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Dedication
We dedicate this report on the twenty-fifth anniversary Weatherhead Center conference in Talloires to the memory of Sir
Michael Palliser (1922–2012). Michael was one of the most influential diplomats of his generation, a marvelous friend of
the Center, and an essential participant in our gatherings in Talloires over many, many years.
We will miss his great mind and his great heart.
Steven B. Bloomfield
Karl Kaiser
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Agenda
In June 2012, the Talloires Conference of the Weatherhead Center for International Affairs celebrated its twenty-fifth
anniversary. We trace the concept’s birth to a gathering on Cape Cod in 1985 when a number of interested scholars
concluded that a regular exchange of views on US-European relations was crucial to the understanding of the evolution
of global politics. As a result of that meeting, the Center for International Affairs convened a conference in Talloires
for the first time in 1987. Since then the conference has been a key venue for the discussion of important topics of
international affairs and the US-European relationship. This twenty-fifth gathering aimed to take stock of this relationship: What crucial changes have occurred since our first meeting? Where do we stand today? Where do we appear to be
headed as we look twenty-five years into the future? What conclusions should we draw for the internal imperatives of
this relationship and its role in the evolving politics of the globe?

Friday, June 15
4:00

Welcome
Beth A. Simmons, Director, Weatherhead Center for International Affairs, Clarence Dillon Professor of
International Affairs, Department of Government, Harvard University

4:15–6:15

Session I | Shifts of Geopolitical Importance
The Rise of Asia in World Politics
• The impact on the global power balance
• Asia as a potential source of conflict
• Consequences for global governance and its rules
Proliferation of Weapons of Mass Destruction
• How has the expansion of the number of nuclear weapons states affected world politics?
• What is the likely impact of the evolving cases of Iran and North Korea?
• How much do we have to worry about B and C weapons proliferations?
Responsibility to Protect
• How and why did this approach emerge?
• Libya as a case
• A trend of the future?
Chair: Kalypso Nicolaïdis, Professor of International Relations, Director, Center for International Studies,
University of Oxford
John J. Mearsheimer, R. Wendell Harrison Distinguished Service Professor of Political Science, Co-Director,
Program on International Security Policy, University of Chicago
Tierry de Montbrial, Director, Institut français des relations internationales, Paris
Steven E. Miller, Director, International Security Program, Editor in Chief, International Security,
Harvard Kennedy School
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7:00

Reception and dinner at Hotel de l’Abbaye
Keynote: “The Future of the European Union and the Euro: Toward a Two-Tier System?”
Chair: Beth A. Simmons, Director, Weatherhead Center for International Affairs, Clarence Dillon Professor of
International Affairs, Department of Government, Harvard University
A Perspective from Britain: Shirley Williams, United Kingdom House of Lords; Co-Founder, Liberal Democrats; Public Service Professor of Electoral Politics, Emerita, Harvard Kennedy School

Saturday, June 16
8:30–10:30

Session II, Part One | Foundations of Change: Comparing the United States and Europe
The Economy
• Indebtedness and its remedies
• De-industrialization and innovation
• Competitiveness
The Special Role of the Financial Sector
• The Impact of the financial sector and approaches to regulation
• The future of the euro
• The role of the dollar in the world economy
Chair: Jorge I. Domínguez, Antonio Madero Professor for the Study of Mexico, Department of Government,
Vice Provost for International Affairs, Senior Advisor for International Studies to the Dean of the Faculty of
Arts and Sciences, Chairman, Harvard Academy for International and Area Studies, Harvard University
Richard Cooper, Maurits C. Boas Professor of International Economics, Department of Economics,
Harvard University
Jeffry Frieden, Stanfield Professor of International Peace, Department of Government, Harvard University
Jacques Mistral, Pierre Keller Visiting Professor of Public Policy, Harvard Kennedy School; Head of Economic
Studies, Institut français des relations internationals, Paris

10:30

Group photo and break

11:00–1:00

Session II, Part Two | Foundations of Change: Comparing the United States and Europe
The Social Model
• Inequality and its impact
• The future of the pension and health care systems
• Diverging models of the welfare state
Political Culture
• The impact of polarization and money
• The difficulty of governance under crisis conditions
• Diverging models of democracy?
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Jonas Pontusson, Professor of Comparative Politics, University of Geneva
Bruno Palier, Research Director, Center for European Studies, Sciences Po; Scientific Coordinator,
European Network of Excellence, Reconciling Work and Welfare in Europe
Peter Hall, Krupp Foundation Professor of European Studies, Faculty Associate, Minda de Gunzburg Center
for European Studies, Co-Director, Program on Successful Societies for the Canadian Institute for
Advanced Research, Harvard University
1:00

Lunch at le Prieuré

4:30–6:30

Session II, Part Three | Foundations of Change: Comparing the United States and Europe
Foundations of Foreign Policy
• Public and elite views on America’s and Europe’s role in world politics
• European integration, enlargement, and the role of sovereignty
• Resource constraints and their impact on foreign policy
Directions of Foreign Policy
• America’s global role: reduction and reorientation
• The enlarged European Union pursuing what role?
• The US and the EU as actors in the changing world economy
Nicola Clase, Ambassador, Embassy of Sweden, London, United Kingdom
Andrew Moravcsik, Professor of Politics and International Affairs, Princeton University
Richard N Rosecrance, Adjunct Professor of Public Policy, Harvard Kennedy School

7:30

Reception and dinner at le Cottage Bise
Keynote: “The Future of American Foreign Policy”
Warren and Anita Manshel Lecture in American Foreign Policy
Chair: Pierre Keller, Former Senior Partner, Lombard Odier Darier Hentsch & Cie
Anne-Marie Slaughter, Bert G. Kerstetter ‘66 University Professor of Politics and International Affairs,
Princeton University; Former Director, US Department of State Planning Staff

Sunday, June 17
9:00–11:00 Session III | Consequences for the US-European Relationship: Coming Together or Drifting Apart?
What Shared Interests and Common Goals?
• The financial system, trade, and investment
• Preserving security
• Upholding the values of democracy
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Institutional Consequences
• What institutional links between US and EU?
• Adapting NATO
• Modernizing global governance: UN, G20, G8
Internal Prerequisites
• Creating a minimum consensus on the international role of the US and Europe
• Mobilizing the necessary resources for these roles
• Creating a consensus about the essentials of US-European relations
Chair: Beth A. Simmons, Director, Weatherhead Center for International Affairs, Clarence Dillon Professor of
International Affairs, Department of Government, Harvard University
Jaakko Laajava, Undersecretary of State, Ministry of Foreign Affairs of Finland, Helsinki; Facilitator,
conference on the establishment of a nuclear-weapons-free zone in the Middle East
Jim Hoagland, Associate Editor, Senior Foreign Correspondent, and Columnist, the Washington Post
11:00

Closing remarks
Karl Kaiser, Director, Program on Transatlantic Relations, Weatherhead Center for International Affairs,
Harvard University
Steven B. Bloomfield, Executive Director, Weatherhead Center for International Affairs, Harvard University

12:00

Lunch and farewell at Hotel de l’Abbaye
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WELCOME REMARKS
Beth A. Simmons, Director, Weatherhead Center for International Affairs, Clarence Dillon Professor of International Affairs, Department of Government, Harvard University
Simmons opened the twenty-fifth Talloires conference by welcoming all the participants and pointing out that the
purpose of the conference over the years has been to discuss important aspects of the United States-European relationship. Indeed, academics and policy makers have been meeting here for over two decades to discuss these matters.
Many of the people in attendance are past Fellows of the Weatherhead Center who are all practitioners bringing a depth
of experience to the discussion.
Simmons remembered that this forum was first convened in 1987. Since that date there have been crucial changes in the
United States-European relationship, but it is quite interesting to see the number of themes that have been revisited over
time: geopolitics, the rise of China, the decline of the United States, the relevance of Europe, economic recessions, debt
crises, global imbalances, and multiple social and political issues that affect both American and European societies. Some
of these have a place in today’s agenda as well.
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SESSION I: SHIFTS OF GEOPOLITICAL IMPORTANCE
Chair: Kalypso Nicolaïdis, Professor of International Relations, Director, Center for International Studies, University of Oxford
John J. Mearsheimer, R. Wendell Harrison Distinguished Service Professor of Political Science, Co-Director, Program on
International Security Policy, University of Chicago
Mearsheimer began his intervention by setting the framework of the discussion. He indicated that he would try to discuss all
three sections proposed to the panel: “The rise of Asia,” which he would take as “the rise of China”; the problem of the “proliferation of WMD,” which he would take as the “problem of the proliferation of nuclear weapons”; and “responsibility to protect.”
Out of all of those sections he decided to focus mostly on the first because of its importance in geopolitical terms.
Going back to 1989, when the Cold War ended there was a sense in the United States, and in the West more generally, that
important changes were about to happen in the nature of international politics. This was reflected in a very important article by Francis Fukuyama titled “The End of History?” Because liberal democracies had triumphed over fascism in the first
half of the twentieth century and over communism in the second half, a consensus emerged that the world was becoming
one of liberal democracies where there would be no more security competition and no more great-power war. Mearsheimer
added that he thought not many people believe that now—and that he certainly does not. Most people actually expect that
something big is happening or is about to happen. It all boils down to the fact that most people believe that the global
balance of power is shifting against the United States. There is certainly potential for trouble on this front, but a lot of this
pessimism is misplaced. This is mainly because of three reasons.
First, of all the countries in the system there is really only one that can give the United States a run for its money between
now and 2050, and that is China. It is not even clear, given the problems in China, that it will. If one looks at all the other
countries in the system, it is hard to see who else could be a serious threat. If you look at the three principal adversaries
the United States had in the twentieth century, Japan, Germany and Russia, you can see all of them depopulating while the
United States has just passed 300 million people, and most demographic projections put it somewhere between 400 and
500 million in the year 2050. If you then look at Brazil, Turkey, or India it would be reasonable to expect them to continue
to grow, but none of those countries are serious challengers.
Second, some of the pessimism identifies failures in Afghanistan and Iraq, and US failures in foreign policy more generally, as signifying a decrease in American power. Mearsheimer remembered that he was in the American military from 1965
to 1975 and that the feeling at the time, owing to the war in Vietnam, was that the United States was in decline. Richard
Rosecrance wrote a book at the time titled America As an Ordinary Country, which reflected the atmosphere at the time,
and its pessimism. You see a lot of that going on today, Mearsheimer noted. The fact is that the United States lost the war
in Vietnam, and it did not make one bit a difference in our position regarding the global balance of power. And fourteen
years later we emerged as the unipole. The United States could lose in Afghanistan and Iraq, and it is just not going to affect the balance of power, he concluded.
Most Americans, foolishly, equate power with influence, but in Mearsheimer’s view this is not the way the world works. And
one of the most interesting questions is why countries with a lot of power often do not have a lot of influence.
Mearsheimer invited the audience to assume that China continues its impressive rise. He then argued that such a scenario
would have huge geopolitical implications. There would be an intense security competition in the Asia-Pacific region.
Evidence of that can be seen now. The second consequence would be a shift in America’s strategic priorities, impacting
the EU-US relationship. Years ago it used to be said that there were three vital interests to the United States that were
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worth fighting and dying for. They were, in descending order of importance: Europe, Northeast Asia, and the Persian Gulf. This
remained the case before and after the Second World War. Even during World War II it was clear that Germany was far more
of a threat to the United Sates than Japan. That world is now going away. If China continues to rise, Northeast Asia will be the
number-one strategic priority of the United States. The Middle East would be number two, and Europe would be a distant third.
This shift in strategic preferences of the United States will raise questions about the transatlantic relationship, NATO and the
American presence in Europe more generally. Three factors will affect this process. The first will be related to how serious the
Chinese threat becomes. If China continues its impressive economic growth and translates its economic might into military
might the United States will shift a lot of forces to Asia. The second factor will have to do with America’s economy. How healthy
will the American economy be? If the American economy is not very healthy and the United States has to make all sorts of
defense cuts, the United States will have to focus its reduced resources on China. The third and last factor will be how Europe
relates to China. Most people think Europeans will side with the United States, but this is not clear. If the United States builds
a coalition in Asia, the Europeans might prefer to keep good relations with China for economic reasons. It would be plausible,
but not necessarily probable, that the Europeans will side with the Chinese instead of the Americans. This would mean that the
United States pulls all its forces out of Europe, Mearsheimer said. He then concluded the argument by saying that there was no
question in his mind that if China continues to rise the United States would pivot to Asia.
On nuclear proliferation Mearsheimer pointed out that there are a few things worth noting. The first is that nuclear weapons
are very difficult to acquire. The North Koreans and the Iranians have had a lot of difficulty acquiring them. The United
States and others go to great lengths to prevent them from doing so. Also interesting is that these weapons are only useful to deter an attack with nuclear weapons on the homeland. People think that Iran would become a regional power if it
developed nuclear weapons. We have a lot of theory and a lot of evidence regarding what you can do with such weapons,
Mearsheimer said. And no theory supports those claims. He then postulated that the United States should simply tell the
world that nuclear weapons would not give anyone much offensive capability and that they are only useful for deterrence.
To conclude this argument Mearsheimer added that he did not think there will be much nuclear proliferation over the next
twenty to thirty years. But if there is, those weapons would not buy new nuclear states much offensive capability. It is
therefore hard to see how nuclear proliferation could shift the geopolitical balance in any major way.
On the subject of Responsibility to Protect (R2P), Mearsheimer began by saying that he thought this was a fancy way of
referring to humanitarian intervention. If this issue matters at all it is his assessment that it will do so only on the margins. R2P will not affect US foreign policy in a major manner, and it will surely not cause a shift in the geopolitical order.
Furthermore, the United States has a long history of standing on the sidelines while genocide is occurring. Nothing has
really changed in order for us to think that R2P will become more important, he added. The main reason that states don’t do
this is essentially because of nationalism: a particularistic ideology that prioritizes your people over other people. This is,
for Mearsheimer, the most powerful ideology in the world, and the explanation behind the fact that there is only one case
when American soldiers died in a R2P-type military intervention. That case is Somalia in 1993 where eighteen US soldiers
were killed. This was enough to push the United States back to the sidelines and “sit out” what occurred in Rwanda the following year. It would be strange to see a change in this field.
As we look ahead to the year 2050, Mearsheimer sees only one issue on the table that could shift the geopolitical environment, and that is the rise of China. That is by no means ordained. If the Chinese economy flattens or slows, it could happen
that the United States in 2050 is more powerful relative to the rest of the world than it is today. That, however, could be a
mixed blessing, given the irresponsible way the United States wields power in the international arena.
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Thierry de Montbrial, Director, Institut français des relations internationales, Paris
De Montbrial began his talk by indicating that he would try to follow Mearsheimer’s structure and deal first with the international system overall and then move to the other topics. The first issue to discuss, therefore, is a brief definition of the
international system today. In his opinion any such a definition should contain four key characteristics of the system:
1.

Multipolar: This term is more often used than defined. But its fundamental meaning is that for a given problem there
is a small number of countries that matter. Without those countries the problem cannot be solved. The issue, however,
is that it is extremely difficult to give a list of the relevant poles or actors, de Montbrial said. Indeed, the list of the
particular poles depends on the subject being discussed. It is not the same when you discuss nuclear weapons as when
the subject is financial regulation. Of course there is an intersection of these potential lists of poles where you will
always find the United States and, typically, China. One of the reasons why understanding the international system
today is such a difficult task is precisely its multipolar nature.

2. Heterogeneous: The Fukuyama illusion after the collapse of the Soviet Union was that in a matter of years the world
would become homogeneous in ideological terms. Not only has that not been the case, but it also very unlikely to
be the case in the next twenty or thirty years, de Montbrial noted. The degree of heterogeneity is likely to increase
rather than decrease.
3. Global: Globalization is a qualitative change and not only a quantitative change in interdependency. This qualitative
aspect is very important. The end result is, evidently, a strongly interdependent world which is what we have today.
4. Complex: In the technical sense of the word. The combination of multipolarity, which exists (but in a vague manner),
heterogeneity and globalization leads to complexity. The best way of defining complexity in a system is to say that it
is non-linear; which means that there is no proportionality between causes and effects. The concept of non-proportionality was developed a little more than a century ago by a French mathematician, Henri Poincaré, and was applied
in the early 1970s to meteorology by Edward Lorenz, with the butterfly effect being one of its most famous postulations. A small cause can have immense repercussions that you cannot identify beforehand. Montbrial then pointed to
the fact that the financial crises of the 90s and, of course, the current one, or the Arab Spring, are essentially illustrations of this phenomenon of complexity. Those who say that the Arab Spring was predictable are fools, he added. It
was not predictable. In the same way that the Soviet Union could have continued to exist today. There is a famous
phrase by Stanley Hoffmann worth remembering about the “illusion of retrospective determinism,” or, the belief that
because something has happened it was bound to happen.
Given the above it is clear that global governance will be the most formidable problem of the next decades. Every system
needs to be regulated. But the degree of interdependence is changing so fast, both quantitatively and qualitatively, that
the capacity to adjust in terms of governance does not follow; we are constantly lagging behind. De Montbrial, therefore,
believes that the greatest risk of the next twenty years is for globalization to fail, leading to some major catastrophes. That
would affect everybody, including the Chinese.
China would of course want order, de Montbrial noted. And it is not clear whether China will be capable of living the next few
years without major problems. India, in turn, is going through difficulties due to internal governance issues. The problem,
however, is that China and the other new emerging powers do not want to assume the burden of global governance. This is
mostly owing to the fact that burden sharing means accepting part of the cost of regulating the system. This burden is not
desired by these countries because they are still thinking in national terms and have a narrow definition of national interest.
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De Montbrial then moved on to the subject of proliferation. On this issue he agreed with Mearsheimer’s assessment and
pointed to the fact that we tend to exaggerate the problem at the expense of other potential risks, like that of security
in cyberspace for example. The problem with cyberspace and the Internet is that there was an original sin. The security
dimension was not taken into consideration in the beginning. To repair that today appears to be almost impossible, which
means that the risk of major disruptions in cyberspace seems much more important than the risk of a nuclear catastrophe.
Imagine the catastrophe of BNP Paribas losing its customer information; such an event would be catastrophic not only for
the bank itself but also for the banking system as a whole. But there are also other issues where there are high risks. The
energy field, for example, is very chaotic. Most countries think in a narrow way about their energy strategy, the Europeans
do not have a proper energy strategy and, of course, the world at large is lacking such a strategy. Is it possible to have
major incidents in the energy system? De Montbrial’s answer is that it is perfectly possible.
Furthermore, concentrating on nuclear proliferation too markedly is a risk because it might lead us to ignore regional
issues of importance. For instance, in the Middle East at large there are four countries that matter: Turkey, Iran, Egypt
and Israel. Any stability of the regional system depends on these four, de Montbrial indicated. Turkey and Israel are
relatively stable. Iran and Egypt are in disarray. The decision-making systems of those four countries are extremely
difficult. Any negotiation with them will have to deal with this complexity. The political system within Iran, for example,
makes it extremely difficult to make any kind of significant decision. It is also very difficult, although for different
reasons, in Israel or in Egypt. Perhaps we should spend more time on matters like the internal political dynamics in Iran
instead of looking only into the nuclear weapons issue.
On the issue of R2P de Montbrial also agreed with Mearsheimer that it is a fancy way of talking about humanitarian intervention. There are many good reasons to be interested in humanitarian intervention, but if we are to take the matter seriously we should begin by calling it what it is. The R2P concept is extremely ambiguous, the Libya case being a representative one in which it was unclear whether we were witnessing a humanitarian intervention or an R2P operation with a broader
political agenda that sought to change the political equilibrium in a country. For de Montbrial what has been done in Libya
is highly political, much more political than humanitarian, even if humanitarian concerns initiated the process—and this,
despite the fact that the stakes in Libya were quite limited, and that the risk of destabilizing the region was not a major
one. Although it needs to be pointed out that the situation in Libya did affect stability in the Sahel and to some extent
aided the strengthening of Al Qaeda in that region. Be that as it may, the key point to be made here is that it was a political
decision more than a humanitarian one. And if one tries to compare Libya with Syria one needs to conclude that Syria is far
more complicated, and it affects the interests of countries like Russia and China.
De Montbrial concluded by saying that the R2P issue is not the proper way to raise a good question, the question being, how to improve humanitarian action? Such action should be thought of in a way different from that of other more
traditional and political issues.
Steven E. Miller, Director, International Security Program, Editor in Chief, International Security, Harvard Kennedy School
Miller began by portraying a fuller picture of the global nuclear order in an attempt to get a sense of its complexity and to
allow for a deeper analysis of its implications for global security. The first step would be to look into the various categories
into which states fall when talking about nuclear power and nuclear weapons. Five of the current nine nuclear states, which
are the five permanent members of the United Nations Security Council, are the only that are legally acknowledged in the
Non-Proliferation Treaty (NPT). There are four un-acknowledged de-facto nuclear weapon states: India, Pakistan, Israel
and North Korea. North Korea occupies a singular status as the only state that has actually left the NPT, a hypothetical
category in the NPT which people feared and hoped would never materialize.
12

But there are other categories. There are aspiring nuclear-weapon states of which we only have one active case today:
Iran. But Libya, Iraq, and Syria had nuclear programs at some point. Iraq’s and Syria’s were stopped through the use of
force. In the case of Libya it was some measure of coercion and inducement that persuaded the country to drop its program. There is a lot of concern regarding who might be the next on the list of aspiring weapon states. Some scattered
evidence points to Burmese pursuit of nuclear technology. There is also speculation about what Saudi Arabia would do if
Iran succeeded in developing a nuclear weapon.
In addition, we have seen documentary evidence that Aum Shinrikyo, the Japanese cult/terrorist group of the 1990s, as
well as al Qaeda, had at least an interest in nuclear weapons and other weapons of mass destruction. These constitute
another category of aspiring weapons actor.
There is also a category of lapsed nuclear-weapon states. Some of those states had nuclear- weapons programs at some point
and let them lapse for one reason or another. The most known cases are Sweden, Australia, and Italy. However, there are at
least thirteen states in this category. These states had programs and people who worked on them with knowledge of the field.
Another category is that of nuclear-protected states. These are basically all American allies. But if you take NATO, Japan,
and other allies, there are somewhere between thirty and thirty-five states that are protected by nuclear weapons. These
states represent about 15percent percent of the international system and most of its advanced industrial economies. The
Non-Aligned Movement, which represents 118 states, has brought this up in every NPT Review Conference. If you go back
to the White Paper submitted by the movement to the 2010 NPT Review Conference, this is the very first issue they highlight. Indeed, they consider nuclear protection arrangements a violation of Article 1 of the NPT, which prohibits nuclearweapon states to assist in any way other states regarding nuclear weapons, Miller said.
There are also those that could be termed “nuclear-fuel cycle states.” These are states that possess enrichment or reprocessing capacity that can produce both highly enriched uranium and plutonium that are weapons-usable materials. There
are about nineteen states that now have or once had enrichment programs. There is only a handful operating commercially
today, but, interestingly, the two newest enrichment states are Iran and Brazil.
There are also the nuclear-supplier states. There is something called the Nuclear Suppliers Group, which is basically a
cartel with forty-six member states, which seeks to prevent sensitive nuclear information or material from falling into the
hands of the wrong people. There are all sorts of supply networks and people producing sensitive research and materials. When the AQ Khan network was unveiled, it turned out that Malaysia had played a key role in the diffusion of nuclear
knowledge, and up until then it had not been on anyone’s radar screen as a source of worry regarding proliferation. So the
supply side is surprisingly populated. But there is only a very small group of countries that can provide you with the full
portfolio of goodies, including all the high-end nuclear products, Miller said. Typically in the past it has been the United
States, Japan, France, and a few others. Today we have some new players in this field like South Korea, which is a five-byfive country, meaning that it can build a fully operational reactor in five years for five billion dollars. Other key actors are
now India and China. Russia had a long history of exporting nuclear technology, but only within the Warsaw Pact and to
India. Today Russia is spreading its wings much more widely. For example, Vietnam’s first four reactors are now being built
by Russia. In addition to these states we have to come back to AQ Khan and to the fact that he was a key player in terms of
proliferation, Miller noted. Khan presided over a network of networks. Portions of those networks have been destroyed, but
others remain in place. Not one person associated with the AQ Khan network has been arrested, convicted, or imprisoned
for any significant length of time. So we had a non-state actor adding another layer to the supply network.
Lastly, there are the nuclear-power states. Today we have roughly 440 reactors in thirty states. Fifty-four of those reactors
are idle in Japan, so that is a changing picture. The dynamism in this industry has only been partially slowed by Fukushima.
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There are sixty-one reactors under construction today in sixteen countries. The World Nuclear Association has elaborated various definitions for the different categories of nuclear plant, but the overall estimate is that 148 reactors will be
built in twenty-six countries in the next decade. This figure includes eleven new-comers into the nuclear field: Belarus,
Egypt, Indonesia, Jordan, Kazakhstan, Malaysia, Poland, Thailand, Turkey, the United Arab Emirates, and Vietnam. The
spearhead nations are the Arab Emirates in the Gulf and Vietnam in Southeast Asia. The goal of the United Arab Emirates
is to have the first reactor connected to the grid in 2017. Construction has now started, and it has continued unaltered
despite the Fukushima accident. The plan is to have four reactors connected to the grid by 2020. Vietnam is a little
bit behind that. Its first reactor will be operational by between 2020 and 2022. Interestingly, some of these states are
refusing to promise not to be fuel-cycle states. The Vietnamese absolutely rejected commitment to enrich or reprocess,
even in their negotiations with the United States for a nuclear-cooperation agreement. The Jordanians, on the other
hand, are interested in enrichment because they have a lot of natural uranium. The Saudis have commissioned a Finnish
firm to do a study of a potential enrichment program.
What are the implications of all the above? The first, Miller pointed out, is that there are significant changes being witnessed
both in the supply and the demand side of the market. There is, as well, a slow but worrying increase in the enrichment and
re-processing of nuclear material. The South Koreans, for example, want to re-process, and they are fighting over that issue
with the United States. There is also a very substantial diffusion of expertise and technology taking place in the field. Malaysia
has had a decade-long effort to introduce nuclear engineering into its universities and to become a hub for nuclear training in
Southeast Asia in an attempt to be right behind Vietnam. In every case where states pursue the development of the fuel cycle,
there is a risk of these classic dual-use crises. And this is a dilemma right at the heart of the NPT, Miller said. Some of the critical technologies are dual-use: they can be used for civilian purposes and for military ones as well.
Some important questions emerge regarding the nuclear regime. The first is: How many exceptions to the norm of the
non-acquisition of nuclear weapons can you have and still have a norm? A second question: How many failures and predations on the NPT system can you have and still believe that you have a functioning and effective system on which you can
reliably base your security? Thirdly: How can we believe, in the proud vision of President Obama, that the world is going to
move to fewer weapons, such that they will be less central to our thinking about security, when in fact we continue to worry
about the acquisition by deeply hostile powers of nuclear weapons? It may impinge on the R2P question. There is an issue
regarding whether the propensity to intervene will be effective with the presence of hostile nuclear weapons in a region.
There are, as well, worries about proliferation cascades. As nuclear technology diffuses within a region, the discussions
within each country change. In some cases that leads to further proliferation. Furthermore, the building of hundreds of
nuclear reactors changes, at least at the margins, the geopolitics of energy.
We should also consider the regional implications of proliferation, Miller noted. In Southeast Asia and in the Middle East
(other than Israel), we see the emergence of nuclearized regional environments. These are not necessarily stable regions.
Some of the conditions that existed in the Cold War don’t exist in these regional settings. Timelines are too short to allow
for proper warning, warning systems don’t exist, command-and-control decapitation is a worry, and forces tend to be
smaller and more vulnerable to attack. We might well find in 2050 a reduced number of states having to create multipolar
deterrents. This is something we do not know much about, and Miller pointed out that it is evidently different from the
situation the United States faced during the Cold War. There is also the worry—and Pakistan is the best example here—about
the domestic instability of some nuclear-weapon states. This was, again, not an issue of worry during the Cold War. On top
of that, there is the non-state actor question, which falls within the low-probability/high-consequence type of event, but
which needs to be taken into account. It is not impossible for a well-funded, well-organized group to pull off an event with
just a small amount of expertise. It would be a rare case, but it is the exceptions we need to worry about.
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Miller ended by saying that he had just enumerated some of the issues to consider when thinking about nuclear proliferation.
It is doubtful, in his view, that this issue will change the “cosmic global balance of power” or knock the United States off its
perch in the following years, but plenty of worrisome things can happen, and efforts should be made to prevent them.

Discussion
The discussion was opened by the chair of the panel, Kalypso Nicolaïdis, who pointed to three areas where the panel
members had shown divergence. The first was the issue of where the world was headed in terms of polarity. For Nicolaïdis it
seemed clear that Mearsheimer’s intervention had portrayed a unipolar world or, maybe, a bipolar world with China sharing
some responsibilities with the United States. De Montbrial’s and Miller’s expositions had, on the other hand, defined the
international system in much more multipolar terms, with an emphasis on areas where governance would be achieved only
through the cooperation of various countries, if at all possible. The second issue over which there seemed to be a disagreement within the panel was that of the risks that the world will face in the future. Mearsheimer focused on the risk posed
by rising powers, mainly China, while de Montbrial and Miller focused on problems of governance and of the emergence
of new technologies. The third category of issues cited by Nicolaïdis was the issue of power, the exercise of power, and
responsibility in that exercise. The panel had not arrived at a conclusion regarding whether the United States and Europe
were in a game of sustaining normative stability/hegemony or if they were only attempting normative mitigation (i.e.,
limiting the damage caused by the rise of other powers and their attempts to change the normative framework).
In terms of the threats the world will face in the next twenty years various points were made throughout the discussion. The
first of which referred to the role played by the US Congress. Congress’s interpretation of what the US public wants may or
may not correspond to what the public really wants. In order to discuss the future we therefore need someone to address
this issue, which is the least stable item of the international system. Another participant added that in Europe the growing
distance between the people and the political elites should also be of concern. Indeed, that distance might make it impossible for the political elite to convince its public to accept measures that might be essential for its own survival.
Soon into the discussion, cyber security emerged as a source of deep concern for various participants. The point was made
that we are very vulnerable today. There are hundreds, perhaps thousands, of attacks every day. Most of them are simply
information-gathering attacks. It was then noted that we need new rules of engagement. We need a new framework to
think about this and, in particular, its interaction with the legal framework regulating citizen privacy. In the United States
the issue of cyber security has risen on the agenda recently, but it still needs much more attention.
The discussion briefly touched upon the problem of nuclear proliferation. Miller elaborated on a previous comment about
how difficult it is to get nuclear weapons. He insisted that if they were difficult to acquire it was mainly due to the NPT. It took
Oppenheimer less than two years to develop a nuclear program. States that got the bomb after the NPT was signed in 1970 have
taken much longer. The NPT regime has, despite all the challenges, improved the tools at its disposal. What the IAEA can do
today is much more than what it could do back when it was founded. Furthermore, there are key states in the system, like the
United States, that will make it very hard for others to acquire weapons. Miller added, however, that some parties will continue
to try to develop nuclear weapons as long as we continue to insist on their importance and legality. The current US and NATO
documents say that nuclear weapons provide a “unique and indispensable” contribution to their security. As long as we stand
by that, other parties will seek benefit because we claim there are benefits to their possession.
The role of China in the world and its possible danger to world stability also came up in the discussion. One of the participants suggested to the panel that the perception of China as a threat was a self-fulfilling prophecy and would lead,
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precisely, to China being a real threat. This attitude was, in the participant’s opinion, particularly widespread in the United
States. To this observation, Mearsheimer commented that he understood the self-fulfilling nature of the prediction but
that he could not but foresee it and to point out what was probable. Other participants suggested that a strong framework
of economic cooperation could be constructed with China that might lead to a very different outcome in US-China relations.
John Mearsheimer expressed disagreement with various participants that had described China as a status-quo power. He
added that there are two key issues that illustrate the fact that China would rather change the current state of affairs: Taiwan and the South China Sea. China feels it is not treated as an equal by the United States, and it clearly wants to write the
rules of the international community, Mearsheimer said. The United States will necessarily oppose that.
Mearsheimer also added, however, that his predictions are based on the assumption that China will continue to prosper
economically and not fall prey to any significant political turmoil. Regarding this issue, Steve Miller cited a provocative
article by Michael Beckley recently published in International Security (http://belfercenter.ksg.harvard.edu/files/Chinas_Century.pdf). The overall argument of the piece is that if you compare China against its own former self you get an
impressive sense of development. If you compare it to the United States in many salient areas it is not catching up or it is
even falling behind. Overall, however, most participants in the discussion accepted that China’s rise was not to be taken for
granted and that any prediction about its future would have to be based on uncertain assumptions.
Responsibility to Protect (R2P) commanded much of the discussion. Various participants questioned the apparent consensus of the panel in terming R2P a “fancy way of referring to humanitarian intervention.” A participant pointed to successful
cases of humanitarian intervention like the operations in Bosnia, Uganda, East Pakistan, and Cambodia, as precedents of
R2P but indicated that R2P is something different. First articulated by Francis Deng, then the International Commission on
Intervention and State Sovereignty (ICISS), and then adopted by the UN in a limited but nevertheless powerful form, R2P
goes to the core of the changing nature of the world order. It changes the frame of sovereignty itself, a discussant said. It
allows others to say that governments have a responsibility towards their own people. Indeed, the normative framework is
very different from that of old sovereignty. The new framework means that states have a responsibility towards their own
people. Furthermore, it allows international and regional organizations to point precisely to governments that fail to live
up to their obligations. R2P includes a responsibility to prevent, then to protect, and, finally, to rebuild. Furthermore, during the discussion it was pointed out that, given that today security is much more of an internal problem than one affecting
different states, R2P is bound to become a key issue that goes beyond morality. This means that a full development of the
R2P framework going forward will be very important.
One participant referenced a recent article by Henry Kissinger in the Washington Post where the “old view of sovereignty was displayed” (http://www.washingtonpost.com/opinions/syrian-intervention-risks-upsetting-global-order/2012/06/01/gJQA9fGr7U_story.html)—a view that understood any intervention as a violation of sovereignty and that
defended non-intervention. That view of things did not prevent intervention from taking place, but, in the opinion of this
discussant, the rhetoric was very different back then. Mearsheimer addressed this comment by saying that the dichotomy
between a Kissingerian sense of sovereignty and a modern view is a false one. Big powers have always reserved the right to
intervene. There might have been some change in the rhetoric. But rhetoric is not important, in Mearsheimer’s view. What
matters is behavior. And if you look at the United States, it essentially acts like a rogue state that does not intervene for
humanitarian reasons.
Furthermore, Mearsheimer added that if the United States were to argue in favor of intervention around the world, it would
cause great concern and would probably spark further nuclear proliferation. Indeed, it is Mearsheimer’s assessment that
R2P can lead to a re-enforcement of mechanisms to protect sovereignty around the world. A participant agreed with this
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assessment and pointed to the fact that R2P would make China’s rise particularly dangerous, as the country would rise to
power surrounded by threats to its independence. Miller added to this an anecdote regarding a recent visit to Iran where
he was told that Iranians feel they have a deep strategic problem: the need to deter the United States. For the Iranians the
United States is violent, work-prone, powerful, dangerous, and relentless. However, someone in the room took the floor
and said that portraying R2P as a threat to every nation’s sovereignty was imprecise. R2P is only supposed to operate in
cases of genocide, crimes against humanity, ethnic cleansing, and grave and systematic war crimes. It is a high bar, and
this means that it should not be used as a tool to intervene wherever one pleases.
De Montbrial, in turn, made the point that the US still views sovereignty in the classical sense. In fact, some of the
greatest powers in the world, like China, the United States, and Russia, are still very Westphalian in their approach
towards sovereignty. Europe, however, is an international system in miniature, where states are trying to share sovereignty. In the next few weeks we will know if Europe is starting to disintegrate. The failure of the euro would be the
beginning of the end for European unification. This would be a tragedy for the world because it would hurt integration
processes worldwide, de Montbrial concluded.
Miller, furthermore, added a reflection on one of the major shortfalls of R2P: its apparent inconsistencies when moving
from case to case, and the fact that we intervene in some cases and we don’t in others. This needs to be explained somehow. For Miller there are no purely humanitarian concerns. There are humanitarian emergencies in the context of regional
or wider strategic contexts. The world ignores gargantuan catastrophes in some areas because nobody cares about certain
regions or countries. The Congo was cited as an example of a conflict that has not received sufficient international attention, although the point was disputed by other participants who pointed out that the DRC has today the highest number of
UN peacekeepers deployed on the ground in any country.
There seemed to be a consensus in the room that the Libya intervention saw NATO going beyond its original mandate,
extending it from the protection of civilians to regime change. That action had now made the UN Security Council
reluctant to authorize the use of force in Syria. One participant emphatically pointed out, however, that it is precisely
because NATO intervened in Libya that Bashar al-Assad is now being much more careful with what he does to his own
people during the present uprising.
Latin America entered the discussion through the exposition of one of the participants. Latin American economies have
grown 2.5 times faster than European economies. They have made it through the current economic crisis better than the
United States and the European Union. The view of China from these countries and their business communities is “hallelujah!” China has raised worldwide commodity prices, and this has, in turn, fueled growth across Latin America. Europe’s
influence in Latin American, both economic and political, is clearly declining. However, and overall, the political and
economic situation in Latin America is as good as the participant could remember.
Very little was said about the European Union by the panel or the discussants. A question was however posed to the panel
regarding Turkish EU accession. It was addressed by de Montbrial who said that the EU was now struggling for its life and
that enlargement was not on anyone’s agenda.
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KEYNOTE
“The Future of the European Union and the Euro: Towards a Two-Tier System?”
Chair: Beth A. Simmons, Director, Weatherhead Center for International Affairs, Clarence Dillon Professor of International
Affairs, Department of Government, Harvard University
Simmons presented the speaker of the night by remembering that she, Shirley Williams, had attended Talloires since 1989
and had over the years shared with the gathering her views on America and its foreign policy, British politics, economic issues,
security issues, and many other matters. Williams was introduced as the co-founder of the Liberal Democrats in Great Britain
and a member of the House of Lords since 1993, where she was spokesperson on Foreign and Commonwealth Affairs from 1998
to 2001, and Leader of her party in that House from 2001 to 2004. From 1964 to 1979 Williams was a Member of Parliament
and then again from 1981 to 1983. For five years she was a member of the Cabinet as well. She was adviser to the former prime
minister, the Right Honorable Gordon Brown, on issues of nuclear proliferation, and until recently she was a member of the
International Commission on Nuclear Proliferation and Disarmament, as well as co-president of Chatham House from 2002 to
2006. Simmons introduced her as public service professor of elective politics emerita at the Harvard Kennedy School.
Shirley Williams, United Kingdom House of Lords; Co-Founder, Liberal Democrats; Public Service Professor of Electoral
Politics, Emerita, Harvard Kennedy School
Williams began her intervention by sharing a story that to some extent reflects the dramatic situation Europe is going
through. The story goes as follows: There was an argument between three people representing three professions and their
roles in the beginning of the world. The lawyer said that he was first because he brought order out of chaos. The doctor said
that he was first because he brought Eve out of Adam’s rib. Finally the politician spoke and said: “But who do you think
brought the original chaos?”
Williams then pointed out that in order to address the current problems it is important to have a certain historical perspective. She then remembered that in 1951, like many boys and girls in school across Europe, she witnessed an inspirational
moment: the emergence of a consensus that said that if the tragic pattern of European civil wars from 1913 to 1946 were
not to be repeated, a deep political solution had to be found. Politicians at the time understood for the first time that there
had to be a political and not a military solution to the problems that confronted them. It is indeed interesting to look back
and mention that the architects of the European Coal and Steel Community were, all three of them, men who had been
born in border areas and who had knowledge of a country different from the one of which they happened to be a citizen,
Williams said. They were as well very much aware that coal and steel were the raw materials of war, and therefore if you
have a common market limited to those products you were in fact controlling the ingredients of war. By 1957 the European
Community (EC) had established itself through the very brave step of the Rome Treaty. The Rome Treaty looked beyond
economics and produced a social as well as an economic and political vision for Europe. Williams remembered here the famous phrase in the Old Testament: “Without a vision, people perish.” And what was striking about the vision of those early
years of the European project is that it inspired a very large number of Europeans, she added. It was perhaps important
that Germany was at the time West Germany, that the influences upon it were those of the Rhineland, and that it was much
easier for Germany to come to terms with France than if Germany at that point had been united.
The Rome Treaty began to set up the concept of a European society, but with the notable exceptions of the Scandinavians,
the United Kingdom, and other countries that were still totally devoted to more nationalistic views of where their destiny
led. The British Civil Service famously told the then prime minister that the EC would never work. In 1946 Winston Churchill
had made a great speech in which he said that it was crucial that Europe be united—and then said, sotto voce, “but do not
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include us in such a ludicrous enterprise.” By the 1970s the success of the Common Market was exemplified by the fact
that many of the countries that had remained out decided to join it. Those countries were, significantly, the UK, Sweden,
and Ireland, the remaining great democracies of Western Europe. Each of those countries had a very personalized accession package. In the case of the British it was very economic. In the case of Sweden it was dressed up in the importance of
democracy and human rights. And in the case of Ireland it was dressed up in the long tradition going all the way back to
the early saints of Ireland’s connection to the continent of Europe. But all three joined in 1973, in the case of the UK with
a referendum which was won by a three-to-two margin, an issue the anti-Europeans have done their very best to forget,
Williams added.
We then move on to the point when the former great dictatorships of Europe, one after the other, applied to join the European common market: Spain, Portugal, and Greece, Williams said. All of them saw joining the EU as a passport to their new
commitment towards democracy. The politicians of the Common Market understood at the time something that has never
been understood about the euro zone or the Common Currency: the absolute importance of laying down conditioned membership. Conditioned membership for the European dictatorships was their acceptance of the end of those dictatorships,
of democracy, of elections, of unrigged elections, of universal suffrage, and of the right of people, with the human rights
tradition behind them, to express themselves freely. Williams emphasized that it is important to remember that Portugal,
Spain, and Greece, moved dramatically towards becoming democratic states in the late 1970s.
We then need to move to the fall of the Soviet Union in 1991 and the sudden decision of a whole group of Central and
Eastern European countries, almost en bloc, to join the European Union, Williams noted. These states saw democracy and
human rights as part of the tradition of the European Common Market and then of the European Union. Williams said that
what is important to note is that the European Union understood, although it was overwhelmed by the number of countries
seeking membership, that it had to be a conditional membership. The Copenhagen criteria, laid down by the European
Council in 1993, made it very clear what was required of countries seeking to join the EU. It listed, not at great length, like
in the early days of the American Constitution, about ten criteria that had to be met before membership was accepted. Two
countries were left in a transitional state: Bulgaria and Romania, primarily because nobody could swear their courts were
truly independent. The key, however, was that a transitional period was set up prior to EU accession. Williams herself was
very involved in that transitional period and set up something called “Project Liberty” with other Harvard faculty members.
The project was established to go out and talk to the countries of Eastern Europe about, for example, the importance of civil
servants having to answer to the people and not to the party. Williams recalled being struck by the willingness of countries
like Poland and the Czech Republic and Slovakia to retrain their civil servants and redesign their institutions.
Much later, when Europe moved towards the single currency, after two badly failed experiments, the situation changed. The
two badly failed experiments were the European Exchange Mechanism and the previous attempt called “the snake,” which
was a system where a limited amount of currency fluctuation would be allowed. Neither was very successful, Williams
said. However, when setting up the single market its architects had come to the conclusion that it would only work if you
had limited currency movements. In their attempt to address this problem the Western European countries, in Williams’
view, gave the ship away. They never laid down strict conditions for membership of the single currency system, they never
insisted that certain criteria had to be met—including clear fiscal rules, clear taxation systems, and clear requirements that
those systems were being held to the highest standards of fiscal and financial behavior—and there was a huge element of
believing in promises that were never fulfilled…and a huge component of romanticism. Giscard d’Estaing thought it was
inconceivable to exclude Greece because it was “the cradle of civilization and of democracy.” Williams noted that you cannot set up an effective financial system if you allow your judgment to be so romanticized.
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The system that then became the core of the euro zone had within it a deep division of cultures. It is that division that has
destroyed the confidence and stability of the euro zone. It is a system that has married together a Northern Europe that is
determined to abide by difficult and stark financial requirements—like those that say all people should declare their returns
and revenues, that all people should pay taxes, that all people should live within cautious and strong banking regulations—
with another part of Europe that never had a culture of that kind. Williams made the point that, without sounding moralistic, those cultures are very different from one another, and they do not live well together. This has led to a lot of distrust
building up in the euro zone. Such a construction, which was a good idea as it took Europe to its next level of integration,
cannot work unless its underlying problems are addressed. A strong fiscal union might do precisely just that.
Williams was, however, concerned that what has happened in Europe is the re-creation of a stereotype of a bullying Northern Europe that goes around being arrogant about its moral achievements and an unsuccessful, tricky, and essentially
evasive southern Europe, where nobody that is really rich pays any taxes.
What does all of the above mean in terms of where we go now? There are some short-term measures like a more powerful intervention by the European Central Bank that could be of value. Williams pointed out that the ECB has been buying
some sovereign debt in the secondary markets, but in a limited manner because its mandate is “ludicrously” only centered
on controlling inflation and not promoting growth. So, unlike the Federal Reserve in the United States, the ECB is very
constrained in its actions, which makes it a weaker actor regarding issues related to recession. The second solution that
has been suggested is some form of “mutualization” of debt. For Williams, such a proposal would be very hard for German
electors to accept, no matter how many conditions are imposed on the highly indebted countries of Europe. Whatever the
solution is, it seems clear that there will need to be some sharing of the burden within the euro zone between bondholders
and those in charge of meeting the debt. You cannot lay all the debt on tax payers and let off the bondholders completely,
but that is a difficult argument to get across, Williams said.
The politics of all this also needs to be addressed, Williams noted. It is almost impossible for Germany to insist that its
people carry an even further and lasting burden of determination to repay the debt that is out there; this would only be
possible if there were limits to that responsibility. One should, therefore, mutualize the debt, but within very strict constraints of what the debt is defined as being. On top of that there need to be very strong commitments from Italy and Spain
regarding the repaying of that debt over a period of time.
So, where do we go from here? For Williams, fiscal union in Europe is “inescapable.” The euro zone cannot survive without
a fiscal union, and that will need to involve the reconstruction of the whole of the fiscal structures of member states. That
is going to be a long-term business, Williams said. You cannot persuade Greece or Italy to embark upon a major structural
reform unless you condition their membership of the euro zone to those reforms. For Williams this conditionality would
“retrospectively recreate where we came from.”
In political terms it is high time that we accept that you cannot reform taxation at the European level and yet have no
representation. The United States started from that principle: “No taxation without representation.” In a democratic
structure you simply cannot determine taxation or tax structure without any reference to those who represent the
people. In terms of the EU this means looking very closely to our present political structures, which are deeply flawed.
The phrase “democratic deficit” is appropriately applied not at a national level but at a European level. The European
Parliament must begin to create a structure of committees overseeing the way budgets are drawn up, including the
power to call people and papers, including national governments, before them. Without that we will see European
bureaucrats determining taxation, and this will be profoundly resented by national governments and national electors,
finally destroying the European Union itself, Williams concluded.
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Williams then discussed briefly the political situation in the UK and its relations with the EU. For her, the UK has always
been quite brilliant at being semi-detached from Europe. It does not want to be part of it, but it does not want to be
excluded from it. Typically, in the last few weeks the UK has adopted a semi-detached position. Williams held up the
example a bill that had just been presented before parliament called “The European Union (Approval of Treaty Amendment Decision) Bill.” The bill essentially says two things: The first is that the euro zone troubles have nothing to do with
the UK. The second is that the UK congratulates euro zone members for their efforts in saving their currency. So the UK has
simply washed its hands, and what is interesting is that it has managed to get away with it, Williams noted. The markets
have bought into a much lower level of interest for UK sovereign debt than that of many euro zone members. The reason
had nothing to do with macroeconomics but with the fact that the UK seemed to have appointed a strong government to
manage its affairs. So while Angela Merkel was running Berlusconi out of Italy, while the Spanish were trying to find a solid
base, somehow the Liberal-Conservative government in the UK convinced the markets that this was a strong bet. What this
tells us, in Williams’ view, is that markets, in times of panic, are prepared to buy into political stability.
The UK government today is composed of a coalition government with a Liberal Democrat junior partner, which has always
been committed to the European idea, and a Conservative Party that is split in three ways but that has a strongly anti-European minority. The desire of that minority is to have an in-or-out referendum as soon as possible, which would, they hope,
take the UK out of the EU. However, the Labor Party is, for the most part, in favor of EU membership, so a referendum would
be a close run. There is no certainty about which way it would go.
Williams added that she does not think the euro zone will disappear. It is possible that Greece will go, and there will be an attempt
to consolidate Portugal, Italy, and Spain in order to stop the contagion there. Once this is done we might see the development of a
two-tier euro zone. The second tier would be able to find its way back into full euro zone membership if it accepts its rules.
For the EU as a whole this means it can no longer be the beacon it once was, Williams concluded. It has to go back to the
drawing board, look again at conditional membership, and look again at the way it can generate fiscal union with a genuine
democratic oversight. This means that we will probably see a core within Europe, composed of a new and tougher euro
zone, and around it there will be a fringe of countries including the UK and Sweden, which will not be part of the common
currency for the foreseeable future.

Discussion
The discussion began with a point made regarding the fact that markets distinguish between financial engineering
responses to the crisis like debt forgiveness, debt restructuring, long-term refinancing operations, and more long-term
supply-side policies. Italy’s industrial production today, for example, is below where it stood in the year 2000. Europe has
a short-term financial crisis and a longer-term growth crisis. So how should longer-term, supply-side, political economy
issues and, in particular, labor market rigidity, be addressed?
Williams responded to this by pointing out that Europe was not a Washington Consensus continent. Its appeal to people
is in there being some kind of social structure, including resistance to extreme inequality. That is not necessarily the case
in the United States. There are characteristics of a longer-term development of Europe that key countries like Germany
and France will fight for, like a labor-market reform that does not endanger social protection. So Europe-wide agreement
on these issues will take time, and reform might reduce some social rights, but these will not be abolished. So, Williams
believes we are not going to see the coming of a free-market Washington Consensus in Europe, in large part because many
would view this as a betrayal of why they agreed to sign on in the first place.
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A participant pointed out that markets were asking for fast solutions in Europe but that states will necessarily take a
long time to address those problems. On the issue of a banking union, for example, markets are demanding a swift move
forward, but van Rompuy said recently that the next European Council “might make some decisions” in that regard. A few
things that can be done should be done to calm the markets as soon as possible. Some examples are an increase in ESFS
financial capacity or some move towards Eurobonds. What is clear is that the markets are demanding some sort of response
from politicians and that such a response is not being delivered.
The issue of Greece also came up in the discussion. A participant spoke of the dilemma the Greeks are going to face in
the upcoming elections. They will have to vote for the establishment that got them into trouble in the first place or face
abandoning the euro. There is also the issue of having national ownership of EU policies, which is fundamental for such
policies to be sustainable. It is therefore important to show the Greeks and others that Europe will not hurt their democracy. Many of the people in Greece that are considering voting for Syriza, the radical left, are doing so as a protest against
the perceived imposition of measures from the EU and Germany.
A participant pointed out that the UK’s situation of being half-in half-out does not seem sustainable. Williams responded
by saying that that had been UK policy from as far back as 1951. She then remembered when Jacques Delors, in an attempt to further European integration, had presented Margaret Thatcher with three options: integration in foreign policy,
integration in defense policy, or the development of a single market. Thatcher quickly said that she was only interested
in the third. So, having a half-in half-out position seems perfectly possible internationally. The dangers lie domestically.
The people who want to get out begin to have louder and louder voices and give point to the fact that there are limits to UK
membership—and, eventually, pressure for a referendum on the matter will rise.
The point is made that, even if the euro zone collapses, the EU will still be a major re-distribution machine. Even if Greece
leaves the euro, the rest of the euro zone members will pour money into the country through various aid mechanisms.
Furthermore, the Maastricht treaty was a political agreement by two key men: Kohl and Mitterrand. They wanted to
counter-balance at the time the centrifugal forces put in motion by the collapse of the Soviet Union. Today the only two
countries that can solve the situation are Germany and France. So France will play a key role and François Hollande will be a
fundamental actor. Hollande will surely need to make a U-turn in terms of what he promised during the campaign and move
towards further European federalism.
A point is made that there is nobody in Germany who is unaware of the importance of the euro zone for the country’s
prosperity. Indeed, a strong consensus in Germany’s parliament, with participation of the Social-Democrat opposition,
has backed all the measures adopted so far to save the euro. So, stability is guaranteed in Germany. However, any solution to the crisis agreeable to Germany will have to involve three elements: internal reform in the countries that need it, a
willingness to go along with the German idea that fiscal union is required, and further steps to increase the contribution of
surplus countries to the various bailout mechanisms. Germany, however, has never led after the Second World War, and it
is therefore reluctant to do so now. However, the willingness of the two leading countries, Germany and France, to save the
euro is so strong that the project is bound to survive.

22

SESSION II, PART ONE
Foundations of Change: Comparing the United States and Europe
Chair: Jorge I. Domínguez, Antonio Madero Professor for the Study of Mexico, Department of Government, Vice Provost for
International Affairs, Senior Advisor for International Studies of the Dean of the Faculty of Arts and Sciences, Chairman,
Harvard Academy for International and Area Studies, Harvard University
Jeffry Frieden, Stanfield Professor of International Peace, Department of Government, Harvard University
Frieden framed his contribution by indicating that he believes we are in the midst of the most serious economic crisis
since the 1930s. This downturn has been the deepest and longest since the Great Depression, he said. But perhaps what
is more worrisome is that the recovery is proving to be extraordinarily slow. This is true both in the United States and in
Europe, where some countries have even fallen into a second recession. Taking all of this into account it is now clear that
this is not your typical cyclical recession. If it were, and taking figures for the average recession since the 1930s, US GDP
should be between 15 percent to 20 percent higher than at the outset of the crisis, and yet it is barely back to where it was
when the crisis began. Again, if it were the average recession since the 1930s, employment would have recovered to its
pre-recession levels within six months of the end of the recession. Three years have passed since the United States left the
recession, and the most optimistic projection is that it will take another two years for employment to reach 2007 levels.
This has been, in fact, a series of debt crises, Frieden noted. In the United States and in Europe we have seen a series of
debt-financed expansions of consumption, with particularities varying from country to country. In the United States the
process began with the shift in the Federal Government’s financial position after the tax cuts of 2010 and 2003, from a
surplus of close to $250 billion to a deficit of $400 billion. The vast majority of that deficit was financed by borrowing from
abroad. First, there was a big shift in borrowing by the Federal government, followed by a very large-scale expansion in
borrowing by the American household sector to finance current purchases like student loans or credit card debt and, most
particularly, housing debt. In Europe it worked a little bit differently. An expansion in borrowing by the peripheral member
states of the euro zone took place. A series of debt-financed consumption expansions were financed by capital flows from
the high-savings Northern European economies to the rapidly growing economies of the European periphery.
In the instances indicated above, as trillions of dollars flowed into the borrowing countries, what followed was to be expected. As capital flows into a country it has to be spent on something, and this is normally hard goods including imports.
In the United States, for example, imports went from $1.3 trillion to $2.4 trillion, and the trade deficit was doubled in the
space of three years. A large part of the spending also went to non-tradable goods and services like haircuts, restaurant food, education, health care, and, perhaps most importantly, housing. Housing is the single most important item in
the consumption basket of the average household in the United States and Western Europe. One third of all household
spending in the United States goes to shelter. Therefore, as capital became available and households borrowed it, much
of the spending went into the housing sector. Because housing cannot be imported, as demand went up prices went up.
Not surprisingly, a big uptick in the prices of non-tradables, particularly in housing, was observed in all of the borrowing
countries. So to summarize, Frieden indicated that behind the current economic crisis he sees a clear pattern: first, a debtfinanced expansion of consumption, which then became a boom, which then became a bubble, which then burst. He also
observed that this is in most respects very similar to other debt-financed consumption booms and busts that have been
observed in places like Mexico or Thailand or Brazil or Russia or Argentina in the past fifty years, or in places like Germany
or the United States itself in the past 150 years.
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The crisis is, however, part of a broader global process that has characterized the past decade, Frieden said. That process
has divided the world into one large group of countries whose economic growth depended on borrowing from the rest of
the world to finance consumption. That group would include the United States, the United Kingdom, and the peripheral
European countries, including countries of Central and Eastern Europe. And then there is another large group of countries
whose economic growth depended on exports to the big consuming countries. This group would include most of East Asia,
China and Japan most notably, and, within Europe, Germany which has for the last decade been one of the big three surplus
countries in the world. All of the borrowing countries experienced very similar patterns of relative price movements, and
of booms and bubbles in the housing markets. Fluctuations in the price of housing were, on the other hand, minimal in
surplus countries like Japan and Germany, pointing to the fact that the booms and busts in deficit countries were a function
of the capital inflows and debt driven consumption.
Frieden noted here that borrowing in itself is not a bad thing. Firms and countries borrow all the time for good reasons.
However, and in line with what the Western world has been telling developing countries for the past decades, if you are
going to borrow you should make sure that the borrowing goes to productive purposes and not consumption, Frieden said.
The aftermath of this cycle has also differed from what one would expect from a typical recession, for both economic and
political reasons. Debt crises are clearly different from cyclical recessions. They are different economically because they leave
the societies in question with a debt overhang, meaning that both creditors and debtors are stuck with debts, many of which
are bad, and many of the rest of which may be bad. From the creditors’ standpoint, whether in the United States or in Europe,
there are trillions of dollars of debt on the books, large parts of which will not be serviced as contracted. Given that creditors
have no choice but to try to recompose their portfolios, they are now unwilling or unable to make new loans to risky borrowers.
On the debtors side you find substantial debt that was contracted on expectations based on earnings and asset-appreciation
that is no longer taking place. In some cases assets have depreciated substantially, like in the United States where the median
household has seen the value of its assets decline by 40 percent since 2007. So, debtors find themselves constrained in their
consumption, in their efforts to save, and, overall, in behaving in ways that might rekindle economic activity.
Politically, Frieden indicated, debt crises always end up in massive political conflict. The conflict is centered on who will
bear the burden of adjustment. Debt crises raise the question of how the problems that have accumulated in the upward
swing of the capital flow cycle will be dealt with in its downward swing. There are typically two dimensions of this conflict. The first is amongst countries, particularly regarding foreign debt: Will it be the creditor or the debtor countries that
take the hit? We see this very clearly in Europe today where one of the dimensions of the conflict is the struggle between
Northern European creditor countries and peripheral European debtor countries regarding who will bear the burden of
adjustment. This dynamic has not been seen so clearly regarding the United States, in part because of the unique position
of the United States in the international financial and monetary system, but it is Frieden’s assessment that we will see the
emergence of tension between the United States and its major creditors in the near future.
The second dimension of this conflict is within countries. Both in the creditor and debtor countries there is a question of who
within them will be asked to make the major sacrifices. In Greece, in Spain, and in Ireland the question is if it will be the taxpayers,
government employees, the private sector, savers, or retirees who will take the hit. These issues will also emerge in the creditor
countries. In Germany, for example, the issue is whether the inevitable cost of the crisis will be borne by the taxpayer, the financial
system, or other groups. There is, overall, a powerful incentive to settle and for a quick and clear resolution of the debt crisis, even
if it involves the writing down of debts. But there will inevitably be massive conflicts over the terms of that settlement.
Frieden is struck, however, by how polarized and gridlocked the discussion has been in the United States. To understand
some of the reasons for that you have to go back a few years and talk about the basic social reality in the United States of
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the past thirty-five to forty years as the backdrop on which the current crisis has developed, Frieden argued. That reality
is that income distribution has deteriorated more or less continually, with some pauses, since the early 1970s. That trend
in income distribution in the United States and its political implications has been exacerbated by the events of the last
ten years. Of course, there was an economic expansion between 2002 and 2007, but even that expansion had very unequal
effects across the various income levels. Two thirds of the income growth of that period went to the top one percent of the
population (i.e. households earning more than $400,000 a year). The income of that top one percent rose by more than
sixty percent between 2002 and 2007. The bottom ninety-nine percent saw their incomes rise in those seven years by six
percent, and that was wiped out during the recession that ensued. So there was clearly a great unevenness in the run-up to
the crisis. However, there has been even more unevenness since the crisis erupted. At its worst point, national unemployment in the United States was about 9.9 percent. If you divide the American labor force into thirds in terms of earnings you
find that the bottom third, meaning households earning less than $45,000 a year, which includes about 100 million people
(if you take into account workers and their dependents) suffered an unemployment rate of eighteen percent. If you add to
that figure the people that would like to work full time but can only find part-time jobs (i.e. involuntary part-time workers), as well as people who have been looking for a job for more than two years and have therefore dropped out of the labor
force (i.e. discouraged workers), you reach a figure of unemployed and under-employed of thirty-eight percent. These are
Great Depression levels for the bottom third of the labor force. On the other hand, the unemployment rate of the top third
of the labor force, composed of households earning more than $85,000 a year, was about four percent. And the unemployment plus under-employment rate was a little under eight percent.
Given the above, it is easy to understand why there might be within the United States very different views towards what the
government can do to resolve the crisis: Why, for example, some will say the government should do more, and why others
will say the government needs to do less. Those in the upper income brackets understand that government intervention
means higher taxes for them, given that they are, after all, the principal taxpayers. This helps to explain why there has
been so much resistance to some of the stimulative policies that have been suggested in the United States. The top third
has not been in much of a crisis, maybe facing a few more difficulties than usual, but nowhere near the conditions being
experienced by the bottom third, Frieden said.
To conclude his talk, Frieden reiterated that he sees ahead of us universal strife over the distribution of the cost of the
crisis both in the United States and in Europe. The longer the resolution of the crisis is prolonged, the worse it will be. The
longer the uncertainty regarding the value of the assets debtors hold, and the longer the uncertainty regarding the rights
of creditors, the deeper the downturn will be. The crisis itself will not be resolved until the debt problems are resolved. This
is a typical debt crisis in everything but its scale. The two largest economies in the world are affected, and this is unique in
economic history. It was, of course, to be expected that having the world’s major economies affected by a debt crisis would
have a devastating effect on the world’s economy. That effect is now being magnified by a prolonged period of political
strife and deadlock both within countries and across countries.
Jacques Mistral, Pierre Keller Visiting Professor of Public Policy, Harvard Kennedy School; Head of Economic Studies,
Institut français des relations internationales, Paris
Mistral indicated that he would follow a similar line to Jeffry Frieden’s but would also try to inject some much needed
positive notes about the euro. He then began by saying that day after day for the past two years we have been exposed to
the idea that the euro was a bad idea and that it will not last. A cartoon from the Economist portraying the euro as a sinking
Titanic and the few survivors swimming towards a smaller but safer boat representing the pound sterling was, in Mistral’s
view, one of many utterly mistaken characterizations of the common currency’s situation. (See Figure 1 below.) The truth,
in his opinion, is that the euro is not behaving like a collapsing currency, and proof of that is its latest behavior regarding
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the dollar. (See Figure 2 below.) We know what a weak euro looks like, Mistral said. We only need to look back at its early
days when it started floating at $1.19, and for two years it lost value, reaching a low point of $0.85. The fact of the matter
is that the exchange market, which moves more than $4 trillion per day has supported the euro consistently. For two years
there has been a vast class of investors that has found the euro sufficiently safe as to keep its exchange rate with the dollar
at a somewhat stable level. This deserves an explanation, and it is a different story from that portrayed in The Economist.
Figure 2: EUR/USD Exchange Rate

Source: http://www.tradingeconomics.com/euro-area/currency, OTC Interbank.
For Mistral, an exchange rate is a two-sided figure. When the exchange rate is stable it gives you information about the two
currencies involved. The stability of the euro, therefore, is proof of the attractiveness of the currency as compared to the
dollar. Or, to put it differently, the dollar has been considered during this period with an equal suspicion to that of the euro.
The euro was, however, not created to be a competitor to the dollar. The introduction of the euro has meant the emergence
of a junior partner to the dollar. “Junior” because it is smaller in terms of share of world currency to the dollar, which
still represents between sixty and seventy percent of the world’s currency—but a junior partner, and, to some extent, an
alternative. Mistral believes that the fact that the euro-dollar exchange rate has remained so stable is proof that the world
wants the euro to remain a junior alternative to the dollar. It is of interest to point here that one of the main supporters of
the euro during this crisis has been none other than China.
The first conclusion to which this leads us is that both continents are facing huge financial problems. But in the eyes of
the world both are being managed with similar success. People point to the failed European Councils of 2011 as reasons
behind the deepening of the euro zone crisis. But it is important to remember various episodes in the United States that
also aggravated the crisis there. Examples of these include the countdown to the shutdown of the US Federal government
last May, and the possibility considered by Congress of letting the United States default on its debts. In Washington these
events were considered part of the ordinary political struggle. Outsiders, however, had a hard time understanding some of
these issues, and one can only imagine, Mistral said, how difficult it must have been for the Chinese ambassador in DC to
report back to Beijing regarding the possible shut down of the Federal government. This is all to say that the United States
and Europe shared similar difficulties, both in financial and political terms.
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Mistral agreed with Frieden that the resolution of the current crisis will involve a large degree of burden-sharing. However,
in this regard there are big differences between the United States and Europe, differences that go beyond the sheer size
of the crisis or the institutional architecture in place to deal with them. Indeed, America is deeply divided about its future.
How will the United States look in ten years’ time? Will it continue down the path of the New Deal and the Great Society and
be a renewed beacon of embedded capitalism? Or will it return to the golden age of pre-FDR free-market capitalism? These
are diverging attitudes that can be seen in the debates in the United States about the size, the role, and the responsibilities of the Federal government, Mistral said. The options are so different that it will be difficult to compromise for people
with diverging views. By comparison, the euro zone has, for Mistral, a much more common vision. The common vision is the
same as it always has been: peace and prosperity based on the common market and under a common currency. This vision
is shared by everyone in continental Europe, and this includes Ireland, which has recently chosen to request aid from the
euro zone and not from other parties like the United Kingdom or the United States, and to approve in a referendum the
Fiscal Compact in order to stay in the euro. There is in Europe, as well, a large consensus about a social market economy.
Debates in Europe are therefore not about the socio-economicmodel but about the necessary institutional arrangements to
solve the current financial crisis.
Furthermore, if you compare European Summits with how the United States has managed its economy it has done quite
well. It is too simple to paint differences in the euro zone between northern creditors and southern debtors or between
seriousness in the core and lack of it in the periphery, or between Germany austerity and the Keynesian profligacy of
almost everybody else. The phrase “The Germans will pay,” which sounds better in French: “L’Allemagne payera,” is
therefore a bit of a caricature, Mistral noted. But the reality is not composed only of these caricatures, and the attitude
of the currency markets has proven this.
Mistral concluded addressing the future of the euro zone. There are a lot of ideas on the table, he said. Many of them will
never work. The ECB will not buy sovereign debt directly. The mutualization of future debt will not work; the creditors will
not accept it. Mistral believes that the mutualization of past sovereign debt might work. Such a measure will be a necessity
in light of growing pressure by the markets. Tools created over the past few years will not be sufficient, and the need to
take a bigger step will be clear. Out of all the options, the most acceptable for Germany is to mutualize past debt. Furthermore, such a measure would allow all euro zone members to pay similar prices on their debt, it would be well received by
financial markets which will be very receptive to a pool of European bonds, and it would be an acceptable step in exchange
of imposing tight controls on future economic policy across the euro zone. This is essentially a German proposal: a redemption pact proposed last summer by the Wise Men advising the German government. It should therefore be expected
that the solution to this crisis will involve economic incentives with the pooling of political power. This will reinforce the
long-running process in Europe of a community of states on the path to federalism, Mistral concluded.
Richard Cooper, Maurits C. Boas Professor of International Economics, Department of Economics, Harvard University
Cooper began by saying that he would take three items that were listed in the original agenda for the panel: de-industrialization and innovation, the role of the dollar in the world economy, and the impact of the financial sector and approaches to regulation. The time horizon will be one to two decades, putting all analysis past the current financial problems. Cooper assumed
in his talk that those problems will have been resolved in a few years. Furthermore, Cooper decided to talk mainly about the
United States and leave for the discussion the possibility of exploring whether some of his remarks are applicable to Europe.
Cooper then remembered that he had in 1992 suggested that the Europeans would be wise in going ahead with the common
currency to mutualise all of the pre-existing sovereign debt. His model at the time was Alexander Hamilton, who in one of
the very shrewd moves in American history pushed the new and still untested Federal government to assume the States’
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debts. That laid the basis for the American capital market. But such a move was not seriously discussed by the architects
of the euro. The overall attitude in Europe at the time was that such a system would imply that the Germans paid the bill of
the Italians. It could have been arranged, however, so that each member state assumed the burden of its debt within the
common system, with only the obligation for guaranteeing principal being a common one. It has taken them a long time to
open that debate, and this reminded Cooper of Ben Gurion’s famous quote: “Democracies always make the right decision
once they have exhausted all the other options.”
The subject of de-industrialization was then addressed, with Cooper indicating right at the beginning that “The United
States is, quite simply, not de-industrializing.” It is indeed hard to understand why this got into the discourse unless you
equate de-industrializing with the decline of the manufacturing labor force, he added. But if one does that then the entire
world is de-industrializing, with the possible exception of Bangladesh and a few others. China, the workshop of the world,
is de-industrializing in that sense. The manufacturing labor force is falling in Germany, in Japan, in Great Britain, and in
the United States. The fact that those two concepts are equated is therefore a confusion of the English language, because if
you leave aside the effects of the recession, which has affected output, and look at longer trends, you will find that industrial output in the United States has gone up and up over the years.
Cooper believes that what is happening to manufacturing is what happened to agriculture. The United States today produces an agricultural surplus, which is exported to the rest of the world, with only 1.5 percent of the labor force. What has
happened in agriculture is that productivity has gone up, output has gone up, and employment has gone down, Cooper
said. Manufacturing is going through the same pattern that agriculture went through decades ago. US manufacturing employment reached its peak in 1979, he added. Of course, employment is a concern to labor union leaders and to politicians,
but it is not the same as de-industrialization.
On innovation Cooper indicated that the innovation pipeline in the United States is full for the next two decades. There is
no slacking in innovation. There is a new focus: biotechnology and nanotechnology (which is material science). Cooper’s
assessment is that our grandchildren will be amazed that we lived in such a primitive world, just as we look back on 1948 as
primitive times. A lot of the advance of the following years will be in medical science, he predicted.
On the role of the dollar, Cooper’s view is that it will continue to be the pre-eminent currency of the world for the next
twenty years. This will be the case not because the dollar is great but because there is no feasible alternative. The euro will
continue to play a growing role in the international economy. The political commitment behind the survival of the euro is
massive. Turkey and Poland have been dollarized economies but will switch to euros in the near future. The dollar will still
play a pivotal role for technical reasons: the market for US government securities is huge, highly liquid, and it is easy to
move in and out. The euro market on the other hand is fragmented; a euro in Germany is different from one in Greece, for
example. People talk about the RMB becoming an international currency, but the Chinese will face a very serious decision
point in about three or four years regarding how to fulfill their desire to make Shanghai a world financial center by 2020:
Will it be a dollar-centered financial center like London? If Shanghai is to be an RMB financial center, the convertibility of
the RMB will need to be allowed from at least 2018, and that would be a threat to the Chinese banking system and to Communist Party dominance, Cooper said. This means that there are deep political issues involved in making the RMB a serious
international currency that are likely to delay the process significantly.
Regarding the financial sector and regulation, Cooper wanted to step back from the current regulatory processes and take
a longer-term view. In this regard he pointed out that the financial system is intrinsically unstable. The United States has
had a financial crisis, roughly once a decade, since the 1830s, he noted. In the 1850s the United States experimented with
unregulated banking, and it was an abysmal failure. Society needs to establish a class of financial institutions that are reli28

able and that financially unsophisticated people can use, and they need to be regulated. Once you have established basic
regulation around the class of financial institutions, arbitrage possibilities around the regulations emerge. By constraining
the actions of banks you create money-making opportunities by getting around the regulations with the help of lawyers
and financial engineering. These financial innovations create new arrangements, mutual funds being an example from
forty years ago, and structured investment vehicles being a more recent case. Initially these can be ignored because they
are fringe activities, but they grow over time, leading regulated institutions to complain about the unfair competition from
unregulated actors. The result has normally been the overall relaxation of regulation. From time to time regulators will
understand this and come in to regulate the market. But in a democracy such a move takes great political courage, Cooper
said. Usually there is a period of euphoria while this arbitrage is going on and for the Central Bank to say that things are
going too well and they need to be stopped is almost unimaginable. In the US housing market for example, the central bank
could have made it mandatory to have a twenty percent down payment before a mortgage could be granted by member banks.
The central bank had the legal authority to do that and should have done it substantively in 2003 and 2004. If this had been
done there would have been bipartisan outrage in the United States against the measure. Cooper therefore concluded that
“sadly, we need these crises to adapt the regulatory system to the arbitrage and other innovations that have taken place in the
financial markets since the last time the regulations were revised.” The mistake that was made this time is that the regulators
waited too long to intervene, and the financial crisis has now adversely affected the real economy, he added.
Cooper concluded his talk with a reference to the problem of falling demographics, particularly as it is manifested in
Europe. Indeed, he said, “demographic trends staying the current course in Europe is not feasible.” Staying the course is
not feasible for the United States either, and that is despite the United States being in much better shape than Europe in
that regard. Medical science is moving rapidly, increasing longevity by an amazing two years a decade for the past century.
Such an increase in longevity is quite simply fiscally unsustainable. There need to be increases in retirement ages, despite
what Hollande and other European leaders say. Cooper suggested putting such a revision into legislation and increasing
the retirement age one year for every decade so that no implicit contracts are being violated. Young people would simply
accept that they would retire when they are in their seventies. In the United States such a change would make the pension
system entirely manageable. What is in serious trouble is the medical-care system, given the pressures that it will sustain
owing to longer life expectancy. In this regard, Europe is on a path towards unsustainable medical care for the elderly.
Again, the conclusion Cooper draws is that, quite probably, we will need to have a crisis in the medical care system before a
serious discussion emerges regarding its future.

Discussion
A few participants addressed the comments made about the inability of the US government to tackle some of the big problems it faces. The point was made that it is important to remember that the institutions of the US federal government were
designed not to make decisions. The last time there was comprehensive change in the United States was during the Lyndon
Johnson presidency in the 1960s. To put it in European terms, from the 1968 national elections until today it has only been
the case for about a total of ten years that the head of the American government has had a clear majority in the legislature. The politics of the United States, and the institutions within which it takes place, make it very difficult for the federal
government to make significant and sustainable decisions. Cooper picked up this point in his answer time to indicate that,
despite such institutional deadlock, he believes there was never any chance that the United States would default on its
debt. Cooper added that if Congress had not raised the debt ceiling Obama would have been forced to do something illegal
and had some indiscretion in what to choose; he could have ignored the debt ceiling or unilaterally cut government spending in select programs to afford the servicing of the debt.
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The issue of pension-system sustainability came up repeatedly in the discussion. It is a system that is open to shocks such
as, for example, significant advances in medical care or the development of new drugs. Such shocks could de-stabilize the
system. Another participant questioned the determinism in some of the analysis regarding the demographics in Europe.
Demographics in Europe vary widely, which is an indication that it is an issue that can be affected by policy. That, in turn,
means that the right policies can help improve the situation and the overall sustainability of the system. Richard Cooper
addressed these issues in his final turn of remarks by saying that he felt confident when making such predictions because
almost all the mothers that can affect demographics in the next 20 years have already been born. This means we know what
to expect in terms of birth rates in the near future. The key factors within that twenty-year time frame will therefore be the
retirement age, female participation in the labor force, and immigration.
The issue of pension-system sustainability led to a much broader discussion regarding the difficulty democracies seem
to have when it comes to adapting to change. Indeed, various participants were concerned about the ability of democratic
systems to make proper and prompt decisions. If democracies prove incapable of the necessary dynamism to deal with issues such as pension reform, they themselves might be at risk. This seems to be in open contradiction with the innovation
we are currently witnessing in our societies, which should enable us to address challenges more effectively. Our societies
seem to be trapped in Kant’s scandal of reason: Our civilization tends to get entangled in its own contradictions and to fall
prey either to dogmas or to paralyzing doubts.
One of the participants invited everyone to imagine a world where the euro did not exist and commented on the huge
instability we would be witnessing today in the midst of the financial crisis. At the heart of the launching of the euro was
a French desire to possess a currency that would not be held hostage by the markets like the franc had in relation to the
deutschmark. Cooper addressed this issue by suggesting a counterfactual, having continued the European Monetary
System (EMS) instead of introducing the euro. In Cooper’s view, the EMS worked very well for a decade since its launch in
1979. It was a fixed exchange rate system, but European Central Banks adjusted the exchange rate on average once every
year. In 1989 adjustments stopped taking place, and in 1992 a major crisis brought down the system. However, if the EMS
had been perfected Cooper believes that it could have been an alternative to the euro.
The point was raised that one of the big differences in terms of the US and European reactions to the crisis has to do with the
speed with which the recapitalization of the banks was addressed. The United States had TARP at the very beginning of the
crisis. Europe has taken a much longer time, and is only now addressing this. Despite this, the crisis has been long also in the
United States, and it has driven the deficit to new records. Reinhart and Rogoff argue that when debt to GDP ratio gets over
about ninety percent, the median growth rate tends to fall by about 1.2 percent. If this is accurate and the US deficit is not
lowered swiftly, it might mean that America’s potential for growth is permanently lowered, a participant suggested.
Numerous questions were asked about the role of the new French president, François Hollande, and about the need
for him to moderate his campaign promises. Mistral decided to address this issue in his final remarks. For Mistral,
Hollande’s election should help calm the markets because it will probably produce a moderation of Europe’s not-sosuccessful austerity policy. Whether his election as President will affect the ability of European Councils to make
important decisions is still unclear, although it is improbable that it will have a negative impact: first of all because
Hollande has always spoken of the need to further European integration and of the importance of the Paris-Berlin relationship, and secondly because the promises made during the electoral campaign were quite limited, and most of them
very moderate. An example of this is the commitment to balance the budget by 2017. Regarding retirement, Hollande
never promised to go back to the situation prior to Sarkozy’s reforms but simply to eliminate aspects of the reform that
were unfair towards low earners. Mistral’s overall conclusion was that Hollande’s election will re-balance the GermanyFrance axis, which had been quite unbalanced during the “Merkozy” years.
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Jeff Frieden addressed various comments about the importance of determining who is responsible for the current crisis. He
pointed out that there were irresponsible lenders and debtors and that he believes that assigning blame more specifically
would slow the crisis’s resolution. It is much more important to understand the problems behind the crisis like those of
financial regulation, he said. Adjustment in the surplus countries is as complicated and politically difficult as in the debtor
countries. The Chinas and Germanys of the world have run their economies based on exports. Changing that model to one
led by domestic consumption is extremely difficult. Furthermore, any step that prolongs the crisis should be avoided.
Indeed, Frieden reiterated that as the crisis is prolonged you will get further and further polarization in the domestic
politics of the various countries affected. There is, for example, a very direct relationship between income and support for
international economic engagement. In the United States, for example, support for trade declined continually since 2003.
This decline of support has made the United States the least supportive of trade out of all the countries surveyed by Pew.
This reaction to a crisis is sometimes called the globalization backlash. The priority should therefore be to resolve the crisis
as soon as possible and not to assign blame for it.
Cooper made a final point regarding productive investment in the United States. He indicated that one needs to look into how
the national accounts are elaborated in order to understand this issue. In them, housing is counted as investment while, for
example, student loans are not. R&D is not included in the national accounts at all except when it is done by a national laboratory. R&D is, overall, treated as a business transfer, although an agreement has been reached at the OECD level to change this.
However, Cooper concluded, that the United States has inherited an accounting scheme from the 1930s, at the height of the
industrial age, that “focuses on things” and is now unsuited for a knowledge-based economy in the twenty-first century.
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SESSION II, PART TWO
Foundations of Change: Comparing the United States and Europe
Chair: Jorge I. Domínguez, Antonio Madero Professor for the Study of Mexico, Department of Government, Vice Provost for
International Affairs, Senior Advisor for International Studies of the Dean of the Faculty of Arts and Sciences, Chairman,
Harvard Academy for International and Area Studies, Harvard University
Jonas Pontusson, Professor of Comparative Politics, University of Geneva
Pontusson focused his talk on the issue of inequality and its negative social and political consequences. Income inequality
has been tied to voter turnout and political influence, to political polarization, to the decline of social capital, and to support for international trade, he said. Furthermore, as countries become more unequal, support for a more liberal economic
order and for European integration declines. Overall, Pontusson pointed out, the literature on the subject says that Europe
is different from the rest of the world and that inequality levels there are small. However, income inequality in Europe
is increasing. Although inequality levels in Europe are still more moderate than those in the United States, Pontusson
believes that they will have an impact on the current economic crisis and on the solutions we can find to tackle it. Indeed,
he pointed out, the current crisis is very different to that of the 1970s when the crisis itself was preceded by a long period
of income convergence across Europe and with strong income growth of the lowest-earning households. In that regard the
current crisis is much more similar to that of the 1930s, which followed two decades of rising income inequality and slow
income growth in middle and low income households. (See Figures 3, 4, and 5 below.) We should therefore expect a lot of
instability and political shifts before the current economic troubles are over. Key political actors in ten to twenty years’
time might be very different from the ones that are key today, for example.
Figure 3: Change in Gini Coefficients from mid-1980s to late 2000s

Source: OECD (2011),Income inequality increased in most, but not all OECD countries: Gini coefficients of income inequality, mid-1980s and late 2000s, in Divided We Stand, OECD Publishing. doi: 10.1787/9789264119536-graph2-en
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Figure 4: 90-10 Wage Ratios for Full-Time Employees
trough

2007

change since trough

annualized change

USA

3.66 (73)

4.85

32.5%

.96

UK
Denmark
Sweden
Netherlands

2.87 (77)
2.13 (80)
1.96 (80)
2.40 (83)

3.59
2.69
2.34
2.91

25.1%
26.3%
19.4%
21.3%

.84
.97
.72
.89

Finland
Switzerland
Norway
Ireland
Germany

2.29 (96)
2.41 (96)
1.94 (97)
3.27 (00)
2.98 (02)

2.55
2.69
2.23
3.78
3.35

11.4%
11.6%
14.9%
15.6%
12.4%

1.04
1.05
1.49
2.23
2.50

Belgium
France
Spain

2.33
2.91
3.28
Figure 5: Percentage Change in Gini Coefficients (Households)
disposable income

market income

UK 79–04

31%

35%

USA 79–04

23%

21%

W. Germany 81–04

22%

28%

Finland 87–04

20%

31%

Norway 79–04

19%

29%

Sweden 81–05

16%

21%

Denmark 87–04

-4%

9%

Netherlands 83–99

-18%

-22%

Pontusson addressed a point made previously by Jacques Mistral about there being a common vision of what Europe stands
for. For Pontusson that is true at the political-elite level, but it is not necessarily the case once mass politics are taken into
account. The recent referendum in Ireland regarding the Fiscal Compact should not be taken as proof that all Europeans are
committed to the EU and its policies. This is because a reduced number of Irish actually voted (participation figures stand
at around forty percent eligible voters) and only around sixty-eight percent of those supported the Compact.
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The OECD recently produced an interesting report titled Divided We Stand devoted to the topic of growing income inequality
in the world (http://www.oecd.org/document/10/0,3746,en_2649_33933_49147827_1_1_1_1,00.html). One of the report’s
findings is that, with the exception of France and Belgium, where inequality has not risen from the mid 1980’s, post-tax posttransfer inequality has risen across the OECD space. Sweden and Finland stand out as countries were this trend was particularly, and surprisingly, marked. In terms of wage inequality we see a large increase in the United States since 1973. Indeed the
early 1970s are a turning point in terms of income inequality in the United States. The United Kingdom, Denmark, Sweden, and
the Netherlands, on the other hand, experienced relatively continuous dispersion of wages since the early 1980s. Since the
mid 1990s we have, in turn, witnessed a very rapid rise in wage inequality in continental Europe.
If you look at household market income, as reported in the Luxembourg Income Study (http://www.lisdatacenter.org/),
the United States has not done so badly. European countries have compensated market income inequality through publicwelfare transfer systems. Indeed, Europe is keeping inequality at bay through public transfers and not through wage
bargaining, collective bargaining, and other labor market corrections. (See Figure 6 below.)
Figure 6: Change in Government Transfers as Percentage of Income for Households Bottom Quintile, Mid-80s to Mid-00s
Netherlands
UK
USA
Italy
Germany
Sweden
Norway
Finland

-8.5
-3.3
0.0
+1.6
+10.5
+15.2
+18.1
+21.3

Source: OECD (2011),Changes in wage, capital and other income shares for poorer and richer income segments, in Divided
We Stand, OECD Publishing. doi: 10.1787/9789264119536-table105-en
If you look at the distribution of employment and the hours worked, you see that the top quintile has kept almost identical total hours of work both in the United States and in Europe, Pontusson said. (See Figure 7 below.) The bottom quintile
in the United States, however, has added working hours in a marked manner. Low income US households have been losing
in terms of wages and have been offsetting those losses through longer hours. In Europe, on the other hand, low income
households have lost employment hours relative to high income households over the last decade. Welfare states in Europe
have bridged the gap by providing low income households with additional economic resources. This means that public
transfers are a much more significant component of the total income of low earning households than back in the 1980s.
Overall, there seems to be a “private” compensation system in the United States for declines in income (i.e., working more
hours) and a “public” compensation system in Europe (i.e, public transfers).
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Figure 7: Percentage Change in Annual Hours Worked, Mid-80s to Mid 00s

USA
UK
France
Italy
Germany
Belgium
Netherlands
Finland

bottom quintile
(annual earnings)

top quintile
(annual earnings)

+26.2
+3.2
-1.7
-8.6
-11.4
-16.9
-18.6
-21.1

-1.5
+0.3
-1.8
-4.3
+2.0
-3.0
+0.4
+0.1

Source: OECD (2011),Changes in annual hours worked and in hourly real wages by earnings quintile, mid-1980s to mid2000s, in Divided We Stand, OECD Publishing. doi: 10.1787/9789264119536-graph80-en
The top one percent of income earners has increased its share of the total income more markedly in Anglophone countries like
the United States and the United Kingdom. (See Figure 8 below.) Pontusson has plotted this trend and looked for causal relations, and the size of the financial sector seems to be very closely correlated with the accumulation of wealth by the top one
percent of earners. The financial sector generates higher incomes, plus it enables the access to credit of low income households.
Figure 8: Shares of top 1 percent incomes in total pre-tax incomes, 1990–2007 (or closest year)

Note: 2007 values refer to 2006 for Belgium, France and Switzerland; 2005 for Japan, Netherlands, New Zealand,
Portugal, Spain and the United Kingdom; 2004 for Finland; and 2000 for Germany and Ireland. Countries are ranked by
decreasing shares in the latest year.
Source: OECD (2011),The share of top incomes increased, especially in English-speaking countries: Shares of top 1%
incomes in total pre-tax incomes, 1990-2007 (or closest year), in Divided We Stand, OECD Publishing.
doi: 10.1787/9789264119536-graph14-en
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In Pontusson’s words this is “not a very pretty picture” and raises questions about how the current crisis is going to be
resolved. The effects of the crisis on income inequality, in turn, will be better known in a few years. It is know that top
income earners were hit in 2007 to 2008 when the stock market lost a lot of its value. However, those high earners have
recovered remarkably well. There are very few cases in 2011 in which the top income share has not returned to 2006–2007
levels. There is still no data on the distributive effects of unemployment since 2007, but there is reason to believe that the
current rise in unemployment will have “inegalitarian” consequences simply because numerous countries have had to cut
back unemployment benefits, which will offset the compensatory effect of the welfare state. Furthermore, austerity will
mean further inequality and political backlash.
Bruno Palier, Research Director, Center for European Studies, Sciences Po; Scientific Coordinator, European Network of
Excellence, Reconciling Work and Welfare in Europe
Palier indicated at the very beginning of his talk that he would focus on the development of the welfare states both in
Europe and the United States. He pointed out that he would refer to welfare states, in plural, because he thinks there are
many different types and classes. Palier also added that he would follow a historical perspective, dividing the world into
eras or periods and, therefore, rejecting the idea of cyclical events. For example, some panelists have spoken of the current crisis as being different but in the same event category as that of the 1930s. Palier said, however, that at that time
there was scarcely any social system in place and a very underdeveloped manufacturing industry. Since the New Deal and
until the mid 1980s there was a massive expansion of welfare states. Since about 1985 there has been a retrenchment
or recalibration of the welfare state, and this is not business as usual or an event to be understood as cyclical. For Palier
the determining factor of the current era in terms of the welfare state is that “we are all supply-siders now.” This, in turn,
means that we are now obliged to adapt our welfare state to a supply-side driven macroeconomic vision. We are, essentially, trying to adapt our welfare state to what has driven the economy since the 1980s: financial capitalism. Palier believes
this is a process that is bound to end because it does not produce economic growth for all, but that is still worth exploring.
The first point to be made, Palier noted, is that everyone seems to be a supply-sider today. This is very different to what
Nixon said in 1979 when passing his budget: “We are all Keynesians now.” Indeed, during the 1960s and 1970s all countries
had become Keynesian, and this led to the building of welfare states. This had a positive economic effect, which was to
support demand, avoid deflation and recession and, ultimately, create employment. However, this type of welfare state
was linked to a very specific type of capitalism based on a large manufacturing industry with a large labor force and with
mass consumption. For Palier, nowadays, even if industrial output is high, the creation of wealth from manufacturing is not
as high as in the 1950s, nor is the creation of employment.
The welfare state was then accused of not being economically sound any more. This was first done by a group of scholars
known as the “Chicago boys,” and quickly reached government circles, most significantly in the United Kingdom with Margaret Thatcher. There were many who questioned the welfare state’s ability to generate growth because it was too expensive, prevented creativity, hindered the development of companies that would otherwise be hiring workers, made people
lazy, and prevented resources from being directed to more efficient actors like bankers, financial advisers, or insurers. This
last argument is where the link between the decline of the welfare state and the rise of financial capitalism lies: in the idea
that financial markets would manage resources more efficiently and create more wealth overall than the state.
Over the last thirty years almost all countries have slowly walked the path of cutting back on the welfare state. Think of
Reagan and Thatcher rising to power on promises of a smaller state, or of pension reform—for example, the 401K model in
the United States or the Private Pension Plans in the United Kingdom—or the introduction of market mechanisms into the
health care system. These reforms tended to be complicated to complete because the welfare state was sticky and hard
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to dispose of, but they still took place. Reforms were not limited to a reduced number of European countries. The Nordic
countries, for example, followed a similar path. In the 1970s and 1980s they reacted to an economic crisis by creating more
public jobs. This produced a big debt crisis and they had to restructure their economies. They diminished public expenditure but in an egalitarian way. The Nordics have also moved towards the supply side of things by increasing the flexibility
of the labor market with certain security, for example, flex-security in Denmark. Although the approach was far more
egalitarian than in other places, it still produced a growth in income inequality.
Continental European countries, on the other hand, have followed their own path, called “dualization” by Palier. Continental
European states accepted financial capitalism but at the same time tried to preserve their manufacturing industry in the new
economic context. But how can you preserve your industry with the competition from abroad? Essentially, you have to do
the same as before but in a cheaper way, mainly by reducing the size of the workforce. Measures to move in that direction
included, firstly, early retirement for workers to reduce overall costs. Another key measure was to focus on core activities and
outsource non-core services like cleaning, security, computing and others. Somewhere between ten and fifteen percent of the
entire service sector was previously part of what manufacturing firms had done themselves before it was outsourced. This, in
general terms, meant lower wages and less social protection for the people outsourced, and therefore the emergence of a dual
labor market. A third and last key measure to retain a competitive industrial sector was de-localization.
This approach has not been particularly successful in Europe, Palier said. During the current crisis there has been almost no rise
in unemployment in Germany, but 1.2 million people have joined the category of “working poor.” Furthermore, a clear deterioration of the conditions of those working in services has taken place not only in Germany but in almost every European country.
Palier then moved on to the second section of his talk and to its driving question: What is supposed to be the core activity
of our capitalist system? We have perceived bankers, insurers, and assets managers to be the new drivers of the economy,
after the manufacturing industry. The current solutions being proposed at the European level mean more retrenchment of
the welfare state and an increase of the private sector. The austerity policy of the EU means a further diminishing of the
public sector and a further transfer of resources to the private sector. It is Palier’s assessment, however, that the resources
handed over to the financial sector in the past were not properly invested and did not result in more production, and that
there is therefore no reason to believe that they will in the future.
The economic model of the future is hard to predict, but it must necessarily address some of the shortfalls of the current
one. For example, the welfare state should play a role in educating the labor force and increasing labor market participation—and other measures that would increase social capital, Palier concluded.
Peter Hall, Krupp Foundation Professor of European Studies, Faculty Associate, Minda de Gunzburg Center for European
Studies, Co-Director, Program on Successful Societies for the Canadian Institute for Advanced Research, Harvard University
Hall focused his talk on changes in politics in Europe and the United States over the past twenty-five years. If we look back
that far, Hall said, we would find Margaret Thatcher had just been elected for a third term as prime minister of Great Britain,
Ronald Reagan had gone to Berlin and famously said “Mr Gorbachev tear down this wall,” and the Single European Act was
about to be signed, launching the single market and propelling the European project.
The American political system is today in gridlock with little agreement between Republicans and Democrats, Hall said.
The Republican Party is itself divided between Tea Party supporters and others. The political situation of the Europeans is
almost as bad. Hall pointed out that the euro zone is starting to resemble a giant Ponzi scheme where governments lend to
banks so that they can lend to governments, while nobody is lending to the private sector.

The 25th Talloires Conference | 37

Hall agreed with some of the previous panelists that both America and Europe are facing the most serious economic crisis
since the Second World War. Both continents are facing the challenge with political arrangements that are in disarray and
not entirely capable of dealing with the task at hand. People are today looking to India and China for economic growth and,
to some extent, for new economic models.
Based on polling records, US legislators are more polarized than they have been at any time in their recent history. (See
Figure 9 below.) Growing partisanship of the media, redistricting, and other factors have made seats in Congress safer for
both Democrats or Republicans and have, therefore, turned the primary contests into the more important arbiter of who
will end up in Congress than the elections themselves. Primaries are, of course, highly ideological and partisan settings
where more radical candidates tend to prevail. Polarization had been thought to be an elite phenomenon that we find in
Congress and nowhere else. But if you look at the latest Pew research, the views of those registered as Republican and
Democrat are much more polarized than they were twenty-five years ago. This development is not, however, the most worrying for Hall because he also sees a large group of independents, about thirty-eight percent of all voters, sitting somewhere in the middle and tending to moderate election results.
Figure 9: Divergence in Views by Partisan Affiliation and Demographics, 1987–2012

Source: Pew Research Center, 2012. “Trends in American Values 1987-2012.”
For Hall, there are two other developments that are more worrisome. The first is a precipitous decline in Americans’
willingness to trust their government and its ability to do anything effectively. (See Figure 10 below.) This is, of course, a
longstanding element in the American creed, and its significance should not to be exaggerated, but it is still the case that
trust has declined significantly in the last few years, after going up during the Clinton Administration. Hall believes that
this trend has set in motion a vicious cycle in which the public’s willingness to trust the government with their money limits
what governments can do and thereby confirms to them that government is ineffective.
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Figure 10: Public Trust in Government, 1958–2010
Trust the government in Washington to do what is right “just about always” or “most of the time”

Source: Pew Research Center, 2010.
The second worrisome development for Hall is that the crisis may have made people somewhat more hostile to re-distribution.
With unemployment at around ten percent and about fifteen million mortgages under water, it is clear that a lot of people are
hurting. The fear of losing their middle-class status makes many people fearful and suspicious of redistributive policies. Hall
believes that many people are worried about retaining what they currently have and reluctant to risk it to achieve more.
These developments have led Americans to be most polarized about economic issues and, in particular, in those regarding
redistribution. Polarization is highest on issues such as social policy and social safety nets, and not necessarily those that
you might expect to divide Republicans and Democrats, such as issues of religiosity or moral matters. Interestingly, swing
voters are closer to Romney on the social-safety-net issue, while closer to Obama on religion. (See Figure 11 below.)
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Figure 11: Attitudes of Obama and Romney Supporters and Swing Voters

Source: Pew Research Center, 2012. “Trends in American Values 1987-2012.”
Hall then suggested that the presidential election in the United States will probably be the most important in his lifetime. This
is because we are facing a choice between two different visions of the country, he added. One sees the government having
a central role in creating the conditions for a prosperous future, and another that rejects the vision that prosperity depends
on what government does. For Hall it is that issue on which the long term prosperity of the country stands. In his view, the government still has a role to play on matters of investment and research and development to keep the United States competitive.
In Europe, on the other hand, Hall sees a similar set of difficulties filtered through different electoral systems. Proportional
representation leads governments to redistribute more in economic good times. In economic bad times, proportional representation splits the spectrum. As in the Weimar Republic, movement away from the center of the political spectrum makes
forming decisive governments difficult for mainstream parties. The Netherlands and Finland are good examples right now.
At the European Level we see governance issues as well. Hall noted that the Economic and Monetary Union (EMU) was designed by Mitterrand and others to bind Germany closer to Europe. Now Europe is bound to Germany. But EMU was to some
extent a leap in the dark. It had several institutional weaknesses such as the lack of a system for dealing with economic
emergencies and a common interest rate that set in motion a spending spree in Southern Europe. One of the effects of this
incomplete institutional architecture has been slow decision making and a marked inability to determine who should bear
the burden of restructuring. What comes next? Hall notes that there are currently two proposals on the table aimed at leading the EMU out of the current crisis. The first is moving towards something like a Fiscal Union. Such a union would provide
a rigid set of rules offering austerity. For Hall this is too reminiscent of efforts to maintain the gold standard, which were
politically unsustainable. The second option being discussed is that of a Political Union. The public, however, does not want
this. Support for EU oversight of EU budgets is low across the EU. (See Figure 12 below.) The number of respondents who
see EU membership as a good thing has over time declined. (See figure 13 below.) Furthermore, Political Union would take
too much time to set up at a moment when Europe needs to deal with the crisis quickly.
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Figure 12: Opposition to EU Oversight of National Budgets

France
Italy
Spain
Germany
Poland
Czech Rep.
Greece
Britain

Favor
%
49
45
42
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36
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Oppose
%
51
40
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50
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DK
%
0
15
4
2
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4
5
7

Source: Pew Research Center 2012, Q11.
Figure 13: Membership in EU a Good Thing?
percent Good thing

Czech Rep.
Poland
Spain
Italy
France
Britain
Germany
Greece

2009
%
45
63
67
47
54
31
63
--

2012
%
28
48
54
40
48
30
65
43

Change
-17
-15
-13
-7
-6
-1
+2
--

Source: Pew Research Center 2012, Q34.
Hall concluded by saying that he remained mildly optimistic for the long run and that no one should underestimate the capacity of the EU to pull out of a crisis. However, we should not forget that European leaders are operating under the shadow of
financial markets that are unforgiving, and there is a real risk of bank runs, he added. The notion of more Europe being the
solution to the problem and some sort of political union being desirable is probably correct, but timing will be very important.

Discussion
One of the participants suggested to take a thirty-year time span and consider the success achieved regarding the greatest
moral challenge of our time: poverty reduction. Poverty has been reduced dramatically in China, India, Mexico, and other
places around the world. Furthermore, inequality has also dropped in numerous places like Brazil and China. From a global
point of view, inequality has actually decreased. Maybe nationally we have seen rises of inequality in Europe and the
United States, and the question would then be how to address the issue at that level.
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Regarding inequality, another participant pointed out that after the collapse of the Warsaw Pact, all of its members, together
with India and China entered the world economy causing a drop in the capital/labor ratio. This, in turn, led to the relative
decline in the real wages of unskilled workers in the capital-rich countries of Europe and America. Figures regarding inequality
should therefore be taken with particular care, especially when talking about inequality in the developed world.
Furthermore, inequality is interesting, per se, but one needs to look also into the perceived legitimacy of how that income was
achieved. High earners in the United States are rock stars, athletes, and bankers. The first two meet a market test: people are
willing to pay to see them. In the case of the CEOs of American corporations we have an unstable dynamic. CEO compensation
is actually not considered legitimate and therefore does not meet a true market test. In China there is also a growing suspicion
about the accumulation of wealth by various individuals. So it is not only the inequality that matters but also its source.
A point was also made that the top-rate income tax in the United States has gone down since the Eisenhower period from around
ninety percent, to seventy percent in Nixon’s days, to fifty percent in Reagan’s, to thirty-eight percent today – going down to thirty-five percent, or ten percent if you belong to a lucky group of people that fall within that rate. Mitt Romney pays 13.9 percent on
an income of around $24 million. In Europe the top rate varies somewhere between forty-three and fifty-five percent. The fact that
half of American voters support a party that wants to push this unbalanced system even further is hard for Europeans to understand.
Another participant pointed out that the Tea Party and Occupy Wall Street were both furious about the bailout but blame
different people. The sense of a corrupt government is widespread, as is the idea that the government is allied with big
business. One participant added that the United States is not a democracy but a plutocracy where you can get almost anything if you can pay for it. This has become evident in campaign financing, which has skyrocketed. The average voter can
rarely get what it wants out of an election. People are more willing to trust local governments. Young people are, in turn,
talking about building parallel systems of governments based on new technologies and social networks.
Peter Hall responded to this by saying that he believes the United States is reaching some kind of limit regarding issues like
student loans, which are today greater in volume than mortgages, and there is reason to worry about campaign financing. The
Reagan vs. Mondale campaign cost $300 million (in 2011 dollars) and Obama vs. McCain cost about $1.3 billion. These issues
will need to be dealt with sooner or later. This presidential election will determine whether that will be sooner or later, he said.
Various participants commented on the need for a better educational system in the United States. Unemployment in the United
States amongst college graduates is about four percent. There are 3.5 million open jobs in the United States and a particularly
acute shortage of engineers and people with knowledge in the quantitative disciplines. Furthermore, US middle-school students test quite poorly when compared to their international peers, particularly in math and other quantitative disciplines. The
crisis might spur a basic rethinking in the United States toward education policy and human-capital formation.
A participant pointed out that it is important to remember that the welfare state emerged at a national level and with a very
homogenous labor force. Very few of the elements that were present then are present today. The welfare state is being put
under pressure in a global environment, and any proposal regarding its future must take that into account.
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SESSION II, PART THREE
Foundations of Change: Comparing the United States and Europe
Chair: Jorge I. Domínguez, Antonio Madero Professor for the Study of Mexico, Department of Government, Vice Provost for
International Affairs, Senior Advisor for International Studies of the Dean of the Faculty of Arts and Sciences, Chairman,
Harvard Academy for International and Area Studies, Harvard University
Nicola Clase, Ambassador, Embassy of Sweden, London, United Kingdom
Nicola Clase began her talk with an overview of the connections between Sweden and the United States. The recent visit by
Hillary Clinton to Stockholm was the first bilateral visit by a US Secretary of State of the last 36 years, the previous one having
been that of Henry Kissinger in 1976. However, the Swedish-American relationship has always been a strong one, as shown by
the fact that in 1910 twenty percent of Swedes born in Sweden lived in the United States. Ties are also close in terms of both
foreign-policy agendas. The EU strategic partnership with the United States and Turkey are, in Clase’s view, the most important. Right after the Cold War, Sweden and the United States worked particularly closely on the Baltic countries.
Regarding today’s foreign-policy priorities, Clase pointed to many areas where the EU and the United States cooperated.
Syria, for example, is intensely discussed by the partners with a particular focus on Russia, and on how to bring it on board
with measures to further increase the pressure on the Assad regime. Iran is also an issue where a strong partnership exists,
although divisions within the EU need to be taken into account. Sweden and Finland have strongly advocated for a peaceful resolution to the Iran conflict. In Afghanistan, the EU and the United States work closely on making sure that the exit
can take place in 2014 and that we do not leave a security vacuum. In the Balkans it is Clase’s assessment that the key is to
remain serious about EU enlargement, as is the case of Turkey. Indeed, Sweden has been a strong advocate of enlargement
as long as new members fulfill all the necessary criteria. Clase also mentioned the Eastern Partnership. It is critical to push
Ukraine in the right direction, and oppression in Belarus is still a major problem. Arctic issues are also among those which
are not yet widely talked about but that are of importance globally because of climate change and the receding ice cap.
Sweden currently chairs the Arctic Council. The northern sea route will grow in importance in the next decade, particularly
for countries like China. That route can only be used during the summer, and last year a total of forty-one vessels traveled
through this route, compared to the 18,000 that opted for the Suez Canal. However, the Chinese and others have estimated
savings of billions of dollars that could be achieved if their vessels avoided the Indian Ocean, the problems of piracy associated with those waters, and the overall instability of that region of the world. Egypt today receives about $5 billion in
revenue from the Suez Canal alone, but the opening of the NSR lies far into the future.
Clase pointed out that the euro zone crisis is crowding out debates about foreign policy in Europe. Political leaders are now
focusing on this issue. Heads of state and government are becoming more and more risk averse. Clase added that foreign
policy was historically a way of getting a lot of prestige, by traveling around the world and tackling difficult issues, but
today voters are more inclined to support politicians who focus on jobs and growth. Indeed, looking at leaders today Clase
argued that they are sometimes more prone to avoid making the wrong decisions rather than with making the correct ones.
Clase then indicated that she believes it would be a tragedy to see the European project collapse. A strong Europe is what
is needed to tackle all of the challenges of the twenty-firstt century, like global competitiveness, climate change, international terrorism, organized crime, and many others.
She argued that we should focus more on issues related to social trust. Trust is fundamental to the success of any political
project. Within the world the highest level of social trust is found in Norway. Not an overwhelming amount of social trust
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is found in Greece, which is, for Clase, a sign that Greece is moving in a very worrisome direction, with all the bad signs,
including lack of competitiveness and a non-functioning tax system.
Clase referred to the fact that Sweden went through a very difficult crisis in the 1990s. The central bank’s interest rates
peaked at 500 percent, and ten percent of the Swedish workforce was laid off. It took Sweden ten years to get back in
shape. When the financial crisis erupted in 2008, Sweden had a comfortable budget surplus that allowed it to pull through
without excessive pain. The current challenge is the demographic one, in which we need to ensure that we have enough
people who work and pay taxes to support an aging population. The Swedish prime minister recently tried to provoke a
debate by saying that people should be able to go on working until the age of seventy-five if they want to. The King of
Sweden used to write letters to centenarians because it was so extraordinary. This is no longer done owing to the high
number of people reaching their 100th birthday in Sweden today.
The talk moved to the issue of the United Kingdom in the EU. Clase indicated that Sweden, as a strong partner of the United
Kingdom within the EU, is quite concerned about the growth of euro-skepticism in Great Britain. Talk by MPs of leaving
the Union is a source of worry for Clase, as is the idea that a referendum will need to take place if there is any significant
transfer of powers from London to Brussels in the future.
Andrew Moravcsik, Professor of Politics and International Affairs, Princeton University
Moravcsik decided to center his talk on trends in power and influence in the world. He began by remembering the argument
he had made a couple of years ago that Europe was a second superpower, as influential and sometimes more influential than
the United States, and considerably more influential in some respects than China. Moravcsik then indicated that he wanted to
reaffirm that idea. This is not an attempt to be critical of China. Even if it seems imprudent to extrapolate ten percent economic
growth into the future, it is hard not to be impressed by what the Chinese have achieved in the past few decades.
However, when you think of influence in the world, whether you think about it in terms of underlying power resources, economic wherewithal, or institutional capacity; whether you think about it as concrete instruments of influence like military
power; whether you think about it as real activity that simply generates results, Europe is much more influential now and
will be in the foreseeable future than any other actor in the world, except the United States. Moravcsik suggested starting the analysis with military power which “is not Europe’s forte” but of which Europe still represents twenty-one percent
of the world’s total. Only five percent is Chinese. The Europeans do use this military power, he added. Over the last couple
of decades there have been between 50,000 and 100,000 European troops deployed around the world. Europe has been
involved in places like the Balkans, Libya, Lebanon, the Horn of Africa, and Afghanistan. That compares to, at most, 2,000
Chinese troops deployed in that same time period. Moravcsik noted that if you are at the Pentagon and you want a partner
to undertake a military operation you can only call the Europeans.
Soft power or civilian power is Europe’s forte. And, for Moravcsik, soft power is underrated in the world today. Coercion is
not as effective as persuasion or inducement. Europe remains pre-eminent in this field. Europe is still pre-eminent as a
trading block. If you think about world economic activity as investment it is still true that the vast majority of investment
is transatlantic. About one percent of current investment in Europe is Chinese, and most of Chinese investment anywhere
else has to do with natural resources.
If you think about the instruments of influence globally, like international organizations or international law or regulatory
policies, it is clearly Europe, together with the United States, that wields them. Furthermore, if you think about the melding
of institutional power into instruments of effective policy influence, surely the most striking example of the last twenty
years has been the enlargement of the European Union, Moravcsik said. This policy has expanded the EU to twenty-seven
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countries and brought peace and democracy and economic convergence to all of these places. There is rarely an international organization not controlled by EU member states. This foreign-policy activity starts in Europe’s neighborhood where
it has had a tremendous and quiet influence in places like Morocco, Egypt, Tunisia, and Libya. Proof of that ample influence
is that four times as many foreign students attend European universities than American ones.
Moravcsik believes that European values tend to travel fairly well. This might not be because of European influence but
simply because that is the way the world is going. Be that as it may, one can see the clear success of parliamentary government, or human rights, or the European lifestyle more generally, he added.
Regarding its assets, Moravcsik pointed out that Europe is very well placed in the world, firstly because it is very friendly with
the United States, which is the other great power. Regarding its assets, Moravcsik pointed out that Europe is very well placed in
the world. Firstly, because it is very friendly with the United States, which is the other great power. After Iraq people talked of
the United States and Europe heading for some kind of a rupture. But, in fact, the post-Cold War period has been one of much
policy convergence between the two blocs. This is true, particularly, in the field of high military policy, Moravcsik said. Think
about, for example, military intervention in third areas, he added. During the Cold War and after the Korean War the United
States and Europe almost never agreed on out-of-area military intervention. Examples of this are Lebanon and the Congo.
In most of the cases where there was disagreement there was either severe European criticism of what the United States was
doing or, in some cases, European support for the other side. Since the end of the Cold War there has only been one case in
which Europeans did not support a US military operation, and that was the second Iraq war. Secondly, the Europeans are lucky
because they live in a peaceful region, in large part, because they have successfully pacified it. This makes Europe very different from China. Finally it should also be pointed out that the world is going, albeit in an uneven way, in the general direction of
European and American policies for more democracy, more free markets, and more trade.
If you look past these assets and assume that Europe is a strong international actor and that it will remain one for the foreseeable future, then the important question is if it will employ those assets effectively. In this regard Moravcsik indicated
that in the medium term Europe will retain its advantage vis-á-is countries like China, and will retain its ability to act. The
number one thing required to be an effective international actor in the modern world is a high per capita income. A lot of
the action in the world today has to do with second order things that only wealthy countries can afford to do. China does
not have a high per capita income and has priorities, mainly the development of its peripheral region, that take higher
precedence. This is not likely to change any time soon. Therefore, if you are looking for a public-goods provider, Europe
will be one of the key players to have in mind in the twenty-first century.
Moravcsik then addressed the conventional argument that we should be pessimistic about the European contribution in the
immediate future because it is not united and therefore weak. This is, for Moravcsik, a nineteenth century neo-Bismarckian
view that seems to say that having a large population and large GDP is necessarily better. There are issues where the Europeans are hampered by a lack of unity like the arguments over Cyprus and Turkish accession, cooperation with NATO, and
a few others. But in most of the areas where Europe needs to act in a united manner it does a good job, as in the common
trade policy, coordination in arenas like the UN, or even combating energy dependence on Russia, or enlargement overall.
But most importantly, unity is not required for most of Europe’s foreign-policy actions, Moravcsik noted. A lot can be done
in Europe by coalitions of the willing both inside and outside the formal institutions of the EU. It really doesn’t matter, for
example, that Germany was not involved in Libya, or that five states abstained on Kosovo’s independence arrangements, or
that the EMU and Schengen are not embraced by all European states.
Given the above, the real question is if there is enough domestic political will in Europe to act within coalitions of the willing.
Public opinion, in itself, is not of fundamental importance when it comes to foreign policy, in Moravcsik’s view. As an example
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he cited the fact that the Libya intervention played no role whatsoever in the French presidential election despite Sarkozy
having been one of the great supporters of the intervention. Indeed, it seems that you can do a lot in foreign policy and have
a very little effect on public opinion. So the big question is whether there will be sustained elite support for foreign-policy
action and whether elites will be attentive to global problems. Moravcsik believes we can be cautiously optimistic about that.
Europe can be an effective actor in the world if it continues to exploit its distinctive comparative advantages like its soft
power and its considerable military power, in conjunction with the United States. Whether it will do so in the next twentyfive years, if raw economic and military power prevails, is in Moravcsik’s view impossible to predict with certainty.
Richard N. Rosecrance, Adjunct Professor of Public Policy, Harvard Kennedy School
Rosecrance began by pointing out that the EU and the United States are affected by similar economic and foreign policy
factors. Domestic politics are of course of great importance in both cases, and these will probably lead, particularly in the
case of the United States, to a more limited foreign-policy scope over time, with less expenditure. Rosecrance believes that
large-scale invasions of territory, à la Iraq and Afghanistan, are going to become less attractive. Special forces will substitute
to a certain degree for large-scale military deployments. Overall, the EU and the United States will need to find other ways to
pursue their foreign-policy objectives. In this regard Europe has “paved the way for the United States,” he said. Europe has
been able to coerce a lot of countries to do things they did not want to do because they wanted to get into the European Union.
Some of the countries seeking EU membership did not want to change their democratic systems, they did not want to increase
the value of their currencies, or to ensure human rights, but those were requirements of accession. Countries were therefore
coerced in the nicest possible way. The EU’s attitude went beyond simple soft power and imposed strict conditions for membership. For Rosecrance this represents a new kind of “imperialism,” and one that the United States and the EU will need to use
more and more. This could well mean that the EU and the United States will move closer on foreign policy.
The challenge of China is big and will require both the EU and the United States to face it. Rosecrance and others have studied
what happens when a country catches up with the superpower of the time, and in almost all of the cases since the 1500s a
major war broke out. Cases include Austria and France in Italy, the Netherlands and Spain at the end of the sixteenth century,
Britain and France, Britain and the Netherlands, Germany and France, Russia and Germany, and Russia and the United States.
As Ernest May pointed out, only one major case was resolved without war, and that is the case between Britain and the United
States between 1890 and 1910. In May’s opinion that was possible only because the British gave way on everything, including
the Venezuelan boundary in 1896, the independence of Panama and the construction of the Canal, and the growth of the US
Navy. Rosecrance then posed the following question: Is it likely that the United States, as it is passed by China (and it will in
terms of GDP) be open to making all the accommodations required to avoid a conflict? For him the answer is quite clearly “no,”
and that is why both the United States and Europe need a new strategy of influence around China.
For Rosecrance any strategy to deal with China must incorporate the idea of consolidating the West by bringing its two
parts together. These two parts have already been coming together over time. The United States has repeatedly helped the
EU in times of trouble. Furthermore, the United States takes up about eleven percent of EU exports, and there is about four
times as much US investment in Belgium as in China. So there is strong economic and cultural interconnection between
Europe and the United States—so strong that Rosecrance believes the Atlantic will cease to be referred to as an “ocean” and
will be termed a “channel” in the future. And if you unite both the EU and the United States you have something at least
equal to half of world GDP, and the kind of factor that would be capable of influencing China.
Rosecrance then made the argument that 1914 was not avoided because you had a simple balance of power. There, Triple
Alliance and the Triple Entente balanced each other to some extent militarily, but there was no over-balance. If you are
going to deal with China you have to have a very striking overbalance to have a lasting effect.
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China is in the short term moving towards a middle-income track that will surely slow Chinese growth. It is still to be seen
how China reacts to much slower growth rates and to the need to open its economy to the world. The Chinese stock market,
for example, lacks transparency, and the steel industry is still heavily subsidized. Rosecrance expects, therefore, to see
capital staying in the West where investment is transparent and secure. Furthermore, late developers have an advantage
because they can buy things off the shelf. This could be valid in terms of catching up, but there is a big question regarding your ability to develop independently once you have caught up. The Soviet Union found in the final stage of Soviet
industrialization that the raw materials it was putting into the products it was manufacturing were more valuable than the
products themselves. In other words, the design was so bad that it detracted from the value of the raw materials. This is a
problem for countries that have gotten to a certain level of development by virtue of incorporating others’ technology.
One of the challenges China faces is to figure out how to keep getting the kind of technology it needs to keep on growing,
Rosecrance said. China has developed thanks to effective production chains. But the Chinese only perform the functions at
the bottom of the chain, like the input of raw materials or assembly. Higher functions like R&D, financing, or marketing are
performed by the United States, the Europeans, or the Japanese. So, the value added for Chinese products in about thirty
percent of the total value of the product when it is sold. But if the off-the-shelf technology ceases to be available to them
there is still the question of whether they will be able to continue to be competitive by themselves.
Beyond the challenges indicated above, Rosecrance pointed to the fact that the East is a much more troubled area of the
world than the West. Everyone in the East “hates each other,” he said. A former foreign minister of Japan once said that his
country had hated China for a thousand years and that that was unlikely to change. The Indians, in turn, are also opposed to
the Chinese. The two countries compete on both the economic and the military front. The Vietnamese are no exception and
view China with great suspicion. The Koreans do not trust China. Indeed, it is unlikely that the East will unite any time soon.
Furthermore, one of the problems with China is that it does not wish to allow foreign production and investment to access its market. At some point, however, the Chinese economic model based on exports will need to move towards a more
domestic-consumption-based economy. Some economists and investors believe this shift will require China to enable
foreign producers to sell to Chinese consumers, although Rosecrance is skeptical about such a prospect. So the Chinese
are therefore facing a long-term future in which they have considerable economic disadvantages, in which they cannot do
things by themselves, and in which they are confronted by an over-balance of power from the United States and Europe
together. Over the longer term, one of the advantages of an over-balance of power is that it attracts those that might otherwise want to balance against it. This could be the case of an EU-US partnership, and even more so if Japan was included.
Rosecrance concluded his talk by reiterating that he believes it would be important for Europe and the United States to get
together, and that one of the ways to do that is to pick up the proposal made in 2006 by Angela Merkel to constitute a closer
economic association across the Atlantic. That could lead to the removal of trade barriers and non-tariff barriers, and to further
economic growth. Ultimately such a partnership could act as a very attractive pole in world affairs and could draw China in.

Discussion
The discussion was centered for a while on the EU’s influence over its neighborhood and, in particular, its relations with
the Ukraine and Russia. A participant pointed out that countries that previously saw the EU as a model were now more
interested in economic success stories like those of Indonesia or Turkey. Clase, in turn, tackled the issue of the Ukraine
and mentioned the importance of the parliamentary elections in October to determine where the country is headed politically. She also added that no one in Europe had expected the current president of the country, Victor Yanukovych, to
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do so well politically so soon. Nor could anyone have anticipated the intensity of the conflict within the ranks of those
that led the Orange Revolution, Yulia Timoshenko and Viktor Yushchenko. Her overall conclusion was therefore that the
future of Ukraine remained uncertain.
The discussion about the EU’s eastern frontier was widened by comments from a participant regarding the role of NATO and
the fact that some of the Alliance’s rhetoric looks very threatening to Russia. Indeed, it was pointed out that sometimes
it seems that NATO and its members are still thinking in Cold War terms, which makes it difficult to bring tensions with
Russia to an end. Furthermore, and on the point of NATO, another discussant added that one of the great challenges of the
Alliance is still to find a post-Soviet transatlantic concept that goes beyond shared values and delineates a proper foreign
and security policy. If this is not achieved, both Europe and the United States run the risk of looking neo-imperial and of
pretending to export their values around the world through the use of force.
Numerous participants indicated that Europe seems to have some form of soft power and that, despite the Common Foreign
and Security Policy having a long way to go, to be truly effective it is nonetheless a step in the right direction. However,
a participant pointed out that there are many instances in Europe of the re-nationalization of foreign policies. This idea
was backed by another discussant who added that despite that being the case he could see how the standard deviation of
European foreign policies was much narrower today than it used to be. This convergence has taken place thanks to the EU.
Without the EU, Europe would have probably lived numerous wars since the collapse of the Soviet Union. Examples of such
wars could have been Hungary and Romania over Transylvania, or Hungary and Yugoslavia.
Moravcsik addressed all of these comments in his final remarks and said that the current economic crisis will probably not
have that much of an impact on the EU’s long-term influence. In terms of material resources, the EU has such an advantage over others that an economic decline will not have a great impact. Domestic politics and public opinion are not that
important in Moravcsik’s view. What is important is to determine if the crisis will tie up elites in domestic politics to such
an extent that it prevents them from focusing on global problems or on furthering European integration, he said.
The case of the United Kingdom in Europe was brought up during the discussion a number of times. A question was posed
to the panel regarding the role of the media in the United Kingdom and the possibility that it has kept Euro-skepticism
alive, even when the political atmosphere was pro-European. Clase addressed this issue in her final remarks saying that,
indeed, the British media seem to be obsessed with European matters and have, overall, advocated in favor of an in-or-out
referendum. To this Clase added that a more worrying development has to do with the emergence of the UK Independence
Party (UKIP), which obtained 16.5 percent of the vote in the last European elections. UKIP might be the single most voted
party in the 2014 European elections, raising the pressure even further to hold a referendum about EU membership.
This led to a brief discussion about Germany and the way it had been addressed at previous Talloires conferences. A participant made the point that three topics seem to have been addressed at Talloires repeatedly over the years. The first had
been the transatlantic relationship and whether it would survive the latest crisis. The second had been who will dominate
the 20th century and now the 21st. The third and final recurring topic had been: Whither Germany? The answer to the first
issue today is “yes,” transatlantic relations will survive the current tensions owing to the interdependence between the two
sides. The second question is harder to answer, but the participant suggested giving it to China, as it was the most likely
case. The third issue—Whither Germany?—has not even been raised in Talloires this year. It has been discussed whether the
Germans would pay or lead Europe, but Germany as a threat to security has not even been suggested.
During the discussion, the argument was also made that a certain mood of decline of the United States is not new. The
panelists were asked to think about Sputnik in 1957 and the famous “missile gap” fear, and the gloom after the end
of the Vietnam war, or the 1980s when Japan’s economy seemed to be ready to overtake that of the United States. The
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truth seems to be, however, that the United States never had absolute control of the system, not even at the end of the
Second World War when the United States represented about fifty percent of world GDP. A participant insisted on the
importance of remembering 1950 when China was lost to Communism and the United States could not prevent it—or the
loss of control over Cuba almost the same year.
This led to a discussion about the cost of the external policy of the United States today. The Defense budget, together
with the supplements that pay for wars, and the Department of Energy’s budget allocated to nuclear weapons, totals
around $750 billion annually. That is close to fifty percent of global defense expenditures. Furthermore, various academics, including some at Harvard, have calculated the total cost of the wars in Iraq and Afghanistan to be something
close to $3 trillion. For one of the discussants, this begs the question of what would have been the impact of spending
such an amount on the social security in the United States or if that would have prevented the need, further down the
line, of pushing people’s retirement back a few years.
Finally, a large portion of the discussion was centered around the idea of over-balancing China. The point was made by a
participant that there is no theory that supports over balancing and that it might be wiser not to expect it in the case of China.
In fact, the history of 1914 tells us that over-balancing might not even be considered at all. Furthermore, why would Europe
be interested in participating in an over-balancing coalition instead of just leaving it to the United States and the Asians?
Another participant responded to this by indicating that the United States has determined to work very closely with the EU in
terms of how to engage Asia. This attitude has been that of the current Obama administration and will probably be respected if
Romney is elected president in November. The EU, on the other hand, has been more and more interested in Asia and has now
expressed a desire to join the East Asia Summit. Indeed the emergence of China is acting as an anchor for EU-US relations.
Rosecrance addressed all of these comments by saying that he believed that end of the Cold War could also be explained
in terms of over-balancing. Once the United Kingdom, West Germany, the United States, and a few others had reached a
certain level of development, it was evident for the Soviet Union that there were very few options left except to back down.
Moravcsik added a few final remarks on this matter by saying that it would be dangerous to bet on the Chinese failing in
the immediate future. It is more important to know that even at current terms the Chinese are simply weaker than some
think. The Chinese aggregate GDP crosses over that of the United States somewhere around 2030, but the cross-over point
for annual defense spending is somewhere around the end of the century. And one should remember that defense capacity
is stock and not flow, so China will probably not catch up to the United States in terms of a defense power before 2150. This
time horizon gives the United States, in Moravcsik’s view, greater latitude to try to engage and attract China rather than
trying to counter-balance it right away.
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KEYNOTE
“The Future of American Foreign Policy”
Warren and Anita Manshel Lecture in American Foreign Policy
Chair: Pierre Keller, Former Senior Partner, Lombard Odier Hentsch & Cie
Pierre Keller introduced the speaker of the night, Anne-Marie Slaughter, as a professor of politics and international affairs
at Princeton University, and former director of the Policy Planning Staff at the State Department. Slaughter studied at the
Woodrow Wilson School. She then completed a Master of Philosophy in International Affairs at Oxford University, a Doctorate in Law at the Harvard Law School, and a Doctorate in Philosophy in International Affairs again at Oxford. Furthermore,
Slaughter served on the Faculty of the Law School of Chicago University and later on that of Harvard Law School. Keller
pointed out that Slaughter had taken brave stands throughout her career. Interestingly, Keller said, she was on the defense
team of Nicaragua’s Sandinista government in the famous case brought against the United States at the International Court
of Justice. She has also published widely both books and articles expressing her views on current affairs. Published books
include The Crisis of American Foreign Policy: Wilsonianism in the twenty-first century and A New World Order. Keller also
cited Slaughter’s words in a recent interview when she was asked about the importance of working for a set of values in foreign policy: “Many people talk about the split between values and interests, and our interests are here and our values are
there. I do not see that as a split. Obviously, there are material interests—we need oil; that’s a material interest. But there
are also value-based interests.” This led Keller to wonder whether in a world that is more and more interdependent and
where the actors are no longer only states, there may not be more “realism” than is generally acknowledged in adhering to
a set of principles reflecting our basic values in foreign policy, whenever possible or practicable. In that sense, Slaughter’s
remarks might open the way to a certain “reconciliation” between the so-called realistic and idealistic schools of thought.
Speaker: Anne-Marie Slaughter, Bert G. Kerstetter ‘66 University Professor of Politics and International Affairs, Princeton
University; Former Director, U.S. Department of State Planning Staff
Slaughter began her talk by saying that to understand her view of the future of American foreign policy one needs to go
back to the subject of Talloires’ first panel titled “The Changing World Order.” In this regard, Slaughter indicated that she
believes there are two very different visions of the world order. Arnold Wolfers spoke about the multi-state system in his
book Power and Discourse in the following way: “In the billiard ball model of the multi-state system every state represents
a closed impermeable sovereign unit, completely separated from the other sovereigns.” So you have these states out there,
some of which are bigger and others are smaller. Each one is closed, impermeable and separate from all the others, Slaughter said. This is a widely held and respectable view of the world that says that the main players are states and what matters
is how big they are and what their sources of power are, and that they are fundamentally separate from each other except
in limited cases when the moral argument is so strong that intervention is required.
Slaughter, however, wanted to talk about a view of a world made up of Lego billiard balls. (See Figure 14 below.) The point
of Lego is that you can take it apart and connect it to other pieces of Lego in an infinite number of combinations, she
added. If you imagine a world of Lego billiard balls, you are saying that states are still the central actors in the international system, but they are no longer closed and impermeable. Quite the contrary, states can be taken apart into different parts
of government, different agencies that network with their counterparts, or into their economic and social actors. Government, in turn, can connect with corporations, foundations, or NGOs. In such a world there are still states, but they are at the
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center of many different networks that can change all the time. So the key idea here, Slaughter said, is that there are still
states in the world, but their parts can be combined and recombined with their counterparts in other states.
Figure 14: Lego Billiard Balls

Source: Google Images
Slaughter then asked everyone to think about the images at the back of airplane magazines where you can see maps of the
world with hubs connected to all the other hubs. Cities connected to other cities through lines. That is the networked world
that is, as Thierry de Montbrial said in a panel earlier today, heterogeneous, global, and complex. Slaughter indicated,
however, that that world is not multi-polar but multi-hub. Those hubs can be security organizations, special forces, cities,
or many other entities. A good example of a security hub is NATO, which said recently at its annual Summit that it wants to
become the center of a global security network. All the different security networks of which NATO’s twenty-eight members
are part, plus those of the Alliance’s over fifty strategic partners, plus those of other regional organizations like the African
Union come together to make of NATO a repository of security expertise. In terms of a special-forces hub one would need
to look at the US military and the way it sees the world in network terms. Indeed, US Special Forces see the world in terms
of foreign armed forces they hope to train and to which they hope to build connections.
In turn, if one thinks about climate change one has to conclude that nothing particularly significant has happened in Washington in the last few years. However, if you go to New York City you will find that Mayor Bloomberg and former President
Clinton have created the C40, a network of forty very important cities around the world, all of which have decided to reduce
emissions and share best practices. It is Slaughter’s opinion that the C40 model will grow more and more important as big
cities find out that they have more in common with each other than with the rest of their own countries.
All of the above examples point to the same idea. The state is a geographic and political framework within which you
should have as many different hubs as possible. For Slaughter, the most powerful state is the one that has the most cities,
the most hubs of constellations of public, corporate, and civic actors. The way one should think about power in a connected
world is that the most powerful actor is the most connected one, she concluded.
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What does that mean for the future of American foreign policy? If one reads carefully into President Obama’s speeches on
foreign policy one will find that the idea of being at the center of networks is already very present. There will be, however,
five dimensions of American foreign policy that will be affected by this reality:
First, the United States will want to be at the center of a network of global security partnerships. The United States will want
that to happen through NATO and outside of it as well. The strategy towards Asia is in part explained through his desire to
build partnerships with allies and with countries like India. Secretary Clinton gave a speech in 2009 where she spoke not of
a multi-polar world but of a multi-partner world.
Second, we will probably witness the individualization of warfare, Slaughter said. She then pointed to the two dimension
of this idea. One dimension is that of targeting individual leaders responsible for horrific crimes and pursuing them in both
national and international courts. Instead of having to target an entire country for the acts of a few, we will now focus on targeting individuals when possible. This process will be challenging, but in Slaughter’s opinion it is already a success that people
are being tried at the International Criminal Court only fifteen years after its founding. The other dimension of the individualization of warfare is drone attacks and the practice of targeting individuals from a list. Slaughter believes that the United
States has opened a deadly Pandora’s Box that will need some rules around it in the future, but she understands the attraction
of being able to target a reduced number of individuals instead of having to fight entire armies or occupy countries.
Third, the United States will assist its allies, but only if they step up first. Slaughter called this a “tough love leadership.”
The United States will not take the lead in future conflicts unless its national security is very directly involved. This is
what happened in Libya and what will probably happen in future conflicts in the European neighborhood. Furthermore, it
is doubtful the United States will act in the Middle East or North Africa without the support and participation of the Arab
League or the African Union. Slaughter indicated that this is the manifestation of the US realization that it can not bear the
full costs of global order, but also that it cannot be more interested than the countries in the region. However, the United
States will be there in some way or another. President Obama said regarding Libya that the United States had “created the
conditions and coalitions for others to step up.” The Republicans called this attitude “leading from behind,” but Slaughter
believes there is no “behind” in a networked world. She added that the United States had led from the center by creating
the necessary conditions for an intervention.
Fourth, the United States will get more involved in order building. The National Security Strategy of 2010 does not use
the term explicitly, but it was all about order building. Interestingly, the Pentagon and the State Department agree that
in a world of rising powers it is very important that there are agreed rules and institutions that implement those rules. For
Slaughter it makes a lot of sense to build those institutions and engage rising powers like China in them now. Not surprisingly, the very first thing Secretary Clinton did when she arrived at the State Department was to travel to Asia to sign the
Treaty of Amity and Cooperation with ASEAN. By doing that the United States was in a position to join the East Asia Summit.
This was a key move in the Asia-Pacific area, which, as Kissinger already pointed out, is the least institutionalized in the
world. In addition to that, the United States is investing a lot in institution building around the world and partnering with
organizations like the African Union, the Economic Organization of West African States, the Arab League, and, somewhat
less successfully, with the Organization of American States. The United States has also created new institutions like the
Global Counter-terrorism Forum and the G20.
The fifth and last trend of this new networked world can be called “government as a platform” or “Government 2.0.” The
Internet business model is key to understanding this idea. Facebook, Twitter, and other media are platforms that enable
anyone to come together to share, organize, or create whatever they want. The platform is indispensable because it gives
you the basic technology and the rules, but it then works by harnessing the energy of others, she noted. The director
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of USAID said recently that the development community is now composed of many actors that are more important than
governments. Indeed, USAID wants to become the platform that convenes and connects other key actors like foundations
and NGOs so that their impact is scaled up. An example of such a platform is the Global Anti-Hunger Coalition, created by
the United States and the G8, which is meant to bring together other actors to tackle a complex problem. One of the key
elements of government as a platform is the reliance on public-private partnerships. The term “public-private partnership” occurs in the US National Security Strategy of 2010 over thirty times. This focus on mobilizing society is new, and it is
deeply linked to the recognition of the complexity of the problems, of their embeddedness in specific contexts, and of the
need to build platforms where different actors can convene, connect, and work together.
Slaughter then pointed out that many of the trends she had just delineated will continue regardless of who wins the US
presidential elections in November. The first reason why this will be the case is because the United States is broke, and
it has to focus at home. Indeed, an important part of the 2010 Security Strategy was that it was a strategy of national
renewal. This renewal was inspired by the realization that, as the former head of the Joint Chiefs, Admiral Michael Mullen,
said early in the Obama administration, the greatest threat to US national security is the state of its economy and the size
of its deficit. The fact that the United States needs to do a lot at home is as true for Romney as it is for Obama. The second
reason is that power and influence are not identical. The United States has plenty of power, but a lot of it does not translate
into influence. Slaughter referenced at this point a paper by two military officers who worked for Admiral Mullen titled
“The Strategic Narrative” that talks about the difference between closed and open systems (http://www.wilsoncenter.
org/sites/default/files/A%20National%20Strategic%20Narrative.pdf). An open system is one in which there are constant
shocks from the outside and you cannot control what happens. This is the world we live in. Romney is just as much in that
world as Obama is, and he will soon discover that US power has clear limits and that efforts should be made to influence
others by engaging in building networks. Moves by Obama to anchor relations with Europe and to face China together with
the Europeans will quite probably be enhanced by Romney. The third reason why these policies will continue is the necessary commitment to trade that any US president must have. Obama has managed to push through two small and one medium trade pacts: Colombia, Panama, and South Korea. He is now moving ahead with the Trans-Pacific Partnership, which
is a framework for a broader Pacific trade agreement. Slaughter not only believes those efforts will be maintained but even
predicted that if Romney is elected president he would put on the table a Transatlantic Trade Agreement.
Slaughter ended her talk by discussing the type of American foreign policy she would like to see in the near future. The
United States will no longer be a white majority nation by 2030, she said. By 2050 the largest plurality in the United States
will be Hispanic. This will, in Slaughter’s view, strengthen US ties with Latin America, which will be a very positive development. The United States will turn towards the Western hemisphere not only because of links with its people but also
because of common challenges regarding energy, climate change, and geopolitics, she predicted. Slaughter proposed to
talk about the Atlantic basin as a means of defining an area where ties do not only run East-West or North-South but also
diagonally from Latin America to Europe and from the United States to Africa. A tremendous amount of potential growth
lies in Africa and Latin America, and a large amount of ability, power, and resources in North America and Europe. Slaughter
finished her talk by reiterating that she was convinced of the importance of the Atlantic basin and of the possibility of the
United States and Europe engaging the world from that alliance.

Discussion
Various participants expressed concern about how the rules regarding drone attacks can be drawn in a world where a
revolution in military affairs is taking place and where, for example, cyber attacks are gaining significance. Other attendees added that lists for drone attacks are drawn using local knowledge and that providers are given a bounty for it. There is
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therefore a considerable commercial interest in those who provide the information. Given the tribal structures of a country
like Afghanistan, the temptation to accept the bounty and name a name that corresponds to your local enemy seems to be
a serious issue. Given the above, what kind of legal structure can be brought up to try to constrain these dangers? Slaughter addressed this question by, first of all, agreeing that targeted killings could lead to errors and abuses, particularly
regarding the killings that never make it to the press and over which there is little accountability. However, eighty-seven
percent of Americans approve of the drone program, and that is because it is being said that it is knocking down the leadership of Al Qaeda. The US government is asking everyone to have trust in them and in the procedures they have in place.
If those rules are not made explicit, however, drone attacks could lead to a clear abuse of power within the US government
and, definitely, regarding other governments. Slaughter then commented that a basic set of rules could emanate from
the formal norms that regulate the declaration and exercise of war. A state of war would need to be declared for drones to
be used. If this was the case, drones would represent something in between a court of law and a traditional war, and they
would only be used in the context of a larger public decision about being at war with the people targeted. More generally,
Slaughter believes the basic rules of war, set in the Geneva Conventions, should also be applicable to drone warfare.
The discussion then moved toward the issue of who and how the basic norms of drone warfare should be drafted. Slaughter
indicated that she wanted a certain domestic debate to start, including within academia, law faculties, and other areas.
Beyond that, she thinks that some kind of international conference might have to be called to deal with this specific issue.
The Geneva Conventions could be a model to build upon. The experience of how the use of nuclear weapons has been slowly
constrained by international norms seems to be an interesting case. In Slaughter’s view it would be in the interest of the
United States to lead on this issue. It would be truly tragic for Obama’s legacy in this field to be that he allowed a use of
force that undermined the domestic rule of law as well as international stability, she added.
Another participant posed the question regarding why the United States, despite its interest in participating in networks, is
still refusing to support the International Criminal Court (ICC). Indeed, another discussant added, the United States itself
seems to be the most significant representative of a Westphalian mindset, as it is unwilling to cede any sovereignty to supranational bodies. Slaughter addressed both comments by saying that the United States had actually adapted its behavior significantly to current circumstances and spoke of US attitudes towards the Arab Spring as being very much in line with a much
more liberal view of the world. A more realist or Kissingerian approach would not have let Mubarak step down in Egypt, would
have opposed an intervention in Libya, and would have refused to make any criticism of repression in Bahrain. In all those
cases Slaughter sees clear US strategic interests at stake but also values that need to be upheld. Similarly, the whole focus on
development that President Obama and Secretary Clinton have supported is very much about upholding human values as well
as government interests. Slaughter finished her remarks by saying that she believed it would be good for the United States to
join the ICC and that this administration had taken silent steps in that direction but that more was needed.
A participant pointed out that even in a networked world you would still have states at the very heart of those networks
and, therefore, you would still be living in a classical realist world. Slaughter responded to this by saying that in a networked world the key players are the hubs and that the state itself is in part the platform or the framework for many different hubs. The most powerful state will therefore be the one with the most cities connected to financial networks, economic
networks, and political networks. Power would also accrue to the state that has the most connected universities, parts of
government, or other organizations. States are still also unitary players under some circumstances, but it is also increasingly an enabler of its cities, citizens, corporations, and groups in their interactions with the rest of the world and their
participation in the solution of common problems.
A question was posed regarding accountability in a networked world and in a “Government 2.0” environment. Slaughter
indicated that when she was at the State Department a handbook was written on how the Department should engage in
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public-private partnerships. The handbook was written up with a great deal of effort, put into due diligence working closely
with the legal department within State. The fundamental idea in the handbook was that when you are creating these global
networks and alliances, you have to set rules and criteria that are then supervised by a Secretariat.
A question was also posed regarding the possible risk of working through networks as a means of overburdening smaller
and weaker actors. Slaughter’s view on the matter was that, indeed, the risk exists but that it could be reduced by involving
local NGOs and local participants. But something like the Global Alliance for Vaccination and Immunization has been quite
successful in bringing in local governments and in sharing burdens in a balanced way. Slaughter then referred to the Open
Government Initiative launched by the Obama administration in partnership with Brazil and the growth it has experienced
since its founding. The over fifty members it has today have all expressed a commitment to openness, transparency, accountability and citizen participation. Despite having launched the initiative, the United States is no longer in the executive committee; many other countries, including European nations and emerging markets, have stepped up. This is exactly
what the United States wants to see happen. If a platform works and engages others, the United States will be more than
happy to retain influence while enabling others to lead.
The issue of how matters of security are dealt with in a networked world came up in the discussion. Slaughter shared a
story of her time at the State Department when a Tweet by blogger Mona Eltahawy revealed to the world that she had been
arrested in Egypt and badly beaten. Slaughter got an email almost immediately from a senior NPR strategist who has
played a key role curating social media on all the Middle East revolutions. Various people on Twitter kept tracking what was
happening on the ground (when and where Eltahawy had been seen; what was likely to happen within the Interior Ministry)
while emails flew back and forth to the State Department and the Egyptian embassy, which contacted Egyptian security
forces. Eltahawy was released eight hours later, beaten but unbowed. There are countless stories about how social media
has made information about massacres and abuses available to the world. The other side of the coin, Slaughter said, is that
sometimes you have security services using social media to lure people with false Tweets or messages. The information war
will be very important in the future, and both technology and training will be required to enable people around the world to
make the most of social media and other networks of communication.
One of the participants indicated that both candidates for president in the next US election are Harvard graduates but with
different backgrounds. Obama is a Law School graduate while Romney is a Business School alumnus. Couldn’t, therefore,
one expect Obama to be much more concerned with rules and institutions and Romney to be more interested in incentives that might not require the construction of institutions? Slaughter addressed this issue by pointing out that she still
believes American foreign policy will change very little after the November elections. However, she also conceded that
Romney might be less committed to formal multilateral organizations than Obama. President Obama has worked with coalitions of the willing, but he puts them together after he has achieved UN or regional-organization approval as in the case
of Libya. Romney might be more willing to go forward without such authorizations as long as things get done, but such an
attitude would, in Slaughter’s view, hurt the fabric of international order that is so important to build.
Another participant questioned the idea of the United States leading from behind and pointed to all the risks that that
would imply. It would be extremely dangerous to allow a security vacuum to emerge in places like the Baltic States, the
Caucuses, or Eastern Europe. Slaughter indicated that the United States will lead on the issues in which it has a vital interest. On Iran, for example, the United States will be very present. However, on something like Syria, if the Arab League is
not willing to do what is necessary then the United States should not intervene. In Slaughter’s view, if the United States
intervenes despite Turkey, Qatar, or Saudi Arabia being unwilling to act it will fail.
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SESSION III
Consequences for the US-European Relationship:
Coming Together or Drifting Apart?
Chair: Beth A. Simmons, Director, Weatherhead Center for International Affairs, Clarence Dillon Professor of International
Affairs, Department of Government, Harvard University
Jaakko Laajava, Undersecretary of State, Ministry of Foreign Affairs of Finland, Helsinki; Facilitator, conference on the
establishment of a nuclear-weapons-free zone in the Middle East
Laajava began by pointing out that he had been positively surprised by the optimistic atmosphere at Talloires, particularly, regarding the troubles in the euro zone. Still, he believes that from a practitioner’s point of view there is no big
fix for the problems the Euro faces and that Europe is still divided about how to move forward. Laajava then said that
“when it comes to treaty changes the EU is still very much 27 different member states.” So when someone talks about
debt mutualization it needs to be made clear that any agreement on that regard would be extremely difficult. The move
toward fiscal union would in turn require agreement on the transfer of competences to Brussels over issues like taxes,
pensions, and many others. It is Laajava’s assessment that EU member states are ready to pool their sovereignty and
to share it but not necessarily to transfer it to Brussels in such a decisive manner. It is therefore to be expected that
discussions about the future of the euro will go on for quite some time.
Laajava then moved to the issue of the economic situation in the United States. He believes that the United States is
nowhere close to default and that there are means available to solve the country’s economic troubles. A gasoline tax,
for example, would go a long way in the direction of solving the deficit problem, he said. Be that as it may, it is Laajava’s view that the transatlantic partnership is not in decline and that there will be many opportunities for the West to
compete internationally with success.
The competition from rising powers will be fierce and not forgiving, Laajava noted. As a matter of fact, that competition will
represent a challenge to many of the things the West currently does and represents. Furthermore, it is his view that China
will benefit from existing structures, but in ten to fifteen years opinions may change and the Chinese may be more interested in dismantling the international order set up by the United States. This should make values and political alliances
central to the West’s foreign policy for the future. Laajava gave the example of the WTO and the fact that the West takes
for granted its present form. But how would it look if instead of following democratic principles it obtained its fundamental operating principles from the Politburo of the Chinese Communist Party? For Laajava the reality is that the West is not
winning in international fora. Whenever there is an important decision to be made it normally loses the battle. The large
majority of developing nations find partnerships with China and Russia to counter the West, and they normally prevail.
Laajava then posed the following question: Given the above, what is to be done? He had eight suggestions:
1.

Preparation: The West should use time to think about its response to the challenge of rising powers.

2. Attractiveness: Europe and the United States need to make significant efforts to regain the attractiveness that once
characterized their economic models and that led many to follow in their footsteps. This should be done by putting
their economic houses in order and by regaining the trust of the international community.
3. Force for Good: The West needs to be perceived as a force for good, capable of producing solutions acceptable to all,
while at the same time being very firm in the defense of the rules of the international order.
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4. Defend the Common Interests: It is Laajava’s assessment that the West needs to start defending its common interests,
which it has not done so far. There is therefore a strong need to define European-American interests and to do so on
the basis of strong communication across the Atlantic. For Laajava one of the key elements of those interests will need
to be the broadening and expanding of the liberal democratic order.
5. Use the West’s Strengths: Innovation and industrial production are examples of such strengths, and Laajava noted that
there are many more areas where the West can lead. Efforts should be concentrated on the creation of creative industries and green technologies in which the West has a comparative advantage. Another area where the West could lead
is in the promotion of the role of women in society, furthering initiatives like Resolution 3025 that calls for greater
participation of women in crisis management. Success in these fields captures the imagination of other actors and
enables the United States and Europe to lead.
6. Avoid Mistakes: Particularly mistakes that hurt the feelings of younger generations. Laajava remembered how Condoleezza Rice, US national security advisor at the time, had said to a group of European ambassadors in 2001: “Kyoto is
dead.” Such a comment, followed by a lack of policy towards climate change on the part of the United States, generated
an overall policy void in that field that no one filled for many years. The lack of transatlantic agreement led to a lack of
leadership on this issue, and to letting down large numbers of people who were very concerned with climate change.
7.

Operate in a Networked World: Laajava indicated here that it would be important to think about how networks could
be applied to the transatlantic relationship.

8. Regain the Territory Lost: All in all it is Laajava’s assessment that efforts should be made to regain the attractiveness lost by the West.
From an operational perspective, Laajava emphasized the importance of designing institutions that will be appropriate for the
realities of the next two decades. A free trade agreement in the Atlantic should be seriously considered by the United States
and the EU. Such an agreement would, in Laajava’s opinion, produce growth and enable the United States and Europe to refocus
their energies away from internal regulatory battles like the one between Airbus and Boeing. Similarly it would be interesting
to discuss a special Atlantic Charter that could set the rules for future United States-EU cooperation. All in all, Laajava said,
“We should stop the blaming and naming and be open to accept good ideas, no matter where they come from.”
Jim Hoagland, Associate Editor, Senior Foreign Correspondent, and Columnist, the Washington Post
Hoagland pointed out at the beginning of his talk that in the past few years transatlantic relations have made a remarkable comeback. The relationship has moved from the tensions that characterized the Bush administration to the relative
conflict-free atmosphere under President Obama. Overall, however, Hoagland noted that Europeans and Americans are
free today from the tensions that sprang from mutual dependence during the Cold War. Europeans and Americans no longer
need to argue about what to do with Moscow, or Nasser, or the danger posed by Japan’s economic success. Now in the
networked world, Hoagland said, “it is all about us” and about how we connect.
Hoagland remembered that he had recently heard a German leader say that they were very worried about their neighbors.
It was surprising for Hoagland to find out that he was not talking about Russia but about Greece. Furthermore, he indicated
that the same kind of feeling had now arrived to Washington. Obama, who at first ignored Europe, is now extremely worried
about it. The President has indeed moved on from his initial thoughts of cooperation with China and the creation of a G2,
from his focus on a peace initiative in the Middle East, and from his desires of controlling the G20 with the help of India.
Instead he is sending Tim Geithner or one of Geithner’s aides to Europe almost weekly, Hoagland said.
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Europe is in Hoagland’s view a success from every objective point of view. Hoagland defined himself as an historical
optimist and indicated that his optimism emanates from three life experiences that in his mind demonstrate that enlightened political leadership can change circumstances. The first was the end of segregation in the American South, the second
was the fall of apartheid in South Africa and the third was the European project. The fact that Europe was able to come to
the conclusion that war was simply too expensive in every sense is inspiring to Hoagland. Europe turned its attention to
the problems of society as a whole. The success of this European effort to define itself and to create an enduring kind of
society is important for many Americans. Europeans will need to decide how to solve the euro zone crisis on the basis of
what Germany can afford financially or what France can accept politically. Be that as it may, the project will continue to be
an inspiration for many, Hoagland said.
Several institutional arrangements were established during the Cold War between the United States and Europe. Since
then, Hoagland commented, concerns about the health of those arrangements have been constant. Hoagland remembered
how twenty-five years ago he heard the French ambassador in Washington, DC, say that he was worried about the impact
of Reagan’s election on transatlantic relationship and the possibility of the United States turning towards Asia. Those
concerns are very present today in Europe, thanks in part to the poorly named policy of “pivoting to Asia,” but the truth
remains, as it did then, that Europe and the United States cooperate very intensely and that shared values and goals will
keep the relationship very much alive.
It is, however, easy to forget, Hoagland pointed out, that American attitudes towards EU integration have not always been
positive. During the Clinton years there were doubts about whether the United States should support the founding of the
euro or not. It was not that long ago, either, that you had two Bush administrations, 41 and 43, that were determined to
block progress towards European defense capabilities outside of NATO’s control. Not only has that worry disappeared from
Washington today, but what you have is an official policy of supporting the development of European defense capabilities,
Hoagland said. Obama himself has insisted that the Europeans should lead within NATO, with the Libya operation being the
most significant manifestation of that leadership. A French official recently said to Hoagland that the main lesson from
Libya was that the “Europeans can now operate within the NATO command and control structures.”
The Americans and the French spent years arguing whether or not they could, should, or would develop NATO out-of-area
operations. Today, however, it is well understood that cooperation on global challenges is the keystone to the transatlantic
relationship. Hoagland added that the Europeans have a lot to do by themselves in terms of improving military capabilities.
Such an exercise will be particularly difficult today given the growing pressures to reduce defense spending. The United
Kingdom will have to play a big a role, Hoagland said, but leadership will also need to come from Germany. Germany is
today unwilling to lead on almost any front, as has been the case since the end of the Second World War.
Hoagland then turned to the polarized state of American politics. Charles de Gaulle saw himself as a psychoanalyst of
France. Hoagland noted that America needs that kind of leadership: someone who can explain how it has become such a
dysfunctional nation, and why it refuses to debate the big questions. He then pointed out that the current presidential
campaign should see a debate about the type of capitalism Americans want. Do Americans want a managed capitalism
where there are clear rules and regulations that may stifle some entrepreneurial spirit but will protect the nation at large?
Or do they prefer a more laissez-faire, unbridled or, as Mitterrand would put it, “savage capitalism”? Obama and Romney
represent these two visions of capitalism, and the campaign will therefore be very much about the economic state of the
nation and not so much about foreign policy.
It is surprising for Hoagland, however, that there is so little anger regarding the banking system and its effects on the
broader economy. Jamie Dimon’s recent testimony before Congress saw the representatives of the US people treat him with
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kid gloves. One would expect the anger expressed through Occupy Wall Street and the Tea Party to make its way to Congressional hearings. The fact that it did not tells you dispiriting things about the state of the federal legislature, Hoagland
said. So, whatever choice is made regarding the next president, Congress is likely to remain the big problem, in particular
due to its incapacity to represent the popular mood.
It is Hoagland’s assessment that Obama will win a second term, in part because Romney is a flawed candidate, unable to
dominate the narrative of the campaign. If Obama does win he will have a very busy agenda for the next four years, particularly in terms of domestic issues. He should endorse the Simpson-Bowles Commission’s Report (http://www.fiscalcommission.gov/ ) as well as undertake a massive tax reform. On foreign policy, Obama will probably attempt to resolve the
Israeli-Palestinian issue, push for a reduction of the American nuclear arsenal, and deal with the issue of missile defense.
Overall, Hoagland pointed out, the key issue is whether Europe and the United States can tackle their domestic problems
and, in the process, build a stronger transatlantic relationship.

Discussion
A question was asked about the use of the term “we” by Hoagland at the beginning of his talk, and about the phrase “It is all
about ‘we’ now.” What does that mean? Hoagland answered by saying that “we” meant each individual. The transition of individuals taking to the web to seek out information—and frequently political opinions that reinforce rather than challenge what
they already believe—has put “we” at the center of our analysis. Information is now pulled in by the individual rather than selected by and pushed forward by gatekeepers in the media. So information and politics becomes “all about ‘we’” in a much more
individualistic and even selfish fashion. A participant added to this that elites around the world are now much more connected
to each other than to their own people and that such an elitist definition of “we” could lead to political turmoil in the future.
This was followed by a comment on the idea of the United States needing some psychoanalysis and of the risks of such a
process. Indeed, leadership of that kind could bring out radicalism and schisms. Hoagland indicated that he was by no means
suggesting that the United States needs more rhetoric. Rather, what he wanted to point out was that the two current presidential candidates represent two very different visions of America and that the US people should understand the depth of their
choice in November. One of the candidates represents the kind of capitalism that is currently under attack while the other was
essentially a community organizer and a professor who has a very different take on the path the economy should follow.
A point was made that the core of the transatlantic relationship is “strategic depth.” It allows both sides of the Atlantic to have more strategic depth. However, the core pillar of that depth is “democratic depth.” The big democracies of
Europe and America have given the Atlantic partnership great strength, but they are today under threat. The question
therefore is: Can we learn from each other’s democratic pathologies? The United States seems to be very dysfunctional,
and the EU seems to be delusional. When one studies the end of past civilizations one always finds that the elites get
disconnected from the people. Such disconnect can be seen in the United States no, in the growing plutocracy and the
concentration of wealth in the top one percent. In Europe, in turn, you see a great deal of messianism in its elites. European leaders act as if they could impose their decisions on the people. The crowds in Europe, however, are expressing
three clear ideas. The first is the importance of localism and of local control over one’s affairs. The second idea is that
fairness is extremely important and that inequality should be tackled. The third and final idea is that there should be
some element of closure, of us vs. them. European messianism, and its promotion of a federal system, seems to be ignoring the desires of the crowds. This has implications for the Greek case because the Greeks want to be acknowledged
and empowered to change. Imposition from Brussels or Berlin will backfire.
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The discussion then moved to other matters like Finland’s relation to NATO and the fact that it was clear until 1989 but it is
not so clear today. Laajava addressed the issue by saying that Finland loves NATO and that it is committed to being a faithful partner wherever the Alliance decides to act. However, the Finnish people have been neutral for a long time, and any
successful partnership with NATO should respect that tradition.
A question was also posed about the impact of the Citizens United decision on American democracy. Hoagland commented
that the decision is a disaster on various levels. First, it removes the shield companies had to refuse requests of donations
from candidates. Now it is much more difficult for them to evade pressures from campaigns. The second issue is that the
additional money raised from corporations is going almost entirely to fund negative television ads, polluting the political
environment further. On the other hand, Hoagland believes that it is possible to overemphasize the importance of the decision. At the of the day all it does is enable political campaigners to keep on doing what they have done for a very long time,
possibly with additional resources, but without changing the nature of the political landscape so radically, he said.
The issue of whether the creation of the euro was a good idea came up again in this panel. Hoagland addressed the matter
by saying that he still believes that the introduction of the common currency was a wise move. Individual currencies would
not have been of great help today. All of the federal pieces that you need to sustain the common currency were expected
to arrive before the crisis. What we are seeing today, Hoagland said, seems to point in the direction that those institutions
will be set up and will enable the euro to move ahead.
Various participants expressed concern about the fact that Europe has lost strategic importance for the United States and
about the impact such a development would have on the transatlantic relationship. One of the attendees, however, pointed
out that the United States’ “pivot” is not from Europe to Asia but from the Middle East to Asia. Europe was the central arena
during the Cold War, but the abiding preoccupation of American foreign policy shifted to the Middle East years ago. The
pivot is therefore from the Middle East to Asia where the new abiding concerns lie. This could well mean that no major
change will take place in United States-European relations.
As a means of concluding the discussion Hoagland added that in his mind Europeans and Americans are condemned to continue
the Atlantic community of values and goals. Only if they mishandle the need to give a greater place to China in their strategic
thinking, or if Europeans become self-absorbed and defeatist, will that alliance be much less than it has been in the past.
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CLOSING REMARKS
Karl Kaiser, Director, Program on Transatlantic Relations, Weatherhead Center for International Affairs, Harvard University
Kaiser remembered that the Talloires Conference met for the first time in the final days of the Cold War. There was at the
time a deep fear about a possible nuclear war, and of an East-West confrontation at the heart of Europe. The Atlantic
relationship was then absolutely central because Europe was the center of the conflict, and also because the United StatesEuropean relationship was the central cooperative relationship dealing with that conflict. In the system we are moving into,
Kaiser noted, Europe is not the object of conflict any more, but the cooperative relationship will still be a central feature.
In this regard, he added, he is in disagreement with some of the opinions expressed during the conference that questioned
the centrality of the United States-European alliance. Furthermore, Kaiser indicated that the level of disagreement on this
issue is also striking. Some relegated Europe to a distant third position in terms of relevance to the United States, while others
said that Europe is only second to the United States in terms of power and influence. It seems, however, that the former is the
most prevalent view in the United States. Is there a possibility of making people in the United States aware of the centrality
of the relationship with Europe? Kaiser suggested starting a discussion around a specific proposal, like Merkel’s Transatlantic
Economic Council, or moving towards a free-trade area as a means of further strengthening the partnership.
Whatever happens on that front, it is Kaiser’s assessment that the geopolitical importance of Europe will grow in the near
future. First, because events in the Middle East will surely make Europe more important. The truth is that you need to have
some military presence in Europe if you want to be able to deal with matters in the Middle East and in the broader Arab world,
Kaiser said. Europe is the natural partner of the United States for dealing with developments in North Africa, he added. Second,
NATO decided in Chicago to adopt the new approach of “smart defense.” If this was meant seriously, and there are many signs
that it was, it will require the development of shared assets within the Alliance. An example of such a move is the agreement
among France, Germany, and the United Kingdom to create a joint drone program. By proceeding in this way, NATO members
will develop strong ties with each other. Indeed, it will mean that states will have to abandon a piece of their sovereignty. If the
majority wants to use an asset, every country in the minority will need to accept it. Kaiser wonders if the Americans would be
willing to allow its allies to use a shared system for their own operations. Anyhow, the development of smart defense will force
a debate on these matters and, in the United States, about the relevance of Europe as a partner.
Kaiser was also struck by the diverging perceptions regarding non-proliferation expressed during the conference. Some
argued that the issue is exaggerated. However, it is Kaiser’s view that the world of the future will be more nuclear than
the world today. There will be more Irans, meaning countries that get nearer to nuclear weapons, and there will be nuclear
weapons in areas where there were none before, he said. What will be the implications for US foreign policy? Will the
United States have to extend its nuclear umbrella to other countries? Kaiser believes that what is certain is that it is going
to be a very different world and that people in America and Europe should think about it carefully. Although it is hard for
terrorist groups to get hold of nuclear weapons, there could always be an exception, and in a non-linear world a minor risk
could lead to significant consequences. One nuclear attack in a European or American city would change the rules of the
game. Kaiser therefore exhorted all, especially Europeans, to take non-proliferation seriously.
Kaiser also noted that there had been throughout the conference a fascinating debate about the role of government. That
same debate is very much alive in the United States, the leading power of the West, he said. Europeans left the debate behind
them a long time ago, he added. Indeed, Europeans are baffled when candidates in the Republican primaries propose to dissolve the majority of governmental departments. In fact, identifying differences across the Atlantic, Kaiser pointed out that
Europeans as a whole are convinced that their model is more successful than the American one because they have defined a
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more substantial role for the government. US observers also worry about this issue and about the overall functioning of their
democracy. With ninety-five percent of incumbents being re-elected to Congress, in part owing to funding dynamics and gerrymandering, and with the sixty percent rule in the Senate, whether the federal legislature functions or not is a real issue.
Another problem addressed during the conference and that Kaiser considered central to the discussion about transatlantic relations was that of inequality. Most Europeans could not conceive of a solution to inequality without government involvement.
Furthermore, without a solution, Kaiser does not see how the United States can retain its much needed role as the power of last
resort. Any solution will require a massive internal reform in America that is not being properly discussed at the moment.
While all of the issues above are being discussed, Europe is at a crossroads. We are back to a central question here, Kaiser
said. We either move toward more political integration, or there will be failure. European crises in the past have always
produced steps forward. Structuring such a step will be extremely difficult, but we are dealing with politicians and bureaucracies that have been finding solutions to difficult problems for decades now. What seems clear, anyhow, Kaiser added,
is that asking if the euro was a mistake is a somewhat useless question. The euro is there now, and all efforts should be
dedicated to repairing its flaws, he concluded.
Steven B. Bloomfield, Executive Director, Weatherhead Center for International Affairs, Harvard University
Bloomfield concluded the proceedings by remembering the first time he attended a conference in Talloires, in 1994, and
the feeling then that the gathering had been taking place for many years. He also remembered dearly valued stalwarts of
the conference who often sat in their customary places in the room and who, for various reasons, were not present among
the participants this year: Bill Harding, Michael Palliser, Robert Bowie, Ray Vernon, Sam Huntington, Joe Nye, Stanley Hoffmann, and Bob Putnam. Talloires has been and continues to be a purposefully familiar community where academics and
practitioners meet, Bloomfield said. One of the reasons that it is important to preserve this tradition is that conversations
between scholars and practitioners take place so productively in this microcosm that is Talloires, he added. Furthermore,
sometimes conversations even simply among scholars don’t take place as much as they should in Cambridge—and they
have some breathing room to take place here as well.
Bloomfield thanked all the attendees for their presence and participation in the conference and wished that everyone
might return next year. He offered a particular thank-you to Pierre Keller for his sustained support of the conference, making it possible over twenty-five years. Bloomfield’s last words were of appreciation to the staff of the conference who had,
with their hard work, made it a great success.
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