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Global Security after 9/11.:
State and Perspective of the
Fight against International
Terrorism

Carlo Masala

1 Introduction

This paper tacks stock of multilateral efforts to
fight International Terrorism since 9/11. The fight
against what is usually labeled as Al-Qaeda takes
places on different levels (national/regional/glo-
bal and functional). While the national level
proved in the last six years to be quite success-
ful the regional and global level suffers from
several shortages which are going to be analyzed
in the subsequent pages more in depth. The EU
and the UN response to International Terrorism
are chosen in this paper as most different cases
to illustrate the main thesis which is: The di-
verging perceptions on how to fight International
Terrorism best as well as the delicate balance
between security and freedom are posing the
biggest hampering blocks for an efficient and
effective fight against International Terrorism via
regional and/or global multilateral cooperation.
To illustrate this thesis I firstly will elaborate on
multilateralism as a necessary venue to cooper-
ate in the fight against International Terrorism.
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Secondly I take a closer look at cooperation
within the EU and the UN and trying to highlight
major achievements but also to identify major
shortcomings, before the third chapter offers
some practical recommendations on how to im-
prove multilateral cooperation against what is
often considered as the biggest threat to inter-
national security in the 21st century.

2 Managing the Threat:
Multilateralism and
Multifaceted Responses

Given the complexity and evolving nature of the
threat, as well as the diversity of conditions con-
ducive to the spread of terrorism, combating
international terrorism requires a comprehensive,
multifaceted response at the global, regional,
and local levels. To be effective, the response
must be enduring and sustainable and include a
significant non-military component.

The overarching challenge in the next few years



will be to find ways to sustain the international
cooperation that has so far characterized the post-
September 11 counterterrorism effort, despite the
significant divergence in threat perceptions de-
tailed above. Multilateral institutions have a piv-
otal role to play here. So far, they have tended to
concentrate on the more traditional elements of
the non-military, global counterterrorism effort,
e.g., combating terrorist financing, strengthen-
ing border security, improving law enforcement
cooperation, and information sharing-producing
modest results. The ability to maintain, and hope-
fully strengthen, this cooperation will depend on
developing and implementing strategies and pro-
grams at the global, regional, and local levels that
can address changing terrorist tactics and recruit-
ment tools. In addition, given the increasing link-
ages between terrorism and other security threats
posed by crime, WMD proliferation, corruption,
underdevelopment, poor governance, and
poverty, and the number of multilateral bodies
seeking to address these issues, coordinating the
counterterrorism-related efforts of these institu-
tions will become both more important and more
difficult.

To the extent that the threat continues to be-
come decentralized, with local conditions being a
significant driving force behind terrorist activities,
greater attention will need to be paid to address-
ing the conditions that are providing fertile soil
for radicalization and recruitment in communi-
ties in Europe and elsewhere. Effective strate-
gies have yet to be developed at the international,
or for that matter local, level for tackling many of
them. This is partly because a number of these
issues-such as local conflicts, religious extremism,
lack of political freedoms-touch upon highly sen-
sitive issues on which it is difficult to achieve con-

sensus regarding appropriate multilateral
responses.

2.1 The “"Battle of Ideas”

One of the reasons that international efforts to
counter the growing radicalization and extrem-
ism connected to much of Islamist terrorism
remain in their infancy is the very significant di-
vergence in perceptions of the threats posed by
terrorism and of the responses to it, detailed
above. Countering the radicalization that leads
to the adoption of terrorist tactics is made more
difficult when the steps taken to deal with those
terrorist tactics in turn fuel further radicalization.
This is, some would argue, exactly what we see
in the growing skepticism and distrust among
Muslims around the globe that the US-led
counterterrorism effort is targeting Islam. As the
concepts and discourse of counterterrorism it-
self becomes a battleground for competing po-
litical agendas, what emerges is a “battle of
ideas.”

Some characterize this battle as a competition
between, on the one hand, the radical ideolo-
gies adopted by Islamist and other terrorists,
and, on the other, the narratives promoted by
their opponents. Jessica Stern argues that “we
need to respond not just with guns-but by
seeking to create confusion, conflict, and
competition among terrorists and their sponsors
and sympathizers”46 and develop “ideas and
stories that counter the terrorist narrative-and
draw potential recruits away from the lure of
jihad.”

Both the US and EU increasingly adopt such an
approach in their respective counterterrorism

strategies. Both face challenges. On Europe, an
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August 31, 2006, Oxford Analytica report concludes
that the background factors that make home-
grown terrorism possible-youth alienation and radi-
cal Islamic ideology-are unlikely to fade away.
Governments can crack down on individuals who
recruit Muslim youth or otherwise preach hate,
but doing so will only deal with part of the
problem. Furthermore, it does not appear that
existing European immigrant integration policies
are designed to prevent either Muslim
radicalization or terrorism, but continue instead
to target their traditional aims.

Fallows argues that America's very public efforts
to win the “battle of ideas” and generate sup-
port among the world's Muslim populations have
been “drowned out by the implicit messages from
Afghanistan and Iraq and Guantanamo (and from
the State Department, as it rejected requests
for student visas).” Even former US Secretary of
Defense Donald Rumsfeld would seem to share
the bleak assessment of how the US is faring in
this “war,” telling an audience at the US Army
War College in March 2006 that the US deserves
a"D” or "D-plus” in its efforts to fight this battle.
But the “battle of ideas” cannot be so straight-
forwardly reduced to a battle between the West
and Islamist terrorists. When the Economist re-
ferred to Iraq “as an own-goal in the battle for
hearts and minds- and not just Muslim minds,”
it made clear that the “battle” was equally one
waged within democratic polities, within Muslim
communities-and perhaps one might add, within
multilateral institutions.

Global institutions such as the UN in fact have a
unique role in this battle, and in broader attempts
to manage the threats posed by contemporary
terrorism, because their global membership of-
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fers a unique basis for normative legitimacy and
effective action.

2.2. The Relationship between
National, Regional and Multilat-
eral Responses

Although national governments will remain the
first responders to international terrorism, since
they bear the primary responsibility of protect-
ing their citizens, formal multilateral bodies,
informal multilateral arrangements, and pro-
grams at the international and regional levels
can, if structured properly, make a substantial
contribution as well. Successes in the campaign
against terrorism have, to a large degree, been
a result of cooperation and mutual support
among governments around the world.

At the national level, non-military counterterrorism
measures now generally fall into three 4broad
areas. The first involves law enforcement efforts
aimed at “chasing and investigating terrorists and
their networks across borders” and extraditing or
prosecuting those that are arrested. This requires
not only properly trained and equipped law en-
forcement and intelligence officials and exchanges
and intensified cooperation with intelligence and
security services worldwide, mostly through bi-
lateral channels, but adequate legislation and an
effective (and uncorrupted) judicial system. Ef-
forts to improve law enforcement measures have
paid significant dividends, making it more diffi-
cult for terrorists to move money and
communicate, and have led to the arrest of hun-
dreds of militant Islamic radicals and the disrup-
tion of a number of attacks.

A second involves protecting the homeland, in-
cluding measures such as enhancing border and



transportation security and safeguarding critical
infrastructure, including nuclear, chemical and
petrol plants, and gas pipelines that could be
terrorist targets. A key element of this is pre-
venting WMD and related materials from get-
ting into the hands of terrorists, which among
other measures requires the protection of sen-
sitive weapons and materials, trained customs,
transportation and other security officials, and
enhanced detection technology.

A third element, and one that is getting greater
attention as Islamist terrorists gain increasing
influence, centers around efforts to stem the
radicalization and recruitment of local populations,
discouraging them from turning to terrorism and
other forms of violence. This includes taking steps
to prevent educational, religious, and cultural in-
stitutions and the Internet from being used as plat-
forms for incitement and recruitment and focus-
ing more attention on tackling the underlying con-
ditions that can breed resentment and lead to dis-
affection and marginalization. The worldwide web's
transnational nature makes it necessary for states
to harmonize their thinking, or risk creating
loopholes. An effective response could include the
monitoring and/or surveillance of Internet sites and
requiring all Internet service providers to submit
to background checks and register with the
government. The need to harmonize or coordi-
nate the response of individual states would seem
to leave multilateral institutions well-placed to con-
tribute to the development of a comprehensive
response to this new threat.

In each of these three areas, many states, par-
ticularly in the developing world, lack the capac-
ity necessary to implement such strategies, even
if they are willing to do so. This lack of capacity is

particularly troubling since terrorists have proven
adept at exploiting such gaps to fund, organize,
equip and train their recruits, carry out their
attacks, and hide from arrest. In the end, given
the global and fast-moving nature of the terrorist
threat, the international community's ability to
deal effectively with it will only be as strong the
globe's weakest link. Thus, building capacity of
all states, including those in the often vulnerable
global south must remain a priority-and is clearly
another area in which multilateral institutions have
an important role to play. Effective implementa-
tion of each of these elements involves working
with regional and global partners, including mul-
tilateral institutions. US and Russian presidents
George Bush and Vladimir Putin made this point
clear in a joint statement in May 2002, declaring
that a “successful campaign against terrorism
must be conducted by nations through bilateral,
regional, and multilateral cooperation, and re-
quires a multifaceted approach that employs law
enforcement, intelligence, diplomatic, political,
and economic actions.”

A key point here, however, is that while states in
general are the primary responders to the terror-
ist threat, it is the globally superior powers, in
particular the US, that constitute the main engine
in global counterterrorism activity. More than six
years into the global “war against terrorism,” the
Bush administration's updated counterterrorism
strategy acknowledged what many experts have
long recognized, namely the importance of non-
military tools, international cooperation, and mul-
tilateral institutions in this “war.”
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3. The European Union and
the Fight against Interna-
tional Terrorism

The European Union has already set about tight-
ening up its fight against international terrorism
through policies that, unfortunately, compound
the difficulty of addressing the challenge. The
problems arise partly because the policies put
forward do not match the diagnosis nor do they
fully comply with the principles of legitimacy,
proportionality and efficiency. In addition, it is
unclear how these Community measures will
minimize the lack of trust among member states,
which has put the brakes on the implementa-
tion of instruments adopted after the Madrid
attacks. This relates to the vexed question of
the extent to which intergovernmental initiatives
such as the Priim Treaty! are compatible with a
credible EU policy in the area of terrorism.

In the following pages, I critically examine the
main EU measures and legislative initiatives in-
tending to fight what has been qualified as 'ter-
rorism' following the Declaration on the EU Re-
sponse to the London Bombings, as adopted by
the Council on Wednesday, 13 July 2005.
Second, I investigate how, if the freedom and
justice dimensions are not set at the centre of
EU policies developing an Area of Freedom, Se-
curity and Justice, human rights and civil liber-
ties can be endangered and finally lost to the
exceptional security demands.

3.1 The EU response to London
The logic behind the EU's answers to terrorism
is now well known. It always serves two
purposes, the first of which is psychological and
the second being more operational. The psycho-
logical part of the European Security Strategy is
a reassuring action, the aim of which is to
reinvigorate and strengthen the bonds among
member states. It is one of the EU's roles to
promote solidarity and empathy among the
member states in such difficult circumstances.
In this light, the Council meeting on 13 July 2005
following the London bombings was vital.
Indeed, by bringing together the interior and
justice ministries of the member states, it has
reasserted the importance of a collective strat-
egy against the terrorist threat.

The EU operational answer, on the other hand,
is geared to defensive and proactive political
actions. It is often encapsulated in a set of leg-
islative initiatives. The extraordinary meeting of
the Council falls within this scope. It intended
to speed up transnational cooperation through
a package of security measures that are part of
the EU Plan of Action on Combating Terrorism.
The Council has declared “its immediate priority
to build on the existing strong EU framework for
pursuing and investigating terrorists across
borders, in order to impede terrorists' planning,
disrupt supporting networks, cut off any fund-
ing and bringing terrorists to justice”.

It is important, however, to bear in mind that
many of the legislative tools and initiatives in-

1 The Treaty of Prim (Schengen III), increasing crossborder cooperation in the fight against terrorism,
organized crime and illegal immigration, is an intergovernmental initiative signed on 27 May 2005 in Prim

(Germany).
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cluded in the Council Declaration that came out
of the extraordinary meeting are neither new
nor innovative in character. Indeed, some of the
'sticks' thereby highlighted had already been
included in the European security agenda be-
fore the attacks on 11 September in New York
and on 11 March in Madrid. They were further-
more integrated in and promoted by the Decla-
ration on Combating Terrorism of 25 March 2004.
These initiatives are, for instance, commitments
to: combat terrorism financing, improve infor-
mation-sharing between security and law en-
forcement agencies, intensify the exchange of
police and judicial information, and protect citi-
zens and infrastructures (with the use of new
technologies, e.g. biometrics and databases),
and manage and reduce the consequences of
acts of political violence. In addition to the much-
debated proposal on the retention and storage
of telecommunications data, the

Council would like to agree on the following items
by December 2005: the European Evidence
Warrant; the exchange of information between
law enforcement authorities; the exchange of
information concerning terrorist offences; a code
of conduct to prevent the misuse of charities by
terrorists; and, a strategy to address factors that
contribute to the radicalization and recruitment
of terrorist activists among 'home-grown' groups.

The problem, however, is that a substantial por-
tion of these policies are open to discussion.
Further, there seems to be a lack of relevance.
Indeed, the order of priorities is not consistent
with the diagnosis established after the London
bombings. Although the investigations are far
from being completed, the first clues are lean-
ing towards home-grown groups of radical

individuals. Given this finding, one might have
thought that the Council meeting would firmly
address the driving reasons behind radicalization.
Yet, in fact, when it comes to measures pro-
posed to prevent “people turning to terrorism”,
the EU strategy remains somewhat truncated.
Instead, most of the measures advocate the “roll-
out of biometric identifiers”, information-sharing,
the re-introduction of internal border checks, the
reinforcing of external border controls, the re-
tention of telecommunications data, the expe-
ditious implementation of the European Evidence
Warrant and the like. This doesn't mean that
these measures are wholly useless. But they do
not tackle the root factors leading to violence
nor do they address the many ways in which
activists are recruited. Furthermore, the Council
Declaration, as with former EU strategies seek-
ing to tackle 'international terrorism', creates
more problems and individual insecurity, than it
solves. Taking the argument further, I analyze
how and why this is the case.

3.2 What are the limitations of
the EU's policy against interna-
tional terrorism?

The security strategy revitalized by the Council
Declaration on the EU Response to the London
Bombings of 13 July 2005 hardly passes the tests
of legitimacy, proportionality and effectiveness.
It also shows the existence of a lack of mutual
confidence and a high level of mistrust among
EU counterparts regarding cooperation on se-
curity and justice.

Few would disagree that this package does not
fully comply with Art. 8 of the European Con-

vention of Human Rights and Fundamental
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Freedoms, the right to privacy and data protec-
tion as guaranteed by the Council Directive 95/
46 on the protection of individuals with regard
to the processing of personal data? and 'liberty'
in general.

Protection of the individual and liberty should be
at the heart of any security measure being
developed. Legal and judicial remedies for the
individuals affected or potentially subject to these
measures should also be put in place as a priority.
The lack of political agreement within the Coun-
cil of Ministers on the proposal for a framework
decision on certain procedural rights of 'suspected
terrorists' in criminal proceedings throughout the
EU reveals member states' hesitation towards
having 'more Europe' in the freedom dimension.

The main risk is that the principle of legitimacy
and the rule of law are endangered by the very
legal framework under which measures crafted
to 'fight terrorism' are being adopted - the EU
third pillar. Indeed, any cooperation in these
fields continues to be carried out on a purely
intergovernmental basis, falling outside the Com-
munity method. This has the negative conse-
quence of preventing a direct and transparent
involvement of the European Parliament and the
European Court of Justice. Yet the European
Parliament should be openly included in the
decision-making procedures to guarantee the

democratic accountability of the legal instru-
ments being adopted and implemented. The role
of the European Court of Justice should be
strengthened to ensure judicial review and the
protection of the rule of law. Indeed, the in-
volvement of the judiciary is of utmost impor-
tance if we want to protect our democratic val-
ues and the individual.

It is held that any security instrument adopted
should be assessed through the lens of the prin-
ciple of proportionality. This principle is grounded
upon two assumptions. First, the European Com-
munity acts only when it is necessary or "required'
to do so in order to achieve a certain end. This
entails the idea of a balanced relationship be-
tween means and ends. Second, and more
importantly, it requires that the measures
adopted are the least restrictive to freedom. In
this light, are the security measures proposed
compatible with this general principle of EC law?
The answer may take the following form: Some
of the legal acts proposed by the British govern-
ment and the special Council meeting have been
put into question by the European Parliament,
civil society, NGOs and academia because of se-
rious concerns as regards their compliance with
the principle of proportionality and the human
rights dimension (as provided by international and
European human rights commitments). For
instance, the proposal on the retention and stor-

2 Art. 8 of the European Convention of Human Rights and Fundamental Freedoms states that “1. Everyone
has the right to respect for his private and family life, his home and his correspondence. 2. There shall be no
interference by a public authority with the exercise of this right except such as is in accordance with the law
and is necessary in a democratic society in the interests of national security, public safety or the economic
well-being of the country, for the prevention of disorder or crime, for the protection of health or morals, or
for the protection of the rights and freedoms of others.” European Council Directive 95/46/EC of 24 October
1995 on the protection of individuals with regard to the processing of personal data and on the free move-
ment of such data, Official Journa/ L 281, 23 December 1995, pp. 0031-50.
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age of telecommunications data was cast out by
the European Parliament on 18 April 2005. This
initiative had previously been presented by
France, Ireland, Sweden and the UK.

The main reasons the European Parliament jus-
tified its rejection of the proposal were:

The choice of legal basis, being Art. 31 of the
Treaty on European Union, which deals with
“common action on judicial cooperation in crimi-
nal matters” and which would fall within the ru-
bric of 'justice' under The Hague Programme
agreed in November 2004. The proposal consists
of various measures that come under both the
third and the first pillars of the Union. Notably,
the establishment of an obligation for service pro-
viders to retain data, the definition of data and
the retention period fall within the first pillar/Com-
munity law;

The inappropriateness in view of the principle
of proportionality. As the Parliament's report puts
it, “the ends do not justify the means, as the
measures are neither appropriate nor necessary
and are unreasonably harsh towards those
concerned”, and that “given the volume of data
to be retained, particularly internet data, it is
unlikely that an appropriate analysis of the data
will be at all possible”; and

The incompatibility with Art. 8 of the European
Convention of Human Rights, which guarantees
the right of respect for private life against inter-
ference by a public authority.

Independent of the Parliament's report and sev-
eral criticisms questioning this particular
initiative, the above-mentioned extraordinary

Council Meeting of 13 July 2005 has reintroduced
it into the policy agenda.

Skepticism persists over whether these legal in-
struments are effective in curbing threats of
political violence. Moreover, the political strug-
gle taking place in order to ensure that the inter-
governmental method of cooperation reigns over
policies on security undermines the efficacy and
effectiveness of the acts themselves. As we have
seen above, the EU's third pillar has three
weaknesses: 1) it is based on the unanimity rule;
2) it excludes the European Parliament and the
European Court of Justice; and 3) it introduces
a lack of transparency in the decision-making
process. The efficiency and overall usefulness
of the operational setting is, as a consequence,
sapped. A good example showing the predomi-
nance of the intergovernmental method of co-
operation in the fight against terrorism and or-
ganised crime is the Treaty of Priim or Schengen
111, signed between seven EU member states

This Treaty aims at reinforcing transnational
cooperation against organized crime, terrorism
and illegal immigration while setting aside the
European Community framework. The Treaty of
Priim thus proposes to cement the interchange
of information between the law enforcement and
security agencies of the signatories. It widens
the power of these security agencies (through
the creation of national contact points being
appointed in accordance with national law) to
have direct and automatic access to DNA and
fingerprint data in another participating mem-
ber state in order to prevent 'terrorist attacks'.

The danger is to turn the EU into a shadow body
that legitimizes instruments ratified by certain of

its members, on different occasions, within differ-
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ent settings. The communitarization of this coop-
eration (bringing it under the Community method)
and the use of the co-decision procedure (Art. 251
EC Treaty) would alleviate these weaknesses. It
would also ensure the parliamentary and judicial
accountability of the policy steps taken.

EU cooperation in security and justice dimen-
sions is a case in point of the mistrust that en-
dures among law enforcement and security
agencies, as well as the judicial authorities in
the EU. This is mainly ascribable to the different
legal and historical traditions, visions and phi-
losophies of each of the member states of the
EU project. Trust is essential for maintaining sta-
ble relationships, and it is particularly vital for
effective cooperation in the field of justice and
home affairs. The establishment of a high level
of trust is closely intertwined with the progres-
sive establishment of an Area of Freedom, Se-
curity and Justice. The European Arrest Warrant
(EAW) represents one of the first legal instru-
ments implementing the principle of mutual rec-
ognition of decisions in criminal matters formally
adopted by the Council. It has, however, shown
the persisting lack of mutual confidence about
member states' intentions and respective judi-
cial/legal systems. The deep difficulties that sur-
faced during the implementation processes at
the national level have greatly mined the effi-
ciency and credibility of the regime. Lack of trust,
or rather clear proof of mistrust seems to be a
pervasive factor of the whole debate. The legal
challenge brought by Germany and Poland be-
fore their respective Constitutional Courts ques-
tioning its compatibility with their constitutional
legal settings also gives more strength to that
argument. More worryingly, on 18 July 2005 the
Federal Constitutional Court of Germany ruled
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the act implementing the EAW into German law
as void. This judgment seriously questions, and
provokes a rethink about, the very pillars of Eu-
ropean cooperation in the Area of Freedom,
Security and Justice.

4. The UN and the fight
against International
Terrorism

The UN has struggled since its inception with
how to formulate an effective response to
terrorism. Its efforts have been ambivalent and
produced mixed results. On the one hand, us-
ing its norm-setting authority, it has provided a
solid international legal framework for combat-
ing terrorism-via the adoption of sixteen terror-
ism-related treaties adopted by the General As-
sembly and UN agencies and a number of le-
gally binding resolutions adopted by the Secu-
rity Council-thus often reinforcing efforts under-
taken outside the UN. On the other hand, it has
been unable to reach agreement on a compre-
hensive definition of terrorism. A further fea-
ture of the UN's counterterrorism effort has been
its reactive nature, adopting declarations or trea-
ties or establishing committees or programs in
response to individual attacks, without develop-
ing a coherent and coordinated response to the
overall effort. As a result of its largely piece-
meal approach, today more than twenty differ-
ent parts of the UN system deal with terrorism
in one form or another, with the Security Coun-
cil and its four separate counterterrorism-related
bodies and three staff bodies now at the center
of this effort.

4.1 General Assembly
Although the General Assembly has contributed



a handful of important international coun-
terterrorism treaties, it is most well-known in
the counterterrorism world for what it has not
contributed, namely a definition of terrorism. The
global body has been divided on this question
since it first took up the issue of terrorism in
1972 in response to the murder of 11 Israeli
athletes at the Munich Olympics by members of
the Palestinian Liberation Organization. This
ongoing failure, which continues to be rooted
largely in the Israeli-Palestinian conflict (as well
as the dispute between India and Pakistan over
Kashmir), is evidenced by the still unsuccessful
efforts of the Ad Hoc Committee to conclude a
comprehensive convention on international
terrorism, with differences surrounding the
definition of terrorism continuing to impede
progress. The General Assembly's inability to
reach agreement on a definition of terrorism after
more than three decades of discussions- with
the unfortunate continuing relevance of the
phrase “one man's terrorist is another man's free-
dom fighter”-has limited the impact of its
counterterrorism efforts. Yet, its adoption of a
global counterterrorism strategy in September
2006 and the uneven counterterrorism contri-
butions of the Security Council, both of which
will be discussed below, may signal a shift to
the General Assembly as the central UN
counterterrorism actor.

4.2 UN Office on Drugs and Crime
A number of UN offices have become involved
in providing counterterrorism-related assistance
and training to states. The most significant ele-
ment of this assistance program is carried out
by the UN Office on Drugs and Crime (UNODC),
located in Vienna. Its Terrorism Prevention
Branch (TPB) and Global Programme against

Money Laundering (GPML) provide states with
legislative drafting and other technical assistance
and have expanded their respective programs
since September 11, 2001. The former focuses
on helping states ratify and implement the in-
ternational conventions and protocols related to
terrorism and the latter on helping states imple-
ment the Terrorist Financing Convention and the
FATF's special recommendations on money laun-
dering and terrorist financing. With staff and
consultants stationed in regional offices and
country offices around the globe, it has been
able to coordinate quite closely with regional
organizations, including by co-hosting legislative
drafting workshops in different regions.

4.3 The Security Council

Like the rest of the UN, the Security Council was
generally reluctant to address terrorism prior to
the events of September 2001. This reluctance
reflected the prevailing attitude that terrorism was
largely a national problem and thus generally did
not constitute the threat to international peace
and security required for the council to be seized
with the issue under the UN Charter. The Al Qaeda
attacks on the US on September 11, 2001,
ushered in a new era, however, for the Council,
whereby it has sought to assume a leading role
in global counterterrorism efforts.

The day after the attacks, it adopted Resolution
1368, which not only condemned the acts of ter-
rorism and urged all states to bring the
perpetrators, organizers and sponsors of the at-
tacks to justice, but linked the response to inter-
national terrorism with the right to self-defense
as enshrined in Article 51 of the UN Charter.
Around two weeks later, the Council adopted what
still remains perhaps its most ground-breaking
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resolution ever-Resolution 1373 -which imposed
significant obligations on all states to, among
other things, enhance legislation, strengthen bor-
der controls, coordinate executive machinery, and
increase international cooperation in combating
terrorism. It also established a committee, the
Counterterrorism Committee (CTC), to monitor
states' efforts to implement these obligations,
work with countries to improve their coun-
terterrorism capacities, and coordinate the efforts
of the dozens of other international, regional, and
sub-regional bodies involved in the global
campaign.

Since September 2001, the Council has con-
demned major international terrorist attacks and
used its authority to impose an increasing
number of binding counterterrorism-related ob-
ligations on all states via a series of unprec-
edented resolutions. The resolutions established
several different counterterrorism subsidiary
bodies mandated to monitor states' efforts to
implement their Council-imposed obligations, as
well as work with states to strengthen their
counterterrorism infrastructure. These include
the CTC and its Counterterrorism Executive
Directorate, a staff body consisting of some 20
experts; the 1540 or Non-Proliferation Commit-
tee and its group of eight experts, and the 1267
Committee or “Al-Qaida/Taliban Sanctions
Committee.”

4.4 Limitations of the Current UN
Security Council-led Approach

The Council has succeeded in developing a broad
counterterrorism legal framework, albeit via a
controversial tool-resolutions that impose obli-
gations on all UN member states. Such resolu-
tions have circumvented the traditional interna-
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tional law-making process based on the consent
of states. The counterterrorism- related subsidi-
ary bodies created by the Council to oversee
implementation of these resolutions however
were often hastily established in response to
specific crises. The resulting proliferation of
Council programs and initiatives has produced
overlapping mandates, duplication of work,
multiple and sometimes confusing reporting re-
quirements for states and continuing tension
between the Council and the UN Secretariat. In
general, information sharing and other forms of
cooperation between and among these groups
have been inadequate and often redundant,
which has inhibited the overall Council effort.
The wider UN membership, the Secretary-
General, and the Council itself have recognized
many of these shortcomings since 2004. In fact,
the Council has repeatedly called for improve-
ments in numerous resolutions and presidential
statements, but has yet to take the steps needed
to improve the situation.

In general, the Council's approach has been
narrow in focus. It has had difficulties address-
ing the broad range of security issues that often
intersect with terrorism and developing and im-
plementing a meaningful human rights policy
that would help ensure that all counterterrorism
measures are consistent with international hu-
man right norms. Finally, although the CTC now
has a mandate to address terrorist recruitment
and incitement and “enhance dialogue and
broaden understanding between civilizations” in
its interactions with states-the result of the adop-
tion of Resolution 1624 following the 2005 Lon-
don train bombing-it has so far had limited suc-
cess doing so. Given the political sensitivities
within the UN membership surrounding efforts



to focus on a single religion (i.e., Islam) the CTC
will likely find it difficult to make a meaningful
contribution to efforts to tackle these cutting-
edge issues. Although all of its post-September
2001 counterterrorism resolutions were adopted
unanimously, the use of this controversial law-
making method has hindered the Council's abil-
ity to get the sustained cooperation from states
needed to implement them. The largely under-
resourced mechanisms the Council established
to prod and encourage states to implement its
counterterrorism framework were generally part
of the Council's reaction to particular terrorist
attacks, at which times the politics of the mo-
ment trumped the need to develop an effective
and coherent Council counterterrorism program.
Despite pockets of success, the Council has failed
to develop a coherent and effective program
capable of implementing the far-reaching legal
mandate it gave itself in this area and has proven
unable to coordinate global counterterrorism
capacity-building efforts effectively. Having es-
tablished a series of subsidiary bodies which
generally meet once or twice a month at the
expert level to focus on the implementation of
generally technical mandates, the Council itself
has made only limited ongoing contributions to
the global counterterrorism effort, apart from
broadly overseeing the work of its different com-
mittees and efforts to exert meaningful pres-
sure on a particular country. In practice, the
consensus approach has meant that the politi-
cal and legal power of the different Council reso-
lutions on terrorism adopted under Chapter VII
of the UN Charter, which authorizes the Council
to impose far-reaching legal obligations and
sanctions on States, and the subsidiary bodies
that were created using this same authority, are
significantly weakened in practice.

The Council is generally focused on responding
to specific, time-limited threats to international
peace and security. Thus, it responds quickly
and forcefully to a discrete terrorist incident,
meeting at night or on the weekend to adopt
the necessary resolution or presidential
statement. It has found it difficult, however, to
sustain the momentum of its long-term coun-
terterrorism capacity-building program and the
multitude of tasks that are involved.

The UN's comparative advantage in the field of
counterterrorism lies in capacity building and
standard setting, both of which have a signifi-
cant technical component. Yet, because the UN's
work in this area is overseen by the Council and
its subsidiary bodies- and based in New York-
this effort has been and will continue to be heav-
ily (and perhaps unnecessarily) politicized, with
delegations often interjecting tendentious po-
litical issues, thus slowing down the legal and
technical work. Thus, when the Council is in the
throes of a contentious negotiation outside the
purview of its counterterrorism-related com-
mittees, the differences of views and even ani-
mosities among certain delegations can spill over
into these bodies.

The problem of over-politicization of technical
issues is exacerbated by the fact that the repre-
sentatives on the CTC and other Council
counterterrorism related bodies are usually po-
litical officers (regular diplomats or generalists),
often with little or no background in the techni-
cal field of counterterrorism. As a result, rather
than focusing on concrete country, regional, or
thematic issues, the bodies, in particular the CTC,
have tended to become unnecessarily consumed
in negotiating process-oriented papers and fo-
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cusing on the political rather than the technical
aspects of a particular issue. This is in contrast
to their expert groups-which includes conven-
ing periodic open Council meetings to solicit the
views of the wider UN membership, and adopt-
ing short, standardized resolutions or presiden-
tial statements, or issuing a press statement
following a major terrorist attack-the Council has
tended to focus its attention on other threats to
international peace and security.

With the committees generally focusing on tech-
nical issues and becoming process-oriented,
paper-producing bodies, Council member am-
bassadors have shown less and less interest in
the committees' day-to-day work. They have
tended to become engaged only when there is
a crisis in one of the committees or when a
mandate needs to be renewed by the Council.
This lack of ambassadorial-level interest has led
to diminishing attention from capitals, which in
turn has led at times to a lack of political direc-
tion in the committees themselves. In addition,
the political, administrative, and budgetary chal-
lenges of operating within the UN system have
thwarted attempts by the Council's main
counterterrorism body, the CTC, to effectively
coordinate global capacity-building efforts and
the work of the dozens of multilateral institu-
tional actors on the counterterrorism stage. The
decision-making processes of the Council's
counterterrorism committees have also pre-
sented serious challenges. The practice of tak-
ing all decisions by consensus has significantly
impeded their ability to take action in a timely
fashion and at times diluted their work. In order
to maintain its relevance and effectiveness, the
leading multilateral counterterrorism body needs
to be able to act quickly and decisively on mat-
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ters that are often technical in nature; it ought
to avoid getting bogged down in seemingly end-
less political debates. The same consensus-based
practice has made it difficult for any of the Coun-
cil's counterterrorism related bodies to identify
non-performers (“name and shame”) or even to
agree on a set of standards against which to
measure performance. On a number of occa-
sions, one or two committee members, includ-
ing the one representing the region in which a
targeted country is located, have successfully
blocked any technical organizations such as the
IAEA, the Organization for the Prohibition of
Chemical Weapons (OPCW), Interpol, and ICAO,
where member state delegations generally in-
clude domestic experts in the relevant field.
While many of the CTC's shortcomings are at-
tributable to its lackluster performance, given
the limited representation on the committee,
even a properly functioning CTC would lack the
broad representation necessary to maintain in-
ternational support over the long run. Many of
the member states not on the Council at the
time of the adoption of Resolution 1373 and not
involved in the formulation of CTC policies would
continue to feel excluded from the Council's
counterterrorism program. Thus, even if it were
to operate more effectively, these countries
would continue to lack a sense of ownership in
the program, and this would likely affect their
readiness to cooperate with the CTC and other
parts of the Council's counterterrorism frame-
work.

4.5 UN Efforts to Strengthen and
Streamline its Counterterrorism
Program

As the above brief survey shows, since the events
of September 11, 2001, the locus of the UN's



efforts shifted to the Council's intergovernmental
bodies and the five UN staff bodies (three Council
and two UNODC bodies). As a result, for the
past five years, greater emphasis has been
placed on the security related, capacity-building
issues, with divisions within the General Assem-
bly surrounding the definition question, par-
alyzing that body's efforts to offer a broader
response.

This changed in September 2006, with the Gen-
eral Assembly's adoption, after a year of often
contentious negotiations, of a Global Coun-
terterrorism Strategy. The Strategy offers UN
member states and multilateral bodies a blue-
print for a coordinated, consistent, and compre-
hensive response to terrorism at the national,
regional, and global levels. It calls for a more
holistic, inclusive global approach to coun-
terterrorism: one that includes not just security
related preventative measures, but that also
makes respect for human rights and addressing
the underlying conditions conducive to the
spread of terrorism priorities as well. It further
provides broad guidance on practical and action-
oriented measures to be taken by states and
multilateral bodies.

Given the universal membership of the General
Assembly, the politically sensitive nature of many
of the issues involved, and the often different
regional and sub-regional perspectives on both
the nature of and appropriate strategy for ad-
dressing the threat, it should come as little sur-
prise that the Global Counter-terrorism Strategy
consists largely of a series of broadly worded
provisions which offer few specifics to help guide
implementation. Yet the Strategy is significant
as it by brings together these commitments into

a single document unanimously adopted by the
192-member General Assembly, establishing a
global counterterrorism framework for the first
time. The test will be whether it is implemented.
One of the keys to implementation will be
whether there is clear improvement in the coor-
dination and cooperation among the 24 differ-
ent parts of the UN system engaged in
counterterrorism and the numerous other en-
gaged multilateral bodies and mechanisms.
Within the UN, there is need for a new culture
of cooperation among the many parts of the
system and a rationalization of the respective
roles of all the players to bring about the level
of coordination and collaboration that is required.
This has so far been quite difficult to achieve.

The lack of effective coordination and coopera-
tion has almost come to define the UN's post
September 11 response, leading countries such
as Costa Rica and Switzerland to call, as early
as in 2004, for the establishment of a UN High
Commissioner for Terrorism to coordinate all of
these initiatives. The fourteen-country Group of
Friends of UN Reform echoed these calls in 2005
and the G8 heads of state called for a more co-
herent UN counterterrorism program and re-
sponse to the threat in their July 2006 summit
statement. To address the problems created by
having multiple council counterterrorism bodies
with somewhat overlapping mandates, the Sec-
retary- General even recommended in March
2006 that the Council consider consolidating
them into a single committee with a single staff
body.

Unfortunately, the Strategy does not address this
problem adequately. It calls for more coopera-

tion within the UN, but its provisions are largely
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directed to individual parts of the UN system. It
does not identify ways in which overlapping
mandates could be streamlined or redundant
programs could be eliminated. The Strategy's
primary remedy for improving the coordination
and coherence of the UN's program is to indi-
cate the Secretary-General's intention to insti-
tutionalize the UN Counter- Terrorism Implemen-
tation Task Force (CTITF) within the Secretariat.
Yet, partly reflecting the concern of some of the
permanent members of the Security Council, who
want the Council to remain the focus of the UN's
counterterrorism program and the need to
achieve consensus, the Strategy states that the
CTITF must conduct its work within existing
resources. In other words, despite the recog-
nized need for improved coordination and
coherence, the General Assembly may not have
provided the CTITF with the tools necessary to
allow it to succeed in the long term. In addition
to inadequate resources, it remains to be seen
whether the CTITF has the necessary authority
to get the different parts of the system to share
information, cooperate, and reduce overlapping
mandates, all of which are required to improve
the UN effort. In short, while the adoption of
the Strategy is an important step in the right
direction to improve the UN's counterterrorism
performance, the necessary institutional struc-
tures may not be in place to support effective
Strategy implementation over the longer term.

5. Conclusion

How possible is it to adopt robust policies against
'terrorism', while maintaining a commitment to
civil liberties and human right standards as well
as restoring the unity amongst major powers
within regional and global institutions? How pos-
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sible is it to set up policies that do not concede
arguments to activists? These are the challenges
that the EU and the UN faces today. Let me
propose a way to begin framing a policy that
addresses terrorism effectively.

First, the measures adopted should match the
diagnosis. Biometric IDs, the exchange of DNA,
EU-wide databases, the reintroduction of inter-
nal border checks, the reinforcement of exter-
nal border controls and the European Evidence
Warrant would have been of no help in prevent-
ing terrorist events from occurring. Arguments
to the contrary would be dishonest. By contrast,
a policy of recognition (equal treatment) and
integration (social inclusion), not only of
tolerance, would have probably made a signifi-
cant difference. This may prove more difficult if
more rewarding than enacting new coercive
rules. The EU needs, therefore, to rethink its
discourse and overall approach towards groups
of its citizens (and noncitizens) who are of dif-
ferent racial and religious backgrounds. This, we
know, is complicated. Policies on integration and
social inclusion are still largely the preserve of
local authorities under the national level. The
question then arises as to how the EU could have
a real impact in these fields. Whatever forms
these policies might take at national level, I be-
lieve that the EU can at least ensure their com-
pliance with equal treatment and non-
discrimination. Further, governmental attempts
to de-politicize acts of violence undertaken by
home-grown terrorists are irresponsible. This
stance only makes sense in view of a stubborn
refusal by certain member states to see any link
between domestic radicalization and their inter-
national activities. To close this window of
vulnerability, the EU should therefore seek out



the political message behind these attacks and
consult with member states in order to uproot
the threat. This is even more urgent if the bomb-
ings are carried out by those for whom religion
and politics are intertwined. Second, the poli-
cies adopted should not be disconnected from
the rule of law. They should rather start from
and be embedded in the rule of law. This is the
precondition for their having a democratic na-
ture and judicial accountability. This, I do believe,
will enhance transparency and safeguard the
legitimacy of legislations agreed upon by mem-
ber states.

Finally, a Community approach to terrorism
should be given preference over intergovernmen-
tal actions that seem to compete with the EU
level. Terrorism is already too complex a prob-
lem to tackle; matters related to it should be
dealt with in a coherent institutional setting. Too
many institutions and agencies along with too
many initiatives will blur the policies adopted
and affect their efficient implementation. The
direct result is a more vulnerable EU. Many would
have us believe that the seriousness of the threat
justifies 'exceptional measures' that are neither
proportionate nor in compliance with human
rights and civil liberties commitments. This is a
perilous posture for liberal democracies.

The role of the UN should be re-focused on its
norm setting ability, that is to say to work on a
unified legal framework which allows the three
levels on which the fight against International
Terrorism is currently undertaken to be harmo-
nized and to ease the unavoidable frictions which
also in the future might occur between the
national, the regional as well as the global level.
An additional role could be taken over by the

GA in which 191 states are represented and
which is in my opinion the least developed.
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Nuclear Proliferation and Inter-
national Order - The Reform of
the Non-Proliferation Regime

Joachim Krause

Executive Summary

The nuclear non-proliferation regime is in a crisis, but it is definitely not as severely damaged as proponents
of the liberal arms control school are suggesting. Their main argument is that contractual breaches (first
and foremost) by the nuclear weapon states as well as by non-nuclear weapon states (Iran, North-Korea;
Iraq and Libya in the past) and the ongoing absten-tions of India, Israel and Pakistan from the regime are
the main causes for the pending col-lapse. It is argued here that the main factor in preserving the nuclear
non-proliferation regime has been the relative success of the rule of non-use of force in interstate relations
and that the NPT is part of the overall international order that helps to maintain the non-use of force be-
tween states. It is more important to see to that this rule will be maintained than in making assumptions
whether there was a basic deal between nuclear weapon states and non-nuclear weapon states on
disarmament. In this regard, it is imperative to solve the problem cases of Iran and North Korea in a way
that the basic content of the NPT - no erosion of international security as a consequence of nuclear prolif-
eration - will be safeguarded. If the debate is tilting too much towards disarmament an erosion of the whole
regime might set in.

Introduction

Concerns about the nuclear programs of North
Korea and Iran, along with the controversies sur-
rounding the Indian-American Nuclear Agree-
ment of 2005 have generated a deep pessi-mism
about the prospects of the nuclear non-prolif-
eration regime. Assertions that the regime is
broken and world order itself is in danger have
become increasingly frequent. But it is none-
theless not yet clear just how serious the crisis
is and how the different cases are inter-
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connected. At present at least three different
interpretations can be identified as to why and
how gravely nuclear non-proliferation policy is
endangered and what the consequences for
world order will be:

® First, the widespread theory of the liberal
school of arms control cites three threats to
the nuclear non-proliferation regime: (1) the
failure of nuclear states to disarm, (2) the con-
tinued existence of loop-holes in the regula-



tions of the Nuclear Non-Proliferation Treaty
(NPT) of 1968 as well as (3) the danger of
terrorism. The liberal school of arms control
assumes that all arms represent a risk and that
nuclear arms are particularly menacing ; it
emphasizes the dangers of arms races and
considers the greatest risk po-tential to origi-
nate with nuclear weapon states that have set
a bad example for the oth-ers by refusing to
reduce their own arsenals. Proponents of this
school argue that the nuclear and non-nuclear
weapon states entered into a firm agreement
on nuclear dis-armament in the sixties and that
since the non-nuclear-weapon states have re-
nounced nuclear weapons of their own, it is
now high time that the nuclear powers com-
pletely destroy their stockpiles. They consider
the difficulties in dealing with actual or pre-
sumptive treaty breakers to be primarily a con-
sequence of the misguided policy of those
states with nuclear weapons, in particular the
USA.

The opposite view is being held by the “realis-
tic” school. Its adherents proceed from the
assumption that the non proliferation regime
was an anomaly: they argue that states can-
not be permanently denied the right to main-
tain their security by whatever means they
deem to be necessary. According to their as-
sessment a world with many nuclear weapon
powers was, in principle, more stable than one
in which only a few have such weapons. The
present nuclear non-proliferation regime re-
flected the he-gemonial role of the USA in the
international system. And should this he-
gemony be called into question, the non-pro-
liferation regime would automatically collapse.

® Athird school of thought, a view shared among
many experts of the strategic commu-nity,
asserts that the nuclear non-proliferation re-
gime is in principle viable but that it is con-
fronted with numerous challenges that can no
longer be adequately mastered with the clas-
sical means of multilateral diplomacy. On the
contrary: the established mecha-nisms of
multilateral, global diplomacy can often actu-
ally pose obstacles, since de-bates in this con-
text tend to circle endlessly around relatively
insignificant problems while the true issues are
left practically unaddressed. Unilateral or
multiple measures should, therefore, also be
undertaken, up to and including military inter-
vention and where necessary preventive
measures.

All of these schools contain a kernel of truth,
but they all remain ultimately unsatisfactory. The
arguments of the first school of thought are
weak, because they are based on the assump-
tion that a natural division exists between those
states with and those without nuclear weapons
that determined their respective security
interests. But in reality no state can base its
security strategy principally on its membership
in the one of these groups. It is, rather, more
likely that their strategies will depend on how
they perceive their situation, its risks and threats
at any given time. Hardly any cases (with the
possible exception of India) exist in which states
were motivated to acquire nuclear weapons be-
cause of the supposed bad example of the five
original nuclear weapon states. It would be
equally difficult to identify states that assume
they have a fundamental right to nuclear arms
and are only waiting for the non-proliferation
re-gime to collapse or for the nuclear weapon
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powers to offer them something as compensa-
tion for continuing to renounce nuclear weapons.
The overwhelming majority of states do not wish
to acquire nuclear weapons - a fact that would
appear to contradict the theoretical assumption
of the realistic school. Moreover, most states
accept the more or less permanent inequality
between states that possess nuclear weapons
and those that do not - at least as long as no
tan-gible disadvantages arise for their security
interests. Furthermore, many states have in the
past perceived and continue to view the nuclear
weapon potential of the USA as the guarantor
of their security, as was certainly the case in
the Federal Republic of Germany during the East-
West conflict. Granted, the voting behaviour of
many of the non-nuclear-weapon states dur-ing
the Review Conferences on the NPT would seem
to corroborate the thesis that there are various
camps. But it does not reveal the existence of
any united front of non-nuclear-weapon states.
Even those governments that were the most
radical critics of the nuclear-weapon-states dur-
ing these conferences (Mexico, Malaysia, and
Nigeria) did not imply that their discontent over
the behaviour of the nuclear weapon powers
would lead them to seek their own nuclear
weapons. The few states that are actually sus-
pected of developing secret nuclear weapon pro-
grams usually kept a low profile during such
debates.

Why has Nuclear Non-Proliferation Succeeded?
In understanding the nature of the crisis one
first has to ask for the reasons for the successes
of the nuclear non-proliferation regime during
the past 35 years. The fact that so many states
that were supposed to have become nuclear
weapon states rather have chosen the non-nu-
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clear-weapon status still has to be registered as
an outstanding success. Why have the 182 non-
nuclear-weapon states that signed the NPT - with
few exceptions - been satisfied with the nuclear
status quo in the past? To understand this one
has to overcome the conventional wis-dom of
nuclear non-proliferation.

The conventional wisdom states that the NPT
was the result of a big deal between two groups
of states involving technological assistance and
disarmament:

“In essence, the NPT is an agreement between
the non-nuclear-weapon states (the have-nots)
and the five nuclear-weapon states (the
haves): In exchange for an under-taking to
refrain from trying to obtain nuclear weapons
the have-nots receive technical assistance in
developing their nuclear industry and an un-
dertaking by the nuclear-weapon states to
disarm.”

This contention is wrong on both instances. The
“technical assistance” vaguely referred to in Para-
graph 2 of Article IV of the NPT should rather
be called technology transfer. However, it has
never been invoked to a substantial degree by
the countries of the developing world. Rather,
the most important technology transfers in the
civilian nuclear field took place prior to the en-
tering into force of the NPT (as a consequence
of the Atoms-for-Peace policy of US President
Eisenhower). Many non-nuclear weapon states
joined the NPT after they had mastered critical
technology advances in the civilian nuclear field.
Many did this in order to put more legitimacy to
their respective civilian nuclear programmes and
to enable their industry and scientist to cooper-



ate in the further development of their civilian
nuclear programmes. For them paragraph 1 of
Article IV of the NPT was the most important
one. Most non-nuclear-weapon states (more
than 120) have never asked for substantial tech-
nical assistance in the civilian nuclear field, be-
cause they had neither the intention nor the
capacities to embark on the nuclear technology
path.

How important the aspect of international le-
gitimacy is for the continuation and further de-
velopment of civilian nuclear programmes can
be inferred from the cases of India, Israel and
Pakistan, the only states that have refused to
join the NPT. They all had to accept major re-
percussions for their civilian nuclear programme.
India is the most conspicuous case in kind. The
price for pursuing the nuclear weapons option
was that India had tremendous difficulties in fully
developing its civilian programme and still has.
Pakistan and Israel have both chosen the mili-
tary path in the field of nuclear energy and, thus
had to do without a viable civilian nuclear
programme.

Similarly, the contention that the NPT was in
essence a treaty on the elimination of nuclear
weapons is not borne out by the relevant docu-
ments of the negotiations within the Eighteen
Nations Disarmament Committee (ENDC) in the
1960s. The Non-Aligned states and, in particular,
neutral Sweden, wanted the NPT to become a
disarmament treaty, but they did not succeed.
They were joined, rhetorically at least, by the
Soviet Union; but after the Soviet Union and the
United States had presented identical draft trea-
ties in August 1967 and in January 1968, the
attempt to anchor binding obligations on nuclear

weapons disarmament in the treaty was given
up. In her statement to the ENDC on 8 February
1968, the Swedish minister for disarmament,
Alva Myrdal, conceded that it had become im-
possible to arrive at legally binding obligations
requiring the nuclear-weapon states to eliminate
their nuclear weapons.

The case of the Non-Aligned states had been
weakened by disagreement among themselves.
The chief point of contention was the issue of
peaceful nuclear explosions, an option that Bra-
zil and India had voiced a conspicuously strong
interest in preserving. But there was also disa-
greement on how far the Non-Aligned should
go in blocking the conclusion of the NPT for the
sake of disarmament. Some shared the West-
ern position that the NPT was an important ele-
ment of stability that could further the prospects
for nuclear disarmament - a position in principle
shared by the Soviet Union - and were more or
less content with language that politically com-
mitted the nuclear-weapon states to negotiations
in good faith towards nuclear weapon disar-
mament; others, such as Sweden, wanted to
make the signature and ratification of the NPT
by the Non-Aligned states contingent upon the
conclusion of parallel treaties banning nuclear
weapon tests and the production of nuclear
weapon material. The Swedish position was
strongly influenced by Myrdal, who fought an
almost personal battle against the superpowers,
which she said were acting irresponsibly and ir-
rationally and needed to be controlled by the
“world community”.

The eventual wording of the NPT remained vague
with regard to disarmament obligations. Article

VI is directed towards all states parties to the
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NPT. While imposing a specific political commit-
ment on the nuclear-weapon states to negoti-
ate in good faith towards the cessation of the
nuclear arms race at an early date, it does so in
the context of broad and vague formulations
according to which nuclear disarmament (which
is not necessarily tantamount to complete nu-
clear weapons elimination) should be the sub-
ject of negotiations, and makes clear that nego-
tiations on general and complete disarmament
under strict and effective international control
are also part of that commitment. The delega-
tions of Sweden, Brazil, India, Italy, Egypt,
Nigeria, Ethiopia, Romania and Burma were dis-
satisfied with this language, and expressed their
reservations. The draft treaty was unreservedly
accepted on 14 March 1968 by only eight of the
seventeen members of the Eighteen Nations
Committee. These facts do not support the con-
tention that the bargain of the NPT was in fact a
unanimous agreement on a phased elimination
of nuclear weapons.

In looking at the different groupings of states
involved directly or indirectly in the negotiations,
there is also no clear distinction to be made out
between have-nots and haves. On the contrary,
among the nuclear-weapon-states only the US
was really interested in a multilateral agreement,
the others were sceptical or inimical to the whole
concept (most conspicuously France and China).
Most developed non-nuclear-weapon states were
less concerned about acquiring nuclear technol-
ogy than about becoming disadvantaged in the
civilian industry application of nuclear energy
(most conspicuously the Federal Republic of
Germany, Japan and Italy). There also was a
group of Non-Aligned threshold states (such as
India, Brazil, Argentine) that wanted to keep their
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own nuclear weapon options open. For them a
strong disarmament commitment of the nuclear-
weapon-states was important since it could give
them a pretext later for their own nuclear arma-
ments efforts (a path which India actually
pursued). This group was quite small, but very
vocal and influential within the Non-Aligned
Movement. Asides these small but influential
groups of states basically sceptical against the
idea of the NPT, there was a silent majority of
states that for different reasons - often rooted
in their limited human, economic and techno-
logical resources - could not even ponder nu-
clear weapon options of their own and for whom
any effective non-proliferation regime promised
to be a boon. The main deal was mainly made
between the United States (supported by Russia,
which at that time only wanted to prevent West-
Germany from any control over nuclear weapons)
on the one hand and the groups of doubtful
states on the other hand, who grudgingly ac-
cepted the end result. The states of the silent
majority remained more or less outside the
negotiations; their hour came after the treaty
was laid out for signature and ratification. De-
spite the many reservations expressed and uni-
lateral declarations made, and despite the abun-
dant criticism voiced against the NPT, it was
promptly signed by more than 60 states and later
became the most nearly universal multilateral
agreement in the security field. The true bar-
gain - the deal that has kept the NPT together -
was the coalition between, on the one hand,
the United States (as the only major power in-
terested in nuclear non-proliferation) and, on the
other, the silent majority of states who were
happy to see a freeze put on nuclear
proliferation. Most states in the other two groups
were brought into the regime one by one - with



the exception of Israel, India and Pakistan. In
most cases, US security guarantees and special
arrangements in the field of technology transfer
were the keys to overcoming security concerns.

One might argue that while during the times of
the negotiations there had been no consensus
on nuclear disarmament, such a consensus has
come about later within the inter—na-tional
community. It might be true that in terms of
declaratory politics the disarmament aspect has
been highlighted, in particular since 2000. But
does this really explain adherence to the NPT?
It still remains difficult to explain that the big-
gest increase in membership of non-nuclear-
weapon states took place during the 1980s, i.e.
at a time when the Soviet and U.S. nuclear arms
build-up was at its top.

In order to understand the mechanism that has
kept together the NPT, one has to start from
more differentiated assumptions. The basic point
that has to be made in this regard is that the
NPT is mainly a security treaty and to a lesser
degree a treaty dealing with technology distri-
bution. The NPT's main function - besides to le-
gitimize civilian nuclear programmes and thus
to enable international cooperation - has been
to freeze the status quo of nuclear-weapon
possession, and it is this function which has pro-
vided for its attractiveness among the many non-
nuclear-weapon states. It came at the right time,
i.e. when the number of nuclear-weapon-states
was small enough, and when the interest of the
US and of many weak states in prevent-ing any
further proliferation was strong enough to seal
an international consensus on this freeze. The
NPT is unjust and unfair, but this is exactly what
has made this treaty successful. It has found

broad support because the huge majority of
states know that without this treaty their secu-
rity would be diminished.

How could such a consensus be feasible despite
the anarchic nature of international relations?
In order to understand this acceptance of the
inequality between states with nuclear weap-
ons and those without we have to look at two
structural developments that have shaped the
past decades: respect for the principle of the
prohibition of the use of force between states
and the occurrence of structural changes within
the states of the developed, western countries
and the threshold countries of Asia and Latin
America, i.e. those states that were technologi-
cally ca-pable of being candidates for nuclear
proliferation.

The prohibition of the use of force between
states was established in the UN Charter and,
judging by the last 60 years, it can be consid-
ered to have been relatively successful. But the
continuous decrease in the use of force between
states cannot be explained by the UN Charter
alone. It was and is much more crucial that there
are institutions and states that take responsi-
bility for ensuring that this principle is upheld.
In the more than 60 years since the UN was
founded it has typically been the US rather than
the UN Security Council that successfully com-
mitted itself to uphold this principle, either
through multilateral diplomacy, through NATO,
in cooperation with allies or as sole intermediary,
as guarantor of peace agreements or of the se-
curity of its allies. US advocacy of the prohibi-
tion of the use of force marks a funda-mental
difference to the period between the two World
Wars when there was no power will-ing and ca-
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pable of guaranteeing the international order of
collective security. Without Ameri-can security
guarantees and the repeated endeavours of
Washington to solve conflicts in a preventive,
diplomatic manner, to intervene in crisis situa-
tions and if necessary apply massive pressure in
order to bring regional wars (such as in the Mid-
dle East or Southern Asia) to a quick conclusion,
the renunciation of force proclaimed in the UN
Charter would have had no more effect than the
Briand-Kellog Treaty of 1928. That is, without
the effectiveness of the prohibition of the use of
force the nuclear non-proliferation regime could
never have been successful.

The other development that decisively has con-
tributed to the success of this regime was the
structural change in the nature of the state in
western industrial countries as well as in the in-
dustrial and threshold countries of Asia and Latin
America. As the new international order emerged
after World War 1I, a shift occurred in the
functions of the state toward more inter-vention
in the economy and modernization of
infrastructure, as well as expansion of the wel-
fare state and redistribution of wealth. Political
success was no longer defined in categories of
territorial expansion and security, but rather by
measures such as creation and securing of
employment, through the ability to compete in
international markets and through greater so-
cial security. In the wake of globalization, this
model calling for a primarily economic role for
the state aimed at satisfying domestic needs has
become attractive to other states outside the
western world. The British political scientist, the
late Susan Strange, attributed this trend to the
influence of the USA which used its pre-eminence
in the international system after World War II to
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define the rules of the international economic
system and brought the states of Western Eu-
rope and Northern Asia into the fold of a free
trade economy. This movement has since de-
veloped such momentum that the power of the
states has begun to recede as imper-sonal mar-
ket dynamics gained sway.

These functional changes and the resultant loss
of power of the state have repercussions on
nuclear proliferation: States that assign great
value to a functioning economy, where eco-
nomic well-being depends on access for their
firms to international markets and their capac-
ity to attract foreign investors can today no
longer afford to acquire nuclear weapons. In the
1990s Erwin Hackel and Karl Kaiser presented
an analysis of opportunity costs of a hypo-thetical
nuclear option for the Federal Republic of
Germany. Their conclusion was clear: the politi-
cal and economic opportunity costs were so high
that they clearly precluded such a deci-sion.

Similar calculations can surely be made for al-
most every state - around 50 today-with appre-
ciable nuclear capabilities. There a few
exceptions, but they tend to confirm the rule.
This applies not only to those countries that have
not joined the NPT (Israel, India and Pakistan)
but to those that have broken the treaty as well.
Israel is one of the few countries that actually
have a massive security problem; nuclear weap-
ons represent an existential guarantee for its
survival. India is the only country to follow the
example of the USA, China, France and Great
Britain in an effort to underline its pretensions
as a world power in the manner the liberal arms
con-trol theory has described. But as India has
become more aware of its increasing interde-
pend-ence within the world economy, it has



adopted a more reserved approach. The con-
clusion of the treaty on cooperation in the field
of civilian nuclear energy with the USA suggests
that New Delhi has come to recognize the signs
of the times. Pakistan, on the other hand, be-
came a nuclear weapon power because it saw
no other way of dealing with the India's supe-
rior power. Iraq (under Saddam Hussein), Libya
and Iran are rentier-states that share the advan-
tage of oil producers that do not necessarily have
to worry about cooperative standards. The regu-
lar flow of gigantic revenues has made it possi-
ble for adventurers, criminal family clans, reli-
gious fanatics and eccentrics to maintain power
there. These states with huge assured in-comes
can become potential buyers of nuclear weap-
ons should they channel internal problems into
international aggressiveness or seek to avoid
international sanctions or interventions.

Being not a rentier-state, North Korea represents
the special case of a state that has gone bank-
rupt due to its international isolation and be-
lieves that it can overcome - or at best put off -
the crisis through nuclear blackmail.

Nuclear Order and the Prohi-
bition of the Use of Force

Thus one might be tempted to agree with the
third school of thought that the world nuclear
order is not facing such a fundamental threat
after all. It will, indeed, remain secure as long
as the principles of the international political
order sketched above (continued prohibition of
the use of force either through the UN Security
Council or the USA as well as the primacy of
economic and welfare considerations) are
upheld. There is some question, however,

whether or not nuclear non-proliferation could
be eroded anyway as a consequence of the ero-
sion of the prohibition of the use of force. And
in the past 15 years a number of developments
have arisen that suggest that this principle of
prohibition is in crisis. There appear to be two
main reasons:

® The increasing level of violence in domestic
social conflict observable primarily in failed
states has become a real factor in politics today.
In most cases the universally valid principles
of international law that constrain the use of
force are being violated on a massive scale
without triggering any appreciable interven-
tion by the community of states.

® The failure of the central organ of collective
security, the Security Council of the UN, in the
face of the international crises of the past 15
years (Bosnia-Herzegovina, Kosovo, Rwanda,
Congo, Sudan, Iraqg, North Korea, the Middle
East) has contributed in a major way to the
erosion of the prohibition of the use of force in
various regions of the world. Africa is the most
prominent example. Where ever the USA,
NATO or other al-liances of western states did
intervene, with or without a mandate from the
UN, this erosion was stopped.

Furthermore, the increasing acceptance of the
incendiary slogans of political Islam in the Is-
lamic world should be cause for considerable
concern. If they were ever to become an inte-
gral part of the political programs of existing
governments, they could potentially become a
fun-damental threat to the international prohi-
bition of the use of force. Just how closely the
nu-clear order and the international political or-
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der are interconnected becomes apparent when
one considers that if representatives of radical
political Islam were to gain control of nuclear
weapons the entire prohibition of the use of force
regime could be overturned. If, for instance, Iran
were to acquire nuclear arms and the otherwise
rhetorical threat of eradicating Israel be-came a
real option, nuclear conflict in the Middle East
would become a distinct possibility: Given its
small size, Israel could be “eradicated” with a
relatively small number of nuclear explosions.

The Precarious Role of the USA

Without the repeated US advocacy (alone or
together with the Europeans and other states
of the western world) for the prohibition of the
use of force and adherence to the NPT, both
the international political order as we know it
and the non-proliferation regime would be barely
existent today or limited to the western world.
In this sense the argument of the proponents of
the third school of thought that the USA is the
guarantor of the nuclear non-proliferation re-
gime and the international prohibition of force
is logical. There is, however, one problem: The
more the USA is willing to compensate for the
deficits of multilateral institutions, the more re-
sistance it generates to its efforts.

There are two reasons for this resistance: first,
unilateral action on the part of a super power
like the USA - no matter how justified - often
triggers counter movements that develop out of
a general defensive stance and an instinct to
resist that reflects prejudices and animosity vis
a vis that larger power. Second, American policy
has never been without flaws and imponder-
abilities, and strong doubts as to the quality and
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professionalism of those acting in the name of
the USA have often been justified. This was and
is the case in other fields as well, but the prob-
lem has never been as clear as under the present
administration. The dilettantism with which it
prepared and executed the invasion of the Iraq
War (that was supposed to restore the author-
ity of the UN Security Council but was then sub-
stantiated in detail with hair-raisingly false
assertions) and the catastrophic diplomatic style
and PR policy of the Bush Administra-tion have
caused many countries to view the USA as a
greater threat to international security than Iran
with its nuclear ambitions. This clearly demon-
strates the fundamental dilemma in-volved in
upholding the international political order
(defined as the prohibition of the use of force)
and the nuclear non-proliferation regime. The
more the weakness of multilateral institu-tions
causes the USA to take over these tasks, the
harder it gets to win international accep-tance.
On the contrary: the more the USA acts
unilaterally, the stronger the resistance be-
comes, thus creating a situation that opens up
undreamt of opportunities for those states that
are mounting a massive challenge to this very
order.

The Iranian leadership has recognized this op-
portunity and is exploiting the situation to cre-
ate the capabilities necessary to get as close as
possible to building a nuclear weapon. Most re-
markably, after the exposure of its secret en-
richment programs in 2002, Iran chose the politi-
cal offensive and became a vocal advocate of
the right of all Third World states to nuclear
enrichment. The Islamist Mullah regime in Tehran
has used the divisions that surfaced be-tween
the USA and its allies since 2003 to stage a



confrontation with the USA and the UN. This, in
turn, has helped it shore up its domestic power
base. The leadership of North Korea has taken
a similar tactic, which suggests that it shares
this assessment of the international situation.
The battle over nuclear non-proliferation and the
international order could be lost, if this trend is
allowed to continue. No less an authority than
the former US Secretary of State, Henry
Kissinger, has warned that both crises could mark
an historical turning point. As in the 1930's, the
entire international order could collapse, if those
powers responsible for its pres-ervation no longer
support it. "A failed diplomacy,” Kissinger as-
serts with regard to Iran and North Korea, “would
leave us with a choice between the use of force
or a world were restraint has been eroded by the
inability or unwillingness of countries that have
the most to lose to restrain defiant fanatics.”

The case of North Korea might show that there
are avenues possible. In looking back at the
1990s, the impression was that North Korea
could not be prevented from acquiring a nuclear-
weapon capability because the Security Council
could not find the resolve needed to stand up
against the leadership in Pyongyang. In fact, any
attempt to even pass a resolution condemn-ing
North Korea met heavy Chinese resistance at
that time. Today, things are different. Dur-ing
the past two years it seems that China was ready
to assume much more responsibility in this field.
After having called the North Korean nuclear
programme a “bilateral US-North Korean prob-
lem” for many years, Beijing has since 2005
played an increasing positive and constructive
role in convincing the North Korean leadership
that it has to back up from their nuclear weap-
ons programme. Today the odds are better than

ever before in the past 15 years that the North
Korean crisis might be solved. This is indicating
a new sense of responsibility for upholding in-
ternational order shared by another member of
the UN Security Council than just the US. If this
is continuing, we might see a renewed role of
the UN Security Council in the future.

Outlook

In dealing with the crisis of nuclear non-
proliferation, a paradigm shift is needed. The
domi-nant scholarly paradigm - the liberal arms
control school - is not (or no longer) helpful in
addressing nonproliferation issues. On the
contrary, it has become part of the problem we
face in dealing with problematic states. Their
proponents' main concern is disarmament but
not security under given circumstances with
lesser nuclear weapons. Their understanding of
the mechanics holding together the NPT is
flawed. The main problem is that the more their
argu-ments are being circulated around and the
more the multilateral diplomacy is echoing their
advice, the nuclear non-proliferation regime is
edging towards a slippery slope. The dangers
inherent in the dominance of the traditional para-
digm become obvious when one looks at how
much their arguments are already being used
by challengers of the regime - such as the Ira-
nian president - in order to further their case.
These challengers basically want to defy an in-
ternational order that has been based on US
stewardship.

What is often overlooked is that without that
stewardship the order of the non-use of force
between states would collapse as well as the
nuclear non-proliferation order. Hence, the
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stakes are higher than just nuclear non-
proliferation. However, the problem is not just
being posed by the challengers; it is also how
the US is living up to its stewardship. The past
years have been marked by growing doubts as
to the ability of the current US administration to
meet this goal. In this regard it is of growing
importance whether and how the US is supported
or even substituted in its stewardship role by
the member states of the European Union. It is
also im-portant to see states like China or Rus-
sia assuming responsibility for international
peace by taking an active role within the United
Nations or within the framework of back-chan-
nel ne-gotiations, as has been the case with the
6-Parties talks on the North Korean nuclear pro-
gramme. To date, they seem to see their main
role in balancing the US within the United Na-
tions Security Council. This, however, is not in
conformity with the overall task of the Secu-rity
Council, i.e. having the prime responsibility for
international peace.

The inequality between nuclear-weapon states
and non-nuclear weapon states will continue -
and it will most likely pose no major problem as
long as it does not go along with tangible secu-
rity disadvantages for non-nuclear-weapon
states. Indeed, many non-nuclear-weapon states
do not consider the nuclear weapons option
because they are under some nuclear um-brella
or under a broader security guarantee given by
a nuclear weapon state or because a nu-clear
threat is too remote to be counted as a real
threat. The danger of a collapse of the nuclear
non-proli-feration regime is there; but it is
closely related with the way non-nuclear-weapon
states perceive their respective security environ-
ment and how strongly they are trusting exist-
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ing mechanism of guaranteeing the rule of the
non-use of force in international relations.

In the long perspective, the most likely danger
for the nuclear non-proliferation regime is the
combination of a political ideology that is defy-
ing the norm of non-use of force with the quest
for nuclear weapons. In this regard, the most
likely danger comes from extremist versions of
the ideology of political Islam (Islamism). Radi-
cal Islamism is adamantly opposed to the norm
of non-use of force. In case the current radical
Islamist leadership of Iran would be in posses-
sion of nuclear weapons, the main problem
would not be the emergence of a nuclear arms
race, but the outbreak of a nuclear war in the
Middle East. A similar danger is associated with
Pakistan, where a takeover by Islamist forces
might result in a severe international crisis with
the danger of a nuclear war. For this contingency,
a functioning and effective system of collective
security is crucial. We are still far away from
this, but it seems that some progress has been
made in that direction.

About the author:
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University of Kiel, Germany.



Energy Supply Security:
Demands on Politics as
Consequence of Changed
Market Constellations

Friedemann Mller

Energy security for good reasons became a top
issue in international politics. The buyers mar-
ket of the 1980s and 1990s for oil, the most
important energy carrier, changed into a sellers
market. The question often asked is, whether
this will remain so or whether the market will
shift the power around again as it did after the
oil crises of the 1970s. The answer is the mar-
ket will not have the power to change the oil
and natural gas market back into a market where
the buyers can determine the rules. The reason
for this lies in the following robust trends and
the restricting factors that will stay on for the
coming decades.

1. Trends and restricting
factors on the oil market

First Trend: The oil reserve concentration in the
Middle East. As chart 1 spells out we have to
realize an extreme concentration of the remain-
ing oil reserves in the Middle East, more than 60
percent of all global oil reserves are located here.

This concentration will become even stronger.
Chart 2 compares the shares of reserves of each
region (grey) with the share of production of
the same region (black). All regions besides the
Middle East and the Caspian region have a higher
share of its production in world production than
the share of reserves in world reserves.

The inevitable conclusion from this comparison
means that the other regions besides the Mid-
dle East and Caspian are exploiting their reserves
much quicker so that the remaining reserves of
the Middle East and Caspian region will get a
further growing share in world reserves. Another
conclusion is that the market becomes increas-
ingly monopolized on the supplier side and this
transforms the economic potential of the re-
source availability into political power. We have
seen already the political instrumentalization of
resource availability in Venezuela as well as in
Russia and in future we will see more of it.

It is quite clear that the Caspian region plays a
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minor role for the supply of the world market in
comparison to the Middle East but the very fact
that the Caspian region can expect a consider-
able growth in its production is quite meaning-
ful for the future oil market. It can also mean
that the region might become a battle field for
oil and natural gas distribution.

Second trend: The decline of production in de-
mand regions. The big oil consumer regions, the
Western industrialized (OECD) regions as well
as the newly emerging economies such as China
and India will have to calculate with an absolute
reduction of their respective oil production (chart
3). This means that even if the consumption of
oil will stay stable the import share and the im-
port dependence has to grow.
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Third trend: The demand growth in Asia. The
demand, however, will grow (chart 4), particu-
larly in the Asian emerging markets.

The case of China indicates what this means for
the international oil market (chart 5). While in
1993 China still was a net exporter it is now the
second largest consumer and third largest im-
porter and thus has a major influence on the
demand side of the internationally traded oil.

The projection of the International Energy
Agency (IEA) until 2030 shows a further con-
tinuing rise of China's oil imports (chart 6) which
will be a strong burden for the distribution of
the international oil supply.
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Besides the three trends we have two factors
which restrict the flexibility of the market. One
is the inflexibility of the oil trade. The structure
has been relatively fixed over many years.

As chart 7 shows most of the oil exported in the
Western hemisphere goes to the U.S. market.
Most of Russian, Caspian and North African oil
goes to Europe. Most of the Middle East oil goes
to Asia. The problem is that this fixed structure
does not reflect the future demand- supply
relation. This embraces a major conflict potential.
All major oil consumer markets will try to get
more oil from the Middle East but this region
probably will not provide the required supply.

Chart 8 shows how the Middle East and North Af-
rica (mainly Algeria and Libya) should increase its
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energy production so that the future demand can
be met. Looking at the production development
of the past 30 years it looks improbable that the
development will be as indicated in the graph. This
might become even clearer if we look at the re-
quired oil production of Iraq only (chart 9).

One has to be an extreme optimist in order to
believe that the oil production will follow this
projection.

The second restriction comes from the fact that
different from the 1970s when about 80 percent
of oil production was in the hands of private busi-
ness following the company's economic interests,
today about 85 percent of the production is run
by state companies. They adjust to the rules of
monopoly behaviour and they have a political
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agenda. The presidents of Venezuela, Iran or
Russia, three of the largest oil export countries,
do not hide this political agenda. Saudi Arabia
the largest oil producer and exporter follows a
clear cut monopoly constellation.

The dependency of the consumer countries thus
is a twofold, an economic due to the price ma-
nipulations of the suppliers and a political one
due to the ability of suppliers to realize their
political agenda. Europe feels this very much in
its negotiations with Russia on different issues
such as the Russian access to the membership
of the World Trade Organization (WTO).
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2. The Natural Gas Market

The structure of the natural gas market and its
conflict potential differs substantially from those
of the oil market. Natural gas is - due to the
higher transport costs - internationally traded
only over shorter distances than oil and mostly
by pipeline. The effect is that up to now we have
three almost strictly separate markets, a North
American market, a European-Russian- North
African market and a Pacific market including
Australia and East Asia. The increasing share of
Liquefied Natural Gas (LNG) transportation will
gradually remove the borders separating these
three markets. What will stay for two to three
decades are the dominant role of Europe as the
largest importer and a comparably small role of
the Asian consumer markets (chart 10).
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The largest import market within Europe is
Germany. Its imports are diversified as shown
in chart 11.

The problem with the European suppliers,
however, is that this growing consumer market
will have a decline of domestic production which
means that the share of imports from outside
Europe has to grow rapidly (chart 12).

Looking at Europe as a common market it has
an extremely bad diversification of its imports
(chart 13)

Russia plays a dominant role in supplying the
European market. Considering the dramatic in-
crease of import demand in Europe Russia alone
will not be in the position to keep its market
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share on the big European market. Therefore,
Russia tries to keep its dominant position by
buying Caspian natural gas and trying to estab-
lish a natural gas equivalent to OPEC on the oil
market.

What are the alternatives for Europe for diversi-
fication and satisfying its demand? Chart 14 com-
pares the share of world natural gas reserves
with the share in world production in different
regions.

It is obvious that the big consumer markets North
America and Europe will eat up its reserves
quickly while there are exactly two countries that
can increase their production substantially: Iran
and Qatar with together a roughly 30 percent
share in world natural gas reserves. The fact



that these two countries have a huge produc-
tion growth potential and their geographic loca-
tion allows a supply by pipeline and LNG not
only of Europe but also of South and East Asia
makes these countries to objects of a potential
distribution conflict. It puts, for instance, Iran
into a powerful position with regard to its nu-
clear program and the international objections
against it. It might play with its export diversifi-
cation according to the importers' political ad-
justment to the Iranian position with regard to
this conflict.

3. Options for Conflict Pre-
vention

The analysis so far should have made clear that
the international energy distribution has pro-
duced a serious political dimension and conflict
potential. The market is no competitive market
any more but monopolized under control of the
major supplier countries. Due to the tremendous
demand rise in emerging economies and the
hesitant supply rise in those few countries that
still can increase their oil and natural gas pro-
duction this control of the supplier countries will
remain for decades to come. We, the consumer
side, have to cope with it. We have mainly four
options to reduce the tensions on this market

® A consumer-consumer dialogue: Until a few
years ago the oil market was dominated on
the demand side by OECD countries. They fol-
lowed OECD rules that are more or less iden-
tical with WTO rules. This has changed. The
new importers, particularly China, have intro-
duced their own rules in the market. Different
from OECD importers China is acting on the
international market with state owned energy

companies. In their bidding behaviour they fol-
low not just rules of profitability but also of
state interests such as security of supply and
they can count on government support for in-
stance to protect the oil exploitation in Sudan.
They also can be a part of a state strategy to
link the political interest of development in the
region and good political and economic rela-
tions between China and the respective
country. All this makes the behaviour of Chi-
nese companies for multinational oil compa-
nies less calculable and leads to frustration on
the company’s side. It is quite understandable
and has to be recognized that China with its
huge demand growth needs to open the
traditional market structures to its own favour.
On the other hand nobody is served to the
better if, for instance, the mix of economic and
political interests leads to a stabilization of a
corrupt leadership as in Sudan. Therefore, we
need a dialogue between the traditional
(Western) demand side and the new Asian
emerging economies in order to establish rules
that serve both sides and prevent the fuelling
of conflicts.

A consumer - producer dialogue: The interna-
tional oil market is full of uncertainties, not just
because of the monopolization and politization
of this market but also due to the different rules
according to which both the demand and sup-
ply side organize the procurement supply policy
and the influence of the climate policy on the
energy mix in industrialized countries. A con-
sumer - producer dialogue could be helpful to
bring more transparency into this market. This
dialogue should not only introduce rules to
depoliticize the market but offer also security
of demand options for the producers with re-
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gard to the post-oil age. It is obvious that the
oil production peak that happened in North
America and Europe already years ago and will
also occur in China and Russia in a few years
will take place on the global level within the
next 25 years. The producer and consumer side
has to prepare for that being aware that the
time of oil available as the most important en-
ergy carrier is limited. If the main oil producers
could be convinced to invest a significant share
of their revenues into solar energy they might
become again the market leader in this new
age. The whole question of managing the en-
ergy change in the 21st century should be put
on the agenda of this dialogue. We need to
bind the producers, particularly the OPEC as
one of the wealthiest and stable international
organizations, into a structure of global respon-
sibility and we should do it in a way that is to
the favour of the producers.

Improving the supply infrastructure for natu-
ral gas transportation: Many in Europe blame
Russia for exploiting its monopoly position of
a natural gas supplier as a political weapon.
Not so many ask why Russia could receive this
position. It very much has to do with the lack
of infrastructure that would enable Europe to
buy natural gas elsewhere. Natural gas plays
an increasing role in the energy mix of Europe
but also worldwide. Therefore, it is indispen-
sable to provide a transport infrastructure
which allows a competitive market structure.
It is obvious that in the future the Persian Gulf
region, particularly the two countries Iran and
Qatar will increase their share in world supply.
We should support a transportation infrastruc-
ture which allows all interested consumer coun-
tries to get access to this emerging export re-
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gion without insisting in exclusive contracts.
Natural gas can, to some degree, be a substi-
tute to oil in a transition period when a conflict
over the oil distribution might become serious.

® Managing the decarbonization of the energy
supply: The most important approach to pre-
vent conflicts generated by deficiencies in oil
and natural gas distribution, however; is a long-
term exit strategy from fossil energy, particu-
larly oil. We have to improve the energy effi-
ciency continuously in all countries and at the
same time we have to move from fossil to non-
fossil energy. Otherwise we will have rising con-
flict constellations in Africa, the Middle East and
Latin America. The economic and political costs
will be much higher if we continue to give oil a
share of more than 35 percent in the global
energy mix than if we make use of the options
to switch continuously to non-fossil energy car-
riers and to make use of the potential for im-
proving the energy efficiency. This requires par-
ticularly new technologies in the transportation
sector where most of the oil goes to.

The internalization of the social costs of further
wasting fossil energy is the challenge for na-
tional and international policies. What we cer-
tainly need is a cooperative not a confrontative
approach to solve this major global problem of
the 21st century and China is a key player in
this game.



Table 1 (Chart 2)
Regional Concentration of Oil Reserves

2006
Quantities Share of World Reserves
billion barrel percent
Middle East 742.7 61.5
Africa 117.2 9.7
Latin America 116.4 9.7
Russia 79.5 6.6
Caspian Region 47.3 3.9
USA/Canada 47.0 3.9
China 16.3 13
EU plus Norway 15.6 1.3
Others 26.2 2.2
Total 1208.2 100
Oil Sands 163.5 +13.5

Source: BP Statistical Review of World Energy, June 2007.

Table 2 (Chart 3)
Regional Shares in World Oil Production
2006 million barrels per day

quantities share in world
production (percent)
Middle East 25.59 31.2
Africa 9.99 12.1
Latin America 10.56 13.5
Russia 9.77 12.3
Caspian Region 2.24 2.7
USA/Canada 10.12 11.9
China 3.68 4.7
EU plus Norway 5.19 6.4
Others 4.52 5.5
Total 81.66 100

Source: BP Statistical Review of World Energy, June 2007.
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Table 3 (Chart 8)
Inter-area Oil Trade 2006
million barrels per day

To

From USA Europe China | Other Asia | Others
Middle East 2.28 3.21 1.49 12.12 1.24
N+S America 6.71 0.99 0.27 0.27 1.19
Russia + Caspi 0.37 5.89 0.49 0.15 0.26
West Africa 1.92 0.80 0.74 0.95 0.30
North Africa 0.74 1.95 0.08 0.12 0.35

Source: BP Statistical Review of World Energy, June 2007, p.20.
Table 4 (Chart 15)
Shares of Regions in World Natural Gas
Reserves and Production 2006

Reserves Share Production Share

trillion cubic meters percent | billion cubic meter | percent
Russia 47.65 26.3 612 21.3
Iran 28.13 15.5 105 3.7
Qatar 25.36 14.0 50 1.7
Saudi Arabia 7.07 3.9 74 2.6
Europe 6.25 3.4 294 10.2
USA 5.93 3.3 524 18.5
China 2.45 1.4 59 2.0
World 181.46 100 2865 100

Source: BP Statistical Review of World Energy, June 2007
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Climate Change as a Challenge:
Possibilities of Shaping an
International Climate Policy

Friedemann Miller

The climate change problem is probably the most
extensive challenge for a global regime building
in the 21%t century. There is no doubt that a so-
lution cannot be found without the participation
of all big powers such as China, India, the United
States, Russia and Europe. Although all these
political powers are committed to the Climate
Convention of 1992 and all of them signed the
Kyoto Protocol in 1997, even if the U.S. did not
ratify it, the differences in the position of the
major powers towards the climate change prob-
lem are still huge while the time left to find a
reasonable solution is rather limited. Let me di-
vide my presentation into the following short
chapters

® What is the global problem?

® In which direction do we move?

® Why is it so difficult to find a burden sharing
that brings us closer to a solution?

® What sort of approach do we need?

1. The global problem

When during the 1980s the existence of the cli-

mate change problem became obvious among
natural scientists, the Intergovernmental Panel
on Climate Change (IPCC) was founded in 1988
under the auspices of two UN organizations. It
consists of hundreds of experts, mainly clima-
tologists from all over the world that represent
the collective wisdom of natural science on the
phenomenon of climate change. The IPCC has
published since 1990 every five to six years ex-
tensive assessment reports. The Fourth Assess-
ment Report consisting of different reports of
the three IPCC Working Groups has been
published, at least in a preliminary version, in
2007. Working Group III presented in May dur-
ing a conference in Bangkok a 35 pages paper
called “Summary for Policymakers". The follow-
ing chart 1 is taken from this paper and reduced
to its core message.!

It says: Human activities which increased the
greenhouse gas concentration in the atmosphere
since the beginning of industrialization from
about 280 to about 380 parts per million (ppm)
today will continue to increase the concentration.
Such a further rise of the concentration can be

1 The extensive table is to be found in the annex of this paper as table 1
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GHG Stabilization in the Atmosphere
Average Data of Five IPCC Scenarios

Temperature Peaking year Change in emissions
increase of CO2 emissions 2050/2000 (%)
: 2.2° C 2008 -70
23 2.67C 2010 -45
é_ 3.0° C 2020 -18
3.6° C 2040 +35
2 45° C 2065 +55
% Friedernann M Gller

Source : IPCC, Barghok, May 4, 2007

translated into increases of the global mean
temperature. We, the human mankind, have to
take a decision which rise of temperature will
be the utmost acceptable. The table will show
which measures have to be taken to keep the
rise of temperature within these limits.

As I mentioned earlier practically all countries in
the world including China, the U.S., India, the
EU and Russia have signed the Climate Conven-
tion of 1992 and are bound to the goal of its
article 2 which says: “The ultimate objective of
this Convention ... is to achieve ... stabilization
of greenhouse gas concentrations in the atmos-
phere at a level that would prevent dangerous
anthropogenic interference with the climate sys-

Gobal Security in the 21st Century
1

tem" The European Union has decided that this
limit is to be defined by a 2 ° Celsius increase of
the global mean temperature. Chart 1 shows that
such an ambitious goal requires an immediate
peak of the global emissions and a reduction of
global emissions until 2050 by 70 percent. Less
ambitious goals leave more time but even a 3 °C
increase requires a peak within the coming 13
years and a significant reduction until the mid
of the century. A 3 ° Celsius increase will,
however, have serious impacts such as a sig-
nificant sea level rise, droughts, floods, storms
etc.

2 United Nations Framework Convention on Climate Change, Article 2 (signed in Rio de Janeiro 1992)
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CO, Emissions of different regions

2004-2030 IEA Reference Scenario
billion tons
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China Developing EU
Asia
without
China

Source : 1EA, Wodd Energy Oufock 2005.

2. Into which direction do we
move?

The reality is that we are moving in a very dif-
ferent direction than towards a peaking of glo-
bal emissions in the foreseeable future and a
substantial decline afterwards.?

Table 2 (see Annex 2) shows that industrialized
countries started in 1990 - which is considered
as the base year in the Kyoto Protocol and other
climate change relevant commitments - from a
high level of emissions with relatively low growth
rates during the past 15 years, while China and

0 2004
| 2030

Russia

Friedemann M dller
Gobal Secunty in the 21st Century
4

the Developing Asia started at a low level of
emissions with relatively high growth rates. The
result is a 27 percent global growth of CO,
emissions within these 15 years.

Table 3 makes, however, the problem more
explicit. It expresses a huge concern by show-
ing that the annual average emission growth rate
worldwide after the year 2000 is more than dou-
ble as high (2.6 percent) as before 2000 (1.1
percent). This increase of the growth rate is es-
pecially visible in the case of China and devel-
oping Asia but on a smaller scale also even in
Europe. Nothing indicates that a peak of global

3 The following data refer to energy related CO2 emissions which represent currently 84 percent of all
greenhouse gas emissions. Not all countries report exact data on non-energy related greenhouse gas emis-
sions which makes comparisons between countries or over time impossible.
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emissions is to be expected in the foreseeable
future.

The International Energy Agency, the energy
branch of the OECD countries, has presented a
projection to the year 2030 in its latest “World
Energy Outlook”. The reference scenario which
reflects the current climate policy including
“Kyoto” and other agreements and commitments
says that global CO, emissions will increase be-
tween 2004 and 2030 by 55 percent. All big
emitters besides Japan will contribute to this
growth as chart 4 (or table 3) shows.

The two regions that will contribute almost 80
percent (exactly 77 percent) to the global emis-
sions in 2030 are the OECD countries and De-
veloping Asia as chart 4 (or table 3 in the annex)
shows. Both regions will have a share of close
to 40 percent to worldwide emissions according
to this projection.

These two regions share a major responsibility
to solve the global problem.

3. The disproportion of any
burden sharing

The experts are aware that the problem cannot
be solved unless the positive growth rates of
global CO, emission turns into a negative growth
rate soon. The question how to reach this offers
different answers in different regions of the
world. The main arguments are the following
two

® [tis true that historically the OECD countries
are the main emitters; they should do the first

step to solve the problem. As long, however,
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as the emerging economies particularly in Asia
with the high emission growth rates are not
part of a commitment structure the turn from
positive to negative growth rates is not
manageable. This is an American argument
increasingly shared in the community of OECD
countries, even if European countries under-
stand the rationale of argument two;

® as long as the differences of per capita emis-
sions are as high as they are in reality (chart
6) and the per capita emissions in Asian emerg-
ing economies are below world average there
is no reason to restrict emissions and put thus
a burden on economic growth in these
countries; an argument spread in China, India
and other emerging economies.

The advocates of argument 1 say that per capita
emission is an important indicator but the effi-
ciency of energy consumption and emission
abatement is also important and this efficiency
is much higher in OECD countries. They are also
the pioneers that are taking the R&D burden of
developing alternatives to the carbon emitting
energy consumption. Therefore, they need a
bonus in an agreement.

The advocates of argument 2 say that emerging
economies are making up for what industrial-
ized countries have developed in the 20%" century,
now under conditions of much higher raw ma-
terial prices. The efficiency of energy consump-
tion is higher than in industrialized countries
during the comparable period of development.

No solution to this urgent problem will be found
if both sides stick to their position and do not
compromise.



4. Approach to a solution

1t is obvious that a global emission peak within
the coming ten years requires a peak in OECD
countries before and in Asian countries after this
date but both sides have to make major efforts
not only to decouple the CO, emission growth
from economic growth but gradually to decar-
bonize the energy consumption at least the
emission relevant energy consumption.* Even
China's per capita emissions have in the year
2050 to be significantly below today’s if a mean
temperature increase of 3 ° C is to be avoided.
Any realistic solution has to observe the follow-
ing frame:

® Even if the rigid European position of a2°C
mean temperature increase finds no consen-
sus we need a decrease of CO, emissions until
2050 by at least 30 percent which means a
per capita emission of 2.1 tons in 2050, roughly
40 percent below China's today’s per capita
emission.

® Equal emission rights per capita should be the
main guideline for the mid century. Since an
immediate equal distribution of emission rights
per capita would mean a breakdown of the
world economy a transition path from today's
distribution to a desirable distribution in 2050
should be found. This follows, for instance, a
recommendation of the German Advisory
Council on Global Change (WBGU).® This path
is a matter of negotiations. It is clear that the

path is organized in a way that forces the OECD
countries with high emissions per capita a rela-
tively sharp reduction of emission right after
the year 2012 while emerging economies
should be given increasing emission rights until
about 2030.

® In addition to the per capita criteria, the effi-
cient use of energy should also be given a pre-
mium in order to support pioneer development
of efficient technologies.

® An international system of monitoring the
emissions and for the distribution of emission
rights should be established.

Without such a frame it is hard to imagine that
a global regime for solving the climate change
problem can be developed. If the frame is ac-
cepted and the regime should follow the least
cost principle, a global emission trading system
is to be established. The global bank which ad-
ministers the allocation and supervises the trade
of emission rights should auction a share of the
emission rights and redistribute the proceeds
from the auction in order to support further
projects for global efficiency improvements.

It is obvious that economies with high per capita
emissions would have to buy emission rights
from those economies with low emission rights.
The system implies a significant net transfer of
money from rich to poor countries, from North
to South, or from industrialized countries to

4 Coal is more available in most regions of the world than other fossil energy carriers together. If it can be
made feasible to capture the CO2 before emission and sequestrate it in caverns, this could be a climate

neutral use of fossil energy

5 Wissenschaftlicher Beirat der Bundesregierung Globale Umweltverédnderungen, Uber Kioto hinaus denken,

Sondergutachten, Berlin 2003, p.3
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emerging economies and least developed
countries. It is also obvious that each country
must be interested to improve its efficiency of
energy use with regard to carbon emission. The
developed countries in order to minimize the
amount of payment in the emission trading and
the less developed countries in order to maxi-
mize the available emission rights they can sell.
The challenge to political negotiation is to bal-
ance the interests of those who will be the main
buyer and those who still can sell emission rights.

How can such a solution be processed? The time
is urging not only because the limitation of emis-
sion is to be managed but also because the inter-
national negotiations within the Climate Conven-
tion framework make decisions necessary. The
Kyoto Protocol is running out in 2012. A succes-
sor regime has to be negotiated so that all
stakeholders are informed about the future re-
gime sufficiently early before 2012 when it has
to come into force so that all the necessary prepa-
rations can be put in place. The next Conference
of Parties of the Climate Convention (191 parties
including China and the United States) will take
place in Bali in December 2007. Yvo de Boer, the
executive secretary of the UNFCCC said. “"What I
hope Bali will agree on is a negotiation agenda
over the next two years that will craft an effec-
tive long-term post-2012 regime."”

China must articulate its interest and take re-
sponsibility as one of the two largest emitter
worldwide. Efficient measures in order to solve
the global climate problem will have an impact

on all economies including the Chinese. Not act-
ing has an even bigger impact as serious stud-
ies including the Stern Report’ have proven.
Stern argues that not acting would bring a more
than 5 ° C temperature rise with more than 50
percent probability and cost about 5 percent of
the global GDP while keeping the greenhouse
gas concentration under 550 ppm only about 1
percent. The world needs China's cooperation
and China needs, like the rest of the world, a
solution of the climate change problem.

6 CO2-Handel, 14.08.2007, http://www.co2-handel.de/article184_6451.html
7 Stern Review on the Economics of Climate Change, Cambridge 2007, http://www.hm-treasury.gov.uk/
independent_reviews/stern_review_economics_climate_change/sternreview_index.cfm
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Table 1:

IPCC Stabilization Scenarios

Greenhouse Gas Concentration in the Atmosphere

Category CO; equivalent Global mean Peaking year for | Change in global
Concentration temperature CO; emissions CO, emissions
increase 2050 vs 2000 (%)
ppm degree Celsius year

I 445 - 490 20-24 2000 - 2015 -85 to -50

I 490 - 535 24-28 2000 - 2020 -60 to -30

111 535-590 2.8-3.2 2010 - 2030 -30 to - 5

v 590 - 710 3.2-4.0 2020 - 2060 +10 to +60

\Y 710 - 855 4.0-4.9 2050 - 2080 +25 to +85

Source: IPCC, Working Group III, Summary for Policymakers, Bangkok May 4, 2007, p. 23
Table 2:
CO2 Emissions 1990 - 2005
billion tons
1990 1995 2000 2005 change
2005/1990

(%)
EU-15 3.36 3.28 3.36 3.50 4
EU-25 4.15 3.94 3.96 4.11 -1
u.S. 5.01 5.33 5.86 5.99 20
Japan 1.14 1.22 1.25 1.29 14
OECD 11.69 12.17 13.06 13.56 16
China 2.29 3.01 2.97 4.77 108
Developing Asial 3.57 4.72 5.09 7.32 105
World 21.57 22.49 24.02 27.35 27

1: Asia minus OECD Countries Japan, South Korea, Turkey

Source: H.-J. Ziesing, DIW, Wochenbericht 35/06, Berlin, August 30, 2006, p. 488/493
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Table 3:
CO2 Emissions 2004 - 2030
IEA Reference Scenario
billion tons

2004 2030 growth absolute percent
EU 3.85 4.22 0.37 10
u.S. 5.77 7.14 1.37 24
Japan 1.21 1.15 -0.06 -5
OECD 12.83 15.50 2.67 21
China 4.77 10.43 5.66 187
Developing Asia 7.27 15.65 8.38 115
World 26.08 40.42 14.34 55

Source: IEA, World Energy Outlook 2006
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Stability of the International
Financial Sector -
Considerations of Reform with
regard to the International
Financial Architecture

Sebastian Paust

Political and security implica-
tions of financial crises

This year's financial turmoil which had its origin
in a tumbling US housing market had severe
negative impacts not only in the US but also on
global financial markets. But history proves that
developments in financial markets can have
much more far-reaching consequences not only
for markets but also for politics, societies and
national as well as international security - in a
positive as much as in a negative way:

Examples from Germany
Germany delivers two striking examples for an
answer:

1. Following the creation of the German Empire
in 1871, a single currency based on the Prus-
sian currency standard and later linked to gold
was introduced and the Berlin-based PreuBische
Bank was turned into the new central bank of
the Empire. This helped creating a climate of
political stability and regulatory certainty in the

financial sector, what became an important fac-
tor for the economic success and political solid-
ity of the new German Empire in its first decades.

2. A clearly negative example is Germany after
the shocking stock market crash in 1929. The
world economic crisis resulting from that led to
a tidal wave of insolvencies, massive unemploy-
ment and broad poverty in all kind of society
segments in Germany. These were decisive cata-
lysts for a development which enabled a further
rise of anti-Semitism and political extremism,
particularly fascism, in Germany and ended ten
years later in World War II.

Examples from Asia

It is unfortunately in Asia where we find another
striking example from the recent history for a
crisis which posed not just widespread financial
economic but also political and security
implications. The Asian financial crisis of 1997/
1998 has washed away decades of economic
growth, social achievements and poverty reduc-
tion especially in Thailand, Indonesia and South
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Korea. Hundreds of thousands of workers in
these countries had lost their jobs with little so-
cial security support beyond that by families and
friends. The crisis deepened the marginalization
of these poor and vulnerable groups.

Simultaneously the crisis had stimulated new po-
litical currents in many parts of the region. Po-
litical dissent and social unrest increased. In
some countries like Indonesia, people started
questioning the legitimacy of governments which
has been built upon their economic performance.
Criticism of the government's management or
sensitive issues like corruption has been met with
a hardline response by the government. Military
officials had publicly equated currency specula-
tion and food hoarding with subversion, an of-
fence punishable with death. The media had
been attacked for its allegedly negative
reporting. Hundreds of peaceful critics had been
rounded up, many of whom have been charged
under various laws. At the same time the
Malaysian authorities had stepped up operations
to stem the tide of economic immigrants from
Indonesia who were fleeing escalating
unemployment, food shortages, rising prices and
social unrest in Indonesia. Thousands of illegal
Indonesian immigrants were deported back into
their country, sometimes under quite harsh and
violent circumstances. Equally, particular in
Indonesia, ethnic Chinese minorities had to face
intimidation, harassment and even fatal mob
attacks on account of their prominent position
in the local economy and deeply entrenched
suspicions in prejudice.

Experts are concerned that, as with other Asian
countries, a major economic downturn, not to

mention economic collapse, might produce a po-
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litical crisis even in a big and powerful country
like China. A deepened recession in Japan in
combination with a similar crisis in China may
bring about economic and political turmoil all
over East Asia. This could trigger a wave of
nationalism, xenophobia and economic protec-
tionism rippling through the region. It may as
well lead to a demise of regional organizations
like APEC or ASEAN plus 3. The absence of such
cooperative structures and the weakening of tra-
ditional alliances may make Asia even less sta-
ble and more prone to conflict - a frightening
scenario which will hopefully never become
reality.

Reasons for the Asian Crisis
1997/98

To avoid future crises we should try to learn from
the past. Experts consider a combination of fac-
tors responsible for the outbreak of the Asian
financial crisis. The most immediate cause was
an investment boom bubble, combined with a
massive, volatile inflow of mainly short-term for-
eign capital and a weak banking system under
inadequate supervision. The fragile banking sys-
tem in East Asia simply could not withstand the
onslaught of speculative international capital.
The crisis revealed the fundamental weaknesses
in the underlying conditions of countries that
had long been heralded as the development
miracles of the late 20* century. The govern-
ments of several rapidly growing economies had
implicitly supported widespread mismanagement
and chronically weak regulation of financial
activities, a by-product of the collusion between
public and private interests to promote overseas
internal investments and highly competitive trade
sectors. The tragedy occurred because, although
these economies were not big, strong and stable,



they opened up their capital markets. In
hindsight, they should have opened their capi-
tal markets according to a properly sequenced
schedule. But they apparently simply miscalcu-
lated the force of globalization.

The current international
financial architecture

The global level

It was back in 1944 that global financial players
tried to react to the risk of financial crises by
setting up the principal pillars of an international
framework in form of the Bretton Woods
institutions. That has been 63 years ago but the
key aim of today's policy makers has not changed
compared to those at the Bretton Woods times
- it has been, and still is, global prosperity and
stability. But the environment in which we are
acting has changed profoundly. The founders of
the International Monetary Fund (IMF) and the
World Bank wanted to create institutions that
prevent countries from falling back into autarky
and protectionism and that help them to raise
growth and increase stability in a world of fixed
exchange rates with still a large degree of capi-
tal controls. Today we are striving for stability
of the international financial system in a world
of free capital flows with an overwhelming im-
portance of private flows and increasing trade
and financial integration. Among the major fac-
tors that we have to take into account, I would
like to mention in particular:

The financial globalization phenomenon: capital
market liberalization, both domestically and
internationally, technological advances and buoy-
ant financial innovations have contributed to set
up a totally unknown degree of financial globali-

zation - with great benefits, but also new risks.

The policy responsibility which still lies mainly
with sovereign states; thus, the challenge is to
promote global financial stability very largely
through national actions enlightened and co-
ordinated through a larger degree of intimate
international co-operation.

A very large consensus on giving the private
sector and markets a central role on the one
hand, and relying upon sound public institutions
to provide market participants with the appro-
priate environment on the other hand. This shift
from direct public involvement to private activi-
ties is particular striking when looking at finan-
cial flows to emerging markets: in the 1980s,
official flows were dominant, reaching on aver-
age over 60% of total flows to emerging markets.
By contrast, the 1990s saw a dramatic increase
in private flows, which on average accounted
for around 85% (in the period from 1990 until
2003). Equally important is the shift from bank
loans to negotiable securities as the major fi-
nancing tool for the developing countries.

It was on the basis of the experience with the
Mexican crisis in 1994/95 that there grew a com-
mon understanding that called for

- enhancing transparency and accountability

- strengthening domestic financial systems

- managing international financial crises, namely
by crisis prevention as well as crisis mitigation
and resolution

and pushed international financial institutions to
more effectively take care of surveillance, as-

sistance as well as standard and code setting.
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Surveillance and Assistance

In this context of the international financial ar-
chitecture the International Monetary Fund is in
the focus.

It is an international organization of 185 mem-
ber countries, located in Washington. It was
established to promote international monetary
cooperation, exchange stability, and orderly ex-
change arrangements; to foster economic
growth and high levels of employment; and to
provide temporary financial assistance to coun-
tries to help ease balance of payments
adjustment. Since the IMF was established its
purposes have remained unchanged but its fo-
cus has been shifted much more toward crisis
prevention and its operations-which involve
surveillance, financial assistance, and technical
assistance-have been considerably reformed to
meet the changing needs of its member coun-
tries in an evolving world economy. Neverthe-
less discussions about the future role of IMF are
going on.

Surveillance

In today's globalized economy, where the eco-
nomic and financial policies of one country may
affect many other countries, international coop-
eration to monitor economic developments on a
global scale is essential. With its nearly univer-
sal membership of 185 countries, IMF surveil-
lance provides the mechanism for this
cooperation.

The importance of effective surveillance was un-
derscored by the Asian financial crisis. In
response, the IMF has undertaken many initia-
tives to strengthen its capacity to detect
vulnerabilities and risks at an early stage, to help
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member countries strengthen their policy frame-
works and institutions, and to improve trans-
parency and accountability.

Let me mention the most important examples:
Exchange rate, monetary and fiscal policies re-
main at the center of IMF surveillance. The IMF
provides advice on issues ranging from the choice
of exchange rate policies to ensuring consist-
ency between the regime and fiscal and mon-
etary policies.

Financial sector issues have received greater em-
phasis under IMF surveillance. This enables the
IMF to assess the strengths and weaknesses of
countries' financial sectors.

Assessment of risks and vulnerabilities stemming
from large and sometimes volatile capital flows
has become more central to IMF surveillance in
recent years. While crisis prevention has always
been a focus of IMF surveillance, the growth
and development of global capital markets has
made it necessary to expand the scope of sur-
veillance to encompass complex financial
relationships.

Institutional and structural issues have also
gained importance in the wake of financial cri-
ses and in the context of some countries' transi-
tion from planned to market economies. The IMF,
but also World Bank play a central role in
developing, implementing, and assessing inter-
nationally recognized standards and codes in
areas crucial to the efficient functioning of a
modern economy such as central bank
independence, financial sector regulation, and
policy transparency and accountability.



A prominent institutional newcomer is the Finan-
cial Stability Forum (FSF), which was set up in
1999 to enhance policy coordination among na-
tional financial supervisors, the International Fi-
nancial Institutions, and international standard
setters with the aim of promoting international
financial stability. Its creation came also as a
major response to the financial crises of the late
1990s. They had exposed numerous weaknesses
in the interaction of national authorities in charge
of supervision and regulation of financial institu-
tions operating in increasingly globalised markets
and had underlined the need for improved infor-
mation-sharing and harmonisation of national
rules. Already one year after its creation, the FSF
presented important findings and policy recom-
mendations on three key systemically relevant
issues, namely risks stemming from large and
volatile capital flows, concerns relating to offshore
financial centres, and highly leveraged institutions.
The FSF is serviced by a small secretariat housed
at the Bank for International Settlements in Basel,
Switzerland.

Financial Assistance

Over the years, the IMF has developed various
loan instruments, or "facilities," that are tailored
to address the specific circumstances of its di-
verse membership, mainly to address balance-
of-payment-problems, e.g. in form of the Stand-
By Arrangements (SBA) for middle income coun-
tries or the Poverty Reduction Growth Facility
(PRGF) for low income countries. The IMF also
provides emergency assistance to support re-
covery from natural disasters and conflicts. New
facilities have been added in recent years to
enhance the IMF's ability to respond to a rising
demand for crisis prevention. In 1999, it intro-
duced the Contingent Credit Lines (CCL), an in-

strument which was not considered to be very
successful and which was replaced in 2007 by
the Reserve Augmentation Line (RAL). Similar
to the CCL, the RAL was designed to act as a
“seal of approval” to shield qualifying countries
from contagion capital account crises originat-
ing in other countries. It is targeting emerging
market countries that have strong macroeco-
nomic policies, sustainable debt, and transpar-
ent reporting and that are making progress in
addressing remaining vulnerabilities to shocks.

A special issue in the late 1990s had been the
complaint against IMF that it would favor moral
hazard among recipient governments and pri-
vate investors by bailing them out in financial
crisis via further loans, increasing by that the
country's debt load in an irresponsible way. This
led to increasing discussions about the appro-
priate involvement of the private sector in crisis
management and, as a result, to considerable
progress in the international financial archi-
tecture.

First, specific criteria and procedures were set
up to make exceptional access to IMF resources
subject to rules and hence more predictable. The
IMF's debt sustainability analysis plays now an
important role in that context, since clear limits
to official financing must be respected especially
when a country faces an unsustainable debt
burden and therefore requires debt restructuring.

Second, so-called Collective Action Clauses (CAC)
have become more and more standard in newly
issued international sovereign bonds. These CAC
have the aim to create a legal framework within
which creditors and debtors could achieve more
orderly debt restructuring. Although this put
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more financial risk burden on investors no dis-
cernible negative impact on borrowing costs and
no decrease in investors' interest could be
detected.

Technical Assistance

The IMF provides technical assistance mainly in
its areas of core expertise: macroeconomic
policy, tax policy and revenue administration,
expenditure management, monetary policy, the
exchange rate system, financial sector
sustainability, and macroeconomic and financial
statistics. But there are also other international
financial institutions delivering assistance and
support to developing countries in financial
matters. The World Bank is closely cooperating
with the regional developing banks (Asian, Afri-
can and Inter-American Development Bank). All
these multilateral banks undertake comprehen-
sive activities to strengthen the financial sec-
tors in developing countries.

Debt relief

Additionally World Bank, in cooperation with IMF
and donor countries, started an important debt
relief initiative in form of the Heavily Indebted
Poor Countries (HIPC) Initiative in 1996. This
meanwhile enhanced HIPC Initiative is designed
to provide assistance to eligible countries that
are following sound economic policies, to help
them reduce their external debt burdens to sus-
tainable levels in a way that promotes effective
poverty reduction. The enhanced HIPC initiative
is now complemented by the Multilateral Debt
Relief Initiative (MDRI) established in 2005 un-
der whose roof World Bank, IMF, the African
Development Fund and since shortly also the
Inter-American Bank provide full debt relief to
the circle of eligible countries.
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Standard and Code setting

It has been a very important development in
the financial architecture that the international
community has strongly supported the gener-
alization of standards and codes. The various
standard setting bodies, including

- Basel-based committees, namely the Basel
Committee on Banking Supervision (housed

- by the Bank for International Settlements) with
its Basel II Framework focusing on capital ad-
equacy and risk management,

- IMF and World Bank and

- Financial Action Task Force on Money
Laundering, established by the G7 in 1989,

have managed to develop many international
standards and codes, which have been agreed
upon by a rising number of countries. These
standards and codes cover a broad range of fields
such as transparency in fiscal, monetary and fi-
nancial policies, banking supervision, corporate
governance, accounting and auditing and reflect
the growing interaction between the macroeco-
nomic and the financial sphere. Moreover, com-
pliance with international standards and codes
makes national policies more transparent and
mitigates the risks of disruptive developments.
All of these effects contribute to the resilience
of national economies as well as the global fi-
nancial system. One of the challenges that the
standard-setting bodies are faced with is to en-
sure that the various standards and codes are
mutually consistent and regularly updated so that
they keep pace with the changing global finan-
cial environment.



Global political dialogue

As you see e.g. with the just mentioned Finan-
cial Action Task Force on Money Laundering, the
G7 has been instrumental in shaping the inter-
national financial architecture as it reacted to
the need to better involve emerging market
economies. The creation of the Group of Twenty
(G20) forum of finance ministers and central
bank governors in 1999 was inspired by the ne-
cessity to give major emerging market econo-
mies their place and have them participate in a
dialogue on global macroeconomic and finan-
cial issues. This new international forum brings
together representatives from 19 industrialized
countries and emerging economies as well as
the European Union and the Bretton Woods
Institutions. As regards the promotion of global
economic and financial stability, which is its main
aim, the G20 has been a remarkable forum for
serious dialogue on a wide range of highly rel-
evant issues such as exchange rate regimes,
prudent debt management, domestic financial
deepening and international codes and
standards. Peer review of members' policies has
been a helpful approach used by the group. The
G20 has also played an important role in forging
consensus on reforms of the Bretton Woods in-
stitutions and has been constructively involved
in helping shape new mechanisms of crisis pre-
vention and resolution.

The regional level in Europe
and Asia

The international financial architecture does not
only consist of a global level but also reveals
important integration approaches on the regional
level. Nevertheless their depths still differ very

much from continent to continent. Europe has
already gone very far towards a complete and
comprehensive financial and monetary integra-
tion whereas Asia has just taken the first steps
in direction of this ambitious target.

Europe

Let me start with an interesting historical hint
dating back to the already mentioned fateful year
1929: It was surprisingly already in that year
that the then German Foreign Minister Gustav
Stresemann requested the introduction of a Eu-
ropean currency. Would World War II have hap-
pened with the birth of the Euro in 1929? We
will never know - but Minister Stresemann's
dream became true 70 years later with the es-
tablishment of the European Central Bank in
1998 and the European Monetary Union in 1999.
From the start of 1999, the Euro became a real
currency, and a single monetary policy was in-
troduced under the authority of the European
Central Bank. A three-year transition period be-
gan before the introduction of actual Euro notes
and coins, but legally the national currencies had
already ceased to exist. The Euro notes and coins
were finally introduced in January 2002. Apart
from that, in 2001, Greece and in 2007, Slovenia
joined the third stage of the European Monetary
Union as the 12% and 13" member state. The
European Monetary Union is underpinned by the
Stability and Growth Pact (SGP), adopted in
1997. It is an agreement by European Union
member states related to their conduct of fiscal
policy, to facilitate and maintain the Economic
and Monetary Union of the European Union. The
actual criteria that member states must respect
include an annual budget deficit no higher than
3% of GDP (this includes the sum of all public
budgets, including municipalities, regions, etc.)
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and a national debt lower than 60% of GDP or
approaching that value.

One should not forget that this impressive fi-
nancial and monetary integration process
happened, in contrast to Asia, with the back-
ground of an already economically and politi-
cally profoundly integrated European Union.
Nevertheless the result was not only the most
profound change in the international currency
system since the transition to flexible exchange
rates at the beginning of the 70s but also the
largest monetary union in human history and
one major factor in the integration and com-
petitiveness of the European financial system.
What D-Mark and Yen were not able to achieve
in the 70s and 80s seems to become possible
for the Euro today: to challenge the US Dollar
as the so far undisputed international lead
currency. The Euro has gained remarkable im-
portance as an international trade-, investment-,
anchor- and reserve-currency and could estab-
lish itself as the clear No. 2 behind an increas-
ingly shaky US dollar.

Once the introduction of the Euro was secured,
however, political attention has turned to mak-
ing improvements to the single market in finan-
cial services for it was understood that greater
integration on the financial markets was crucial
to the success of the Euro and to European Eco-
nomic and Monetary Union. In order to create
an adequate framework for this market, equally
in 1999, the Financial Services Action Plan (FSAP)
had been installed by the European Commission
as a vehicle for developing the European Single
Market in financial services. It has three
objectives: a single wholesale market, an open
and secure retail market and adequate pruden-
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tial rules and supervision. It comprises 42 meas-
ures designed to harmonize the member states'
rules on securities, banking, insurance,
mortgages, pensions and all other forms of fi-
nancial transaction.

It is complemented by the so-called Lamfalussy-
process (elaborated by an expert panel chaired
by Baron Lamfalussy), an approach designed to
speed up the legislative process and to foster
supervisory cooperation in the EU.

But a lot still needs do be done. Integration of
EU financial markets is hampered by the failure
of too many member states to act on the com-
mitments they agreed to in the framework of
the FSAP and the Lamfalussy-process. So the
vision of an integrated EU market for financial
services has only been marginally implemented
- a fact which reduces the EU's competivity and
growth perspectives in an unnecessary manner
and implicates a so far missed chance to further
increase the EU's financial stability and inves-
tors' trust in EU's financial markets. What is al-
ready needed today but will still need consider-
able time to be shaped is a new strong and in-
dependent European Financial Services Author-
ity with adequate competencies and powers.

Asia

The financial crisis in 1997/1998 was a wake-up
call to East Asia governments that their finan-
cial markets and institutions were insufficiently
prepared to manage globalized capital flows.
Apart from reforming domestic financial markets
governments were encouraged to consider es-
tablishing regional financial facilities, as in their
view the provision of international financial help
through existing multilateral arrangements had



been neither timely nor sufficient to put a rapid
end to the crisis. Not only were the East Asians
countries discontented with the IMF approach,
but there was also growing consensus among
them that a collective response to similar criti-
cal situations in future would be necessary be-
cause of their growing regional integration, evi-
denced in part by the mutual susceptibility to
contagion. After first initiatives in form of the
Manila Framework Group in 1997 and the ASEAN
Surveillance Process in 1998, finally, in 2000,
the finance ministers of ASEAN plus 3 (the 10
southeast Asian ASEAN members and China,
South Korea and Japan) reached an agreement
on the Chiang Mai Initiative, which was the first
significant regional financing arrangement to
enable countries to cope with disruptive capital
flows and maintain exchange rate stability.

Under the Chiang Mai Initiative all participating
governments were allowed to swap their own
currencies for major international currencies for
a period of up to six months. The idea was that
a country under speculative attack can borrow
foreign currency, usually the US dollar, from an-
other partner country and use the funds to buy
own currency so as to stabilize the exchange
rate. Even with the fact that the amount of li-
quidity currently available through this initiative
is relatively small it had a strong symbolic effect
to market participants and it served as an im-
portant step towards establishing a pool where
these countries invest part of their reserves to
create new credit facilities for themselves. It was
then at the annual meeting of the Asian Devel-
opment Bank in Kyoto in 2007 that ASEAN plus
3 members agreed to an ambitious plan to pool
part of the region's vast foreign currency reserves
in form of a self-managed pooling arrangement

to help secure cash for distressed nations in
times of future financial crises. This agreement
whose concrete arrangements have to be worked
out in the coming years would expand the Chiang
Mai Initiative and boost the arsenal of defensive
funds remarkably. It would allow ASEAN plus 3
countries to first countering a local crisis them-
selves before resorting to outside help from IMF
and others. This would surely mark an impor-
tant breakthrough in financial integration for the
region.

An interesting parallel initiative is the ASEAN plus
3 Asian Bond Markets Initiative (ABMI), which
was endorsed at the ASEAN plus 3 Finance Min-
isters Meeting in Manila in 2003. It aims to de-
velop efficient and liquid bond markets in Asia,
enabling better utilization of Asian savings for
Asian investments and reducing the dependence
on US Dollar denominated US treasury bonds.

And there are already people bold enough to
discuss a potential Asian Currency Union (ACU).
Japan seems to be the prime mover behind this
ambitious idea but with view of Asia's still low
level of overall regional integration and of the
current lack of international support for this vi-
sion this long and difficult ACU process will more
likely take decades rather than years.

The future perspectives

As you have seen there are comprehensive ap-
proaches to a reformed international financial
architecture on the global level as well as there
is a rising trend to regional financial architec-
ture models on a more or less advanced level.

The decisive question is now if these regional
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approaches can and should replace the archi-
tecture on the global level or if these different
levels should be interlinked as closely as possi-
ble to reinforce each other optimally.

No doubt, there is considerable dissatisfaction
with the global financial architecture, namely the
IMF, particularly on the side of emerging
economies. This cumulated in a recent speech
given by the Russian president Putin during the
World Economic Forum Russia in Juin 2007 in
St. Petersburg where he requested a new glo-
bal economic framework that would play down
the role of institutions like IMF and WTO and
instead would emphasize regional alliances. But
critique comes also from other actors: The gov-
ernor of the Bank of England, Mervyn King, warns
that the IMF “could slip into obscurity”; the
former IMF's Managing Director, Rodrigo Rato,
called for more voting rights for IMF's Asian
members, for a strengthening of the IMF's glo-
bal ("multilateral") surveillance role and for a
rethinking of its relations to the poorest coun-
tries of the world; important large-debtor coun-
tries such as Brazil and Argentina carry out an
early repayment of outstanding obligations; due
to the relative stability of the financial markets
the IMF is losing some of its traditional func-
tions and now, for the first time since the early
1970s, the declining interest income means that
the IMF is once again faced with the prospect of
deficits. Others argue that more and more coun-
tries have established sound and transparent
policy frameworks. From that they draw the con-
clusion that policy dialogue at the international
level therefore has lost its relevance and that
the fora and institutions dealing with global fi-
nancial issues have become redundant.
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These views ignore that, as I outlined above,
the governance of the international monetary
and financial system has been upgraded in a
number of important ways to remain relevant
and effective in the ongoing quest for global fi-
nancial stability. Only one argument could rightly
be put forward: that these reforms were not far-
reaching enough. Of course, keeping one's do-
mestic system in order and putting in place rules-
based policy frameworks are decisive contribu-
tions to the stability of the global economic
system. However, given the rising degree of glo-
bal integration, these efforts alone do not elimi-
nate the potential for spillovers from one coun-
try to another, adversely affecting the stability
of the global system. In parallel proper regional
approaches are to be welcomed any time be-
cause they support the regional financial
integration, improve conditions for economic
growth and wealth in the respective region and
strengthen the region's competitiveness. But
spill-over effects happen as well from one re-
gion to the other and that makes a solid, trans-
parent and predictable global financial architec-
ture so important. Policy cooperation at the in-
ternational level is vital to strengthen the ability
of the global economic system to absorb shocks
and hence to deliver the public good of global
financial stability. Therefore the key question is
not if to go either the global, the regional or the
domestic way. The truth lies in an international
architecture which properly integrates structures
and activities on the domestic, regional and glo-
bal level. Of course a conditio sine qua non is
that the various fora and institutions that form
this international financial architecture on these
three different levels are designed and constantly
upgraded so that they are up to the task. This is
an important and ongoing responsibility that



policymakers from around the globe are faced
with. Living up to this responsibility will ensure
that, going forward, global economic integra-
tion will lead to further global economic pros-
perity and in parallel to more global stability.
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