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[. Introduction.

This essay is an extension of Kenneth Waltz’s Theory of International Politics to the study

of foreign policy behaviour. Waltz employs a theoretical line of reasoning which analyzes world
politics through analogy with microeconomic market theory. He argues that the behaviour of
states in the international system can be explained by drawing parallels with the behaviour of
firms in the market of decentralized economies. According to Waltz, states in the international
political system are like firms in an oligopolistic industry. As in an oligqpoly, a few nations
control most of the system’s capability. It is by relative capability alone that Waltz
dlfferenumes states. Waltz employs his structural theory to analyze coalitional patterns,

economic interdependence, military relationships, and the role of great powers in maintaining '
world order.(Waltz, 1979) Since Waltz relies on the theory of the market - which explains
aggrcgate patterns of behaviour in the market-place - his analysis is conducted at the systemic
level. He is unwilling to predict the foreign policy of any specific state.(Waltz, 1979 : pp.
121-122) _

This essay will test the efficacy of the theory of the firm - the corollary of market theory at
the unit level - in predicting the behaviour of states in foreign policy crisis situations. The first
part of this essay will define crisis and discuss its relationship to two related classes of events

- conflict and war. Second, this essay will outline the theory of the firm (and the assumptions
underlying it) and relate it to the behaviour of states in the international system. Next, the
assumptions underpinning this study will be set forth and several hypotheses (based on

microeconomic theory) that are to be tested will be delineated. Evidence supporting or
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disconfirming the hypotheses will also be presented. Finally, other conclusions and implications

of the findings will be briefly discussed.

M . Conflict, Crisis and War

"Crisis” as a field of study is closely related w0 two other concepts which are central to
understanding world politics, namely, conflict and war. Patrick James defines an international
conﬂ1ct as “any interaction delimited in time and space, involving two or more international
enuues (whether states or transnational actors) which possess non-identical preference orderings
over one or more sets of alternative choices.”(James, 1988 : p. 5) James lists three advantages
to this definition. First, it is unbiased, that is, it does not entail a state-centered view of
international relations nor interdependence. Second, it treats conflict as a mixed-motive
interaction where there is considerable room for agreement among parties requiring. only
disagreement over at least one set of alternatives. Third, it is consistent with the literature on
international conflict.(James, 1988 : pp. 5-6) Thus, James' definition will be utilized in this
study. ‘

A foreign policy crisis is not synonymous with international conflict. The classic definition of
a foreign policy crisis is that of Charles F. Hermann : “A crisis is a situation that (1) threatens
high-priority goals of the decision-making unit, (2) restricts the amount of time available for
response before the decision is transformed, and (3) surprises the members of the
decision-making umit by its occurrence.... Underlying the proposed definition is the hypothesis
that if all three traits are present then the decision process will be substantially different than if
only one or two of the characteristics appear.”(Hermann, 1969 : p. 414) Michael Brecher
modified this to © “a crisis is a situation with three necessary and sufficient conditions, deriving
from a change in its (the state’s) external or internal environment. All three conditions are
perceptions held by the highest level decision-makers : (1) threat to basic values, with a
simultaneous or subsequent (2) high probability of involvement in military hostilities, and the
awareness of (3) finite time for response to the external value threat.”(Brecher and Ben Yehuda,

1980 : p. 1)
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Brecher's modification has been accepted in large part by Hermann. The latter has more
recently defined crisis as occurring when : “policy-rnakers in a country ... perceive a severe
threat to the basic values of their political system from sources that are at least partially outside
their polity ; when they believe there is relatively short time before the situation (if unaltered)
will evolve in ways unfavorable to them ; and when they have an increased expectation that in
the near future there will be an outbreak of military hostilities or a sharp escalaticn of already
existing hostilities.”(Hermann, 1988 : p. 122) The only significant difference ’between the latter
two definitions is Brecher's use of “finite time” in comparison to Hermann's “short time.” The
lack of a universal short time condition is demonstrated by the 1961 Berlin Crisis and the 1971
Bangla Desh Crisis. Thus, Brecher is probably correct when he states : “It was not the
perceived brevity of time that influenced decision-making behavior, but rather the awareness of
the finiteness of time for choice. A response could not be delayed indefinitely : that is, whether
there was a week, a month, or many months, there was a realization that decisions for or
against war had to be made within some time frame.”(Brecher and Ben Yehuda, 1980 : p.4) For
this reason, Brecher's definition will underpin this study.

Just as a foreign policy crisis is related to international crisis, so too is it related to interstate
war. David J. Singer and Melvin Small operationalized the concept of international war to mean

- "Conlflict involving at least one member of (the) interstate system on each side of the war,

resu'lting in a total of 1000 or more battle deaths.”(Singer and Small, 1972 I p. 381) This is
consistent with implicit (and explicit) definitions of war used in other literature and case
studies.(James, 1988 : p. 6) It is also compatible with the definitions of conflict and crisis
delineated above.

What then is the relationship between conflict, crisis, and war? Brecher sums up the
relationship between conflict and crisis in the following way © "Conspicuously absent (in
conflict) is higher-than-normal tension, often accompanied by violence. Periods of high tension
often generate crises.”(Brecher and Wilkenfeld, (Eds.), 1989 : p. 3) In the same way, the
relationship between crisis and war can be seen as one of escalating violence until a threshold
i the number of battle fatalities is crossed. In other words, conflict, crisis, and war can be
viewed as being on a continuum of escalating tension and violence. Crisis can be viewed as a

subset of conflict hat has surpassed a certain level of tension. War can be viewed as a subset
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of both conflict and crisis that has passed a certain level of violence.(based on James, 1988 :

pp. 7-9) This relationship between conflict, crisis, and war will inform the development of the

hypotheses that are generatcc below.

I . Microeconomic Theory and Foreign Policy Crisis Behaviour

Before delineating the hypotheses, it is necessary to briefly discuss the theory of the firm and
relate it to foreign policy crisis behaviour. Microeconomic theory starts with three central
assumptions about firms : first, and foremost, that firms make decisions with one goal, namely,
the maximization of profit ; second, that each firm behaves as a unitary actor ; thus, the -
question of how a particular decision is reached is ignored ; and, third, that firms make rational
and consistent decisions ; that is, firms have preference orderings for the decisions they make.
Economists acknowledge that these assumptions might not accurately explain the way some
firms behave in the real world, but they are considered a very good approximation of
reality.(Lipsey et al.,, 1985 : p. 232 ; Miller and Meiners, 1986 : p. 234 ; and, McCloskey, 1982
T pp- 237-242) ‘ '

At present, there is no complete theory to explain. the behaviour of firms in an
oligopoly.(Lipsej et al., 1985 : p. 236 ; Miller and Meiners : 1986 : p. 460 | and, McCloskey,
1982 : p. 410) There are, however, three rules of behaviour for these firms. Each of these rules
will be looked at in turn. . _

The first rule is that the price and output decisions of a firm are influenced by How it thinks
its competitors will react to those decisions.(Lipsey et al., 1985 : p. 236 ; Miller and Meiners,
1986 : p. 460 ; and, McCloskey, 1982 : p. 410) In terms of a foreign policy crisis, this is the
equivalent of stating that decisions made by a state are influenced by the perceptions its leaders
hold of the reaction those decisions are likely to bring about in other states.

The second rule is that a firm for which total revenue does not equal or exceed total variable
cost should not produce. The total cost of a product is made up of its total fixed cost and its
total variable cost. For example, if a firm produces armaments, the cost of the plant is the total

fixed cost. This does not change with the quantity being produced. If the firm wanted to double
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its production by increasing the operating hours of the plant, the total variable cost would
increase because of the cost of using more labour, material, electricity, etc.. The total amount
received by the firm is its total revenue. As long as the total revenue is greater than the total
variable cost, the firm is seen as being profitable. The total fixed cost is seen as a surk cost
that cannot be used for other purposes.(Lipsey et al., 1985 : pp. 146-150, 160, 185, 188 : Miller
and Meiners, 1986 : pp. 319-322 ; and, McCloskey, 1982 : pp. 156-157)

In an oligopoly, which means that there are at least two firms in competition with each other,
Rule 2 can be restated as follows : any firm for which total revenue does not equal or exceed
total variable cost should withdraw from the competition. All countries in crises, regardless of
whether they have positive or negative power discrepancy, or even if all sides have equal
capability, will expect to bear some physical, human and social costs if war breaks out.
However, states with greater capability Lhan their adversaries are more likely to expect terms of
settlement that are favourable to them (the expected “total revenue” in microeconomic terms) at
the end of the war than states with relatively lesser capability.

The third rule is that a firm should produce at the level where marginal revenue equals
marginal cost - assuming it is worthwhile to produce at all. Marginal revenue is the increase in
a firm'’s total revenue due to an increase in sales by one unit. Marginal cost is the increase in
total cost due to an increase in the rate of production by one unit.(Lipsey et al., 1986 : p. 185
» Miller and Meiners, 1985 : pp. 322-325 ; and, McCloskey, 1982 : pp. 242-244) As applied to
termination of foreign policy crises, Rule 3 is the equivalent stating : i) if a state's
decision-makers perceive that the expected cost (the expected “marginal cost” in microeconomic
terms) of goiﬁg to war outweighs the expected benefit (the expected “marginal revenue” in
microeconomic terms), then that state will try to defuse the crisis by attempting to withdraw
from the competition or, if that is not possible, try (o maintain or restore the political,

lerritorial, and economic status quo ante , and, ii) if a state's decision-makers perceive the

expected benefits of going to war outweigh the expected costs, then that state will try to change
the international system through political, economic, andfor territorial expansion until the
expected costs of further change are equal to or greater than the expected benefits.(based on
Gilpin, 1981 : pp. 106-110)
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IV. Hypotheses and Evidence

Rules 1 to 3 will be used to develop hypotheses that will be examined in this essay. This
will be done later. At this point, the assumptions on which this study and each hypothesis are
based will be clearly delineated.

There are three central assumptions in this study. The first is that states behave as unitary
actors. In reality, as with firms, states are not unitary actors. This essay takes the position that
this assumption, and the ones that follow, are useful in building theory and their legitimacy
should be judged by that alone.(Waltz, 1979 : pp. 117-118 ; and Bueno de Mesquita, 1981 : pp.
27-29) ‘

The second assumption of this study is that states act to maximize "national interests.” This
is different from “maximizing power.” The maximizing of national interests, unlike “maximizing
power,” is consistent with Rule 1 (a firm’s decisions in an oligopoly are affected by how it
thinks its competitors will react to those decisions). Interests in a crisis can range from
preserving to strengthening the state. The primary aim of the state is to maintain its own
position in the system. Only after this goal is achieved can a state pursue other
objectives.(Waltz, 1979 : pp. 117-118 ; and, Russett, (Ed.), 1968 : pp. 261-262) The possibility
of the use of force and a state's own relative capability will determine which policies best serve
_ a state’s interests.

The third assumption is that states make rational and consistent decisions. This assumption is,
of course, not descriptively accurate. It is used as a baseline (which can be tested against actual
facts) thereby making a theory of international politics possible.(Morgenthau, 1973 : p. 5)

Three hypotheses, one from each rule, have been developed from microeconomic theory. The
link between state behaviour and system structure is forged by the latter two assumptions. By
holding the maximization of national interests and the rationality assumption as constants, it is
possible to develop testable hypotheses which attribute variations in state behaviour to
variations in the international system. This work focuses on changes in state behaviour due to
variations in relative capability (a systemic feature ; this can be differentiated from capability
alone which is a unit feature) ; that is, the differences in the decisions made between those

actors with a negative power discrepancy and those with a positive power discrepancy are
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S[Udjed.
Before delineating the hypotheses, a caveat is necessary. Theories in the social sciences

cannot be definitively proven. Different methods of testing might yield different results. Even
well-supported theories might not last over an extended period of time. Experimental results are
permanent but theories come and go.(Hermann et al., (Eds.), 1987 : p. 40 ; and, Singer, 1990 :
Chap. 12)

This is especially so when human perceptions are involved. The lack of reliable information
and knowledge is an important factor in almost all real-life decision-maldng Wherever such
uncertainties are present, there is an enhanced opportunity for unconsc1ous or only partly
conscmus wishes and drives to influence policy. Decision-makers are, at best, rational in terms
of what they are aware of, and they can be aware of only small, disjointed facets of
reality.(Simon, 1985 : p. 302) Thus, this study should not be regarded as an attempt to prove
microeconomic theory. Rather, it has the more modest aim .of searching for general patierns in
foreign policy crisis behaviour of states based on their relative capability.

The first hypothesis to be tested, derived from Rule 1, examines crisis management
technique. HYPOTHESIS 1 is that : The predominant crisis management technique of a country
with negative power discrepancy is more likely to be pacific than a country with positive power
discrepancy. Evidence from the International Crisis Behavior (I.C.B.) Project, which examined
627 foreign policy crises between 1929 and 1979, was utilized to test this theory. Support for
Hypothesis | is weak at best as can be seen from the I.C.B. results :

Power Discr. Negotiation Other Pacific Non-viol. Mil.Viol.
High Positive 29% 125% 12.5% 46%
Low Positive 24% 15% 21% 40%
None 15% 16% 10% 59%
Low Negative 1% 20% 14% 35%
High Negative 32% 16% 12% 40%

(Source : Brecher et al., 1988 - p. 71)

Although there does seem to be a very slight wend toward greater pacifity on the part of
“Ountries with negative discrepancy, they are almost indistinguishable in their behaviour from
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states with positive discrepancy. The most striking feature of the above results is that actors
with no power discrepancy were least likely to negotiate and most likely to employ violence as
their principal crisis management technique. This seems to indicate, in the words of Brecher
“when in doubt about crisis outcome in a system of anarchy, rely on violence ; certainly do not
yield voluntarily.”(Brecher et al., 1988 : p. 65)

The second hypothesis to be tested, derived from Rule 2, coﬁcerqs the initiation of war.
HYPOTHESIS 2 is that : Most wars will be initiated by countries with positive power
discrepancy. This hypothesis is tested by using James' study Crisis and War which examined

132 international crises between 1948 and 1975. James tested expected utility theory. After
expected utility theory was revised, to overcome conceptual problems as originally formulated,
it invariably reflected relative capability. That is, those states with positive expected utility also
held greater relative capability in the vast majority of instances ; and those states with negative
utility possessed lesser capability in almost all cases. James found that 71.4% of wars were
initiated by states with positive expected utility ; and 21. 5% were initiated by countries with
zero expected utility. Thus, 92.9% of wars were Initiated by states with non-negative expected
utility.(James, 1988 : pp. 39-71) Thus, James’ study lends support to Hypothesis 2.

The third hypothesis, derived from Rule 3, is conccmcdl with foféign policy  crisis
termination. HYPOTHESIS 3 is that : States with negative power discrepancy, even where they
initiate a foreign policy crisis, are more likely to accept a return to the status quo ante without
a war than states with positive power discrepancy which are likely to expand politically,
economically and/or territorially until the costs of further expansion outweigh the costs. The
James study indicates some support for this hypothesis insofar as the behaviour of countries
with negative discrepancy is concemed. According to James, a state which challenges the status
quo normally follows a very aggressive policy until its behaviour is reciprocated by its
Opponent(s). At this point, the perception of the likelihood of war increases significantly for the
challenger. In 94.1% of crises initiated by a state with zero or negative expected utility, there
was no war. This result, according to James, is due to the fact that the challenger recognizes
that it is not likely to prevail in a war and, therefore, starts to act in a more conciliatory manner
(behaviour which is reciprocated by its opponent(s) in almost all cases) and there is invariably

an eventual return 1o the status quo ante.(James, 1988 : pp. 69-71).
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The finding that behaviour is reciprocated in foreign policy crises might explain why the
support for Hypothesis 1 is weak. Although most states with a negative power discrepancy
might prefer to be conciliatory, the behaviour of their adversary(ies) forces them to utilize a
less pacific principal crisis management technique. Nevertheless, most of these states, despite
military manouverings and/or border clashes of various sorts, do manage to avoid full-scale
war. | 7

Operationalizing the variables to determine the point at which the costs of further expansion
outweigh the benefits for countries with positive power discrepancy is an extremely complex
task. Such a study would require detailed information on a case-by-case basis because
determining the cost/benefit analysis of states is not easily amenable to data-base analysis,
Thus, although this is an interesting and important question, it is beyond the scope of this essay
to study it in detail. It does seem likely, nevertheless, that countries do stop further expansion
when their leaders perceive that costs outweigh benefits. The behaviour of Istael toward the
Egyptian Third Army during the Yom Kippur War and the behaviour of India toward seizing
West Pakistani territory during the Bangla Desh War lend support to this part of the hypothesis.
As noted, hoWever, much more detailed analysis will be required before a generaljzatibn of this
sort can be made.

V. Conclusion

There are four broad conclusions that can be drawn from this study. First, the theory of the
fim is an extremely valuable, albeit not perfect, guide to foreign policy crisis behaviour.
Support for Hypothesis 1 is weak. However, the data does generally support Hypotheses 2 and
3.

Second, systemic constraints influence foreign policy only when decision-makers perceive
tem to have sufficient effect. This is demonstrated by the behaviour of countries with zero or
Tegative expected utility which initiate crises, Usually, these countries pursue an aggressive
Policy until their adversary(ies) react. It is only at this point that decision-makers perceive
“ificiently powerful systemic constraints on their behaviour. These states usually do not
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become conciliatory before this point. The perceived cost of becoming involved in a war has a
dramatic effect on actions. The implication of this is that individual- and unit-level influences
can affect foreign policy decisions when the costs are not determined to be so high. Thus, the

implicit and explicit assumptions that Waltz makes in Theory of International Politics zbout

systemic influences on state behaviour might not be consis.2nt with actual facts much of the
time. |

Third, since systemic influences can influence countries toward becoming more conciliatory,
it might be useful to implement the guidelines of the United Nations Charter conceming the
creation of an international peace-keeping force. Of course, only the ending of the Cold War
has made its use likely. An international peace-keeping force might be able to bring an end to
fighting in certain parts of the world. It would probably be most effective if it was used in
conjunction with U.N. pressure to bring about a negotiated political settlement among the
warring parties. The effectiveness of such a force would, however, be contingent on the will of
donor countries to keep supplying troops even if they are being killed.

Foufth, and finally, the proliferation of nuclear weapons might lead to a more peaceful world.
A nuclear force means that an advcrsaw(ies) no longer has to be defeated on the battlefield for
devastating costs to be inflicted on its (or their) temitory or populace and vice-versa. Thus, if
decision-makers perceive the potential costs of going to war might be too high, they might be
more willing to live in harmony with neighbors that they have quarrelled with in the past. Over
time, self-interest might even push former enemies to build harmonious relationships. As noted,
in the contemporary era, the Cold War is over and the United States and Russia are taking
tentative steps to improve their relationship with each other. It is not totally out of the realm of

possibility that such a pattern might repeat itself in other parts of the world.

202 @HARHER 6% £2W



&,

\

BIBLIOGRAPHY

Brecher, Michael and Jonathan Wilkenfeld, (Eds.). Crisis, Conflict and Instability. Oxford : Pergamon
Press, 1989.
Brecher, Michael, Jonathan Wilkenfeld and Sheila Moser. Crises in the Twentieth Century, Volume 2 :
Handbook of Foreign Policv Crises. Oxford : Pergamon Press, 1988.
Brecher, Michael and Hemda Ben Yehuda. Decisions in Crisis : Israel, 1967 and 1973. Berkeley :
~ University of California Press, 1980, ‘ T
Bueno De Mesquita, Bruce. The War Trap. New Haven : Yale University Press, 1981.

Gilpin, Robert. War and Change in World Politics. Cambridge : Cambridge University Press, 198].
Hermann, Charles F.. “Enhancing Crisis Stability : Correcting the Trend Toward Increasing Instability.” In
New Issues in International Crisis Management by Gilbert R. Winham, (Ed.). Boulder :

Westview Press, 1988.

» “International Crisis as a Situational Variable “ In International Politics and Foreign Policy by

James N. Rosenau (Ed.). New York : The Free Press, 1969.

, Charles W. Kegley and James N. Rosenau, (Eds.). New Directions in the Study of Foreipn

: Policy. Boston : Allen and Unwin, 1987.

James, Patrick. Crisis and War. Montrea] : McGill-Queen's University Press, 1988

Lipsey, Richard G., Douglas D. Purvis and Peter Q. Steiner. Economics. 5th ed. New York : Harper and
Row, 1985.

McCloskey, Donald N.. The Applied Theory of Price. New York : Macmillan, 1982.

Miller, Roger LeRoy and Roger E. Meiners. Intermediate Microeconomics : Theory, Issues and
Applications. New York : McGraw-Hill, 1986,

Morgenthau, Hans. Politics Among Nations : The Swuggle for Power and Peace. 5th ed. New York :
Alfred A. Knopf, 1973.

Russett, Bruce M., (Ed.). Economic Theories of International Polides, Chicago : Markham, 1968.

Simon, Herbert. “Human Nature in Politics : The Dialogue of Psychology with Political Science.”
American Political Science Review 79 (June 1985) : 293-304.

Singer, 1. David. Models, Methods, and Progress in World Politics : A Peace Research Odyssey. Boulder

: Westview Press, 1990.

and Melvin Small. The Wages of War 1816-1965 - A Sudtstical Handbook. New York : John

Wiley, 1972.

Waltz, Kenneth. Theory of International Politics. Reading, MA : Addison-Wesley, 1979,

A MICROECONOMIC APPROACH TO FOREIGN POLICY CRISIS BEHAVIOUR 203



M

TEESENR, mX BEKE RRAE ¥ RRIERES

= d72dMe THAZEIET, A16d A 1,259 B3bel Holo] A 17 A 152 w3
dFeley Fudtd dFUAME AL S 19983 79 30U7A] EHE A7) 247 vt
Yok

[FERRE |

L F1EE2 2 4749 49748 24379 2 el AYade] 9E B TSR0 g
stof, FoAdo] e ALEN Tul9] gexo REER] ¢ Holojo} i)

2. Fa=ge 2 d74 HEAYY A4S AR Fo) Aadch

3. FuEEE UEA AEZZAMN(EZ 96)2 Adsiol stn 2HE 159 dAHE AEstd o
=9 o] g3ofo} i
() ARG IPEY IT ZF ABRA 2 = AL g3o2 sn 229 Zalasle 102

2

(2) FRRY: 1T F937]E 180% 2 @k
(3) UHBA] - AdER 2] 45 4YE 40mZ F$ S 35mE Fo).

4. FRego] £32 I8 A5 A48 300 o|Ul 2, 2] AH$ 2549 ojy|2 A|§gic)

5. FE=ge R TF, TEL G AbstractS WrTA] 2438 A 2

1%0] 23 T2L2 A%, FuAe 4% 2 44 52 Wrlsin Sy dpu]sEe

e
oy
lo,
2

2=w 4R ¥ P2 (DI 0,0 (A) L,2,33)1),2),3)] & o] gk
3. gedole 202 BUlske A 4oz s Wdo] Zahg 7ol Yol2 w2 Eo

4. A8=29 #7le 9ol FHEAY S rr} BAHA] g 790 G (footmote) 2 A2k ¢
T EEFM AY ANelots AES 247 3 AAgs $EYES [Helpman and Krugman(1985),
HEH8(1970)] 3 Zo] & AL gFoz @}

5. BEXEL 2, 7[et TLo, Fol, 71et MUl BH £o2 w2 vy ME SoolE 7hY
O £o2 stn MYRde 2o o2 38 vgEdE YRANEE oiRIcEYS Az}
U drErog HA). 2R FHH FAlE ofele] AAY B wfa} 24 gt
() =HTH=T IR oY 714 52 TEE™ "2 7t AM Ee dA(EER), 974 5 ¥

e U A5 olFAA(" )2 MR A 715Y0] o|gYH 2 B
(2) Mzl e 427129 o3 S B2 AFME “¥T 9m2 FA AT AnBHdE 2
FAHZ 259 o|FE HoELL
6. =2 Ee] Y37 FaTlY ASAE HEAZ s HAAL Bk £BAE oo,




