dialogue, including direct negotiations between the United States
and North Korea.17 Unable to convince China to sign on to a resolution
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that included punishments for North Korean intransigence, administra-
tion officials were left with little choice in the UN Security Council
(UNSC) but to accept a resolution—passed on 8 April 1993—
condemning North Korea’s decision to withdraw from the NPT and wel-
coming ‘‘all efforts aimed at resolving this situation,’’ including an
invitation from the UNSC to the United States to initiate a bilateral dia-
logue with North Korea.18 Given the lack of satisfactory available alterna-
tives, Seoul reluctantly supported U.S.-DPRK direct talks on the nuclear
issue, despite concerns that North Korea might use such talks to attempt
to drive a wedge in the U.S.-ROK security alliance.

To reinforce the message that U.S.-DPRK talks were intended solely to
address nuclear issues with North Korea, Assistant Secretary for Political-
Military Affairs Robert Gallucci, a holdover from the Bush administration,
was appointed to lead talks in New York with Vice Foreign Minister Kang
Sok Ju of North Korea, starting on 5 June 1993. There was little room for
failure, and a very high level of expectation on the U.S. side regarding the
definition of ‘‘success.’’ A newly chosen, untested Clinton foreign policy
team was just coming into place, and faced the almost impossible challenge
of reconciling widely differing intelligence estimates across the U.S. gov-
ernment regarding the progress and intentions of North Korea’s nuclear
efforts. In addition, a reorganized Department of Defense reflected the
priority placed by the Clinton administration on counterproliferation, and
included officials who had defined its counterproliferation goals by the
highest standard—in absolute terms that refused to tolerate actions such
as a North Korean threat to the NPT.19 Also, there had been a decision at
the end of the Bush administration to include the Joint Chiefs of Staff in
the interagency process to define U.S. policy—including the approval of
talking points for negotiations. Reportedly uncomfortable with some
members of the Clinton foreign policy team, the Joint Chiefs adamantly
opposed any offer of incentives to North Korea in the initial stages of the
negotiations.20

According to one State Department official involved in the first round
of U.S.-DPRK talks, negotiating with the DPRK in this context was ‘‘like
learning how to fly while rolling down the runway.’’21 To make matters
worse, it became apparent at the very beginning that North Korea also
had strict instructions that eliminated almost any chance for compromise.
During the first two days, both sides were talking past each other. Another
State Department official involved in the talks characterized the U.S. strat-
egy as one of ‘‘showing the sticks first, and holding the carrots in reserve,’’
only to be used as a reward for good North Korean behavior. Gallucci had
been authorized to take to New York ‘‘a fistful of carrots. The carrots were
in a basket, and the basket was kept squarely on the floor behind him.’’
When any ‘‘carrot’’ was presented, it came with a precondition for North
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Korean action, and as a result was unacceptable to the North Koreans,
who showed themselves to be extremely sensitive to signals of superiority
or absence of reciprocity or equality in American words or actions.

Moreover, some of the ‘‘carrots’’ Gallucci had on offer were ‘‘recycled
carrots,’’ such as negative security assurances, pledges the United States
had made in the Kanter-Kim negotiations the previous year. Despite the
fact that Gallucci had publicly floated the offer of negative security assur-
ances to North Korea in exchange for a return to the NPT weeks before
the negotiations, that carrot was held in reserve as a fallback position and
was not even included in the talking points for Gallucci’s initial presenta-
tion.22 Given the fact that North Korea had stumbled on a highly effective
means by which to ‘‘manufacture’’ leverage by challenging the top U.S.
strategic priority of containing proliferation, it should not be surprising
that, ironically, North Korea achieved both of the objectives it had failed
to achieve in the January 1992 meetings: a joint statement and the explicit
promise of a further meeting in return for a ‘‘suspension’’ of North Korea’s
withdrawal from the NPT. The United States had failed to convince North
Korea to return fully to the NPT, but had given up nothing more than
a recycled assurance that it would not attack North Korea with nuclear
weapons.23

At the second round of U.S.-DPRK negotiations in Geneva in July of
1993, the idea of a package deal came up for the first time, although the
elements of such a deal remained undefined. During the second round of
negotiations in Geneva, the United States supported in principle a North
Korean proposition that North Korea be supplied with proliferation-
resistant light-water reactor (LWR) technology to replace its graphite-
moderated reactors, which are capable of producing weapons-grade pluto-
nium. Prior to the resumption of talks—scheduled for September 1993—
the United States insisted on two preconditions that served to effectively
stall further negotiations for over a year. The United States demanded that
North Korea cooperate with the IAEA to allow inspections that would
preserve the continuity of safeguards of North Korea’s nuclear program
and—at the insistence of the ROK—that direct working-level dialogue
with South Korea be resumed.24

The Emerging Debate over Incentives for North Korea

Throughout the spring and summer of 1993, the basic parameters of a
relatively active debate on strategy and tactics toward North Korea had
begun to emerge both inside and outside the government. It became ap-
parent that a UN-supported economic sanctions regime would not gain
sufficient support from China unless the United States was perceived as
having made its best efforts through direct negotiations to induce North
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Korea to return to the NPT. On the other hand, there was staunch opposi-
tion within the Joint Chiefs of Staff and the counterproliferation commu-
nity to offering any deal that might be seen as a reward for North Korea’s
having ‘‘been caught red-handed taking the last cookie from the cookie
jar.’’25 During the fall of 1993, as the basis for continuing high-level U.S.-
DPRK talks began to break down, the continuity of safeguards under
IAEA inspections eroded, and no progress was made in North-South dia-
logue, the debate intensified as the stakes appeared to increase.

The Rockefeller Foundation commissioned a survey of specialists on
Korea and on nuclear issues in October 1993 to define more concretely
the range of incentives that might be considered as part of a package to
encourage North Korea to give up its nuclear program.26 The schools of
thought among respondents roughly reflected the ambivalence of the on-
going public policy debate on North Korea, among both U.S. and South
Korean experts. There was widespread agreement among those surveyed
that fundamental U.S. policy objectives were to maintain close coopera-
tion with South Korea and Japan and to preserve the integrity of the NPT.
A sizable minority of respondents felt that no incentive—only negative
pressure such as sanctions or possibly military action—would be sufficient
to induce North Korea to give up its nuclear program.27 The majority of
respondents supported exploration of incentives, but felt that ‘‘disincen-
tives must be used in a flexible, continuous process in order to ensure
progress in the right direction.’’28 A third group felt that the DPRK nu-
clear threat was exaggerated and that time was on the side of the United
States—artificial negotiating deadlines served to give North Korea lever-
age that would otherwise have been unavailable.29 Finally, a small group
felt that no negotiation with North Korea was likely to succeed unless
the top level of the North Korean leadership was engaged directly in the
process—perhaps through a high-level envoy of President Clinton who
would travel to Pyongyang to present U.S. concerns directly to Kim Il
Sung.30

Another element of the debate over incentives was put forth by Paul
Bracken in an article in the autumn 1993 issue of Survival. This article
suggested that the institutional weakness of the North Korean state struc-
ture doomed it to collapse, and that most of the possible incentives on
offer to North Korea were likely to have the practical effect of accelerating
North Korea’s demise. These ‘‘poisoned carrots,’’ or policy openings to
North Korea that might ultimately have the effect of destabilizing the
North Korean regime, included initiatives that involve foreign economic
aid or direct engagement with North Korea. These types of incentives
might in fact not be carrots at all, but instead might ‘‘constitute a greater
threat to its [North Korea’s] security than would the threats.’’31

A further addition to the debate over North Korea was a February 1994
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report by a working group on North Korea convened by Richard Solo-
mon, president of the United States Institute of Peace. The report, titled
‘‘North Korea’s Nuclear Program: Challenge and Opportunity for Ameri-
can Policy,’’ suggested that North Korea’s nuclear program need not pre-

cipitate an immediate military crisis, and urged the Clinton administration

to pursue a negotiating strategy on the basis of a package proposal that

‘‘clearly spelled out for Pyongyang a strategic choice of two paths to its

future.’’32 In addition, noting that interagency dissonance was affecting the

ability of U.S. negotiators to put forward a unified position, the working

group recommended that the Clinton administration appoint a senior co-

ordinator within the administration to deal with North Korean nuclear

issues.33

Although U.S.-DPRK negotiations in New York opened the way for

partial IAEA inspections of North Korean nuclear sites in February 1994,

it became clear that North-South dialogue was a particularly serious stum-

bling block that might be used by either side to impede progress. The

phenomenon whereby South Korean policy would ‘‘flip’’ based on percep-

tions of whether the United States was taking too hard or too soft a posi-

tion toward North Korea proved to be particularly frustrating to many

observers in both the United States and South Korea. Finally, the ROK

government’s decision to drop the condition of North-South dialogue in

late April 1994 appeared to open the way for renewed high-level dialogue

in combination with the satisfactory completion of IAEA inspections to

ensure the continuity of safeguards.

However, North Korea simultaneously removed fuel rods from the five-

megawatt experimental reactor at Yongbyon in the absence of IAEA in-

spectors. These fuel rods could be reprocessed to produce more plutonium

for North Korea, enough to make several nuclear bombs. This North Ko-

rean challenge appeared to cross one of three ‘‘red lines’’ established by the

United States in the first round of U.S.–DPRK negotiations in June

1993.34 In the context of this provocation, the anticipated resumption of

high-level U.S.–DPRK negotiations was impossible, and the United States

initiated a drive for a two-phased sanctions regime to be imposed against

North Korea through the United Nations. In response to the IAEA’s cut-

off on 10 June of economic assistance to North Korea—provided as part

of the IAEA’s ongoing technical cooperation with North Korea’s nuclear

program—Pyongyang announced that it would withdraw from the IAEA.

The deterioration of the situation was the height of the crisis, and gener-

ated a number of editorial comments, including opinions from former of-

ficials including Brent Scowcroft, Arnold Kanter, and Henry Kissinger.35

These columns stressed the seriousness of North Korean provocations, ad-

vocated economic sanctions, and hinted at the possibility that military
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action might become necessary to remove North Korea’s reprocessing ca-
pability.

Lessons Learned from the First Phase of Clinton Policy

1. The dangers of a purely reactive policy. The first phase of the Clinton
administration’s policy was driven almost entirely by North Korean
actions. By June 1994, there was a major need to reestablish control
of both the parameters of the interaction and the negotiating agenda,
which had been driven by North Korean challenges and failed re-
sponses by the Clinton administration. It appeared that the govern-
ments in Washington, Seoul, and Pyongyang had put themselves
into a policy ‘‘box canyon,’’ in which the only acceptable way out
was either military confrontation or mutual retreat.

2. Unrealistic statements of policy objectives undermine prospects for negotia-
tions. The Clinton administration’s absolutist statements of its policy
goals regarding North Korea’s nuclear efforts were untenable and
helped to undermine the possibility of a negotiated solution.36 This
was particularly so given the constraints imposed by the need to
maintain solidarity with Asian allies, who rejected military confronta-
tion as an acceptable outcome while at the same time relying on the
United States to lead. A corollary of this lesson was that for the
United States to be perceived as having preserved the NPT, it would
be necessary to have gained North Korean concessions beyond the
minimum of what the NPT required before the negotiation effort
could be seen as politically justifiable.

3. Preconditions heighten the likelihood of confrontation and remove possibili-
ties for dialogue. Finally, it had become apparent through experience
gained in contacts since the first round of U.S.-DPRK negotiations
in New York in June 1993 that preconditions in dealing with North
Korea breed intransigence rather than force cooperation. To claim
that North Korean principles of sovereignty and self-reliance had
been preserved, it had become inevitable that Pyongyang, when
faced with a demand from the United States, would choose to take
exactly the opposite action—even if that action appeared to damage
North Korean national interests—rather than be seen as capitulating
on its core principles.37 One key to turning the situation around was
to find a way out of the escalating war of threats before military
conflict became inevitable.

The Clinton Administration’s Second Chance:
A Package Solution for North Korea

Former president Jimmy Carter’s June 1994 decision to travel to Pyong-
yang for a face-to-face meeting with Kim Il Sung was a dramatic turning
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point in the direction of U.S. policy toward the DPRK, creating an open-
ing for a renewal of high-level discussions to negotiate a package deal with
the North. Clinton administration officials had been preparing for the op-
portunity to finally lay on the table a ‘‘comprehensive’’ solution for dealing
with North Korea’s nuclear program since the late fall of 1993, when a
number of signs indicated that North Korea was also ready to negotiate a
solution to the nuclear issue. First, Congressman Gary Ackerman brought
back the general outlines of what North Korea sought as part of a ‘‘package
solution’’ to the nuclear issue.38 Second, Vice Foreign Minister Kang Sok
Ju publicly reaffirmed many of the elements of such a ‘‘package solution’’
in public comments on 11 November 1993.39

By this time a debate had developed at the State Department regarding
the elements of a possible package deal with North Korea—both in terms
of what specific incentives the United States might be willing to offer and
what would constitute a satisfactory North Korean response. During the
Asia-Pacific Economic Cooperation (APEC) meeting in Seattle a few days
prior to the Clinton-Kim summit in Washington, D.C., members of the
South Korean delegation learned of preliminary internal State Department
discussions regarding the deal, which had not yet been briefed to counter-
parts at the Korean Embassy. Kim Young Sam, suspicious of a comprehen-
sive approach developed within the U.S. government in the absence of full
South Korean consultation, was not ready to fully back such an initiative
in his meeting with President Clinton. The result was an awkward, drawn-
out White House meeting from which Presidents Clinton and Kim
emerged to announce the concept of a ‘‘broad and thorough’’ approach,
the details of which had not yet been fully resolved. This approach in-
cluded a renewed emphasis on North-South dialogue, a politically neces-
sary addition President Kim needed to take back to Seoul to demonstrate
that South Korean interests were being protected as part of U.S.-DPRK
negotiations.40

Under the newly announced ‘‘broad and thorough’’ approach, Tom
Hubbard, deputy assistant secretary of state for East Asia, and Gary Sa-
more, deputy assistant secretary of state for political-military affairs, shut-
tled to New York for discussions with members of the DPRK Mission to
the UN. These discussions continued for over three months under arduous
circumstances; ever more dire Central Intelligence Agency (CIA) and De-
fense Intelligence Agency (DIA) assessments appeared in the press, as did
misleading Korean press stories suggesting secret U.S.-North Korean
deals were in the works that might disadvantage South Korea. Meanwhile,
the Damoclean sword of continuously eroding IAEA safeguards hung
over the talks, as Director General Hans Blix of the IAEA came closer to
admitting that the IAEA inspections regime had for all practical purposes
broken down. Finally, on 25 February 1994, the United States and North
Korea announced the Agreed Conclusion,41 in which Team Spirit would
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be suspended, IAEA inspections would be reinitiated, North-South work-
ing-level contacts would be resumed, and a third round of U.S.-DPRK
high-level talks would be resumed in Geneva on 21 March 1994.

The key factors allowing the successful negotiation of the modest
Agreed Conclusions were that they avoided preconditions and emphasized
simultaneity of action among the IAEA, North Korea, South Korea, and
the United States and that they required concessions from both sides.
However, the timing of implementation was thrown off by a seventy-two-
hour delay in the resumption of working-level dialogue at Panmunjom
brought about by a policy debate in Seoul over whether the DPRK should
be required to send a special envoy to Seoul as a precondition for resuming
inter-Korean dialogue. As a result, Pyongyang blocked the last of seven
required IAEA inspections necessary to maintain continuity of safeguards,
postponing the resumption of the U.S.-DPRK talks that had been set to
resume in Geneva. Meanwhile, the working-level talks between North and
South Korea were attempting to set the stage for higher-level dialogue and
possibly a North-South presidential summit, but when Seoul threatened
to push for international economic sanctions if the North failed to meet
its preconditions for the holding of such a summit—even though the
North had earlier dropped its conditions—the North Korean delegate is-
sued his infamous statement that Seoul would be turned into a ‘‘sea of
fire.’’42

It was in this steadily deteriorating environment that a number of at-
tempts were made to establish communication directly with Kim Il Sung.
First, Billy Graham delivered a message from President Clinton to Kim Il
Sung during a January 1994 visit to Pyongyang.43 Second, Secretary of
Defense William Perry called on Senators Sam Nunn and Richard Lugar
to be prepared to travel to Pyongyang and meet with Kim Il Sung in late
May as part of a last-ditch effort to turn around the rapidly deteriorating
environment between the United States and North Korea. North Korea
mysteriously failed to respond to this offer for urgent talks between Kim
Il Sung and a bipartisan team of respected senators.44 Third, Selig Har-
rison, a researcher at the Carnegie Endowment for International Peace,
returned from meetings with Kim Il Sung in Pyongyang, again reporting
the outlines of a package deal that North Korea would reportedly find
acceptable.45

But it was the Carter visit in June 1994 that provided the basis for head-
ing off an impending escalation of tensions as a result of North Korea’s
decision to remove spent fuel rods from its five-megawatt experimental
reactor. As Secretary Perry was about to recommend to President Clinton
a ten-thousand-man ‘‘augmentation’’ of U.S. forces in South Korea, Carter
called the White House from Pyongyang to report that Kim Il Sung had
agreed to allow IAEA inspectors to remain at Yongbyon to ensure continu-
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ity of safeguards. In addition, the North Koreans would maintain a freeze
on all their nuclear activities and defer reprocessing of spent fuel rods as
the basis for resuming high-level negotiations. Following independent
confirmation by the Clinton administration of the pledges brought back
by former president Carter, the third round of U.S.-DPRK talks was
scheduled to resume in Geneva on 8 July 1994, but was interrupted fol-
lowing the morning session by the announcement that Kim Il Sung had
died. In the context of Kim’s death and the uncertainty of whether the
U.S.-DPRK negotiations would be continued, President Clinton renewed
an outstretched hand to the North by offering his condolences.46

Upon the resumption of U.S.-DPRK negotiations, the outlines of a
possible package deal quickly began to take shape, although major details
emerged as potential stumbling blocks between the United States and
North Korea, which threatened to upend the negotiations. The three most
significant issues were the need for North Korea to agree to special inspec-
tions of its nuclear facilities as part of its return to the NPT, the question
of whether North Korea could accept a South Korean-style light-water
reactor, and the issue of South Korea’s central role as a participant in any
multinational effort to replace North Korea’s graphite-moderated reactors
with light-water reactors. Compromise on the issue of special inspections
made possible the announcement of the Geneva Agreed Framework,
signed on 21 October 1994.

The major elements of the package deal presented in the Agreed Frame-
work were that Pyongyang would continue to freeze all elements of its
nuclear program, that North Korea would return to the NPT and accept
full-scope safeguards on its nuclear program, and that its current graphite-
moderated reactors would eventually be dismantled. In return, the United
States agreed to organize an international consortium to finance and sup-
ply two one-thousand-megawatt LWRs to North Korea and to supply
North Korea with approximately five hundred thousand tons of heavy oil
per year as compensation for energy that might otherwise have been
gained through the construction and completion of the fifty and two-hun-
dred-megawatt reactors.

Before any essential nuclear components for the construction of the
LWRs are provided (essential nuclear components are usually supplied
about five years into the construction of an LWR), North Korea is re-
quired to implement its safeguards agreement under the NPT, allowing
any inspections necessary—including special inspections—to ensure that
North Korea is in compliance with the treaty. In addition, the Agreed
Framework stipulates that North Korea must allow spent fuel rods from
the five-megawatt experimental reactor at Yongbyon to be shipped out of
the country before the completion of the first light-water reactor, and that
graphite-moderated reactors and related facilities would be dismantled
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upon the completion of the second light-water reactor. As the light-water
project proceeds, the United States and North Korea will gradually im-
prove their bilateral relationship, initially through the exchange of liaison
offices and later through negotiations over other outstanding issues in
U.S.-DPRK relations including missile exports, levels of conventional mil-
itary deployments on the Korean Peninsula, and human rights. Also in-
cluded is a stipulation that North and South Korea resume a direct
dialogue to discuss outstanding issues on the Korean peninsula.

Difficulties regarding South Korea’s role were skirted in the Agreed
Framework, although U.S. negotiators claimed to have made the U.S. po-
sition clear on these issues during discussions in Geneva. Nonetheless, it
took eight months of subsequent negotiations at various levels in Berlin
and Kuala Lumpur before North Korea accepted a complex, face-saving
compromise. The Korean Peninsula Energy Development Organization
(KEDO)—an international organization with an American executive di-
rector created to implement the provisions of the Geneva Agreed Frame-
work—was designated to negotiate with North Korea and oversee the
implementation of the light-water reactor project. At the same time,
KEDO made clear at a board of directors meeting in Seoul that the pri-
mary contractor for the project would be a South Korean company, the
Korean Electric Power Company (KEPCO), and that the light-water reac-
tor to be built would be based on the Ulchin-3 and Ulchin-4 plants, the
most advanced LWRs to have been built in South Korea. KEDO subse-
quently negotiated with the DPRK a contract to provide a light-water
reactor. KEDO and U.S. government representatives noted North Korea’s
compliance with the Agreed Framework in its two-plus years of imple-
mentation.

Debating the Merits of the Geneva Agreed Framework

In the months following the signing of the Agreed Framework in Ge-
neva, extensive debate occurred over the merits and deficiencies of the
agreement and its implications both for U.S. counterproliferation efforts
worldwide and for the situation on the Korean peninsula. The most sig-
nificant concerns raised in congressional hearings focused on whether the
‘‘package solution’’ approach of the administration had fallen into the
moral hazard trap by rewarding North Korea for noncompliance with the
NPT. By rewarding instead of punishing the DPRK, the Clinton adminis-
tration was vulnerable to charges from critics who argued that the United
States had helped to undermine the ability of the NPT to deter nations
from pursuing nuclear proliferation. The precedent set by a special deal
with North Korea might encourage states such as Iran or Libya to develop
nuclear weapons and challenge the nonproliferation regime as a means by
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which to blackmail the international community into providing a ‘‘ran-
som’’ and, as a result, to reap the potential benefits of their own package
deal.

To a certain extent, these concerns were buttressed by Russian criticisms
of the agreement with North Korea that U.S. and South Korean commer-
cial interests were supported at the expense of Russia, since the former
Soviet Union had discussed the possibility of building a light-water reactor
in the DPRK in the 1980s. At the same time, the Russians were actively
pursuing an LWR contract with Iran, a step that the United States vigor-
ously opposed on the grounds that providing LWR technology to Iran
might bolster a nuclear weapons production effort.

Administration officials justified dealing with the DPRK as unavoidable
since the North Koreans were already so far down the road to building a
bomb. Therefore, it was necessary to provide inducements sufficient to
forestall the further development of the program. In addition, government
officials added, the North Korean deal arose from a unique situation in
which South Korea was willing to take on the lion’s share of the burdens
associated with the construction and financing of a light-water reactor in
North Korea, whereas South Korea—the only viable source for financing
an LWR project in North Korea—would not be interested in financing the
construction of another country’s reactor in the North.

Another major criticism of the North Korean nuclear deal was that the
provision of heavy oil and other financial benefits to North Korea served
to prop up a regime that otherwise would have been headed the way of
other communist dictatorships. Despite the fact that heavy oil—or
sludge—is relatively useless for military activities, the issue of diversion for
uses other than humanitarian ones—including economic uses—proved to
be a particularly sensitive political issue.47 Although analysts disagree re-
garding the staying power and adaptability of the North Korean regime
and its leadership, a consensus developed among all of North Korea’s
neighbors that a ‘‘soft landing’’ for North Korea is preferable to a violent
collapse or prolonged instability. The uncertainties surrounding the future
of North Korea following the death of Kim Il Sung made less abstract the
debate over North Korea’s future and its implications for South Korea.

A third major concern regarding the Geneva Agreed Framework was
whether it sufficiently supported North-South dialogue as a direct vehicle
for easing the core tensions on the Korean Peninsula. This concern is re-
flective of sensitivities alluded to above regarding whether South Korean
interests in the nuclear issue—an issue that directly threatened South Ko-
rean security interests—had been sufficiently represented by the solution
posed in the Agreed Framework. Although the U.S.-ROK governmental
consultation was intensive, sensitivities remained on key issues, particularly
with regard to the South Korean role. These concerns, while not fatal to
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the Agreed Framework, were expressed through the passage of a nonbind-
ing congressional resolution urging the United States to pressure North
Korea to implement the provisions of the Basic Agreement, if necessary
by withholding key political and economic incentives that are part of the
Agreed Framework.

The sharpest criticisms of the Geneva Agreed Framework came from
Senator John McCain in his remarks at a Heritage Foundation forum to
assess the results of the Kuala Lumpur negotiations between the United
States and North Korea in May and June of 1995. While indicating that he
did not object to the results of the Kuala Lumpur negotiations (clarifying
KEDO’s role with regard to the provision of South Korean reactors to
North Korea), McCain took issue with the fundamental approach of the
administration with regard to the North Korean nuclear issue. McCain
asserted that ‘‘the administration could have given less and received more.
However, the less which I had in mind is nothing, and the more would be
nothing short of North Korea’s full compliance with the nuclear nonprolif-
eration treaty.’’ Arguing that the North Korean ‘‘regime is constitutionally
disposed to treachery,’’ McCain predicted that North Korea would not live
up to its obligations under the framework agreement, and expressed con-
cern that North Korea had been given five years to continue to develop
any covert nuclear weapons program that might exist in North Korea be-
fore special inspections consistent with IAEA or NPT obligations would
be required. He also elaborated on the theme sounded in earlier congres-
sional testimony by former secretary of state James Baker and others that
the Clinton administration had pursued a ‘‘carrots-and-carrots’’ policy.
McCain argued that:

To get a mule to move, you have to show it the carrot and hit it with a stick
at the same time. Despite the many reverses that have plagued the Clinton
Administration’s North Korea policy, one quality of their diplomacy has re-
mained constant. Their approach to the crisis has always reflected the mirror
opposite of North Korea’s. Our diplomacy employs only carrots; theirs only
sticks. Whenever our carrots have failed to prevent North Korean transgres-
sions, the administration has limited its choice of sticks to the withdrawal of
the carrot. The North Koreans repeatedly raise, then withdraw, a threat,
masking their forbearance as a carrot. Using sticks such as their latest threat
to reprocess their fuel rods, the North Koreans have consistently sought and
received a better deal.48

Ambassador Gallucci’s response to Senator McCain’s criticisms argued
that a negotiated approach had succeeded in achieving the administration’s
objective of freezing North Korea’s nuclear program, halting a prolifera-
tion threat without capitulating wholesale to North Korean demands. Gal-
lucci recognized the difficulties inherent in the moral hazard of dealing
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with North Korea (‘‘We did not trust these guys. We knew they were not
Canadians’’), but he underscored and dramatized the risk inherent in the
‘‘stick’’ that had remained available to the administration throughout the
negotiations:

When I come home and I actually find my kids asking me why such bad
people as the North Koreans are getting such good things, like a $4 billion
power reactor, I have to sit down and explain that. That is not immediately
obvious. It’s not obvious to a 14-year-old, and it’s not obvious to people who
are a lot older and wiser. . . . I think sanctions are very important. But they
don’t stop reprocessing. Something else stops reprocessing that the senator is
much more familiar with than I am, but I’m not unfamiliar with it. I know
what’s involved. So does the administration. That’s an option that’s always
been there, it always will be there. It sits like a specter over our negotiations.
It’s good that it does. But it’s not a happy option.49

Regardless of the potential rewards that might accompany conflict
avoidance, a major political risk of incentives in the Korean case was the
need by the Clinton administration to show its resolve sufficiently that
critics’ charges of appeasement might be neutralized—without losing the
opportunity for a negotiated settlement.

Lessons from the Second Phase of Clinton Administration Policy

The Clinton administration showed a quick learning curve once an op-
portunity was created to get back to the negotiating table with North
Korea following the Carter visit to Pyongyang. The need for multilateral
cooperation forced the Clinton administration to accept the ‘‘lowest com-
mon denominator’’ option of fully testing the opportunities for dialogue
before it was possible to execute a more pressure-oriented, confrontational
approach. However, the experience gained from initial encounters with
North Korea proved to be extremely useful as preparation for the resump-
tion of high-level dialogue in Geneva in August 1994. Four preliminary
lessons learned are explored below:

1. Negotiation and the demythologizing of North Korea. A major benefit of
pursuing a negotiated settlement with North Korea was the experi-
ence gained in observing the capacity of the DPRK to react to funda-
mental foreign policy challenges. The use of incentives as a means by
which to signal prospects for cooperation provided an opportunity
to observe the reactions of North Korean negotiators at various lev-
els and to understand in a more detailed way the workings and posi-
tions of concerned North Korean bureaucratic interests.

In addition, it provided U.S. negotiators with a more compre-
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hensive view of the kinds of inducements—political, economic, or
otherwise—that might be most effective in encouraging North Ko-
rean cooperation. As has been noted earlier in this paper, the experi-
ence of direct contact through negotiations with North Korea
proved vital to achieving a solution without resort to deadly force.
In this respect, the perception that direct talks were a carrot (or a
reward) to North Korea for good behavior was misguided, and may
have served to heighten tensions and increase the potential for mis-
understanding and confrontation. In addition, given the importance
of perceptions of ‘‘equality’’ and reciprocity to North Korean politi-
cal needs, the perception of parallel action and simultaneity rather
than the imposition of preconditions—was particularly important in
achieving progress.

2. Be prepared to use real, not recycled carrots. Although it may seem intu-
itive, incentives can only work if they indeed provide an inducement
for the receiving party to act in the desired fashion. Negative incen-
tives (disincentives) are an essential part of a carrots and sticks strat-
egy, but it is unlikely that satisfactory cooperation with North Korea
could have been achieved without constructing a plan of action that
was perceived to be in the mutual interests of both parties.

One of the strengths of the Geneva Agreed Framework was pre-
cisely that, as Ambassador Gallucci said repeatedly in defending the
agreement, ‘‘it is not based on trust.’’ The structure of the agreement,
in which a series of parallel movements are made on the basis of
clearly delineated, concrete steps, provides verifiability and helps to
ensure that neither side may pocket a concession by taking unfair
advantage. For this reason, disincentives for breaking an agreement
are essential, but a successful agreement will not be achieved unless
both parties construe it to be in their respective national interests.

Another benefit of the package solution in the case of North
Korea is that the proposal—in combination with other measures in-
cluding the North Korean commitment to freeze its nuclear pro-
gram—provided a basis for the United States to take the initiative in
a way that was not seen as immediately threatening to North Korean
national interests. Even if the carrots inherent in the LWR agreement
prove to be poisoned carrots (or a Trojan Horse) in the end, as long
as both sides perceive the agreement to be in their national interests,
implementation can be expected to proceed in a positive direction.
In addition, it is gradually becoming apparent that the process of
cooperation with North Korea on this project, however arduous, is
creating new leverage through which the U.S. influence in Pyong-
yang has grown in significant ways.

3. Incentives will always be vulnerable to attack as political capitulation.



North Korea’s Nuclear Program 75

Arguments such as those made by Senator McCain or former secre-
tary Baker that agreements involving incentives are ‘‘carrots and car-
rots’’ deals and are to a certain extent inevitable in a political
environment. Whether those political arguments have substantive
merit, however, will ultimately be determined by whether an agree-
ment is perceived as potentially damaging to the national interest or
whether a less costly, more effective alternative can be put forward.

For this reason, one must be sure that there is a rationale for
concessions made and that the technicalities of agreements can be
clearly and simply explained. The technical nature of the solutions
embodied in the Geneva Agreed Framework were a potential stum-
bling block to broader support for the agreement, but the adminis-
tration managed to make its case sufficiently that the agreement was
able to survive. In addition, the concrete benefits were sufficiently
tangible and the stakes associated with dismantling the agreement
sufficiently large that it survived intact. The fact that no concrete,
cost-free alternative path could be identified was a major factor in the
survival of the framework as it was examined by unfriendly critics.

4. Incentives and the psychology of national insecurity and regime survival.
It has already been stated clearly on many occasions that North Ko-
rea’s primary objective in the post–cold war environment has been
to assure the survival of its regime in the face of the collapse of com-
munism elsewhere. Given the insecurities of North Korea’s appar-
ently precarious position, a reexamination of the analogy of the hand
in the cookie jar—which suggests the need to punish North Korea’s
dysfunctional behavior and inability to accept international norms—
may be necessary.50 In cases of such deep insecurity, the ‘‘stick’’ of
punishment may only reinforce the likelihood of more flagrant viola-
tions, while positive measures are more likely to resolve core insecu-
rities and encourage cooperative behavior. In the case of North
Korea, it appears that incentives played an important role as a means
by which to induce positive national behavior precisely because of
the underlying North Korean policy objective of obtaining greater
recognition from the United States.

Conclusion

Thus far, the provisions of the Agreed Framework have been observed and
implemented, albeit at a slightly slower pace than was originally envi-
sioned. KEDO has successfully negotiated the terms of a light-water reac-
tor supply contract with the DPRK and has begun preparations for
construction, although potential difficulties remain at every turn in this
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extraordinarily challenging technical process of constructing a light-water
reactor in an isolated nation such as the DPRK.

Interestingly enough, it is not the DPRK that is in danger of breaching
the Geneva Agreed Framework, but the United States. While the ‘‘lawless
North Koreans’’ have lived up to their agreements thus far, some have
suggested that the DPRK could be within its rights to abandon the Agreed
Framework if KEDO were to fail to deliver on promised heavy oil supplies
financed by an inadequate shoestring budget. Other critics charge that the
United States has also moved too slowly in removing economic barriers as
promised under the agreement.

Although KEDO has provided a new means by which indirect North-
South dialogue might occur, the DPRK has failed thus far to live up to
the spirit of one provision of the Geneva Agreed Framework calling for a
renewal of North-South dialogue on a governmental level. Despite prom-
ising signs of greater interaction during the summer of 1995 through ‘‘rice
talks’’ between representatives of Pyongyang and Seoul that were held in
Beijing, there has been no significant substantive development on a gov-
ernment-to-government level, although proposed Four-Party meetings be-
tween the United States, China, and the two Koreas hold open the
possibility that North–South dialogue may be reinitiated.

Perhaps the most startling development since 1994 is that the DPRK is
now perceived as a threat due to its own weakness rather than due to
the strength that accompanied its threat to gain nuclear supremacy on the
peninsula. The structural economic problems that have resulted from dec-
ades of economic mismanagement have pressed down in earnest, leading
some analysts to predict that it is only a matter of time before the DPRK
collapses under the weight of its own economic mistakes.

These developments have given the United States and the ROK consid-
erable potential leverage in dealing with the DPRK, but at a cost. The
nature of the threat that accompanies North Korea’s economic weakness
is such that it has proved to be at least as divisive as the challenging task
of coordinating policy during the height of the nuclear crisis, underscoring
the fact that the underlying dangers of tension on the Korean peninsula
remain, and that both the existence of an aggressive, hostile DPRK and
the possibility of its sudden demise are equally worrisome and potentially
unpredictable challenges for U.S. policymakers.

Incentives continue to be a part of the policy debate over how to induce
political and economic changes that will integrate the DPRK with the out-
side world. Among the bolder prescriptions designed to induce change in
the DPRK have been recommendations to proceed with economic incen-
tives such as the lifting of all governmental restrictions on South Korean
trade and investment in the North, the elimination of the U.S. economic
embargo on trade with North Korea, and encouraging North Korea’s
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membership in international financial institutions such as the Asian Devel-
opment Bank, World Bank, and International Monetary Fund. All of these
potential inputs will require structural changes in North Korea’s system as
it responds to Western demands for North Korea to live up to interna-
tional standards of verification and accountability. Washington is already
employing some of the most powerful of economic sticks in the form of
the continued isolation of the DPRK from the economic inputs that are
necessary for its long-term survival. Might incentives again provide a
means by which to pacify North Korean leaders and tempt them on the
way to reforms, or will this kind of poisoned carrot ultimately prove to be
unavailable, paving the way to future conflict?
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Trade and Technology Incentives

and Bilateral Cooperation

William J. Long

CAN TRADE AND TECHNOLOGY incentives shape national preferences
and create a measure of bilateral cooperation? The case studies synop-

sized below suggest the answer may be a qualified yes. Although this find-
ing may be surprising or suspect to those who doubt the effectiveness of
economic measures in fostering interstate cooperation, the point of this
chapter is not to debate whether incentives work as policy instruments.
Rather, it provides a brief theoretical explanation of how incentives might
work to affect the prospects for bilateral cooperation. It explains the way
incentives can foster bilateral cooperation by both changing the external
environment facing states and by altering the domestic political and eco-
nomic determinants of a state’s policy preferences. The chapter then con-
siders three historical cases: (1) the transfer of American civilian nuclear
technology and materials to Sweden during the 1950s and 1960s to dis-
courage Sweden’s development of nuclear weapons manufacturing capa-
bilities; (2) the exchange of U.S. trade, technology, and other economic
benefits to the People’s Republic of China (PRC) during the 1970s and
1980s in return for improved Sino-American political-strategic coopera-
tion; and (3) the extension of most-favored-nation (MFN) trading status,
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preferential financing, and access to advanced technology to Czechoslova-
kia during the early 1990s in exchange for cooperation in controlling the
proliferation of weapons of mass destruction. The purpose of the cases is
to inform and illustrate the theory of incentives through systematic empiri-
cal research. This chapter also claims a degree of practical relevance to
policymakers. Having explained the general logic behind the operation of
economic incentives and considered their operation in several situations, it
offers some policy advice as to when incentives might work in contrast to
economic sanctions. The chapter concludes with suggestions for further
research.

The Independent and Dependent Variables

The independent variable is trade and technology incentives—an impor-
tant form of economic incentives. Trade and technology incentives are a
mode of power exercised through the promise or giving of an economic
benefit to induce a state to change its political behavior. They contrast with
economic sanctions and coercion that aim to force an alteration in the
target’s behavior by impeding its welfare. The policies at issue are medium
to long term and, although not overtly ‘‘coercive,’’ clearly aim to influence
the recipient state’s behavior in a preferred direction in specific areas.1

As a matter of practical policy, states often employ trade or technology
transfer measures to strengthen an ally or decrease the dependency or vul-
nerability of a potential ally or friend to a common adversary. States offer
trade and technology incentives in varying forms to foster a preferred form
of economic development, to instigate or promote particular values or in-
terests in the recipient, or to create conditions for the provision of a collec-
tive good. Indeed, the use of trade denial strategies—a popular cold war
instrument—created opportunities to relax or remove such restrictions as
a means of influence. In David Baldwin’s words, ‘‘Today’s reward may lay
the groundwork for tomorrow’s threat, and tomorrow’s threat may lay the
groundwork for a promise the day after tomorrow.’’2

Programmatic incentives are important policy instruments, but, with
the exception of foreign aid, they have not been extensively examined.
Likewise, although scholars have given considerable attention to the coer-
cive uses of trade and technology in the form of sanctions or boycotts, they
have largely ignored incentives. International relations theorists typically
discount the use and potential of trade and technology incentives as a tool
of foreign policy. Many reject incentives on theoretical grounds as power
relations between states.3 Other analysts, while acknowledging that they
should theoretically include trade and technology inducements as a means
by which states pursue their goals and affect the behavior of other actors
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or their environment, argue on practical grounds that these forms of eco-
nomic incentives are of limited significance. They dismiss the availability
of economic rewards for capitalist states, noting, for example, the difficulty
of directing trade for political purposes in such societies and the general
prohibitions against the use of selective preferences in trade for market
societies.4 As Baldwin notes, this depoliticization of trade fails to recognize
that, while private actors carry out trade, ‘‘Attempts by statesmen to influ-
ence the pattern of international trade through manipulating this legal and
political framework can be regarded as acts of economic statecraft.’’5 Poli-
cies that create the possibility for international exchange, alter the terms of
exchange, or enhance the technological capabilities of others are pervasive
and powerful features of international relations worthy of investigation.

Incentives influence both international behavior and domestic politics.
Therefore, there are both structural and agent-level dependent variables in
the study—bilateral cooperation and domestic policy preferences—and
these dependent variables are themselves interdependent. At the level of
international relations, we are concerned with how incentives affect the
environment for bilateral ‘‘cooperation,’’ that is, policy coordination where
‘‘actors adjust their behavior to the actual or anticipated preferences of
others.’’6 Embedded in this definition of cooperation is the formation of
national policy preferences. Understanding how incentives shape interstate
strategic interaction and how they alter national preference formation is
necessary to explain how they affect behavior.7

Toward a Theory of Incentives

At the level of the international system, incentives can shape state behavior
much like sanctions. Incentives alter a state’s payoff environment by offer-
ing an exchange of economic gains from trade and technology transfer for
political concessions.8 A sender offers to open mutually beneficial trade or
to grant the recipient state better terms of trade (relaxing a tariff, for exam-
ple) in exchange for a desired policy adjustment (political cooperation). In
a sanctions case, the sender is trying to collect a political concession for
bargaining gains it has forgone earlier. With incentives, the sender is offer-
ing new or additional gains from trade and technology transfer for the
concession.

R. Harrison Wagner suggests incentives should be less powerful than
sanctions because the recipient state necessarily values more highly the
marginal unit of a good taken away (via sanctions) than an additional eco-
nomic benefit of the same amount (via incentives).9 He also claims the
reallocation costs associated with the loss of existing trade are likely to



86 William J. Long

exceed those associated with new trade and, thus, sanctions should be a
more influential policy instrument.

Wagner’s analysis allows us to see some important points about incen-
tives operating at the level of international exchange, and it illustrates how
private exchange does not preclude the state from using trade for political
influence. Unfortunately, Wagner’s conclusion that incentives are merely
weak sanctions ignores many important differences between the two in-
struments, particularly the sources of incentives’ strength and their poten-
tial for cooperative influence.

Under certain conditions, incentives may be compelling in altering the
international environment facing states. First, although a recipient neces-
sarily has a declining marginal utility for an incentive, what may be more
important is the recipient’s total utility for the goods or gains from trade
and technology. If total utility remains substantially positive during the
influence attempt, the incentive could represent a powerful inducement.
Enduring positive utility is more likely when advanced technology is part
of the package, as technology is integral to a state’s overall productive capa-
bility.10 The importance of technology as an incentive is best illustrated in
the U.S.-PRC case. A new policy line emerged in China in the 1970s that
increasingly relied on foreign goods and technology to speed China’s de-
velopment and modernization, making Western incentives a particularly
powerful inducement.

Second, with regard to costs, incentives, unlike sanctions, to the extent
they open new opportunities for trade and exchange (relaxing an embargo,
for example), create opportunities for both the sender and the recipient to
garner new benefits—an improvement in economic utility for both. This
important difference between incentives and sanctions means the sender
will have greater interest in maintaining the policy and implies that incen-
tives are less likely to collapse under their own weight. Many forms of
trade and technology incentives are ‘‘off-budget’’ policy instruments and
differ from foreign aid, which is costly to the sender. Simply put, incen-
tives can be a win-win instrument, whereas sanctions are a lose-lose instru-
ment, whose effectiveness depends on which party is better able to
withstand the attendant costs. This difference carries important implica-
tions for the domestic political effects of incentives discussed below.

Finally, in those instances where the sender possesses market power in
the incentive, the impact of an incentive is enhanced because market power
creates a larger potential benefit to exchange for the desired political con-
cession. Unlike economic sanctions, however, market power is not a strict
necessity. In the cases that follow, the sender had substantial market power
in the incentive goods.

The international exchange model, like much economic and interna-
tional relations theory, assumes a set of fixed preferences and is an incom-
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plete conceptualization.11 Much of the explanation for how incentives
work is found in the domestic politics of the sender and recipient and the
formation of their policy preferences.12 An internal choice or exchange as
well as an external exchange occurs for both the sender and the recipient
state. Before an international exchange of economic benefits for political
concessions can occur, a sender state must change its preferences for politi-
cal concession versus relative economic gain to alter the terms of trade,
and a recipient state must adopt an internal exchange function favoring
gains from trade (and political concessions), rather than political auton-
omy. At this level, the argument draws on several approaches suggested
by the case studies—statism, institutionalism, interest group explanations,
and decision-maker cognition—to understand state preference formation
and change. This chapter suggests four ways in which the power of eco-
nomic incentives is enhanced or less likely to be diminished by its domestic
operation, in contrast to sanctions.

First, in the sender state, sanctions invariably cost societal actors and
create conflict between the state and society. For example, the study of
economic sanctions by Gary Hufbauer et al. concludes that with regard to
societal groups in the sender state, ‘‘Business firms at home may experience
severe losses when sanctions interrupt trade and financial contacts. . . .
After the first flush of patriotic enthusiasm, such complaints can under-
mine a sanction initiative.’’13 As for the larger public, they assert, ‘‘Even
though popular opinion in the sender country may welcome the introduc-
tion of sanctions, public support often dissipates over time.’’14

In contrast, incentives are more likely to maintain or increase their base
of support in the sender state over time or, at least, create less state/society
antagonism. Unlike sanctions, support for trade and technology incentives
spreads as exporters and investors take a growing interest in the gains from
trade and technology transfer associated with new or expanded commer-
cial relations. Incentives do not necessarily create a state/society antago-
nism in the sender nation, and, in many cases, the interest of the sender
state and its societal groups strongly affected by the policy are reinforcing.
In the case of civilian nuclear technology incentives offered to Sweden, the
chief societal beneficiary in the sender state was the emerging nuclear reac-
tor industry headed by industrial giants like General Electric and Westing-
house. In the other two cases, a wide group of medium- and high-
technology American exporters stood to gain by an incentive policy that
would open an important new market and investment opportunity.

It is true that import-competing producers in the sender state might
oppose an incentives policy because of the economic adjustment costs it
imposes on them—a case in point would be American textile industries
adversely impacted by expanded trade with the PRC. Although adjustment
costs pose a domestic obstacle to some trade incentive policies it is not
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an insurmountable problem. States regularly incur the costs of domestic
adjustment for overall welfare gains from expanded trade. Indeed, the his-
tory of international trade liberalization of the past fifty years attests to the
willingness of states to make this trade-off. In the case of trade incentive
policies, the sender state anticipates gaining both politically and economi-
cally from expanded trade with the recipient state. The potential political
and economic gains for the sender state should make it more willing to
shoulder any domestic adjustment costs attending its policy.

As to orchestrating broader domestic support, incentives may be an eas-
ier policy instrument to rally a winning domestic coalition behind than
other economic instruments. Because incentives have an overtly political
purpose (unlike, say, a GATT-mandated tariff reduction), policymakers
can more credibly invoke ideals such as global peace or national security
(in addition to economic benefit for the domestic sectors) to garner sup-
port for the incentive strategy. Incentives, unlike more bellicose measures
like sanctions, raise few fears or concerns in the sender state’s populace
and, indeed, are generally good for domestic propaganda purposes. Presi-
dent Eisenhower’s ‘‘atoms for peace’’ initiative directed to Sweden, among
others, was particularly ingenious in this respect. That incentive strategy
allowed the president to transcend his advisors’ recommendation for
greater candor with the American people about the potential (good and
evil) of the atom and give concrete meaning to a positive vision of using
new knowledge and technology to build greater world peace and prosper-
ity. Similarly, the reopening to China was a propaganda plus for American
policymakers, resonating with the public’s desire to see a relaxation in cold
war tensions and widespread (but naive) belief that America had reestab-
lished its special relationship with China dating back to the Open Door
era.15

Incentives also operate differently than sanctions in the domestic politics
of the recipient state. The sanctions literature repeatedly asserts that do-
mestic antidotes generated in the recipient state limit the power of eco-
nomic sanctions. The two antidotes most often cited are the tendency of
economic sanctions to (1) unify the target country to an external threat
and (2) compel the target country to search for commercial alternatives.16

Both reactions move the target country away from a preference for the
sender’s desired political concession.

The first antidote, the ‘‘rally-around-the-flag’’ effect, has two dimen-
sions. Politically, because sanctions are a threat to harm the target state, its
leaders can marshall popular support and suppress societal dissent by an
appeal to national pride and survival. Fidel Castro and Saddam Hussein
provide two recent examples.17 Economically, a sanction, by raising the
domestic price of the sanctioned import, will cause the target government
to intervene extensively in the market to organize trade in that sector as a
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monopsonist and capture some of the economic rents generated by the
sanctions.18 The target government then can use the difference between
domestic and world prices to ration the goods as a political resource to
consolidate its ruling coalition by offering access to the sanctioned good
to preferred domestic groups in return for political resistance to the sanc-
tions. Furthermore, sanctions create groups in the target state with a ves-
ted interest in seeing the sanctions continue. Sanctions create a transfer of
surplus from domestic consumers of the imported good to import-com-
peting producers, who capture a windfall as long as the sanctions persist.
This group, which typically is better organized than consumers, has a
strong economic interest in encouraging the target government to reject
the demands of the sanctioning state.19 For political and economic reasons,
therefore, sanctions encourage the target state to form or maintain prefer-
ences rejecting the sender’s demands.

Incentives are less likely to produce this antidote. Because incentives are
noncoercive instruments providing a tangible material benefit that some
recipient actors can appropriate (as well as nontangible benefits such as
recognition or legitimacy), they do not threaten the target state so as to
instinctively provoke rally-around-the-flag reactions, and they find natural
allies in the recipient state who reinforce the sender’s message and influ-
ence. Arguably, incentives, if overreaching or overbearing, could antago-
nize the recipient rather than encourage cooperation. However, unlike
sanctions, they do not necessarily challenge the sovereignty of the recipient
state or reduce its net welfare.

Within the political economy of the recipient state, incentives encourage
those state or societal actors who have the most to gain economically to
be more sympathetic or less resistant to the political concessions the sender
seeks. Regarding technology transfer to Sweden, for example, the internal
ally was Sweden’s emerging civilian nuclear power industry (ASEA),
which was eager for American nuclear technology and material and uncon-
cerned about the nonproliferation commitments that accepting the tech-
nology entailed. In China, the economic and modernization benefits
derived from expanded commercial relations strengthened the hand of
Deng Xiaoping and the reformers at a critical juncture in China’s foreign
policy. In the Czech case, the economic benefits not only offered new tech-
nology and material rewards to emerging private sector actors, but
strengthened the legitimacy of new leaders, like Vaclav Havel, who had
committed themselves to reintegration with the West. Each of these allies
assisted the sender in moving the recipient toward cooperative adjustment.

One qualification to this point should be noted, however. Analogous to
the possibility of import-competing producer opposition to incentives in
the sender state, incentives also can create opposition among adversely
affected economic actors in the recipient state. The case of U.S. and West-
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ern economic incentives to Czechoslovakia in exchange for arms transfer
restraint illustrates the point. In that instance, recipient cooperation was
complicated because the costs of arms export restraint fell heavily on muni-
tions manufacturers in Slovak regions. Nonetheless, although societal re-
cipient groups actually or potentially hurt by an incentives policy may raise
objections, such incentives also create potential partners in the recipient
state who benefit economically and are motivated to see incentives work.
While the outcome of contending domestic interest is never certain, incen-
tives create a clear possibility that a recipient interest group with a poten-
tial stake in the gains from trade will join the sender in urging cooperative
adjustment.

The second cited antidote to sanctions is the tendency to drive the target
in search of alternative suppliers who are encouraged to supply the target
state because the politically created scarcity of economic sanctions offers
them unique economic opportunities. The power of sanctions can be ‘‘bro-
ken’’ if the target can locate an alternative source of supply for the embar-
goed good(s).20

In contrast, the offer of an economic incentive providing new gains from
trade and technology transfer does not create in the recipient a strong de-
sire to undermine the influence attempt by seeking an alternative supplier.
Furthermore, incentives do not create economic conditions that encourage
new entrants or third-party suppliers to offset the sender’s efforts. When
an incentive is offered, the potential recipient can choose to reject it and
maintain its political autonomy, leaving it no worse off than before. Third-
party suppliers are important in incentives cases only to the extent a poten-
tial recipient could ‘‘shop’’ the offered incentive among potential senders.
The ability of small states to entice the United States and the former Soviet
Union into a bidding war for political influence would be a case in point,
albeit an exceptional one. Moreover, it is unlikely a potential recipient
would even try to ‘‘break’’ an incentive. Many theorists suggest that states
concern themselves with the potential of loss far more than the possibility
of additional gain.21 Thus, unlike sanctions, whose threatened economic
and reputational losses motivate and mobilize the recipient to search for
third-party suppliers, incentives do not compel a potential recipient to pur-
sue a better offer. As to third-party suppliers, politically created scarcity
precipitated by sanctions induces the entry of new suppliers. A sender’s
offer of goods and technology on more favorable terms has the opposite
effect. The first case study illustrates these points as America’s incentives
strategy shaped Sweden’s decision-making environment for over a decade
without inviting third-party interference.

Incentives may operate differently than sanctions at the level of national
decision making as well. Scholars who have examined decision-maker cog-
nition and choice as a source of national preferences tell us that decision
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makers often used established images to filter information and to resist
negative feedback once committed to a course of action.22 Some suggest
that warnings, threats, and the possibility of loss often lead decision mak-
ers to be insensitive to information critical of their policies—a pattern of
defensive avoidance.23

These insights imply that sanctions are more likely to engender or aggra-
vate misperception or produce these cognitive pathologies than incentives
and, therefore, may impede cooperation where incentives encourage it.24

Incentives, a noncoercive influence attempt, do not threaten a decision
maker in the recipient country with loss (both tangible loss of an existing
gain from trade and loss of reputation at home). Unlike sanctions’ punish-
ment or opprobrium, incentives should be less likely to produce defensive,
rigid, or obstinate reactions that impede clear communication and policy
adjustment between countries over the long term. Instead, incentives
show, through a beneficial act, that the sender expects the recipient to
cooperate, thereby changing the intersubjective identities of the parties.25

Incentives can open new channels of communication, encourage further
negotiation, reduce the fear and hostility that may have characterized the
bilateral relationship, and permit the recipient greater freedom to react
cooperatively without fear of economic or reputational loss. Ironically, the
ability of the recipient to characterize its policy adjustment in response to
an incentive as self-motivated (rather than coerced) may be an important
strength of incentives as a policy instrument, and yet one of the reasons it
is easy to overlook or underestimate their effects. The China case illustrates
this point best as incentives in the economic and technological sphere help
dissolve decades of mistrust and mutual hostility.

Further, incentives, by highlighting the desired policy adaptation sought
in the recipient, rather than singling out the undesired direction in another
state’s policies, may convey more precise and constructive information
than sanctions. Incentives show the sender’s desired or preferred course of
adjustment rather than sanctioning an existing or anticipated policy. In
this respect, incentives may perform the information-providing function
of regimes in developing cooperation. Punishment does not, in itself, com-
municate the sender’s desired response. It merely points out one of the
many undesired responses. Punishments have value in indicating the send-
er’s displeasure, blocking the actions of the target, or satisfying the sender’s
desire for justice or revenge, but they are less than ideal for communicating
the desire or direction for long-term cooperation. In fact they can quickly
lead to communication gridlock.26 Simply put, if long-run cooperation is
the goal, incentives communicate better than sanctions. In many cases, but
not all, clearer communication can facilitate cooperation.27 In moving
away from trade and technology denial and toward expanded commercial
contact with reform-minded countries of Central Europe like Czechoslo-
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vakia, the United States communicated clearly and specifically its desired
quid pro quo—the establishment of internal nonproliferation technology
control institutions—and worked closely with these countries in realizing
this objective. In contrast, the cold war policy of trade and technology
denial, while serving the goal of containment by imposing costs on a mili-
tary and political rival, did little to communicate a preference or path for
cooperation.

To sum up, incentives alter international structures (the terms of trade
and the potential technological frontier), and they affect the domestic po-
litical economy of agents (states). The dual effects are interdependent, and
an appreciation of both is necessary to understand how incentives might
foster bilateral cooperation.28 Incentives are not simply weak versions of
economic sanctions; the two instruments operate in substantially different
ways.

Incentives alter the payoff environment of states by offering an exchange
of economic gains from trade and technology transfer for political conces-
sions. Incentives may be compelling in altering state behavior when (1)
the recipient’s marginal utility for the goods or gains from trade remained
substantially positive, that is, total utility is increasing (likely in instances
where advance technology is part of the package), (2) both the sender and
the recipient stand to gain in economic terms through the creation of new
trade, and (3) the sender possesses market power in the incentive goods.
Incentives also affect the domestic political economy of states by shaping
preferences in the sender and recipient in a manner that enhances or is less
likely to impede cooperation. First, societal actors in the sender state who
stand to gain economically from expanded trade lend support over time
for an incentive, thereby improving the policy’s legitimacy and endurance.
Public opinion in the sender state is unlikely to oppose an incentive. Sec-
ond, certain actors in the recipient state who can appropriate the economic
benefits tend to ally with the sender state and reinforce its efforts to move
the recipient’s policy preference in the direction of the sender’s intent.
Third, incentives are unlikely to create an impetus to elude or undermine
the sender’s influence through the search for third-party suppliers or create
the economic conditions that invite new entrants. Finally, incentives con-
vey more precise information to decision makers in the recipient state in a
manner that is unlikely to be filtered, avoided, or resisted by them.

To illustrate some of these hypotheses and provide an empirical founda-
tion for discerning general insights about the operation and effect of incen-
tives for policymakers, the next section synopsizes three historical
incentives programs. Each case was a long-term, diffuse attempt to influ-
ence and regularize behavior and cooperation, and each was an important
policy initiative. To isolate somewhat the impact of incentives, the cases
selected involve cooperative interaction attempts occurring outside the
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context of shared regimes, that is, sets of rules, principles, norms, or deci-
sion-making procedures around which actors’ expectations converge. Co-
operative efforts in these cases did not occur within formal institutions to
help regularize behavior and cooperation, to inhibit cheating, to sanction
noncompliance, or to facilitate side payments between sender and recipi-
ent. Further, the states interacting in the U.S.-PRC case possessed differ-
ent political and economic systems or, in the Czech case, lacked long-
standing patterns of trust and cooperation. Sweden, too, remained outside
the East-West alliance structures of the period and had a strong tradition
of looking after its own defense outside formal institutions. Thus, while
numerous variables affected the outcome of the cases, the studies do con-
trol, to the degree permitted in international relations, some of the vari-
ables—regimes, institutions, and norms—that have been the foci of many
studies of international cooperation and allow us to trace the process of
incentives and cooperative influence.29

These cases are also important because they present situations where the
sender offers an economic and civilian technology package in exchange for
recipient adjustments in the area of ‘‘high politics’’ (political military-secur-
ity relations), as opposed to adjustments in the ‘‘low politics’’ arena (eco-
nomic or technological cooperation) alone. These cases are programmatic
incentives offered by the sender to foster policy adjustment in areas directly
related to the recipient’s vital security interests. The cooperation sought is
not a trivial, inconsequential, or secondary matter to either the sender or
recipient.

Methodologically, exploring the question of the relationship between an
incentive program and cooperation requires a thorough understanding of
actions, and interactions, and an estimation of the motives of two or more
states—the sender(s) and the recipient(s). To locate patterns of coopera-
tion or their absence, one must first identify the sender state’s goals and
the incentives it devises to achieve cooperative adjustment from the target
state. Next, the target state’s actions in the sender’s areas of interest before
and after the receipt of the incentive (or promise thereof ) must be analyzed
to determine if the recipient’s policies are adjusting along the lines desired
by the sender state. If so, then the study must judge if the apparent adjust-
ment is in some measure other-regarding or merely reflects the recipient’s
pursuit of self-interest, that is, when the policies of the sender and the
recipient coalesce, is it a case of harmony or is it cooperation?30 To answer
this question one must consider a state’s motivation. Judging a recipient’s
motives contains a measure of subjectivity and is influenced by the observ-
er’s preexisting beliefs. This study identifies cooperation or noncoopera-
tion based on an informed assessment of the recipient’s actions gained by
an empirical examination of the bilateral relationship during the incentives
program and a synthesis of the expert interpretations of specialists and
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policymakers involved in the bilateral relationship. This historiographic
method is appropriate when the goals are hypothesis generation and policy
insight.31

Civilian Nuclear Technology Incentives and U.S.
Nonproliferation Policy: The Case of Sweden

Changing the External Environment to Induce Cooperation

In 1954, following President Eisenhower’s ‘‘atoms for peace’’ address to
the United Nations, the United States abandoned a policy of strict secrecy
surrounding civilian nuclear technology transfer with passage of the
Atomic Energy Act. If the Soviet Union possessed nuclear capabilities, it
made little sense for America to deny nuclear information, technology, and
material to its allies. Failure to share atomic technology could cost the
United States greatly in prestige and influence during a period of intense
cold war rivalry.

Beginning in 1955, the United States adopted a policy of technology
exchange through a series of bilateral agreements for cooperation with sev-
eral nations that transferred nuclear research and power reactors, enriched
uranium, and training in exchange for the recipient’s assurances that it
would not divert the technology and materials to military purposes, that
is, building atomic bombs, and guarantees that the United States could
exercise certain forms of safeguards to verify the material’s disposition.
Recognizing both the inevitable spread of nuclear technology and the in-
centive power of the virtual American monopoly over certain nuclear tech-
nologies and enriched uranium, the United States hoped to shape the
desires and direction of countries like Sweden away from developing a
weapons capability based on natural uranium and technology outside
American control and safeguards.32 On 18 January 1956, an ‘‘agreement
for cooperation’’ with Sweden took effect.33

Appreciating the nonproliferation effect of America’s incentives strategy
requires a basic understanding of reactor technologies. Essentially two
types of civilian nuclear technologies were available during the 1950s and
1960s. Both produced plutonium (a weapons material) as a byproduct,
but from the standpoint of proliferation, they presented very different im-
plications. One method, the approach originally favored by Sweden, relied
on natural uranium and heavy-water reactors (HWRs). Reactors can use
natural uranium as fuel with heavy water (D2O) to generate energy. An
HWR ‘‘burns,’’ or fissions a portion of its radioactive uranium (U-235)
and converts another portion of its inert uranium (U-238) into the ele-
ment plutonium. Technicians can reprocess plutonium from the spent fuel
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to make a nuclear weapon core. Because natural uranium was available
from several sources outside U.S. control, the HWR approach presented
proliferation problems from an American perspective. A country with a
viable HWR program would have an independent supply of plutonium

for the manufacture of nuclear bombs.

In contrast, the American approach used enriched uranium fuel (that is,

with a higher concentration of U-235) and light-water reactors (LWRs)

with H20 as a moderator in creating nuclear energy. During the 1950s and

1960s, the United States had a free world monopoly on enriched uranium

and enrichment capabilities, that is, market power in the incentive goods.

Enriched uranium, once created, could release vastly greater quantities of

energy than natural uranium.

By encouraging countries to rely on enriched uranium and LWR for

their energy needs, the United States could inhibit weapons proliferation.

Under the agreements for cooperation, the United States made generous

offers to sell or lease enriched uranium to friendly nations for exclusively

peaceful purposes. The United States also offered technology along with

the safeguarded fuel: first research reactors and, later, commercially viable

electricity reactors. Furthermore, the U.S. Atomic Energy Commission

(AEC) priced the enriched uranium fuel so low compared to the cost of

developing independent enrichment capabilities that the American offer

created a powerful economic rationale for Western European nations to

forgo development of uranium enrichment plants.

Equally important to the bilateral agreements in serving the nonprolifer-

ation strategy, the passage of the Atomic Energy Act of 1954 opened the

door for the creation of a civilian nuclear energy industry that would be-

come an important societal ally of the incentives strategy. Domestically,

the new legislation reduced the government’s control over nuclear energy

technology and strengthened private initiatives for developing nuclear

power. Within three years of the new act, the first U.S.-powered LWR

demonstrated the technological feasibility of civilian nuclear energy. Pri-

vately owned, commercial-sized plants followed in the early 1960s.34

The domestic and international programs launched in 1954 were inter-

dependent. The ability to achieve the foreign policy goals of the peaceful

atom was linked to the creation of technologically viable and eventually,

economically competitive, civilian LWRs. The United States could not un-

dertake a policy of international nuclear cooperation in the peaceful uses

of the atom without a competitive domestic technological base in nuclear

energy technology and materials. Private sector interest in the new tech-

nology would not last without commercial applications on the horizon.

The continuing attractiveness of American technology and material from

the first bilateral agreements for cooperation to the commercialization of
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LWRs and the domination of the civilian nuclear power plant market le-
veraged U.S. nonproliferation policy.35

The pattern of U.S.-Swedish relations in civilian nuclear technology cor-
responds with American use of technology as part of a nonproliferation
policy strategy. In addition to a research reactor and enriched fuel, in the
mid-1950s the AEC provided Sweden with a host of other forms of tech-
nical assistance.36 In addition, as early as 1956, the United States and Swe-
den began discussions for more substantial cooperation governing future
power-reactor technology. Negotiating a power-reactor agreement began
in earnest in 1962 and was concluded in 1966.37 Over time, these tacit
incentives and a unique set of domestic factors helped dissuade Sweden
from developing the technological capability to produce nuclear weapons.

Sweden’s Domestic Situation: Incentives and Shifting Preferences

In the 1940s and 1950s, Sweden pursued both the military and civilian
possibilities of nuclear energy. Nuclear energy held the promise of break-
ing its oil dependence and replacing it with a clean, efficient source that
relied on Sweden’s considerable technological competence.38 Sweden also
saw the clear military possibilities of nuclear power from America’s use of
the bomb during World War II, and, in the postwar world, assumed that
nuclear weapons would soon be part of its arsenal.39 Because the nuclear
powers would not sell nuclear weapons, Sweden would need to manufac-
ture nuclear material for a bomb itself.40

During this period, it did not appear that Sweden faced insuperable
technical obstacles in nuclear weapons development as a byproduct of its
civilian nuclear energy program. Recently declassified information re-
vealed that in 1950 the Swedish cabinet approved a secret memorandum
of agreement regulating the exchange of information and personnel be-
tween military and civilian organizations ‘‘to avoid duplication and to co-
ordinate efforts in a joint plan.’’41 These decisions reflected the
government’s early conclusion that Sweden could not keep the pursuit of
the atom’s peaceful and military applications separate. Economic costs and
finite technological resources required coordination of the civil and mili-
tary programs.42

In pursuing its civilian energy goals, Sweden’s initial preference was for
a program based on potentially self-supporting natural uranium and
HWRs that could serve as the basis for its military needs as well. Sweden’s
political leadership in the early 1950s recognized that an ability to produce
atomic weapons would be a potential byproduct of the civilian program
through the development of nuclear expertise and the possibility of extract-
ing and reprocessing spent civilian reactor fuel into weapons-grade pluto-
nium outside of foreign control, inspection, or restriction.43 Sweden’s
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defense establishment concluded that developing sufficient plutonium for
nuclear weapons cores would require a large HWR and would take be-
tween eight and thirteen years. Thus, it was important the civilian reactor
program make progress toward the goal of successful reactor design and
maintain the military’s secret link to the civilian reactor program over that
period.44

When the nuclear weapons issue surfaced publicly in 1954, it set off a
storm of political debate in the Swedish Parliament and press. Because of
lack of consensus within the ruling Social Democratic Party on the issue,
the government publicly demurred on the question of nuclear weapons
acquisition. Behind the scenes, the joint civilian-military nuclear program
took a large step forward, however. That step was Sweden’s decision to
develop large heavy-water plutonium-producing reactors.45 The decision,
publicly taken for civilian purposes, was supported by a detailed defense
study of the premises for developing nuclear weapons, which concluded
that the best course of action remained a dual-purpose program where
reactors would produce heat and electricity for civilian purposes and pluto-
nium for military ones. Under this plan, Sweden would soon have modest
HWR producing plutonium at Agesta, then a larger reactor at Marviken.

In 1957, the issue of nuclear weapons returned to test the Social Demo-
crats. To prevent the issue from dividing the party and dissolving the gov-
ernment (the Social Democrats governed with a single-seat plurality in
association with the Communist Party), the party organized a special com-
mittee of eighteen leaders to examine the issue in November 1958. The
committee recommended postponing a definite decision on nuclear weap-
ons acquisition until 1963–64 when Sweden would have the technical ca-
pability and nuclear material from its reactors for manufacturing nuclear
weapons. The decision was viewed by nuclear weapons proponents as a
green light to continue working to reduce the time between a decision to
build nuclear weapons and their actual production, whereas opponents
to nuclear-weapons acquisition considered it a way of gaining time to let
resistance grow.46 It also created a window of opportunity for American
technological influence.

In the spring of 1961, Sweden’s defense research lab reported that most
theoretic problems with the construction of a nuclear charge had been
solved, and a simple prototype could be assembled if the necessary weap-
ons-grade material became available.47 For Sweden to achieve its military
aspirations, ‘‘all that was needed was for the civilian program to keep pace
with the military one.’’48

The civilian side of Sweden’s nuclear program was not keeping pace,
however, straining the linkage between the civilian and military programs.
The Agesta and Marviken HWRs under development by the state were
facing delays, cost overruns, and technological problems. The completion
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date for Agesta was postponed from 1961 to 1963 and then to 1964, and
the cost of the project nearly doubled. The delays at Agesta meant it had
fallen behind the schedule set by the defense staff projections for the pro-
duction of militarily useful plutonium. Marviken experienced similar de-
lays and cost overruns. ‘‘Altogether, this finally led to doubts about the
whole HWR program in comparison with the emerging light water reac-
tor systems.’’49 Marviken became unjustifiable except for its role in the fuel
cycle for the production of materials useful to the military.

As James Jasper writes, ‘‘Mild disenchantment with the Swedish heavy
water line was reinforced by the rising tide of enthusiasm for LWRs ema-
nating from the United States and advancing across Europe.’’50 News of
the American breakthrough to commercially competitive light-water nu-
clear electricity spread quickly among the international nuclear energy
community.51 The technical problems at Marviken had weakened the gov-
ernment’s role and strengthened the hand of private industry, such as
power firm ASEA, which preferred the LWR approach.

Sweden’s nuclear power-planning began shifting to LWRs. By the early
1960s, Sweden’s power companies had concluded that delays in the do-
mestic program would force them to purchase foreign reactor technology
rather than waiting for domestic models. These imported reactors’ reliance
on safeguarded enriched fuel was of no concern to the utilities.52

The Swedish power utilities were anxious to obtain experience in con-
structing and operating LWRs. The government insistence on the HWR
approach adopted in the 1950s made little sense considering current tech-
nologies and a U.S. offer of long-term fuel supply. By 1962, the AEC and
Sweden were in serious negotiations over the transfer of reactor technol-
ogy and fuel for large-scale LWR power production. Negotiations on this
point culminated in a new cooperation agreement in 1966 for the United
States to supply enriched uranium, under safeguards, for the first six Swed-
ish nuclear power units up to 1996.53

The emerging Swedish reactor industry, in particularly the Swedish firm
ASEA, lobbied AB Atomenergi hard and successfully for scuttling the
heavy line of reactors in favor of light-water designs.54 The American in-
centive strategy had mobilized an important recipient ally that stood to
gain from the new technology and would exercise influence in reshaping
the recipient state’s preference. In 1964, the state withdrew from the Mar-
viken project. ASEA, meanwhile, had adapted its technology to LWR de-
sign and sold its first LWR to a Swedish electric utility consortium in
1965. The withdrawal of support by the state and private utilities sealed
the fate of Swedish HWRs.

The Swedish nuclear-weapons option died sometime during the mid-
1960s. In February 1968, the Parliament dryly stated, ‘‘It is not in our
country’s political interest to acquire nuclear weapons.’’ In 1970, AB Ato-
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menergi formally canceled the Marviken reactor because of design prob-
lems. Swedish authorities would also close Agesta. Because of economic,
technological, and political necessity, Sweden turned to American-safe-
guarded enriched uranium fuel and power stations relying on LWR tech-
nology.55

The United States monitored Swedish developments closely, and its
technology transfers were purposeful.56 Consistent with its political and
commercial interests, the United States sold LWRs and safeguarded mate-
rials to Sweden to halt the proliferation danger posed by operating HWRs
in countries with nuclear weapons potential. The United States aimed its
offers at making LWRs the sole economic choice for energy production
through technology transfer and concessionary long-term contracts on
U.S.-controlled uranium as a barrier to nuclear weapons proliferation. ‘‘In
effect the bargains offered by the U.S. AEC had quietly undone a Swedish
defense plan.’’57 In considering the impact of U.S. policies on Swedish
decisions, Garris concludes, ‘‘Sweden’s own civilian atomic energy setbacks
and the policy of the United States in providing controlled nuclear materi-
als ensured that Sweden’s nuclear weapons capability was never very well
developed.’’58 In short, American civilian nuclear technology incentives en-
couraged Sweden to abandon its HWR approach, shift its preference to
LWRs, and forgo the possibility of an independent military nuclear capa-
bility in the early 1960s.

Trade and Technology Transfer to the People’s
Republic of China, 1978-1986

From Embargo to Incentive: Changing the Strategic Environment

America’s incentive program toward China followed a long period of
embargo that began in 1949. As the Chinese Communists gained control,
the United States imposed an export embargo with its allies in the Coordi-
nating Committee for Multilateral Export Controls (COCOM), seized
Chinese assets, denied MFN treatment to Chinese imports, and withdrew
Export-Import Bank financing.59

The movement away from sanctions did not begin until the Nixon ad-
ministration. On taking office, President Nixon signaled a relaxation in
America’s policies toward China by expanding commercial exchange and
liberalizing restrictions on travel to China. By May 1972 Nixon had ac-
cepted Premier Zhou Enlai’s invitation to seek normalization of rela-
tions.60 In explaining the new direction in U.S. policy, administration
officials pointed to a recalculation of the nature of the strategic threat
posed by China.61 Specifically, American policymakers increasingly viewed
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the Sino-Soviet schism and the emerging power of Japan as creating coun-
terweights to Chinese influence that, except for the ongoing war in Viet-
nam, did not pose a direct threat to Southeast Asia.

China was reassessing the international environment as well. The Soviet

invasion of Czechoslovakia in 1968 and Sino-Soviet border clashes in

1969 led China’s leaders to emphasize the security threat from the Soviet

Union rather than the West. Moreover, some Chinese leaders were begin-

ning to see the United States as useful for its emerging economic strategy.

After Nixon’s visit, the two countries announced the first major thaw in

U.S. embargo policy in the Shanghai Communiqué of 1972.62 The com-

muniqué officially marked the resumption of commercial relations be-

tween the United States and China. The United States relaxed trade

restrictions with China to those with the USSR, a policy of ‘‘evenhanded-

ness’’ in economic relations. Despite some early enthusiasm, the growth in

U.S.-PRC trade was slow and uneven.63

Although progress was not dramatic, the outlines of greater Sino-Amer-

ican cooperation took shape in the 1970s. By the late 1970s, conditions

for the effective use of American economic incentives were in place. First,

China’s desire for the incentive goods strengthened. Second, both the

United States and China stood to gain economically from relaxing the

embargo. Finally, the United States, in concert with its Western allies in

COCOM held substantial market power in the incentive goods.

In 1978, Deng Xiaoping and the reformers relaunched the Four Mod-

ernizations Policy designed to revitalize the Chinese economy in agricul-

ture, industry, national defense, and science and technology by the year

2000. Crucial to the program’s success was an ‘‘opening to the West,’’ to

obtain the goods and services necessary for the modernization process.

Full implementation of the program began when Deng purged the re-

maining Maoists and gained full control over the CCP Central Committee

in 1979. The emergence of the reformers as the dominant political actors

led to policies premised on the belief that foreign technology and capital

were necessary to modernize China and to maintain a high level of eco-

nomic growth.64 They would become the recipient ally of an American

incentive program.

The United States, meanwhile, was reassessing China’s strategic impor-

tance and economic needs and would fashion an economic incentive pro-

gram to encourage closer strategic cooperation between the two countries.

For the incoming Carter administration, fuller normalization of relations

with China was a goal that would gather momentum in the late 1970s

under the auspices of National Security Advisor Zbigniew Brzezinski.65

Brzezinski believed economic exchange and widened opportunities for

commercial flow of technology with China would lay the groundwork for
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improved Sino-American security relations and a further deterioration in
the Sino-Soviet link.66

Shortly after submitting a normalization agreement to Congress, Carter
granted annually renewable MFN treatment to China by waiving the pro-
hibitions on China’s receipt of MFN and submitting a Sino-American
trade treaty to Congress. Carter intended economic measures to
strengthen broader political and strategic cooperation over time.67 The
MFN agreement led to an improvement in the welfare of both states
through an acceleration in U.S.-China trade—from $2.45 billion in 1979
to $6.85 billion in 1981—and broke the policy of evenhandedness in U.S.
economic relations with the two communist powers.68

The United States also altered the policy of evenhandedness in technol-
ogy transfer by promoting the export to China of dual-use and nonlethal
military technology not available for export to the Soviet Union, signaling
a new stage in Sino-American strategic relations.69

In April 1980, the Carter administration created new, less-restrictive
guidelines for dual-use technology exports to the PRC. In June 1981,
President Ronald Reagan followed the Carter administration’s decision
to relax U.S. export controls by issuing a directive allowing approval of
technology and equipment exports to China at levels generally twice those
approved for the USSR—the so-called two-times policy. Problems of im-
plementation immediately followed the two-times decision, however, and
continued following the policy’s promulgation. Responding to the com-
plaints of American exporters and the Chinese government, in May 1983
President Reagan announced a new policy of treating China like other
Western nations for most high-technology exports. In this respect, the
China case best illustrates the mobilization of sender state interest groups
(American exporters) to bolster the endurance of an incentives program.
Implementation of the 1983 reforms led to a rapid growth in technology
transfer between the United States and China, expanding tenfold from
1980 to 1986.70

Although directed toward the achievement of several objectives, the ov-
erarching purpose of U.S. policy was to protect and enhance Sino-Ameri-
can political and strategic cooperation by giving the Chinese an economic
and technological stake in preserving good relations with the United States
and the West.71 The level of cooperation between China and the United
States has varied over time and across issue area, yet in several important
areas China adjusted its foreign policy in a cooperative fashion influenced
in part by its interest in securing and expanding its economic and techno-
logical link to the United States and the West.

In many respects, U.S. and Chinese goals were harmonious. The goals
were far from identical, however. A basic complementarity (rather than
identity) between U.S. and PRC interests was the underlying basis for
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cooperation. As noted, security motivated the United States. The United
States also had a complementary economic logic to its security policy
‘‘which sought not simply an anti-Soviet China but also a China that
would be, for the foreseeable future, enmeshed with and dependent upon
the U.S.-managed world economy.’’72 From the Chinese perspective, eco-
nomic concerns took highest priority by the late 1970s and 1980s. China’s
leaders emphasized ‘‘economic diplomacy,’’ that is, China should use its
foreign policy to serve the nation’s paramount interest—economic devel-
opment. This economic emphasis encouraged Beijing to seek a stable and
peaceful international environment so China would not divert its energies
from the goal of economic modernization. As Deng Xiaoping succinctly
said, ‘‘China needs at least 20 years of peace to concentrate on our domes-
tic development.’’73 This approach to foreign relations encouraged greater
pragmatism and a willingness to find common ground with the United
States and other states on an issue-by-issue basis. Thus, the shared goals in
constraining Soviet influence and in expanded commercial ties should not
obfuscate that both states cooperatively adjusted their policies in view of
the other’s primary interest.74

PRC Policy Adjustment

The PRC initially demonstrated cooperative adjustment in its willing-
ness to normalize relations with the United States despite U.S. assertions
that it would continue to sell weapons to Taiwan.75 Other less-dramatic
evidence of Chinese accommodation with the United States and the West
included the elimination of its rhetorical support for a ‘‘New International
Economic Order’’ and the removal of the United States from its list of
hegemonic powers (leaving the Soviet Union and its allies).

By 1980 to 1981, cooperation between the two countries had expanded
in the strategic and economic spheres. Notably, the United States and
China began to coordinate policy on regional issues. The PRC sought to
align itself with the United States over continuation of the Japanese-Amer-
ican security relationship, maintenance of peace on the Korean peninsula,
and opposition to Vietnam’s invasion of Cambodia. The two countries
also began limited cooperation in security affairs—the United States relax-
ing restrictions on military equipment sales and China agreeing to establish
a joint surveillance facility to monitor Soviet missile tests.76

The evolution of U.S.-PRC relations was not one of unremitting prog-
ress. This case illustrates several important limits to cooperation. Several
irritants contributed to a cooling in Sino-American relations during the
period 1981 to 1983.77 Further, a divergent reappraisal by the United
States and China over the nature of the Soviet threat and the importance
of Sino-American strategic cooperation slowed cooperation. The Reagan
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administration came into office perceiving an immediate need to directly
challenge Soviet military capabilities. In 1981 to 1982, China, in contrast,
appears to have concluded that the Soviet threat had lessened because of
Soviet difficulties in Afghanistan and Eastern Europe and economic prob-
lems at home. Thus, the PRC saw a reduced need for strategic cooperation
with the West. Yet, ‘‘good relations with the United States would remain
very important, especially if China were to benefit more fully in the areas
of economic collaboration and technology transfer.’’78

A series of measures, including the promise and delivery of U.S. high
technology, a compromise on arms sales to Taiwan, and the settlement of
a textile dispute, contributed to a second wave of bilateral cooperation in
1983 and 1984.79 Recognizing the importance of access to U.S. and West-
ern technology, capital, and expertise, the Chinese responded directly to
the May 1983 announcement to ease technology transfer restrictions by
agreeing to schedule a long-delayed exchange visit of defense ministers.80

This process of reconciliation culminated in an exchange of visits between
Premier Zhao and President Reagan in early 1984.

Although portrayed by Beijing as independent steps, it was clear that
China was reviving defense cooperation and high-level political contacts
and moderating demands and threats of retaliation over Taiwan for the
sake of improved Sino-American economic relations. The cooperative ad-
justments by the PRC during this period included changing its policy on
purchasing arms from the United States, soft-pedaling past demands and
threats, joining the Asian Development Bank despite Taiwan’s member-
ship, and others.81

The slow but steady expansion of U.S.-PRC military links in the mid-
1980s, despite China’s view that the Soviet threat to the mainland was
continuing to recede, is also significant. Considering these developments,
some China scholars have asked, ‘‘Why did Peking move ahead with secur-
ity cooperation with the United States just as it was becoming confident
that the Soviets would not attack mainland China [and] a U.S. security
link. . . was certain to antagonize Moscow?’’82 Analysts have concluded
that China acceded to U.S. demands for active military links to guarantee
access to U.S. technology and economic benefits essential to China’s mod-
ernization.83 Others have maintained that the United States made China’s
military cooperation a test of China’s sincerity in opposing Soviet hegem-
ony. According to this analysis, China’s refusal to cooperate could have
adversely affected China’s access to U.S. technology.84

Differences between the United States and China remained in the mid-
1980s and relations would deteriorate by the late 1980s, but in this earlier
period both sides recognized and worked with reasonable success in man-
aging those differences to avoid serious interference in what they came
to see as their mutually beneficial relationship: ‘‘the PRC gets a peaceful
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environment in which to develop . . . technology, access to the American
market, and capital from international institutions and American investors.
The United States gets strategic benefits.’’85 As Harding observed, China’s
stress on economic modernization and its growing economic interaction
with the United States during this period ‘‘will give Peking a lasting incen-
tive to manage and moderate any geopolitical tensions in its relationship
with Washington.’’86

In sum, the PRC took pains to ensure that its foreign policy did not
jeopardize the flow of U.S. and Western technology, capital, and access to
markets, and the United States delivered a measure of advanced technol-
ogy and facilitated China’s access to its market and to public and private
capital to improve political and strategic cooperation with the PRC. Bilat-
eral frictions and adjustments continued to be a part of Sino-American
relations during this period. Overall, however, American economic incen-
tives broadened the cooperative interactions between the two countries,
contributed to the achievement of their respective objectives, and pro-
duced a measure of cooperative ‘‘spillover’’ in their concurrent relations.

Since the Tiananmen incident of 4 June 1989, U.S. trade and technol-
ogy transfer ends and means vis-à-vis China have oscillated between rein-
forcing shared commercial and geostrategic interests through continued
exchange to castigating China’s human rights and arms proliferation prac-
tices through selective economic sanctions and threats to withdraw MFN
tariff treatment. As a result, the level of bilateral cooperation has declined
markedly in the 1990s. This lack of bilateral cooperation reflects both the
contradictory and sometimes confused state of U.S. policy and the limits
of influence (in terms of scope and duration) of trade and technology in-
centives generally.

Incentives and Czechoslovak Cooperation in Stopping the
Proliferation of Dangerous Technology

Changing the External Environment: From Boycott to Engagement

Czechoslovakia, a staunch supporter of the Soviet Union and its Warsaw
Pact ally, was among the targets of an American-led embargo designed to
contain the economic and military potential of adversary nations. The
United States denied Czechoslovakia loans and export credits and main-
tained prohibitive tariffs against Czechoslovakia in the post–World War II
era.87 With the help of other Western countries in COCOM, the United
States also embargoed technology transfer. These prohibitions remained
remarkably constant features of U.S. policy from the 1950s through the
1980s.
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The end of the cold war forced a realignment of policy to meet new
challenges. The basic Western security concern of a sudden Warsaw Pact
attack on Western Europe dissolved and was replaced by concerns over
centrifugal tendencies and economic decay in these nations, or the possible
export of dangerous technologies from former East bloc states to unstable
regimes. Sudden oversupply and overcapacity in military and military-re-
lated technology in the former Warsaw Pact was an unfortunate conse-
quence of the cold war’s end. Czechoslovakia, a small country no longer
part of a larger alliance, could not sustain its arms industries through pur-
chases for its own forces or those within its former alliance. Until the even-
tual conversion of defense industries to civilian projects, arms producers
in Czechoslovakia and elsewhere faced considerable economic pressure to
export weapons and weapons-related technology to any potential buyer to
earn foreign exchange, and, ironically, to finance military conversion and
economic modernization. Ensuring that Western technology was not re-
transferred to unstable areas and engendering responsible policies over
arms manufacturing and exporting soon became important aspects of U.S.
nonproliferation policy toward Czechoslovakia.

The United States encouraged Czechoslovakia to develop an indigenous
technology control system and to join other multilateral export-control
arrangements. In addition to COCOM, the late 1980s saw the emergence
of three independent multilateral regimes—the Nuclear Suppliers Group
(NSG), the Missile Technology Control Regime (MTCR), and the Austra-
lia Group (AG)—addressing the question of regulating dual-use technol-
ogy for nuclear, missile, and chemical weapons technology, respectively.
Strengthening nascent multilateral technology control regimes to combat
the proliferation of dangerous technologies and expanding their member-
ship to include countries like Czechoslovakia became an important Ameri-
can goal.

From 1990 through 1992, the United States made a strategic reassess-
ment of the situation in Eastern Europe and offered the reform-minded
countries of that region (Czechoslovakia, Hungary, and Poland) a new
economic bargain—trade and high technology for responsible nonprolifer-
ation policies. The elements of the American economic incentives program
for Czechoslovakia offered during the 1990 to 1992 period included (1)
IMF and World Bank resources; (2) market access in the form of most-
favored-nation tariff status and, in some cases, preferential access under
the Generalized System of Preferences; (3) economic assistance; (4) in-
vestment guarantees and credits; and (5) transfer of American and Western
high technology.87 Bilateral trade and investment flows grew rapidly.88

The United States pursued several goals through its incentives policies.
Some of these goals were quite specific. For example, the creation of an
internal licensing and export control apparatus that could regulate the dis-
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position and prohibit the undesired retransfer of Western technology im-
ported by Czechoslovakia was an explicit requirement for the liberalization
of U.S. and Western technology transfer restrictions. The United States
and COCOM countries also wanted safeguards created to prohibit unau-
thorized export of indigenous Czechoslovak technology. Relatedly, the
United States sought cooperation in Western efforts to strengthen emerg-
ing nonproliferation export-control regimes.

Beyond these specific expectations, the United States also hoped
Czechoslovakia would exercise restraint in making conventional arms sales
to countries or areas of instability. To reduce the oversupply of arms, the
United States anticipated to see the conversion of much of the Czechoslo-
vak arms industry to civilian production. Finally, the United States wanted
to see the country continue on the path of democratization, free market
reform, and reintegration into the world economy—of which conversion
of its armaments industries was an important step.89

Changing Preferences in the Recipient State

In Czechoslovakia, the ‘‘velvet’’ revolution at the end of 1989 toppled
one of the staunchest of communist regimes and replaced it with a new
government. Czechoslovakia held free elections on 8 June 1990, ousting
the Communist Party and giving the reformers a strong mandate to move
the country toward democracy and a free market economy.90 In November
1990, the republics, Czech and Slovak, signed a power-sharing agreement
with the central government that transferred considerable power to them
and renamed the country the Czech and Slovak Federal Republic
(CSFR).91

Becoming part of Western society and gaining access to Western goods,
markets, and technology became explicit goals of the new nation. The
postcommunist government saw access to modern Western technology in
telecommunications, computers, machine tools, and other sectors as essen-
tial to its ability to eventually compete in the global economy. It lacked
the capacity to foster any substantial progress from within because of its
economic problems and a legacy of technological backwardness.92 As in
the China case, the recipient’s utility for the incentive was strongly posi-
tive, the sender’s market power substantial, and both parties could improve
their economic gains.

Obtaining access to the West’s resources and markets essential for mod-
ernization and growth required incurring certain obligations, however, in-
cluding cooperation with the West on nonproliferation export controls. In
addition to the economic benefits, cooperation with the United States and
the West in this area bore considerable symbolic significance for all par-
ties—a concrete expression of the end of cold war technological isolation
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and a symbol of the CSFR’s reintegration with, and acceptance by, the
West.93

To qualify for Western technology, the CSFR created a new export-
control apparatus. Despite the organizational, legal, technical, and eco-
nomic challenges associated with creating this new governmental function,
a broad consensus existed within the new government over the need for
such controls. The CSFR quickly implemented controls on imported ad-
vanced technology by passing legislation empowering the Federal Foreign
Trade Ministry to license the import and export of controlled goods and
giving the customs administration authority to inspect for compliance
with the law and identify violators. A separate law created criminal penal-
ties and punishment for violations. The two provisions created the initial
framework for compliance with Western demands for a technology-con-
trol system.

In addition to addressing COCOM’s immediate concerns for control
over the proliferation of strategic dual-use technology, the CSFR contin-
ued its support for other multilateral export-control arrangements. The
CSFR signed the ‘‘declaration of the CSCE (Conference on Security and
Cooperation in Europe) Council on Nonproliferation and Arms Trans-
fers,’’ promising to prevent the proliferation of weapons of mass destruc-
tion and delivery systems. It renewed its support for a comprehensive
chemical weapons convention to be concluded in 1992.94 The CSFR
adopted the list of chemical export restrictions of the AG and, in Novem-
ber 1990, removed any objection it had to the ban on chemical weapons
in the proposed Convention on Chemical and Biological Weapons then
under negotiation in Geneva.95 In the area of nuclear-related exports, the
new federation committed itself to the strict guidelines of the NSG, an
organization that Czechoslovakia had joined in an earlier incarnation in
1978 and became a proponent of a global nuclear test ban.96 In conven-
tional arms, the CSFR joined the United Nations embargo on Iraq and
European Community restrictions applied to Yugoslavia.97 The federation
also approved a CSCE agreement on the maximum levels of conventional
weapons and technology in the former Warsaw Pact countries.98

Despite these considerable cooperative efforts, the CSFR faced many
obstacles in meeting Western expectations for limitations on arms exports
and defense industry conversion. Unlike dual-use technology exports, the
government of the CSFR was unable to pass legislation controlling the
licensing and export of arms, leaving arms sales and licensing to a case-by-
case process.99 Despite U.S. encouragement to have CSFR arms export
policies conform to COCOM munitions lists, and statements of CSFR
good intentions, actual policy in this area was strongly influenced by eco-
nomic necessity and particular interests.

The CSFR’s process of bureaucratic implementation of arms technology
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licensing complicated efforts to cooperate fully with the West. The Foreign
Trade Ministry generally supported the granting of export licenses along
with the Ministry of Defense (which had an interest in maintaining the
defense industry of the CSFR through exports). These views were often
contested by the Ministry of Foreign Affairs, which advocated stricter con-
trols over the export of arms in part because of its greater concern over
external relations with the West.100 The process of removing government
control over the economy and the consequent burgeoning number of com-
panies involved in arms trade also complicated arms sales restraint.101 Re-
latedly, the development of a powerful arms lobby that included weapons
producers, factory managers, and private dealers impeded the ability of the
federal legislature to fashion a more coherent arms policy.102

A major hindrance to adopting and implementing new arms-export-
control policies arose from growing interrepublic differences. Under its
new government, the federal state granted substantial authority over the
economic sphere to the Czech and Slovak Republics. One immediate re-
sult of this dispersion of power was the decision by the government of the
Slovak Republic to adopt a different posture regarding arms exports and
slow the pace of the federal government’s defense conversion plans.103

Higher levels of unemployment, concentrated defense production, rigid
labor markets, uncompetitive industries, inability to absorb advanced tech-
nology, greater suspicion of the West, and reemerging nationalism all
made the Slovak Republic less cooperative with Western demands for
arms-sales restraint and defense-industry conversion. Growing support for
Slovakian independence in 1992 and local interest in maintaining arms
exports constrained the negotiating position of the CSFR in dealing with
Western demands for restraints on arms sales and defense-industry conver-
sion.

Another factor complicating Czech and Slovak cooperation with the
West on arms sales and conversion was the declining importance of greater
access to Western technology as a factor in shaping policy by year-end
1992. As Wagner predicts, declining marginal utility can limit influence.
Having secured favorable consideration status from Western exports from
COCOM, enterprises in the CSFR had access to all but the most techno-
logically sophisticated items. Most CSFR enterprises, especially those in
the Slovak Republic, had little interest in further liberalization governing
cutting-edge technologies they could neither absorb nor afford. Moreover,
U.S. assistance was largely limited to encouraging private-sector participa-
tion in the CSFR, rather than making large official financial transfers as
many in the CSFR anticipated. Slovak leader Vladimir Meciar captured
the sentiment well: ‘‘The federal government understood conversion as a
gesture of cooperation toward the West. They hoped there’d be a payoff,
but they’re still waiting.’’104
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Generally, however, CSFR policies were cooperative or harmonious
with the United States and the West. It established an internal technology-
control system, continued and expanded policies in support of weapons
nonproliferation, restrained some of its arms sales, and continued on an
uneven path of defense conversion. Western incentives were an important
factor in shaping these policies because they conditioned receipt of goods
and technology critical for the CSFR’s economic development on coopera-
tion with COCOM and other multilateral proliferation-control regimes.
Failure to comply could mean the loss of necessary technology and capital.
From an American perspective, CSFR policies were also favorably influ-
enced by that country’s desire to rejoin the West and a decline in the inter-
national arms market, whereas cooperative influence was limited by the
split between the two republics, economic dislocation associated with the
movement to a free market economy, and problems of CSFR bureaucratic
coordination.

Trade and Technology Incentives and Foreign Policy

Alexander George has argued that scholars can aid policy judgments by
providing ‘‘generic knowledge’’ of policy instruments that identify their
uses and limitations and the conditions on which their effectiveness de-
pends based on a study of past experience.105 The conceptual framework
and case studies in this chapter provide a basis for making some policy
generalizations regarding economic incentives.

The necessary conditions for economic incentives include the existence
of, or potential for, a bilateral exchange relationship. Further, the relation-
ship must be one in which the sender country has in some way impeded
the full recognition of the gains from trade available to the potential recipi-
ent (such as an embargo, tariff or nontariff barrier, capital restriction, or
other impediment) or has used policies to obtain preferable terms of trade
or restrict technology transfer. Political influence comes from forgoing
part of one’s gains from trade for a change in the recipient’s political behav-
ior. If market forces alone have set the terms, then there is nothing for the
sender to offer affirmatively.

In addition to the existence of an economic market, the case studies
suggest a second potentially necessary condition, the existence of a mini-
mum degree of trust or confidence in the bilateral relationship. Just as an
economic market between the parties is necessary, a ‘‘political market’’ for
exchange is necessary, too. In relationships characterized by an atmosphere
of hostility, mistrust, and misunderstanding, ambitious incentives may be
a premature, if not dangerous, policy choice. In popular parlance, confi-
dence-building measures may be necessary before a programmatic incen-
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tive is possible or warranted. The China case study helps illustrate this
point as significant cooperation only became possible as the threat of
China to the United States diminished, and a reasonable basis existed to
conclude that each country sought improved relations.

Other factors contribute to, or detract from, the success of economic
incentives. At the level of the international exchange, market power is an
important condition favoring the success of an incentive. Unlike sanctions,
market power is not a strict necessity (any gainful exchange relationship
and any governmental policy that affects the distribution of the gains from
trade in favor of itself creates a potential avenue for political influence).
Nonetheless, more market power in the incentive goods creates a larger
potential economic benefit that can be exchanged for the desired political
concession. In the cases considered, the United States had significant mar-
ket power in the incentive goods.

The incentive is more likely to be influential if the recipient state values
highly the incentive and the acquisition of the incentive is linked to abiding
state interests. It is true, as seen in the Czech case, that the utility a recipi-
ent attaches to an incentive declines with additional units of the good or
technology. Nonetheless, to the extent the recipient continues to attach
significant positive value to the incentive, that is, as long as total utility is
rising, incentives may be powerful tools of influence.

The cases suggest that policymakers must also consider several domestic
conditions in weighing the possible employment of an incentives strategy.
First, incentives, if accepted by the recipient in the sense that the recipient
indicates a likelihood of cooperating, require steady and protracted imple-
mentation on the part of the sender. This feature is in contrast to sanctions
that require swift and sure implementation when the recipient indicates an
intention not to adapt its policies in the direction desired by the sender.106

The burden of implementation means that an effective incentives policy
may require sustained bureaucratic coordination and followthrough and,
while most advanced states possess this institutional capability, its effective
use cannot be assumed. For example, problems of implementation charac-
terized the U.S. decision to liberalize technology transfer to the PRC in
the early and mid 1980s. Although these problems did not fundamentally
undermine the initiative, the problem of bureaucratic implementation and
interagency coordination remained an impediment to a more effective in-
centives policy. In short, an incentive strategy works best when the bureaus
charged with its implementation have the capability to see that the policy
is fully effected.

Second, because incentives create economic gains that can be captured
by both parties, policymakers should recognize that incentives are more
successful when domestic partners can be identified and mobilized in sup-
port of the strategy and societal groups actually or potentially adverse to



Trade and Technology Incentives and Bilateral Cooperation 111

the policy can be compensated materially or placated politically. Likewise,
incentives work well at home for the sender to the extent they can be
promulgated to appeal beyond narrow economic or political gain to
broadly held ideals or aspirations. As discussed below, this favoring condi-

tion may be an impediment to the policy’s success to the extent that keep-

ing an incentives policy quiet permits the recipient greater freedom to

accommodate the sender’s wishes without creating impressions in its do-

mestic society that it is capitulating to foreign influence.

Paradoxically, because incentives often create economic gains for the

sender and gather support in the sender society over time, they may even-

tually shift some influence back to the recipient. After the initial establish-

ment of incentives programs, the recipient society’s interest in maintaining

incentives may limit the sender state’s flexibility in rescinding benefits, thus

diminishing its influence vis-à-vis the recipient state. The American diffi-

culty in making a credible threat to China over the possible withdrawal of

its MFN status post-Tiananmen is an example of the sender state becoming

captive to its own policy.

Domestic conditions favoring or disfavoring successful operation of in-

centives in the recipient state are also critically important considerations

for policymakers. Because incentives create partners in the recipient state

who favor executing the incentives policy and will, therefore, exert pres-

sure in the recipient state for the desired political adaptation, policymakers

should identify and target those groups in the recipient state that have an

economic or political stake in the acceptance, continuation, or expansion

of an economic incentive. These allies may be private groups—the civilian

power industry in Sweden that sought the latest and cheapest technology

and nuclear fuel, for example—or state actors—such as modernizers in

China or political and economic liberals in the CSFR. In general, incen-

tives work better when important allies in the recipient state help sell the

desired policy adaptation to, or within, the recipient’s government.

In deciding how much visibility to give to an incentives strategy, policy-

makers should consider the need for public support for cooperative adjust-

ment in the recipient state. It may be necessary to balance the advantages

of publicity at home against the recipient state’s need for discretion. In

certain situations, casting cooperative adjustment as harmony (‘‘we are act-

ing only in the interest of China, not in response to foreign pressure’’) may

be beneficial for the recipient government’s image. Alternatively, publiciz-

ing an incentive may carry important symbolic value that the recipient

can use to bolster its domestic legitimacy. For example, the new CSFR

government craved recognition and acceptance by the West and was not

adverse to the image that it was paying the political dues necessary to join

the club. Generally, incentives may work best when both the sender and
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the recipient can use the policy for public propaganda purposes or to bol-
ster their self-images.

The theoretical argument also hypothesizes as to the superior communi-
cation potential of incentives relative to sanctions. Policymakers should
make the most of this function by delivering a message of desired policy
adaptation. It may be advantageous to make the desired adaptation quite
specific, for example, the requirement that the CSFR develop a minimally
acceptable level of internal controls on imported technology, or more dif-
fuse, the desire for Chinese cooperation across a broad spectrum of politi-
cal and strategic issues. The cases are too few to suggest when demands
should be more specific or more diffuse, but because incentives can give a
precise and nonthreatening signal of the desired policy adaptation, the
sender should be clear and purposeful as to its message.107 The U.S.-Iraq
situation before the Gulf War, although not examined in this study, may
illustrate the danger of an incentives policy in which the sender had mud-
dled or ignored the communication function of incentives.

How do incentives compare in effectiveness with other policy instru-
ments? Although the chief purpose of this study is to suggest how and
when incentives work, rather than how well, the cases allow us to speculate
in a preliminary way on the question of the efficacy of economic incentives.
The cases suggest that incentives may, in some situations, work relatively
well in fostering bilateral cooperation and at reasonable cost. Like most
economic instruments, the cost of economic incentives is generally far
lower than the cost of military statecraft. Moreover, as noted, the material
costs of incentives may be lower still than the cost of other forms of eco-
nomic statecraft, such as sanctions. To the extent that policymakers seek
efficient policies, much commends economic incentives.

Incentives’ potential as a tool of long-run cooperation is in contrast to
sanctions, which serve other goals somewhat better. Sanctions are valuable
instruments for indicating a sender’s displeasure, blocking a target’s actions
or increasing its costs in the short term, satisfying a sender’s desire for
justice or revenge, demonstrating outrage or resolve to foreign audiences,
or fulfilling a political or a psychological need to ‘‘do something’’ without
incurring the cost associated with military intervention. However, if coop-
eration is the goal, then incentives may be a more appropriate—and avail-
able—policy instrument. As discussed throughout this chapter, incentives
have several overlooked strengths. Further, incentives do not require the
stringent conditions of sanctions—monopoly over targeted trade, asym-
metrical dependence, and speed of implementation—to generate some in-
fluence in encouraging policy adjustment.

Having given a qualified endorsement of incentives as potentially influ-
ential, low-cost policy options, this study also cautions against overesti-
mating the political concessions or degree of cooperation that can be
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purchased through economic incentives. Each case demonstrates some
limit to cooperative influence. In the case of U.S. civilian nuclear technol-
ogy incentives to Sweden, this factor was one of many at play in influenc-
ing the outcome of events. American incentives conditioned the payoff
environment facing Swedish decision makers in a way that favored relin-
quishing its independent nuclear capabilities needed to produce a bomb.
Other external factors were also important. At the agent level, the incentive
combined with other forces in Swedish domestic policies to influence that
country’s preferences and choice, but was not uniquely or solely determi-
native of the outcome.

The China and CSFR cases reveal other limits to the power of incen-
tives. While China moved closer to the United States in several areas of
political and strategic importance, cooperative adjustment was uneven and
often contentious, perhaps because of its novel and uninstitutionalized na-
ture. Since Tiananmen, U.S. economic measures (both incentives and
sanctions) have shown limited ability to influence China’s human-rights or
arms-sales policies. This apparent decline in U.S. influence suggests several
possible limitations to economic incentives. Putting aside the problem of
inconsistency in American policy, the recent course of bilateral relations
suggests that the influence of incentives may decline over time as vested
interests in the sender state vitiate the ability to make a credible threat to
withdraw benefits for recipient noncooperation. Further, influence may
decline as the recipient’s ‘‘baseline of expectation’’ shifts upward over time
and what was viewed as a favorable concession in an earlier period is taken
for granted in a later period. Finally, it suggests that influence over certain
fundamental state preferences may be especially difficult to alter. As the
Tiananmen incident demonstrates, China willingly put economic incen-
tives at risk when it suppressed and killed its own people, judging funda-
mental internal stability was at stake. Certain political concessions are not
for sale. The CSFR case, while less dramatic, makes a similar point: that a
political concession may be for sale, but the price may be too high for the
sender state. The United States failed to dissuade the CSFR from making
certain military sales where the political and economic advantages of con-
cluding sales overmatched those of incentives designed to encourage the
CSFR to forgo them. Interestingly, CSFR politicians often made clear that
the scales would have been tipped the other way had foreign incentives
been more substantial. In other words, cooperative concessions on arms
sales had their price, but the sender failed to meet it.

Finally, as alluded to above, incentives are ill suited for certain purposes.
They are tools for patient and programmatic policies designed to encour-
age cooperation over the long term. If, instead, the goal is punishment,
short-run prevention, or demonstration of resolve, then sanctions are the
more appropriate policy choice. Misuse of incentives as ad hoc crisis-man-
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agement tools or as a substitute for sanctions in deterring unwanted ac-
tions can make incentives merely a form of appeasement.

Conclusion

The goal of this study is twofold: first to generate hypotheses on how
incentives work in bilateral relations, and second, in light of theory and
the cases examined, to suggest when incentives work best as a policy in-
strument. The theory combines the notion of international exchange of
economic benefits for political goods with a set of logically consistent
hypotheses on the domestic political economy of incentives. Many of the
hypotheses merit further investigation and could be strengthened, refined,
or rejected through a ‘‘large n’’ study employing statistical methods. An-
other avenue of future theoretical investigation could explore the relation-
ship between incentives and other factors that influence cooperative
adjustment by looking at incentives cases with more variance on the depen-
dent variable. Unlike this study where the cases were qualified successes, by
considering cases of success and of failure one might tease out relationships
between incentives and other factors operating at the agent or system level
that determine the level of cooperative influence. As the theory of incen-
tives is improved, so too will the generic policy advice that flows from it.

Although this work is concerned with improving our understanding of
an independent variable, it also carries implications for those interested in
the dependent variable—international cooperation. The chapter suggests
that incentives can be an important factor in fostering a degree of bilateral
cooperation. To some this assertion is unremarkable, to others conten-
tious. In either event, it has gone largely unnoticed and ‘‘undertheorized’’
in the international relations literature. As discussed, this chapter is an early
attempt at such a conceptualization. In addition, by suggesting the poten-
tial efficacy of incentives in shaping state behavior, this study commends
further investigation not only of incentives, but of other diffuse factors
that may contribute to international cooperation. Although not strictly
defended in this chapter, the effectiveness of incentives implies that nonin-
stitutionalized cooperation may be more prevalent than previously ac-
knowledged and that diffuse factors (like incentives) can affect interstate
cooperation.

To date, much of the literature on factors shaping cooperation has fo-
cused intensely on institutionalized forms of cooperation, the role of re-
gimes, and strategies of specific reciprocity. This study suggests that
understanding patterns and processes of international cooperation could
also benefit by widening the aperture of investigation beyond direct reci-
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procity and the role of institutions and regimes to look at other factors
pertinent to the process of interstate cooperation.
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Carrots and Cooperation: Incentives for

Conflict Prevention in South Asia

David Cortright and Amitabh Mattoo

IN 1990, SOUTH ASIA may have come perilously close to the brink of nu-
clear war. In the midst of an intensifying wave of insurgency in Kash-

mir, Indian and Pakistani military officials reportedly began preparations
to equip their military forces with nuclear weapons. Richard J. Kerr, then
deputy director of the U.S. Central Intelligence Agency, called the con-
frontation ‘‘far more frightening than the Cuban missile crisis,’’ the closest
the world had ever come to an actual nuclear exchange.1 Top Indian and
Pakistani officials have denied that such a crisis took place, but at least one
former high-ranking Indian officer reported in 1995 that the possibility of
a Pakistani nuclear strike was taken very seriously at the time.2 The last
word on the 1990 crisis has not been written, but the incident illustrates
the high stakes involved and the importance of the region to U.S. security.

Few conflicts in the world have proved as intractable and threatening to
world peace as the hydra-headed hostility between these two nuclear-capa-
ble neighbors of South Asia. The last fifty years have witnessed three major
wars and numerous incidents of heightened tension.3 Since 1989 the two
countries have been locked in a bitter proxy war in the disputed state of
Jammu and Kashmir that has taken more than 10,000 lives and forced
300,000 residents to flee.4 Diplomatic relations between the two countries
have been at a very low ebb, with neither New Delhi nor Islamabad willing
to make serious moves toward reconciliation. As a task force of the Coun-
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cil on Foreign Relations observed, ‘‘Indo-Pakistani relations are less exten-
sive than were those between the United States and the Soviet Union at
the height of the cold war.’’5 In these circumstances, the involvement of
outside powers can play an important role in reducing tension and encour-
aging cooperation between the two countries.

This chapter outlines a series of steps that can contribute to the preven-
tion and resolution of conflict in South Asia. It is written not as a concep-
tual analysis of inducement strategies in general but as a series of specific
proposals for international policy, particularly U.S. policy. Historical ex-
amples are examined, but the main emphasis is on the need for a new
diplomatic approach to the region. Our conclusions are unambiguous: car-
rots will work better than sticks. Incentives for South Asia have been effec-
tive in the past and are likely to succeed in the future. Sanctions and
coercive measures have usually failed.

Incentives have been used previously to serve cold war purposes. India
remained a reliable ally of the Soviet Union through the 1970s and 1980s
partly due to the incentives offered by Moscow. Massive military assistance
was provided on soft rupee-ruble terms (the total amount of Soviet aid
from 1960 to 1993 was valued at 16.9 billion rubles), and Moscow gave
consistent diplomatic support for India’s position on Kashmir in the
United Nations Security Council.6 In turn, India signed the 1971 Treaty
of Peace, Friendship, and Cooperation with Moscow that eroded the cred-
ibility of its nonaligned posture. Similarly, Pakistan’s strategic alliance with
the United States through the 1980s had much to do with the military
hardware and foreign aid that Washington lavished upon Islamabad, as
well as the political support given to the military regime then in power.
Admittedly, other factors were also responsible for these close ties, but
incentives reinforced and cemented the common interests and significantly
modified the political behavior of both India and Pakistan.

Is it possible to offer incentives now that foster cooperation rather than
confrontation, that seek to resolve regional tensions rather than heighten
them? While recognizing that the complexities of the Indo-Pakistan con-
flict do not favor easy solutions, we nonetheless believe that external actors
can play a vital role in building a culture of peace in South Asia. This
chapter begins with a review of past influence attempts and why they have
so often failed. We then examine new approaches to nonproliferation pol-
icy, both positive and negative, and present the results of recent surveys
of Indian and Pakistani public opinion. Next we explore the strategy of
commercial engagement with the region that we believe can become a
constructive tool for enhancing cooperation. We conclude with a review
of the conflict in Kashmir and a plan for preventing this disputed region
from becoming the flash point of nuclear war.



Carrots and Cooperation 127

Appreciating South Asia

The most important first step in forging a successful new relationship with
India and Pakistan is the conceptual one. Without a new appreciation of
the significance of the region, the United States can never hope to fashion
a constructive relationship. As a study commission of the Asia Society re-
cently observed: ‘‘South Asia’s fate will increasingly influence the world
Americans and others live in. It is a region where the issues likely to domi-
nate international relations in the 21st century come together, and where
20 percent of humanity lives.’’7 Ethnic conflict, nuclear proliferation, great
power competition, extremes of poverty and underdevelopment, burgeon-
ing population growth, environmental crisis—all of these challenges come
together in the crucible of South Asia. The Council on Foreign Relations
report warned that the region’s combination of large, nuclear-capable
armed forces and deeply rooted ethnopolitical tensions ‘‘could prove ex-
plosive.’’8 The United States can no longer afford to minimize its involve-
ment in the region or treat developments there as mere appendages of
geopolitical contests elsewhere.

Despite the many problems of the region, new opportunities have
emerged in recent years for constructive engagement.9 The end of the cold
war has eliminated India’s diplomatic dependence on the Soviet Union
and created a desire for improved ties with the West. Economic reform,
market liberalization, and a more-favorable climate for private investment

in both India and Pakistan have created important commercial opportuni-

ties. India’s enduring democratic character and Pakistan’s new, although

still imperfect, commitment to democracy also augur well for a more hope-

ful relationship with the United States. Not since the time of Indian and

Pakistani independence have the prospects for friendship with the United

States been greater.

A new U.S. policy toward South Asia must rest on an appreciation of

the region’s distinct cultural heritage. As a country with a rich and ancient

civilization dating back thousands of years, India sees itself as a great na-

tion with a rightful claim to leadership in the world community. Both

India and Pakistan forged their national identities in the long struggle

against British colonialism. The humiliating and degrading experience of

foreign domination, and the fight against it, have left an indelible mark

on the political consciousness of the people of South Asia. The spirit of

anticolonialism and resentment against attempts at external control are

deeply rooted in both Indian and Pakistani culture. Any attempt to influ-

ence South Asia must be acutely sensitive to this postcolonial conscious-

ness.10
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Broken Sticks: Past Efforts to Influence South Asia

South Asia has not suffered from a lack of international attention. In the
years since independence, India and Pakistan have been subjected to nu-
merous influence attempts by Western nations. The United States and
Canada have imposed negative sanctions against India or Pakistan at least
eight times, usually with little success. While the threat of more severe
measures, what might be called the ‘‘shadow of sanctions,’’ may deter ex-
treme steps such as a second nuclear test in India, or missile deployments
and fissile material production in Pakistan, many of the specific sanctions
efforts of the past have been ineffective.11 Consider some of the cases.
From 1965 to 1967, the Johnson administration imposed sanctions
against India by halting the delivery of food aid under the Food for Peace
program (PL480). The ostensible purpose was to pressure India into ex-
panding domestic agricultural production, but the real objective was to
change New Delhi’s stance on the war in Vietnam.12 Washington’s action
not only failed to alter India’s strong condemnation of the U.S. war effort,
but as Lawrence Veit, then U.S. Treasury attaché in New Delhi put it, ‘‘the
United States reaped a harvest of Indian wrath which endured for more
than a decade.’’13

In 1971, the United States unilaterally halted the delivery of $87.6 mil-
lion in development loans and cut off foreign aid for India after identifying
New Delhi as the ‘‘main aggressor’’ in the war against Pakistan. Again, the
U.S. action had no impact on actual policy and did not prevent India’s
armed forces from routing Pakistan and helping to establish an indepen-
dent Bangladesh. As one commentator pointed out: ‘‘New AID projects
could be stopped. Private statements could be issued. But there was no
way to favorably influence the course of major events in the subcontinent,
and that presumably was the object of American policy. Mrs. Gandhi had
won.’’14

In 1974, after India tested a nuclear device, Canada imposed sanctions
on both India and Pakistan. The Canadians suspended all nuclear coopera-
tion with the two countries. The nuclear programs of both countries faced
some difficulties and Pakistan’s program was temporarily stalled, but there
was no discernable change in the long-term commitment of New Delhi
and Islamabad to acquire nuclear weapons capability.15

Positive measures have also been applied in South Asia, although these
have often been used in a coercive manner, turning carrots into sticks.
India has been one of the largest recipients of foreign aid of any nation on
earth, although the amounts have been relatively small when calculated on
a per capita basis.16 At one time during the 1960s, the United States pro-
vided more than half of all development assistance to India, but the levels
of aid have dwindled recently to very meager levels.17 In fiscal year 1993,
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U.S. aid to India, excluding PL480 allotments, was a mere $24.7 million.
This was the third-lowest amount given to any nation, with only Cyprus
and Panama ranking below India.18 Aid policy to India has also been sub-
jected to congressional attempts to impose restrictions and conditions. In
1991, the House of Representatives passed the Lagomarsino amendment
(named for the Republican Congressman from California) cutting off aid
to India unless it terminated its nuclear weapons program. This provision
would have extended to India the same restrictions that apply to Pakistan
under the Pressler amendment, which cuts off aid unless the president cer-
tifies that Pakistan does not possess a nuclear explosive device.19 In 1992,
the House approved the Burton amendment (named for the Republican
Congressman from Indiana) reducing aid to India as a punishment for
New Delhi’s crackdown in Punjab and Kashmir. Neither of these efforts
was successful, in part because Congress was unable during these years to
pass a foreign aid authorization bill. The debate was followed closely in
India, however, and fueled resentment against the United States.

U.S. aid policy toward Pakistan has also been erratic and counterpro-
ductive. When Islamabad’s help was needed during the 1980s to counter
the Soviet invasion of Afghanistan, Washington showered Pakistan with
military and economic assistance. From 1982 to 1990, the United States
provided Islamabad $5.4 billion in mostly military aid.20 The country
served as a virtual launching pad for extensive covert operations and mili-
tary support for the Afghan rebels. In the process, previous U.S. concerns
about nuclear proliferation and human rights violations by Pakistani lead-
ers were ignored. The Pakistani armed forces and some political elites ben-
efited during this period, but the country as a whole suffered. Pakistan
remained one of the most underdeveloped nations on earth, ranking 144
out of 170 nations on the Physical Quality of Life index, below nations
such as Bangladesh and Haiti.21

In 1990, following Soviet withdrawal from Afghanistan, the Bush ad-
ministration reversed course and refused to certify Pakistan’s nonnuclear
status, leading to an abrupt cutoff of aid under the Pressler amendment.
The result was a serious deterioration of U.S.-Pakistani relations. A classic
rally-around-the-flag effect ensued, with government spokespersons and
opposition groups alike attacking U.S. policy to show their patriotic cre-
dentials.22 The aid cutoff created a widespread sense of victimization and
outrage at unequal treatment. Why was this policy directed only at Paki-
stan, many asked, when India has a larger and more developed nuclear
program? Why were other de facto nuclear powers, most particularly Is-
rael, ignored?

The end result of this on again, off again policy has been the alienation
of many sectors of Pakistani society. The armed forces and military elites
remain skeptical and suspicious of Washington. Weak civilian governments
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plead for a renewal of U.S. aid. The beleaguered forces of civil society are
ignored in their campaigns for democratic reform. As in India, U.S. policy
seems to have created the worst of both worlds—an inability to achieve
the desired goals, combined with widespread resentment and animosity
among domestic political constituencies.

New Approaches to Nonproliferation

Until recently, Washington’s attempts to prevent nuclear proliferation in
South Asia have relied primarily on negative pressures, including technol-
ogy restrictions, aid cutoffs, and conditions on development assistance.
Some nonproliferation experts have urged an even tougher approach, de-
manding that New Delhi be forced to choose between ‘‘bombs or break-
fast.’’23 But excessive pressures could make matters worse by provoking a
right-wing upsurge. Nationalist groups such as the Bharatiya Janata Party
(BJP) have gained ground recently, and they could seize upon further
Western pressures to rally additional political support. The BJP emerged
as the largest vote getter in 1996 national elections. Leaders of the BJP
have openly advocated a nuclear weapons capability for India, and during
the brief BJP-led government in May 1996, Prime Minister A. B. Vajpayee
reiterated his party’s intention to pursue overt weaponization.24 Hard-line
policies from the West would reinforce nationalist tendencies not only in
the BJP but in the Congress Party as well.

In light of these circumstances, positive measures are likely to be more
effective than continued negative pressures. We endorse the recommenda-
tion of the Council on Foreign Relations task force for a new U.S. policy
of greater engagement toward India and Pakistan. The task force report
criticized nonproliferation sanctions as achieving only ‘‘modest success at
best’’ while constricting bilateral relations generally and undermining
other U.S. interests in the region. ‘‘The most sensible alternative U.S. pol-
icy,’’ according to the report, ‘‘would be to engage both countries more
rather than less.’’25

Along with a change of method must come a change of direction. Wash-
ington’s previous emphasis on persuading India to accede to the Nuclear
Nonproliferation Treaty (NPT) was a fruitless exercise that failed to under-
stand New Delhi’s long-standing objection to the inequities of the NPT
system.26 As a subgroup of the Asia Society study mission concluded in its
1995 report on nonproliferation, ‘‘the straight NPT line has failed to make
a dent in South Asia for nearly twenty-five years, and this shows no sign
of changing.’’27 U.S. policymakers seemed to recognize the futility of fo-
cusing on the NPT, and during discussions with India and Pakistan prior
to the NPT extension conference in April-May 1995, the State Depart-
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ment did not insist upon accession to the treaty. U.S. officials hoped that
New Delhi would sign the Comprehensive Test Ban Treaty in 1996, but a
hardening of attitudes on nuclear policy left India on the sidelines (where
it was joined by Pakistan). The failure to convince India and Pakistan to
join these major arms control initiatives suggests the need for a new, more
incremental approach to encouraging arms restraint in the region. One
step in this direction might be to facilitate confidence-building measures
between India and Pakistan, such as offering technology assistance for per-
missive action links (PALS) to prevent accidental or unauthorized use of
nuclear weapons.28 The latter step would mean acknowledging, at least
temporarily, the de facto nuclear status of the region, but it could provide
a measure of safety and help to build the cooperative relations that are
necessary for denuclearization.

Some will object to any easing of technology restrictions on India as a
setback to nonproliferation policy generally, but it is important to distin-
guish the proliferation problem in South Asia from the situation in such
countries as Iraq.29 India and Pakistan want friendship with the United
States, not hostility. Both states fully accept the sovereignty of the other.
India has shown some restraint in its nuclear program by not deploying
weapons and not conducting a second nuclear test.30 Pakistan reportedly
has frozen its fissile material production and missile deployment programs
and has expressed its willingness to sign the NPT if India will do the same.
According to the Council on Foreign Relations task force, ‘‘it is important
to recognize the considerable restraint both sides have exercised in manag-
ing their nuclear affairs.’’31 These considerations suggest, according to the
Asia Society subgroup, the need for ‘‘a U.S. strategy of continued, patient,
and constructive engagement.’’32

The negative sanctions of the Pressler amendment have failed to prevent
Pakistan from developing a nuclear weapons capability. Unilateral sanc-
tions of this nature are rarely successful and in fact often generate counter-
productive resentments.33 The provisions of the Pressler amendment were
eased and waived temporarily through the Brown amendment in 1995 to
permit the delivery of a package of conventional weapons. We recommend
an indefinite suspension of the Pressler amendment, in parallel with steps
to lift technology restrictions to India. We are not suggesting the abandon-
ment of efforts to encourage denuclearization in Pakistan and India. Quite
the contrary. Nor do we favor the renewal of arms transfers to the region.
Rather, we are proposing a policy that emphasizes positive inducements
rather than negative sanctions as the most effective means of achieving
nonproliferation goals and resolving regional differences. As outlined
below, the lifting of trade and technology restrictions could be included in
a package of incentives for resolution of the Kashmir crisis and overall
conflict prevention in the region.
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The Council on Foreign Relations task force similarly recommended a
policy of ‘‘real incentives for both countries to restrain their nuclear weap-
ons and missile programs.’’34 The task force report argued that the pros-
pects for reversing the de facto nuclear weapons status of the two countries
is ‘‘extremely unlikely’’:

The U.S. should focus instead on establishing a more stable and sustainable
plateau for Indian and Pakistani nuclear relations. This would involve concen-
trating on persuading both countries to refrain from testing nuclear explo-
sives, deploying nuclear weapons, and exporting nuclear weapon- or missile-
related material, technology, or expertise. The United States should also urge
both countries to refrain from missile deployments and cease unsafeguarded
production of fissile material.35

We support the task force’s call for greater realism and recognize the need
to focus, at least over the short term, on capping rather than rolling back
the two countries’ nuclear weapons programs. But we believe the task
force report is too pessimistic about the long-term prospects for nonprolif-
eration in the region. The report ignores important steps that the United
States can take to facilitate denuclearization, most importantly to restrain
its own weapons programs and to join with other nuclear weapons states
in a program of global disarmament.

It is essential for the United States to broaden the framework of South
Asian nonproliferation policy to include China and Russia. It is impossible
to isolate concerns in South Asia from the broader international context of
nuclear policy, especially in Beijing and Moscow. The goal of U.S. policy,
as one scholar put it, should be to ‘‘extract as much denuclearization from
as wide a region around [South Asia] as possible.’’36 The use of incentives
in the region and in the broader international framework should aim
toward consistent progress on continued nuclear reductions, greater trans-
parency, and additional confidence-building measures.

Russian cooperation could be particularly valuable not only for nonpro-
liferation policy but for general conflict resolution. Moscow’s compliance
with U.S. efforts to block missile technology transfers to India in 1993
indicates a willingness to cooperate with U.S. aims in South Asia. Russia
still exerts considerable influence in India, despite the end of the cold war.
Working together the United States and Russia could achieve much in
reducing tensions in the region. If the United States and Russia were to
expend now even a portion of the effort to influence Pakistan and India
that was exerted in the past, the impact could be dramatic.

Part of an enlarged commitment to the region by the United States and
Russia could be a package of security guarantees to India and Pakistan. In
the trilateral statement in Moscow in January 1994, Russia and the United
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States joined together in pledging not to use nuclear weapons against a
nonnuclear Ukraine, thereby helping to clear the way for Kiev’s accession
to the NPT.37 The situation is not parallel in South Asia, but similar secur-
ity guarantees might nonetheless play a constructive role. The United
States and Russia might join in pledging not to use nuclear weapons
against India or Pakistan, in exchange for a series of specific steps (point-
edly not including NPT accession) such as a verifiable halt to fissile mate-
rial production and the opening of additional nuclear facilities to
International Atomic Energy Agency safeguards. In addition, the two
countries could offer to help guarantee a settlement in Kashmir, as pro-
posed below.

An Explosive Package: Arms for Pakistan

One of the incentives the United States has traditionally used in relations
with Pakistan is military assistance. In 1994 the Clinton administration
proposed a one-time waiver of the Pressler amendment to allow the trans-
fer of embargoed F-16 fighter jets to Pakistan.38 The proposal was de-
signed in part to settle a lingering dispute from the 1989 sale of F-16
fighter planes to Pakistan. Islamabad paid $658 million for twenty-eight
planes at that time, but the actual transfer of the jets was blocked when
the Pressler amendment was invoked in 1990. The status of the F-16 sale
remained in limbo thereafter, as successive Pakistani governments de-
manded either delivery of the planes or return of the money. The Clinton
administration’s 1994 proposal called for linking the arms transfer to a
‘‘verifiable cap’’ on Islamabad’s nuclear program. Congressional leaders re-
fused to support the waiver, however, and Prime Minister Benazir Bhutto
declared that Pakistan would ‘‘not accept any unilateral pressure . . . on
our peaceful nuclear program.’’39

In 1995, the Clinton administration offered a new arms transfer pro-
posal that won approval from the Republican-controlled Congress. The
new plan called for selling the embargoed F-16s to a third party, forward-
ing the proceeds to Islamabad, and delivering a package of military equip-
ment to Pakistan. The arms package included 3 antisubmarine aircraft, 28
surface-to-surface missiles, 360 air-to-air missiles, and a range of artillery,
equipment, and ammunition. Authorization for the transfer was provided
by the Brown amendment (named for the Republican senator from Colo-
rado) to the 1996 Foreign Assistance Act. Approved by a House-Senate
conference committee in October 1995, the Brown amendment permitted
delivery of the arms package and allowed future economic aid and the
provision of limited military assistance for counterterrorism and other
specified purposes.40 The reaction to the Pakistan arms transfer in New
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Delhi was predictably angry, with government officials and opposition
leaders alike denouncing the Brown amendment. Foreign Minister Pranab
Mukherjee asserted that India would be forced to purchase additional
weapons of its own in response.41 Prime Minister Narasimha Rao charged
that the arming of Pakistan would trigger a regional arms race.42 Leaders
of the opposition BJP claimed that Washington was undermining India’s
military security.43

The reaction in Islamabad, while not negative, was hardly enthusiastic.
Washington’s offer did little to win friends or lessen the country’s zeal for
nuclear capability. A parliamentary committee in Islamabad issued a report
in July coinciding with the Clinton administration proposal that strongly
condemned U.S. policy and recommended keeping the nuclear option
open. The Foreign Relations Committee in Islamabad criticized Washing-
ton’s post–cold war approach to Pakistan as ‘‘singularly punitive’’ and a
‘‘policy of discrimination.’’44 As for the prospects of closer relations be-
tween Washington and Islamabad, the report recommended a ‘‘handshake
but no embrace.’’45 It concluded, ‘‘we cannot barter away our nuclear capa-
bility for the resumption of American aid.’’

The Clinton White House, like previous administrations, has argued
that conventional arms transfers ‘‘promote regional stability in areas criti-
cal to U.S. interests, while preventing proliferation of weapons of mass
destruction.’’46 During the 1980s, the Reagan administration made this
claim in justifying military aid to Islamabad, arguing that ‘‘our security
relationship and assistance program are the most effective means available
for us to dissuade Pakistan from acquiring nuclear explosive devices.’’47

Yet by 1989, CIA director William Webster testified before the Senate
Governmental Affairs Committee that ‘‘clearly Pakistan is engaged in de-
veloping a nuclear capability.’’48 And on 23 August 1994, then Pakistani
prime minister Nawaz Sharif unequivocally declared at a public meeting
that ‘‘Pakistan possesses the atom bomb.’’49 So much for the effectiveness
of U.S. aid in preventing the Pakistani bomb program.

Arms transfers are justified as a means of promoting security, but they
can have the effect of fueling regional conflicts and human rights abuses.
U.S.-supplied arms comprise a significant proportion (more than 25 per-
cent) of the weapons used in one-third of the ethnic and territorial conflicts
now underway in the world.50 The United States has supplied 44 percent
of Pakistan’s weapons. Much of this transfer came during a time of military
dictatorship and widespread political repression in Pakistan. Washington
also supplied a substantial flow of arms through covert operations during
the Afghan War. Some of these weapons have since found their way into
the hands of Islamic extremist forces in Kashmir and Sikh militants in
Punjab.51

Military aid to Pakistan also has a counterproductive consequence in
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India. Each attempt to provide weapons or military equipment to Islam-
abad has prompted an outcry from both government and opposition
forces in India and has strengthened hard-line tendencies. The carrot that
is offered to Pakistan is seen as a stick to India. This is a formula for certain
failure. No policy toward South Asia that is seen as advancing the interests
of one party to the detriment of the other will succeed in enhancing coop-
eration and peaceful relations. The United States must turn away from
such approaches and find win-win solutions that advance the interests of
both sides.

Military Cooperation: Encouraging Restraint?

Washington has sought to influence the armed forces of the two nations
through military cooperation agreements. In January 1995, Defense Secre-
tary William Perry signed a security agreement with India that called for
military consultations, joint training programs, combined military exer-
cises, and a series of weapons research and production activities.52 Accord-
ing to Perry, the pact represents ‘‘a new era in our security relations’’ and
‘‘opens the door’’ to improved cooperation in other areas.53 The State De-
partment initially ruled out arms transfers to India on the grounds that
they might ‘‘upset the military balance in the region,’’ but a modest sales
program has now begun.54

The United States also signed a military cooperation agreement with
Pakistan in January 1995. On his way to New Delhi, Defense Secretary
Perry visited Islamabad to inform Prime Minister Bhutto of the accord to
be signed in New Delhi and to revive a program of consultations and
joint exercises between the U.S. and Pakistani armed forces that had been
suspended with the cutoff of aid in 1990. Like the agreement with India,
the revived military cooperation program with Islamabad called for con-
sultations among senior defense officials, exchanges of intelligence infor-
mation, and joint exercise and training programs.

According to the U.S. State Department, these military cooperation
agreements are designed to encourage greater political realism in India
and Pakistan.55 Military officials in both countries will have access to U.S.
thinking and supposedly will be encouraged to strengthen procedures for
civilian oversight of the military. Cooperation with the United States will
also increase the self-confidence of defense officials, according to the State
Department, and reduce perceived threat levels.56 The assumption in
Washington is that the new agreements will create a vested interest in the
militaries of both sides to maintain good relations with the United States
and that this will temper any tendency toward military adventurism.

The problem with this strategy is that providing aid for the military can



136 David Cortright and Amitabh Mattoo

have negative political consequences, bolstering the power and prestige of
the military establishment at the expense of civilian forces.57 This is a par-
ticular problem for Pakistan, where the armed forces have been and remain
a dominant force in political life.58 In India, civilian control of the military
is a well-established practice and principle, but in Pakistan military domi-
nance remains acute, especially in foreign and nuclear policy—precisely the
areas where U.S. concern is greatest. Any policy that further entrenches
the power of the Pakistani military will weaken the forces of civil society
and jeopardize the long-term prospects for peace. Washington should use
its influence with the armed forces of the two countries to encourage de-
militarization, civilian control of the military, and enhanced respect for
civil and human rights.

A Permanent Seat on the UN Security Council?

A number of observers have suggested offering India a permanent seat on
an expanded UN Security Council as an inducement for denuclearization
and cooperative behavior.59 Because India views itself as a global power
and has expectations of international leadership, the argument goes, giving
New Delhi a permanent seat on the Security Council would encourage
India’s sense of global responsibility. In most formulations of this pro-
posal, a seat for New Delhi would be contingent upon India’s renouncing
the nuclear weapons option.60 More recently, the disincentive of ruling out
a Security Council seat has been proposed as a way of deterring New Delhi
from conducting a second nuclear test. Because Pakistan’s reaction to a
permanent seat for India might be negative, it would be important to gain
specific assurances from India for the resolution of differences between the
two countries. State Department officials acknowledge that the prospect
of a Security Council seat could be a powerful incentive, but they caution
that this can only be a vague and oblique inducement at present.61 The
prospect of changing the composition of the Security Council is an ex-
tremely complicated and thorny question with wide ramifications for the
United Nations system. For the present, the option of a Security Council
seat for India remains highly uncertain.

The broader appeal of a global leadership role for India is a significant
inducement, however. Whether or not India is included in a restructured
Security Council, New Delhi can and should be encouraged to assume
greater responsibility in international affairs. India should be given a seat
at the table, figuratively if not literally, so that its energies and resources
can be harnessed to resolve global problems. Such a process could be used
for persuading India to promote greater regional and international cooper-
ation.
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Which Incentives Are Most Popular in India and Pakistan?

Two recent surveys of elite public opinion, sponsored by the Joan B. Kroc
Institute for International Peace Studies at the University of Notre Dame,
provide evidence on the types of incentives and rewards that would most
likely increase Indian and Pakistani support for denuclearization. The first
survey was conducted by the Marketing and Research Group of New
Delhi in September and October 1994. The second study, conducted by
Saleem Majid Marketing of Lahore, was published in August 1996. The
two surveys are the most comprehensive studies of their kind ever con-
ducted in South Asia. They asked respondents not only about their views
on current nuclear policy but also about the factors that might convince
them to support alternative positions.62

In the Indian study, a majority of respondents (57 percent) supported
New Delhi’s policy of nuclear ambiguity, that is neither renouncing nor
developing nuclear weapons but keeping the option open. Thirty-three
percent favored an overt nuclear capability, with only 8 percent opposing
the nuclear option. The results of the Pakistan study were remarkably simi-
lar: 61 percent supported the official policy of ambiguity, 32 percent fa-
vored weaponization, and only 6 percent supported nuclear renunciation.
In India, the primary justification for nuclear weapons was the prospect of
nuclear capability in Pakistan. When supporters of government policy
were asked what could justify India’s developing nuclear weapons, 48 per-
cent identified a Pakistani nuclear test. Among nuclear advocates, 54 per-
cent identified the threat from a nuclear Pakistan as the major concern. In
Pakistan, support for the nuclear option was similarly based on fear of its
neighbor. When supporters of official policy were asked what could justify
Pakistan’s developing nuclear weapons, the vast majority referred to a pos-
sible Indian nuclear test and to India’s deployment of ballistic missiles.
Among nuclear advocates, 100 percent identified ‘‘threats from India’’ as
the major justification. The findings of the two studies confirm that the
improvement of relations between India and Pakistan is the key to denu-
clearization. The findings give impetus to Western efforts to encourage
dialogue and cooperation.

For respondents in India, the second most frequently cited justification
for developing nuclear weapons was to enhance the nation’s status and
bargaining position in international affairs. Many Indian elites see nuclear
weapons as a currency of power and favor the nuclear weapons option as
a way of gaining international prestige. The fact that permanent member-
ship in the UN Security Council is presently reserved for the five officially
declared nuclear weapons states no doubt reinforces this impression. The
need to dispel this troubling connection between nuclear weapons status
and global leadership is an argument for reforming the Security Council
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to include nonnuclear states such as Germany and Japan, and for condi-

tioning the admission of any additional powers, perhaps including India,

on accession to the nuclear Non-Proliferation Treaty. It also strengthens

the argument for greater efforts by the nuclear weapons states to de-em-

phasize the role of nuclear weapons in world affairs. As long as the United

States and the other nuclear weapons states cling to these weapons as the

ultimate arbiter of power, other nations will seek similar capability. A sus-

tained commitment to denuclearization is needed to reduce and perhaps

eventually eliminate the perceived nexus between the bomb and global

prestige.

One of the most significant findings of both the Pakistan and India sur-

veys was the overwhelming support among educated elites for global nu-

clear disarmament. In Pakistan, 97 percent of all respondents favored an

international agreement eliminating nuclear weapons. Among Indians, 94

percent expressed support for such a treaty. The prospect of an interna-

tional nuclear disarmament treaty would be a powerful factor in persuad-

ing Indian elites to renounce the nuclear option. When supporters of

official policy and nuclear advocates in India were asked what could justify

a renunciation of the nuclear option, both groups identified ‘‘a time-bound

plan for global disarmament’’ as the most decisive factor. A global disarma-

ment plan would do far more than any other step to convince Indian elites

to renounce the nuclear option.

Many in the United States may dismiss such a policy as utopian and

unrealistic, but in fact Washington has officially committed itself to this

goal several times, most recently at the nuclear Non-Proliferation Treaty

Extension/Review Conference in New York in May 1995.63 As part of the

agreement that led to unanimous support for indefinite extension of the

treaty, the United States and other nuclear powers approved a document,

‘‘Principles and Objectives for Nuclear Nonproliferation and Disarma-

ment,’’ that committed them to achieving worldwide nuclear disarma-

ment. The document reaffirmed Article VI of the NPT, which requires

‘‘good faith’’ negotiations for complete disarmament, and specifically

promised ‘‘the determined pursuit by the nuclear weapons states of system-

atic and progressive efforts to reduce nuclear weapons globally, with the

ultimate goal of eliminating those weapons.’’64 In December 1996, Gen-

eral Lee Butler, former head of the U.S. Strategic Air Command, joined

with dozens of other retired general officers to add the voice of military

authority to the call for nuclear weapons abolition.65 Progress toward dis-

armament in fulfillment of the NPT pledges would significantly advance

the international nonproliferation agenda and could have a dramatic im-

pact on ridding South Asia of nuclear weapons.
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Technology Transfers: The Need for Realism

A growing number of analysts have concluded that U.S. restrictions on
the export of dual-use technologies to South Asia are a significant impedi-
ment to U.S.-India friendship.66 Both India and Pakistan have sought ac-
cess to U.S. technologies, but exports have been banned for such items as
high-speed computers, laser optical devices, cathode ray oscilloscopes, and
telecommunications transmission equipment. Lifting these export controls
would be a major step toward improved relations and could be offered as
an incentive for specific steps to resolve the crisis in Kashmir. The Council
on Foreign Relations task force explicitly recommended loosening U.S.
constraints on certain dual-use technologies, including computers and
peaceful space launch equipment.67

Removing technology restrictions makes sense for the simple reason
that such controls do not work very well, especially when applied to a vast,
diversified country like India.68 With its large economy, relatively sophisti-
cated scientific infrastructure, and access to markets throughout the world,
India is able to acquire the technologies it wants regardless of U.S. export
controls. The costs and time involved in developing advanced technologies
may be greater under U.S. restrictions than it would be otherwise, but
India has usually managed to accomplish its objectives. Indigenous ad-
vances in parallel processing, for example, enabled India to overcome the
previous U.S. ban on the export of supercomputers. The threat of U.S.
sanctions against the Soviet space agency Glavkosmos blocked the export
of cryogenic rocket engines to India in 1993, but India’s missile and space
programs continued to make extraordinary advances.69 The latter case is
particularly instructive. India had a fairly ambitious space program before
the Missile Technology Control Regime (MTCR) went into effect in 1987
and, according to Glavkosmos scientists, possessed the ability to produce
cryogenic rockets even without Russian assistance.70 The MTCR may have
impeded India’s missile programs slightly but it also had the effect of spur-
ring greater self-reliance in rocket production.71 According to one analyst,
U.S. actions in the 1993 incident backfired by arousing nationalist indig-
nation and ‘‘may have provided [India] with an excuse to become a full-
fledged nuclear power.’’72 New Delhi showed its response by testing a me-
dium-range ballistic missile in February 1994. More recently the Indian
space agency signed multimillion dollar commercial agreements with the
world’s largest space telecommunications companies for use of the satel-
lites it will soon begin launching.73

We are not suggesting that nonproliferation restrictions be lifted com-
pletely. Measures such as the ban on transferring nuclear materials should
be retained. The threat of future sanctions, as provided by the 1994 Nu-
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clear Nonproliferation Act, also has some deterrent effect.74 Under the
provisions of that act, the United States would be required to suspend
all financial interactions with India or any other country designated as a
‘‘nonnuclear-weapon state’’ if that country were to detonate a nuclear ex-
plosive or engage in other acts of proliferation. A nuclear test by India
would result in an immediate cutoff of vital U.S. financing and would
jeopardize several major investment projects. The potential political and
economic costs involved undoubtedly act as a restraint on nuclear decision
making in New Delhi. While direct nonproliferation controls remain valu-
able, we believe that many dual-use technology restrictions have little or
no utility. A commitment to lifting these restrictions could create genuine
goodwill between the United States and India and open new possibilities
for conflict prevention. Specific incentives that the United States and its
partners could offer include granting trade licenses similar to the General
Cocom Trade (GCT) and General Cooperating Governments (GCG) li-
censes available to the major industrial countries. These advantages could
be offered in the context of an Indo-Pakistani plan for settling the Kash-
miri crisis.

The Strategy of Commercial Engagement

It has long been a tenet of liberal democratic theory that the spread of
commerce creates the foundations for peace and international cooperation.
The nineteenth-century British philosopher, John Stuart Mill, wrote, ‘‘It is
commerce which is rapidly rendering war obsolete, by strengthening and
multiplying the personal interests which are in natural opposition to it.’’75

One can be skeptical of grandiose philosophical claims and still grant an
element of truth to the assertion that trade creates mutual understanding
and interdependence between nations and can strengthen the preference
for cooperation. As the volume of commercial interaction between nations
grows, so do the prospects for mutual understanding and respect. The
interdependence that comes with increased trade, investment, and technol-
ogy exchange can also increase the impact of incentive offers.76 Elevating
this principle to a strategy of international relations holds enormous prom-
ise for enhancing the prospects of cooperative security.

The Clinton administration has embarked on a new initiative in this area
known as the Big Emerging Markets strategy. As articulated by former
undersecretary of commerce for international trade Jeffrey Garten, the
strategy is designed to strengthen U.S. engagement in the ten largest
emerging markets among developing nations, of which India is one of the
most important. The strategy aims at achieving a convergence of interests
with these nations and promoting a broader world community of market
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economics, democracy, and cooperation.77 In the specific case of India,
the assumption is that India’s growing dependence on foreign trade and
investment will become an inducement for maintaining stable relations
with Pakistan and other neighbors.78 The Big Emerging Markets strategy
draws its inspiration in part from the remarkable commercial interdepen-
dence and nonaggressive relations that have evolved among the European
Community, the United States, and Japan in recent decades. Is it possible
to broaden this ‘‘zone of democratic peace’’ to other parts of the world,
based on the special role of regional economic giants? This is the central
challenge that the new strategy seeks to address.

The Asia Society study group agrees with this approach and recom-
mended that economic relations be the ‘‘focal point of U.S. engagement
with the region.’’79 The Council on Foreign Relations task force likewise
urged stronger U.S. support for economic liberalization in the region.80

Enhanced economic ties could help to moderate political differences and
create greater understanding and cooperation between the United States
and South Asia. The resulting economic growth in India and Pakistan
would improve the lives of people in the region and begin to ameliorate
some of the root causes of conflict such as population growth and pov-
erty.81

There is evidence that developing nations committed to economic liber-
alization and market reform are more likely to favor cooperative security
policies. In her study of nuclear nonproliferation, political scientist Etel
Solingen found a direct relation between a commitment to economic glob-
alization and denuclearization: ‘‘The historical record across regions sug-
gests that where liberalizing coalitions had the upper hand, nuclear policy
shifted toward more cooperative nuclear postures. Nationalist-confes-
sional coalitions, in contrast, shied away from any commitments for effec-
tive denuclearization.’’82 Looking specifically at India and Pakistan,
Solingen found that government coalitions committed to economic re-
form were more likely to favor cooperative security policies. The previous
Pakistani governments of Prime Ministers Nawaz Sharif and Moeen Qure-
shi made gestures toward reduced military spending and regional denucle-
arization, in part to attract foreign loans and investments.83 In India, by
contrast, the weak coalition government of Prime Minister P. V. Nara-
simha Rao slowed the pace of economic liberalization and prevented prog-
ress toward bilateral cooperation while steadily hardening India’s stand on
nuclear policy. Many other factors are at work in explaining these policy
choices, but Solingen is correct in drawing the connection between a com-
mitment to increased international trade and support for cooperative se-
curity policies.

Author Mitchell Reiss has made a similar case in analyzing the reasons
why certain nations have decided to roll back their nuclear programs. For
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Argentina, Brazil, and South Africa, the decision to temper or eliminate
nuclear weapons programs was based on a belief that this would ‘‘acceler-
ate and expand commercial interaction with other regional actors and with
the industrialized West.’’84 Nuclear restraint was seen in part as a strategy
to ‘‘attract foreign investment and lift multilateral restrictions on sensitive
technologies that could be used for economic development.’’85 The strat-
egy of commercial engagement seeks to encourage this kind of thinking in
South Asia as well.

India’s economic liberalization program has greatly facilitated this new
approach. The loosening of government controls and the opening of mar-
kets have helped to bring about a dramatic improvement in India’s econ-
omy. In 1991, economic growth was declining, foreign currency reserves
plummeting, and inflation soaring. Today India is experiencing solid eco-
nomic growth, and inflation has moderated. International trade is increas-
ing, and foreign investment is on the rise. The United States has become
India’s largest source of foreign investment and most important trading
partner.86 According to the Asia Society, direct investment in India rose
from a mere $20 million in 1990 to more than $1 billion in 1993. During
that year alone, U.S. exports increased by 44 percent.87 Table 1 shows
these trends. Pakistan has also pursued market reforms, although the coun-
try’s continuing economic difficulties and extreme underdevelopment
make the prospects for progress more uncertain.

Pakistan’s weaker economic condition suggests that the use of condi-
tionality may be more effective here than in India.88 The need for foreign

Table 5.1. U.S. Investment and Trade with India and Pakistan

U.S. direct investment U.S. trade data total volume
position abroad at year end of trade exports and imports

($ millions) ($ millions)

Year India Pakistan India Pakistan

1985 383 104 3804.1 1308.3
1986 421 109 3794.4 1154.7
1987 439 161 3994.5 1133.3
1988 436 186 5451.0 1552.8
1989 (D) 177 5772.2 1646.4
1990 372 184 5680.4 1752.2
1991 415 187 5192.5 1612.8
1992 484 245 5696.9 1746.3
1993 611 256 7331.8 1708.5
1994 818 280 7603.5 1729.9

D-Suppressed to avoid disclosure of individual company data.
Source: Bureau of Economic Analysis, U.S. Department of Commerce
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aid and investment can serve as a powerful inducement for cooperation
and military restraint. In 1992–93, the United States threatened to place
Pakistan on the official State Department list of nations supporting terror-
ism unless Islamabad stopped its aid to Sikh militants in Punjab and re-

duced its support for Muslim separatists in Kashmir.89 Such a listing would

have impeded Pakistan’s efforts to attract loans and investment. Islamabad

responded by halting aid to the Sikhs and reducing support for the Kash-

miris, although assistance for the latter was shifted to privatized channels.

In February 1994, the International Monetary Fund approved a $1.4 bil-

lion credit, which was followed by a $2.5 billion loan package from the

World Bank, the Asian Development Bank, and others.90 The international

donors conditioned this aid on greater progress toward economic reform

and reductions in Islamabad’s excessively high military budget, which is

nearly two-and-a-half times greater than all health and education expendi-

tures combined.91 In accepting the 1994 loans and credits, Prime Minister

Benazir Bhutto pledged to reduce military spending from 7.9 percent of

gross domestic product to 5.4 percent.92 Islamabad also previously agreed

to freeze its uranium enrichment program in the hopes of improving eco-

nomic and political ties with the United States.93

Perhaps the greatest effect of trade liberalization may occur in the region

itself. Applying World Trade Organization rules to South Asia may open

the door to greater commerce within the region. The nations of the South

Asian Association for Regional Cooperation (SAARC) currently trade less

than 5 percent with one another. This tragic lack of commercial interaction

between India and Pakistan has not only distorted their respective econo-

mies but limited social development and compounded problems of mis-

perception. The Council on Foreign Relations task force recommended

that the United States provide ‘‘direct economic incentives,’’ including

U.S. assistance and support for India and Pakistan in international financial

institutions, to speed the progress of trade liberalization.94 If the general

system of trade preferences can be fully extended to the region and trade

barriers removed, the opening of commerce and communication that

would result could have significant benefits, politically as well as economi-

cally. Western governments and financial institutions should continue to

exert pressure for trade liberalization, especially within the region.

The use of trade preferences and financial conditionality can be an effec-

tive incentive, but it must be applied with sensitivity. Heavy-handed pres-

sures on Islamabad or New Delhi could disrupt delicate political balances

and strengthen hard-line nationalist forces. There are substantial political

and economic interests in both India and Pakistan that benefit from eco-

nomic reform and improved ties to the United States. These forces will

continue to push in the direction of liberalization and reform, but only if



144 David Cortright and Amitabh Mattoo

they are seen as acting in the national interest, not in response to pressure
from the West.95

Debt for Disarmament?

The most significant step the United States could take to improve the eco-
nomic prospects for South Asia would be to join with other industrial
nations in easing the region’s debt burden. If such action were conditioned
on specific steps toward demilitarization and conflict resolution, it could
be a highly attractive incentive. The idea of a debt for disarmament swap
for South Asia was advanced by Pakistani journalist Haider Rizvi at the
Conference on Bombs, Carrots, and Sticks at the University of Notre
Dame in 1994. Rizvi suggested that the G-7 nations and international
financial institutions agree to write off portions of Pakistan’s huge foreign
debt in exchange for specific commitments to reduce the burden of mili-
tary spending and halt the development of nuclear weapons.96 The Council
on Foreign Relations task force also recommended a policy of ‘‘debt reduc-
tion or forgiveness’’ toward Pakistan.97 Pakistan’s international debt as of
1993 totaled more than $26 billion, with annual debt service payments of
more than $2.4 billion.98 By offering to forgive part of this debt, lenders
would lift a burden on the economy and free resources for human develop-
ment.

We acknowledge the difficulty involved in operationalizing this concept.
Debt-relief strategies are often proposed by development specialists but
seldom implemented by financial institutions or governments. Some ex-
amples exist, however, suggesting that the method can be applied if the
political will exists. During the Gulf War, the U.S.-led coalition was held
together with the help of substantial debt forgiveness for Egypt, resulting
in a $14 billion reduction of Cairo’s international debt obligations.99 On a
more modest scale, debt for nature swaps are helping to preserve forests
and natural habitats in Latin America. The approach we are urging would
be limited and selective. It would include a pattern of reciprocity, in the
manner of the Agreed Framework plan with North Korea, in which incen-
tive measures are linked to specific reform steps.100 Debt relief for South
Asia should be conditioned on specific demilitarization measures and con-
crete steps to resolve the conflict in Kashmir. The money saved from re-
duced debt servicing should go entirely to social development. This would
greatly benefit the country as a whole, giving special encouragement to
democratic reform forces, while diminishing the influence of the military.
In this way the proposed policy would benefit Pakistan without threaten-
ing India. Indeed such a process might be viewed positively in New Delhi.

A similar policy could be applied to India. Although New Delhi’s
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stronger economic position gives less urgency to the need for debt relief,
India nonetheless has a huge external debt (more than $91 billion in 1993)
and spends large sums each year on debt servicing ($8.9 billion in
1993).101 India could benefit greatly from being relieved of these obliga-
tions. The same stipulations would need to be applied, requiring military
and nuclear restraint and specific steps toward compromise in Kashmir.
The funds freed from debt servicing would have to be devoted exclusively
to social development. These conditions would help to reassure Pakistan
that India’s armed forces would not benefit from these financial savings.
Conditioning debt relief in both countries on concrete steps toward demil-
itarization and conflict resolution would greatly improve the security cli-
mate in the region and lay the foundation for a more peaceful and secure
future.

A Plan for Kashmir

The roots of conflict in South Asia do not lie in the nuclear competition.
Nuclear weapons are only the symptom of a much deeper malady. It is the
fundamental political animosity between the two nations that motivates
nuclear policy, not the other way around. The resolution of that underly-
ing enmity will be necessary to achieve progress toward denuclearization.
The ending of the cold war showed that a reduction of political tensions
between former adversaries can pave the way for significant nuclear reduc-
tion. The same process may be possible in South Asia.

The key to resolving tensions between India and Pakistan lies in a settle-
ment of the dispute over Jammu and Kashmir. If this bitter conflict were
resolved, bilateral relations would improve dramatically. India and Paki-
stan went to war over the region immediately after independence in 1947,
and they have remained deadlocked over the divided province ever since.
The region has a Muslim majority population but also contains significant
minorities of Hindus, Buddhists, and Sikhs. The troubles are centered in
Indian-administered Kashmir, where a dozen militant groups are fighting
for independence or accession to Pakistan. This is where efforts to resolve
the crisis must begin. Once self-governance is achieved there, Pakistan
would be under pressure to grant similar autonomy to its Kashmiri terri-
tory as well.

We believe that the United States and its allies can play a vital role in
defusing this conflict by offering a specific package of economic and politi-
cal incentives tied to a general strategy for political settlement. India and
Pakistan might be prepared to act on Kashmir if offered the right combina-
tion of inducements. While Kashmir remains a deeply emotive issue for
people in both countries, and India as of now is not willing to accept
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international mediation, both New Delhi and Islamabad recognize the
need for a way out of the present deadlock. Neither side can achieve an
absolute victory in Kashmir; nor for domestic political reasons is it possi-
ble for either to withdraw completely. Both countries are searching for a
solution that may be short of victory but that can be achieved without
severe domestic repercussions. There are groups and important individuals
on both sides who want to overcome the Kashmir impasse. Inertia and the
long legacy of suspicion and hate between the two countries will prevent
them from acting in their own best interest. Incentives and pressures from
the outside are needed to move the process forward.

We anticipate a three-phase path to peace in Kashmir. The United States
and its allies would have a crucial role to play in all three phases, although
this involvement should be as low profile as possible, especially in the cru-
cial initial phases. Our vision is of a Kashmir that has been granted maxi-
mum autonomy, with soft borders and complete freedom of movement
between Indian-administered and Pakistan-administered areas, where
Kashmiri aspirations of ‘‘azadi,’’ or freedom, are expressed in internation-
ally guaranteed elections to choose their own local leaders. Any long-term
settlement of the conflict must promise self-governance for the Kashmiri
people, the eventual reunification of Kashmir, and a reassertion of the re-
gion’s traditional syncretic culture.

Phase One: Catalyst
The United States and its Western allies must begin by offering a sub-

stantial package of incentives tied to two specific objectives. The first is to
ensure that Pakistan stops providing military support and training facilities
for Kashmiri militants. The second is to gain India’s approval for elections
that would choose Kashmiri representatives to negotiate with the federal
government. The incentives to Pakistan might include agreeing to keep
Islamabad off the list of states supporting terrorism, along with various
kinds of economic assistance. A number of the options mentioned earlier,
including debt relief, additional loans and credits, and a suspension of the
Pressler amendment, could also be included. Military cooperation might
be justified in this instance if it would help to appease right-wing Islamic
extremist groups in Pakistan. For India the greatest incentive for granting
elections would be Pakistan’s decision to stop aiding the militants. Addi-
tional steps would be necessary, including the lifting of technology restric-
tions. The possibility of a seat on the UN Security Council (following a
settlement in Kashmir) might also be considered.

Phase Two: Observer
Elections would be held to choose representatives to negotiate with

India for the terms of maximum autonomy within Indian-administered
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Kashmir. These would not be formal governmental elections, which
would have to come later, but an initial testing of the electoral process to
select political representatives for the difficult bargaining process that must
precede final decisions on governance. The September 1996 balloting in
Kashmir was perhaps a small step toward a revival of democracy in the
region, but these elections were flawed in many respects and cannot be
seen as a substitute for the genuinely free and inclusive political process
that will be necessary to help resolve the crisis. To ensure that the balloting
we envision is scrupulously fair and carried out without the fear of the
gun, India would have to announce a cease-fire and withdraw the extra
security forces it has sent to the province since 1990. Pakistan would have
to assist in demobilizing guerilla groups. The demobilizations and with-
drawals should be monitored by impartial international agencies and re-
spected world leaders. The elections would need to include all sectors of
Kashmiri society, with steps taken to ensure that Kashmiris who have fled
the province because of the violence can vote and return home safely. The
elections themselves should follow a system of proportional representa-
tion, with all organizations that get at least half a percent of the vote enti-
tled to representation. This would ensure that Gujjars, Bakerwals, Pandits,
and other ethnic groups that traditionally have been excluded are guaran-
teed a seat at the table. A team of eminent persons and election experts
should be accredited to observe and monitor the elections to ensure their
fairness.

Phase Three: Guarantor

The representatives selected through secret balloting would then con-
duct negotiations with the federal government to determine the exact na-
ture of autonomy and to set a timetable for formal elections on the form
and content of local governance. We believe that this autonomy should be
as expansive as possible. Apart from foreign affairs and defense, the Kash-
miris should have virtually complete freedom to run their affairs as they
wish. Guarantees for the protection of minority rights would be needed,
however, as would protections for Kashmir’s traditional secular society.
The United States, Russia, and the European Union, acting in concert or
through the United Nations, could act as guarantors of these arrange-
ments.

If such a process could be arranged for Indian-administered Kashmir,
a similar autonomy plan would be established in Pakistani-administered
Kashmir. Border controls between the two Kashmirs would then be abol-
ished, and the region would begin to come together again as one society,
still administered between two countries but no longer a source of war
and conflict. Over time the proposed settlement would help to usher in a
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new culture of peace in the region and allow for the consideration of
longer-term solutions that would be part of a more stable climate of re-
gional cooperation and economic integration.

We do not deny the extreme difficulty of implementing this or any other

plan for solving the Kashmiri crisis. Many scholars and policymakers have

noted the apparent intractability of the conflict and the long record of

failed attempts at resolution and mediation.102 In many respects, the con-

flict has become more difficult in recent years, as the level of violent insur-

gency has increased and India has sent tens of thousands of additional

troops to the region. We believe this is all the more reason for a concerted

international campaign to find a solution. The key to resolving the crisis

in Kashmir is nurturing a process of internal political legitimacy. A solu-

tion must come from within. It cannot be imposed externally. The essen-

tial requirement is to encourage a legitimate, nonviolent process of

political engagement among the constituencies and political groupings

within Kashmir. If the Kashmiri people, through their own internal politi-

cal processes, can coalesce around this or another settlement plan, the task

of outside forces would then be to convince India and Pakistan to accept

it. As we have emphasized, however, the United States and its allies could

play a crucial role in this regard. The major countries have many carrots

to offer and could wield significant influence if they so desired.

The most effective inducement the United States can offer is the general

prospect of good relations. The benefits to be gained from friendship with

the United States are powerful incentives for both India and Pakistan. De-

spite political rhetoric to the contrary, enlightened Indians and Pakistanis

recognize that the United States is the preeminent arbiter of international

affairs, the most important economic and political power on earth. Neither

country would gain from a flare-up in regional tensions that soured rela-

tions with Washington.103 The major concerns of each country—economic

development, regional security, status and recognition on the world and

regional stages—can be significantly influenced by the policies of the

United States. This desire for good relations with Washington can be used

as an invaluable trump card to encourage cooperation and conflict resolu-

tion.

The problem returns to one of perception and commitment. Washing-

ton must recognize the legacy of suspicion toward outside powers that

exists in the region and work to establish a long-term basis for mutual

respect and cooperation. If the United States were to accord South Asia

the importance it deserves and use the formidable resources available to

broker a settlement, the chances of success would be considerable. By

applying intensive diplomatic attention and offering substantial incentives

in the form of economic assistance, political support, and security guaran-
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tees, Washington could make a significant contribution to settling the crisis
in Kashmir and preventing conflict in the region.
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Economic Incentives and the

Bosnian Peace Process

Raimo Väyrynen

The Need for a Comprehensive Approach

THE IMPLEMENTATION of the Dayton accord in Bosnia-Herzegovina is
a test case on the nature and extent of the international community’s

influence on intrastate political processes. The cease-fire in Bosnia has re-
quired a major effort by governments and international organizations. It
is clearly an imposed solution on the parties, which have shown little inter-
est in collaborating with each other and whose attitudes toward external
actors depend on expected unilateral gains rather than on goodwill.

Bosnia is a test case in at least two respects: to what extent peace can be
externally enforced, and how enforcement should mix constructive and
coercive means of influence. My tentative conclusion is that external en-
forcement is, within limits, possible and even desirable, provided there are
sufficient incentives to make the solution attractive, backed by credible
threats of the external actors’ readiness to use coercive means should the
need arise. Perhaps most importantly, consolidation of an imposed peace
requires an integrated strategy which takes into account long-term social
and political factors and includes aid for economic reconstruction.

Both research and policy dealing with violent conflicts have been sur-
prisingly oblivious of the need to consolidate peace by political and eco-
nomic means after a cease-fire has been achieved. Instead, the focus has
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been on the military monitoring and keeping of peace, but even here eco-
nomic and social interfaces have been largely overlooked. Peacekeeping,
and the prevention and resolution of conflict, have received most of the
attention in recent policy and scholarly debates. The aftermath of conflict
has garnered less interest.

This is no doubt justified in the sense that an effective system for the
early warning, prevention, and resolution of deadly conflict can help to
save both human life and entire societies from the destruction of war. On
the other hand, in the real world, the prevention and mitigation of violence
often fail. Therefore, the termination of fighting and efforts to prevent
it from starting again deserve serious attention. Peacebuilding, including
institutional and economic reconstruction, is an important means not only
to repair a war-torn society, but also to eliminate the root causes of vio-
lence. In this context it is interesting to observe that the World Bank has
recently increased its loans and other forms of support to war-torn coun-
tries.1

Studies dealing with the termination of civil wars have barely touched
upon the economic dimension. The negotiation and implementation of
peace settlements have been considered largely in terms of political recon-
ciliation and the redistribution, balancing, and sharing of power among
parties to the peace agreement.2 On the other hand, we know that civil
wars and humanitarian emergencies have often been fueled by the struggle
for economic resources, or expressed more broadly, for entitlements in
society.3 If the struggle for economic resources is an important cause for
the outbreak of violent conflict, it can hardly be less important in the after-
math of war. An integrated approach to peacebuilding is needed that fo-
cuses not only on political issues but on economic and social strategies and
their links with political and military issues. While largely neglected in the
past, such strategies seem to be gaining increasing attention, as recent pol-
icy reports show.4

In Bosnia, interest in the military enforcement of the Dayton accord
(initially the International Enforcement Force, IFOR, later replaced by the
Stabilization Force, SFOR) has been much greater than in the civilian
components, including the provision of international police forces and fi-
nancial support for reconstruction. Resources for military enforcement
have been promptly available, and political objectives have been restricted.
Links with the civilian policing and economic reconstruction provisions of
the peace agreement have remained limited. In fact, I argue that the multi-
ple imbalances between the military and civilian aspects of enforcement
have jeopardized the implementation of the Dayton accord.

Overcoming Aid Policy Constraints

The problems resulting from the slow and limited provision of economic
support for peace settlements have been compounded in many cases by
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the restrictive economic policies of international financial institutions. For
example, it has been suggested that International Monetary Fund (IMF)
demands for structural adjustment in El Salvador, including cutbacks in
public spending and real salaries, have undermined the efforts of the
United Nations Observer Mission in El Salvador (ONUSAL) to consoli-
date the 1992 peace accords.5 Structural adjustment programs are not the
cause of civil wars, but in some countries they seem to have increased the
intensity of the economic and social distress and thus have contributed to
the spread of violence.6 In Yugoslavia, the economic austerity of the 1980s
was a significant factor in tearing apart the federal political structure. While
the IMF cannot be directly blamed for the breakup of Yugoslavia, it is fair
to say that the austerity program and the greater exposure to the global
market demanded by the fund greatly contributed to the political polariza-
tion between the central bureaucracy and republican governments. This
was, in turn, conducive to political polarization and escalation of the
crisis.7

If structural adjustment initially contributes to the deepening of crisis,
it can hardly be an answer to the dilemmas of postconflict peacebuilding.
The least that can be required from the international community in peace-
building is that it must develop a consistent and coherent strategy to recon-
struct war-torn societies and inch them toward a more stable future. Such
a strategy is particularly needed now as there is an increasing number of
countries undergoing reconstruction: Angola, Bosnia, Ethiopia, Eritrea,
Haiti, Mozambique, South Africa, Uganda, and even Somalia, to mention
the best-known examples.

To smooth the way of postwar reconstruction, one possibility is to cre-
ate an international arrangement in which countries recovering from war
have a special economic status. These countries would be exempt from at
least some of the obligations imposed by the IMF and other international
financial institutions.8 Such an arrangement would help eliminate the mul-
tiple and even incompatible agendas that now govern the reconstruction
process in several war-torn countries.

Toward an Integrated Strategy

Economic reconstruction as part of a broader peacebuilding process has
focused mostly on technical issues: how much and in which sectors re-
sources are needed, when and for what purposes aid should be delivered.
Such a ‘‘World Bank approach,’’ while necessary, is not sufficient. Instead,
external economic aid should be steered also by political needs and goals;
that is, it must embody an explicit and active political strategy for peace-
building and conflict prevention. Obviously, this suggestion runs counter
to the dogma that international financial institutions must be ‘‘apolitical’’
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in their activities. This presumption can be contested in general, but here
it suffices to say that peacebuilding cannot be an apolitical process. If it is
legitimate to speak of external economic assistance, sanctions, and political
conditionalities to promote democracy, it must also be acceptable to incor-
porate political criteria into postwar aid for reconstruction.9

An integrated political and economic strategy of peacebuilding should
be based on a careful, differentiated analysis of the target society. Violence
may have been fueled by ethnic and religious animosities and struggles for
political power, but almost always it also has been fostered by an unequal
distribution of economic and social resources. In addition to resource im-
balances, political and legal institutions may have discriminated against
some groups and prevented them from enjoying their rightful entitle-
ments. Therefore, violence has been perpetrated both as a reaction against
inequities, on the one hand, and as a method of maintaining privileges, on
the other.10

The initial inequities and privileges are seldom eliminated by war and
may be increased by it. That is why a major task of peacebuilding is to
make sure that the original causes of fighting, and their socioeconomic
consequences, are alleviated and not maintained or even exacerbated by
the peace. It has been rightly observed that not only war but also reconcili-
ation has its winners and losers.11 In addition to a political solution, the
reconciliation process must contain an economic element. It should sup-
port the aggrieved party but also maintain the interest of the winner. Post-
war reconstruction must also take into account the extent to which various
social groups and regions have suffered from the war.

There is little if any basis for demanding war reparations in today’s civil
wars. In fact, an evenhanded economic and political treatment of all parties
may make it easier to successfully push other elements of the settlement,
including the punishment of war criminals, provided those criminals are
tried and sentenced as individuals rather than as representatives of their
ethnic or other community. However, if a party tries to obstruct the imple-
mentation of the peace agreement, the international community must be
prepared to deprive it of the benefits of the postwar reconstruction.

Economic Instruments and Peace Agreements

Wolfgang H. Reinicke has suggested that international financial institu-
tions should develop a general strategy of conflict prevention, including a
system of ‘‘ethnonational assessment’’ (ENA). The purpose of such a strat-
egy would be to make sure that lending and other policies of the financial
institutions do not instigate violence in the target country and thus become
counterproductive. A more specific and demanding strategy of conflict
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prevention would require intervention targeted at those groups that
threaten to launch or escalate ethnonational violence.12 While Reinicke’s
suggestions are in many ways useful, they do not specifically address the
problem of postconflict reconstruction and the role of international finan-

cial institutions in it. Ball and Halevy are more explicit in this regard, but

they fail to establish any clear linkage between the means and objectives of

peacebuilding.13 These studies suggest, however, that in the postconflict

context, active and targeted economic measures would provide political

levers for ensuring the implementation of the peace agreement.

Peace and cease-fire agreements may contain economic provisions con-

cerning, for example, war reparations and mutual economic cooperation.

They seldom specify whether and how economic means should be used in

enforcing the agreement itself, although in some cases, economic punish-

ments could be used as an instrument to enforce peace agreements. The

discussion in the summer of 1996 on whether the United States should

reimpose economic sanctions on Republika Srpska because of its reluc-

tance to extradite indicted war criminals is an example of such a possibility.

The International Criminal Tribunal has called for the imposition of eco-

nomic sanctions against Republika Srpska and, in the case of noncoopera-

tion, even against Serbia.14 The effectiveness of such sanctions would be

undermined, however, by disagreements among the senders. The United

States and Germany are in favor of reimposing sanctions if Republika

Srpska does not collaborate, but Russia is opposed, while Britain and

France are hesitant.15

The reimposition of economic punishments may not be a meaningful

way to ensure compliance with the peace agreement. A better approach

would be to reinforce the compliant behavior that produced it in the first

place. Such a reinforcement can be achieved by rewarding the supporters

of the treaty. Incentives to reinforce compliance with the terms of the

peace agreement should not be unconditional, however. If inducements

fail to produce adequate results, the senders must be able to resort to more

tangible means of influence. If sanctions are employed, they should be

limited to punishing the specific violations of the agreement rather than

to express dissatisfaction across the board.16 Withholding of assistance by

temporarily canceling economic incentives is one of the tools for such a

limited enforcement policy.

A key issue in using economic means of influence is the nature of the

objectives. Are they mainly military and political, or do they also aim to

ameliorate economic hardships and reintegrate the society across ethnic,

religious, and other divisions? In this context one can speak of limited and

comprehensive peace agreements. In recent years the tendency has been

toward comprehensive agreements, including also institutional and eco-
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nomic reconstruction, due to the large-scale devastation of societies by
civil wars.

Another key issue concerns the degree of political commitment. Does
the use of economic and other instruments of enforcement signal the full
commitment of the external actors to the implementation of a peace agree-
ment? If so, what kinds of interests steer their decision making? The rea-
sons for commitment can either spring from the actors’ self-interests or
more general humanitarian interests. One also must ask whether the com-
mitments are short term or long term and how much third parties are
ready to pay to make sure that the local actors comply with the provisions
of the peace agreement.

‘‘A threat is costly when it fails,’’ Thomas Schelling has remarked, while
‘‘a promise is costly when it succeeds.’’17 In the Bosnian context, the use
of economic incentives to encourage the target to behave constructively
engenders costs to the third parties that may be higher than the costs of
threats. In the use of economic rewards, the ability to generate necessary
resources and agreement to share their costs are pivotal matters. These
issues are especially pertinent if economic rewards are delivered as aid
rather than trade. Aid is a more costly and unilateral transaction than trade.

The use of aid as an economic incentive means that the costs for the
sender(s) are higher. Lisa Martin has stressed that high, self-imposed costs
by the sender increase cooperation with other senders and also make sanc-
tions more credible on the receiving end.18 This would lead to the conclu-
sion that aid is a more effective instrument of enforcement than trade. On
the other hand, it has been suggested that while aid sanctions are easier to
coordinate, they may elicit less cooperation among the senders than trade
sanctions.19 This controversy can be resolved potentially by introducing
the time span into the analysis. Over a short term, aid deliveries probably
have more immediate and usually positive effects, while over a long term,
import preferences, export credits, and other trade incentives become
more attractive. In addition to creating a quicker impact, aid incentives
can also be targeted more selectively. The downside in the use of aid as the
main instrument of enforcement is that those delivering it must be initially
ready to shoulder a high economic burden. As the Bosnian case shows, this
requirement may become a major obstacle to the effective and balanced
implementation of a peace accord.

The fundamental question in the Bosnian situation is whether there exist
sufficient mutual interests, agreement, and trust between the external pow-
ers implementing the Dayton accord on the one hand and the local actors
on the other. If the external powers disagree with each other, then whose
voice carries most weight, and what kinds of coalitions emerge between
them and local actors? Does the disagreement between the senders concern
ends, means, or both, and are economic incentives the most appropriate
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and effective means to address the problems that arise in the implementa-
tion process? Finally, what means are available to increase the value of a
compromise and to punish noncompliance?

Peace in Bosnia-Herzegovina

The use of economic instruments is nothing new in former Yugoslavia.
Governments and international organizations have used both negative and
positive measures to influence the behavior of the parties since the begin-
ning of the crisis. In 1991, Western powers first used promises of eco-
nomic rewards and then threats of punishment to persuade or compel the
parties to solve their disputes in a peaceful manner. These early efforts had
very little effect on the conflict process. During the second half of 1991,
the European Community and the United States imposed more extensive
economic sanctions on former Yugoslavia. In April 1992, however, they
were lifted except for those against Serbia, which were tightened later on
in the same year.20

In April 1994, Croatia was tempted by economic incentives to support
the Washington Agreements, which created the Muslim-Croat federation
in Bosnia. In this context, the World Bank approved a $128 million loan
to Croatia and the IMF gave an additional $192 million.21 On the other
hand, the United States threatened Croatia with economic sanctions
should it not show at least minimal respect for Bosnia’s sovereignty. Peter
Galbraith, U.S. ambassador to Zagreb, delivered a speech in February
1994 containing the message that ‘‘Croatia has a choice of joining the
West economically and politically or sharing Serbia’s destiny—isolation,
economic collapse, and never-ending warfare.’’22

The combination of promising rewards and threatening punishments
produced political results in Croatia. The success was mainly due to two
factors. The choice between isolation and integration became a central
issue in the debate over Croatia’s future international position. The inte-
gration option gained an upper hand domestically, partly because Presi-
dent Franjo Tudjman felt that it would give him a place of pride in history
and a stronger hand to expel Serbian troops from Croatia. The federation
also promised rewards to the Bosnian government in Sarajevo, including
the resumption of humanitarian aid deliveries to isolated Muslim enclaves
and a more-abundant flow of arms to government troops. Belgrade did
not oppose the federation, partly because it could provide a future justifi-
cation to establish a closer liaison with the Serb-inhabited areas of
Bosnia.23

The economic provisions of the Dayton accord are limited. The General
Framework Agreement does not even mention the word ‘‘economic.’’ Nor



162 Raimo Väyrynen

are there any specific references to economic assistance for reconstruction.
Article I of Annex 10, containing an agreement on the civilian implemen-
tation of the peace plan, briefly mentions that it will ‘‘entail a wide range
of activities including continuation of the humanitarian aid effort for as
long as necessary; rehabilitation of infrastructure and economic recon-
struction.’’ As I will discuss in more detail below, Annex 9 of the accord
contains provisions on public corporations in Bosnia-Herzegovina. These
provisions have a clear-cut political rationale; by rebuilding transportation
links, the preconditions for economic cooperation and mutual gains can
be enhanced and possibilities for political integration strengthened.

Aid for economic reconstruction is a bargaining relationship that is in-
formed by the political objectives of the parties. Aid may be motivated by
a common morality to help the communities ravaged by war, but it also
has instrumental goals. In the Bosnian case, the most important goals of
aid have been to (1) remedy the destruction brought about by the war,
(2) help to enforce the provisions of the Dayton accord, and (3) build a
more vibrant and integrated economy in Bosnia-Herzegovina and the en-
tire region. The two first goals are short-term, the third long-term.

The single most important political objective of the Dayton accord is to
recreate Bosnia-Herzegovina within its sovereign borders as a unified, but
decentralized state. To achieve this primary goal, the peace process must
be able to build confidence among the parties. It must also control the
flow of arms, prevent external interventions, and create a workable demo-
cratic and market-oriented society. Although Bosnian territory is currently
divided into separate areas physically controlled by the Serbs and the Mus-
lim-Croat federation, the Dayton accord establishes a variety of links be-
tween them. These links are institutional, economic, and humanitarian,
founded on the principles of the free movement of people and the right of
refugees to return.

Everyone recognizes that the goal of decentralized unity for Bosnia is
ambitious and problematic. There are grave doubts whether the Croats
and Serbs in Bosnia and their mentors in Zagreb and Belgrade are genu-
inely interested in holding the country together. Skepticism about the
prospects for unity has prompted experts of different persuasions to con-
clude that the Dayton accord will be unlikely to provide a viable solution.
Some even advocate its cancellation and the outright partitioning of the
country. Mearsheimer and Van Evera suggest that Bosnian government
troops should be equipped with heavy weapons and trained to establish a
balance of power in Bosnia-Herzegovina and the entire region.24 This is,
in effect, the policy recently followed by the United States.

However, the arming-and-partitioning approach has major disadvan-
tages. Partitioning would not only make it impossible to resettle refugees
but would generate new population transfers. It would lead to a severance
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of economic links as well as destruction of common institutions and what-
ever common identities remain among different ethnic communities.

These outcomes are clearly undesirable. To avoid them, external powers
have instead used political, economic, and military tools to enforce the
basic objectives of the peace accord. IFOR/SFOR military actions have
helped to implement its provisions on military disengagement and territo-
rial control. These efforts have proceeded successfully in areas where the
Dayton accord has created somewhat ethnically homogeneous ‘‘home-
lands,’’ especially for the Croats and Serbs. Major tensions have arisen pri-
marily in areas that either remain contested (e.g., Brcko) or where different
national communities are supposed to coexist (Mostar and Sarajevo).
NATO countries have been reluctant to use IFOR/SFOR military capabil-
ities to secure the stability of contested areas in Mostar and Sarajevo, or to
enforce other aspects of the Dayton accord, especially the arrest of indicted
war criminals. In these cases they have resorted to diplomatic means, such
as the emergency meeting among the presidents of Bosnia, Croatia, and
Serbia in Rome in February 1996. Diplomacy alone is unlikely to be ade-
quate to resolve problems of noncompliance, however, which is why the
international guarantors of the peace agreement must be ready to employ
material means of enforcement, including both coercive measures and in-
centives.

Promoting Economic Integration

As mentioned, the Dayton accord contains provisions on the establish-
ment of a Commission on Public Corporations. It has been mandated to
‘‘examine’’ possibilities for founding public corporations to ‘‘operate joint
public facilities, such as for the operation of utility, energy, postal and
communication facilities.’’ The accord especially stresses the need to estab-
lish a public transportation corporation to operate roads, railways, ports,
and so on, for the ‘‘mutual benefit’’ of both entities. That corporation
should provide a ‘‘model for the establishment of other joint public corpo-
rations.’’ The creation and successful operation of public corporations re-
quires investment capital. To make such capital available and promote the
economic integration of Bosnia, international financial institutions should
develop a strategic investment plan. In addition to attracting funds, such
a plan could be used to reward those groups that have showed genuine
commitment to implementing the peace agreement.25

It is especially important that both the Croat- and Serb-dominated areas
be integrated with the government-held parts of the Bosnian economy.
Wars have severed earlier economic connections between the ethnona-
tional communities and tied them more closely to external actors than to
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each other. Economic dependencies of the Croat part of Bosnia on Croatia
and of Republika Srpska on Serbia are, however, difficult to reduce both
for practical and ideological reasons. These dependencies are illustrated in
the widespread use (along with the D-mark) of the Croatian currency,
kuna, in the Croat-controlled areas of Bosnia, and the Yugoslav dinar in
Republika Srpska. The economic integration of Bosnia-Herzegovina
would require the establishment of a working banking system, a common
central bank, and a common customs and payments union and tax admin-
istration, as envisaged in the Dayton accord.26

To define the priorities and coordinate the use of aid funds, the Muslim-
Croat federation has set up the fifteen-member Reconstruction Cabinet
and the Coordination Board to carry out the practical work. The Serb
Republic has established its own Reconstruction Agency to work on the
reconstruction program within its entity.27 Thus, there is no single organi-
zation in Bosnia-Herzegovina in which different communities would co-
operate for reconstruction. As a result, the state nature of Bosnia’s political
subunits has steadily increased.

In addition, the combined effects of Tito’s ‘‘self-managed’’ economic
model, war, and sanctions have created artificial and distorted economies
in the region. These economies are controlled by political authorities, or-
ganized crime, and other special interests. Organized crime in the form of
drug trade, prostitution, and car theft has become a lucrative business,
often in association with the corrupt local police. The division of Bosnia
into ethnic para-states has provided a sort of protection for the criminals
and permitted them to benefit from cross-border operations. The likely
outcome is the establishment of a sort of frontier economy of which the
so-called Arizona market of stolen and smuggled goods south of Brcko is
the best example. The market is one of the few places where one can sell
and buy without any regard to ethnicity or nationality.28

Cronies of the political leaders have benefitted from the violation of
sanctions by gaining control of scarce commodities such as gasoline. They
have also been awarded exclusive permits for specific economic activities
giving access to foreign currency and monopoly profits. These cronies may
have vested interests in undermining privatization and other efforts to con-
vert Bosnia into a unified market economy. At a minimum, they are
against liberal economic reforms, as the Serbian example shows. The end
of economic sanctions has not resulted in the relinquishing of monopolis-
tic access to economic power in favor of market-based operations.29

The economic assets of Republika Srpska are particularly weak. The re-
public, especially its eastern part, is mostly rural and in many places depop-
ulated. It has some natural resources, such as iron ore, but processing
facilities are located in the Croat-Muslim Federation. Another typical ex-
ample of this weakness is the importance of Muslim-controlled Tuzla for
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Republika Srpska as a source of energy, raw materials, and table salt.30 The
republic seems to have economically only two options: either to continue
its close ties with the economy of the Yugoslav Federation, or to encourage
links with the Croat-Muslim Federation’s economy, especially Sarajevo. Its
chances of becoming a self-supporting economy are questionable at best.

Against this backdrop, promises made by Radovan Karadzic to the Bos-
nian Serbs are fanciful. To prop up his own political position and attract
fellow Serbs either to stay in the republic or return from Bosnia, Karadzic
painted lavish images of a new, ethnically homogeneous ‘‘Serb Sarajevo.’’
The artistic embellishments of the new metropolis promised ‘‘world-class
universities, a huge sports stadium, and a gold-topped Orthodox church
to memorialize the war dead.’’31

Absent substantial external assistance and pressure, the economic reinte-
gration of Bosnia is unlikely to occur. Nationalist ideologies propagating
political and economic separation continue to dominate both in the Serb-
and Croat-controlled parts of Bosnia-Herzegovina. Internally, there are no
adequate resources to generate growth and build infrastructure that would
draw the scattered pieces together. The lack of political will makes this task
even more difficult. The crucial question, then, is whether the international
community is able to provide incentives that can push reluctant parties to
cooperate more closely with each other.

The Dayton Accord’s Civilian Operations

As emphasized earlier, an integrated international strategy to implement
peace agreements is needed. Such a strategy has been lacking so far for
Bosnia-Herzegovina. True, both the United States and the European
Union have specified the general political goals that their involvement in
Bosnia should promote. However, these goals are formulated in very gen-
eral terms, referring to the stabilization of democracy and market economy
in Bosnia, and no specific program of action has been developed to reach
these objectives by the available means.32 In the summer of 1996, this
situation started to change as more and more governments made their aid
conditional on political developments, especially the arrest of war crimi-
nals.

The international community, most visibly the United States and the
European Union, have made a strong commitment to peace in Bosnia by
pushing through the Dayton accord, sending 60,000 troops to implement
it, and becoming involved in the political reconstruction of the country,
most prominently in organizing the fall 1996 elections even if precondi-
tions for them were not yet ripe. This diplomatic and military commitment
has not been matched, however, by a comparable economic program of
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action to underpin the political process and to keep it on track. Even
though the basic importance of civilian reconstruction of Bosnia has been
generally admitted, its progress has been lagging badly behind military
implementation. In the spring of 1997 the World Bank said that it had
used only one-third of the $1.8 billion made available for the Bosnian
reconstruction because of the reluctance of the parties to initiate any mean-
ingful economic reforms.33

The civilian operations are organized under the Peace Implementation
Council (PIC), which has 42 states and ten international organizations as
its members. The council’s steering committee, comprising G-7 countries
as well as Russia and the representatives of the European Union and Is-
lamic countries, is chaired by the high representative of the European
Union, Carl Bildt, who must also coordinate efforts with NATO, the Or-
ganization for Security and Cooperation in Europe (OSCE), and the
United Nations High Commissioner for Refugees (UNHCR). It is diffi-
cult for such a large body to develop a coherent, long-term strategy to
implement the nonmilitary aspects of the peace agreement.

That is why, in reality, the high representative, together with major gov-
ernments, will have to shoulder the main responsibility. In that regard
huge political problems have emerged. Several governments supporting
the Bosnian Muslims have criticized Bildt for having been ineffective and
too closely affiliated with the Serbs in Bosnia and Serbia. At least part of
that criticism has been exaggerated and one-sided, however. It may have
been due to the fact that Bildt, more than any other actor, has made efforts
to use reconstruction funds as an instrument to promote the provisions of
the Dayton accord and occasionally also to rein in the policies of the Bos-
nian government.34

Reconstruction efforts are not always easy to distinguish from the hu-
manitarian operations that were carried out in Bosnia, Croatia, and Serbia
during the war and still continue because of ongoing needs. Humanitarian
aid cannot be continued indefinitely, and in the transition period aid struc-
tures and practices must be reviewed and local communities must be made
more self-reliant, which is also one of the tasks of reconstruction. While
humanitarian aid continues, it may serve as an economic incentive. Thus,
aid programs for education, health, and services could be geared to make
the resettlement and reintegration of people easier, and to encourage the
return of skilled labor from abroad.35

The World Bank and International Aid

The international community has estimated in detail the needs of Bosnia’s
reconstruction. The standard estimate, provided by the World Bank, is that
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Bosnia needs a total of $5.1 billion in external aid for reconstruction and
recovery over a three-year period. The bulk of this assistance, 83 percent,
is to go toward capital investment. Bosnia’s gross need for external financ-
ing is estimated at $12.7 billion during the period from 1996 to the year
2000, of which international aid is expected to cover about 40 percent.

The World Bank has been designated as the lead agency in reconstruct-
ing the Bosnian economy. In January 1996 it committed $150 million of
its own funds for emergency assistance and these payments have continued
ever since. The delivery of aid has been slowed down, however, by dis-
agreements over the sharing of responsibility for the debts accumulated by
the old Yugoslavia. Bosnia’s external debt at the end of 1995 amounted to
$3.2 billion and waits for settlement. Unless debt relief can be worked out,
the Bosnian government would use 15 percent of the external financing
for servicing its debt from now to the year 2000.36

The World Bank is under political pressure to move ahead quickly in
funding Bosnian reconstruction. In April 1996, it launched three long-
term programs for transportation, agriculture, and water supply (since
then programs have been expanded to housing, electricity production, de-
mining, and the demobilization of soldiers). They were approved in three
months, in contrast to the average of one year that a similar process usually
takes. James D. Wolfensohn, president of the World Bank, stated that the
bank’s first priority is to create in Bosnia 300,000 new jobs by public
works programs and targeted assistance to farmers and small businesses.37

According to the bank, more than $500 million are needed for each of
the following areas: transportation, electrical power, telecommunications,
and health. The needs in these and other fields are interconnected. For
example, the damage to water and sewage networks is causing health prob-
lems, while without a working transportation system industrial production
cannot recover. In fact, the World Bank has developed in a short time very
specific sectoral plans for the reconstruction of Bosnian society.38

The rebuilding of the Bosnian economy has been slow to start, however.
It has been delayed by the lack of adequate funding from the main donors
to recruit staff for the operations. In Carl Bildt’s estimate, by the beginning
of March 1996, donors had paid only some 60 percent of the $550 million
pledged for initial reconstruction projects.39 Almost as a sign of despera-
tion, in April 1996, Bildt requested NATO to provide military engineers
from IFOR to restore communication links, water supplies, and power
stations in Bosnia-Herzegovina.

In the first international donors meeting of December 1995 the partici-
pating governments made a commitment to provide $550 million by the
end of March 1996. However, the European Union was the only donor
that, by and large, lived up to its promises, paying close to $100 million.
In the United States, Bosnian aid money became a hostage of the budget
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battles between the White House and Congress. President Clinton made
repeated efforts to convince Congress of the need to pay at least some of
the money pledged. On Capitol Hill there has been a strong feeling that it
was enough for the United States to fund its 20,000 IFOR troops. How-
ever, U.S. companies campaigned early to receive a major share of the
reconstruction contracts in Bosnia.40 In the second donors’ meeting of
April 1996, the United States pledged to deliver $200 million of aid to
the Bosnian reconstruction effort.41

Inadequate International Leadership

In the Bosnian reconstruction there is a real problem of international lead-
ership. The importance of the ‘‘demonstrative aspect’’ of leadership can be
seen in the tendency of other governments to follow the U.S. example. If
the United States fails to deliver its share of funds for reconstruction ef-
forts, this will encourage ‘‘free-riding’’ on the part of other potential do-
nors. The political targeting of aid requires ‘‘directional leadership.’’ Such
leadership influences targets ‘‘by molding their interests, values and beliefs,
rather than coercing or alluring them to do things they would rather not
have done.’’42 The United States must provide both demonstrative and
directional leadership if the Bosnia reconstruction plan is to have any
chance of success.

In Bosnia, criticisms of U.S. policy are mounting on both counts. Wash-
ington has been blamed not only for its failure to provide funds for recon-
struction, but also for not acting more forcefully to integrate Mostar.
Washington has been criticized as well for its efforts to deliver weapons
and military aid to the Bosnian government.43 The European Union ob-
jects to U.S. plans to ‘‘equip and train’’ the Bosnian government army,
urging instead a greater emphasis on civilian reconstruction and rebuilding
relations with Serbia. In March 1996, a donors conference was organized
in Ankara in which Washington contributed $100 million toward the rear-
mament program of $800 million.44 The European Union so strongly dis-
agreed with the United States that its member governments decided to
boycott the Ankara meeting. In July 1996, Bosnia and the United States
signed an agreement that committed Washington to deliver a total of $400
million of military aid by the end of the year.

Japan wants to avoid the situation in which it was caught during the
Gulf War, when it had no other option than to contribute $13 billion to
fund the war. Now Tokyo wants to become fully involved in international
decision making to defend its own interests. It feels that Bosnia’s recon-
struction is more of a European and U.S. responsibility. In Tokyo’s opin-
ion, Japan’s contributions to Bosnia should, at a minimum, be linked with



Economic Incentives and the Bosnian Peace Process 169

the U.S. and European funding of oil deliveries and light-water reactors
to North Korea in the effort to stop its nuclear weapon program.45

The role of Islamic countries in the reconstruction of Bosnia has far-
reaching political implications. By late 1996, these countries had provided
15 percent of the total funds for reconstruction. In November 1996, the
Organization of the Islamic Conference and representatives from twelve
countries held a meeting in Sarajevo to discuss the provision of humanitar-
ian, economic, and military aid to the Bosnian government.46

An integrated economic strategy to steer the implementation of a peace
agreement is impossible if adequate funds are not made available. This has
been clearly a problem in Bosnia, where the main donors have lacked a
mutual agreement on their roles and responsibilities. The United States
thinks that its military investment in IFOR/SFOR and the rearming of the
Bosnian government should be its main contribution, with the World
Bank and the European Union bearing the brunt of the economic recon-
struction. Europeans prefer a more balanced sharing of the economic bur-
den, partly because of the possibility that they will have to take a greater
responsibility for military operations as well after the potential withdrawal
of U.S. troops. The Japanese commitment to aid Bosnia is and will proba-
bly remain quite limited.

Problems in funding and burden-sharing weaken the directional leader-
ship that both the United States and the European Union should exercise.
Such a leadership should link means (i.e., financial resources), and goals
(i.e., the integration and pacification of Bosnia). The lack of leadership is
evident in the inability of leading NATO and EU powers to keep their
ally, Greece, in check. The Greek telecommunication company OTE is
using some $260,000 to develop civilian and military telecommunication
links solely between Republika Srpska and Belgrade. This amounts to sep-
aratism, which is incompatible with the basic goal of a unified Bosnia.47

To explore further the role of economic incentives and directional lead-
ership in the implementation of the Dayton accord, I will focus in the
remaining pages on three critical areas in Bosnia where peace and stability
have faced difficulties: Banja Luka, Mostar, and Sarajevo.

Three Test Cases

Banja Luka

Banja Luka, in northwestern Bosnia with 240,000 inhabitants, is the
largest and most developed city in Republika Srpska. It is also ethnically
very homogenous because its Muslims were, at Radovan Karadzic’s be-
hest, thoroughly terrorized and forced to flee in the summer of 1992.48 It
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is a paradox that while Muslims continue to be evicted from their homes,
the politics of Banja Luka’s Serbs have been at the same time somewhat
more liberal than those of the leadership in Pale. Banja Luka has closer
relations than Pale with both Belgrade and Western powers. The former
prime minister of Republika Srpska, Rajko Kasagic, used Banja Luka as
his power base in his efforts to influence internal and external affairs of the
Republika.

Banja Luka has been rewarded for this political independence. Most of
the external aid for reconstruction goes to the Croat-Muslim federation,
partly because the Bosnian Serbs refused to participate in the donors con-
ference in April 1996. Some money however, has trickled to the Banja
Luka region, for instance, to open a power station and a coal mine. Exter-
nal political support has been manifested by the decision of the EU high
representative to set up an office in Banja Luka and spend time there.49

These economic and political measures of support were intended to split
the Bosnian Serbs by rewarding the ‘‘good’’ guys of Banja Luka and pun-
ishing the ‘‘bad’’ ones of Pale. Bosnian Serb hard-liners resisted these ef-
forts, however, and fired Kasagic from the post of prime minister because
he had, in Karadzic’s words, ‘‘considerably harmed the Republika Srpska’’
by suggesting that all provisions of the Dayton accord, including the de-
tention of war criminals, should be implemented.50

The international community applied political pressure on the Pale lead-
ership to keep Kasagic in power. For example, Javier Solana, NATO’s sec-
retary general, traveled to Banja Luka to show his support. These political
gestures ultimately failed, however, and the Bosnian Serb Parliament
sacked Kasagic by a vote of 84 to 43. Thus, the selective use of incentives
to support a more moderate leadership was blocked by a power move of
Bosnian Serb hard-liners. While international political pressure was unable
to prevent this move, the jury is still out. The leadership of Banja Luka
continues to follow an independent line in opposition to Pale.

Mostar

In 1991 the Mostar area had a population of 120,000 people, of whom
35 percent were Muslims, 34 percent Croats, and 19 percent Serbs (al-
though in many cases the mixed ethnicity made these categories meaning-
less). In April 1992, Serbs attempted to gain control of the valley in which
Mostar is located to block Bosnian access to the Adriatic Sea. The Croats
and Muslims joined forces against the attack and were able to defend the
city, although the Serbs retained control of some of the surrounding terri-
tory. The alliance did not last long, however, and the Croat troops started
attacking Muslims in May 1992, taking over the western side of Mostar.
The fighting left about 2,000 dead.
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By 1993 the city was devastated, and most of the Muslims were pushed
to its eastern districts. The ancient bridge, Stari Most, connecting Mostar
across the Neretva River, was destroyed by both Croat and Serb shelling.
The Croats, linked politically and economically to independent Croatia,
started an intensive hate campaign against Mostar’s Serbs and especially its
Muslims. The arrival of rural refugees from other parts of Bosnia-Herzego-
vina exacerbated its demographic dislocations and brought mountain peo-
ple in contact with city dwellers, fueling tensions. Croat-controlled
western Mostar has been characterized as a frontier city where the mafia
rules, while the Muslim eastern part more resembles a ghetto.51

Indeed, the military and political organizations in the Croatian part of
Bosnia have assumed a direct economic role by taxing local communities
and confiscating production facilities. An example is the $650 million alu-
minium plant just outside Mostar which should be the property of the
Croat-Muslim federation, but which has been taken over by the local Croat
leadership.52 It is difficult to change by external punishments and incen-
tives the behavior of a nondemocratic elite whose survival depends on the
resistance to any change in the political situation.

In Mostar, economic incentives were adopted early. In July 1994, after
the United States had arranged a shotgun marriage between Bosnia’s
Croats and Muslims, the European Union took the responsibility of integ-
rating Mostar as a way of cementing the federation. Hans Koschnick, the
former mayor of Bremen, was appointed to head the European Union
Administration (EUAM). In 1995, a total of $100 million was earmarked
by the union for the rebuilding and integration of Mostar. More than 60
medium-sized and 450 smaller companies have received financial support.
Water and power supplies have been repaired and houses and bridges have
been rebuilt.53 To ensure the stability needed for the reconstruction effort,
the European Union deployed police forces in Mostar.

Reintegration of the city is one of the goals of the Dayton accord. In
February 1996, Koschnick presented a plan in which Mostar was to be
organized into seven administrative districts: three of them to be con-
trolled by the Croats, three by the Muslims, while the large central area
that includes the airport, train station, and water works was to be jointly
administered. This solution did not satisfy the Croats, who considered the
central district too large. As a result several hundred of them stormed the
EUAM headquarters, and, later on, an attempt was made on Koschnick’s
life. A main reason for the Croat resistance to Mostar’s unification is that
it is the only viable candidate to become the capital of the self-proclaimed
Republic Herceg-Bosna.54

To support Koschnick, Klaus Kinkel, the German foreign minister, ac-
tively twisted President Tudjman’s arm. Because of their historical political
connections and economic leverage with the Croats, the Germans had a
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certain credibility for this task. In 1994, 36 percent of all foreign invest-
ments in Croatia came from Germany. Kinkel threatened to reimpose eco-
nomic sanctions, to end support for Croatia’s membership in the Council
of Europe, and to block its cooperation with the European Union.55 Kin-
kel’s pressure on Zagreb was nothing new, as Germany had throughout
the Bosnian crisis tried to convince the Croatian government to end the
ethnic division of Mostar.56

Germany’s threats lessened Zagreb’s support for Mostar’s Croats, but
they were not sufficient to prevent the Croatian hard-liners from prevailing
in the dispute. In a compromise reached in the Rome meeting on 17–18
February 1996, a joint Croat-Muslim police force was established for
Mostar and the size of its central district was made smaller than originally
suggested by Koschnick.57 This is a sobering reminder of the limits of
political and economic diplomacy, even if exercised by the leading Euro-
pean power. It is also a reflection of the lack of effective leadership from
the United States and other major powers, which did not give sufficient
economic and political support to this effort.

Partly as a result of this setback, Koschnick resigned from his post as the
head of the EUAM. His decision was also a protest against the permissive
attitude toward Zagreb of Britain and Italy, and to a lesser extent France.
With the United States standing on the sidelines, the European powers
have been unable to develop a unified strategy toward Croatia and the
future of Mostar. The inability to reintegrate Mostar gains particular rele-
vance if one believes in the maxim that ‘‘as goes Mostar—toward reintegra-
tion or final disintegration—so will go the federation and thus all of
Bosnia.’’58 Disagreements between Croats and Muslims have pushed the
latter to seek new allies among the Serbs of the region who have been
isolated both from Pale and Banja Luka. In particular, the economic coop-
eration between Muslims and Serbs has started to expand.59

Neither economic incentives nor threats of punishment have been able
to alter the basic course of developments in Mostar. Local interests and
identities so far have had a stronger impact on the shape of events than
external means of influence. The European Union has consistently advo-
cated that Mostar and Sarajevo should remain undivided, but this goal will
be difficult to accomplish without a much greater commitment of eco-
nomic and political resources.60 The difficulties faced in the reintegration
of Mostar have been amplified by developments since the elections held in
Mostar in June 1996, which resulted in a victory for the ethnic parties
deepening the division of the city. The prounification Muslim List of Citi-
zens won 48 percent and the Croatian Democratic Community (HDZ)
45 percent of the vote. In early 1997, there were repeated clashes between
Croats and Muslims and even against international military and civilian
personnel working in Mostar. In February 1997, plainclothes Croatian
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police fired on an unarmed Muslim group attempting to visit a cemetery
in the city’s west side. In the face of such unremitting ethnic hostility,
international enforcement efforts have been unable to unify the city.

Sarajevo

The restoration of Sarajevo’s multiethnic nature has proven to be equally
difficult. During the return of federal control in the spring of 1996, only a
few thousand Serbs stayed on in the neighborhoods of Grbavica and
Ilidza, while 50,000 others left for Republika Srpska, some voluntarily,
others under pressure. The pressure from Serb extremists in some cases
went so far as to include kidnapping children from their homes, with the
children returned only after the parents agreed to leave the suburbs. Where
Serb extremists failed to expel residents from their homes, Muslim thugs
came and pressured people to leave. Those Serbs who wanted to remain
in Sarajevo were squeezed between two extremist forces and had few alter-
natives other than to leave.

Sarajevo has been united under Bosnian government control, as envis-
aged in the Dayton accord, but the price has been very high. The fleeing
Serbs took with them everything that could be transported by trucks and
burned the houses. Factories were stripped, and their machinery was taken
to Republika Srpska. In all, millions of dollars’ worth of property was
destroyed. The forced departure of Serbs from Sarajevo has been used by
the Serbs elsewhere as an argument against the right of Muslims to return
to their homes. In the present atmosphere, the chances for ensuring a gen-
uinely multiethnic Sarajevo are slim. The international community has
done very little in the early phases of implementing the Dayton accord to
promote this goal. The timeline has been too short for economic incentives
to have an impact. The United Nations was also slow in deploying the
promised 1,721 international police officers to protect minorities (the
Americans were the main defaulters).60 In early 1996, it was even difficult
to avoid the impression that IFOR was abetting ethnic cleansing as its
troops guided the flight of Serbs out of Sarajevo rather than protecting
their homes.

It may not be too late, however, to employ economic incentives to re-
store Sarajevo’s historical multiethnic nature. There are, for instance, mid-
dle-class professionals (doctors, engineers, teachers, etc.) among the Serbs
whose interests would be served by returning to Sarajevo. Their employ-
ment opportunities are in cities rather than in the rural villages of Re-
publika Srpska. When the most intense passions die down, it would be
important to try to attract these professionals back to Sarajevo and other
major cities of Bosnia. For instance, multiethnicity should be a main crite-
rion in recruiting faculty to the Bosnian universities whose reconstruction
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is about to start. The international community has leverage to promote
goals that support pluralism and integration in Bosnia, for instance,
through the Tempus program, the European Union’s major instrument
for the development and restructuring of higher education in Central and
Eastern Europe.61 It has been also suggested that in places like Sarajevo,
international science and technology centers should be established. Such
centers would keep the local experts employed through external grants
and would connect them with the international scientific community.62

Guaranteeing the multiethnic composition of the staff should be one of
the guiding ideas behind the establishment of such a center.

Conclusion

By 1997 the annual income per capita in Bosnia had dropped to $500 and
the rate of unemployment stood at nearly 70 percent. The total population
of the country was a million less (3.4 million) than in 1990. In light of the
urgent need for reconstruction, international aid efforts have started to
make progress in improving the living conditions of the people, especially
in areas controlled by the Sarajevo government. After several delays, the
expected amounts of funds have been pledged for the initial reconstruction
effort. It also seems that, despite delays, international economic aid has
provided political support for the Bosnian government. Military aid from
the United States and Islamic countries is restoring the military balance
within Bosnia-Herzegovina, but it is also strengthening the state nature of
the Islamic part of Bosnia.

International economic aid has not been systematically integrated with
the political goals of the peace process, with the exception of some specific
cases. This has been especially difficult in Herzeg-Bosna and Republika
Srpska, in part because the amounts of aid involved have been minimal. In
effect, the major powers have decided not to create an economic lever to
influence the politics of these entities. International agencies have preferred
to influence the politics of Bosnian Croats and Serbs through Zagreb and
Belgrade, respectively. This may be a reasonable solution, since the influ-
ence of these capitals on their ethnic kin in Bosnia is considerable, although
less so in Belgrade’s relations with Pale.

It is a moot point whether larger amounts of aid would have persuaded
the Bosnian Croat and Serb leaders to pursue more integrationist policies.
To date, efforts to influence them have been based primarily on threats of
punishments rather than economic inducements. The experiences in Banja
Luka and Mostar suggest, however, that economic rewards also have their
limitations. Ethnonationalism has been a dominant motive, putting poli-
tics rather than economics in command. Even in Sarajevo the impact of
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aid money seems to have been limited. President Alija Izetbegović and his
Party of Democratic Action have sharpened the Islamic character of the
Bosnian government and have opposed efforts to restore its multiethnic
nature.

The enforcement of the civilian provisions of the Dayton accord has so
far failed to achieve the goal of creating a multiethnic peaceful society in
Bosnia-Herzegovina. Agreements calling for freedom of movement, the
right of refugees to return home, freedom of association, and the detention
of war criminals have been ignored or implemented to a very limited de-
gree only. This failure is due less to the impossibility of achieving these
goals than to the inadequacy of international enforcement efforts. If suc-
cess is to be achieved in Bosnia-Herzegovina, or in other future cases,
international involvement will require a more integrated strategy, greater
unity among the external actors, and a larger commitment of political and
economic resources.
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7
Incentives and the Salvadoran

Peace Process

Geoff Thale

A REVIEW OF INTERNATIONAL diplomatic efforts to bring an end to the
twelve-year civil war in El Salvador and to support the implementa-

tion of the peace agreements, signed 16 January 1992 in Mexico, offers a
number of instructive examples of the use of incentives as a diplomatic
tool. Inducement strategies, along with a variety of other more traditional
tactics, were used by the United States, and later by multilateral actors, to
move the Salvadoran government—and, in interesting ways, its oppo-
nents, the rebel Farabundo Marti National Liberation Front (FMLN)—to
accept the principle of a negotiated solution to the conflict, to engage in
constructive negotiations, to reach outcomes in those negotiations desired
by the outside actors, to implement various elements of the peace agree-
ments, and to engage in reconciliation and reconstruction.

International actors had mixed successes in achieving their goals, and
the effectiveness of incentives as a tool of diplomacy varied considerably.
As this chapter will show, the effectiveness of particular incentives de-
pended on a number of factors. These factors included the nature of the
desired outcome and its fit within the constellation of goals aspired to by
the various international actors, the consistency of the offering of incen-
tives, the type of follow-up, and the presence of internal forces who sup-
ported the outcome.

During the course of the war itself, the United States pressed a counter-
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insurgency strategy on the Salvadoran government. That strategy involved

persuading the Salvadoran armed forces to adopt new military tactics to

combat the rebels, encouraging the government and the armed forces to

respect human rights while prosecuting the war, and persuading the gov-

ernment to implement agrarian reform as a way of undercutting support

for the rebels. In pressing the elements of this strategy on the Salvadorans,

the United States employed several kinds of incentives along with more

traditional diplomatic tools. Washington was not entirely successful in

achieving these goals, however, and this failure forms the backdrop to sub-

sequent efforts to support a negotiated end to the conflict. Therefore, this

paper briefly reviews the history of U.S. efforts to support agrarian re-

form and improve the Salvadoran government’s human rights record dur-

ing the war.

The war in El Salvador settled into a stalemate in the mid-1980s. The

guerilla offensive of 1989, while a military failure, changed the political

dynamic and forced all the parties involved in the Salvadoran conflict to

reevaluate their commitment to a military solution. At the same time, the

changing regional climate sparked by the Esquipulas peace process and

decreasing East-West tensions gave the parties more room to reevaluate.1

In this context, the United States, the United Nations, and other Latin

American and European countries offered a number of incentives, both to

the government and to the FMLN, to encourage the two sides to negotiate

an end to the war. These were perhaps the most successful of the incentives

offered in the peace process. The chapter discusses these efforts, and why

and to what extent they were successful.

Once the Peace Accords were signed in 1992, the United Nations, the

United States, and other international actors helped to ensure that the ac-

cords were actually implemented. The UN, as the party responsible for

verifying that implementation, rendered judgments about the state of the

peace process; both sides sought its approval. In addition, at key moments,

the United States and the European Community offered financial incen-

tives and imposed some financial sanctions. This chapter briefly reviews

the UN efforts, and the international incentives and sanctions used to

move the implementation process forward.

The chapter also looks briefly at the process of postwar reconstruction

and the role of international incentives in that process. In the final pages,

the chapter considers the declining international interest in El Salvador

today, and the fewer and less-effective incentives the international commu-

nity has to offer as a result. It speculates on the lessons this suggests for

international involvement in peace processes, and some of the limits on

the interests and the power of various international actors.
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The Nature of Incentives

It is useful, in thinking about the effectiveness of various forms of incen-
tives, to define more precisely the kinds of incentives that are being offered
and the context in which they are offered. In its simplest form, an incentive
is an offer by a sender to provide a good that the recipient desires, if the
recipient engages in some specified behavior. Another more complicated
form of incentive exists when the sender government offers a good directly
related to the desired outcome—when, for example, a sender offers to fund
postwar reconstruction programs on the condition that the recipient de-
sign and implement such programs. In this case, the recipient government
may not desire, or at least not strongly desire, the ‘‘good’’ being offered,
but may engage in the desired behavior because it is relatively costfree
to the recipient. This will greatly influence the strength of the recipient’s
commitment to carry out the desired behavior when the inevitable prob-
lems and complications occur.

There are several other variants. A sender may offer some good to a
recipient without identifying a particular behavior it seeks in response. In
this form of incentive the sender seeks some unspecified influence on the
recipient’s behavior. In another variant, the sender (or a multilateral actor)
already provides aid or assistance or some other benefit to the recipient
and decides to urge the recipient to engage in a particular behavior, hoping
that the aid it provides will permit it to influence the recipient’s decision-

making process. How explicitly the sender country links the continuance

of its already existing aid to the recipient’s compliance with the request

varies, depending on the importance of the desired behavior to the recipi-

ent country, and the relative importance of the desired change in behavior

in relation to the other goals of the sender. This variant is significantly

different from the simple form, because in this case the ‘‘good’’ that the

sender country has to offer is tied to more than one goal, and those goals

may be related to each other in complicated ways. In such cases, the sender

country is already providing assistance for one set of reasons, and is now

threatening to condition that assistance on another set of reasons. The

effectiveness of the incentive will be determined by the interplay between

the sender’s goals. This is more typical of the real world, and certainly

more typical of the El Salvador case. An important factor to analyze in

studying the effectiveness of particular incentives, therefore, is whether the

incentive is linked to a single goal, or is tied to multiple objectives.

In reviewing the use of incentives in the peace and reconstruction proc-

ess in El Salvador, it will be important to look at these factors—how im-

portant to the sender is the desired outcome, how that outcome fits into
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the sender’s broader set of goals and objectives, and how strongly the re-
cipient desires the good being offered.

From War to Peace in El Salvador

Open civil war broke out in El Salvador in late 1980 and continued until
a peace agreement was signed on 16 January 1992. The war was fought
between the Salvadoran government and a coalition of five rebel groups,
the FMLN. Although rooted in the poverty and inequality of El Salvador,
the war was perceived by all parties as taking place within the cold war
context. The Salvadoran oligarchy, a group that was strongly resistant to
reform, and the military that was allied with it, viewed all opposition as
Communist inspired, and sought its forcible repression. The Carter ad-
ministration began a military buildup in El Salvador to confront what it
said was ‘‘left-wing terrorism supported covertly with arms, ammunition,
training, and political and military advice by Cuba and other Communist
nations.’’2 The Reagan administration portrayed El Salvador as a key part
of a world struggle, ‘‘a global issue because it interjected the war of na-
tional liberation into the Western Hemisphere,’’ in the words of Secretary
of State Alexander Haig.3

The rebels for their part sought the support of Cuba, Nicaragua, and
the Soviet Union. While they described the goal of the revolutionary
movement as national and democratic, all five guerilla groups came, over
the course of time, to describe themselves as ‘‘Marxist-Leninists.’’

The location of the war in El Salvador in this larger geostrategic context
made the search for a negotiated solution, and even for an improvement
in the human rights situation, extremely difficult. Both the parties to the
conflict and their international backers saw military victory as imperative,
and all other considerations (including human rights) were viewed as sub-
ordinate. At the same time, this international dimension to the conflict
meant that other governments had extensive contact with all the parties in
El Salvador. When international conditions changed, and the international
mood favored negotiated solutions, the foreign actors were able to exert
influence on the domestic actors for resolution of the conflict.

The Salvadoran war was particularly bloody. Especially in the early years
of the war, paramilitary death squads targeted guerilla sympathizers and
opposition political activists for death. Possessed of only rudimentary in-
telligence about how the revolutionary opposition was structured, and in-
clined to see all political disagreement as armed revolutionary opposition,
the death squad apparatus, with the conscious support of significant sec-
tors of the military, the security forces, and the government, captured,
tortured, and killed more than 30,000 people in the first two years of the
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war, including trade union activists, Christian base community leaders,
community organizers, and others. While the numbers of killings declined
in the later years of the war, and the killing became more selective, the
Salvadoran extreme right, through the course of the war, never abandoned
the strategy of counterrevolutionary terror.4

In the second half of the 1980s, the imperative for victory at any price
diminished. The Esquipulas peace process helped create a less-polarized
climate, and encouraged the search for peace. Cold war tensions began to
diminish. As this happened, the United States and other actors began to
move more effectively to improve the human rights situation and bring
the war to a negotiated conclusion. The Salvadoran guerillas proposed ne-
gotiations to end the war as early as 1981, and the two sides conducted a
number of high-level meetings to discuss the possibility of a negotiated
solution in the mid-1980s, but the negotiations failed to break the stale-
mate.5

In the late 1980s, a number of changes took place. Leaders on both
sides of the conflict in El Salvador itself began to express more flexibility,
as the social and economic costs of the prolonged war were felt more
strongly. The failed rebel offensive of 1989 changed the way the parties
viewed the military and political situation on the ground. Also important
were the end of the cold war, and the accession to power in Washington
of a less hard-line Bush administration. Serious negotiations now became
conceivable.

The UN began to play an active role in the peace process in 1989. It
had been in informal contact with the parties previously, and in December
of that year both sides contacted UN officials to request their involvement.
In 1990, the UN began to actively facilitate a negotiations process, and
in April 1990, the ‘‘Four Friends’’ of the UN secretary-general (Mexico,
Columbia, Venezuela, and Spain) agreed to assist the parties in seeking a
solution. When the FMLN and the government agreed on an agenda and
a time line for the negotiations, peace talks formally began. The U.S. also
signaled its support for the principle of a negotiated solution. The Bush
administration quietly informed the Salvadoran military that, because of
budget pressures, aid would be gradually reduced over the next several
years, although it would not pressure the military for a specific solution.6

Meanwhile, a majority in the U.S. Congress voted to reduce military aid
to El Salvador and to create a series of incentives for a negotiated solution.
The ups and downs of U.S. military assistance to El Salvador over the next
year would influence developments at the negotiating table.7

By early 1991, it was clear that a negotiated solution was inevitable. The
United States began, with the Salvadoran government, to plan for postwar
reconstruction, and the international community began to consider the
kinds of support and incentives it might offer for postwar development.
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Steps taken by the United States and the international community helped
shape the specifics of the Peace Accords and the postwar reconstruction
plans.

Peace was reached with the signing of accords on 16 January 1992.
The next three years saw the international community actively involved in
supporting the implementation of those agreements, and in supporting
the reconstruction process. U.S. and international financial incentives for
the implementation and reconstruction process were vital to moving the
process forward.

Reform and the Use of Incentives during the War

U.S. counterinsurgency strategy in El Salvador called for strengthening
the military against the rebels while winning the political support of the
civilian population. To this end, the United States urged increased respect
for human rights and agrarian reform on the Salvadoran government.
Human rights became an important issue, not only because it was an as-
pect of counterinsurgency, but because it was a key element in the domes-
tic U.S. debate on El Salvador. Repression was the traditional method of
coping with political opposition in the country, and the Salvadoran ex-
treme right employed this method as the revolutionary movement began
to grow in the mid and late 1970s. When the Carter administration began
to increase military aid to El Salvador in late 1979, human rights and
antiwar activists, along with their allies in the Congress, began to raise
concerns about the kind of government the United States was supporting
in El Salvador. Human rights became the axis around which the question
of military aid for El Salvador was debated in the United States in the early
1980s.8

With the growth of military aid to El Salvador, and the dispatching of
U.S. military advisors, the United States formed a strategic relationship
with the Salvadoran armed forces. The Salvadoran military, on its own,
was clearly committed to defeating the guerilla opposition. The United
States offered the money and the training to do so successfully. The United
States, determined to defeat ‘‘Soviet-sponsored aggression,’’ was eager to
equip and train the Salvadoran military, and sought to influence the strat-
egy and tactics the military employed in order to achieve victory.9

The power and the political influence of the Salvadoran military grew
dramatically during the war, expanding fivefold from a force of 12,000 to
60,000 by the war’s end. Its officers reaped personal rewards from corrup-
tion, many of them becoming rich over the course of the war.10 The Salva-
doran elite, which had previously seen the military as its servant, began to
treat the armed forces as an independent force with political views and
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interests of its own. That increase in power and influence was based in part
on the military’s position as the bulwark of defense against the insurgency,
and also on the resources that the Salvadoran military came to command,
particularly the inflow of U.S. dollars and equipment.

The United States thus had the potential for substantial leverage over
the Salvadoran military. It was supplying the financial assistance, training,
and equipment that the armed forces needed to fight the war. Through its
aid program and the presence of U.S. military advisors, the United States
was able to signal its approval and support for particular officers or sectors
of the military. The increased political power of the military as a whole,
and the prestige of senior military officers depended ultimately on the re-
sources that the United States was providing for the war. The United
States was offering a number of ‘‘goods’’ that the Salvadoran military de-
sired, and it was in a position to condition the delivery of those goods on
changes in the behavior of the military.

The United States used its influence to persuade key officers in the Salva-
doran military to adopt a counterinsurgency strategy based on winning
hearts and minds. The United States also increased the effectiveness of
some, though probably not the majority of Salvadoran military fighting
units, and it converted some officers into close U.S. allies.11 But the United
States failed to get the Salvadoran military to adopt overall the small unit
strategy it was propounding, and, most dramatically, it failed to get the
Salvadoran security apparatus to improve its human rights performance.12

Incentives for Human Rights Improvement

The Reagan and Bush administrations sought to improve the human
rights performance of the Salvadoran military and its allies for two reasons.
First, they needed to appease congressional Democrats who were attempt-
ing to condition or cut U.S. assistance; second, they believed that continu-
ing human rights violations undercut Salvadoran popular support for the
military, which was critical to the counterinsurgency strategy that the
United States was pushing in El Salvador. The White House applied vari-
ous diplomatic and political pressures to seek human rights improvement
in El Salvador, but it opposed conditioning U.S. military assistance on
such improvement. For the administration, human rights improvement
was always subservient to the goal of winning the war. After the brief lull
in U.S. aid in December 1980 and January 1981, following the murder of
the four North American churchwomen on 2 December 1980, no U.S.
administration cut off aid to the Salvadoran military until the passage of
the Dodd-Leahy legislation in October 1990. This was despite a human
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rights record that a Pentagon-commissioned study described as one ‘‘no
truly democratic and just society could tolerate.’’13

Although the U.S. Congress sharply debated the issue of military aid to
El Salvador in the early 1980s, it consistently compromised by allowing
continued military assistance, while conditioning such aid on presidential
‘‘certifications’’ that the human rights situation was improving. The
Reagan administration provided that certification four times. The certifi-
cation requirements were dropped by the Congress in 1984, after the elec-
tion of centrist José Napoleon Duarte as president of El Salvador.

The United States was not, in general, successful in persuading the Sal-
vadoran government to respect human rights during the course of the war,
although congressional pressure probably set some limits on what the gov-
ernment and the armed forces did. Much of the human rights improve-
ment that did take place was because of shifting military strategies by the
two sides, rather than because the Salvadoran government and military
changed their human rights policies.14

The U.S. efforts failed for several reasons. First, the Salvadorans be-
lieved (correctly, as it turns out) that the United States had prioritized
winning the war over respect for human rights, and that it would not cut
off military assistance, whatever rhetorical statements it made. Thus, there
was no real incentive for improvement.15 Second, the administration and
the Congress had different emphases, so that the United States was not
speaking with a single voice. Third, the U.S. effort to improve human
rights was directed at a government, ruling group, and military that were
more or less unified in not caring about human rights. No significant
power bloc in the country was committed to seeing the situation improve
and therefore there were no internal factions whose power in the country
was strengthened by U.S. or international intervention.

Incentives for Agrarian Reform

U.S. advisors were convinced that agrarian reform was critical for gaining
the approval of the civilian population. The United States offered the Sal-
vadoran government a number of incentives to implement a land reform
program. In 1979 and 1980, USAID (United States Agency for Interna-
tional Development) and USAID contractors prepared concept papers on
land reform and offered technical advice to the Salvadoran government on
the development and implementation of land reform programs. From
1980 through 1985, the United States gave the Salvadoran government
$137 million, in six separate USAID projects, for agrarian reform. The
largest of these provided credit to cooperatives and farms formed in the
early stages of the land reform movement.16 The United States also helped
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establish the Salvadoran Institute for Agrarian Transformation, and helped
with the implementation of the initial phases of the agrarian reform
project.

But the project ran into tremendous resistance from Salvadoran elites.
They saw, correctly, that their power base and their way of life were being
threatened. The proposed land reform process was rapid, with little time
to adjust. Because the properties taken would be paid off in long-term
bonds, there was no immediate financial incentive.17 Landed elites resisted
forcefully. The reformers in El Salvador had a very thin power base; their
position was bolstered by U.S. support (which helps explain why any land
reform was accomplished), but they did not have the power to see the
program through. The U.S. incentives were not effective or powerful
enough to overcome political resistance to land reform. What the United
States had to offer (funding, technical assistance, and political support for
a land reform program) helped reduce the costs of land reform, but these
were not sufficiently attractive to the landed oligarchy to overcome their
opposition. In the end, the United States reached the limits of its influence.
The most far-reaching part of the land reform program, which would have
affected midsize coffee farms, was suspended by the Salvadoran National
Assembly.

The land reform was not meaningless. A significant number of landless
peasants received titles to small properties. And when the Salvadoran Na-
tional Assembly tried to suspend the ‘‘land to the tiller’’ program, threats
by the U.S. Congress to suspend aid to El Salvador led the assembly to
quickly reinstate the program. But larger landholdings were not affected.

Incentives for Negotiations

International incentives played an important role in the peace negotiations
in El Salvador. The first talk of negotiations took place in October 1981,
when Nicaraguan president Daniel Ortega read an FMLN proposal for
negotiations to the General Assembly of the United Nations. At that early
stage of the war, however, both sides were intent on military victory. Both
sides thought they could win, and in the context of the cold war, neither
side saw other options. In late 1984, the two sides met for talks, but again
there was no movement.18

In 1987, the situation began to change. Prompted by the Esquipulas
process, the two sides met twice in October 1987, although the talks broke
off after those rounds. Sporadic rounds of dialogue continued until the
guerilla offensive of 1989, but the dialogue did not advance because nei-
ther party sought to negotiate seriously.19 Nonetheless, internal changes
were under way in both camps. In the beginning of 1989, the rebels made
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an offer to participate in the political process if elections were postponed.
While this offer was made as the rebels prepared to launch a major military
offensive later that year, the offer represented a significant shift in their
position. According to Salvadoran analysts, while the rebels did not expect
the government to accept the offer, they were prepared to follow through
if the government responded.20 In fact, the Bush administration urged the
Salvadoran government to seriously consider the proposal. The rebels had
never previously offered to accept key elements of the electoral system and
the current constitution.

This evolution in FMLN thinking was sparked by a number of factors,
including the Esquipulas process, but also by developments within the
rebel leadership. In 1988, several prominent civilian allies of the FMLN
returned to El Salvador to take part in the political process. They led small
social democratic political parties and were preparing to take part in the
1989 elections. They had played an important role in the rebels’ interna-
tional diplomatic efforts, through their links with social democratic parties
in Europe and Latin America, and because of their relatively moderate
image. Their diplomatic work had brought the FMLN a certain level of
legitimacy, and allowed them to make their case to the international com-
munity. When the civilians returned to El Salvador, rebel leaders had to
take on more direct diplomatic responsibilities themselves. In visits to
Latin American and European capitals in 1988, FMLN leaders were
strongly urged to seek a negotiated solution to the conflict.21 At the same
time, Soviet officials were reported to have warned the Salvadoran Left
that, in the event of a rebel victory, the Salvadoran guerillas should not
expect that the Soviet Union would offer them substantial economic aid.22

These signals generated pressure for a new strategy. They also paralleled
emerging differences within the FMLN. Some of the organizations in the
FMLN were more open to negotiating with the Salvadoran government,
while others were committed to a decisive military victory.23 The Latin
American and European trip functioned as a kind of incentive to move
FMLN thinking toward negotiations.

A number of factors led to the beginning of the actual negotiations proc-
ess. The waning of the cold war and the steps toward peace in Nicaragua
created new conditions for both the FMLN and the Salvadoran govern-
ment, and for the United States as external sponsor. The 1989 offensive
jumpstarted the process, helping to convince the two sides that neither
could completely defeat the other militarily. In December 1989, a month
after the rebel offensive, the U.S. assistant secretary of state for inter-
American affairs, Bernard Aronson, first spoke publicly of support for a
negotiated end to the war, a position reaffirmed by Secretary of State
James Baker in February 1990.24 In early 1990, administration officials
reportedly told the Salvadoran armed forces that, while Washington would
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not push the government into negotiations, U.S. military assistance would
likely decline over the next two years.25 That year for the first time the U.S.
Congress actually cut aid to the Salvadoran military. Spurred by the
FMLN offensive, and especially by the murder of six Jesuit priests along
with their housekeeper and her sixteen-year-old daughter by U.S.-trained
government troops, Congress approved legislation (the Dodd-Leahy bill)
to halve military aid. This complex bill was provisionally approved by the
House of Representatives in June and finalized by the Senate in October
1990. The bill, crafted by Senators Christopher Dodd and Patrick Leahy,
both Democrats, was explicitly designed to provide incentives for negotia-
tions. It cut military aid in half, threatened to cut it to zero if the govern-
ment did not negotiate in good faith, and threatened to restore it entirely
if the guerillas launched another offensive. The Salvadoran military saw
for the first time that U.S. assistance could actually be cut, and this served
as another powerful spur to negotiations.

The Bush administration’s commitment to a negotiated peace was un-
clear and equivocal. Washington expressed its desire for a negotiated solu-
tion without any specific vision of what the terms might be. David Holiday
and Bill Stanley have argued that the United States at that time was ‘‘only
cautiously supportive of the negotiations.’’26 In fact, in early February
1991 unnamed State Department officials criticized Alvaro de Soto, the
UN mediator, in remarks to the New York Times. But as the FMLN
changed its negotiating position toward accepting a formula that preserved
the institutionality of the government’s armed forces, ‘‘the minimum re-
quirement of U.S. policy had been met,’’ and the Bush administration be-
came more strongly supportive of the negotiations process.27

U.S. support for the peace negotiations was also complicated by differ-
ences between the Congress and the administration. In October 1990,
over the objections of the Bush administration, the Senate decisively ap-
proved the Dodd-Leahy legislation. Half of the military aid appropriated
for fiscal 1991 was set aside for postwar demobilization and the transition
to peace. But in January 1991, that aid was restored to the military. After
the rebels downed a U.S. helicopter, and apparently executed the two sur-
viving U.S. servicemen, President Bush used a waiver provision in the
legislation to reinstate the military aid. A Salvadoran army spokesperson
said, ‘‘The vote of confidence the Congress had taken away from the armed
forces has been restored.’’28

The pace of the negotiations was affected by the flow of U.S. aid. After
the Senate approved the aid cut in October 1990 the bargaining process
moved ahead. When President Bush released the aid in January 1991, the
negotiations slowed down. In August 1991, when congressional Demo-
crats showed that they had the votes for even deeper cuts in U.S. assis-
tance, the ‘‘administration began to take a significantly more active role in
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supporting the negotiations,’’ and the process moved quickly to its conclu-
sion.29 The key agreements of the final accords were reached in September
1991.

Incentives for the FMLN

One of the most interesting aspects of the Salvadoran peace process was
the impact on the FMLN of direct U.S. contact, and the way in which the
legitimacy this seemed to confer served as a powerful incentive in encour-
aging the rebels to accept a negotiated solution.

Throughout the war, there had been behind-the-scenes contacts be-
tween the United States and negotiators who represented the FMLN. But
a key moment came in July 1991, when Representative Joe Moakley, a
Democrat, traveled to the rebel-held town of Santa Marta, over the objec-
tions of State Department officials. He was accompanied by a reluctant
U.S. ambassador, William Walker. A month later, Ambassador Walker re-
turned to El Salvador, accompanied by Mark Hamilton, the commander
of U.S. MilGroup, and Dick McCall, a senior staffer on the Senate Foreign
Relations Committee. They met with a top rebel commander.30 These two
visits had a powerful effect. The FMLN perceived the visit as ‘‘signaling a
new U.S. willingness to treat the rebels as legitimate participants in Salva-
doran political life.’’31

In a broader sense, U.S. support for the negotiations process offered
some form of recognition to the FMLN, and this was clearly an important
incentive. Contacts with the FMLN became more serious after Ambassa-
dor Walker visited Santa Marta, culminating in the breakfast encounter
that Assistant Secretary of State Aronson ‘‘accidentally’’ had with the
FMLN negotiators during the final stages of the negotiation. The U.S.
message that it would live with the FMLN as a legal opposition political
party was a clear incentive to the rebel leadership, and encouraged them in
the negotiations process.

Incentives during the Negotiations

Along with offering incentives that encouraged the parties to negotiate,
U.S. and UN officials provided incentives to facilitate the bargaining proc-
ess itself. During the peace negotiations, the UN embraced the idea of a
new civilian police force and actively encouraged the parties to accept it.
UN advisors drafted the proposals for the police reform sections of the
Peace Accords, as well as the proposed accompanying legislation. The
United States privately briefed negotiators on each side about the kinds of
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training and assistance it could offer a new force after a peace agreement
was reached.32 As the negotiations moved forward, the United States and
other senders also offered incentives that affected both the government
and the FMLN, offering to fund particular postwar programs and showing
both sides drafts of the kind of programs they could provide.33 The parties
hoped that additional international support would materialize for a num-
ber of aspects of the Peace Accords, including reconstruction, the new
police, and land reform. Many of the agreements were negotiated in the
expectation that the international community would provide the necessary
support. But in fact there were very few concrete commitments made by
the international community during the negotiations process, which later
caused real problems in the accords implementation phase. The expecta-
tions of support eased the negotiations process, but they proved to be
unrealistic.34

Accords Implementation

Predictably, the implementation of the Peace Accords has been a difficult
and complicated process. The United Nations Observer Mission in El Sal-
vador (ONUSAL) and its successors (United Nations International Mis-
sion in El Salvador [MINUSAL] and United Nations Verification Mission
[ONUV]) played a key role in monitoring the implementation process,
helping the parties mediate disputes about the meaning of the accords, and
overcoming the periodic recalcitrance of the parties. Incentives were key
to these international community efforts.

Three examples illustrate the ways in which incentives facilitated the
implementation process. Under the terms of the accords, a three-member
Ad Hoc Commission was empowered to review the records of Salvadoran
military officers, particularly on human rights grounds, and to recommend
the transfer or discharge of any officer it reviewed. The government was
then given sixty days to implement the commission’s recommendations.
The commission was widely expected to order the symbolic dismissal of a
few officers. But to everyone’s surprise, the commission’s report, delivered
to the United Nations 23 September 1992, called for 102 officers to be
dismissed or transferred, including most members of the senior officer
corps.35

The Salvadoran armed forces balked at complying with the recommen-
dations of the commission. Senior military officers publicly criticized the
report as a leftist plot. In late October 1992, Salvadoran president Alfredo
Cristiani announced that he would postpone action on the commission’s
recommendations until the FMLN completed its demobilization. While
some organizations within the FMLN were apparently willing to negotiate
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delays in the resignation of some senior officers in return for new reinte-
gration programs for midlevel guerilla commanders, the UN took a firm
stand that the ad hoc commission’s recommendations were binding and
nonnegotiable.36 The UN continued to press the Salvadoran government
on this issue, and in early 1993 the United States suspended the delivery
of some military aid in the pipeline to El Salvador. It made clear to the
Salvadoran military that aid would not be released until there was an agree-
ment to accept the recommendations of the ad hoc commission. This
created a powerful incentive for the military, particularly for younger offi-
cers who saw their force being threatened by the intransigence of older
officers. When it became apparent in March 1993 that the Truth Commis-
sion created by the Peace Accords would also name senior officers as re-
sponsible for human rights violations, President Cristiani informed the
UN that the remaining officers would resign from active duty by 30 June.
The power of the UN’s position, the incentive created by the slowdown in
U.S. military assistance, and the differences within the officer corps created
a situation in which all the identified senior officers were compelled to
leave.

Another long and difficult issue was the implementation of the agree-
ment to transfer small plots of land to former combatants of both sides, as
well as to about 25,000 FMLN supporters. Because of changes in El Salva-
dor’s economy and investment structure during the war, the economic elite
were less committed to maintaining the traditional patterns of landholding
than they had been in the early 1980s.37 As a result, the government was
able to negotiate a land transfer agreement as part of the Peace Accords.
But implementing the agreement proved difficult. There were serious legal
and bureaucratic complications in the transfer process, as well as tremen-
dous political resistance by some landholders and by those on the political
right who remained committed to the oligarchic order.38 The UN and the
United States both played critical roles in moving this issue forward. The
United States, through USAID, provided about 85 percent of the funding
for the transfer of land to FMLN ex-combatants and their supporters,
making the program relatively costfree to the Salvadoran government.39

Both USAID and the UN Mission treated the land transfer program as a
high priority, focusing attention on it, and reporting publicly on its status.

The ultimate success of the land transfer program resulted from a num-
ber of factors.40 First, USAID obviously provided a powerful incentive by
offering to fund the whole program. The financial cost to the Salvadoran
government of compliance was low, and foreign financing meant that the
government could not plead the excuse of lack of funds. Second, the role
that USAID and the UN played in encouraging and offering incentives
for the program strengthened those forces in the Salvadoran government
who wanted to see the program completed. U.S. and international actions
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supported them in internal power battles.41 Ultimately continued external
pressure and substantial funding from USAID made it possible for the
program to be completed.

The third example of the role of incentives in the implementation of the
Peace Accords centers on the 1994 elections. Dubbed the ‘‘elections of
the century,’’ the 1994 balloting was the first in which the FMLN rebels
participated, and the first elections in fifteen years to select political leader-
ship at all levels—municipal, legislative, and presidential. The 1994 voting
was to be one of the key elements of the peace process. All parties agreed
that the elections had to be perceived as open and honest. International
legitimacy was key to gaining access to the aid dollars promised for post-
war reconstruction and development. International approval was impor-
tant in securing the World Bank loans that would finance the revamping
of the Salvadoran economy.

Reforms to the electoral system were mandated in the Peace Accords. A
new electoral code was approved in January 1993, eight months behind
schedule. The UN Mission in El Salvador opened an electoral office in July
1993. The United Nations Observer Mission in El Salvador was widely
viewed as the arbiter of international legitimacy, and it was thus important
for the Salvadoran government to maintain the approval of the UN.42 The
Salvadoran government thus had powerful incentives to comply with UN
recommendations on the voter registration and election process.

The United States also had an interest in the success of the electoral
process. The newly inaugurated Clinton administration had policy con-
cerns that the process be free and fair. In addition, pressure from Demo-
cratic members of Congress who had long followed El Salvador had an
impact on USAID and on U.S. embassy officials. The election pitted
Ruben Zamora, an opposition figure known to many in Washington,
against Armando Calderon Sol, the mayor of San Salvador and candidate
of the rightist ARENA Party. Although President Cristiani and the
ARENA Party had led the country into peace negotiations with the rebels,
the party’s origins in the extreme right made many, including some Demo-
cratic members of Congress, uncomfortable. In the spring of 1993, key
congressional staffers warned U.S. government officials that they would
employ administrative mechanisms at their disposal to hold up the release
of economic aid to El Salvador if there was not sufficient progress on voter
registration.43

The Salvadoran Supreme Electoral Tribunal—the government agency
charged with registering voters, maintaining the voter rolls, and conduct-
ing elections—began the voter registration process that spring, but it did
not approve a formal registration plan until the summer. International ob-
servers and opposition political parties began to voice concerns about the
tribunal’s competence and its very commitment to registering new vot-
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ers.44 In July 1993, Democrats in the House of Representatives held up
the release of $70 million in economic assistance to El Salvador. This was
a substantial portion of the $110 million intended for balance of payments
assistance to the Salvadoran government in fiscal 1993. At the urging of
congressional Democrats, the aid was withheld until after the elections
themselves in March 1994.

The suspension of U.S. aid was explicitly linked to progress in voter
registration. In an August letter to USAID administrator Brian Atwood,
House Foreign Operations Subcommittee chairman David Obey, a Dem-
ocrat, wrote that ‘‘we need to create further incentives’’ to ‘‘conduct a suc-
cessful voter registration campaign in El Salvador.’’45 In September, the
administration wrote Obey to say that disbursement of the funds ‘‘would
be linked to . . . satisfactory progress by the Tribunal, first in registering
voters, and second in issuing the necessary voter cards.’’46

This created powerful incentives for the Salvadoran government. The
now-suspended assistance had been earmarked for meeting balance of pay-
ment needs, providing the Salvadoran government with access to U.S.
dollars. While the government had some access to dollars through newly
opened World Bank channels, and thus was not as dependent on direct
U.S. aid as it had been during the war, it still needed the funds. The pres-
sure on the Electoral Tribunal to register more voters increased signifi-
cantly. President Cristiani convened a meeting with the tribunal and all
political party leaders to resolve this issue.

At the same time, the UN Mission began to assist the tribunal in carry-
ing out the registration process. UN staffers provided transportation for
election registrars, assisted in planning and troubleshooting registration
campaigns, etc. The combination of the UN’s on-the-ground assistance,
the government’s need for UN approval, and the pressure from the U.S.
aid suspension overcame the obstacles. In the end, voter registration
reached about 85 percent.47 While registration rates were probably lower
in zones that had historically been guerilla controlled, and while election-
day procedures disenfranchised some properly registered voters, the elec-
tions were generally fair, and the results, with some local exceptions, were
broadly representative. The ARENA Party presidential candidate Ar-
mando Calderón Sol, won an overwhelming victory with 66 percent of
the vote in a runoff in the second round. In the national legislature, the
Arena Party gained 39 of the 84 available seats, compared to 21 seats for
the FMLN, which emerged as the second largest party in the assembly.
The elections were quite an accomplishment, given the obstacles that ex-
isted in mid-1993. International pressures and incentives made a crucial
difference in this success.48

As noted earlier, both the Salvadoran government and the FMLN were
strongly motivated by the desire to have the UN Mission’s approval. The
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UN reports on the peace process mattered a great deal to both parties, and
were perceived as linked to the flow of international assistance. Both sides
had strong incentives, at least in the first three years of the peace process,
to behave in ways that won UN legitimacy and approval.

Postwar Reconstruction and Reconciliation

In addition to the accords implementation itself, the international commu-
nity has played an important role in supporting postwar reconstruction in
El Salvador. USAID and the Salvadoran government started reconstruc-
tion planning in 1991, when it became clear that a peace agreement might
be signed.49 USAID, because of its technical assistance capabilities and its
capacity to commit funds, played an important role in this process. The
most significant issues in the reconstruction process concern the coordina-
tion of the reconstruction plan between the two parties, and the degree of
implementation by international donors.

The international community expressed a desire for the reconstruction
plan to be developed in a ‘‘concerted’’ fashion. In March 1992, shortly
after the Peace Accords were signed, the World Bank convened a consulta-
tive group meeting of potential donors to El Salvador, including interested
governments and international financial institutions. In the preparations
for the meeting, donors made clear to both the Salvadoran government
and the FMLN that their support for reconstruction ‘‘depended less on the
[plan’s] development content, and more on demonstrated broad political
support.’’ Donors expected both parties to come in with a commonly
agreed plan for postwar reconstruction and for international assistance.50

This was a powerful incentive, but it played itself out in a complicated
fashion. The government and the FMLN had distinctly different visions
of the reconstruction process, based in part on conflicting economic and
ideological conceptions, and in part on the need to channel reconstruction
assistance to different political and social bases. Under the circumstances,
it was difficult for the two to negotiate a common reconstruction plan. In
addition, the government, with a relatively sophisticated technical appara-
tus, and with assistance from USAID, had a far more elaborate, detailed,
and convincing proposal than did the FMLN, whose technical capacity
was limited. In negotiations early in 1992, the government made a few
concessions to the FMLN, including vague language on FMLN and NGO
participation in the planning process. But the conceptions of the two sides
were still far apart as the date of the consultative group meeting ap-
proached. Both parties worried about the risk of losing international aid
and about being blamed politically for such a failure, if they could not
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endorse a single plan. In the end, the FMLN reluctantly endorsed the gov-
ernment plan.51

Once the consultative group met, the actual shape of the reconstruction
plan depended on the individual funding decisions of particular donors.
Pledges made at the consultative group were not binding, and subsequent
negotiations between the individual donors and the Salvadoran govern-
ment reshaped many commitments. There was no formal international
monitoring mechanism established for this process.52

For the third meeting of the consultative group in June 1995, Salvado-
ran nongovernmental groups, as well as the FMLN, organized themselves
to question the development and implementation of the reconstruction
plan, comparing it to the goals outlined in the 1992 consultative group
meeting. They prepared a written critique and made proposals to incorpo-
rate the nongovernmental sector in the planning and evaluation of the
National Reconstruction Plan. The groups also lobbied various donor
governments and agencies, seeking support for their position. They found
a surprisingly receptive audience, and at the consultative group meeting, a
number of donors spoke out strongly to urge the Salvadoran government
to involve NGOs more fully in the process. There was little organized
follow-up on the part of the international donors, however, and many of
the Salvadoran NGOs moved on to other issues rather than sustaining
their interest. The success of the consultative group mechanism in creating
effective incentives was thus limited by the lack of specific follow-up mech-
anisms.53

Declining International Influence

By late 1995, international interest in El Salvador had declined signifi-
cantly. Although some important elements of the peace process were still
unfinished, and there was still debate about postwar reconstruction, inter-
national attention moved elsewhere. In large measure, this was because El
Salvador was no longer in crisis, and no longer a threat to regional stabil-
ity. The war had ended, and the FMLN had demobilized, made the transi-
tion to political life, and participated in elections in 1994. The Salvadoran
government had won an important measure of international legitimacy.

While El Salvador continues to receive substantial amounts of interna-
tional assistance (U.S. economic aid, though drastically below wartime
levels, is still higher than aid to most of Latin America), there is less aid
than there once was, and the Salvadoran government is less dependent on
that aid. The international community’s ability to exercise influence and
offer incentives has thus diminished.

One striking example of this is the case of electoral reform. Following
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the 1994 elections in El Salvador, the winning presidential candidate and
his defeated opponent called jointly for a series of electoral reforms to
address the irregularities that had occurred in that election. Later that year,
a commission composed of all the political parties in the country endorsed
a specific set of reform proposals. By July 1996, not one of those proposals
had been implemented. The reforms would have weakened the power of
local mayors and weakened the patronage opportunities available to two
smaller political parties. The ARENA Party, just three votes short of a
majority in the National Assembly, refused to advance the reforms.

The international community weighed in strongly on this issue. The
United Nations Mission in El Salvador reported on the problems of elec-
toral reform. The United Nations Development Program offered technical
assistance, and tried to coordinate donors to pressure the Salvadoran gov-
ernment. Secretary of State Warren Christopher publicly called on the as-
sembly to approve the reforms in a speech in February 1994.54 And
USAID held up the disbursement of $10 million in economic support
funds pending progress on the reforms. But none of these pressures and
incentives moved the assembly or the ARENA Party to overcome internal
opposition and approve the legislation.55

Because there are unfinished elements of the peace process, and because
there are continuing debates about the postwar reconstruction process,
international donors interested in supporting the peace process will need
to coordinate their efforts more effectively in the coming years if they want
to offer meaningful incentives in El Salvador.

Lessons

The El Salvador case suggests several conclusions about incentives. First,
the incentives (or disincentives) created by international funding (or non-
funding) can have a powerful impact. In 1988, the Soviet Union warned
the FMLN not to expect the kind of assistance that the Sandinistas had
received, and this clearly had an impact on the FMLN’s willingness to
entertain the possibility of a negotiated solution. In 1989, and more force-
fully in 1990, the Bush administration warned the Salvadoran military that
military aid levels would decline over time. The U.S. Congress followed
up by cutting aid appropriations. This strongly influenced the military’s
willingness to negotiate an end to the war.

Second, the impact of these incentives is often felt over the medium-to-
long term. Neither the FMLN nor the Salvadoran military accepted the
notion of a negotiated settlement overnight, and neither the United States
nor the Soviet Union demanded that they do so. But as the parties sorted
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out internally the implications of the changes in international assistance,
the U.S. and Soviet messages began to sink in.

Third, incentives work when sender nations are serious about their in-
tentions. During the war, the United States never really intended to cut
aid, and the Salvadorans knew it. The impact of the passage of the Dodd-
Leahy bill was profound. The United States actually cut aid to the Salvado-
ran armed forces, and threatened to cut even more if certain conditions
were not met.

Fourth, international legitimacy matters greatly. This is especially true
for groups that have been on the outside. The FMLN was strongly influ-
enced by the messages from friendly Latin American governments in
1988, and was decisively influenced by the prospect of recognition or ac-
ceptance from the United States in 1991. Both the FMLN and the govern-
ment sought the approval of the UN Mission in El Salvador.

Fifth, international incentives are more effective when they are perceived
to strengthen particular views in an internal debate. Progress was achieved
in the implementation of land reform because U.S. financial assistance en-
hanced the position of those within the Salvadoran government who fa-
vored such reform, enabling them to withstand opposition from landed
elites. Recognition and encouragement for FMLN advocates of a negoti-
ated solution influenced the evolution of policy within the rebel move-
ment.

Sixth, incentives policies may require senders to make substantial com-
mitments to monitoring compliance. Incentives often work as broad tools
of national policy where their impact is general and long term. On those
occasions when the international community has sought more detailed
compliance with specific conditions, it has had to develop specialized mon-
itoring and follow-up mechanisms to verify compliance. The UN Observer
Mission played this role in the Peace Accords process and in the elections.
No such mechanism was established for the reconstruction plan, and the
incentives were far less effective. Compliance can often require a level of
involvement, follow-up, and supervision that most international donors
are unwilling or unable to provide. Such involvement can also draw the
international community into domestic political battles, where the results
can be problematic.

Seventh, incentives are more effective when international actors speak
with a single voice. When there are perceived divisions in the sender coun-
try, as was the case with the U.S. Congress and the administration over
human rights issues, or when there is lack of coordination among sender
countries, as in the inadequate delivery of postwar reconstruction aid, in-
centives policies will be less successful. Consistency and coherence of pol-
icy are essential for incentives strategies as they are for all arenas of
international affairs.
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8
Incentives and Domestic Reform

in South Africa

Jeffrey Herbst

INTERNATIONAL ATTEMPTS TO prompt a settlement of South Africa’s do-
mestic problems have a long history. While sanctions had been used by

the international community since the United Nations imposed an arms
embargo in 1963, many believed that successive white regimes in South
Africa could not simply be bludgeoned into submission. The dismal record
of the universal sanctions imposed on Southern Rhodesia (now Zimba-
bwe) in 1965 after Ian Smith declared a Unilateral Declaration of Indepen-
dence had demonstrated the limited utility of trade restrictions. South
Africa seemed even less vulnerable to sanctions because it had a more ad-
vanced economy, its exports were primarily composed of high-value, low-
volume minerals, and there were grave doubts that economic pressure
alone would prompt Afrikaner leaders to dismantle the racist system they
had so painstakingly constructed. Indeed, in the early 1980s, a series of
leaders, notably Ronald Reagan’s assistant secretary of state for African
affairs, Dr. Chester Crocker, but also Prime Minister Margaret Thatcher,
argued, against the growing cacophony for comprehensive sanctions, that
incentives would have to be used by the international community in con-
junction with punitive measures to promote change in South Africa.

By 1986, the use of incentives had been overwhelmingly rejected as
Congress enacted the Comprehensive Anti-Apartheid Act over President
Reagan’s veto, marking only the second time since World War II that a

— 205 —
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U.S. president had been unable to sustain a veto on a foreign policy issue
(the other was the enactment of the War Powers Act over President Nix-
on’s veto). Any position taken toward Pretoria that was not overtly hostile
was widely seen in the United States as racist. Understanding why incen-
tives in the end proved to be unsustainable in the South Africa case is thus
particularly important.

Preventive Diplomacy and Constructive Engagement

Given the current attention devoted to preventing conflicts, it is sometimes
implied that diplomacy in the past was entirely crisis driven without a
preventive aspect. In the South African case, as in many others, this notion
is incorrect. It was widely recognized for decades throughout the world
that change was coming in South Africa and that it was essential that ac-
tions be taken before the country plunged into a full-fledged race war. As
the Study Commission on U.S. Policy toward Southern Africa noted in its
aptly named 1981 report, South Africa: Time Running Out, ‘‘The final bat-
tle lines have not yet been drawn in South Africa. Fundamental political
change without sustained, large-scale violence is still possible, although
time is running out.’’1 The commission also took the sensible position,
adopted by almost all other observers, that while apartheid could only be
eliminated by the South Africans themselves, the United States was not
without influence.

American administrations since Kennedy had applied some mixture of
sanctions, incentives, and diplomacy in their dealings with South Africa.
However, the debate over the use of incentives versus sanctions came to
the fore at the start of the Reagan administration. The new Republican
administration came to power with a much better defined, and more con-
troversial, policy than had been the case with its immediate predecessors,
although Crocker would belatedly stress the continuities between the pol-
icy he championed and that of previous administrations.2 Previous admin-
istrations had appealed for change in South Africa to varying degrees but
never had a policy with much clarity, much less one that calibrated the use
of sanctions and incentives. In his 1980 Foreign Affairs article, ‘‘South Af-
rica: A Strategy for Change,’’ which would become the architectonic anal-
ysis for American policy toward South Africa during the next eight years,
Crocker laid out what he called ‘‘a strategy for change.’’ Crocker argued
that then prime minister P. W. Botha and his colleagues were carrying out
the ‘‘equivalent in Afrikaner nationalist terms of a drawn-out coup d’etat.’’3

In his view, the ‘‘modernizers’’ ‘‘do not have an ideological blueprint. They
have a set of attitudes—pragmatic, flexible, determined—and a concept of
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strategy defined as the continuing process of matching ends and means.’’4

In Crocker’s view, the Afrikaner elite was

edging toward a model featuring an economically unified confederation
(coded ‘‘constellation’’) and a high degree of political decentralization. Politi-
cal power would be ‘‘divided’’ (not ‘‘shared’’) among a wide range of units:
‘‘independent black states,’’ a projected white-Coloured-Asian government
(or governments), and a series of ‘‘autonomous’’ and ‘‘self-governing’’ black
municipalities located in the ‘‘white areas.’’5

Crocker was obviously sympathetic toward this solution but never indi-
cated if it would be acceptable to the black majority. Indeed, he admitted
that ‘‘the black political arena is an increasingly complex puzzle for outsid-
ers to measure and for participants to operate in.’’6

Crocker was quite clear on the limits of American influence. Still, point-
ing out that external pressure had always been a part of South African
politics, he sketched out several anchors for American diplomacy. Espe-
cially important was his description of the importance of the encouraging
role that the U.S. government could play: ‘‘An important role of official
U.S. policy is to lay down guidelines, help create a climate supportive of
constructive engagement by other Western governments, and encourage
our diverse and pluralistic society to engage with, not turn away from, a
changing South Africa.’’7 He continued by noting that:

Publicly expressed encouragement and support of positive steps is another
important tool of policy. When South Africa’s limited but real policy changes
and its obvious political flux are continuously described by Western officials
as ‘‘the status quo’’—and when our officials speak only the language of ticking
clocks and time bombs—it is not likely that we will be taken seriously by the
leadership there. A tone of empathy is required not only for the suffering and
injustice caused to blacks in a racist system, but also for the awesome political
dilemma in which Afrikaners and other whites find themselves. . . . Support
for evolutionary change implies sensitivity to the concerns of local actors, and
is nothing for us to be reticent about. Such a stance also gives us a little-noted
source of leverage because of the certainty that if we cease supporting it, no
one else will take our place.8

While encouragement and a tone of empathy might not normally be con-
sidered strong incentives, they were salient in the case of South Africa
because the country had already gone through close to three decades of
approbation (including the arms embargo and effective expulsion from the
Commonwealth) and its relationship with America had been deteriorating
for many years.

The policy of constructive engagement was in sharp contrast to the sanc-
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tions approach favored by other governments. The policy derived its po-
tential influence precisely from this distinction. A commitment not to
sanction was in effect an incentive. The South Africa case thus presents a
novel form of the interrelationship between carrots and sticks. It also illus-
trates how the mere fact of engagement in a setting of diplomatic hostility
can be an incentive. This form of incentive was also present in the case of
the U.S. dialogue with North Korea from 1993 to 1994 described in chap-
ter 3. Whereas engagement (along with material benefits) brought success
in the case of North Korea, the Reagan administration’s engagement with
the apartheid regime in South Africa proved unsuccessful.

Crocker’s display of empathy for the Afrikaners, and his high hopes for
them, were already unusual in the early 1980s and quickly became anach-
ronistic. While it is easy to parody constructive engagement (a phrase that
Crocker would later regret coining), many of the immediate and subse-
quent criticisms of the article, and of the policy in general, were incorrect.
Crocker was no apologist for apartheid and he had nothing but disdain for
the ‘‘slick hucksters of the status quo peddling a message of krugerrands,
the Cape route and chrome reserves.’’9 Nor did Crocker dismiss the use of
‘‘pressure,’’ which he distinguished from ‘‘punishment.’’ In a critical pas-
sage, he noted: ‘‘Pressure also has a role to play in a policy of constructive
engagement. Pressure in both the public and diplomatic channels can
strengthen the hand of official modernizers and other agents of change,
adding to the far more important forces at work within South African
society.’’10 Importantly, Crocker endorsed sanctions, such as the ban on
arms sales and the refusal to use South African defense facilities, that had
been adopted by previous administrations.

The prospects of a coordinated policy toward South Africa were further
strengthened by the appearance of other leaders with similar sentiments.
Prime Minister Thatcher did not share the Foreign Office’s view that more
pressure be applied on South Africa and she certainly did not agree with
many in the Commonwealth that mandatory sanctions be applied immedi-
ately. Indeed, she would later recall that ‘‘the worst approach was to isolate
South Africa further. Indeed, the isolation had already gone too far, con-
tributing to an inflexible, siege mentality among the governing Afrikaner
class.’’11 She also argued, ‘‘What I wanted to achieve was step-by-step re-
form—with more democracy, secure human rights, and a flourishing free
enterprise economy able to generate wealth to improve black living stan-
dards. I wanted to see a South Africa which was fully reintegrated into the
international community.’’12

Chancellor Helmut Kohl of West Germany—the other Western leader
of importance to white South Africa—also held no brief for sanctions.
While France, especially under the leadership of François Mitterand, was
more antagonistic toward South Africa, it had limited interests in the
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Southern Africa region where there were no French speakers. Therefore,
in the early 1980s, there was as much consensus in Western capitals about
how to approach South Africa as there probably could be on a difficult
issue. Further, the United States had, in Crocker, an official who was con-
cerned not just about diplomacy but that the use of incentives and sanc-
tions be analytically informed.

The Travails of Constructive Engagement

Constructive engagement to promote domestic reform in South Africa
failed. Not only did it not promote political reform in a foreign country—a
task that is always difficult—but it produced significant collateral damage
by weakening the Reagan presidency and, arguably, by causing a deteriora-
tion in race relations in the United States. Prime Minister Thatcher’s en-
dorsement of a mixed approach to South Africa also caused her
tremendous diplomatic problems, especially with the Commonwealth.
The mixed use of sanctions and incentives failed for several reasons, many
arguably beyond the control of those who were implementing the policy.
As the travails of U.S. policy toward South Africa have already been docu-
mented at considerable length, I will here concentrate on the major reasons
for failure rather than again presenting the complex diplomatic record.13

Disparity between Means and the Desired End

The major problem that the Reagan administration and other interested
foreigners faced when trying to promote change in South Africa was that
their policy tools were not commensurate with the magnitude of the
changes they were demanding from Pretoria. Apartheid, it must always be
remembered, was a system that had its origins in South Africa’s industrial
development beginning in the mid–nineteenth century and indirectly in
the relationship that the arriving Europeans established with the local Afri-
can populations starting in the mid–seventeenth century. While there were
many aspects to apartheid, its fundamental purpose was to protect white
standards of living by segmenting blacks into specific parts of the labor
market so that they could not compete with white workers and thereby
lower white wages. To segment the labor market, it was necessary to physi-
cally separate racial groups and to keep as many Africans as possible in the
homelands that were created at the peripheries of white South Africa. Over
decades, especially after the Afrikaner political victory in 1948, a nightmar-
ish bureaucracy was created that sought to regulate almost every aspect of
the lives of black people: where they lived, what jobs they could have,
whom they married and slept with, and what they could read or listen to.
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Education, health, and other social services were provided to blacks at
third-world levels while whites enjoyed a first-world lifestyle.

It is thus clear what apartheid was not: It was not the policy of one or
two bad leaders. It was not the adoption of policies by an aberrant govern-
ment that did not really reflect society. Nor was it the implementation of
policies that benefited a small ruling clique. Finally, it was not a foreign
policy gambit that, while perhaps important to the leaders, was not central
to the lives of the population. Rather, apartheid was a system that bene-
fited millions of whites that had been developed over decades. Nowhere is
the nature of apartheid clearer than in comparing the system to the plight
of blacks in the United States. While American blacks had been tradition-
ally treated extremely poorly, they could demand their rights, especially in
the 1960s, by arguing that amendments to the U.S. Constitution already
protected them but that racist local leaders were discriminating against
them. What was needed was enforcement of their rights and a diminish-
ment of the powers of local officials. In South Africa, blacks, especially
Africans, by law did not have many rights. Thus, the African demand for
an end to apartheid was not a civil rights question, as black demands for
justice in the United States had been, but rather a revolutionary threat to
the entire system.

Indeed, the great irony of the Reagan administration’s constructive en-
gagement policy was that, in other areas, it was sensitive to the distinction
between governments which systematically interfered with the everyday
lives of their citizens and those that were more simply authoritarian. Pro-
fessor Jeane Kirkpatrick, in the article that would raise her to prominence,
wrote that ‘‘traditional autocrats,’’ in contrast to totalitarian regimes,
‘‘leave in place existing allocations of wealth, power, status and other re-
sources . . . they do not disturb the habitual rhythms of work and leisure,
habitual places of residence, habitual patterns of family and personal rela-
tions.’’14 She concluded by sharply criticizing the assumptions that many
in the Carter administration held about reform of totalitarian regimes and
argued that those countries could not be expected to liberalize their politics
except through extraordinary means.

Of course, using Kirkpatrick’s definitions, South Africa was not a tradi-
tional authoritarian regime but a totalitarian one. To a breathtaking extent,
it interfered with the daily lives of blacks; indeed, it made policy in all of
the areas that Kirkpatrick argued that traditional authoritarian regimes did
not bother with. Crocker’s argument that South Africa was changing
quickly under the lead of modernizers was therefore not only factually con-
troversial but put him analytically at odds with one of the chief architects
of the Reagan administration’s foreign policy. Such analytic confusion was
not only telling, it also was a hint of the policy confusion that was to come.

Critically, there was no set of incentives that the U.S. administration
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could offer the South African government to change its system of rule as
long as it perceived that it was still benefiting from it. The inducements
offered by Crocker and Thatcher above, mainly reintegration into the
world economy and better treatment by the world powers, paled in com-
parison to the benefits apartheid provided to the white population. In the
early 1980s, apartheid still seemed militarily defensible; indeed, the secur-
ity threat to the white regime was extraordinarily low given the resentment
and grievances of the black majority. The economy was booming due to
the sharp increase in the price of gold. The Botha administration had re-
signed itself to poor treatment from the international community and was
increasingly claiming to enjoy its polecat status.

Crocker was well aware of the lack of U.S. influence. As a result, he
proposed that U.S. influence be ‘‘carefully husbanded’’ and applied to con-
crete instances of change. That such a policy might involve the United
States in only the ‘‘amelioration’’ of apartheid did not bother Crocker as
long as the process was open-ended and consistent with a nonracial
order.15 Analytically, this stance made a great deal of sense. However, prac-
tically, it was too clever by half. First, precisely because abolishing apart-
heid would be a long, drawn-out process, there would inevitably be many
instances where it was not clear if a concrete measure (say, repealing the
ban on mixed marriages) was an end in and of itself or part of a process.
Indeed, many in the white regime wanted to make no more than cosmetic
changes and would inevitably use the American stance to defend their ac-
tions and argue that they need not move faster. The sheer complexity of
apartheid and its mutifaceted intrusiveness into so many lives gave Pretoria
many potential concessions to make that would not fundamentally alter
the system. Second, since the ability to influence is finite, supporting small
changes in the hope that leaders are going down the right road will inevita-
bly cause the exhaustion of political capital, perhaps long before the de-
sired end result is reached.

Finally, and most importantly, the black majority viewed apartheid as a
system and was not that interested in small changes that were doled out
by Pretoria in a miserly manner. Indeed, the African National Congress
(ANC) and other black organizations (whose views were never accorded
the same importance as those of the white government by Crocker) were
vociferously opposed to granting Pretoria credit for small, incremental
changes because they did not believe that real change was coming and
because they did not feel that apartheid as a system could be overturned
until the majority could elect its own leaders. The Reagan administration
routinely got itself into trouble by championing South African actions that
many in the black majority perceived as little more than cosmetic. For
Crocker’s policy of husbanding limited influence to work, he would have
had to get all participants on board and convince them all that such ‘‘con-
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fidence-building measures’’ were important in and of themselves. How-
ever, such diplomatic work with the various black organizations was never
attempted and would have undoubtedly failed if tried.

The impact of U.S. incentives was further reduced because domestic
reform in South Africa was not the only issue of policy concern. Although
Crocker had claimed in his article that movement toward Namibian inde-
pendence was ‘‘inexorable,’’16 achieving independence for Africa’s last col-
ony in exchange for the removal of Cuban troops from Angola quickly
became the Reagan administration’s highest priority in Southern Africa.
The threat posed by Cuban troops in Angola attracted the attention of the
new conservative administration while many African leaders saw resolving
the wars in Namibia and Angola as the region’s highest priority.17 Much
of the limited political capital that the United States had vis-à-vis South
Africa was exhausted during negotiations over the regional settlement. In-
deed, one of the incentives that the United States used in pressuring Preto-
ria to cooperate in the regional negotiations was the promise of better
relations with the United States. The same carrot could then not be used
effectively again to promote domestic reform. There were simply too many
targets and not enough bullets.

The American-brokered negotiations between the South Africans, An-
golans, and Cubans are notable because in that case, as opposed to de-
manding domestic reform, an incentive (the removal of Cuban troops)
was provided to the South Africans that was concomitant with the demand
being made (Namibian independence). Crocker noted in his memoir that
the linkage he established would

offer a major, visible, and strategic quid pro quo for agreeing to implement

the Namibian decolonization plan: the reversal of South Africa’s lonely hu-

miliation in 1975; the removal of the SADF’s [South African Defense Force]

only conventional equal; the likely reduction of Communist influence in the

region; a serious constraint on SWAPO [South West African People’s Orga-

nization] and a likely boost for UNITA [National Union for the Total Inde-

pendence of Angola].18

Similarly, the Angolans, in exchange for the Cubans leaving, were being
promised the extraordinary incentive of the removal of their major adver-
sary from their border, one who had consistently intervened in their coun-
try and caused great damage. Still, even with these very large carrots, the
deal took eight years to strike and was eventually consummated, in part,
because of the unpredicted rise of Mikhail Gorbachev and the totally unex-
pected development of cooperative diplomacy between the superpowers
that was designed to solve major regional disputes across the world.

To say that the incentives the world could provide South African leaders
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were not concomitant with what was being asked does not imply that there
was any other set of policies that would have made Pretoria’s leaders act
in a more deliberate manner. In the early 1980s, or later, sanctions such as
the world was willing actually to apply to South Africa would not have
inflicted enough harm to provoke a move toward political reform.19 In-
deed, the increasingly hostile rhetoric from the Carter administration had
produced a hardening of attitudes in South Africa. When sanctions came,
they were adopted less because of a calibrated view of how pressure might
affect South Africa’s leaders than as a visceral response to the horrors of
apartheid combined with a large dose of purely American politics.

That incentives, or sanctions, or some mix of the two did not provide
enough leverage to force a change in another country’s domestic policies
is hardly unusual. Seldom will the international community have recourse
to policy instruments that will be able to successfully influence an in-
grained set of domestic institutions and policies given the powerful social
forces at work in most countries. However, the prominent use of incen-
tives may be especially problematic in cases of limited leverage because the
likely inability to declare the policy a success makes the United States or
other countries demanding change look weak and opens the door to
charges of appeasement. Thus, the use of incentives might, even more so
than sanctions, profitably be limited to cases where there are well-defined
demands that are actually commensurate with the incentives being offered.

Certainly, one way that incentives can be used in a calibrated manner is
if there is a well-defined schedule of demands that can be met in an observ-
able manner. For instance, incentives may not only work but be publicly
palatable in the case of nuclear proliferation because deadlines can be set
around the production or destruction of material and significant resources
are devoted to oversight. This is the pattern established in the 1994 Agreed
Framework with North Korea, as Scott Snyder elaborates in chapter 3. A
well-defined roadmap makes it clear when incremental concessions
amount to the disavowal of a nuclear weapons capacity. Similarly, the
American kowtowing toward Syrian president Assad during each hostage
release from Lebanon was viable because it was clear that the kind words
for the dictator were linked to each hostage release and would end when
there were no more hostages. On the other hand, the open-ended process
of reforming apartheid was arguably a particularly bad venue for the prom-
inent use of incentives because it would not be clear when the always un-
popular need to publicly reward racists would be over.

Diplomatic Dilemmas Posed by Incentives

If it were to work, the kind of strategy envisioned by Crocker would
have put enormous strains on the diplomatic resources of the United
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States. Crocker envisioned a complex mix of incentives and sanctions that
would have allowed the United States to move in a nuanced manner ‘‘to
maintain a close, ongoing watch on the situation while carefully assessing
our own bargaining position.’’20 However, even if the power of incentives
had matched the demands, the Reagan administration simply was not up
to this degree of nuanced diplomacy in an obscure part of the world. As
Crocker details in his memoirs at considerable length, conservative ele-
ments in the administration who were unabashedly pro-Pretoria worked
systematically to destroy his nuanced policy of incentives and sanctions.
To take only the most grievous example, when the administration’s South
Africa policy was falling apart in mid-1986 as Congress demanded greater
sanctions, conservative elements managed to defeat Crocker and position
the administration in a manner that seemed to be defending South Africa
when the township violence and associated repression was being featured
on television screens nightly. Crocker critiques President Reagan’s key 22
July 1986 speech (when the president tried and failed to make the case for
a continuation of his policy) as follows: ‘‘But Botha must have particularly
enjoyed hearing that he could choose which blacks to talk to: ‘the South
African Government is under no obligation to negotiate the future of the
country with any organization that proclaims a goal of creating a Commu-
nist State—and uses terrorist tactics to achieve it.’ ’’21

The incoherent policy of the Reagan administration actually speeded the
adoption of sanctions and the disavowal of incentives. The choice many in
Congress faced was between opting for sanctions and an unambiguous
disavowal of apartheid or siding with an administration that could not
clearly state how it felt about developments in the racially divided country.

When using incentives, or some mix of incentives and sanctions, it may
be particularly important for the United States, or other governments, to
be clear on the limits of those incentives. Dissension in the ranks may also
encourage elements in the target country to think that they can get more
for less. Indeed, in a world where government officials can jet overnight
anywhere, target countries may devote considerable energy to developing
and exploiting dissension among key members of the country demanding
change. South African officials, for instance, were often in the United
States to meet their allies outside of the State Department, often helped in
their end runs by the Heritage Foundation and other groups that were not
sympathetic to the pressure aspects of constructive engagement.

Incentives and Domestic Politics

South Africa was an incendiary issue in American politics because of
apartheid’s resonance with America’s own troubled civil rights history. In-
deed, as early as 1948, U.S. foreign policy toward the anticommunist
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South African regime was complicated by the National Party’s (NP) adop-
tion of racist policies at a time when the American racial practices were
coming under greater domestic and international scrutiny.22 It was also
recognized early on that U.S. policy toward South Africa and domestic
civil rights issues were linked and could be exploited by those who did not
find American policy tough enough against Pretoria. For instance, Under-
secretary G. Mennen Williams wrote to Secretary of State Dean Rusk in
1963:

We have reached the point where we must take a more vigorous stand against

apartheid. In African opinion we can no longer rest our case on a condemna-

tion of apartheid. We must be ready to back our condemnation with some

form of meaningful action. . . . We confront this African pressure for action

at a time when powerful forces in our own society are demanding action on

racial inequalities at home. The two forces are inter-related and, as [the recent

conference in] Addis showed, Africans are as aware of the inter-relationship

as those who are opposing segregation in the United States.23

South Africa became an even more controversial issue in the 1980s be-
cause of the Reagan administration’s backtracking on a number of civil
rights issues and because of the increasing brutality of the South African
authorities as they attempted to crack down on the still limited opposition.
Further, Randall Robinson of TransAfrica and his colleagues in the Free
South Africa Movement succeeded in using the South African issue as a
club to hurt the Reagan administration more generally. By beginning a
series of highly publicized sit-ins at the South African Embassy in Wash-
ington in November 1984, Robinson focused the public’s attention on
the failures of constructive engagement and repeatedly charged that the
administration was appeasing the white regime. Of course, Robinson was,
in addition to publicizing the new township violence in South Africa, hop-
ing that the demonstrations would serve to reenergize the African Ameri-
can population. In the 1984 presidential elections, African Americans had
voted overwhelmingly for a candidate (Mondale) who had suffered one of
the greatest defeats in American electoral history. The protests at the em-
bassy were not only a way of highlighting the evils of apartheid, they were
also a way of putting race back as an issue the administration had to deal
with in domestic politics.

Thus, while the demonstration movement mushroomed faster than any-
one could have imagined (in part because the South African authorities
foolishly decided to press charges against the original demonstrators), it
was always clear that South Africa was not just another domestic policy
issue. Much like the issue of Cuban troops abroad (a particularly sensitive
issue to the vocal Cuban Americans in this country), South Africa was in
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many ways a domestic issue as much as a foreign policy concern. Clear

evidence of the true nature of the South Africa issue for America was the

involvement of many interest groups usually associated with domestic pol-

itics (e.g., much of the civil rights movement) in the sanctions campaign.

Apartheid was therefore an issue that did not lend itself to the prominent

use of incentives because the risk of appearing soft was so much greater

than in most diplomatic issues that are handled outside of the public’s

gaze.

Indeed, the diplomatic history suggests that the Reagan administration

was all but obsessed with how to manage the public diplomacy surround-

ing the controversy over apartheid and constructive engagement. As a clas-

sified memo from the U.S. ambassador to South Africa, Herman Nickel,

to Chester Crocker noted, ‘‘Our major challenge is to change the terms of

the public debate, moving it beyond universal condemnation of apartheid

and ways of signaling American disapproval to the more constructive ques-

tion of how we can best use what influence we have to help South Africans

achieve a more just and stable order.’’24 Nickel clearly understood that pro-

viding even empathy to the South African regime was problematic: ‘‘every

time we recite the evidence of change, we risk sounding like South African

Government apologists and invite our critics to cite all the remaining unre-

solved grievances—notably South African Government’s unwillingness to

relinquish control and transfer power to the black majority. Anything less

is dismissed as cosmetic and peripheral.’’25 As a result, the Reagan adminis-

tration committed itself to a coordinated public relations campaign to con-

vince broad segments of American society that the incentives integral to

constructive engagement did not amount to support of apartheid.26

However, it was in the end impossible for the administration to win the

battle over public diplomacy. The case Crocker was trying to make was

extremely nuanced. As per his 1980 Foreign Affairs article, Crocker argued

that he was not against sanctions per se, but that each sanction had to

be analyzed separately to understand its punitive impact.27 However, this

nuanced approach simply fell apart under the weight of the deteriorating

situation in South Africa in the mid-1980s. Congressman Howard Wolpe,

Crocker’s major nemesis while he was chair of the House Subcommittee

on Africa, summed up the feeling of many when he asked at one hearing:

Mr. Secretary, could you explain once again how we are, as you say in your

testimony, an increasingly effective force for change . . . when, in the last 18

months, over 1,300 people have been killed, mostly by security forces;

36,000 have been arrested for political reasons, including over 2,000 chil-

dren; torture remains rampant; and the gap between black and white leaders

in South Africa has visibly widened?28
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Indeed, as Nickels sensed, the Crocker policy failed, in large part, because
the policy failed to convey the moral outrage against apartheid that an
increasing share of the American public felt was necessary. Crocker repeat-
edly noted that while the United States was justified in expressing moral
indignation about apartheid ‘‘moral indignation by itself is not foreign pol-
icy’’ and that a policy of mixed incentives and sanctions was required.29

However, even those who usually could be counted on to support the
Reagan administration found that, at a time when the United States was
not even claiming that it could be a major influence on events, that the
expression of moral outrage was perhaps the only useful action the United
States could take. For instance, Senator Mitch McConnell, Republican
from Kentucky, critiqued constructive engagement by arguing that only a
focus on the injustices of apartheid made for a viable policy. He concluded
by saying that he agreed that ‘‘indignation alone is not a strategy’’ but
neither, he suggested, was ‘‘wishful thinking.’’30

Incentives are used perhaps most effectively when the issues involved
are not widely publicized so that policymakers can avoid the charge of
appeasement. One of the reasons that incentives may have figured so
prominently in issues of nuclear proliferation is that, despite the issue’s
innate importance, the public has only the most limited tolerance for the
technical issues surrounding reactors and weapons. Similarly, while the
linkage between Namibian independence and the removal of Cuban troops
from Angola generated a great deal of criticism in the specialized literature,
such incentives were possible because the public was not attuned to the
issue of Namibian independence. On the other hand, apartheid was an
immediate, visceral issue that Americans were especially sensitive to be-
cause of our own poor record of civil rights.

In retrospect, assigning the policy a name, much less the term ‘‘construc-
tive engagement,’’ was a particularly self-defeating act. The name gave
something opponents could rally around, attracted considerable publicity,
and could be parodied with ease (‘‘destructive engagement’’ was only the
most popular takeoff ). Adopting policies that use incentives but that can-
not be described, and therefore derided, with a simple name would be
sensible.

The issue of appeasement was particularly salient during the debate over
apartheid because the South Africans allowed the world’s television cam-
eras to film, at length, the carnage associated with the township uprisings
between 1984 and 1986. Many people in the United States and elsewhere
had the impression that South Africa was in flames when most of the
township violence was actually highly compartmentalized and none of it
touched the white areas. Indeed one of the more amusing parts of the
Crocker memoir is his railing against the idiocy of the South African au-
thorities for allowing the press to cover the uprisings at length.31 His con-
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demnation of the actual human rights violations in South Africa are
seldom more pointed, in part because it was the South African public spec-
tacle that caused the Reagan administration so many problems. More tech-
nical issues that can be handled outside of the spotlight might, again, lend
themselves better to the use of incentives.

Finally, countries other than the United States may be able to use incen-
tives in their foreign policies in a less-controversial and more-constructive
manner. The degree to which diplomacy in the United States is managed
in public and, in particular, by Congress, is without parallel. Nowhere else,
for instance, would the spectacle be found of an administration official of
the rank of Crocker being repeatedly humiliated in public hearings called
by Congress. Nor do the structures of even other Western democracies
provide as many opportunities for opponents to oppose and (in the case of
the sanctions override in 1986) actually repudiate foreign policy measures
adopted by the executive. While there are inevitably trade-offs between
secrecy and accountability, it is a simple reality that incentives may some-
times be easier for countries whose foreign policies are open to less public
scrutiny.

The End of Apartheid

White rule was overthrown in South Africa quicker than most could have
imagined and managed to a far greater extent than thought possible by a
white leader. The cataclysm of revolutionary violence that had been central
to so many scenarios did not occur. While the exact cause for the ending
of apartheid will be debated for many years, by the late 1980s there was
growing realization within the official white community that grand apart-
heid was not viable. This evolution came about, in part, because, while the
security forces waged an extraordinarily successful campaign against the
ANC throughout Southern Africa during the 1980s, there was little doubt
after the 1984–86 township uprisings that the country was less secure than
ever before. The international sanctions, refusals by foreign banks to roll
over loans, and the sports and cultural boycotts also made it clear to white
leaders that they would never be accepted internationally until minority
rule ceased. Perhaps most importantly, there was an acknowledgment
within the government that the very structures of apartheid were implod-
ing. Even in Botha’s famous 1985 Rubicon speech—widely viewed as a
reaffirmation of apartheid—there was an admission that influx controls
(the set of laws and practices that kept many Africans from migrating to
the white cities), the very core of grand apartheid, were too costly to oper-
ate.32 Or as F. W. de Klerk would later admit, ‘‘If our old policy, which
was so unpopular in many circles, could work, then we would have surely
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clung to it. But as responsible leaders charged with the government of the
country, we came to the conclusion that the policy we had planned could
simply not work.’’33 While some of these trends were visible when Crocker
was writing in the early 1980s, it was the deterioration of South Africa
after constructive engagement began that was critical to the white leader-
ship’s change of mind.

Indeed, two events in 1989 caused a fundamental change in the white
vision of a minimally acceptable future that would allow for minority rule.
First, F. W. de Klerk came to power after P. W. Botha had a stroke. De
Klerk carried none of the baggage associated with Botha: he was from a
later generation of Afrikaners confident of their position and not scarred
by the long battles with the English; he apparently took a dim view of the
security forces that Botha (a former minister of defense) had integrated
into the highest levels of government; and he was not so personally associ-
ated with the defense of apartheid and the State of Emergency. This is not
to say that de Klerk came to power as a reformer. In fact, de Klerk was
from the more conservative wing of the National Party (NP) and there
was little in his background as an almost classic Afrikaner politician and as
the son of a leading NP politician to believe that he would quickly move
to dismantle apartheid. However, the leadership change at least opened up
the possibility of a different white negotiating stance. Indeed, de Klerk
began his critical 2 February 1990 speech to Parliament (when the ANC
was unbanned) on a strikingly different tone from Botha’s talk of a total
onslaught: ‘‘[there is] the growing realization by an increasing number of
South Africans that only a negotiated understanding among the represen-
tative leaders of the entire population is able to ensure lasting peace.’’34

The second critical development was the collapse of Communism
worldwide, symbolized by the fall of the Berlin Wall in November 1989.
De Klerk understood, before almost anyone else, that Communism’s fail-
ure would have a profound effect on the ANC’s project of overturning
white rule. In the same 2 February 1990 speech, de Klerk actually analyzed
the changes in the world before turning to events in his own country. De
Klerk argued that

The collapse, particularly of the economic system in Eastern Europe, also
serves as a warning to those who insist on persisting with it in Africa. Those
who seek to force this failure of a system on South Africa, should engage in a
total revision of their point of view. . . . Southern Africa now has an historical
opportunity to set aside its conflicts and ideological differences and draw up
a joint programme of reconstruction.35

De Klerk argued that the fall of Communism created ‘‘a new scenario.’’ As
a result, there was ‘‘a window of opportunity [for South Africa] which, if
not seen and used, would have been a major blunder.’’36 Indeed, the mas-
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sive failure of Communism gave de Klerk considerable confidence that the
radicals had, in his words, been ‘‘castrated.’’37 He seemed certain that the
ANC would be prevented from engaging in some of the more radical poli-
cies that it had always been associated with, notably the nationalization of
the banks and the mines, and that what redistribution did occur would be
moderated significantly by the new realities of the international economy.

At the same time, the ANC realized by the late 1980s that its maximalist
demands could not be met. During the 1980s, the ANC’s guerillas had
been pushed out of their bases in Mozambique and Angola. The township
violence between 1984 and 1986, while unprecedented, had not directly
threatened the white regime although the riots made the specter of the
country hurtling toward ungovernability and race war clearer to all. Nel-
son Mandela came to understand that the government could not be over-
thrown and that the attempt to mobilize the population for armed struggle
would only lead to disaster. In an important 1989 letter to Botha from
jail, which set the stage for negotiations, Mandela wrote:

I am disturbed, as many other South Africans no doubt are, by the specter of
a South Africa split into two hostile camps; blacks . . . on one side and whites
on the other, slaughtering one another; by acute tensions which are building
up dangerously in practically every sphere of our lives, a situation which, in
turn, preshadows more violent clashes in the days ahead. This is the crisis that
has forced me to act.38

Further, Mandela defined ANC interests in a way that allowed for negotia-
tions. In his 1989 letter to Botha, Mandela took the important first step
by stating that the two fundamental issues for him were majority rule in a
unitary state and the establishment of safeguards for the white majority.39

Having independently come to the conclusion that they could not win
outright but that the other side was weak enough to cut an acceptable deal,
the white government and the African National Congress initiated a series
of delicate negotiations in 1990 that culminated in the 1994 elections for
a new, nonracial government. It appears unlikely that any set of policies
adopted by external powers could have significantly altered the pace or
contours of the negotiations. The eventually successful negotiations were
driven in good part by the strategic assessments of two men as to how the
internal dynamics of the country were evolving. Both de Klerk and Man-
dela probably had to go through the events of the 1980s to reach their
settlement in the 1990s. The settlement was forged from the remnants of
ANC/NP policies and protest politics, allowing both sides to have a win-
ning hand. There were also extraordinarily fortuitous events, like Botha’s
stroke and the fall of the Berlin Wall, which had profound ramifications
but which could not have been predicted or accelerated.
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Conclusion

While constructive engagement probably did little to help South Africa, it
also did little harm to that country. Rather, almost all of the damaging
aspects of the policy were felt at home, in good part because of the incen-
tives that were an aspect of the policy. While any American administration
that was in power in the 1980s would have been under severe pressure to
‘‘do something’’ about South Africa, the prominent use of incentives in an
administration that seemingly did not have a clear understanding of its
own policy served as a lightening rod for not only direct criticism but also
the promotion of all kinds of other agendas that were irrelevant to South
Africa but quite important to various groups of Americans. The South
African case is therefore probably most instructive in the ways not to use
incentives.
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9
Gaining Leverage for International

Organizations: Incentives and Baltic-
Russian Relations, 1992–1994

Heather F. Hurlburt1

THE END OF A BIPOLAR ORDER saw a rise in expectations both that inter-
national organizations could step in and keep peace and that, through

incentives or other tools, conflict could be prevented. However, the lim-
ited abilities of international organizations to guarantee or develop peace
and stability have been a major disappointment in recent years. The dash-
ing of post–cold war hopes for a new internationalism has become the
cliché of the moment, replaced with a sour, pessimistic withdrawal. Inter-
national bodies are left with fewer resources to carry out tasks assigned to
them, thus making failure and further disappointment even more likely.
Large-scale sanctions or enforcement actions become less feasible, though
challenges to the authority of international regimes have scarcely de-
creased.

International organizations and states seeking to affect situations consid-
ered too sensitive or too marginal for full engagement will have to find
methods of influence that draw on resources they already possess. The
question of preventive incentives arises from this rubric quite naturally;
how can a state be persuaded to do the right thing in advance?2 The scar-
city of resources has taken its toll on the traditional incentives countries
could be offered, however. Foreign assistance levels have declined in the
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United States and other major countries, and governments therefore must
rely on other tools for exerting influence.

International organizations in particular have been asked to meet ever-
increasing challenges with resources and procedures designed for quieter
times. Within the broad range of policy options that can be held out as
incentives, international organizations can use their own legitimacy-con-
ferring powers (and any concrete benefits that may accompany them) as
incentives. One method that has been tried is conditioning membership,
status, and benefits normally associated with such organizations on adher-
ence to specified norms of behavior or resolution of particular conflicts.
Such incentives require less investment of national will and resources than
do punitive measures such as sanctions or enforcement. They also can be
employed preventively, and if successful, they may have an additional posi-
tive effect on the prestige and authority of the organization responsible.
International organizations and states not directly involved in a conflict
may thus find incentives particularly useful tools.

This study examines the use of incentives by international organizations
and concerned states to influence the resolution of two contentious issues
between Russia and its Baltic neighbors between 1992 and 1994: the
withdrawal of Russian troops based in Estonia, Latvia, and Lithuania, and
the evolving nationality and citizenship policies of the three states. Western
states, the Council of Europe, and the Organization for Security and Co-
operation in Europe (OSCE) joined forces to ensure withdrawal of ex-
Soviet troops from the Baltic states and resolution of concerns over citizen-
ship for nonethnic Balts.3 Their efforts combined national financial assis-
tance and political pressure with the moral and actual support, as well as
the privileges of membership, that international organizations could offer.
Examined closely, these methods suggest potential for carefully coordi-
nated use of international organizations to avert conflicts through positive
incentives. However, the Baltic experience also suggests limitations con-
nected to political will, credibility, and follow-through.

Emergence of a Potential Conflict

The three Baltic states had enjoyed a relatively privileged position in the
West during the period of their incorporation into the Soviet Union (be-
tween 1940 and 1991). Their status as Soviet republics was never officially
recognized by the United States and many other Western governments.
Active émigré groups were successful in giving them a level of public visi-
bility closer to that of Poland or Hungary than of the other Soviet repub-
lics. The visibility of Baltic independence movements began in the late
1980s, setting the stage for high levels of Western concern and involve-
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ment in the process that led to their early declarations of independence,
Soviet military crackdowns in 1991, and achievement of independence
later that same year.

Even so, the West did not move immediately to grant them security
guarantees, extensive tariff breaks, or massive financial and military assis-
tance in 1991. The several reasons for this reluctance—concern over the
Soviet response, fiscal parsimony at home, the countervailing demands of
German unification—have been extensively analyzed and debated. But the
West was keenly interested in the security of the Baltic states. Efforts to
work within the existing fiscal and diplomatic parameters gave rise to cre-
ative uses of incentives: targeting of aid to domestic flash points, and mar-
shaling the resources offered by existing international organizations to
provide incentives to shape Baltic—and Russian—behavior. Most con-
cerned were the United States, Canada, Germany, and Great Britain—with
the North Atlantic Treaty Organization (NATO) and the European Union
(EU) in their wake—and the Nordic countries. This group of ‘‘friends of
the Baltics’’ found ways to use already-existing procedures and the stan-
dards of international organizations as reinforcement for bilateral initia-
tives and as incentives in their own right.

This method of influence was one with which European states had some
experience in the field of human rights. The European Union had used
human rights benchmarks in attempts to press for improvements in Spain,
Portugal, and Greece when they were candidates for membership.4 How-
ever, the particular phenomena of Baltic-Russian relations were so novel
in 1992 that considerable room for experimentation existed. Thus, several
new instruments or new uses of old instruments were tested, with some
success, in the Baltic case.

By mid-1992, initial Russian acquiescence or even support for the state-
hood of three small neighbors was turning to hostility, presenting the in-
ternational community with a new dilemma. A substantial element of the
Russian elite and Russian military remained unresigned to the loss of stra-
tegic ports on the Baltic Sea. The moves and rhetoric of the newly indepen-
dent Baltic state to repudiate the preceding forty years of Soviet
dominance, which included resentment toward the population brought
from Russia, reinforced Russian concerns. Russia began to turn to interna-
tional organizations—chiefly the United Nations and the Organization for
Security and Cooperation in Europe—with allegations of human rights
violations in Baltic policies toward ethnic Russian or Russian-speaking res-
idents.

Russian politicians were not long in seizing on this issue; the Russian
Parliament threatened Estonia with sanctions as early as July 1992.5 De-
bates over eligibility for citizenship, voting rights, and permanent resi-
dence, particularly in Estonia and Latvia, brought long-repressed
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nationalist sentiments to the fore on both sides. Latvia had only a plurality
of ethnic Latvian residents, and Estonia and Lithuania were both home
to sizable Russian-speaking minorities. Ensuring primacy of the national
language and culture was a priority across the Baltic political spectrum,
with extremist elements calling for the expulsion of Soviet-era settlers, par-
ticularly those with military or security service connections. Ex-Soviet
troops remained in all three countries, as did large numbers of support
staff, retired soldiers, and defense industry workers. In addition to the
problem of encouraging the parties to reach agreement on the forces’ with-
drawal, the status of individuals who wanted to remain—or who had al-
ready retired—was hotly contested. The two issues were thus conflated,
even without efforts to use one for leverage on the other.

Inevitably, the relationship became a potent issue in domestic politics
on all sides. Even moderate Russian politicians could not hear with equa-
nimity the calls of some Baltic politicians for the expulsion of ethnic Rus-
sians. More nationalist Russians responded with calls for the reoccupation
of the states, or at least for the application of strong nonmilitary pressures.
Russian president Boris Yeltsin halted the troop pullout first in December
1992, attempting to strengthen his nationalist credentials. The Baltic re-
sponse—intensified calls for assistance from and ties to NATO and other
Western institutions—increased Russian resentment. This cycle had clear
potential to reinforce extremists on both sides. One victim was moderate
Latvian foreign minister Janis Jurkans, whose ‘‘weak’’ nationalist creden-
tials forced his resignation during late 1992 debates between moderates
and hard-liners over the troop withdrawal negotiations.

Western governments viewed the problem as one of ensuring peace and
the long-term survival of the Baltic states without stirring up dangerous
nationalist pressures in Russia that might jeopardize Yeltsin’s moves
toward democracy. Initial hopes that the West would commit itself mili-
tarily to the Baltics’ defense were dashed; only Carl Bildt, then prime min-
ister of Sweden, even alluded to such a possibility.6 Left with a limited
arsenal, international organizations and governments worked together to
offer several different incentives, which became salient features of the inter-
national community’s response. Membership in or association agreements
with European organizations—the Council of Europe, the OSCE, and the
European Union—were conditioned on Baltic adoption of liberal citizen-
ship laws and residence procedures for nonethnic Balts. The need for Rus-
sia to limit its attempts to influence Baltic policies as it, too, strove for
Council of Europe acceptance and Western financial support was also
made clear. Assistance with housing was offered to Russia in exchange for
the withdrawal of Russian forces. Western governments promised to re-
main involved in monitoring the issue to help Estonia and Latvia make
the difficult compromises necessary to defuse the crisis. These policies
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helped to produce some significant results. Russian troops withdrew com-
pletely from the Baltic countries, and problematic citizenship and natural-
ization laws in Estonia and Latvia were altered.

Before analyzing the use of incentives in these circumstances, a few cave-
ats must be introduced. Incentives did not operate in a vacuum. For brevi-
ty’s sake, this study will not investigate the role of Russian threats in
influencing Baltic policies, nor can it deal comprehensively with the inter-
nal debate surrounding policy choices in Estonia and Latvia.7 It could be
argued that the presence of these other dynamics made incentives more
useful, by giving officials a more positive reason for ‘‘doing the right
thing.’’ The international success of incentives in this case did not come
without a cost. The pressure accompanying the incentives has led some
Estonian and Latvian officials to criticize international organizations for
one-sided and undue attention to their countries’ ‘‘minor’’ problems. Si-
multaneously, the underlying Western support for the Baltic states’ inde-
pendence and sovereignty, led Russia to criticize the West and the
international organizations for ‘‘indifference’’ to their concerns and for a
‘‘cold war mentality’’ in refusing to condemn the policies of the Baltic
states. This particular variety of moral hazard is, of course, endemic to
bodies that attempt to mediate between two strongly held positions.
Whether the organizations’ credibility and effectiveness with the Baltics
and Russia are damaged remains to be seen.

Structural Incentives—Getting Western Approval

In Western haste to express support for their new independence, the Baltic
countries were granted almost immediate admission to the OSCE and the
United Nations in autumn 1991. The Council of Europe, however, only
initiated its admission process at that time. As had been the case with
previous applicants, it instituted a program of visits, reports, and inspec-
tions of laws, to ensure that the three measured up to its extensive stan-
dards. Russia seized on the Council of Europe review, and the ongoing
possibilities to raise human rights issues provided at the OSCE and UN,
to protest ‘‘human rights violations’’ in proposed requirements for natural-
ization and the exclusion of noncitizens from elections in the Baltics. Esto-
nia, the first of the three Baltic states to bring citizenship proposals before
its legislature, was persuaded to invite an OSCE rapporteur mission
visit—a procedure designed to foster international scrutiny of human
rights cases and situations.8 This was the first time a state had agreed to
subject itself to this intrusive procedure, a milestone for international scru-
tiny of such internal matters as citizenship laws. The mission itself reported
that the ‘‘Constitution of Estonia as well as other laws examined by the
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mission meet the international standards for the enjoyment of human
rights.’’9 This assurance gave the OSCE credibility within Estonia, and
gave the Estonian government a positive reference to use in dealing with
the UN, the Council of Europe, and numerous other international as well
as Russian interlocutors. Simultaneously, however, the report noted devel-
opments that aroused concern, related to citizenship and naturalization
policies. The OSCE established a permanent presence in Estonia in Febru-
ary 1993 ‘‘to promote stability, dialogue and understanding between the
communities in Estonia.’’10 Thus, Russia also had results to point to in
domestic and international debate. This dual result gave the OSCE an en-
trée to both parties, as each had gained from the mission.

With the OSCE on the ground, and Council of Europe consideration
ongoing, the international community was well placed when tensions rose
over citizenship requirements and a draft law on the status of aliens. The
Council of Europe was able to insist that changes be made in existing
and proposed laws before Estonia would be accepted. The exclusion of
noncitizens (most of the Slavic population) from voting in national elec-
tions was strongly questioned, and the eventual acceptance of Estonia in-
cluded the following stipulation: ‘‘[The council] expects the Estonian
authorities to base their policy regarding the protection of minorities on
the principles laid down in Recommendation 1201 (1993) on an addi-
tional Protocol on the rights of minorities to the European Convention on
Human Rights.’’11

The alien law in its initial form left numerous elements of its application
and implementation unspecified, and required that noncitizens obtain
work and citizenship permits within two years or face deportation. The
Council of Europe expressed concern. Max van der Stoel, the OSCE high
commissioner on national minorities, bluntly noted that the lack of clear
procedures, avenues for appeal, and promises of citizenship to preindepen-
dence residents could raise concerns ‘‘to such an extent that it could lead
to a destabilization of the country as a whole’’ and urged their reconsidera-
tion.12 Influenced by statements and high-level diplomatic interventions
from Western governments (as well as interruption in the flow of natural
gas from Russia), Estonian president Lennart Meri refused to sign the law
and asked the Estonian Parliament to revise it. The revisions clarified some
of its vagaries and assured ethnic Russians that they would not arbitrarily
be deported while unemployed.

It seems clear that international support and the threat of its withdrawal,
as well as efforts to direct Western assistance to ease intercommunity fric-
tion, made the internal decision to withdraw and revise the law easier for
President Meri and the Parliament. Heightened Western interest in Esto-
nia included the direction of U.S. credits toward enterprises in Russian-
populated regions and promises of additional credits in the future. This
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helped to soothe the Russians and gave the Estonian government a card
to play with its own hard-liners.13 On the Russian side, the high profile
of international involvement, and international willingness to criticize the
Estonian proposals, allowed the Russian authorities to claim something of
a success.14 Estonian government officials did likewise.15 The international
incentive structure of norm-based membership, which brought with it tan-
gible and intangible rewards, had, in this case, functioned well.

Tensions rose to a similar level in Latvia the following year, with the
promulgation of a draft law on citizenship. In the Latvian case, the lack of
a citizenship law had already led the Council of Europe to postpone Lat-
via’s admission. When a draft law passed its first reading 25 November
1993, including quotas limiting annual naturalization of residents to a per-
centage of the growth rate of the Latvia population, the international com-
munity became actively involved. The Council of Europe criticized the text
as ‘‘vague,’’ ‘‘arbitrary,’’ and ‘‘not in line with European standards.’’16 The
OSCE high commissioner said:

If the overwhelming majority of non-Latvians in your country is denied the
right to become citizens, and consequently the right to be involved in key
decisions concerning their own interests, the character of the democratic system
in Latvia might even be put into question. In this connection I refer to the 1990
CSCE Copenhagen Document, which states that the basis of the authority and
legitimacy of all governments is the will of the people.17 (Emphasis added)

Shortly thereafter, the troop withdrawal negotiations also hit a rough
patch, and the success of Vladimir Zhirinovsky and his heavily nationalist
party in Russia’s December 1993 elections caused the West to look on
Baltic-Russian tensions with greater concern.

Western nations, notably the United States and the Nordic countries,
began to coordinate policy. Swedish pressure on both the troop with-
drawal and minority rights issues was backed up by U.S. intervention at
key moments. Nordic and U.S. representatives took the lead in keeping
the issues alive before the OSCE and Council of Europe.18 Most explicitly,
Council of Europe officials went on record in spring 1994 with their belief
that the draft law disqualified Latvia from membership. Gentle reminders
that the Council of Europe standards would also be applied to applicants
to the European Union had an effect as well.19 When, despite these pres-
sures, the Latvian Parliament passed the citizenship law in June 1994, the
ground was well laid for international involvement. The OSCE high com-
missioner, the Council of Europe, and the European Union again re-
viewed the statute and again suggested that it did not meet European
standards. Phone calls from Nordic leaders were followed by the fortunate
timing of President Clinton’s visit to Riga on 6 July. Clinton promised to
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speed the establishment of enterprise funds for the Baltic states and called
on Latvians to heed ‘‘the better angels’’ of their nature and make peace
with Russian residents.20 The sequence of events that followed was similar
to the Estonian case: Latvian president Guntars Ulmanis refused to sign
the law. Although the resulting debate in Parliament broke up the ruling
coalition, the quotas were removed and other changes made. The revised
law was signed on 11 August. Latvia was then admitted to the Council of
Europe in early 1995. Again, the immediate results were favorable, but
some longer-term costs had been incurred. One analyst wrote:

The major disagreements between Latvia and Russia have been resolved, but
neither side is completely happy. Russia still believes that the citizenship law
is too harsh but realizes that its complaints will no longer elicit a response
from the international community. Many Latvians believe that the West
forced its (sic) government to grant too many concessions. . . . but recognize
that they were needed to overcome Russia’s intransigence.21

The two countries’ place in European organizations—and their right to
that place, and to their aspirations toward eventual European Union, if not
NATO membership—had been secured. The establishment of that place as
a reward for modifications in laws also preempted many further Russian
challenges. Indeed, while Russia has not stopped accusing the two states
of human rights violations, Russian attempts to condemn them or lower
their status at international bodies decreased after these incidents. The use
of international organization affiliation as an incentive may have increased
the confidence, and thus stability, of both Latvia and Russia.

Financial Incentives—Getting the Troops Out

As has already been noted, the elaboration of citizenship and alien laws
proceeded in parallel with tendentious negotiations over the withdrawal
of Russian (formerly Soviet) forces from the Baltic countries. In July
1992, the three countries and the West succeeded in wringing from Mos-
cow, in the context of an OSCE summit meeting, an acknowledgment
that the troops’ presence ‘‘without the required consent of those countries’’
constituted ‘‘a problem from the past’’ and a commitment to an ‘‘early,
orderly and complete withdrawal’’ of the troops.22 The inclusion of this
particular section, over which Lithuania had held the entire summit docu-
ment hostage for inclusion of a reference to the troops’ illegal status, was
an early taste for the Baltic countries of the power and benefits conferred
through the international organizations and was regarded as a major tri-
umph for them. The stage for longer-term international involvement was
thus set.
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Lithuania’s inclusive citizenship policies had won it some favor with
Moscow; reflecting this better relationship, a troop withdrawal agreement
was signed on 8 September 1992. The withdrawal was completed on
schedule, although not without some hiccups, on 31 August 1993.23

However, negotiations with Estonia and Latvia were less fruitful, bogging
down over Russian objections to the residence and citizenship policies of
the two states as well as Russian demands regarding the fate of specific
military installations. Russia halted withdrawals in December 1992, and
threatened to do so repeatedly, while pressing in bilateral and international
fora for recognition of a direct link between the pace of withdrawal and
adoption of citizenship and residency regulations more to Moscow’s
liking.

The Nordic countries and the United States attempted to replicate the
earlier U.S.-German policy of funding housing construction for Russian
units departing from eastern Germany. Denmark and Norway came for-
ward with offers in December 1992, in response to Russia’s halting the
withdrawal. Sweden offered assistance in retraining officers, noting that as
cooperation and aid programs were developed, Sweden and Russia
‘‘needed to solve the problems that had tarnished their relations in the
past’’ and specifically to set a deadline for Russian withdrawal from the
Baltic states.24 The United States appropriated six million dollars in 1993
and offered five to seven thousand housing units to Russia for returning
soldiers in the hope that, as in the German case, military unrest would be
blunted.25 The provision of housing took on an additional use in the Baltic
case—dissuading Soviet army officers from remaining in the Baltic coun-
tries out of fear that Russia held nothing for them.

Even these incentives proved insufficient to dissipate Russia’s remaining
political concerns, or to provide sufficient political cover for Russian lead-
ers, who had seen ‘‘mistreatment’’ of Russians in the Baltics become a
useful domestic issue for mainstream and nationalist politicians. Con-
cerned that the climate in Russia was moving toward neo-imperialist
views, European governments began to look for ways to make compro-
mise palatable to the Estonian and Latvian governments. This was a tough
sell. As with citizenship, the Estonian and Latvian governments had do-
mestic opposition that vociferously opposed any compromise with Russia
and particularly any admission of the rights or permanent status of ethnic
Russians and former officers of the Soviet army. The Baltic governments
also complained vigorously that they were singled out for undue pressure
by the international organizations, when many others—particularly Rus-
sia—were committing far worse ‘‘violations’’ of human rights.26

With money already tight in Western ministries, and Russia apparently
unmovable, the international organizations had precious little to offer. The
impasse was overcome through the introduction of outside involvement
in the withdrawal process. This proposal had surfaced initially in 1992,
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but Russia had refused to accept international oversight, and the NATO
countries had declined to press the point. The idea resurfaced in 1994, in
much-watered-down form, and was used to break crucial blockages in the
withdrawal negotiations. Latvia was promised use of an OSCE mission to
monitor and carry out subsequent inspections of the destruction of the
Soviet radar site at Skrunda, which the Russians had hoped to keep.27 Also,
inclusion of an OSCE representative in joint Latvian-Russian deliberations
to oversee allocation of permanent resident status and civil rights to Rus-
sian military pensioners and their families was held out as a sweetener for
Latvian acceptance of pensioners remaining in Latvia.

When an agreement was finally signed on 30 April 1994, Latvians, Rus-
sians, and the Western press alike pointed to the crucial role of outside
pressure in reaching an accord.28 What had been made clear by the length
of the negotiations, and the strength of domestic feeling was that pressure
alone would not have worked; the Latvian side had to emerge from the
negotiations with palpable gains and assurances for its domestic constitu-
encies. The offer of international oversight, while less important per se
than bilateral pressure from the United States and Sweden, served as a
carrot to counter that pressure. In response to the 1993 deadlock, the
United States had been able to bring to the 1994 discussions in Latvia and
Estonia an appropriation of 160 million dollars to assist the withdrawal,
specifically to build housing for Russian officers and their families but also
to assist in dismantling the Skrunda radar system in Latvia.29

Recognizing the role Sweden in particular had played, Russian foreign
minister Kozyrev urged that it exert a similar influence on Estonia.30 The
Estonian situation continued to escalate, however, with human rights
charges and countercharges being made throughout May and June 1994.
Estonia’s neighboring Nordic states established, at Russian urging, a Baltic
Council Commissioner on Democratic Rights and Institutions for the re-
gion. Coming as it did at the end of a meeting where Kozyrev again linked
troop withdrawal and rights for ethnic Russians, the appointment of the
commissioner was perceived as a Russian victory, an admission that a
problem with democratic rights and institutions existed. Perhaps more im-
portant, it gave the Russian foreign ministry a triumph to claim for domes-
tic consumption—although it also laid Western diplomacy open to the
criticism that it cared more for placating Russian nationalists than for seri-
ous appraisals of the region’s problems. However, the symbolic nature of
this step was underlined when Ole Espersen, the incumbent Baltic Council
commissioner, was not involved in the last-minute negotiations that fol-
lowed. He presented his first report only to the Baltic Council meeting the
following year and has been little heard from since. The Baltics and their
Western supporters had crafted his mandate in such a way that he was not
directly involved. Moreover, the last phases of the talks were staged to
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avoid the circuslike atmosphere of international fact-finding missions.
Pressures and incentives for democratic rights were offered more quietly
through local ambassadors and calls and visits from capitals.

Estonia finally reached a compromise agreement with Russia on 26 July
1994. Substantial Western involvement and pressure had been applied on
both sides. Estonia had received both the reassurance it sought and a final
push for compromise during a Baltic summit with President Clinton (the
first U.S. president to visit the independent Baltic states) in Riga on 6
July. The summit rhetoric, stressing U.S. and Western commitment to the
maintenance of Baltic independence, was backed up with quiet support
and continuing pressure from international organizations.31 An environ-
ment was created in which the Estonian government could finally face
down its own hard-liners and make concessions sought by Moscow, chiefly
permitting military pensioners to receive residence permits as well as
granting Russia extra time to dismantle military reactors at the Paldiski
submarine base. These concessions, which had been the last sticking point
of the talks, were further eased by the assignment of an international over-
sight and mediation role to the OSCE mission, which was given a place
on the commission established by the Estonian government to make rec-
ommendations on residence permits for Soviet military retirees.

In both the Latvian and Estonian cases, the deliberative bodies estab-
lished to monitor and implement the agreements have functioned with
OSCE participation, although not without controversy. The efforts of the
OSCE representatives—and the Baltic governments’ reactions to their sug-
gestions—have periodically appeared on the agenda of OSCE sessions
since 1994. Estonia in particular has complained bitterly of ‘‘interference’’
by international representatives, while in Latvia, OSCE officials have had
difficulties with Russian obstruction. However, Russian troops were com-
pletely withdrawn from Latvia by the 31 August 1994 deadline, and the
Skrunda radar was first downgraded to observatory purposes and then de-
stroyed.

International Organizations and Incentives
in a Time of Scarcity

The reader may demur that the tactics described above are not particularly
innovative; that states have been offering carrots as well as sticks to each
other since statecraft began. But the characteristics that led to the success-
ful use of incentives in this situation may be expected to recur often in an
era where no state or group of states has the will or power projection
capability to resolve conflicts by fiat. Key aspects of this situation include
the following:
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• Interested third parties (NATO and the Nordic countries in this case)
lack the political will or the unilateral strength to take the side of one
party unequivocally and with military means if necessary.

• The parties to a dispute or potential conflict are members of, or at
least profoundly affected by, multilateral regimes that have goods to
offer or deny participants.

What made these incentives successful in the Baltic case? The countries
involved had the ability to offer appropriate incentives. There was author-
ity and coordination among the actors responding, and the incentives of-
fered had the desired effect in a timely fashion.

First, states and international organizations reacted in a coordinated and
innovative manner as challenges arose. An informal ‘‘friends of the Baltics’’
group had emerged at OSCE conferences well before Baltic indepen-
dence.32 After independence the process of consultation among these
countries provided a natural forum for melding their desire for stability in
the region with moral and political support for Baltic independence. Suf-
ficient thought and resources were devoted to create incentives that re-
sponded to the very real needs and desires of the recipient states. Many
of the incentives were framed, as we have seen, as assistance rather than
compellence. Their perception as such by recipient governments and do-
mestic constituencies was a crucial factor in their acceptance.

A striking contrast can be found in the roundtable discussions growing
out of the European Union Stability Pact, proposed in 1993 to iron out
differences on minority rights among states aspiring to EU membership.
The EU created roundtables for the sets of countries concerned—the Bal-
tics and Russia, Hungary and Slovakia, and Hungary and Romania—to
negotiate agreements on minority status. The Baltic ‘‘table’’ failed to pro-
duce any agreement for the May 1995 concluding summit, and the Hun-
garian-Romanian talks missed that deadline as well. The Hungarian-
Slovak treaty was not ratified by the Slovak side until March 1996 and was
accompanied by an interpretation squarely at odds with the Hungarian
view.33 Perhaps more important, the situation in the countries concerned
did not stabilize as a result of the talks, which in some cases stirred up
domestic discontent among minority and majority extremist groups.34

Certainly, the Slovak-Hungarian Treaty became a sore point in Slovak do-
mestic politics and has, to date, had little if any concrete impact on the lives
of ethnic Hungarians in Slovakia. Nor, as noted above, has it provided a
common basis for Slovak-Hungarian relations to develop. The govern-
ments participating in the roundtables were often only lukewarm about
the pact, construing it as another hurdle to EU membership without any
associated benefits. In contrast to the supportive incentives offered to the
Balts during the troop withdrawal and residential status discussions, the
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EU Stability Pact stoked Baltic fears of being ‘‘left alone’’ with the Rus-
sians, thus lessening their incentive to cooperate.35 For both Balts and Rus-
sians, the EU roundtable negotiating forum was hostile ground. Neither
was a member of or had much leverage over the convening body. The
Stability Pact forum offered the key players neither concrete incentives nor
an equal place at the table—important reasons for its Baltic failure.

The OSCE/Council of Europe process succeeded because concrete re-
wards were offered and the participating parties had credibility with the
recipients. Extensive aid programs already existed, serving both as unspo-
ken incentives and as assurances that the governments concerned were
truly supportive. The would-be benefactors had status in the eyes of all
sides. The Latvian and Estonian governments recalled the support of West-
ern states and human rights bodies during the struggle for independence.
Moreover, their strategic situation made survival dependent on retaining
powerful friends in the West. The West’s broad and deep engagement in
Baltic sovereignty made pressure through incentives more acceptable than
would have been the case had they been coupled with sanctions. To the
Russians, the international organizations offered the possibility to scruti-
nize and comment upon the human rights situation in the Baltics (very
useful for domestic politicking) and the threat of further separation from
a Europe that spoke in unison against violence and threats in the Baltics.

International organizations helped the Baltics and Russia have it both
ways. International organizations could act as ‘‘fall guys’’ or surrogates for
national governments by offering both carrots and sticks to any or all par-
ties. They used a baseline of standards to which all the states involved had
freely committed themselves and a process over which each state exercised
veto power. Their ongoing presence also served as a lightning rod for criti-
cism and a source of assistance even to nonstate entities, from which all
parties could take comfort or political ammunition. But their powers were
created and guaranteed by national governments which provided the nec-
essary funds and political support. Without the strong support of the
United States, including its insistence on compliance with international
norms, the organizations would have been far less powerful.

Effective involvement of the international community and favorable
preconditions would not on their own have been enough to bring success,
however. Promised incentives had to be delivered. The Baltic countries
entered the Council of Europe, and promptly began to use both it and the
OSCE to advance their foreign policy objectives. Extra monitors did arrive
from the OSCE to oversee troop withdrawals and subsequent citizenship
and resident-status discussions. Housing for ex-Soviet officers and their
families came but more slowly. Only in August 1995 did Germany succeed
in completing the program it had negotiated for Soviet troop withdrawals,
which had begun five years earlier. The status of some of the promised
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U.S. funds for the housing of Russian troops remains in doubt. By all
indications, officers who suffer under this slowness are extremely disgrun-
tled. However, as noted, the speed with which promised money was in fact
allocated by the U.S. and Scandinavian governments served as a pledge of
sincerity and determination during the negotiations themselves. Thus, the
immediate purpose was served, but Russian willingness to accept similar
promises again is far less clear.

While ranking this use of incentives as a success, we must also look
at what was not achieved. Baltic-Russian relations remain troubled, with
citizenship and discrimination issues particularly contentious. The Esto-
nian and Latvian authorities have obtained Western approval and Russian
acquiescence, but little more. Incentives alone changed neither the nature
of the relationship, nor the geopolitical situation of Estonia, Latvia, and
Lithuania. The small states still must face a large and uneasy Russia with-
out any guarantee of Western intervention in future conflicts. Russia’s ac-
ceptance of international scrutiny of Baltic nationality policies and Western
assistance for the eventual withdrawal of troops has not stopped the flow
of anti-Baltic and anti-Western rhetoric. Indeed, certain extremist groups
have made propaganda points from the withdrawal (much as they did on
the earlier withdrawal from Germany and the former Warsaw Pact states),
presenting it as an abdication of Russia’s sphere of influence without ade-
quate compensation or sufficient concern for the ‘‘compatriots’’ left be-
hind. On 28 July 1995, the upper house of the Russian Parliament again
postponed ratification of the troop withdrawal agreement, after the lower
house had done so (and well after the last troops were withdrawn).

The status of the OSCE and Council of Europe may have suffered in
the Baltic states as a result of the compromise nature of the outcome. Even
the details of ongoing international involvement are still challenged by the
parties. Estonia complained, for example, that the OSCE delegate to the
Estonian commission on residence permits had overstepped his mandate
by proposing the establishment of an international commission to resolve
differences of interpretations.36 Both Estonia and Latvia have made no
secret of their desire to be done with OSCE presences and OSCE scrutiny.
In Russia, damage to institutional credibility seems to have been less, as
indicated by Moscow’s admission of an OSCE team to observe and assist
in resolving the conflict in Chechnya. On both sides, future cooperation
with international organizations is likely to be decided on the merits, with
recognition of both the positive and negative sides of past interactions.

The OSCE and Council of Europe have attempted to carry out similar
mediating and advice-giving functions elsewhere, with only limited suc-
cess. Where influential member states have not had vital interests they were
willing to defend, OSCE efforts have been marginalized.37 Another limit-
ing factor has been the perception by states involved in disputes that their
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interests at stake were more vital to national (or political) survival than any
benefits incentives could provide.38 When political will and resources are
such that the strongest incentives that can be offered are the fruits of coop-
eration with international organizations, and the accompanying member-
ship status, incentives cannot be counted upon to resolve or prevent a
conflict. They can, however, be a helpful part of a package of bilateral and
multilateral responses to an incipient conflict—if the overall response to
the parties is one of positive, long-term engagement that does not stress
punitive actions but rather holds out real hopes for inclusion in a commu-
nity of prosperous and secure nations. The sheer amount of interest, re-
sources, and coordination that made the use of international incentives
effective in the Baltic states, and the limited definition of success applied,
should prompt second thoughts before incentives-based policies are rec-
ommended as a panacea for low-intensity, low-resource conflict preven-
tion and resolution. Nonetheless, creatively designed incentives and the
commitment of international coalitions can pay off—if, as for other forms
of conflict resolution, political will and the means of follow-through are
present. In these circumstances, incentives can be used to help frame a
political settlement and create a culture of tolerance.
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The Problem: Militarization as an Obstacle to Development

The Opportunity: The Value of International Financial
Institution Incentives

INDUSTRIALIZED COUNTRIES such as the United States, France, and
Great Britain are ironically both the largest exporters of arms to the

developing world and among the major providers of foreign aid and loans
through bilateral and multilateral agencies, including the international fi-
nancial institutions (IFIs).1 While arms exports by themselves do not cause
violent conflict, the constant flow of weapons to trouble spots has indis-
putably fueled violence, decimated communities, and destroyed economies
in Afghanistan, Haiti, Lebanon, Liberia, Rwanda, and other countries.
Donor governments and the multilateral aid and lending institutions they
control by virtue of holding a majority voting share have a particular re-
sponsibility to help stem the flow of arms to developing nations and curb
other destructive activities. Their leverage resides in the fact that they sup-
ply approximately $60 billion worth of economic aid and loans to the
developing world each year.2 Sustainable development, broadly based par-
ticipation in the political process, and peace and security are closely related.

— 243 —
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High levels of military spending and arms imports, the inability to resolve
conflicts within and among states, and the use of security forces to prevent
the emergence of representative political systems can severely reduce op-
portunities for development and further erode security. In the coming
years, the great threat to security in most parts of the world will arise from
internal conflicts generated by the inequitable distribution of political and
economic resources, by the unwillingness of political elites (including the
security forces) to share power, and by the efforts on the part of one seg-
ment of the population to dominate another segment based on characteris-
tics such as ethnic, regional, religious, or clan affiliations.

Although it has long been evident that many developing country gov-
ernments have accorded significantly greater priority to building up the
military establishment than to promoting political, economic, and social
development, the international aid and lending community largely ignored
the trade-off between military spending and development during the cold
war. In countries such as El Salvador and Nicaragua, the major powers
often provided economic assistance to enable developing country govern-
ments to maintain their military budgets and arms imports at levels that
could not be sustained using domestic resources alone. While this attitude
began to change with the demise of the Soviet Union in 1991, the major
powers have yet to press consistently for behavioral changes that will en-
hance both security and development.

Due to their considerable financial resources, technical assets, and global
presence, the IFIs have the capacity to assist in maintaining or recreating
an environment of peace and stability. This chapter examines the ways
IFIs can, and in some cases have sought to, prevent or resolve conflicts by
influencing such variables as a potential recipient’s level of military spend-
ing, the quality of its governance (including the transparency of its military
budget and degree of military involvement in the civilian economy), its
adherence to democratic methods (both in elections and judicial systems)
and other international human rights standards, and its cooperation with
international and regional security agreements. It shows how IFIs have
funded and even helped implement measures aimed at building and main-
taining peace in postconflict settings, including troop demobilization and
reintegration, community reconstruction, and land mine removal.

The prevention of conflict requires the involvement and leadership of
national governments, political parties, nongovernmental organizations,
the United Nations, and regional security bodies. But the IFIs have a cru-
cial and unavoidable role to play in helping to establish the social and
economic conditions conducive to conflict prevention and conflict resolu-
tion. Indeed, IFI policies are most effective when pursued in association
with confidence-building measures and security guarantees established by
participating political actors.
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Outline of the Chapter

The first section describes the range of demilitarization tools available to
the development community. Although these tools are typically applied in
concert and influence each other, they are divided here for the purpose of
analysis into three methods: persuasion, technical and financial support, and
indirect and direct pressure, which is often referred to as conditionality.
This section then gives examples of situations in which IFIs can and have
pursued policies aimed both at conflict prevention and at conflict resolu-
tion.

The second section presents a case study of the role of IFIs in preventing
conflict. This section describes how World Bank pressure was brought to
bear on the government of Malawi to encourage the transition in the
1990s from an unaccountable, authoritarian regime to a more democratic
and open form of government. The third section presents two case studies
of World Bank engagement in the process of conflict resolution. First, it
examines the World Bank’s assistance to the West Bank and Gaza Strip
during the Arab-Israeli peace process, starting in 1993. Second, it de-
scribes support for a demobilization process in Uganda that began in
1992.

The chapter ends in section four by recommending that the World Bank
and other IFIs vigorously employ the entire range of tools at their disposal
in support of peacebuilding and demilitarization in the coming years. Ac-
tive IFI involvement could help bolster the growing international consen-
sus that successful economic and social development is deeply dependent
on political liberalization, a shift in priorities away from the military sector,
and a strong commitment to the peaceful resolution of conflicts.

Summary of IFI Tools: Persuasion, Support, and Pressure

International financial institutions may use any combination of persuasion,
support, or pressure to effect changes in a country’s security policy and the
behavior of its armed forces. In public, representatives of the World Bank,
the IMF, and the regional development banks have claimed that they are
barred by their charters from considering such ‘‘political’’ criteria when
making aid and lending decisions, but this diplomatic fiction has long been
dispensed with in loan negotiations. As Albert Hirschman observed in his
classic study National Power and the Structure of the State, decisions to pro-
vide loans and credits to other nations are inherently political and cannot
be separated from the larger policy framework of international relations.3

The IFIs are intensely, and unavoidably, political institutions whose poli-
cies are determined solely by the majority vote of shareholders—meaning
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in nearly all cases the consensus of the developed nations. The difference
between ‘‘political’’ and ‘‘economic’’ criteria is undefined in the charters of
these institutions, and throughout their histories they have consistently
raised political- and security-related concerns under the rubric of the good
governance and predictable investment standards that economists agree
are needed for sound economic development.4

Persuasion

Persuasion has taken a number of forms. The first involves public state-
ments by the senior management of development cooperation agencies
expressing displeasure with high military spending levels, drawing correla-
tions between high military expenditure and lower rates of development,
and hinting that borrower countries will be looked upon more favorably
if they pursue efforts to reduce military budgets and redirect resources to
the social sector. Persuasion also takes place in private consultations that
are part of the overall policy dialogue with an individual recipient country.
Development officials may inform a country that they consider certain mil-
itary policy decisions such as spending levels to be of economic as well as
political and strategic import. They may suggest that it is in the country’s
best interest to reexamine such policies as high military spending, lack of
transparency in the reporting of military budgets, arms exports to unstable
states, major arms procurement, or excessive military involvement in polit-
ical affairs.

The World Bank, through its public expenditure reviews (PERs), and
the IMF, in its Article IV consultations, have begun in recent years to draw
the connection between development and reduced military spending and
to collect information on recipient countries’ military expenditures. In
1989, the managing director of the IMF, Michel Camdessus, and then
World Bank president, Barber Conable, began speaking out about the in-
herent conflict between unproductive military spending and the develop-
ment financing that indirectly subsidizes it.5 This perspective was
reinforced by the 1991 publication of the United Nations Development
Program’s Human Development Report, which linked the widespread pov-
erty in developing nations to excessive levels of military spending and ar-
gued for a shift from military to social priorities as a development
strategy.6

It is clear that persuasion has played an integral role in efforts by IFIs to
effect changes in military expenditure levels of recipient countries. How-
ever, the quality of information collected on military budgets often re-
mains, in the words of Camdessus, ‘‘opaque.’’7 Operational level staff at
the IFIs have been unable to translate the intentions of their superiors into
specific actions that would improve the quality of the information, such as
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independent audits of military budgets and military involvement in the
economy.8

Obviously, persuasion is a policy tool of limited use, particularly if it
amounts to empty rhetoric rather than to actual policy reform. Neverthe-
less, the power of persuasion should not be discounted, particularly when
recipient countries begin to see a consensus developing among groups of
donors such as the Development Assistance Committee (DAC) of the Or-
ganization for Economic Cooperation and Development (OECD) or the
Group of Seven (G-7). The G-7 countries alone account for a majority of
voting shares in the IMF and the World Bank, and so can determine policy
at these institutions. Signs of such consensus among these powerful mem-
bers of the IFIs are growing. In December 1993, member states of the
OECD’s Development Assistance Committee (DAC) approved a docu-
ment highlighting the connection between excessive military spending and
conflict, and urged nations to reduce military budgets. The OECD has
also advocated dialogue between lenders and recipients and greater trans-
parency of military budgets and programs. The DAC Orientations on Par-
ticipatory Development and Good Governance state that:

DAC Members recognise the importance of peace and security for develop-

ment. When military expenditure is excessive, it can result in conflict and

repression, contribute to instability in the region and divert scarce resources

away from development needs. DAC Members emphasize the importance of

establishing and maintaining the primacy of the role of civilians in political

and economic affairs and the significance they attach to avoiding or reducing

excessive military expenditure.9

The 1995 G-7 Communiqué contains the following paragraph on reduc-
ing military spending and increasing social investment: ‘‘We will work
with others to encourage relevant multilateral institutions to: take trends
in military and other unproductive spending into account in extending
assistance (and) . . . direct a substantially increased proportion of their
resources to basic social programmes and other measures which attack the
roots of poverty.’’10

Donor persuasion, like support and pressure, might be expected to work
best when it is directed toward poorer countries, such as many in sub-
Saharan Africa, that rely most heavily on concessional aid. These countries
are more likely to feel an obligation to heed donor advice since they are
dependent on external financing for a large percentage of their external
income. Donor persuasion is also more likely to succeed when it is applied
to countries that recognize it to be in their own national interest to demili-
tarize, stop weapons testing, or sign a nonproliferation agreement. On the
other hand, the moral appeal of donor persuasion is undercut by the exces-
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sive military spending or weapons trafficking activities of the largest donor
countries, including the United States.

Support

Development cooperation agencies, including the IFIs, can provide pos-
itive incentives, or carrots, to potential recipient countries in the form of
financial, technical, or diplomatic support. The offer of financial support
for the implementation of policy reform in the security sector or for spe-
cific demilitarization activities can influence a borrower country’s decision
to undertake radical change. In Central America, Nicaragua and El Salva-
dor were assisted in their demilitarization processes by financing from a
broad range of donors, including the United States Agency for Interna-
tional Development (USAID) and the European Union. World Bank fi-
nancing has helped to facilitate troop demobilization and reintegration in
such countries as Cambodia, Mozambique, and Uganda.11

Technical support from donors places skilled manpower and equipment
in the hands of countries that would otherwise not be able to afford or
gain access to them. Countries such as Cambodia and Angola have relied
upon skilled labor and equipment provided by the international develop-
ment cooperation community to clear land mines, destroy surplus weap-
ons, and plan for the demobilization and reintegration of soldiers into the
civilian economy. IFIs have also supplied some limited technical assistance
in such seemingly mundane but critically important areas as defense-sector
accounting and budgeting. For example, Argentina, which has undertaken
efforts to reduce military spending and rationalize its armed forces over
the last decade, has also requested World Bank assistance to analyze its
military expenditures.

The international lending community can complement efforts to pro-
vide diplomatic support to settle conflicts by promising economic assis-
tance to support the implementation of peace agreements. All of these
forms of support—or carrots—can help induce parties to a conflict to
come to the negotiating table, advance through further stages of postcon-
flict reconciliation, agree to maintain a cease-fire, comply with an interna-
tional treaty, demonstrate transparency in military budgeting, or pursue a
policy of reduction in the size of the armed forces.

Pressure and Conditionality

Placing pressure on a recipient government is often referred to as ‘‘con-
ditionality,’’ meaning that policy change is a precondition for the provision
of assistance. International financial institutions may apply pressure both
indirectly and directly. Indirect pressure, which is applied without explicit
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conditions on the policies in question, can have the same goals as explicit,
direct pressure. This indirect pressure can be exerted through a tool like
the World Bank’s Structural Adjustment Lending (SAL) program. As part
of a SAL program, the World Bank can put implicit pressure on a country’s
military budget by setting targets for expenditure in social and economic
sectors that will squeeze out military spending. The IMF can also indirectly
affect the military sector by setting targets for cutting fiscal deficits that
make it difficult for recipient countries to avoid reductions in military ex-
penditures.

Direct pressure is defined as the linking of particular policy reforms or
actions to the provision of financial resources. The IFIs have long set ex-
plicit conditions for lending based on a country’s economic policies and
performance. The IMF and the World Bank, for example, require specific
policy reforms of countries receiving economic stabilization and structural
adjustment financing. While such conditioned lending often leads to
changes in policy, countries sometimes prove unable or unwilling to un-
dertake all the necessary reforms. Evaluations of IMF and World Bank
adjustment lending demonstrate that economic conditionality works best
in countries where the government is convinced of the need for change.

In addition, economic conditionality is nearly always combined with
persuasion to convince the government of the desirability of reform and
financial support to defray some of the costs associated with those reforms.
This point is particularly critical given the recent tendency of the donors
to institute other forms of policy conditionality. Increasingly over the last
decade, the bilateral donors have required recipient countries to demon-
strate their commitment to such goals as the eradication of poverty, pro-
tection of human rights standards, promotion of democracy, preservation
of the environment, and reduction in military spending.12 The addition of
multiple policy objectives makes the use of economic conditionality more
problematic. Donor nations may differ in their commitment to the objec-
tives, and recipient countries may find it more difficult to adapt multiple
policy reforms. As with other tools of diplomacy, the success of aid condi-
tionality depends on sender nations maintaining a sustained and focused
commitment to specific objectives.

In terms of reducing the potential for violent conflict, conditionality
allows a donor to threaten to reduce or withhold aid if the recipient coun-
try does not comply with such conditions as shifting funds from the mili-
tary to the social sector, or allowing free campaigning for public office and
the setting of an election by a specific date. Cases where IFIs have used
such conditionality abound (particularly as a result of pressure from its
most influential member governments), although this tool is more widely
used by bilateral donors. The United States prevented the World Bank
from loaning to Vietnam in the 1970s and 1980s, with Congress going so
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far as to require a letter of confirmation from World Bank president Rob-
ert McNamara before appropriating additional funds for the bank.13 South
Africa was discouraged from approaching the IMF during the waning
years of apartheid because of the storm of political protest that accompa-
nied its successful application to the IMF for financing in 1983. The
United States, other bilateral donors, and the World Bank limited aid to
Kenya in 1991 and to Malawi from 1992 to 1994 until elections had taken
place in those countries.14 The United States voted to oppose or abstain
from voting on thirteen IFI loans to China during a three-month period
in 1995 because China did not adhere to basic human rights standards,
although the loans all went through because the United States failed to
persuade other executive directors at the various IFIs to oppose them.15

Conditionality can be helpful in bringing about changes in human rights
standards or military policies. This in turn can foster a national and even
regional environment conducive to conflict resolution and peace. How-
ever, conditionality is a controversial tool that can have counterproductive
effects. Just as economic sanctions can generate a ‘‘rally-around-the-flag’’
effect that entrenches a targeted regime’s resistance to external pressure,
heavy-handed inducement efforts and excessively rigid conditionality can
foster resentment.16 Nationalist leaders may rail against external efforts to
‘‘bribe’’ the country, vowing that the nation is ‘‘not for sale.’’ Such senti-
ments often greet general conditionality policies related to structural ad-
justment. Many of the developing nations that are subject to such pressures
criticize them as an infringement of national sovereignty.17 These concerns
reflect deeply felt objections to the continuing disparities in international
power and wealth. Countries subjected to nonproliferation pressures from
the United States may also resent the double standard of being asked to
forgo weapons programs that the United States and the major powers
retain. When conditionality is perceived as maintaining disparities of
wealth and power rather than fostering development and peace, it will
be ineffective. Such sensitivities are important because subjective factors
significantly influence the potential effectiveness of incentives.

The paradox of conditionality is that when standards are applied rigidly,
without regard to the traditions and political dynamics within a recipient
nation, they may produce the opposite effect intended, perhaps weakening
reform groups and inadvertently strengthening hard-line factions in the
recipient nation.18 If financial assistance is to advance the process of reform
and conflict prevention, the procedures for applying conditionality must
be transparent and respectful.19 The relationship should be one of positive
inducement rather than negative compulsion. Donors must have a thor-
ough understanding of cultural traditions and political concerns within the
recipient country and should avoid statements or acts that could enflame
nationalist resentments. Dialogue will enable lenders on both sides to de-
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sign exchanges that are mutually beneficial.20 If blended with sensitivity,
openness, and support for democratic reform, conditionality can be an
effective tool in shaping the behavior of recipient nations.

The policies of the international financial institutions derive from the
voting power of the member states, which is determined by economic
clout. Japan and Germany, as the world’s second- and third-largest econo-
mies, thus have enormous influence on the direction of World Bank and
IMF policy. They are also the countries that took some of the earliest steps
to link economic assistance to military restraint in their bilateral lending
policies. In 1991, Japan announced that lending decisions henceforth
would factor in such considerations as military spending levels, nonprolif-
eration policy, and arms transfers. These principles were codified in Japan’s
official development assistance charter in June 1992. Tokyo has been cau-
tious in applying these criteria, however.21 Japanese officials have preferred
negotiations and dialogue to abrupt changes in assistance levels. They have
used lending policies more as an incentive to promote positive behavior
than as a coercive measure to punish wrongdoing. In a number of cases,
though, Japan has threatened to or actually reduced aid because of viola-
tions of nonproliferation norms. In May 1995, Japan threatened to cut
back aid to China if that country continued either its underground nuclear
tests or its tests of long-range mobile intercontinental ballistic missiles. By
late August, when China had not suspended its testing program, Japan
announced that it would freeze most of its grant aid to China, excluding a
portion designated for emergency relief measures and humanitarian aid.22

In 1991, the German Ministry for Economic Cooperation and Develop-
ment approved policy guidelines for evaluating the impact of a recipient’s
military policy as a criterion for aid policy. The criteria that German devel-
opment officials have specifically identified include reductions in military
spending, compliance with nonproliferation norms, greater transparency
of military budgets and programs, and democratic accountability in police
and military forces.23 Germany has applied these standards to both its in-
ternational lending and foreign aid programs with uneven outcomes, how-
ever, because foreign policy and trade considerations routinely take
precedence over the commitment to military reform. This is a problem
faced by most bilateral aid donors.

Despite much discussion, lending nations and international financial in-
stitutions have been reluctant to push hard for military reform in prac-
tice.24 In the Orientations on Participatory Development and Good
Governance, DAC member governments agreed that when seeking reduc-
tions in military spending, donors should focus first of all on dialogue and
‘‘positive assistance’’ and should consider conditioned aid ‘‘as a last re-
sort.’’25 The United States has refused to adopt such criteria, and even
Germany and Japan have been reluctant to apply these standards consis-
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tently to all aid recipients. In fact, Washington and other major donor
governments supply weapons and political backing to many of the regimes
that have engaged in military abuses. The development cooperation agen-
cies in the major donor countries are acutely aware that inconsistency in
their countries’ own policies is a major impediment to donor efforts to
reform the security sector in recipient countries. The OECD Development
Assistance Committee has noted:

The approach outlined here by DAC members recognizes that to advance
the complex agenda of participatory development, good governance, human
rights and democratisation, their own countries must accept a number of
responsibilities . . . not least, they must work for coherence in the policies and
practices of their own governments, individually and collectively. An obvious
example . . . is that efforts to promote reduced military expenditure lose credi-
bility and effectiveness when at the same time other agencies of governments
may be actively promoting increased arms exports to the same developing
countries.26

Despite the hesitancy of lender nations and financial institutions, eco-
nomic assistance has enormous potential for advancing the agenda of inter-
national peace and conflict prevention. A concerted international effort to
use financial assistance to promote military spending restraint, transpar-
ency, conflict resolution, and nonproliferation could have an enormous
impact on world security. There are solid economic reasons, in addition
to the security benefits, for adopting such a policy. The instability and
uncertainty that come from war, repression, and weapons proliferation
increase risks and limit the opportunities for investment and trade. A stable
and peaceful security environment is essential for achieving economic de-
velopment and enhancing world trade.

IFIs and Conflict Prevention: The Transition to
Democracy in Malawi

From 1992 to 1994 World Bank pressure—in coordination with aid sus-
pensions by major bilateral donors—helped a remarkable citizens’ protest
movement in Malawi topple one of Africa’s oldest and toughest dictator-
ships and establish a democratic form of government. The transition in
this country of ten million with an annual per capita income of $100 was
swift and, to both Malawians and outside observers, stunning.27 ‘‘Life Pres-
ident’’ Hastings Kamuza Banda and his Malawi Congress Party had run a
virtual police state for thirty years, silencing opposition through censor-
ship, detention, torture, and assassination.28 When an incipient citizens’
movement formed in 1992, spurred by Malawi’s Roman Catholic bishops’
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public attack on the government’s human rights abuses and by protests
from other religious leaders, President Banda initially tried to silence the
movement and the government perpetrated even greater human rights
abuses. In May 1992, the World Bank, as the leader of the donors’ Consul-
tative Group, issued a rare, explicit call to donors to suspend aid programs
for six months.29 Great Britain and other governments followed suit and
cut off financial support.

A motivating factor for the clear and aggressive stance of the World
Bank was the Malawi security forces’ violation of the bank’s traditional
diplomatic privileges. Malawian forces had entered World bank offices and
inspected documents without bank approval.30 Similarly, Great Britain was
a leading force in sanctioning Malawi, due in part to the incarceration of
a Malawian religious leader married to a British citizen.31 Beyond these
particular incidents, the overriding motivation of the World Bank was
clearly that governance and sound growth were becoming difficult to sus-
tain in this deteriorating human rights environment.32

While the World Bank did not itself suspend any loans, and indeed con-
tinued to make new loans, its public call and private statements to govern-
ment officials helped to convince the government of Malawi that, in the
words of a Malawian who was a close observer of the transition to democ-
racy, the ‘‘handwriting was on the wall.’’33 Rather than risk civil war or
financial disaster in a country that was heavily aid dependent, President
Banda reversed his policy of repression and scheduled a national referen-
dum to determine whether the Malawian people desired a multiparty sys-
tem. He also repealed edicts that permitted the detention of political
opponents without trial, and released seventy long-term detainees.34

Even though the Malawian government controlled the media and the
administration of the referendum, the people of Malawi voted overwhelm-
ingly in June 1993 for a transition to multiparty elections. The first free
elections were held in May 1994 with the presence of international moni-
tors.35 President Banda’s few attempts to intimidate his political opponents
were publicized and criticized by the international and national media who
were finally able to operate freely. Seven registered political parties put up
candidates and campaigned for the presidency and the Parliament. Only
three parties emerged as dominant players: Banda’s Malawi Congress
Party (MCP); the Alliance for Democracy, led by human rights activists
and former exiles; and the United Democratic Front (UDF), composed of
political refugees, many of whom had fallen out of favor with the MCP,
the ruling party. UDF won a narrow majority in the legislature and its
leader, Bakili Muluzi, overwhelmingly won the presidential sweepstakes.

Banda’s legacy still overshadows the new government of Malawi as it
tries to build democracy in a country with no tradition of democratic poli-
tics. The civil institutions that are emerging are fragile and often easily
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influenced by politicians. Aid has been reinstated, but the declining prices
of Malawi’s exports, the devaluation of the currency, the drought of 1992–
93, and the temporary aid suspension have combined to lower standards
of living.36

Malawi has taken an important step along the road from dictatorship to
democracy without suffering the scourge of civil war. This occurred in part
because the IFIs and bilateral donors not only threatened to suspend aid if
certain conditions were not met but in some cases actually carried out the
threat. In a country as aid-dependent as Malawi, both the suspension of
aid and the threat of suspending even more were instrumental in forcing
the Banda government to hold free and fair elections. The temporary sus-
pension of aid was an effective tool, although it was also a rather blunt
instrument, as evidenced by the decline in the quality of life for the coun-
try’s poorest inhabitants. Now that Malawi is launched on the road toward
democracy, the IFIs and bilateral donors should consider providing the
country with special supplementary aid packages that could help alleviate
the economic hardship experienced by the Malawian people during and
after the events of the period of 1992 to 1994. In addition, the IFIs can
provide technical assistance to the executive and judicial branches of gov-
ernment as they try to regain control of the resources Banda and his allies
diverted during his rule.

Case Studies of the Conflict Resolution Role
of International Financial Institutions

The West Bank and Gaza Strip

Since the September 1993 signing of the Israeli-Palestinian Declaration
of Principles, international financial and technical assistance to the West
Bank and Gaza Strip has been regarded by both the international commu-
nity and the Palestinian Authority as an integral part of the Arab-Israeli
peace process.37 In October 1993, the World Bank held a meeting of IFIs
and bilateral aid agencies as a follow-up to the Israeli-PLO peace accord.38

The donors pledged over $2 billion (later $2.5 billion) to promote eco-
nomic and social development in the West Bank and Gaza and to
strengthen the institutional capacity of the Palestinian Authority (PA), the
new administrative body overseeing political, social, and economic deci-
sions in the territories formerly under Israeli control. As Rex Brynen notes,
the ambitious promise of $2.5 billion of aid to the West Bank and Gaza
over a five-year period from 1994 to 1998 represents one of the most
compelling examples ever of peacebuilding through international donor
assistance.39
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The participation of the IFIs and many bilateral donors in the Israeli-
PLO peace process was significant because these bodies saw themselves as
having not only an economic development function but also an important
supporting role to play in the establishment and nurturing of political and
social institutions in Gaza and the West Bank.40 The international commu-
nity hoped that by helping to rebuild the West Bank and Gaza both politi-
cally and economically it could encourage the Palestinian people and
leadership to become more politically and psychologically engaged in the
peace process. As Warren Christopher, U.S. secretary of state, said at the
October 1994 donors meeting, ‘‘We must demonstrate the tangible bene-
fits of peace, and we must do so quickly if the advocates of peace are to be
strengthened and the enemies of peace to be discredited.’’41

After some delay and as a result of pressure from the United States, the
World Bank took control of the overall donor assistance process in the
West Bank and Gaza. It did so against the wishes of the European Union,
which sought to exercise some independence in the provision of its aid
program.42 Two principal bodies were created to coordinate the multilat-
eral aid effort for the West Bank and Gaza Strip: the Ad-Hoc Liaison
Committee (AHLC) and the Consultative Group. The World Bank, along
with the United States and the European Union, has played a particularly
influential role in both the Consultative Group and the AHLC. The role
of the Consultative Group in the West Bank and Gaza has been to garner
support and financing for specific assistance strategies.

As the leading provider of financial and technical assistance in the West
Bank and Gaza, the World Bank has played a major role in developing
special project proposals with the Palestinian Authority and presenting
them to the different donor groups. For example, the World Bank pre-
sented the Emergency Assistance Program for the Occupied Territories to
the first Consultative Group meeting in December 1993. The Emergency
Assistance Program outlined sectoral needs and priorities during the pe-
riod from 1994 to 1996 at a projected cost of $1.2 billion.43 The World
Bank also developed its own more detailed aid program entitled the Emer-
gency Rehabilitation Program. This $128 million program identified 117
smaller projects throughout the West Bank and Gaza. The World Bank
provided $30 million through its concessionary aid agency, the Interna-
tional Development Association (IDA), with the rest of the financing com-
ing from bilateral donors.44 The International Finance Corporation (IFC),
another World Bank lending institution, also provided loans for private
sector investment in the area.

The World Bank has been responsible for managing two specialized
funds, the Technical Assistance Trust Fund and the Holst Fund, named
after Johan Jorgen Holst, the late foreign minister of Norway, who was
instrumental in negotiating the September 1993 Declaration of Principles.
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The $25 million Technical Assistance Trust Fund primarily financed the
growth and cultivation of technical and administrative infrastructure.45 In
November 1994, donors to the West Bank and Gaza Strip pledged $60
million to the Holst Fund, the aim of which was to support the operating
costs of the Palestinian Authority and its development arm until tax in-
come increased substantially.46 The Holst Fund was meant to provide an
emergency aid package for the Palestinians from November 1994 to
March 1995. By 1 March, 1995, however, the Holst Fund was practically
broke, with only $4,000 remaining in its coffers. Donors had failed to
honor pledges totaling $37 million.47 The donor community’s inability to
honor its commitments repeatedly forced the World Bank and Norway to
serve as emergency fundraisers and put them in the unusual role of cheer-
leaders seeking funds from weary and skeptical donors.

Problems of underfunding, inefficiency, and poor aid coordination have
existed ever since the West Bank and Gaza development program was con-
ceived in late 1993. In 1994, poor donor coordination and the Palestinian
community’s inability to process the aid contributed to many delays in the
provision of assistance. That year, only $228 million out of $800 million
pledged was actually delivered.48 Many felt that the lack of available funds
to cover the Palestinian Authority’s staff costs jeopardized the success of
the Israeli-Palestinian agreement. They reasoned that for the peace process
to succeed, the twenty-four thousand employees of the Palestinian Author-
ity had to know that their livelihoods and the Palestinian political and
administrative apparatus would be secure.49

In 1995, the failure of would-be donors to fulfill their pledges to the
Holst Fund became a source of considerable tension among the different
aid bodies. The inability of the Holst Fund to cover a $136 million Pales-
tinian Authority budget deficit also touched off conflict between the au-
thority and the international donor community. The Palestinians
construed the shortage of aid funding as a form of punishment, just as
they interpreted ongoing delays in the development process as an oblique
manifestation of donor pressure. For their part, many of the donors were
distrustful of how the Palestinian Authority dispersed the funds, despite
the existence of donor controls requiring transparency and accountability
in PA disbursement records.50

In April 1996, Arafat held talks with James Wolfensohn, World Bank
president, to express concern about what he perceived as the failure of the
Holst Fund and other donor efforts in the region.51 In response, Wolfen-
sohn announced that an additional $20 million would be extended to the
Palestinian Authority that day and promised $70 million more over the
next two months.52 The World Bank commitment was prompted in part
by the financial crisis in the Palestinian autonomous areas resulting from
Israel’s decision in March 1996 to close its borders with the West Bank
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and Gaza following terrorist attacks. The loss of jobs in the West Bank and
Gaza due to the border shutdown and the ongoing Palestinian fiscal crisis
left two-thirds of the Palestinian workforce unemployed. The link between
development assistance and the success of the peace process was made ex-
plicit by Wolfensohn: ‘‘The sense of urgency is clear. Peace will only be
assured in that area if you can get jobs for those people.’’53

The example of international aid for the West Bank and Gaza offers
lessons, both cautionary and hopeful, on the role of development assis-
tance in fostering an environment conducive to cooperation and peace.
Clearly, donors should not make pledges of funding that they cannot
honor. They must strive to coordinate their activities so that aid is deliv-
ered quickly and efficiently and high-priority peacebuilding projects are
fully funded before other less-urgent ones are initiated. In a situation of
uncertainty and dramatic political and economic transition like the one
taking place in the West Bank and Gaza, the local community may inter-
pret a reversal or delay in the provision of aid as a form of punishment
or the brandishing of a stick. This can harden attitudes and unnecessarily
complicate the peace process. Donors also must establish effective controls
to ensure that the disbursement of funds is conducted in a transparent
and accountable manner. Another lesson of the development assistance
program in the West Bank and Gaza is that long-term development pro-
grams may need temporarily to take a backseat to programs with short- to
medium-term political payoffs, such as the provision of recurrent costs for
administrative salaries. In particular, support for the staffing needs and
institutional requirements of emerging political authorities may be an ur-
gent priority in transition societies.

On balance, despite the problems of coordination and delays in the pro-
vision of promised assistance, the World Bank-led effort in the West Bank
and Gaza has contributed to and been an essential element of the Israeli-
Palestinian peace process. The World Bank and its collaborators have dem-
onstrated that even in the highly charged political setting of the Middle
East, development assistance can help to create the preconditions for
peace. Arafat gave voice to this argument in late April 1996 when he told
a National Press Club audience in Washington, ‘‘It is most important to
increase foreign investment and to improve the quality of life for Palestin-
ians who are supporting the peace process.’’54

Uganda

In 1986, following fifteen years of civil war, nearly 30 percent of the
Ugandan government’s operating budget and nearly 20 percent of its capi-
tal budget was allocated to the armed forces. Over the next five years, as
defeated opponents were incorporated into the National Resistance Army
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(NRA) and the NRA began a process of professionalization, these figures
rose to 43 and 38 percent respectively.55 Under strong pressure from sev-
eral major aid donors, the government and the NRA decided in May 1992
to reduce significantly the size of the armed forces in order to increase the
amount of public funding available for social and economic development.

With the support and financing of the donor community, including the
World Bank, the government of Uganda established the Veterans Assis-
tance Program (VAP) to help the demobilized soldiers make the transition
from active military duty to civilian life.56 The government recognized that
these soldiers were a ‘‘specially vulnerable group’’ requiring financial and
other assistance. Years in the NRA had left them with little civilian experi-
ence, no savings, and limited vocational skills with which to facilitate their
reintegration into everyday life.

Funding for the VAP came almost entirely from external donors, includ-
ing the World Bank and bilateral aid agencies. The NRA designated candi-
dates for demobilization, disarmed them, and transported them to
discharge centers. The Ugandan Veteran Assistance Board (UVAB) then
facilitated their reintegration into civilian society by providing assistance
to veterans and their dependents for a period of six months under the
VAP. Each veteran was given a plot of land, school fees for children, an
agricultural starter package, materials for house-building, and an allowance
for food, clothing, and health care. The VAP has also offered some longer
term reintegration assistance, including social services, job counseling, ed-
ucational opportunities, and vocational training. Special funds have been
earmarked by donors for such programs as AIDS counseling (15 percent
of veterans are ill, many of them with AIDS) and health care for the dis-
abled. In the mid-1990s, a number of income-generating projects came on
stream, and efforts have increasingly been made to incorporate veterans
and their wives as beneficiaries.57

The demobilization and reintegration process began in December 1992.
By April 1993, 23,000 troops had been successfully demobilized. By
1995, nearly 36,400 soldiers had been released from the NRA.58 The rela-
tive success of the demobilization effort was due to the fact that it was
being implemented by a clearly established and stable government aided
by external financing. By contrast, unstable and divided political regimes
in Angola or Somalia have been less successful in making the transition
from war to peace. Although the original intent of the demobilization pro-
gram in Uganda was to reduce military spending levels, immediate savings
have not been realized because one of the aims of the demobilization pro-
gram was to create a more professional standing army, which required
raising the salaries of the soldiers who remained on active duty. However,
military spending has fallen as a percentage of government expenditure,
and it is continuing to decrease.59
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Despite the successful demobilization of soldiers in Uganda, there is
concern among donors including the World Bank that some Ugandan mil-
itary veterans are training militia or local defense units in the use of arms
against remaining rebel groups. Some of these veterans are paid by district
governments and act as civilian police forces, causing donors to suspect
that the Ugandan government is merely replacing some official military
spending in the 1980s with unofficial spending on covert military activity
in the 1990s. It has also been difficult for donors to know exactly how
resources are being spent in the security sector because the Ugandan gov-
ernment has been reluctant to open its military budgets to external exami-
nation. The World Bank’s policy in Uganda has been to accept de facto the
Ugandan government’s figures for its military budget and to respect its
desire not to disclose detailed military spending information.

The World Bank and other donors also face a difficult decision about
the duration of their support for reintegration in Uganda. They do not
want to create a permanent bureaucracy for managing the country’s veter-
ans’ programs and hope to phase out the UVAB in 1997. The World
Bank’s policy is to ensure that when the UVAB is disbanded, veterans will
have access to existing rural programs for education, health, and the provi-
sion of credit. Unfortunately, these programs are relatively new, and it is
not yet possible to evaluate how effectively they will serve the special needs
of veterans and their dependents. On balance, though, the World Bank’s
involvement in demobilization and reintegration in Uganda has been valu-
able and has generated support from the bilateral donors and UN agencies.

Recommendations and Conclusions

As the development cooperation community recognizes, achieving sus-
tainable economic development in the post–cold war years requires sys-
tematic attention to the process of peacebuilding, both prior to and after
conflicts. To date, the IFIs have tiptoed around the political controversies
inherent in linking development to demilitarization criteria, and the result
has been a confused and sporadic effort. The IFIs have not yet fully imple-
mented the many statements and reports emanating from the policy level
that have addressed the connections between poverty and excessive mili-
tary expenditures. A greater commitment by the IFIs would enable these
powerful institutions to use the tools of persuasion, support, and condi-
tionality to advance the potential for economic development by reducing
the chances of deadly conflict.

The IFIs should take steps to ensure that their assistance supports such
critical objectives as full transparency of military budgets, an end to mili-
tary ownership of civilian enterprises, a functioning judicial system that



260 Nicole Ball, Jordana D. Friedman, & Caleb S. Rossiter

can identify and punish corruption and human-rights abuses, and a demo-
cratic political system that permits citizens to choose their leaders and ex-
press their views peacefully.60

U.S. law already requires U.S. executive directors at the IFIs to address
some of these issues before approving loans. Under a 1994 law, they must
take into account the transparency of military budgets and the recipient’s
efforts to reduce military spending and end military involvement in the
civilian economy. Under a 1996 law, U.S. officials in these institutions
must oppose loans after three years to governments not conducting a civil-
ian audit of their military budget.61

To be fully effective, the IFIs’ strategies must be integrated with regional
confidence-building and security initiatives. Such integration will require
greater project and policy coordination by IFI staff with the United Na-
tions and regional political bodies such as the Organization of African
Unity.

Where possible, persuasion and support are preferable to pressure. The
IFIs should offer increased economic assistance to countries making efforts
to reduce military spending, destroy their surplus weapons stockpiles, re-
solve political disputes by peaceful democratic means, and adhere to inter-
national arms agreements. Positive reinforcement based on the provision
of a reward is more likely to result in desired changes in behavior and
should always be tried as a first step. The IFIs are facing cuts in their
lending operations, due in part to the reluctance of the U.S. Congress to
fund foreign aid programs, so additional funding for countries that are
demilitarizing and promoting political stability will inevitably lead to indi-
rect pressure on other recipients. However, if persuasion, support, and
indirect pressure are not sufficient to induce the desired policy changes,
then the only effective tool at the disposal of the IFIs will be direct condi-
tionality. If the IFIs shy away from wielding it, they will undercut the
entire process of conflict prevention that is so essential to global economic
growth.

In the realm of conflict resolution and postconflict reconstruction,
where the IFIs have a longer and clearer track record than in conflict pre-
vention, the IFIs should dramatically increase their technical and financial
involvement. To date, the few IFI programs in this area have had a largely
positive impact, and the creation of a Post-Conflict Unit can be seen as a
positive step. More advice and money, though, will not be sufficient. The
IFIs have often avoided directly linking their programs with the policies
of the bodies directing the political side of peace processes, such as peace-
keeping operations headed by special representatives of the UN secretary
general. While the IFIs must, of course, bring their unique, economically
oriented perspective to bear, they should be more willing to adjust their
operations to the overall political goals established by the international
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community. This could lead them, for example, to relax temporarily fi-
nancial standards and budget targets if they threaten the peace progress.

In addition, the IFIs must, as a matter of strategy in implementing such
programs, react more quickly to delays and bottlenecks in the coordination
and delivery of assistance. Political support for a peace process can be
weakened by the failure of the implementing parties to honor promises of
economic improvement in a timely manner. The World Bank has a com-
parative advantage in leveraging contributions from other donors and in
managing trust funds. As the manager of Consultative Groups, the bank
also has considerable experience in the area of donor coordination.62 These
attributes can be put to good use in postconflict environments.

The problems that have confronted early IFI efforts to support peace-
building should not be overstated. On the whole, the IFIs bring tremen-
dous optimism to peace processes when they can promise sufficient
resources. While they, along with the entire development community,
need to adjust their operating procedures to bring them into line with
the needs of peacebuilding, the IFIs have gained valuable experience in
postconflict transitions in recent years. With clear guidance from their di-
rectors, meaning the development of a new, more aggressive consensus
among major shareholders and supportive developing countries, the IFIs
can and should play an increasingly important role in conflict prevention
and resolution.
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Incentives Strategies for

Preventing Conflict

David Cortright

AS THE CASE STUDIES in this volume amply illustrate, incentives are
powerful means of influencing political behavior.1 Economic, politi-

cal, and security inducements can be highly effective in deterring nuclear
proliferation, preventing armed conflict, defending civil and human rights,
and rebuilding war-torn societies. Conventional political analysis focuses
predominantly on coercive instruments such as military force and eco-
nomic sanctions, but the practice of diplomacy usually involves a signifi-
cant element of inducement. By calling attention to the unique
characteristics of incentives, this chapter seeks to highlight their special
contribution to conflict prevention.

Incentives most often appear in combination with sanctions. The case
studies in this book emphasize the use of incentives, but each episode also
involves a mix of carrots and sticks. Incentives are not a policy unto them-
selves but are simply one part in a larger mix of policy instruments. The
combination of carrots and sticks, of inducements and coercive measures,
defines the success of diplomacy.

As Alexander George and others have pointed out, conventional theory
has placed too much emphasis on the threatened or actual use of military
force, while largely ignoring approaches that reduce tensions.2 Attempts
at international influence have tended to rely excessively on threats rather
than on the more flexible use of carrots and sticks.3 The dominant view
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seems to be that of Machiavelli: ‘‘It is much safer to be feared than loved.’’4

Roger Fisher has observed that during the cold war the United States
created elaborate means for delivering threats but developed ‘‘no compara-
ble sophistication regarding the making of offers.’’ Offering rewards is an
important way of exerting influence, according to Fisher, for which there
has been ‘‘far too little organized consideration.’’5 Alexander George and
Richard Smoke echo these sentiments in calling for the development of an
‘‘inducement theory’’ to supplement traditional deterrence theory.6 This
chapter and indeed the entire volume attempt to answer that call.

The pages that follow identify the variables that account for the success
or failure of inducement policies. The chapter examines the nature of the
issues involved, the players and their relationship, and the characteristics
of incentives instruments themselves. It concludes with observations about
the role of military assistance, foreign aid, and international trade. The
chapter begins with a broad assessment of incentives strategies and the
emerging model of global cooperation.

The Model of Cooperative Democratic Development

Examples of successful incentives strategies are many and varied. This
volume reviews recent efforts to contain the nuclear threat from North
Korea, to denuclearize Ukraine and other states, to prevent conflict in
South Asia, to facilitate the Salvadoran and Bosnian peace processes, and
to encourage negotiations and conflict settlement in the Middle East,
South Africa, and the Baltic states. There are many other examples. One
of the least recognized but most important came in the years after World
War II, when Germany and Japan were integrated into the Western secur-
ity system and persuaded to remain nonnuclear by security guarantees and
economic assistance from the United States.7 In the Middle East, financial
assistance and political assurances have played a crucial role in encouraging
the peace process—from the Camp David accords and resulting Israeli-
Egyptian Peace Treaty of 1979 to the Israeli-Palestinian Declaration of
Principles in 1993.

If the flawed Munich agreement of 1938 was the defining experience for
Western strategists for much of this century, the German-Soviet treaty of
1990 serves as a successful counterexample.8 The failure of appeasement
in the 1930s had a profound influence on scholars and policymakers dur-
ing the cold war and still casts a shadow today, helping to account for the
preeminence of coercive deterrence theory.9 The lesson of Munich was that
conciliation does not work, that threats are superior to offers as guarantees
of security. The peaceful ending of the cold war suggests another message.
Conciliatory gestures helped to defuse decades of political tension and cre-
ate a new, more cooperative basis for security. In 1990, NATO declared
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that the Soviet Union was no longer an enemy and gave assurances against
the first use of force. Bonn provided Moscow with 15 billion DM in fi-
nancial assistance (most of it to house returning troops) and agreed to
renounce weapons of mass destruction and significantly reduce its armed
forces. Moscow accepted the unification of Germany, long considered
anathema to Soviet leaders, and agreed to withdraw all of its troops from
eastern Germany. A package of economic and security inducements and
mutual concessions thus ended a dangerous forty-five-year standoff in the
heart of Europe. Perhaps the lessons from Germany in 1990 can temper
the lessons learned there in 1938 and give new credibility and impetus to
the use of inducement strategies.

There are many particular forms of incentives, but the most powerful
inducement for peaceful relations in the world today is access to the emerg-
ing system of political cooperation and economic development among the
major states. A zone of relatively prosperous democratic peace now stret-
ches from Japan and Australia to North America and through much of
Europe. The states in this zone are characterized by economic cooperation
and development, democratic governance, and peaceful relations. While
one can be critical of the inconsistencies and inequalities within and among
these nations and their exploitation of others, the fact remains that access
to this system of peaceful cooperation is an attractive inducement for many
countries. The promise of improved political and economic relations with
the major powers, especially the United States, has often served as an in-
ducement for cooperation. In central and eastern, Europe governments are
practically turning themselves upside down to become members of the
club. Many nations in Africa, Asia, and Latin America are also aspiring to
achieve economic prosperity, democracy, and peaceful security, often in
cooperation with Western nations. Conditioning access to this system of
cooperative development on the observance of agreed rules of behavior
can be a powerful inducement for the prevention of conflict.10 Paul Sch-
roeder has described this process as ‘‘association-exclusion,’’ contrasting it
with traditional ‘‘compellence-deterrence.’’11 The greatest hope for a more
cooperative future lies not in the power to punish, according to Schroeder,
but in the creative use of association to reward those who abide by civilized
standards of behavior while excluding those who do not.

There are many examples of the unfolding of this process. In the early
1990s, the Baltic states and Russia placed greater value on membership in
the European Union and the hope for economic cooperation with the
West than on nationalist concerns over citizenship rights of Russian mi-
norities and the withdrawal of Soviet troops. When European institutions
insisted on a settlement of these disputes as a condition of membership,
the two sides were able to arrive at an agreement (see chapter 9). In South
Asia, India and Pakistan have begun to taste the benefits of improved eco-
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nomic interaction with the West and may be willing to temper their politi-
cal animosities to realize greater opportunities for trade and investment
(chapter 5). Brazil and Argentina opted to curb their incipient nuclear
weapons programs in order to improve economic and political relations
with the United States and their neighbors in Latin America.12

As the world’s greatest military and economic power, as an embodiment
of democratic ideals, and as the dominant influence on global culture, the
United States is in a preeminent position to shape the course of world
affairs. At times Washington has abused its power, especially when it has
placed excessive emphasis on coercive policies (most egregiously during
the Vietnam War). An incentives-based strategy offers the promise of a
more constructive approach to international affairs. The United States can
use its power as a positive influence for international harmony by consis-
tently promoting equitable development, democratic governance, and
peaceful relations, and by offering economic, diplomatic, and security ben-
efits for those who follow these principles.

Many nations, especially in the developing world, are not enthusiastic
about closer relations with the West and its model of cooperative develop-
ment.13 They may share the goal of a more prosperous, democratic, and
peaceful future, but their past experience with colonialism and Western
domination makes them skeptical of great power intentions today. Many
developing nations are concerned about the enormous power imbalance
in the world and believe that a greater commitment is needed in the West
to equity, transparency, and consistency in relations with other states.
They would agree that incentives strategies can be important in providing
the means for peaceful development, but they question why Western assis-
tance and political engagement with the poorest nations, especially in Af-
rica, has declined. The appeal of a narrowly European or American model
is limited. But if the concept of cooperative democratic development can
be universalized and the zone of prosperity and peace widened, the strat-
egy of inducements for democratic cooperation can be an effective means
of enhancing world peace.

Reciprocity and Beyond

Incentives strategies can be both conditional and nonconditional. Coop-
eration theorists have emphasized what might be termed the power of
positive reciprocity, the ability of cooperative gestures to induce similar
behavior in others. Robert Axelrod and others have found that the simple
tit-for-tat process, in which one party responds in kind to the gestures of
the other, is a highly stable form of cooperation.14 Incentives policies go
beyond the concept of narrow reciprocity, however. Inducements are
sometimes offered as part of a long-range process in which no immediate
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response is requested or expected. This is the so-called pure form of incen-
tives in which there is little or no explicit conditionality.15 Their purpose
is to establish the basis for cooperative relations in the future. They may
also help to rebuild a society ravaged by war in the hope that this will
prevent a renewal of bloodshed, or encourage a process of dialogue and
negotiation. An emphasis on inducements can change the entire setting in
which interaction occurs and may even alter the recipient’s image of self
and of potential adversaries.16 Whether in their pure form or in a more
strictly conditional mode, incentives strategies attempt to address and
shape the subjective motivations that determine policy preferences. As
such they are essential to the art of diplomatic persuasion.

The history of the cold war confirms the benefits of incentives in gener-
ating a positive response. In relations between the United States and the
Soviet Union, conciliatory gestures often led to reduced tensions, while
hard-line policies usually produced a mirror response of heightened ani-
mosity. Lloyd Jensen found in his review of American-Soviet arms talks
that concessions by one side tended to be reciprocated by the other.17 Wil-
liam Gamson and André Modigliani examined eight episodes in which
Western nations made conciliatory gestures to the Soviet Union from
1946 to 1963. In seven out of the eight cases, the Soviet Union recipro-
cated with cooperative behavior. By contrast, there was a tendency toward
‘‘refractory’’ actions and increased belligerence when one side was con-
fronted by hostile actions from the other.18 Martin Patchen’s review of the
literature on this subject found that ‘‘the usual tendency is for one side in
a dispute to reciprocate the [conciliatory] moves of the other, to match
incentives if offered with return incentives.’’19 Patchen and Jensen con-
cluded that, on balance, promises are more effective than threats in pro-
ducing desired changes in another nation’s behavior.20

Perhaps the most dramatic recent case of positive reciprocity occurred
in September 1991 when President George Bush announced the unilateral
demobilization of U.S. tactical nuclear weapons from ships and subma-
rines and the removal and dismantlement of nuclear artillery and short-
range missiles in Europe.21 This bold initiative was promptly reciprocated
by Soviet president Mikhail Gorbachev, who announced a similar and even
more sweeping withdrawal and dismantlement of tactical nuclear weapons
from Soviet land forces and naval vessels.22 These reciprocal reductions
resulted in the largest single act of denuclearization in history, removing
some 13,000 nuclear weapons from deployment.23 Contrary to the con-
ventional concept of arms control, unilateral initiatives proved to be highly
effective in reducing the nuclear danger.

This example illustrates Charles Osgood’s important concept of GRIT,
graduated and reciprocated initiatives in tension-reduction.24 The GRIT
strategy goes beyond simple tit-for-tat reciprocity and employs a more
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sophisticated series of conciliatory measures that are designed to reduce
tensions and distrust.25 The initiating side announces a series of accommo-
dating steps and continues even in the absence of a reciprocal response. If
the other side exploits the situation or acts in a hostile manner, the initiat-
ing side responds in kind, although only to the limited extent necessary to
restore the status quo. If the other side reciprocates positively, the pace of
conciliatory action is accelerated. The Bush-Gorbachev nuclear reductions
and other mutual concessions at the end of the cold war partially followed
the GRIT strategy, and helped to dispel the decades-long clouds of fear
and distrust that obstructed East-West understanding. These examples cor-
roborate the wisdom of offering concessions as a strategy for enhancing
cooperation. As Alexander Wendt has observed, positive reciprocation can
foster a sense of common identification and help to create mutual interests
between former adversaries.26 Deborah Welch Larson has similarly empha-
sized the importance of conciliatory action as a way of reducing distrust
and establishing the foundations for cooperative behavior.27

Shaping an Incentives Policy

Strategic Design

Incentives policies are most effective when they identify and attempt
to ameliorate the root causes of conflict. Whether the primary needs are
economic, political, or security-related, incentives should be packaged and
delivered in ways that meet those needs and lessen the likelihood of con-
flict. This is an important way in which incentives differ from sanctions.
Where sanctions take away or deny resources to contending parties, incen-
tives add benefits. The key to the strategic use of incentives is adding the
right combination of rewards for overcoming the underlying sources of
conflict. When Russian army officers and their families complained of the
lack of housing at home and began to resist the rapid pace of troop with-
drawals from eastern Germany, officials in Bonn fashioned a targeted eco-
nomic assistance program that not only paid the cost of transporting the
troops home but financed the construction of new housing facilities. This
policy cleared the way for troop withdrawals while simultaneously helping
to assuage the concerns of a highly vocal and potentially troublesome polit-
ical constituency within Russia. As Geoffrey Thale describes in chapter 7,
the U.S. Agency for International Development paid for most of the costs
of the land transfer program that was an essential part of the Salvadoran
peace process. This not only facilitated the government’s implementation
of the program but helped to overcome the resistance of the landholders
and those on the political right seeking to defend the traditional oligarchic
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order. Foran and Spector show in chapter 2 that Ukraine’s commitment
to denuclearization was encouraged by security assurances from the
United States and Great Britain that helped quiet nuclear hard-liners in
Kiev.

A lack of strategic design has been evident in the civilian peacebuilding
provisions of the Dayton peace accords, as Raimo Väyrynen documents in
chapter 6. While the military components of the agreement have been fully
funded and staffed, the civilian elements of the plan have suffered from a
lack of coordination and resources. Insufficient emphasis has been given to
mediation services and other programs that could encourage reconciliation
within former Yugoslavia’s war-torn society. Strategies for addressing un-
derlying resource and employment imbalances among the different ethnic-
religious communities have been lacking. Of course, conflict prevention
efforts are much more complex and difficult in multiparty settings. When
there are so many countervailing claims and interests, as in Bosnia, it may
not be possible to craft an effective strategy for addressing the needs of all
parties. In such circumstances, sender nations must often pick sides, choos-
ing a particular party to favor and designing incentives strategies accord-
ingly. This seems to have been the case in Bosnia, where the benefits and
conditions of the Dayton accords have tended to favor the Muslim-Croat
federation over Republika Srpska.

Care must be taken to avoid incentives policies that unintentionally ex-
acerbate regional animosities. Mattoo and I note in chapter 5 that this is a
concern in South Asia, where incentives for Pakistan may be viewed as a
threat in India, and vice versa. The Brown amendment arms package to
Islamabad in 1996 was intended to develop cooperative relations and en-
courage Pakistan’s role as a moderate Islamic state. But this assistance
aroused strong nationalist resentments in India, thereby stoking political
animosities in the region. A carrot for one side should not be seen as a
stick by the other. In cases of dyadic disputes, it is often necessary to pro-
vide incentives for both sides. In the Baltic states international assurances
were offered to Russia as well as to Estonia and Latvia. The best approach
is a win-win strategy that provides rewards to both sides and uses incen-
tives to encourage cooperation between the two adversaries.

Value

To be successful, an incentive offer must have sufficient value to induce
a recipient to change policy. In economic theory, an incentive is calibrated
to increase the value of the option preferred by the sender over what the
recipient would otherwise choose. An incentive seeks to raise the opportu-
nity cost of continuing on the previous course of action by changing the
calculation of cost and benefit. The scale of the incentive depends on the
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magnitude of the desired change in behavior. The greater the change, the
larger the required inducements. Increasing the scale of an incentive be-
yond the point of sufficient magnitude, however, does not affect the be-
havior of the recipient.28 Indeed, offering an incentive that is perceived as
excessive for the given circumstances can be counterproductive, in part
because it may lack credibility within the recipient nation.29

In the area of nonproliferation policy, Foran and Spector have devel-
oped the concept of a ‘‘reservation price,’’ which they define as the lowest
price a potential proliferator will accept for giving up its nuclear program
(see chapter 2). This reservation price includes the sunk costs already in-
vested in the nuclear program. For a country such as India, which has
invested a vast quantity of scarce economic resources and a huge amount
of political capital in its nuclear program over a period of more than thirty
years, the reservation price is likely to be spectacularly high. In the case of
North Korea, on the other hand, where the nuclear program was only
partially completed when the crisis broke in 1993, the sunk costs were
much lower and could be matched by the United States and its South
Korean and Japanese partners. According to Foran and Spector, the mag-
nitude of the incentives package must be commensurate with the prolifera-
tor’s sunk costs. This is not meant in strictly economic terms but in a
broader psychological and political sense. The sender must make an offer
that roughly matches the recipient’s level of commitment to the objection-
able policy. This raises the importance of detecting and addressing poten-
tial proliferation problems at an early stage, before the country or group
involved has invested enormous resources.

Access to advanced technology is a highly valuable inducement, espe-
cially for developing countries. In his study of trade policy and bilateral
cooperation, Long found that access to technology raised the perceived
value and utility of an incentives offer.30 Because technology is so crucial
to both economic development and military capability, it has value to the
most fundamental objectives of government. The ‘‘atoms for peace’’ pro-
gram was an effective inducement in the 1950s and 1960s because the
United States at that time had a virtual monopoly over nuclear technolo-
gies and materials that other countries considered important to their indus-
trial development. As the economic and environmental costs of nuclear
power rose, however, the value of this inducement declined. Restrictions
on high-speed computers and other technologies have been applied against
India in the name of nonproliferation policy, although the effectiveness of
such measures is debatable.31 Because of the high value placed on access to
such technologies, a lifting of these controls could be an effective incentive.

The value of incentives may also derive from the simple fact of member-
ship or association. In the disputes over citizenship rights in the Baltic
states, the promise of participation in multilateral institutions such as the
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Council of Europe was an important inducement. The hope of more con-
crete benefits in the future may have been a factor in this process, but the
immediate motivation was a desire for the legitimacy and recognition that
participation would confer.

Little research has been conducted into a recipient’s subjective calcula-
tion of value. Tuomas Forsberg has argued that quality is more important
than quantity.32 One of the most important studies into the subject of
value is Eileen Crumm’s analysis of Indo-Soviet relations.33 As Crumm
notes, Moscow was quite successful in establishing cooperative relations
with New Delhi and securing India’s support for many of its international
policies. Crumm’s analysis found that certain types of incentives were more
effective than others. Nondurable goods have high value because their
short life leads to a continuous demand for them. Oil and military spare
parts were particularly valuable to India. By contrast, the provision of capi-
tal goods from Russia declined in value as India’s own manufacturing and
capital goods industry began to emerge in the 1960s.34 Petroleum prod-
ucts and military hardware were highly desirable because New Delhi did
not have easily available alternatives. These were also fungible goods that
could be used flexibly in a variety of settings.35 According to Crumm, the
lack of available alternatives and the fungibility of the goods were key fac-
tors in India’s perception of value.

Delivery

The effectiveness of an incentives policy depends on the manner in
which it is delivered. Sensitivity to the cultural and historical traditions of
the recipient nation is essential. Clarity regarding the nature of the offer is
also important. Other factors that are important for establishing the credi-
bility of an offer include a detailed plan for implementation, a demon-
strated ability to deliver the promised reward, and a reputation for
fulfilling pledges.36 A concrete offer is much more likely than a vague
promise to break through the noise of other forms of communication and
to be taken seriously by the recipient nation.37

On the other hand, perceptions of double standards and unequal en-
forcement can undermine the legitimacy and credibility of an incentives
policy. As noted in chapter 5, U.S. policy toward Islamabad has suffered
from abrupt shifts in direction that have left many Pakistanis uncertain
about Washington’s intentions. Pakistanis also question why the United
States has applied intense pressures on their relatively modest nuclear pro-
gram, when fewer pressures have been directed against the much larger
and more sophisticated Indian nuclear capability.

A related question concerns the packaging of incentive offers. Should
incentives be provided in a large-scale package all at once, or doled out
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incrementally over time? Again, little scholarly research is available on
these questions. Dumas has suggested that the packaging of incentives de-
pends upon the goal. If the objective is limited and easily achievable, it
may be appropriate to offer the entire package all at once. If the purpose
is to create longer-term cooperation and a general climate of improved
relations, a more gradual and low-key approach may be preferable.38 The
case of German financial assistance to speed Soviet troop withdrawals is
an example of the former approach, where a clear, achievable objective
warranted an overt and substantial offer of incentives. On the other hand,
the challenge of establishing improved relations between the United States
and India falls into the latter category, where a more gradual approach will
be necessary.

Promptness in delivering a promised reward is important to the effec-
tiveness and credibility of an incentives policy. The swift fulfillment of a
pledge increases the influence of the promised reward and raises the likeli-
hood of positive reciprocation.39 If a trade concession or other form of
incentive is promised, it will bring cooperation and compliance more effec-
tively if the offer is delivered quickly. Delays in the implementation of an
incentive will impede cooperation. As Nicole Ball and her colleagues note
in chapter 10, the failure of international lenders to deliver on the financial
pledges made at the time of the 1993 Israeli-Palestinian accords has con-
tributed to political problems and delays in the implementation of the
peace process in Gaza and the West Bank.

Research has shown that promises fulfilled far in the future have a less-
potent effect on compliance.40 These findings are consistent with coopera-
tion theory, which emphasizes the importance of a quick response to con-
ciliatory gestures as a way of assuring additional cooperative actions.
According to Axelrod, the shorter the response time, the more stable the
relationship and the more enduring the cooperation.41 Quick response,
whether to defection or cooperation, speeds the pace of interaction. When
the response is friendly, a prompt reply promotes positive reciprocity and
builds confidence in the prospect of future cooperation.

Timing

The effectiveness of an inducement depends not only on how it is pre-
sented but when it is presented. Seemingly irresolvable deadlocks some-
times become ‘‘hurting stalemates’’ in which the parties are ready to
consider compromise.42 This is when incentives policies are most likely to
be effective. Determining exactly when a crisis reaches this stage of ripe-
ness is difficult, however. Simply waiting is not a solution, for a crisis can
also become ‘‘rotten’’ and degenerate into worsening violence. Ripeness
develops when the parties in a dispute begin to show signs of weariness or
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when domestic or external conditions change in ways that make sustaining
the previous policy more difficult. According to William Zartman, a coun-
try will be more likely to settle if it fears that the situation could get worse,
or if it believes that unilateral solutions are no longer feasible.43 In these
circumstances the timely application of incentives may assist in settling the
conflict and preventing violence. This is close to Roger Fisher’s concept of
a ‘‘yesable proposition.’’44

A well-timed offer to a party weary or wary of continued conflict can
make a virtue out of necessity and ease the process of compromise. The
Salvadoran settlement described in chapter 7 is a classic case of a well-
timed peace initiative. The decline of external support to both sides result-
ing from the end of the cold war and a mutual exhaustion and recognition
of the limits of unilateral military action brought the parties to the bargain-
ing table and created a situation ripe for incentives-based diplomacy. Tim-
ing was also a factor in the negotiation of the Dayton accords. This may
have been the case in former Yugoslavia. The offer to lift sanctions and
provide economic assistance to Belgrade coincided with the Milosevic re-
gime’s calculation of diminishing returns for Serbian policy and helped to
bring about the November 1995 Dayton accords.

Timing also relates to the nature of the issue. One of the more successful
arenas for incentives policies has been nuclear nonproliferation. Tradition-
ally nonproliferation has been associated with the use of sanctions and
export controls, but many of the successes in recent decades—South
Korea, Taiwan, Argentina, Brazil, Ukraine, Kazakhstan, and North
Korea—also have involved the use of incentives. Proliferation cases are
amenable to an incentives approach because the process of acquiring weap-
ons of mass destruction requires an enormous amount of time and effort.
It can take up to ten years for a country to develop a nuclear weapons
capability, which affords ample time for the international community to
detect such activity and to enter into dialogue with the offending party. It
also allows time to craft and execute an appropriate diplomatic response
employing carrots and sticks. As Scott Snyder documents in chapter 3, it
took more than a year and a half of difficult bargaining for diplomats to
find a package of inducements that could restrain Pyongyang’s nuclear am-
bitions. The successful nuclear dissuasion efforts with South Korea and
Taiwan in the 1970s and with Ukraine and Kazakhstan in the 1990s also
involved lengthy diplomatic exchanges and the offering of assurances and
inducements. Time is necessary for the delicate probing that is essential to
effective diplomacy and for the crafting of an appropriate carrots and sticks
policy that can influence the other party’s behavior.

Avoiding the Risks of Appeasement
The greatest concern about incentives is that conciliatory policies may

sometimes give the appearance of rewarding evil. Cooperative gestures
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may be seen as a sign of weakness or appeasement that can lead to addi-
tional acts of aggression. Concerns may be raised about providing rewards
for a transgressor to follow norms that others accept willingly without
payment.45 In the North Korea case, critics charged that the Agreed
Framework was a reward for wrongdoing that would encourage other
states to engage in similar transgressions in the hope of obtaining like re-
wards. Opponents also expressed concern that the agreement contained no
assurances against future violations. Analysts have leveled similar criticisms
at U.S. trade preferences for China. A policy praised as creative engage-
ment in the 1970s has faced increasing skepticism, as U.S.-Chinese policy
differences widen over nonproliferation and trade issues even as the vol-
ume of commercial interaction between the two steadily increases.

One approach to minimizing moral hazards is to package incentives in
a step-by- step reciprocal process that conditions the delivery of rewards
on specific concessions by the recipient. The incentives package can be
broken down into pieces, with each item delivered in response to specific
commitments and actions from the other side. This model is followed in
the Agreed Framework accord with North Korea. Under the terms of the
1994 plan, each incentive award from the United States and its partners is
tied to clearly delineated, observable steps toward denuclearization by
North Korea. The process is stretched over several years, allowing the
sender states numerous opportunities to assess the compliance of the other
side before delivering the next element in the incentives package. When
the incentives policy relies in this manner on a long series of discrete steps,
it is unwise to offer too much at the outset. The better approach is one
that begins with small steps and builds steadily toward larger and more
significant gestures as the process of reciprocity becomes more established.

Researchers have also found that incentives work best when they are
offered from a position of strength rather than weakness. There may be a
tendency for states to employ incentives when coercive options are lacking,
but this temptation should be resisted.46 If compromises are offered pusil-
lanimously as a substitute for decisive action, the recipient may indeed
attempt to exploit the situation and engage in further aggression. Accord-
ing to Martin Patchen, conciliatory gestures work best when they flow
from strength and are accompanied by a latent threat capacity.47 Russell
Leng has observed similarly that offers ‘‘are more likely to be effective
when the influencer has the requisites for the effective use of negative in-
ducements as well.’’48 In other words, when carrots are mixed with sticks,
or at least the threat of sticks, the dangers of appeasement and encouraging
wrongdoing can be diminished.

There are some situations where the use of incentives is simply not ap-
propriate, either morally or as an instrument of effective policy. Incentives
may be counterproductive if employed in the face of armed conflict and
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overt military aggression. Conciliatory gestures to tyrants can send a mes-
sage of acceptance or consent that encourages wrongdoing. Incentives
strategies are also inappropriate in cases of gross violations of human
rights. This was the case with the Reagan administration’s ‘‘constructive
engagement’’ policy toward South Africa, as Jeffrey Herbst notes in chap-
ter 8. The abuses of the apartheid system activated a constituency through-
out the world that made an incentives-based policy politically
unacceptable. The antiapartheid movement, which was very active in the
United States, pursued an alternative sanctions-based approach toward the
South African government and mounted a successful divestment campaign
that helped to bring about the peaceful transition to a nonracial democ-
racy.49

Mixing Carrots and Sticks

As noted at the outset, incentives often appear in combination with
sanctions. It is difficult at times even to differentiate between the two, since
the lifting of a sanction can be an incentive and the withdrawal of incen-
tives a sanction. The promise to lift sanctions against former Yugoslavia
was an effective incentive in gaining the support of Slobodan Milosevic in
the Dayton peace accords. In the case of North Korea, the offer of eco-
nomic and diplomatic incentives was accompanied by the movement of
U.S. military forces in and around the Korean Peninsula. This simultane-
ous coercive message no doubt enhanced the appeal of the proposed in-
ducements. Incentives may increase the effectiveness of sanctions.
According to George, deterrence is most effective, especially for crisis pre-
vention, when it includes inducements for cooperation as well as punish-
ments for resistance.50 What the stick cannot achieve by itself may be
accomplished by combining it with a carrot.51

Deciding whether to emphasize incentives or sanctions in a given situa-
tion is related to the challenge of avoiding moral hazards. The proportion
of carrots and sticks to be applied in a particular situation depends on the
nature of the problem and the objectives being served. When the issues
involved have a long-term horizon and do not pose an immediate threat
to peace, incentives policies can be highly effective. When there is a more
urgent crisis, however, incentives may not be appropriate. Especially if
the conflictual situation involves mass suffering or poses grave dangers
to international security, a more forceful and coercive response may be
necessary. When the targeted policy is perceived as exceptionally heinous
(apartheid in South Africa) or the transgression is considered a threat to
peace (Iraq’s invasion of Kuwait), incentives must give way to a more
coercive strategy.

Lloyd J. Dumas has suggested an important distinction between sanc-
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tions and incentives.52 Coercive measures are more appropriate and effec-
tive for addressing crises of overt aggression and deadly conflict.
Inducement strategies are preferable for creating the long-term founda-
tions for peace and cooperation and thus ameliorating conflicts before they
reach the crisis stage. One approach addresses the immediate crises of vio-
lent conflict, the other creates the long-term conditions for reducing the
likelihood of such conflict.

Even in the most difficult cases, it is important to hold out at least the
promise of benefits as an inducement for effective negotiation. A totally
coercive policy implies the willingness to destroy or subdue the other party
completely, to impose unconditional surrender. This is a costly and dan-
gerous approach that is rarely if ever appropriate or morally justified. Suc-
cessful diplomacy requires a give and take interaction that depends on the
presence of both sanctions and incentives. Even if the incentive is the lim-
ited one of a promise to lift sanctions or cease coercive measures, the offer
of a potential benefit can usually contribute to the prevention of conflict.

The Players and Their Interests

The Relationship

The relationship between sender and recipient influences the potential
effectiveness of incentives. When relations between the parties are distant
or highly conflictual, it may be difficult to create an effective incentives
policy. The communication and bargaining aspects of an inducement proc-
ess are more uncertain when the two sides are hostile and distrustful of
each other. At the opposite end of the spectrum, where the relationship
between the parties is more cordial and offers promise of cooperation,
incentives will be easier to initiate and sustain. As Arnold Wolfers has
noted, inducements tend to be more effective in cooperative contexts,
where relations between the actors are friendly.53 In hostile environments
cooperation is more problematic.

Research into Soviet policy toward India from the 1950s into the 1980s
confirms the importance of relational norms in establishing and maintain-
ing the value of incentives. One of the keys to Moscow’s success in gaining
Indian friendship, according to Crumm, was its adherence to principles of
noninterference, mutual benefit, and peaceful coexistence.54 By pledging
not to interfere in India’s internal affairs and then sticking by that promise,
Moscow established an important reservoir of goodwill and trust. When
the Soviet Union provided aid to private firms in India early in the rela-
tionship, this reduced uncertainties about Moscow’s willingness to respect
a mixed economy and seemed to confirm the commitment to noninterfer-
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ence. When a communist-led government came to power in the southern
state of Kerala in 1959, Moscow refrained from aiding the local leaders
and continued to deal exclusively with the central authorities in New
Delhi. This also calmed anxieties among Indian officials. These actions re-
inforced the proclaimed norms of noninterference and enhanced the value
of Soviet incentives, thereby creating a firmer foundation for cooperative
relations.

Conversely, unfriendly or exploitative relations between countries can
make the application of incentives less effective. The patterns of mistrust
and animosity that characterize troubled relations are not easily repaired
even by the most generous offer of assistance. Patchen examined a number
of studies that illustrate this pattern. When the sender state had a previous
relationship of coercion or exploitation toward a recipient, the use of in-
centives was ineffective in gaining compliance.55 The recipient nation
tended to be suspicious of the sender’s motives because of the previous
history of exploitation. In such circumstances, a longer-term, more gradual
process was found to be necessary to establish a basis for trust and coopera-
tion.

Even where there are troubled political relations, however, incentives
can be successful if they are carefully calibrated to the political and eco-
nomic needs of the recipient. Few countries were more hostile and distant
from one another than the United States and North Korea prior to 1994,
yet the two were able to negotiate a successful compromise to the nuclear
crisis with the aid of incentives. As detailed in chapter 3, the negotiations
fared poorly at first as the two sides traded ultimatums and threats, but a
more constructive atmosphere eventually emerged. The bargaining that
led to the Agreed Framework was greatly aided by the mission to Pyongy-
ang of Jimmy Carter in June 1994, which helped to break the diplomatic
ice between the two countries and opened the door to high-level dialogue.
It may be hard to get started when relations between two countries have
been adversarial, but once the process of dialogue begins, mutual accom-
modation becomes possible. Even in the most contentious circumstances
a commitment to effective diplomacy and a willingness to address the
needs of the other side can bring success.

The Sender

Incentives can be offered either by a single state such as the United
States, or a multilateral institution such as the Council of Europe. Each
approach has both advantages and disadvantages that can affect potential
effectiveness. A single nation can usually decide upon and implement an
incentives strategy more effectively than a coalition. A single actor also
may be better able to deliver on a promised reward and communicate a
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coherent objective. On the other hand, coalitions or multilateral institu-
tions have more market power and a greater potential for offering security
assurances. Multilateral participation is especially important in peace im-
plementation and postconflict reconstruction. The enormous costs associ-
ated with rebuilding countries such as Bosnia or Angola make it
impossible for any single country to shoulder the burden alone. The in-
creasingly significant role of the World Bank and other international fi-
nancial institutions in such efforts is a reflection of this need for
multilateralism. An international organization also has the ability to offer
membership or recognition as an inducement. In the Baltic states the
promise of membership was a relatively low cost but effective incentive for
resolving civil rights and troop withdrawal issues. An advantage of this
approach is that it may strengthen the international organization itself
through the addition of new members.

A major disadvantage of coalitions or international institutions is that
sustaining a coherent policy commitment over time is more complex. Es-
pecially if the inducement strategy involves security assurances or financial
assistance, maintaining the required levels of support among all the partici-
pating nations will be difficult. Another problem is that multilateral proc-
esses often result in general, vaguely defined objectives, which in turn can
cloud the function and purpose of incentives. Differences among the send-
ers can also result in confused or contradictory implementation of a policy.

The economic and military power of the sender are important to the
effectiveness of an incentives offer. The larger the market power of the
sender, the greater its potential for offering economic incentives. The send-
er’s military capabilities also influence its ability to provide security assur-
ances. These factors help to explain the leadership role of the United States
and other major industrial nations. While these considerations of power
are important, however, they are not sufficient. Reliability, political will,
and the soundness of the underlying policy are more important to success
than raw capabilities. Moreover, as emphasized elsewhere in this chapter,
the effectiveness of an incentives policy depends on many other factors,
including the nature of the issues, the degree of urgency, and the extent of
external and domestic constraints.

The United States plays a leading role as both an individual sender and
a major player in multilateral coalitions and institutions. Most of the major
cases of incentives policy involve the United States acting either alone or
in partnership with others. Many argue that leadership from the United
States is indispensable to effective multilateral policy. Whether in fashion-
ing the incentives package for resolving the nuclear crisis in North Korea,
initiating and sustaining the Dayton peace process for Bosnia, or guiding
the multilateral negotiations in the Middle East, American leadership has
been decisive.
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U.S. predominance is not always beneficial, however. In some circum-
stances Washington will do better to remain in the background and assume
a less-visible role. This was the case with the December 1991 nuclear re-
straint agreement between Argentina and Brazil, where Germany rather
than the United States assumed the leading role in promising the two
countries economic benefits.56 The United States has encountered diffi-
culty when its credibility as a peacemaker is subject to challenge. Some of
the countries subjected to nonproliferation pressures question the credibil-
ity of U.S. policy when Washington remains the world’s leading exporter
of weapons and military technology. Nonetheless, even with the limita-
tions and contradictions of U.S. policy, American leadership remains es-
sential. The challenge for the United States is to use its power consistently
to promote genuine cooperation and conflict resolution.

The Sender’s Options

The choices available to a sender nation vary greatly and are significantly
shaped by external constraints. In the case of North Korea, multilateral
economic sanctions were problematic because of Chinese and Japanese re-
luctance, although they remained a backup threat. The use of military force
was seen by many as too risky. In this context incentives were the preferred
option. In the Bosnian conflict, by contrast, when incentives and diplo-
macy were unable to prevent armed violence, sanctions were imposed as
the most acceptable choice short of war, and eventually air strikes and
NATO troop deployments were also authorized. The availability of op-
tions varies in each crisis, and the choice of one approach over another
depends on the political and historical circumstances of the situation.

The ability to offer and sustain an incentives policy is also influenced by
domestic factors. Incentives differ significantly from sanctions in their im-
pact on domestic constituencies within the sender states. Where sanctions
often cause hardships for industries or communities adversely affected by
a cutoff of trade, incentives policies provide economic advantages for
groups that stand to gain from the opening of trade or the provision of
technological assistance. William Long emphasizes in chapter 4 that the
use of trade and investment policies benefit market sectors and political
constituencies within the sender. This can play an important role in mobi-
lizing and sustaining support for the incentives policy.57 The hardships and
lost trade resulting from sanctions can undermine political support for
such a policy.58 The expanded opportunities and benefits that flow from
trade incentives often generate increased support for inducement strate-
gies.

On the other hand, the domestic political support accompanying an in-
centives policy can become an impediment when conditions require a
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change in policy. This has become the case with U.S. trade policy toward
China. As Long notes, the opening of trade with China in the 1970s was
part of a broader diplomatic initiative to gain Beijing’s geopolitical cooper-
ation, especially in containing the Soviet Union.59 Over the years commer-
cial interaction with China expanded rapidly, creating a large constituency
in the United States dependent on the continuation of favorable trade rela-
tions. In 1995, according to the Business Coalition for U.S.-China Trade,
the United States exported more than $12 billion in goods and services to
China, sustaining 200,000 American jobs.60 As political relations between
Beijing and Washington deteriorated, however, in response to disagree-
ments over human rights, nonproliferation policy, and trade issues, de-
mands for a withholding of trade benefits increased. The annual
presidential decision on extending most-favored-nation trade status to
China became a focal point for those urging a shift toward more coercive
policies to signal disapproval of Beijing’s increasingly noncooperative be-
havior. The White House has responded by arguing that continued en-
gagement is the best means of encouraging reform in China. Whatever the
merits of that argument, the fact is that economic dependency on trade
with China has made it extremely difficult to adjust policy in response to
changing circumstances.

Objectives

The nature of the objectives sought is one of the most important vari-
ables affecting the potential effectiveness of incentives. Scholars have long
recognized the link between goals and success in the use of economic sanc-
tions.61 Sanctions can destabilize a government or achieve modest changes
in policy, but they are often unable by themselves to halt aggression or
impair military capabilities.62 With inducement strategies as well, it is eas-
ier to achieve modest change than wholesale political transformation. Ar-
nold Wolfers has argued that incentives are likely to be most effective in
the area of ‘‘low politics,’’ where national sovereignty and territorial integ-
rity are not at stake.63 It is much more difficult to persuade a state to trade
territory or national security for economic benefits. On the other hand, if
security assurances and the benefits of political association are included in
the inducements package, even far-reaching political compromises may be
achievable. Denuclearization successes in Ukraine and Kazakhstan were
facilitated not only by economic inducements but by broader security and
political assurances. The pursuit of major political objectives may be possi-
ble, but in such cases larger and more comprehensive inducements will be
necessary.

The most successful incentives strategies are those that are focused on a
single objective and consistently sustained over time. The relative effective-
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ness of nonproliferation efforts results from the enormous legitimacy and
importance attached to preventing the spread of weapons of mass destruc-
tion. Few principles of international behavior are more widely shared or
intensely felt than this one. While nuclear black marketing has not been
eliminated, international pressures and controls on such activities are
steadily expanding. The nonproliferation norm is embodied in the Nuclear
Nonproliferation Treaty (NPT) of 1968 (indefinitely extended in 1995
and now signed by 183 states) and related regimes such as the Missile
Technology Control Regime and the Nuclear Suppliers Group. The
United States has described nonproliferation as the number one priority
of its foreign and military policy. While there are exceptions and inconsist-
encies in this nonproliferation commitment, the objective of preventing
the spread of nuclear weapons is a nearly universal norm within the present
international system. This singularity of purpose greatly enhances the
chances of success.

In many cases, incentives strategies are impeded by multiple and con-
flicting objectives. Shifting interests and competing purposes often lead to
confusion and can undermine the effectiveness of the stated policy objec-
tives. U.S. policy toward Pakistan offers a classic case of conflicting and
inconsistent purposes, as noted in chapter 5. In the late 1970s, nonprolif-
eration was the major priority. This was quickly dropped in the 1980s,
however, when Islamabad’s cooperation was needed in the struggle against
the Soviet invasion of Afghanistan. U.S. aid and arms poured into Paki-
stan, despite clear evidence of an active nuclear weapons program. In
1990, as the Soviet army withdrew from Afghanistan and Pakistan’s assis-
tance was no longer needed, nonproliferation resurfaced as the priority,
and aid was abruptly cancelled. In response, anti-American recrimination
rebounded across the political spectrum.

Multiple objectives may also exhaust the available inducements and de-
prive senders of the ability to influence policy. In South Africa, the Reagan
administration attempted to promote domestic reforms in the country’s
racial system, while seeking Pretoria’s cooperation in policy toward Nami-
bia and Angola. Washington offered the promise of improved diplomatic
relations to gain cooperation on the regional conflicts issue, but this in-
ducement was then no longer available to press for domestic reforms. As
Jeffrey Herbst notes in chapter 8, there were ‘‘too many targets and not
enough bullets.’’

Competing interests are a particular problem in the application of aid
conditionality by international financial institutions, as Ball and her col-
leagues observe in chapter 10.64 The World Bank has emphasized struc-
tural adjustment policies, which often require reductions in public sector
spending, but the bank has also made commitments to alleviating poverty,
which may necessitate major public investments in infrastructure, job cre-
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ation, and social welfare. Structural adjustment policies may also conflict
with military demobilization programs such as those in Mozambique,
Uganda, and elsewhere. The joblessness and economic hardship caused
by adjustment policies can make employment more difficult to find for
demobilized combatants.

The Recipient

The success of incentives depends on the nature of the recipient. It is
easier to influence a single actor than multiple parties. This helps to ac-
count for the relative success of nonproliferation efforts, which usually in-
volve influencing the decisions of a single government entity.
Denuclearizing Ukraine required a concentrated effort in Kiev. Preventing
conflict in the Middle East, by contrast, involves complex interactions with
officials in many capitals and a constant balancing of concerns from one
country to another. The problem of multiple players is even more compli-
cated in cases of intrastate conflict. Väyrynen shows in chapter 6 how the
international community is faced in former Yugoslavia with a complex in-
teraction among Serbs, Croats, and Bosnian Muslims as well as differences
between Serbian authorities in Belgrade and in Pale. In these circum-
stances it is hard to craft coherent incentives strategies and harder still to
determine their impact on the contending parties. In situations where state
authority has collapsed and political power has splintered, incentives will
have little or no impact.

A minimum requirement for the success of incentives or any other at-
tempt at external influence is a coherent recipient regime. Governments
that are in disarray and deeply divided or that lack effective control within
their boundaries will be unable to respond to offers no matter how attrac-
tive the incentives may be. Such concerns are especially relevant in coun-
tries riven by civil conflict. This is precisely the setting where much of
the deadly violence of recent years has occurred. The lack of government
coherence in such circumstances can be an important limiting factor on
the effectiveness of inducement strategies. Similar problems can arise in
attempts to influence revolutionary regimes, which often behave in uncon-
ventional ways or which may not have full control over rapidly changing
circumstances. Insurgent regimes such as Iran and Nicaragua in the 1980s
tended to follow the dictates of doctrine rather than the norms of conven-
tional statecraft. Such regimes may be relatively impervious to the usual
calculations of cost and benefit.

The effectiveness of incentives also depends on the needs of the recipi-
ent. If the recipient is desperate for international recognition or financial
support, incentives are likely to have a positive effect. Ukraine, Belarus,
and Kazakhstan were eager for Western diplomatic support and financial
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assistance in the years immediately following the dissolution of the Soviet
Union, and they were willing to trade the nuclear weapons on their soil for
relatively low-cost economic and security commitments from the West.65 A
particularly successful example of this process was ‘‘Project Sapphire,’’ in
which the United States negotiated the secret removal from Kazakhstan of
1,300 pounds of highly enriched uranium in exchange for the relatively
modest payment of $100 million and an American pledge to secure the
material against potential smuggling or diversion.66 The deal was possible
because Kazakhstan did not really want the bomb-grade material in the
first place and shared U.S. and Russian concerns that the material be se-
curely stored.

The perceived urgency of an issue depends on its origins. When a trou-
blesome situation is inherited and does not fit the objectives of a regime,
accommodation to the concerns of sender states will be easier. Ukraine,
Kazakhstan, and Belarus had no real plans or capability for becoming nu-
clear weapons states, notwithstanding assertions to the contrary from
Ukrainian politicians. When the United States offered political assurances
and financial support for the removal of these weapons, the post-Soviet
republics were ready to part with their nuclear inheritance.67 By contrast,
India and Pakistan have developed their de facto nuclear capabilities by
dint of enormous effort and sacrifice, and they view the nuclear option as
crucial to national security and prestige. They are unlikely to give up their
nuclear programs for any price, or at least not without exacting very sub-
stantial political and economic commitments from the West. If the recipi-
ent country feels deeply about the issue in dispute, accommodation to the
demands of sender states will be more difficult, and the scale of the incen-
tive offer will need to be increased accordingly.

Internal Dynamics

The likelihood of success depends greatly on social and political effects
within the recipient nation. Because of the importance of internal dynam-
ics in the process of political change, external attempts to change policy
must be able to influence the political preferences of important actors
within the recipient country. As William Long has emphasized in chapter
4 and elsewhere, incentives can appeal to groups and constituencies within
the recipient nation who are willing and able to mobilize on behalf of the
reforms sought by senders.68 Long argues that incentives policies will be
most effective when they target their benefits to these stakeholders and
potential allies who can influence the recipient government toward accom-
modation.

Offering preferential trade benefits may be a particularly effective means
of encouraging reform within recipient countries. Political scientist Etel
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Solingen has observed a linkage within some developing countries be-
tween support for trade liberalization and acceptance of cooperative secur-
ity and nuclear nonproliferation goals. The political constituencies
committed to economic globalization, according to Solingen, are less in-
clined to favor overt nuclearization and assertive nationalism.69 Con-
versely, groups endorsing greater protectionism are more likely to refrain
from active denuclearization. Solingen’s hypothesis may be true generally,
but there are exceptions. In India, Prime Minister A. B. Vajpayee’s short-
lived BJP government of May 1996 declared support for continued trade
liberalization while also asserting a commitment to the overt development
of nuclear weapons.70 Even if the connection between economic globaliza-
tion and nonproliferation is less certain than Solingen suggests, her recom-
mendation for incorporating this linkage into future incentives policies is
sound: ‘‘Coalitions favoring steps toward denuclearization could be re-
warded with a variety of trade benefits, investments, selective removal
from export control lists, debt relief, and the like.’’71

An example of the successful application of targeted incentives to influ-
ence the internal political dynamics of a recipient was the U.S. offer of
$10 billion in loan guarantees to Israel in 1992. The Bush administration
indicated that Washington’s financial support would be contingent on Is-
rael limiting settlements in the occupied territories. This interaction oc-
curred in the midst of an election campaign in Israel in which the
opposition Labor and Meretz platforms favored the U.S. conditions while
the existing Likud government did not. Officially, Washington expressed
no preference in the election outcome, but the implications of its position
were clear. As Solingen has noted, the U.S. stance helped the Labor-Mer-
etz coalition expose the consequences of Likud policies in a very concrete,
and ultimately successful, manner.72

Attempting to achieve targeted influence in this way is a delicate matter.
It is always better to frame incentives as assistance rather than compellence.
Overt influence attempts can backfire if they are perceived as interference
or manipulation. Offering incentives that influence domestic politics re-
quires finesse and aplomb, and a keen sensitivity to the traditions and cul-
ture of the recipient nation. Just as sanctions can generate a ‘‘rally-around-
the-flag’’ backlash, inducement efforts may spark nationalist resentment
and denunciations of attempts to ‘‘bribe’’ the recipient nation.73 At times
‘‘irrational’’ concerns about national pride can override utilitarian calcula-
tions of cost and benefit. As with sanctions, incentive policies must con-
sider the possibility of unpredictable subjective responses within the
recipient nation.

Patchen has argued that incentives efforts work better in influencing
domestic politics if the recipient nation is democratic and political factions
can engage in open debate, but there is some uncertainty on this point.74
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At times a concentrated or authoritarian leadership can make policy adjust-
ments more readily than a government that must contend with multiple
factions and democratic pressures. A representative society may be more
difficult to persuade if the policy being addressed has deep public support.
A great deal also depends on the previous relationship between the sender
and recipient. American efforts to influence Israel have worked without
generating a nationalist backlash, but equivalent attempts to induce
changes within India would undoubtedly prompt loud cries of indigna-
tion. Both Israel and India are democratic, but they have had contrasting
relationships with the United States (Israel friendly, India distant) and dif-
ferent historical experiences with external domination (India’s long strug-
gle against British colonialism resulting in a stronger sense of
postcolonialism). The degree of democracy within a recipient may be less
important to the success of external influence attempts than a sophisticated
understanding of that country’s internal social and political dynamics. Ef-
fective incentives policies require that senders have a thorough knowledge
of the culture, historical traditions, and internal political processes of the
recipient country.

Ultimately the success of an incentives policy depends on subjective fac-
tors within the recipient nation. As economist Denis Goulet has observed,
‘‘an incentive system can only sway a subject who is disposed to re-
spond.’’75 Moral and cultural considerations can be as important to the
success of an incentives offer as purely material factors. Baldwin has made
the same point in noting that the value of an incentive depends on a recipi-
ent’s perceptions of the situation and the baseline of previous expecta-
tions.76 The intended beneficiaries of an incentive will always be the final
judge of its effectiveness, which makes the assessment of a recipient’s sub-
jective feelings all the more important to the prospects for success.

Incentives policies can have unanticipated negative consequences if
senders are insensitive to these internal dynamics. Incentives delivered to
military forces or to corrupt elites can weaken the standing of constituen-
cies seeking democratic reform and thereby undermine the long-term
prospects for cooperative behavior.77 Understanding the likely internal
consequences of inducements and targeting benefits to empower the sup-
porters rather than the opponents of reform are key elements in the strate-
gic design of incentives policy.

Goulet has proposed an approach to incentives policy that encourages
popular participation as the key to mobilizing political support within the
recipient nation.78 This approach differs from strategies that target rewards
to elites. The difference lies in the nature of the recipient’s internal political
dynamics. If there is popular concern about selling out to foreign influ-
ence, or a recalcitrant leadership that refuses to reform, a non-elite strategy
may be preferable. Making an offer that is appealing and acceptable to the
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vast majority can help to minimize concerns about external interference.79

Crafting proposals that benefit popular movements rather than narrow
elites may empower such constituencies to overcome obdurate leaders.
Goulet illustrates his theory with examples of development projects in Bra-
zil where aid policies benefited social groups that adopted innovative ap-
proaches to sustainable development. A similar model could be applied in
the area of security policy, with inducements directed toward groups and
constituencies that are most favorable to policies of demilitarization and
international cooperation. By enhancing the involvement of nonelite
groups and empowering them to acquire political and economic rights,
this new approach targets assistance to those who often need it most, while
providing concrete inducements for domestic constituencies to mobilize
on behalf of reform and cooperation.

Policy Issues

Military Assistance: A Two-Edged Sword

Military assistance is a major component of U.S. foreign policy and is
one of Washington’s most influential incentives tools. The United States
maintains military missions, sells weapons or military services, and engages
in training or joint operations with many countries throughout the world.
This chapter is not the place for a detailed assessment of this phenomenon,
but a few general observations are in order.

The lure of military assistance is undeniable. Access to U.S. military
technology and cooperation is a powerful inducement that has been used
frequently to achieve Washington’s political objectives. Arms transfers are
a major element of this policy for the United States and other industrial-
ized nations. The emphasis on weapons transfers has intensified since the
end of the cold war, as arms manufacturers attempt to compensate for
declining domestic orders with increased sales abroad. Many of these
weapons are exported to developing nations, where they may contribute
to regional conflict and instability. In Somalia and elsewhere, U.S. armed
forces have experienced the ‘‘boomerang effect’’ of being fired upon by
American-made weapons.80 Arms transfers can have negative economic
consequences for the developing nations that purchase them. As Ball and
her colleagues note in chapter 10, international financial institutions in-
creasingly recognize excessive expenditures on weapons and military forces
as an impediment to sustainable development.

The prevalence of military inducements in U.S. foreign policy can have
other negative consequences. It reinforces a bias toward the use of military
force to solve complex political problems, and it devalues the search for
more nonviolent, civilian-oriented approaches to conflict prevention. Mili-
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tary assistance can also enhance the power of those in recipient regimes
who are most hostile to democracy and thereby exacerbate the problems
that often lead to armed conflict.

The example of Pakistan again illustrates this concern, as noted in chap-
ter 5. U.S. policy toward Pakistan has relied heavily on arms transfers and
military assistance. By bolstering the institutional power of the armed
forces, however, these policies have strengthened those who already have
too much power (and who have overthrown elected governments in the
past), while weakening the fragile forces of democracy and civil society. In
countries such as Pakistan, where military authority is excessive and civil-
ian government weak, an emphasis on security assistance and military co-
operation may be antithetical to the cause of promoting greater
democracy.

In El Salvador as well, the use of military aid as the primary source of
U.S. influence during the 1980s had the effect of strengthening the very
forces responsible for repression and death squad abuses. Thale explains in
chapter 7 that this greatly complicated implementation of the 1992 peace
agreements, which called for a restructuring of the security forces and their
more effective subordination to civilian control. The difficulties encoun-
tered in carrying out these provisions of the accords are in part attributable
to the excessive power and independence which lavish and largely uncondi-
tional U.S. military assistance allowed the security forces to acquire. On
the other hand, the threat to cut off this American assistance, which had
become the lifeblood of the Salvadoran military, proved to be effective in
convincing the security forces to accept a negotiated settlement and the
beginnings of reform. Military assistance is thus a two-edged sword. It can
weaken or undermine the forces of civil society, but it can also be used as
a powerful tool for convincing the security forces in a recipient country to
accept political reform.

Foreign Aid: The Neglected Incentive

When the Republican-dominated Congress voted in 1995 to slash inter-
national assistance spending and abolish the principal agencies responsible
for foreign aid, including the Agency for International Development and
the United States Information Agency, the White House condemned the
legislation as ‘‘the most isolationist proposal to come before Congress in
the last fifty years’’ and vetoed it.81 While the legislation was indeed more
draconian than earlier foreign aid bills, it merely reflected a trend of dimin-
ishing political support for foreign aid that has been underway in the
United States for years. Similar reductions have occurred in other nations.

The U.S. foreign aid budget of $13.5 billion in 1995 represented less
than 1 percent of the federal government budget, and 1994 overseas devel-
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opment assistance was barely 0.15 percent of gross national product. As
Table 11.1 indicates, the United States spends the least amount on foreign
assistance, measured as a percentage of gross national product, of any in-
dustrialized nation.

Even these figures are inflated, for much of what passes as foreign aid is
actually military assistance. In the early 1990s, more than half of U.S.
foreign aid was in the category of ‘‘security assistance,’’ which provides
financing for foreign military forces and economic support for security
programs.82 The Clinton administration has attempted to give greater em-
phasis to development aid and humanitarian assistance within the foreign
aid budget, but these efforts have been hampered by congressional efforts
to restrict the overall level of foreign aid. The cutbacks in foreign assistance
affect more than direct concessional aid. They also reduce the U.S. contri-

Table 11.1. Overseas Development Assistance (ODA) as a Percentage of
Gross National Product and Government Budget, 1994

ODA ODA
(hundreds of Percent of
millions, U.S. ODA government

dollars) Percent of GNP budget

Australia 1,088 0.35 1.19
Austria 655 0.33 n/a
Belgium 726 0.32 n/a
Canada 2,250 0.43 1.36
Denmark 1,446 1.03 2.34
Finland 290 0.31 0.96
France 8,466 0.64 n/a
Germany 6,818 0.34 1.93
Ireland 109 0.25 0.64
Italy 2,705 0.27 0.49
Japan 13,239 0.29 1.27
Luxembourg 59 0.40 1.15
Netherlands 2,517 0.76 n/a
New Zealand 110 0.24 n/a
Norway 1,137 1.05 1.86
Portugal 308 0.35 n/a
Spain 1,305 0.28 0.88
Sweden 1,819 0.96 2.57
Switzerland 982 0.36 2.96
United Kingdom 3,197 0.31 1.19
United States 9,927 0.15 1.36

Source: Development Cooperation: 1995 Report, Organization for Economic Cooperation
and Development, Paris, 1996
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bution to the World Bank and other international financial institutions and
thereby weaken multilateral lending programs as well.

It is easy to dismiss foreign aid as unpopular and inefficient, but the
negative political consequences of allowing this program to decline deserve
mention. The neglect of foreign aid robs the United States of an important
tool of foreign policy. As Hans Morgenthau observed, the United States
has interests abroad that cannot be secured by military or other instru-
ments of policy, where a lack of foreign aid means that American objec-
tives cannot be supported at all.83 In Morgenthau’s conception, foreign aid
is an important part of the toolbox of international policy. Along with
sanctions, the use of military force, and various forms of incentives, foreign
aid is one of the ‘‘weapons in the political armory of the nation.’’84 The
emasculation of foreign aid becomes a form of unilateral disarmament that
takes away a vital instrument of policy.

Foreign aid can be used positively as an inducement for cooperation, or
it can be applied coercively through the cutoff of assistance as a sanction
against wrongdoing. In cases of military aggression or gross violations
of human rights, aid cutoffs have been used often as a readily available,
inexpensive, and swift form of signaling disapproval and applying pressure
on the offending government. As Thale documents in chapter 7, the reduc-
tion of U.S. aid to El Salvador was used effectively as both a sanction and
incentive for advancing the peace process. During the Carter administra-
tion, aid cutoffs to repressive regimes in Latin America and elsewhere be-
came an effective means of promoting human rights and democratic
governance.85 If the recipient government is heavily dependent on such aid
flows, the impact of an aid cutoff can be significant. Some scholars have
challenged the effectiveness of aid cutoffs, but David Baldwin’s analysis of
these studies (based on cases from the late 1940s through the early 1970s)
has shown that aid cutoffs enjoy a success rate equal to or greater than that
of other foreign policy instruments, including the use of military force.86

If there is little or no foreign aid to begin with, however, the cutoff option
is not available. Here again the diminished levels of U.S. foreign aid limit
Washington’s options for asserting its international interests.

American foreign aid has not always been as penurious as it is now. In
the years immediately following World War II, at the time of the Marshall
Plan for Western Europe, international assistance spending in the United
States reached 2.4 percent of gross national product.87 The Marshall Plan
was based on the assumption that economic improvement would enable
countries outside the Soviet orbit to remain independent and that U.S. aid
could be conditioned on cooperation for mutual benefit.88 It was possible
at that time for United Auto Workers president Walter Reuther, reflecting
a substantial body of educated opinion, to advocate a program of sustained
large-scale foreign assistance at the level of 4 percent of gross national
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product for a century.89 Reuther and others like him argued that such in-
ternational aid would benefit the United States by encouraging worldwide
economic development and consequent demand for U.S. products, and by
creating stable conditions for sustained peace and cooperation. Such ideas
have been out of favor in Washington in recent years. Only in relation to
the Middle East, where the United States continues to spend more than
$5 billion a year on foreign assistance to Israel and Egypt (justified in part
as an incentive to the peace process), is there a recognition of the potential
value of foreign aid. For the rest of the world, U.S. policymakers have few
foreign aid resources with which to encourage cooperation. The result is a
self-imposed limitation on the ability to assist sustainable development and
provide incentives for conflict prevention.

The Power of Trade: A Global Strategy

With the decline of foreign assistance, trade and investment policy has
assumed an increasingly prominent role in international relations.90 The
privatization of government has now extended even to the conduct of for-
eign affairs, as the activities of private corporations have become a major
tool of overseas policy. This can be a worrisome trend if it means that
public interests are subordinated to private profit, as occurred in earlier
decades when American ‘‘dollar diplomacy’’ overthrew governments and
fomented wars in Central America and elsewhere to protect private invest-
ments and trade monopolies. Today as well multinational companies
sometimes focus too narrowly on their own profitability and ignore larger
issues of social responsibility, as evidenced by the continued support of
Royal Dutch Shell and other multinational oil companies for the military
junta in Nigeria.

Yet the spread of commerce and economic interdependence can also cre-
ate the foundations for a more peaceful and cooperative global system. In
The Rise of the Trading State, Richard Rosecrance has argued that increased
trade and commercial interaction reinforce preferences for peace and make
war less likely.91 The classical liberal theory of international relations holds
that expanded free trade reduces the likelihood of war, while protectionism
and autarky lead to greater conflict.92 Immanuel Kant argued at the end of
the eighteenth century that the power of trade could be a potent force for
peace:

It is the spirit of commerce which cannot coexist with war, and which sooner
or later takes hold of every nation. For, since the money power is the most
reliable among all the powers subordinate to the state’s power, states find
themselves impelled (though hardly by moral compulsion) to promote the
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noble peace and to try to avert war by mediation whenever it threatens to

break out anywhere in the world.93

The beneficial impact of trade was a crucial element in Kant’s concept of
‘‘perpetual peace.’’ He believed that prosperous democratic nations that
become economically interdependent are less likely to wage war on one

another. The nineteenth-century British philosopher John Stuart Mill ar-

gued similarly that ‘‘the great extent and rapid increase of international

trade [is] the principal guarantee of the peace of the world.’’94

One can be dubious of these sweeping philosophical generalizations and

yet grant the important kernel of insight they contain. As Dumas has em-

phasized, equitable and mutually beneficial trade relations among nations

can create understanding and interdependence and strengthen the prefer-

ence for cooperation over conflict.95 While commercial interdependence

does not prevent conflict, it does create incentives and mechanisms for

settling disputes amicably. According to Dumas, ‘‘generating sustained

economic development is one of the most important elements in creating

greater security.’’96

As the pace of trade, investment, communications, and technological

interaction has accelerated in recent decades, the potential influence of

commercial policy as a conflict prevention strategy has increased.97 Israeli

prime minister Yitzhak Rabin believed that the expansion of trade could

be a force for peace in the Middle East, and he urged ‘‘a process that turns

economics into the moving force that shapes the regional relations instead

of national interests.’’98 In keeping with Rabin’s dream, the Israeli stock

market and international financial institutions have shown a marked pref-

erence for conciliation over confrontation, for what Yaron Ezrahi has

termed ‘‘economy over ideology.’’99 In South Asia, the liberalization of

commerce and the lifting of trade restrictions is leading to greater eco-

nomic interaction with the world and hopefully will generate greater dia-

logue and exchange as well. This in turn may help to ease the animosities

that have plagued the two nations since independence and may create the

foundations for future political cooperation.

The new Emerging Markets policy of the Clinton administration is an

attempt to generalize this principle as a strategy for international coopera-

tion. First articulated by Jeffrey Garten, former undersecretary of com-

merce for international trade, the policy seeks to encourage U.S.

commercial engagement in key developing countries to promote market

economics, democratic governance, and peaceful relations.100 In effect this

strategy attempts to broaden access to the system of economic interdepen-

dence and nonaggressive relations that has evolved among the European

Community, the United States, and Japan. The goal is to expand this
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‘‘zone of democratic peace’’ to other parts of the world through a strategy
of regional economic development and integration.

The emerging markets strategy is essentially a long-term concept for
preventing conflict and building cooperative relations. It is not a program
for inducing short-term accommodation or immediate reciprocity. The
time horizon is more distant and the strategy for encouraging improved
relations more gradual. Providing preferential trade privileges and sup-
porting investment and commerce in emerging markets are means of
building the foundations for future cooperation.101 Prosperous regional
powers integrated into the world economy can serve as models for other
nations, while helping to isolate pariah regimes.102 Growing prosperity
may also help emerging nations restrain tendencies toward rebellion and
secession within their own borders, hopefully stemming the rising tide of
civil conflict. As the economic pie grows larger in these developing na-
tions, governments may be able to offer inducements to internal factions
for the peaceful settlement of political differences.103

This emphasis on the power of trade reinforces the importance noted at
the outset of encouraging access to the emerging global system of coopera-
tive democratic development. Access to trade, technology, and investment
can be an attractive inducement to countries seeking economic develop-
ment. Many countries aspire to partake of that ‘‘spirit of commerce’’ that
Kant evoked, and to achieve a level of economic and political development
that can bring stability and peace. A strategy that offers integration into
the system of economic development in exchange for compliance with
norms of international cooperation may be the most powerful tool avail-
able for creating the long-term conditions for a more stable and secure
world.

This strategy requires that the major developed countries apply for
themselves the norms they promote to others. The prosperity and peaceful
relations that prevail in the developed world cannot come at the expense
of impoverishment and oppression among developing nations. The flow
of weapons to world trouble spots cannot be stemmed when arms exports
remain a major priority for the United States, France, and other industrial
nations. Convincing threshold states to abandon the nuclear option re-
quires the major powers to work toward the continued reduction and
eventual elimination of their own arsenals. The price of peace for the
United States and its partners is a greater commitment to military restraint
for themselves and a preference for conciliation over confrontation as the
primary approach to international affairs.
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