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A Functional Theory of International Regimes:

International Cooperation in Arms Control and Free Trade Agreements

These days, it is difficult to imagine a world in which international regimes, formal or informal arrangements of “contained rules, norms, principles, and decision-making procedures,” lack substantial influence over international politics.
  The dense proliferation of international institutions and treaties, from GATT to the WTO to the UN Declaration of Human Rights, from the Comprehensive Nuclear Test-Ban Treaty to the Conference on Global Climate Change to the recently ratified World Criminal Court, serves as ample evidence for increased global and transnational interdependence.  These international regimes, however, have neither arbitrarily become nor arbitrarily function as the strategic manipulators of cooperation between states.  In his important 1984 study After Hegemony, Robert Keohane develops a functional theory of international regimes that establishes the need for such transnational actors and explains how international regimes facilitate cooperation among self-interested state-actors, even in a world political economy where there is no hegemonic state actor to ensure stability.
  While Keohane’s institutionalist (or functionalist) argument is a useful tool for understanding international cooperation beyond the limiting realist notions of hegemonic state power and self-interest, Keohane’s functional theory of international regimes experiences some limiting difficulties of its own.   


I will begin by briefly establishing, as Keohane relates in his book, the basis of the demand for a functional theory of international regimes that can explain international cooperation after hegemony where realist arguments have either failed or altogether ignored.  Next I will summarize the functional theory of international regimes.  I will proceed to evaluate Keohane’s logic and argue that, though his theory is largely well-grounded, it still lacks consideration for several important variables that effect international cooperation within and without international regimes: domestic politics, not-quite-rational political behavior, the threat of unilateral action, and the complicated dynamics of high politics.  In addition, Keohane’s theory seems to still occupy a shadowy space below the looming figure of persisting realist dynamics of power, self-interest, and hegemony (even pseudo-hegemony).   I will use the functional theory of international regimes as an analytical framework for understanding international cooperation in two issue areas: (1) multilateral arms control agreements, with particular attention paid to the Comprehensive Nuclear Test-Ban Treaty, and (2) international trade policy, with special attention paid to WTO free trade and competition rules/agreements.  From these applications I will flesh out a more substantiated critique of Keohane’s theory.  

The so-called institutionalist or neo-liberalist school of political scientists has attributed the dynamic emergence and importance of international regimes to the failure of the previously practiced “self-help” system to ensure cooperation under conditions of intensifying interdependence (88).
  Parallel to this self-help system was an understanding of the world as a system of primarily state-actors, in which the stability of the world order, and therefore the cooperation among state and non-state institutions, was reliant on the power and interests of the hegemonic state actor.  Robert Gilpin supports this premise by grandiosely evoking a sort of Pax Britannica during the nineteenth century and a Pax Americana after World War II.
  The hegemonic stability theory seems to make a great deal of intuitive sense until, of course, these isolated historical periods of hegemonic stability end, and political scientists can no longer rely on realist hierarchies of power and interest to explain international cooperation.


Keohane’s functional theory of international regimes therefore builds on the pre-established need for international regimes after hegemony by explaining how international regimes then assume an essential role in facilitating cooperation among states.   Keohane asserts that international regimes function to facilitate cooperation by “establishing patterns of legal liability, providing relatively symmetrical information, and arranging the costs of bargaining so that specific agreements can more easily be made.”  He formally categorizes these three functions as (1) Legal Liability, (2) Transaction Costs, and (3) Problems of Uncertainty. 


International regimes provide a basis for legal liability by arranging transnational negotiations such that mutually beneficial agreements can be more easily reached.  Much of this has to do with the regime’s implementation of patterned or repeated interaction, which often takes on the form of conventions, conferences, contracts, and quasi-agreements.  When regimes establish and perpetuate these patterns and protocols for bargaining, they serve as a reference point towards which mutual expectations between state actors can stabilize and agreements between state actors can converge.


As regimes generate patterns of repeated interaction, they also generate patterns of reduced transaction costs.
  More specifically, international regimes establish norms, rules, principles, and procedures that effectively reduce the costs of compliance and increase the costs of non-compliance.  International regimes also function to reduce transaction costs associated with productivity; when mutual expectations are stabilized and the costs of cooperation are reduced, time and fiscal allowances for negotiation are saved, directly improving efficiency.  Furthermore, because international regimes facilitate more efficient transactions, issue-area linkages that distract from the regime’s purposes are minimized and issue-linkages that magnify the principles of the regime are maximized. 
  


Finally, as international regimes increase the efficiency of transnational interaction and negotiation according to established patterns of interaction, the problems of uncertainty may be diminished.  Keohane identifies three main problems of uncertainty that characterize engagement under the auspices of international regimes: (1) asymmetrical information, (2) moral hazard, and (3) irresponsibility.
  Repeated interaction within international regimes increases the costs of disseminating or signaling asymmetrical information to fellow actors.  You cannot be as deceptive or as biased with what you reveal when you know you are attached to a set of expectations, norms, principles, and procedures; credible commitments are more easily made in regime settings that offer retaliation measures that punish cheating and irresponsibility.


Keohane admits that his theory, like most, relies on the assumption that the state is a rational and egoistic actor, an assumption that “is not fully realistic.”
  But the functional theory of international regimes seems to experience additional difficulties.  For example, at one point in Chapter 6, Keohane attempts to explain “why governments…ever comply with the rules of international regimes when they view these rules as in conflict with what [he calls] their ‘myopic self-interest.’”
  But the difficulty arises when Keohane hinges his logic on the state’s cost-benefit analysis, provided that the “issue is considered in isolation from others,” which is rarely the case in true political considerations.  Although like the assumptions of rationality and egoistic states, this assumption of issue isolation lends coherence and clarity to Keohane’s argument, it is nonetheless a huge construct that prevents us from seeing cooperation as it may truly be.  Keohane faults Morgenthau and the “murky language” of the realists for attempting to explain the issue of non-compliance by briefly attributing it to some sort of triumph of the national interest.  But while the realists may have used national interest as their obligatory scapegoat, Keohane has built a house on shaky foundations.  Myopic state behavior seems ridiculous as a logical necessity in Keohane’s otherwise well-warranting arguments, but it also does justify why Keohane is able to ignore, however illegitimately, the consideration of other issues that such as domestic politics and “high politics” that influence international cooperation and regimes.
   

Keohane makes it clear that his theory is not meant to refute every claim made by the hegemonic stability theory-- simply that it refutes the necessity of hegemony for cooperation.  But the very fact that shifts in power and self-interest provide the main intuitive incentives for escape from international regimes suggests to me that the institutionalist approach ultimately remains under the influence of realist conceptions of cooperation.  

How helpful is Keohane’s functional theory of international regimes for understanding cooperation when applied to specific issue-areas?  I will consider two issue-areas: (1) multilateral arms control agreements, and (2) international free trade agreements.  For the first, I will focus on one of the most important multilateral agreements on weapons of mass destruction (WMD), the Comprehensive Nuclear Test-Ban Treaty.   For the second, I will focus on the international free trade policies of the World Trade Organization (WTO), successor to the General Agreement on Tariffs and Trade (GATT).   The U.S.’s recent enactment of tariff barriers to protect its domestic steel industry, which contradicts WTO agreements, will provide a useful case-in-point.  


The Comprehensive Nuclear Test-Ban Treaty (CTBT), finalized in September of 1996, called on all participating nations to ban all forms of nuclear weapons testing.  However, critics of the treaty in primarily the United States and the People’s Republic of China have argued that the treaty effectively translates into a nuclear disarmament treaty.  Their logic was that an across-the-board ban on testing would prevent already existing nuclear stockpiles from being checked for safety or reliability and could therefore not be used; eventually, the U.S. would be left with an impotent nuclear arsenal, a collapsed nuclear deterrence policy, and a significantly threatened state of national security.
  Indeed nuclear disarmament was the inexplicit goal of the CTBT.   In other words, it seemed to be blatantly against the interest of nuclear-capable states to uphold the CTBT; to date, both the U.S. and the PRC have still not ratified the CTBT.
  


Despite the disparity between the aims of the CTBT and the security interests of nuclear-ready states, today almost every nation in the world, even non-signatory states, abides by the rules of the CTBT.   The functional theory of international regimes can explain how international cooperation in arms control was facilitated through the CTBT.  The CTBT is a landmark treaty that brings almost 165 member states (90 ratified) together under an exhaustive set of specific guidelines and seismic monitoring procedures, thus providing for a contained, symmetrical set of expectations and information regarding nuclear testing.
 Under the cooperation forged by the CTBT, a global network of seismic monitors and other such explosion indicators has been created, thereby reducing the transaction costs otherwise suffered by individual member-states for having to monitor the entire globe for nuclear testing activities.  In addition, the CTBT has reduced the transaction costs by increasing state incentives to comply with the global ban on nuclear testing; any violator must answer to a host of angry nations.  

For example, when India conducted five nuclear test explosions in May of 1998, neighboring Pakistan responded that same month with six nuclear test explosions.  The international community did not hesitate to rebuke even these two non-members for severely violating the CTBT, not to mention escalating a potentially catastrophic conflict.  The U.S. responded by placing strict economic sanctions on Pakistan with the endorsement of an international front of CTBT-supportive states behind them; these linkages were facilitated by the CTBT’s issue-linkage retaliation measures.  Perhaps the strongest testament to the applicability of the functional theory of international regimes lays in the observation that by the year 2000, the leaders of both India and Pakistan pledged to the international community to begin indefinite suspensions (known as moratoriums) on nuclear testing.
  International regimes reduce the transaction costs to such an extent as to draw even ex-pariah non-members into strict compliance.   


The functional theory of international regimes may even be useful when we are pressed to explain how the CTBT facilitates international cooperation even while a near-hegemonic world power, the United States, failed to ratify it.   In the case of the U.S., the incentives to cooperate with the CTBT and its members has actually muffled, perhaps shifted, the interests of the United States.  The CTBT has facilitated the terms for a mutually beneficial agreement whereupon each party involved benefits from shared information on global nuclear monitoring.  The phasing-out of U.S. policy of nuclear deterrence therefore becomes a relatively small price to pay when juxtaposed against  increased incentives to uphold the CTBT; this explains why the U.S. and former Soviet Union have bilaterally agreed to begin the process of partial nuclear disarmament.  It also explains why President Bush in 2001 announced that the U.S. would provide funding for operation of the CTBT.
  


However, with the CTBT, the functional theory of international regimes does not help us to understand the huge pressure that the domestic military sector puts on decision-makers to keep from ratifying the treaty.  Often times functional regime theory is weak at addressing the important dynamics of domestic politics and the nuances of the principal-agent model.  Furthermore, while Keohane’s theory does provide some understanding regarding cooperation under threats of unilateral action (as we have seen with India, Pakistan, and the U.S.), it cannot address states whose leaders behave outside the realms of rationality, as is often the fear with nuclear weapons and other WMDs.   


Now we turn to the example of international trade policy under WTO agreements.  Keohane has already devoted significant portions of his 1984 study to the issue-area of international trade regimes.
  At one point he even hypothesizes that if a GATT member-state were pressured by some domestic industry to institute the appropriate protectionist import quotas, that state would submit to the GATT’s rules and “render pursuit of myopic self-interest less attractive.”
  But in a most contemporary example, the U.S. last month deliberately chose to erect protectionist tariff barriers to nurture its flailing domestic steel industry--- in direct violation of WTO agreements on free trade and competition.  But non-compliance does not disprove functional regime theory since international regimes do not guarantee compliance; they simply raise the costs of non-compliance.  This has proven true since our European counterparts have been especially angered.  The symmetrical set of WTO trade expectations has made it possible for other member states to enact retaliation through the regime’s own processes or through issue-linkages afforded by the regime.  For example, functional regime theory would identify the U.S.’s non-compliance with the WTO agreements as grounds to facilitate (perhaps even justify) European withdrawal of support from the U.S.-led “War on Terrorism,” a threat widely articulated in the European and American press.  


But once again, the functional theory of international regimes does not address the extreme importance of domestic politics in regards to cooperation under international regimes.   Bush was highly pressured by domestic constituents and fellow decision-maskers to enact the tariffs since it would save tens of thousands of American jobs and subsequently tens of thousands of potential votes.   In addition, cooperation under the agreements of the WTO is largely still a function of power dynamics.  Powerful and wealthy member-states are far less hesitant to pursue self-interests than lesser states that fear the consequences of economic retaliation.  The U.S. can afford to manipulate the terms of its cooperation with the WTO where other states cannot.  Finally, while free trade is generally recognized to be mutually beneficial, it also causes a host of problems with labor rights, inequality in income-levels across regions, and environmental policy.  The functional theory of international regimes cannot adequately explain how cooperation is achieved when the WTO has reduced the transaction costs of complying with free trade laws but has consequently wreaked undesirable by-products of exploited labor forces, outrageous environmental abuse, and wild capitalistic markets.  


Robert Keohane’s functional theory of international regimes is helpful for understanding how international regimes facilitate cooperation among self-interested state actors; it attempts to divorce conceptions of international cooperation from historically binding instances of hegemonic stability and prompts us to understand cooperation in terms of established patterns of negotiation, reduced transaction costs, and reduced uncertainty.  But Keohane’s institutional framework runs into the walls that most theoretical frameworks run into.  It is still too parsimonious and too limiting to be able to capture the diversity of factors that contribute to the achievement of cooperation.  Ultimately the functional theory of international regimes works best when paired with the notable claims of other contending theories.  
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