1 Can Liberal Democracy

Be Exported at Gunpoint?

“We are led, by events and common sense, to one conclusion: The survival
of liberty in our land increasingly depends on the success of liberty in other
lands. The best hope for peace in our world is the expansion of freedom in
all the world.”

“[I]t is the policy of the United States to seek and support the growth of
democratic movements and institutions in every nation and culture, with
the ultimate goal of ending tyranny in our world.”

—George W. Bush, Inaugural Address, January 20, 2005

ON FEBRUARY 15, 1898, the battleship USS Muine exploded and
sank in the port of Havana, Cuba. This event occurred at the same
time that support was increasing among Americans for military intervention in
Cuba. Civil violence between Spanish occupiers and Cuban rebels seeking in-
dependence was ongoing within the Spanish colony, and public opinion in the
United States concerning this situation was largely shaped by the spread of often
exaggerated stories in the major newspapers detailing the inhumane treatment
of Cubans by the Spanish.? Debate continues to this day about the cause of the
explosion on the USS Muine, but the papers at the time claimed it was an act of
sabotage by the Spanish. In fact, with such headlines as “Remember the Maine!”
serving as rallying cries for those in favor of intervention, U.S. public opinion
supporting military action reached an all-time high.

With public opinion behind him, President William McKinley asked Congress
on April 11,1893 for the authority to send troops to Cuba to end the dvil unrest.
In addition to the reported inhumane treatment of Cubans, however, McKinley's
greater, and unspoken, concern was the protection of American economic in-
terests.” Eight days later, Congress passed a joint resolution proclaiming Cuba
to be “free and independent” and calling for a complete Spanish withdrawal.
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The resolution also authorized the president to use as much force as necessary
in achieving this goal. The Teller Amendment to the resolution indicated that it
was not the intentions of the United States to control Cuba and made clear that,
once the U.S. military defeated the Spanish occupiers, Cubans would be granted
their freedom. On April 25, Congress officially declared a state of war between the
United States and Spain.

In a series of battles with the Spanish naval fleet, the United States quickly
gained control of the waterways around Cuba, preventing Spanish ground
troops from receiving additional supplies and support, and within a month,
Cuba was securely under U.S. control. The signing of the Treaty of Paris in
December 1898 marked the official end of the war. Per the terms of the treaty,
Spain relinquished Puerto Rico and Guam to the United States while sover-
eignty of the Philippines was transferred to the United States for $20 million.
In addition, Spain ceded its claim to Cuba, but as per the Teller Amendiment,
the United States did not assume permanent control.

Despite the fact that it never assumed official sovereignty over Cuba, how-
ever, the U.S. military continued its occupation through 1902, serving as the
active government. During the occupation, the United States built infrastruc-
ture, including public sanitation, an education system, and a postal service. In
1900, a constitution was drafted and municipal elections were held. Under U.S.
pressure, a series of amendments were attached to the constitution that simul-
taneously allowed the United States the ability to influence Cuban policy while
disengaging from daily operations of the country in order to comply with the
letter of the Teller Amendment if not its spirit.

One such amendment to the constitution, the Platt Amendment, provided
the conditions for the withdrawal of U.S. troops from Cuba. The amendiment also
granted the United States control of Guantinamo Bay, a naval base, which some-
what infamously, or perhaps notoriously, it continues to utilize to this day. It also
restricted Cuba from transferring land to any nation other than the United States.
Finally, the amendment provided rules regarding Cuba’s ability to float foreign
debt and enter into treaties with non-U.S. countries. Perhaps most important, the
Platt Amendment specified that the United States could intervene in Cuban af-
fairs whenever the U.S. government deemed it appropriate. With the adoption of
the constitution, U.S. troops were withdrawn in 1902, and Tomds Estrada Palma,
a strong supporter of the initial US. intervention and of U.S. policy regarding
Cuba in general, became Cuba’s first president on May 20 of that year.!

The American occupation of Cuba was important for several reasons. As
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highlighted above, it was the catalyst for Cuba’s independence from Spain, but
more important from a U.S. foreign policy perspective, the occupation marked
one of the first U.S. attempts to shape political, economic, and social outcomes
via military intervention and occupation. The experience in Cuba marked the
beginning of a trend of intervention and occupation that has continued into
the twenty-first century with the occupation of Iraq and Afghanistan.

The United States would utilize the stipulations of the Platt Amendment
twice more over the twenty-year period following the initial occupation. In
1906, the United States again occupied Cuba to surpress civil insurgency. Presi-
dent Estrada Palma’s reelection was met with violent opposition from the Lib-
erals (the National Liberals and the Republic Liberals), and the U.S. occupa-
tion, which lasted until 1909, focused on restoring order and establishing a new
democratic government in the wake of Estrada Palma's eventual resignation.
Yet another U.S. occupation of Cuba occurred from 1917 to 1922 due to an up-
rising inspired by the Russian Revolution. The U.S. military was charged with
ending the uprising and protecting U.S. property and interests.

If the goal of this series of U.S. occupations in Cuba was to plant the seeds
of a sustaining liberal democratic government that would ultimately become
a long-term ally of the United States, one must obviously consider it a failure.
Since the end of the last U.S. occupation in 1922, Cuba has had several short-
lived governments followed by the emergence of two oppressive dictatorships,
those of Fulgencio Batista (1940-1959) and Fidel Castro (1959—present).

Over two decades after the United States exited Cuba for the final time, at
the conclusion of World War II, the United States engaged in the most am-
bitious effort in its history of democratizing war-torn countries with the oc-
cupation and reconstruction of West Germany and Japan. In both cases, the
outcome was drastically different than that in Cuba. In both West Germany
and Japan, military occupiers were able to successfully transform war-torn
countries into liberal democracies that have survived to this day.

In May of 1945, Germany surrendered unconditionally to the Allied forces.
Leaders from the Allied countries had gathered in a series of conferences both
before and after Germany’s surrender to determine a common occupation
policy. The main tenets of this policy were that Germany would be partitioned
and each Allied power would control a zone, Nazism would be abolished, the
country would be democratized, war criminals would be punished, and repara-
tions would be paid. The United States would carry out the reconstruction of
its Western zone from 1945-19ss.
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The physical infrastructure, economy, and morale of the German people
had been devastated by the war. During the occupation of its zone, the United
States disbanded the government and assumed control of the provision of
public goods at the municipal and local level and managed administrative and
budgetary functions. Despite the destruction of the country, economic recov-
ery occurred relatively quickly. Although there were many economic ups and
downs, annual economic indicators showed double-digit growth in the GDP
of West Germany from 1947 to 1952.% Historians and policymakers continue
to debate the factors that contributed to this recovery. Some attribute it to the
aid delivered under the Marshall Plan, and others emphasize the currency and
fiscal reforms of Ludwig Erhard as the catalyst of the recovery.® Whatever one
concludes on this issue, few would disagree that the reconstruction effort was
able to transform West Germany into a liberal democracy. This is not to indi-
cate that the reconstruction process did not suffer any setbacks. The process
was far from smooth, both within each zone and also across zones. Progress
occurred at different rates and on different margins, but overall, if the standard
against which the reconstruction of West Germany is judged is the sustainabil-
ity of the reconstructed orders, it must be deemed a success.

Although the specifics of the U.S. experience in Japan were clearly differ-
ent, the outcome was very similar to that of West Germany. Following the use
of nuclear bombs on Hiroshima and Nagasaki, Japanese officials surrendered
unconditionally in September 1945. As with Germany, Japan’s infrastructure,
economy, and morale had been severely damaged during the war. The terms of
Japan’s surrender had been determined by the United States, the United King-
dom, and China at the Potsdam Conference in July of 1945. In addition to un-
conditional surrender, the Potsdam Declaration required the purging of certain
government officials, as well as the democratization of Japan; military disarma-
ment; and the establishment of freedom of thought, speech, and religion.

Despite the fact that several countries agreed to the terms of surrender at
Potsdam, the Supreme Commander for the Allied Powers, U.S. General Doug-
las MacArthur, directed the occupation unilaterally. He decided basic policies
and utilized his position of power to implement them. The unilateral power
of the United States in Japan during this period is evidenced by the fact that
no other Allied nation challenged U.S. authority during the reconstruction
process.” MacArthur orchestrated sweeping and drastic changes throughout
Japanese society, including within the government and civil administration,
the economy, civil society, the education system, and the military. In the pro-
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cess, MacArthur achieved icon-like status among the Japanese populace.” A
new constitution was drafted over a relatively short period of time and went
into effect in May 1947. According to the guidelines of the constitution, the
emperor lost all military and political power and became a figurehead of the
state. As with Germany, there were many bumps in the road, but most observ-
ers would agree that occupiers had established a sustainable liberal democracy
by the time they exited Japan in April 1952.

The successful cases of Japan and West Germany have lasting importance.
Not only do they exist in contrast to the failures in Cuba, these cases laid the
groundwork for the perception that the United States had the ability to suc-
cessfully export liberal democracy at gunpoint. Indeed, the United States un-
dertook several subsequent efforts to export liberal democracy during the Cold
War, including to Vietnam, Cambodia, and the Dominican Republic. Although
these attempts largely failed, efforts to establish liberal democracy abroad con-
tinue to this day.

In October 2001, the United States began military operations in Afghani-
stan in response to the September 11, 2001, attacks on the World Trade Center
and the Pentagon. The aim of the operation was to eliminate the Taliban gov-
ernment and the al-Qaeda organization. Military operations were swift and
effective. With the assistance of the Northern Alliance, the United States gained
control of Kabul, the capital city of Afghanistan.” In December 2001, represen-
tatives from the United States and the Northern Alliance as well as expatriate
Afghan leaders met in Bonn, Germany. The result of the conference, the Bonn
Agreement, outlined a roadmap and timetable for bringing peace, stability, and
democracy to Afghanistan. In January 2004, Afghanistan’s constitutional Loya
Jirgit approved a new constitution.

In March 2003, while U.S. forces were still attempting to reconstruct Afghani-
stan along the guidelines put forth in the Bonn Agreement, the United States
began a military operation in Iraq. The specific aim of the operation was to over-
throw the regime of Saddam Hussein and replace it with a liberal democracy. The
hope was, or seemed to be, that establishing democracy in Iraq would have posi-
tive spillover effects for the rest of the Middle East. The 2003 operation, much
like the earlier U.S. military operation in Iraq in January 1991, went smoothly and
met little resistance. The United States, with superior military technology and
leadership, was able to topple the comparatively poorly trained and ill-equipped
Iragi army quickly. The result was the collapse of the Hussein regime. President
Bush publicly declared on April 16, 2003, that Iraq had been “liberated.”"
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As of this writing, the situations in Afghanistan and Iraq continue to unfold.
It is too early to determine with certainty whether these reconstructions will
achieve their desired end of creating sustaining liberal democracies. However,
while the initial military operations in both countries were successful, the after-
math has been a different story. In both cases, the existing governing regimes
were easily toppled, but subsequent reconstruction efforts have been met with
strong resistance.'' Dispersed pockets of insurgents located throughout each
country characterize the nature of the resistance—there is no longer a central
enemy that can be confronted head-on. Moreover, costs—both monetary and
human—have substantially exceeded initial predictions. Further, public opin-
ion in the United States seems to be turning against prolonging the occupa-
tions, and support is increasing for withdrawal sooner rather than later.!” It
may take several years, or even decades, before the outcomes of these efforts
can be judged as successes or failures, but at least in the short term the likeli-
hood of success is not looking good compared to what happened after World
War IT in West Germany and Japan.

These brief narratives are not meant to do justice to the complexities of the
cases discussed. Instead, the purpose is to highlight the long and varied history
of U.S. attempts to utilize military forces to occupy and reconstruct countries
along liberal democratic lines. It is interesting to note that early failures in Cuba
did not prevent the United States from further military intervention before and
after World War II, and certainly West Germany and Japan are clear cases of
successful reconstruction. However, the failure of a series of reconstruction ef-
forts between the 1960s and the 1990s, coupled with the current difficulties in
Afghanistan and Iraq, seems to call America’s ability to export liberal democ-
racy via military occupation into question.

Given the ongoing struggle in both Afghanistan and Iraq and the grow-
ing discontent among the U.S. electorate, we should expect the issues associ-
ated with reconstruction to remain at center stage for the foreseeable future. In
August 2004, a new office—the Office of the Coordinator for Reconstruction
and Stabilization—was created within the State Department to oversee U.S.-
led reconstruction efforts. If the present paradigm is maintained in spite of the
widely publicized logistical issues and changing public sentiment, we can safely
assume that U.S. involvement in such efforts will only increase.

The effort to win the “war on terror” has been a driving force behind the
emphasis on spreading democracy via military occupation. In this context,
the underlying logic is that the spread of democracy will greatly reduce, if not
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eradicate, the terrorist threat. It is widely recognized that the major threat to
the United States is no longer a few powerful countries, as during the Cold War,
but instead the threat posed by countries lacking a strong and effective central
government.”” Reconstruction efforts attempt to remedy this situation by es-
tablishing the foundations of sustaining liberal democratic institutions.

Moreover, there is also an increasing call in the academic literature for the
United States to embrace its role as an empire. A key advocate of this position,
Niall Ferguson, contends that America should utilize its relative position of
power in the world to impose liberal political and economic institutions in
weak and failed states.' These efforts, Ferguson contends, should not be con-
strained by the “light footprint” approach to occupation, but instead should
establish colonial administrations, when necessary, to achieve the desired ends.
I will return to this “brute force” theory later, but for now, the key point is that
there is good reason to believe that U.S. involverment in reconstruction efforts
will continue beyond Afghanistan and Iraq.

Given the long history of U.S. reconstruction efforts, coupled with what is
sure to be the continued relevance of the issue in the future, a central question
comes to the forefront: Is military occupation and reconstruction an effective
means for exporting liberal democracy? The purpose of this book is to answer
that question. Looking at the historical record, and as noted in this chapter thus
far, one observes some clear cases of success, such as the post—World War II
reconstrictions of Japan and West Germany, but the historical record also in-
cludes a large number of clear failures. I seek to contribute to our understand-
ing of these drastically different outcomes. Specifically, my goal is to understand
the precise mechanisms and contexts that contribute to or prevent success.

To pursue thisline of inquiry, I will ask some fundamental questions about
how economics can explain the logic of continued conflict as well as efforts by
external parties to resolve those conflicts by establishing cooperation grounded
in liberal democratic institutions. Why does conflict persist? What mechanisms
facilitate, or impede, the transformation of conflict to cooperation? What con-
straints do occupiers face in the reconstruction process? Can occupiers cause
more harm than good? Are there alternatives to reconstruction that can gener-
ate institutional and social change toward liberal institutions? Finding answers
to these questions is critical to understanding the viability of reconstruction as
an effective means of exporting liberal democracy.

I contend that the tools of economics can shed light on these questions by illu-
minating the ability of foreign powers to construct sustaining liberal democracies
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in weak, failed, and conflict-torn states. Economics can also offer insight into the
process of social change. Sustainable social change requires a shift in underlying
preferences. This shift can be influenced through brute force or through volun-
tary acceptance. I contend that the latter is more effective in generating liberal
democracy. I further argue that a key mechanism for generating sustainable
change is a commitment to free trade, not only in goods and services, but also
in cultural products, ideas, and institutions. Unfortunately, throughout the his-
tory of U.S. foreign policy, including the recent occupations of Afghanistan and
Iraq, emphasis has been placed on military occupation and reconstruction while
inadequate attention has been paid to the alternative of exporting liberal values,
ideas, and institutions through non-intervention, trade, and exchange.

What's Economics Got to Do with It?

For the most part, research regarding the fundamental questions stated in the
previous section has been limited to the disciplines of history, political sci-
ence, and public policy, and my primary aim is to contribute to this existing
literature by employing the tools of economics. Reconstruction was a popu-
lar topic among some prominent twentieth-century economists, including
Walter Heller, John Maynard Keynes, Ludwig von Mises, and Bertil Ohlin."
Nonetheless, few recent economists have turned their attention to this prob-
lem. To fill this gap, I seek to analyze the reconstruction process through an
economic lens. I contend that doing so will contribute substantially to the
ongoing debate regarding the ability of governments to effectively export sus-
tainable liberal democracy via military occupation.

When one looks at the fundamental nature of the reconstruction process, it
becomes evident that economic issues are of central importance. That is, post-
war reconstruction requires the creation of political rules and can therefore
be considered a problem in political economy. A central emphasis of political
economy is “the reason of rules.”"® The underlying logic is that rules provide
the parameters within which individuals can carry out private activities while
simultaneously establishing the scope and strength of political institutions and
the activities of political agents within those institutions.

Viewed from the perspective of political economy, the reconstruction pro-
cess can be seen as an issue of incentive compatibility. Occupiers must establish
the “rules of the game” but also ensure that institutions are in place that pro-
vide incentives for the populace of the reconstructed country to follow those
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rules once occupiers exit. As the economist Avner Greif emphasizes, institu-
tions are patterns of behavior that persist because they provide incentives that
lead people to behave in ways that reproduce those same patterns over time.!”
The economic view of successful reconstruction thus entails finding and estab-
lishing a set of incentives that make people prefer continuing within a liberal
democratic order as compared to any available alternatives. Economic analysis
can assist in understanding if the formal and informal rules and institutions of
the reconstruction “game” provide such incentives.

A discussion and analysis of reconstruction must draw on knowledge from
a wide range of disciplines. As an economist, I perhaps lack the insights a histo-
rian, political scientist, or regional expert might provide given their purviews.
However, the tools of economics have not been used to examine the basic na-
ture of the problems faced in reconstruction. A lack of theoretical understand-
ing of the challenges involved in reconstruction has led to bad policy and re-
peated failures in efforts to reconstruct weak, failed, and conflict-torn states;
hence this book.

To lluminate this last point, consider the growing literature that criticizes
the current efforts in Iraq for a lack of foresight, planning, and execution.'®
The analysis provided here can assist in understanding not only the current
situation in Iraq but also the limitations of future efforts to construct liberal
democracies via military occupation. Applying the economic way of thinking
to the topic of reconstruction will yield insights that are of interest not only to
academics in a wide range of disciplines but also to policymakers as well.

What Does Reconstruction Entail?

For purposes of clarification, I should specify the terminology and assump-
tions that serve as the foundation for the analysis that follows. I define recon-
struction as the rebuilding of both formal and informal institutions.” More
specifically, the reconstruction process involves the restoration of physical
infrastructure and facilities; minimal social services; and structural reform
in the political, economic, social, and security sectors.

The terms reconstruction, state building, nation building, and peacekeeping
are often used interchangeably. For my purpose, however, these terms capture
overlapping but essentially different activities. Reconstruction requires re-
building, and in some cases building from scratch, both formal and informal
institutions in order to achieve fundamental political, economic, and social
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change. State building and nation building can be seen as a subset of recon-
struction and involve transferring governance capabilities. Likewise, peace-
keeping can be seen as a subset of reconstruction that involves stabilizing a
conflict-torn society.

When I use the term reconstruction, 1 am referring to the process in its en-
tirety, from the initial occupation through the exit of occupying forces, as well as
the wide array of activities that occupiers undertake in the political, economic,
and social arenas. The reconstruction process includes nation building, state
building, and peacekeeping, but it also goes beyond these activities as well. It is
possible for foreign governments to undertake nation building or peacekeeping
missions without engaging in a broader reconstruction effort. For example, the
operation in Somalia in the mid-1990s started as a humanitarian peacekeeping
mission and only later became a broader effort at reconstruction.

Post-conflict reconstruction efforts can be categorized depending on the na-
ture of the conflict that precedes the reconstruction. Categories would include
civil wars or humanitarian efforts (for example, as in Somalia and Kosovo), the
perceived threat of future conflict (as in Afghanistan and Iraq), or international
wars (as in Germany and Japan). Within these various categories of conflict,
one can further classify the role of the occupying power. At one extreme is
long-term colonization and at the other extreme is liberation—and there is a
range of possibilities in between.

Part of classifying the role of the occupying power involves clarifying the
means used to achieve the desired ends. On the one extreme in this regard is the
“brute force” approach, which emphasizes the complete domination of the post-
conflict country using whatever force is necessary to impose liberal democratic
institutions. At the other extreme is the “light footprint” approach, which places
heavy emphasis on the involvement of local indigenous actors coupled with as
little international presence as possible. Under the light-footprint approach, the
role of international forces tends to be limited to peacekeeping-oriented opera-
tions, such as maintaining general order and stability. This does not mean that
international forces are restrained from intervening in specific affairs as deemed
necessary, but rather that such “hands-on” interventions are viewed as a last
resort. These categorical distinctions will influence the issues involved in the
reconstruction process and will be considered throughout the analysis.

I define ultimate success in the reconstruction process as the achievement
of a self-sustaining liberal democratic, economic, and social order that does not
rely on external monetary or military support.” A successful reconstruction
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does not require fully mature or “consolidated” institutions, but it does require
that the seeds for such institutions be planted. In other words, several years
after the exit of occupiers, we should observe movement toward a consolidated
liberal democracy.

I take this goal as the given end of reconstruction efforts, meaning that I
do not consider whether the end goal is itself good or bad. In the context of
U.S. politics, the view that sustainable liberal democracy is critical to peace
can be traced back to at least Woodrow Wilson, the twenty-eighth president of
the United States, who sought to make “the world safe for democracy.™ His-
torically, military occupation and reconstruction have been the means used to
achieve this desired state of affairs.

Ultimate success does not necessarily mean military forces have entirely left
the postwar country, however. For instance, the United States still has troops
stationed in Japan and Germany. The main characteristic of a successful ef-
fort is the official end of the reconstruction by the occupiers, coupled with the
sustainability of reconstructed political, economic, and social orders in the ab-
sence of military interventions or monetary support. For instance, neither Ger-
many nor Japan would collapse if the United States withdrew existing forces
currently stationed in those countries. If, in fact, a reconstructed country’s in-
stitutions would unravel once troops exited or monetary or humanitarian aid
ended, the reconstruction is deemed to have failed to achieve its goal.

Throughout the analysis I will be careful to use the term liberal democracy.
As Fareed Zakaria has emphasized, “democracy” is often confused with “liberal

a3

democracy.™? Democracy deals with the method of selecting government of-
ficials, while liberal democracy deals with the goals of government: the protec-
tion of individual rights, the rule of law, and so on. In the absence of consti-
tutional liberalism, democracy will not necessarily yield the desired results as
defined by U.S. foreign policy objectives. The election of Hitler in Germany or
the elections in Iran, considered by most to be a corrupt sham, provide but two
illustrations of the point that democracy in itself is not enough to obtain the
desired outcome of liberal democracy.

Although politicians and policymakers often state the end goal of recon-
struction efforts as “spreading democracy,” what they implicitly mean is the
establishment of liberal democratic institutions along Western lines—if not in
specific design then at least based upon Western principles. This difference is
more than semantics. Compared to establishing a lasting liberal democracy,
holding elections is relatively easy. During U.S.-led occupations, elections have
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been held in Haiti, Bosnia, and Kosovo. However, it remains far from clear that
these countries could be dassified as self-sustaining liberal democracies.

The means available to occupiers to achieve the goal of sustainable liberal
democracy include an array of resources that consist of physical assets as well
as knowledge and information about the specific country and reconstruction
in general. The use of these means is constrained by other factors, such as cul-
ture and historical experiences in the country being reconstructed and domes-
tic and international public opinion. Along these lines, I will also pay careful
attention to the important distinction between controlluble and uncontrollable
variables. Controllable variables include those factors that occupying forces can
vary as they choose: troop levels, monetary aid, timing of elections, and so on.
Uncontrollable variables are those factors that cannot be varied at will by oc-
cupiers. Examples would include the beliefs and norms of the individuals in
the country being reconstructed, or the pressure of domestic and international
opinion to follow a certain course of action.

Although I recognize their critical importance, I will not address the norma-
tive issues associated with military intervention and occupation. Instead, I will
argue purely as an economist and limit my discussion to empirical questions.
My focus on the positive aspect of reconstruction is not intended to downplay
the importance of ethical issues. Instead, the normative aspects of the recon-
struction issue are beyond the scope of what I address in this inquiry.®

My starting point in this argument is that reconstruction efforts have
taken place in the past and are currently under way in Afghanistan and Iraq.
In addition, on the basis of the indications provided by policymakers and the
realities of the world, I assume that further attempts at reconstruction will take
place in the future. Given the historical reality and the assumption about future
efforts, I will focus on understanding what economics can contribute to our
understanding of whether military occupation and reconstruction are effective
means for achieving the desired ends of spreading liberal democracy to con-
flict-torn, weak, and failed states.

Is Military Occupation the Means to
Liberal Democracy? A First Take

The narratives that began this chapter provided some insight into the U.S. ex-
perience with occupation and reconstruction. Now that we have established
what reconstruction entails, as well as the end goal of reconstruction efforts,
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it makes sense to take a closer look at the historical record of U.S.-led recon-
struction efforts. Doing so will provide some initial insight into the question
of whether military occupation is an effective means for generating sustain-
able liberal democracy.

To see if a general pattern exists regarding the success and sustainability of
U.5.-led reconstruction efforts, I will utilize the well-known Polity 1V Index.
The Polity IV Index ranks the political institutions of a country on a twenty-
one-point scale of institutionalized democracy. A combined “Polity Score” is
then calculated by subtracting the Autocracy (o to 10) score from the Democ-
racy (o to 10) score. The resulting scale ranges from +10 (fully democratic) to
—io (fully autocratic). This index is especially useful because data are provided
for most countries from the 18o0s through 2003.

The categories of democracy and autocracy incorporate several key di-
mensions. Institutionalized democracy, as defined by the authors of Polity 1V,
consists of three key elements: (1) the presence of institutions and procedures
through which citizens can express their preferences, (2) the presence of insti-
tutionalized constraints on the executive, and (3) the guarantee of civil liberties
for all citizens in both their daily lives and political participation. The authors
define autocracy by a specific set of characteristics as well. Autocracies “sup-
press competitive political participation. Their chief executives are chosen in a
regularized process of selection within the political elite, and once in office they
exercise power with few institutional constraints.™

To provide some concrete examples of what these scores mean in terms of
actual governments, Iraq under the Hussein regime had a Polity Score of —g
in 2002, while Afghanistan scored a —7 under the Taliban in 2000. As of 2003,
Egyptscored a —6, Syria a —9, and Saudi Arabia a —10. In contrast, as of 2003, all
of the members of the G-8 had a Polity Score of +10 except for France, which
scored a +9, and Russia, which scored a +7.

A key question in this inquiry concerns which Polity Score to use as a
benchmark for a successful reconstruction. The Polity Project has considered
a score of +7 or more as necessary for a country to be a mature and “internally
coherent democracy.™® This same benchmark has been employed in several
studies focusing on democratic peace.”

To be as charitable as possible, however, I will employ a substantially
lower score of +4. To put this score in context, as of 2003, Iran, which Presi-
dent Bush declared to be a member of the “Axis of Evil,” was a +3. By em-
ploying a +4 score as a benchmark, I am essentially asking, “Were U.S.-led
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reconstruction efforts able to generate a political regime slightly better than
present-day [ran?”

Timing is yet another issue in making a judgment regarding the success of
a reconstruction process. If the end goal of reconstruction efforts is to estab-
lish a self-sustaining liberal democracy, one must consider the status of these
countries well after occupying forces exit the country. In some cases, as in post-
war Japan and West Germany, liberal democracy might occur relatively quickly,
but in other instances, reconstruction efforts might plant the seeds of liberal
democracy that only blossom several years down the line. Likewise, a country
might appear to be a liberal democracy when occupiers initially exit the coun-
try only to unravel soon thereafter. What is important in our consideration
here, and I would argue, on the largest of scales, is whether reconstructed lib-
eral democratic institutions are sustainable over the long run.

There is debate among political scientists regarding the time frame of
when a democracy becomes established or “consolidated.” The suggested time
frame ranges anywhere from ten to twenty-five years.” Recognizing that there
is not a consensus on this issue, I will consider the Polity Score for U.S.-led
reconstriction efforts in five-year intervals: five, ten, fifteen, and twenty years
after the exit of occupying troops. In other words, I want to understand if
these countries had a political regime that scored at least a +4 in five-year
increments after the official and final exit of U.S. occupiers. The results are
summarized in Table 11.*

For those entries in italics, there is no data available from the Polity Index
for the country or time period in question. Nevertheless, I have attempted to
fill in data as much as possible using supplemental metrics and common sense
about the situations of the countries in question. For instance, most would agree
that given the current developments in Somalia, it does not have the necessary
score at the end of 2005—ten years after the exit of U.S. occupiers—to consider
it a success. Similar reasoning applies to Haiti, which the United States exited
in 1996. As of 2006, Haiti remains in a state of utter disarray. It is the poor-
est country in the Western hemisphere, with approximately 8o percent of the
population living in abject poverty. United Nations peacekeepers are a central
means of security for the country. The presidential election in February 2006
was characterized by accusations of corruption, fraud, and vote manipulation.™
Likewise, instability continues to plague Lebanon because of such issues as the
constant threat of assassination of the country’s leaders and ongoing tensions
with neighboring Israel and Syria. In contrast, Panama had relatively stable



TABLE 1.1 2003 Polity IV scores: U.5. military occupations, 2oth and

xnst centuries
Democracy after...?

Oceupation
Country period 5 pears 10 pears 15 pears 20 pears
Cuba 18981902 o No o o
Philippines 18981946 Yes Yes Yes Yes
Panama 19031936 Mo Mo Mo Yes
Cuba 19061909 o No o o
Micaragua 19091910 Mo Mo Mo Mo
Micaragua 19121925 Mo Mo Mo Mo
Mexico 19141917 Mo Mo Mo Mo
Haiti 19151934 o No o o
Cuba 19171922 Mo Mo Mo Mo
Dominican Republic 19161924 Mo Mo Mo Mo
Micaragua 19261933 Mo Mo Mo Mo
Ttaly 19431945 Yes Yes Yes Yes
South Korea 19451948 Mo Mo Mo Mo
Japan 1945-1952 Yes Yes Yes Yes
Austria 19451955 Yes Yes Yes Yes
West Germany 19451955 Yes Yes Yes Yes
Lebanon 1958 Mo Mo Yes Mo
South Vietnam 19641973 o No o o
Dominican Republic 19651966 Mo Mo Yes Yes
Cambodia 1970-1973 o No o o
Lebanon 19321984 Mo Mo Mo Nao
Grenada 1983 Yes Yes Tes Yes
Panama 1989 Yes Yes Tes
Somalia 19931995 o No
Haiti 1994-1996 No No
Bosnia-Herzegovina 1996-2002
Kosovo 1999 —present
Afghanistan 2001-present

Irag

2003 —present
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political institutions through 2004, fifteen years after the exit of U.S. occupiers.
Presidential elections between three competing parties were held in 2004. Public
protests against government are generally tolerated, and civil and political rights
are, for the most part, protected. Given this, I assume its Polity Score will either
stay consistent or increase for the better once the index is updated.

Unfortunately, Grenada is absent from the Polity IV Index altogether. To
categorize its performance, I use the Freedom House’s Freedom in the World
report.” Freedom House is an independent nongovernmental organization
that focuses on understanding and analyzing worldwide trends of democracy
and individual and political freedoms. The organization’s well-known Freedom
in the World report is an annual comparative study of individual and political
rights at the global level. According to this report, Grenada has consistently
fallen into the category of “free”™ As such, I consider it to be a case of success.
The relevant time increments have not yet passed for Bosnia, Afghanistan, or
Iraq; and the final political status of Kosovo has yet to be determined, so it can-
not be considered an independent state for scoring purposes.

What do the data indicate regarding the effectiveness of reconstruction as a
means of achieving liberal democracy? In short, the historical record indicates
that efforts to export liberal democracy at gunpoint are more likely to fail than
succeed. Of the twenty-five reconstruction efforts, where five years have passed
since the end of occupation, seven have achieved the stated benchmark, result-
ing in a 28 percent success rate. The rate of success stays the same for those
cases where ten years have passed. For those efforts where at least fifteen years
have passed, nine out of twenty-three have achieved the benchmark for success,
resulting in a 39 percent success rate. Finally, of the twenty-two reconstruction
efforts where twenty years have passed since the exit of occupiers, eight have
reached the benchmark, resulting in a 36 percent success rate.

Note that this says nothing about the magnitude of the United States’s im-
pact in the outcomes of these countries. For instance, the Dominican Republic
reached the relevant benchmark fifteen years after the exit of U.S. occupiers.
However, it is difficult to judge the influence of the U.S. occupation fifteen years
earlier on this outcome. In other words, it is unclear what the magnitude of
the U.S. intervention actually was on the trajectory of this country. Similarly,
Lebanon reached the benchmark fifteen years after the exit of U.S. occupiers
in 1958. However, the country’s political institutions unraveled only two years
later and again fell below the benchmark. Nonetheless, considering U.S.-led
reconstruction efforts in this manner sheds some light on the general pattern of
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success and failure. The general pattern indicates that attempts to spread liberal
democracy via military occupation will fail more often than they will work.

Of those cases in Table 1.1 that failed to achieve a score of +4, have recon-
struction efforts generated any positive change in the country’s pre-occupation
Polity Score? I asswme no benchmark in this consideration but simply ask the
guestion more specifically as follows: “Did the reconstruction effort have any
positive impact on the country’s pre-occupation Polity Score as measured five,
ten, fifteen, or twenty years after the end of the occupation?” The results are
summarized in Table 1.2.

Any positive increase in the score is recorded as a “Yes,” while any score
that stays constant or falls is recorded as a “No.” As Table 1.2 indicates, in only
four instances did a country where reconstruction failed to achieve a +4 score
experience any increase in its Polity Score from the pre-occupation level. In

TABLE 1.2 Impact of reconstruction on Polity Score for countries where

reconstruction failed

Did Polity Score improve after...?

Oceupation
Country period 5 pears 10 pears 15 pears 20 pears

Cuba 18981902
Panama 19031936 Mo Mo Yes Yes
Cuba 19061909 o No o o
Micaragua 19091910 Yes Yes Yes Yes
Micaragua 19121925 Mo Mo Mo Mo
Mexico 19141917 Mo Mo Mo Mo
Haiti 19151934 Yes Yes o o
Cuba 19171922 Mo Mo Mo Mo
Dominican Republic 19161924 Mo Mo Mo Mo
Micaragua 19261933 Mo Mo Mo Mo
South Korea 1945-1948
South Vietnam 19641973 Mo Mo Mo Mo
Cambodia 1970-1973 Yes No o Yes
Lebanon 19321984 Mo Mo Mo Nao
Somalia 19931995 o No
Haiti 1994-1996 No No
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Panama, the pre-occupation score was — and increased to —1 fifteen years
later, in 1951, and to +4 twenty years later in 1956. Panama’s score would fall to
a —8 prior to the subsequent U.S. occupation in 1989, In Nicaragua, the Polity
Score prior to the U.S. occupation in 1909 was —s5 and improved to —3 after
the exit of occupiers in 1910. Haiti saw an improvement from its pre-occupa-
tion score of —3 in 1914 to a score of 0 in 1938 and 1944, but this increase did
not last, as a military coup occurred in 1946. Finally, Cambodia experienced
an increase in its pre-occupation score of —g in 1969 to a score of — in 1978,
although this was not sustainable, as the country has been plagued by insta-
bility. Data for Cuba do not start until 1902, while the scoring for South Korea
starts in 1948.

While fully recognizing that there is a wide array of factors contributing
to the Polity Score of a country, a high-level review of the historical record of
reconstruction efforts indicates that U.S. efforts have been either very success-
ful or very unsuccessful. Where U.S.-led reconstruction efforts have been suc-
cessful, they have generated consolidated liberal democracies. Japan, Austria,
Italy, West Germany, and Panama, after the 1989 occupation, all have scores of
+9 or above, which places them in the category of established and sustaining
liberal democracies.

However, where these efforts have failed, they have either had no sustain-
able positive impact or have resulted in a lower score. Of the failures, Cuba
is the closest to the benchmark of +4, scoring a 43 after the two latter U.S.
occupations of the country. This is the same score Cuba possessed prior to
these occupations, indicating that U.S. forces had no impact in either direction.
However, as discussed in the opening narrative, the seeds of liberal democracy
were not planted in Cuba, as evidenced by the Batista and Castro dictatorships.
All of the other failures had negative scores or were considered in a state of
transition or civil war for the relevant time increments.”

This exercise is meant to provide a first take, a basis for understanding
whether military occupation is an effective means for achieving liberal democ-
racy. Although there is no clear indication of what a “good” success rate might
be, as noted earlier the United States has achieved a 28 percent success rate for
reconstructions that ended at least ten years ago, a 39 percent success rate for
those that ended at least fifteen years ago and a 36 percent success rate for those
that ended at least twenty years ago. In short, at the very least, the historical
record shows more failures than successes and indicates that liberal democracy
cannot be exported in a consistent manner at gunpoint. Admittedly, there are



Can Liberal Democracy Be Exported at Gunpoint? 19

clear cases of success, but there are more clear cases of failure. Understanding
these drastically different outcomes is the main aim of this book.

Overview of the Book

As stated previously, I analyze the issue of post-conflict reconstruction using
the tools of economics, and in order to do so, I will draw on various eco-
nomic fields, including Austrian Economics, Behavioral Economics, Consti-
tutional Political Economy, New Institutional Economics, and Public Choice
Economics. It is my view that each of these theoretical perspectives can offer
us important insights that will contribute to answering the question driving
this analysis. I do not assume any specialized knowledge of these fields on the
part of the reader, but rather, I merely point out the synthesis of perspectives
that the following analysis entails. Economics is a broad field of many com-
plementary and contending perspectives, and this fact allows any economic
investigator many tools with which to explore the issue at hand.

The methodology employed in this book is what has been called the “ana-
lytic narrative,” which blends the analytical tools of economics with the nar-
rative form of exposition common in historical research.® In other words, it
combines the framework provided by economics with the emphasis on the
context of historical occurrences. As such, this method provides a means of
understanding past events and causal mechanisms that allow for the generation
of policy implications for the present and future. For instance, the narrative
approach allows for the exploration of strategic interaction and the impact of
historical experiences on past and current reconstruction efforts.

This method is especially conducive to the analysis of reconstruction, which
for a variety of reasons is a difficult topic to handle formally. There are some
general databases, such as the aforementioned Polity IV Index, but the num-
ber of relevant and interacting variables in the reconstruction process is large
and the actual variable set contains the histories of many different cultures for
which no systematic database exists. As the political scientist Samuel Hunting-
ton has noted, there is no single factor, or set of factors, that “causes” democracy
across countries and across time. Instead, democratization, or the lack thereof,
in different countries is a result of differing causal combinations specific to the
country.” Given this complexity, the analytic narrative method fits well with an
analysis of reconstruction efforts generally in as much as attempts to establish
liberal democracy have occurred in different countries at different times. Given
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these broad parameters, any approach will be relatively informal compared to
that employed by my colleagues in most other fields of economics. Neverthe-
less, I feel that the importance of the topic and the potential contribution of the
field of economics to our understanding of the reconstruction process militate
in favor of study rather than neglect.

Chapter 2 provides a model to understand the reconstruction process,
wherein I draw on some basic concepts from game theory in order to under-
stand the reconstruction “game.” I postulate that successful reconstructions are
those in which occupiers are effectively able to transform situations of conflict
into situations of coordination around a set of conjectures, beliefs, and expec-
tations that support liberal democracy. The following two chapters then con-
sider the mechanisms that contribute to, or prevent, the necessary transforma-
tion from conflict to cooperation. Chapter 3 focuses on the mechanisms that
facilitate or prevent cooperation among the indigenous citizens of the country
being reconstructed. Chapter 4 considers the mechanisms influencing the be-
havior of occupiers in their efforts to export liberal democracy.

After exploring the specifics of these mechanisms, Lapply them to historical
and current reconstruction efforts. I dedicate a chapter each to case studies for
the following categories of reconstruction:

Successful reconstructions (as in Japan and West Germany)

Unsuccessful reconstructions (as in Somalia and Haiti)

Current reconstruction efforts (as in Afghanistan and Iraq)

The aim of these case studies is to illuminate how the framework and mech-
anisms developed in earlier chapters apply to historical and current reconstruc-
tion efforts. These case studies will also highlight the main implications of the
analysis. I conclude by considering some competing alternatives to military oc-
cupation and reconstruction as means of generating sustainable liberal democ-
racy. In doing so, I consider the strengths and weaknesses of each alternative.

Although my main focus is on past and current U.S.-led reconstruction ef-
forts, the insights of this analysis, to be developed in the following chapters, can
be generalized and applied to all reconstruction efforts across time and place.
The results of this analysis will suggest four primary themes, or lessons to be
learned, as described in the following text.

1. Although policymakers and social scientists know what fuctors constitute a
successful reconstruction, they know much less about how to bring about this end.
We possess a firm understanding of what a successful reconstruction seeks
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to accomplish. For instance, we know that the rule of law; protection of in-
dividual, political, and property rights; and the smooth transfer of power
between elected officials characterize a liberal democracy. Despite this under-
standing, however, much less is known about the appropriate steps to take to
achieve this desired end. Stated differently, while we know whart a successful
reconstruction entails, we lack an understanding of how to bring about the
desired end. Indeed, as the previous general analysis of U.S.-led reconstruction
efforts has lustrated, liberal democracy via occupation has, more often than
not, remained elusive. Thus, failure is not due to a lack of a clear end-goal, but
instead, failure is due to the lack of knowledge of how to go about achieving the
desired end. In other words, failure is due to the gap between the know-what
and know-how.*

This uncertainty is evident in the ongoing debate among social scientists re-
garding the social and economic conditions that are conducive to a sustainable
liberal democracy. Academics have long considered several factors, including a
middle class and a certain level of economic development, ethnic homogeneity,
historical experience with constitutions and liberal democracy, and a national
identity, to be preconditions for a sustainable liberal democracy.” But recent
research has called these previously assumed preconditions into question.

For instance, a recent cross-country study by Steven Fish and Robin Brooks
finds, counter to prevailing wisdom, that social heterogeneity does not increase
conflict or stifle democracy.® As Larry Diamond, a leading expert on democ-
racy, has recently pointed out, scholars have spent decades attempting to un-
derstand the factors that contribute to stable democracies, but the wave of new
democracies that arose between 1974 and 1994, a period wherein democracy
spread to countries that lacked these conditions, “raised the prospect that de-
mocracy could emerge where the social scientists would least expect it.”* On
the one hand, this fact can be viewed as a positive, since it indicates that all
countries have some democratic potential. On the other hand, however, this
realization highlights the limited knowledge of scholars regarding the factors
and causes of sustainable democracy. It is my contention that this latter realiza-
tion should be reason for pause when considering reconstruction via military
occupation as a policy option.®

Attemnpts to understand the various factors by comparing historical cases
have yielded inconclusive results. For instance, a RAND study of several U.S.-
led reconstructions attempts to generate “lessons learned” from these cases by
focusing on several controllable variables. But in truth, when one looks across



22 Can Liberal Demaocracy Be Exported at Gunpoint?

cases, itis unclear that there are any uniform lessons to be drawn. For instance,
the number of troops per thousand inhabitants was significantly higher in
Bosnia and Kosovo (18.6 and 20 per one thousand inhabitants respectively)
as compared to Japan (5 per one thousand inhabitants). Along similar lines,
Somalia had either the same number or more troops per thousand inhabitants
than Japan over the first two and a half years of occupation and a drastically
different outcome.

Likewise, it may appear that initial total monetary aid is an important con-
trollable factor that contributes to ultimate success or failure, and indeed, total
aggregate assistance during the first two years of occupation has varied greatly
across historical reconstruction efforts, from $12 billion in Germany to approx-
imately $5 billion in Bosnia, $4 billion in Japan, and slightly under $2 billion
in Kosovo and Afghanistan. However, when adjusted for per capita assistance,
one finds that Bosnia received approximawtely $1,400 per capita in aid, Kosovo
received more than $8o00 per capita in aid, Germany received approximately
$300 per capita in aid, and Japan less than $100 per capita inaid."

When it comes down to it, policymakers and social scientists know what
ultimate success entails. They also have an understanding of the array of factors
that influence the reconstruction process. The level of military forces, foreign
aid, the timing of elections, culture, historical experience, ethnic tensions, and
the many other variables all matter for the ultimate outcome of reconstruction
efforts. However, lacking is an understanding of how these controllable vari-
ables interact and influence each other as well as the “right” levels required for
success on a consistent basis. In short, although the end goalis clear, the knowl-
edge of how to employ various means to achieve this end is lacking. It is criti-
cal to keep this distinction in mind between the “know-what”—knowing what
a successful reconstruction looks like—and the “know-how”—understanding
how to bring about the desired end. It is only by recognizing this distinction
that we can hope to understand why reconstruction efforts have failed to be
consistently successful, and in some cases have caused more harm than good.

2. Uncontrolluble variubles serve us a construint on controlluble variables.

A key element of the economic way of thinking is the recognition of con-
straints. For instance, the amount of goods and services a consumer can pur-
chase is constrained by his or her income and prices. In the context of recon-
struction, key constraints are often neglected. Focus is often placed on the
political and military leaders of the occupying forces as the main constraints.
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One hears criticisms of these individuals for poor planning, too few troops, too
little funding, lack of an exit strategy, and so on. If only these leaders would ad-
just their behavior either by shifting strategy or increasing monetary or physi-
cal resources, critics contend, the outcomes of reconstruction efforts would be
drastically different. But focusing solely on political and military leaders as the
key constraints overlooks the contextual constraints within the country being
reconstructed.

In his analysis of Central and Eastern Europe, the economist Svetozar
Pejovich concluded that the transition from communism to capitalism is not
merely a technical issue.” In other words, the same expenditure of resources
in different transition efforts will yield different outcomes. Similar reasoning
applies to the case of reconstruction. Why is this the case? To borrow a phrase
from Pejovich, “It’s the culture, stupid.”

Economists are often uncomfortable with the concept of “culture” because
it is difficult to define let alone neatly quantify.”® Indeed, there is no defini-
tion of culture that is universally accepted by social scientists. When I use the
term culfwre in this analysis, I will follow those scholars who define the term as
the informal rules that constrain human interaction.* From this viewpoint, a
society’s culture is the existing array of values, customs, traditions, belief sys-
tems, and other mores passed from one generation to the next. By this defini-
tion, culture is an “informal institution,” which means that it is not formally
mandated but coexists with formal institutions such as constitutions and writ-
ten laws.

Acting within these formal and informal institutions are various individ-
ual actors and also organizations, which are groups of individuals joined for
some common purpose.” Culture constrains the actions of individuals and the
various organizational forms that individuals can achieve within a given set of
formal institutions. In other words, the creation of a wide array of organiza-
tions—political groups (parties, councils, senates), economic bodies (families
and firms), and social bodies (associations)—will be constrained by the exist-
ing endowment of culture. For instance, the economist Timur Kuran has ana-
lyzed how certain informal institutions in the Middle East have created “evolu-
tionary bottlenecks” that serve as constraints on certain organizational forms.*
Indeed, the limitations on certain organizational forms have been a main cause
of economic stagnation in the region.

Culture is perhaps the greatest constraint on reconstruction efforts. Francis
Fukuyama has argued that democratic consolidation must take place on four
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levels. Culture is the “deepest” level and therefore is “safely beyond the reach of
institutional solutions, and hence of public policy.™ In other words, control-
lable variables matter, but only up to a point. The same level of resources—
monetary aid, troops, organization of elections, and so on—as was invested in
West Germany and Japan in 1945 will generate a drastically different outcome
in Afghanistan and Iraq in 2005. This is due to the fact that these countries have
different endowments of culture—capital and knowledge that constrain the
effectiveness of those resources.

The reader should note that this is not an argument for long-run cultural
determinism. Indeed, research shows that all states possess some democratic
potential® Instead, culture can be seen as a short-term constraint on the
process through which liberal democracy is established and evolves. Culture
establishes the limits to the indigenous acceptance of policies implemented by
occupiers at the time of the reconstruction, and formally reconstructed institu-
tions require the existence of certain complementary institutions and capabili-
ties to operate in the desired manner. Absent these complementary informal
institutions, the same institutions transplanted in different societies will yield
drastically different results. When the underlying culture and reconstruction
efforts coincide, liberal orders will flourish, and absent this coincidence, the
sustainability of reconstructed orders will be a constant struggle.* Continued
force will be required where voluntary acceptance is absent. Given that the pro-
jected end of reconstruction is a self-sustaining liberal democracy, thisis nota
desirable state of affairs.

3. Reconstruction efforts suffer from a nirvana fullacy.

The term nirvand fallacy was first used by the economist Harold Demsetz to
describe the comparison of real markets to ideal government institutions lack-
ing imperfection.™ Such a comparison leads to the conclusion that government
intervention is required to overcome the failures of markets. Flawless govern-
ment intervention is desirable when compared to imperfect market outcomes.

Demsetz argued that such comparisons were unrealistic, leading to faulty
analyses and conclusions. The reality is that government also suffers from im-
perfections, and due to these imperfections, government actors may fail to
allocate resources as effectively as even an imperfect market. In short, one can-
not asswine that “the grass is greener on the other side,” that government inter-
vention will yield a better outcome as compared to the situation that would
exist in the absence of those interventions.
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A similar fallacy often applies to reconstruction efforts. In the context of
reconstriction, a nirvana fallacy occurs when it is assumed that, in the face of
a weak, failed, or illiberal government, external occupiers can provide a better
outcome relative to what would exist in the absence of those efforts. This is not
to say that reconstruction efforts can never have beneficial effects, but neither
can it be assumed that occupation will yield beneficial outcomes.

As subsequent chapters will make clear, occupiers face constraints not just
within the country being reconstructed but also from their home country as
well. For instance, the political decision-making process in the country carrying
out the reconstruction will influence the overall effort. As will be discussed, the
incentives created by the political system often lead political actors to produce
policies that fail to align with the broader goals of the reconstruction effort.

Reconstruction efforts might not merely fail to achieve the desired end—
there is also the real possibility that the efforts of foreign occupiers can cause
more harm than good. Obviously, such harm is usually an unintended conse-
quence, and as will be discussed further in subsequent chapters, these negative
unintended consequences can occur along two key margins.

The first margin consists of unintended consequences that are internal to
the country being reconstructed. In other words, the actions of occupiers may
cause unintended harm within the country being reconstructed. One example
of internal negative unintended consequences is the possibility that reconstruc-
tion efforts can distort the evolution of indigenous social structures and gov-
ernance mechanisms. Perhaps the best example of this is the case of Somalia.
To date, there have been seventeen failed foreign-led attempts—both by the
United States and others—at national reconciliation in Somalia since the col-
lapse of the Siad Barre regime in 1991. As will be discussed in more detail in
Chapter 6, efforts to establish a central liberal democratic government have
often increased conflict between various clans throughout the country instead
of generating cooperation.

One can envision many other examples of negative internal unintended
consequences as well. For instance, the United States supplied arms and finan-
cial support to Afghani rebels in the 1980s to fight Soviet forces. Some of those
samme weapons were used against U.S. forces during the invasion of Afghanistan
in 2001. Clearly, the United States did not intend for the weapons to be used in
this manner when they initially gave them to the rebels.

External unintended consequences can also result from reconstruction ef-
forts. In other words, the actions of occupiers may generate “neighborhood
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effects” that cause harm to those outside the country being occupied. For in-
stance, in a recent study, political scientists Edward Mansfield and Jack Snyder
explore the claim that democracies are less likely to go to war. Their main find-
ing is that, while it is true that consolidated democracies tend not to engage in
conflict with one another, immature democracies making the transition from
authoritarian regimes do tend to engage in conflict. What some may find more
surprising is that the authors of this study find that immature democracies are
more likely to engage in conflict and war than are authoritarian regimes. This
is due to the fact that individuals vying for political positions in democratiz-
ing countries tend to appeal to hard-line nationalism in order to gain support,
while separating themselves from both competitors within the country and
foreigners as well.

To understand the implications of external unintended consequences, as-
swime that the United States is successful in planting the seeds of democracy
in Iraq. In such a case, political, economic, and social institutions would be
fragile, as their full development would be far from complete. With a semi-
democratized Iraq, one could envision an array of political competitors em-
ploying nationalism against neighboring countries to obtain positions of
leadership and power. While these fragile institutions might provide minimal
stability within Irag, appeals to Iragi nationalism might very well generate con-
flict between Iraq and its neighbors along the lines that Mansfield and Snyder
outline. In such a situation, the United States might achieve the goal of bring-
ing some semblance of stability to Irag, but only at the cost of increasing the
potential for conflict in the larger Middle East region.™!

There are many other examples of external negative unintended conse-
yuences as well. For instance, some have argued that the current war in Iraq will
generate a “blowback,” whereby current reconstruction efforts will create the
future generation of insurgents who will seek targets around the world.™ As just
discussed, in this case, efforts to bring stability to Iraq through reconstruction
would generate negative consequences for other countries around the world.

To swummarize this lesson to be learned, while the failure of endogenous
institutions in countries with weak, failed, or illiberal governments may in-
deed be significant, the failures generated by foreign governments can be even
greater. Interventions by foreign governments in these countries do not neces-
sarily generate a preferable state of affairs in spite of the best intentions. While
an effective and strong liberal government might be preferable to the current

situation in such countries, often such an outcome is not a realistic option.
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Further, unintended consequences resulting from foreign intervention may not
just affect the country being reconstructed but may also inflict harm externally
as well. This implies that a reconstruction that generates peaceful coordination
on one margin may simultaneously increase conflict on other margins.

4. Sustainable social change toward liberal democracy requires a shift in un-
derlying preferences and opportunities.

The economic way of thinking emphasizes that individuals have preferences
and act within a set of constraints that place limits on their opportunities. A
preference can refer to a predilection for certain goods or services or for a cer-
tain type of behavior. Preferences and a set of associated feasible opportunities
are constrained by such things as cultural norms, mental capabilities, income,
laws, and economic and political institutions. For instance, an individual has
one set of opportunities within a context wherein individual and property
rights are protected and a different set within a context wherein they are not,
just as an individual who has never been exposed to a certain good cannot pos-
sibly have a strong preference for that product, because he or she is unaware of
its existence.

Preferences and opportunities can change as the underlying factors and
constraints change. For instance, individuals’ preferences may change as they
are introduced to new goods or services of which they were previously un-
aware. Likewise, an individual's opportunity to consume a certain good or ser-
vice may change, perhaps through a change in income or a change in laws and
political institutions that allows for the protection of individual and property
rights. Likewise, changes in cultural norms may make previously unacceptable
activities acceptable, which would increase the opportunities available to the
individual.

Similar reasoning applies to specific behaviors in which individuals choose
to engage. An individual’s choice to engage in cooperation, civic activities,
crime, terrorism, or insurgency is influenced by preferences and opportunities.
Given that, sustainable social change requires either a shift in preferences or
a shift in the opportunities facing members of society. If the aim is for mem-
bers of a society to engage in activities that support liberal democracy, their
preferences and opportunities must be such that they demand these behaviors.
Individuals must possess the complementary informal institutions necessary
for the operation of formally reconstructed institutions. Further, their prefer-
ences must include a commitment to the rule of law, individual and property
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rights, and markets—and they must have the opportunities to carry out this
commitment.

Indeed, a key purpose of reconstruction efforts is to change the preferences
and opportunities of the members of the country being reconstructed. Recon-
struction efforts seek to foster preferences for freedom, democracy, the rule of
law, markets, and tolerance. Likewise, these efforts seek to create a new set of
opportunities that were not feasible prior to the occupation. These opportuni-
ties might include the ability to vote, open a business, worship in the church of
one’s choice, or utilize the legal system, among other possibilities.

The main implication is that successful social change requires a shift in un-
derlying preferences and opportunities. The best way to bring these changes
about remains an open question. Reconstruction efforts have been successful
in changing the opportunity set that citizens face. For instance, overthrow-
ing a political regime via military force has proved to be an achievable task,
as evidenced by the recent efforts in Afghanistan and Iraq. Toppling a political
regime clearly provides a new set of opportunities for citizens that were not
previously available. The more difficult task for military occupiers has been to
effectively shift the underlying preferences to support liberal democracies and
Western-style institutions.

For instance, in the cases of Haiti, Somalia, Irag, and Afghanistan, occupy-
ing forces have failed to coordinate citizens around reconstructed liberal insti-
tutions. In stark contrast, military occupation in these countries has produced
a backlash that has contributed to increased violence and conflict. To reiterate,
while formal rules can be changed quickly, they must be grounded in the infor-
mal everyday practices of a society in order to operate as desired. In the absence
of complementary informal institutions, formally reconstructed institutions
will be dysfunctional. Where these institutional complements are lacking, for-
mal institutions will be ignored or fail to have the desired impact.

While policymakers and academics have typically focused on reconstruc-
tion efforts as a means of generating changes in preferences and opportunities,
alternative mechanisms have been neglected. This is a mistake. It is my conten-
tion that political, economic, and social change that is imposed at the point of
a gun is more likely to be met with resistance and is less likely to “stick” once
occupiers exit the country. Among the key neglected mechanisms for foster-
ing sustaining change is a commitment to non-intervention coupled with free
trade and exchange, not just in physical goods and services but also in cultural
products, ideas, beliefs, and institutions. Instead of employing illiberal means
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{occupation and coercion) to achieve liberal ends, the focus should shift to lib-
eral means (non-intervention and free trade) to achieve liberal ends. As I will
discuss, a commitment to non-intervention and free trade has a long tradition
in the United States.

A commitment to non-intervention and free trade is one means of exercis-
ing what the political scientist Joseph Nye has called “soft power.” The notion
of soft power entails attracting and convincing others to shift their preferences
in the desired manner.™ This stands in contrast to “hard power,” which relies
on coercion to achieve the desired end. Free trade provides the potential to at-
tract others to voluntarily adopt liberal values and institutions.

In addition to the widely recognized economic benefits, free trade pro-
duces cultural benefits by increasing the menu of choices available to all.* As
Tyler Cowen, an economist, indicates, cross-cultural exchange allows different
cultures to simultaneously maintain certain aspects of their unique identities
while merging with others and becoming similar on other margins. Given that,
free trade can be seen as a means of finding a common ground between cultures
both within and across borders. A commitment to trade, coupled with non-
intervention, provides the opportunity to exchange cultural practices and ideas
and the potential for enemies to be transformed into trading partners. Along
similar lines, free exchange allows for the imitation of both formal and infor-
mal institutions, as well as organizational structures within these institutions,
across national borders, resulting in social change through peaceful interac-
tion. Because of the potential for these positive outcomes, non-intervention
and free trade deserve at least a fair hearing as a viable alternative to spreading
liberal democracy via military occupation. Given the less-than-stellar record of
the United States in spreading liberal democracy at gunpoint, such alternatives
must be seriously considered.



