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a New Cold War
Issue

“[O]il rents...enable
a dysfunctional
system to survive...
The Putin government
is integrally tied to
the continuation of
the petro economy...
[T]he whole system
depends on the
price of energy
and commodities
continuing to go up.”
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Richard Kaufman

Under present circumstances, “avoiding a
new cold war” alludes to tensions with Rus-
sia; although in theory there could be a cold
war with China, Iran, North Korea, or some
combination of nations in the Middle East.

In the years immediately following
World War 1l, US leaders struggled with
the policy options concerning the Soviet
Union. From the US perspective, Moscow
was acting in a hostile and threatening way
toward neighboring countries, the US, and
Western Europe. The options for the US as
they were understood were either to launch
a war with the Soviet Union, or acquiesce
in its actions; and acquiescence was seen
as appeasement. To these grim choices
George F. Kennan offered a third option,
namely, containment, which came to be
synonymous with cold war. Kennan’s idea
was to resist Soviet aggression and the
spread of communism to other countries
peacefully by maintaining US military and
economic strength, providing assistance to
our allies, and “by any means short of war.”
He argued that, because of the limits of the
USSR’s governing capabilities and in its
economic system, such a policy of patience

in countering Soviet actions against the
West would result in the long term in “either
the breakup or the gradual mellowing of
Soviet power.” Quite a prescient forecast in
the late 1940s.

There were many who disagreed, of
course. John Foster Dulles, President Eisen-
hower’s secretary of state, urged a rolling
back of Soviet power and liberation of East-
ern Europe. Nevertheless, the containment
policy conceived under President Truman
was followed throughout the Cold War and
by all succeeding administrations.

Now we are faced once again with a
Russian government that we perceive as
acting in a threatening and aggressive way
towards neighboring countries and the West.
Russia’s acquisition of Crimea and its use of
military force elsewhere in Ukraine, and the
economic sanctions imposed in response to
those actions by the US and other Western
governments suggest that, if present trends
continue, there could be a new cold war.

But from Russia’s perspective they're
acting to protect their border from bases that
could be set up by NATO. And hovering over
everything, like a brooding omnipresence,
are the nuclear weapons, numbering some
10,000 between the US and Russia.

Of course, cold war is preferred to armed
conflict; but it is not an inexpensive option.
The Cold War with the Soviet Union was
incredibly expensive. And we may spend
much more on defense even without a
new cold war in the years to come. There
was a peak in defense spending in the late
1960s that was from Vietnam, followed by a
reduction which people referred to critically
as a hollowing out of the Pentagon or the
military. There was another peak in the
1980s, actually not for any particular fighting
war, and then another decline as the Cold
War ended, and then a rapid upscale in
spending due to the wars in Afghanistan and
Iraq. There’s been a downtrend in the last
few years during the Obama administration,
but it is still far above the Cold War

(continued on page 2)
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average; and most people project a further
increase because of involvements in Iraq,
Afghanistan, and Syria, and who knows
where else threats might be perceived.

Finally, | want to say that, with the increase
in defense spending, there is some concern
about how this will be perceived by Russia,
by China, and by other potential adversaries.
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Robert Skidelsky:

S N ECONOMISTS for |
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A couple of months ago, at Sochi on the
Black Sea, | put the following question to
Vladimir Putin: Would you not accept that
your biggest failure since you became
president in 2000 has been your failure to
diversify the Russian economy? Russians
dismantled the old Soviet industrial system
without finding a hard currency replace-
ment. lts economy is dependent on oll
exports and is dangerously vulnerable to
any fall in the oil price. What do you pro-
pose to do to make Russia an attractive
place for Russians to invest in?

Putin gave a long reply in which he reeled
off a lot of positive statistics, but evaded the
question. I've faced no sinister visit from a
man named Black afterwards. My visa has
not been suspended. In fact the exchange
was reported on Russian television.

Russia’s post-communist economy holds
the key to a lot of what's been going on in
their foreign policy. The story isn’t entirely
negative. Following the semi-criminal shock
therapy of the 1990s, it was a great feat to
prevent the disintegration of the Russian
state, which was certainly a real possibility.

Personal consumption is much higher than it
was in 1989. The level of education is higher
than most developed countries. Russia sur-
vived the 2008 recession without serious
damage. Nevertheless, the global economic
crisis has brought to light the fact that Rus-
sia has a busted business model, and the
prospects are quite dire.

Russia is basically a petro economy,
Saudi Arabia with nuclear weapons as one
wit quipped. GDP and state revenues grow
mainly in line with the prices of oil, gas,
metals, chemicals, timber, and grain. Two-
thirds of Russian exports are oil and gas;
50 percent of government revenues come
from taxes on oil and gas. Every dollar drop
in the oil price knocks over a billion dollars
off the state’s revenue. The Russian state is
almost the only engine of investment, push-
ing investment from above because of the
lack of entrepreneurial push from below.

There are other worrying issues: The
population is still declining by 5 or 600,000
every year. There’s been a sharp shift in
the interests of young people from busi-
ness to the civil service. Universal corrup-
tion obstructs economic development at all
levels of government.

Russia is in danger of failing in its third
attempt to take off into self-sustaining
growth, the first one being in the so-called
Silver Age, 1880 to 1914; the second
being Stalin’s mobilization economy of the
1930s and the 1940s. Since Putin came to
power, the growth of private wealth has far
exceeded the growth in productive capital.
Over the first decade of the 2000s, private
sector savings was on average 20 percent
of GDP. Of this, one-third was exported
abroad, and much of the remainder went
into real estate and prestige construction
projects. Investment in manufacturing and

TN T

machine building has been meager. Inward
foreign investment has been deterred by
the cost of doing business in Russia, as
well as by other political risks, and anyway
has gone mainly into oil, gas, and minerals.

In other words, over ten years of high oil
prices, Russia failed to find a way of putting
its own savings to proper use and attracting
foreign investment. As a result, it has been
de-industrializing. Despite possessing some
of the finest human and educational capital
in the developed world, it has failed to create
anything like a knowledge economy, and it
imports most of its high tech.

The Russian economist Leonid Grig-
oriev makes a good point when he writes,
“The debate over whether oil rent is good
or bad for development is fruitless. The
rent in combination with good institutions
is a development resource. The rent with-
out adequate institutions risks stagnation.”
The trouble is that oil rents undermine the
incentive to create efficient institutions that
encourage both domestic and foreign pri-
vate investment. They enable a dysfunc-
tional system to survive without reform.
This is what many analysts mean when
they talk about the oil curse.

The Putin system of government is inte-
grally tied to the continuation of the petro
economy. The petro economy has enabled
it to pacify the property-owning class by
allowing it to keep most of the rents from
rising energy and mineral prices. Very low
income taxes have allowed the profes-
sional middle class to boost its personal
consumption; and there’s been enough left
over for distribution to the power elite from
the state budget. But the whole system
depends on the price of energy and com-
modities continuing to go up.

(continued on page 4)
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Qil Prices of Brent Crude 1946-2014
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There was a spike in oil prices from
$20 to $40 a barrel in 1973, with a peak
of $117 in 1980. The first post-OPEC col-
lapse from $117 down to $20 in about 1986
was important because it put pay to Gor-
bachev’s attempt at Perestroika, which was
based on accumulating foreign exchange
reserves to finance the domestic restruc-
turing of the command commodity. This
low oil price persisted through the 1990s,
falling to its lowest point, $12.5 a barrel, in
December 1998. In August 1998, Russia
devalued the ruble and defaulted on its for-
eign debt. Yeltsin resigned a year later, the
second leader to go because of plunging
oil prices. The Putin boom years followed
as oil rose to $136 a barrel in June 2008.
Then you had a collapse in 2009, a quick
bounce-back, and in June 2014 the price of
a barrel of Brent crude was $115. It's now
halved again to about $55, and speculators
are betting on further heavy falls.

The surplus in the stabilization fund,
which Russia accumulated in the good
years, did limit the fall in output at the time
of the global recession; but the recovery
was rather limited, and its position now is
again dire. Remember that Russia’s budget
of 2014-15 is set to balance with $100 oil
price. Of course that’'s an average over the
year, which may still be achieved; but the

bad oil news comes as Russia’s oil industry
joins its banks and defense industry in feel-
ing the effect of US and EU sanctions.

The central bank has given up trying to
maintain the value of the ruble, which has
depreciated 30 percent against the dollar
since the end of November. Ruble depre-
ciation hits at the biggest perk of the pro-
fessional middle class: access to foreign
holidays. The finance ministry’s been using
money from the National Wealth Fund,
the stabilization fund, to buy shares in
Gazprombank, BTB, and Trust Bank. The
central bank has been printing money to
refinance the banks’ foreign debt amount-
ing to about $500 billion, and the economy’s
forecast to shrink by 5 percent this year.

Putin has warned of hard times for at
least two years; but his policy errors of
omission and commission have played
a large part in causing these hard times,
which may well last for longer than two
years. The explanation for the failure to
modernize the economy is simple: Putin’s
system depends on not modernizing it. That
leaves it dependent on the price of oil; and
Putin’s rash Ukrainian policy has increased
the Russian economy’svulnerability further.

Let me end with a quick word about the
Ukraine. | remain an optimist, at least as far
as the conflict in the southeast corner of the
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country, the Donbass, is concerned. The
Russian goal was never to detach, let alone
annex this territory in its own borders, as
the Western media have led us to believe.
Instead, the idea all along has simply been
to insure that the rebellion remains unde-
feated by the Ukraine state. Russia has
provided the separatists with sufficient mili-
tary muscle to insure this. When accused
by [EU President] Barossa in August of last
year of invading Ukraine, Putin said, Had |
invaded Ukraine, | would have been in Kiev
in two weeks.

The strategic aim behind the tactical
support of the rebels is not to conquer or
subjugate Ukraine, but rather to insure that
Ukraine remains ineligible to join NATO.
In the collective mind of the Russian lead-
ership, the strategic nightmare, whether
objectively justified or not, is the pos-
sible projection of US military power from
Ukraine territory. The capture of the Ukrai-
nian state by a ferociously anti-Russian
nationalist movement, and the immediate
recognition of the new government by the
United States, made it imperative for the
Russians to move into Crimea. Not only
might Russia’s right to the naval base in
Sebastopol be lost; but the whole of the
Ukraine might quickly become available for
US military deployment. | have this from
many sources, and it's pretty widely known.

You might say this is simply paranoia.
But you've got to understand that mindset
and how it arose, and some of the actions
of the West over the preceding years that
might have led to it.

Pending a settlement between Kiev and
the separatists, keeping the separatists alive
serves Russia’s strategic purpose of making
the Ukraine ineligible for NATO member-
ship, as control of the whole of its borders is
a condition for NATO membership.

But since Moscow and Kiev agree that
the Donbass is legally part of Ukraine, it
should be possible to negotiate construc-
tively on devolution for the Southeast, pro-
vided the NATO expansion problem can be
overcome.
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Allen Sinai:

We are already in the midst of a Russian-
West cold war fought with economic and
financial weapons, a cold war that Russia
appears to be losing. This cold war poses
significant geopolitical, financial, and eco-
nomic risks to the world economy and
financial markets in what otherwise should
be a sustained and accelerating global eco-
nomic expansion.

The 50 percent decline in crude oil prices
in six months was out of the blue, not really
forecasted nor forecastable. Economic and
political forces and the disruptive technology
of fracking have changed the whole oil
supply paradigm. The impact on Russia of
all of this leaves us looking at a significant
risk to the rather pleasant and sanguine
view of the 2015 US and world economies
that some of us, including me, have had.

The Russian economy is down 5 to 10
percent of real GDP. The importance of oil
to the Russian economy’s growth of wealth
and reserves cannot be underscored
enough, and that makes Russia extremely
vulnerable. Russia is the eighth largest
economy in the world, producing about 2.7
percent of world GDP. Luckily, Russia’s
constellation of impacts is fairly limited.
But the financial ramifications for Russia
over the next year or two, and more
importantly, the uncertainty of its political
and geopolitical reactions as a country that
will probably go belly up, is scary.

Throughout history, countries with reces-
sions, declining export earnings, falling cur-
rency, growing external debt loads for the

private and public sectors, losses of foreign
exchange reserves, and failing banks and
companies have often devalued their cur-
rency and defaulted on sovereign debt. Con-
siderable political upheaval and instability
are the result. Russia is the world’s number-
one producer of crude oil, so their economic
failure poses a big risk.

| have a number of questions in the wake
of this black swan event, some of which are
unanswerable at this time. How bad is the
Russian downturn? What will the Russian
recession/depression do to Europe, the
US, and world economies? Is it desirable to
force Russia to withdraw from what appears
to be its expansionist and confrontational
ambitions using its economic problems as
a lever? Does Russia have to be saved
because of the potential damage its failure
could cause? What are the implications for
Washington politics, the federal budget,
and the election of 20167

If oil prices go back up to $80 or $90 a
barrel, suddenly Russia is okay, and all of the
damage can go away. So the first question
is, is the oil price decline temporary? We at
Decision Economics think it's permanent.

Then, what is the path of crude oil
prices? For the US economy, our analysis
looked at the effects of $70 a barrel of
oil, down from $110. Qualitatively, you
get more economic growth, a declining
unemployment rate, declining inflation rate,
increased business profits, better federal
budget deficit, lower inflation expectations,
and a lower path for interest rates. These
are macroeconometric model results of
simulations of oil price declines.

The Federal Reserve has a target of 2
percent inflation, and so inflation will move
away from, rather than toward the target.
The Fed is assuming this will be transitory,
that there will be only a one-year downward
effect on inflation. We do not agree. We
think there is a tail of effects, that growth
will be improved the following year, and
inflation will not come back as fast. The
Fed will have to decide how to handle that.
In terms of their dual objectives, they may
make full employment pretty quickly; but
they’re going to be moving further away
from their inflation objective.

We are now forecasting 3.7 percent
growth for the US economy next year. The
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oil increment is 4.4 percentage points of
additional growth. In the old days it would
have been a lot bigger, but energy is a
smaller part of everyone’s activity now. The
unemployment rate at the end of 2015: 4.9
instead of 5.1. That would take the Federal
Reserve to its full employment unemploy-
mentrate, in the 5.2 to 5.5 range, and leave
them either having to figure out whether we
really have reached full employment; rede-
fine full employment parameters; or simply
let it run and, because inflation is low, just
wait and see what indeed the natural rate
will turn out to be.

Additionally, for net oil exporters,
depending on how important oil is in the
economy, there could be real trouble. Saudi
Arabia is a low-cost producer. Their cost of
production is thought to be under $10 a bar-
rel, so they can withstand a lot of trouble.
That’s why they are going to play the game
of shaking out the low-cost producers. At
the end of the day, a year or two from now,
it will be the Saudis, Russia, if Russia is still
operating, and the United States--the three
biggest oil producers. In my view, the strat-
egy the Saudis are following is intended to
cause a little trouble for the shale produc-
ers in the US. Russia, the UAE, Kuwait,
Iraq, Nigeria, Venezuela, Canada, Norway,
Iran, Mexico are the net exporters of oil that
are hurt the most.

The Russian economy had been
forecast fairly flat. After the drop in oil prices
it's down possibly ten percent. The ruble
has been devalued by the market. The
stock market is already down 45 percent;
you won’t want to buy Russian stocks for a
long time. Interest rates are rising because
they’re defending their currency; while
foreign exchange reserves are coming
down. Bankruptcies are starting. They're
trying to bail out the banking system. Debt,
external and internal, is a big problem.
Business is collapsing.

The big question is, what will Russia
do geopolitically and politically in such a
situation, and what will that mean to the
world? It certainly will shake the markets.
And the big unknown is, what will Russia do
in a bad-case scenario--not even the worst
case scenario—in which they essentially go
belly up? That’s the huge risk.
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Stephen Walt:

I’'m going to focus primarily on the interna-
tional politics of Russian-American rela-
tions. | want to take the contrarian view that
we’re not headed for a new cold war, and
that in fact invoking the language and the
logic of the Cold War is counterproductive
and possibly even dangerous.

There’s no question that relations
between Moscow and Washington have
deteriorated dramatically, especially in the
last year, in sharp contrast to the hopes
and expectations many people had back
when the Soviet Union broke up. The fail-
ure to build a more constructive relation-
ship between Russia and the West must be
counted as a major failure of both Russian
and American policy. | only hope that the
two governments will work harder to repair
this relationship instead of letting it deterio-
rate further.

But our present problems are not at all
like the Cold War; they do not come close
to the problems we faced between 1945
and 1992.

At its essence the Cold War was a con-
stant, unremitting rivalry between the two
most powerful states in the international
system. Each side saw the other as its
principal rival; each side organized much
of its foreign and military policy around that
competition. This was largely a zero-sum
relationship. Anything that was good for
the Soviet Union we thought was bad for

us, and vice versa. On the American side,
we organized an entire system of alliances
around the world to help contain possible
Soviet expansion; while the Soviet Union
formed the Warsaw Pact, and backed its
own allies in various parts of the world.
This competition was global in nature. And
of course both sides tried to overthrow or
undermine the other side’s allies and cli-
ents on numerous occasions.

Although there were elements of coop-
eration between the United States and the
Soviet Union, most notably in arms control,
each ultimately sought to defeat the other
and to eliminate its system of government.
American leaders saw the collapse of the
Soviet Union in the late 1980s as a great
strategic victory. My favorite story about
this is from 1986, when, in negotiations,
then-President Gorbachev said at one point
to George Shultz, “US policy is just one of
extorting more and more concessions from
us.” And Shultz looked at him and replied
coolly, “I'm weeping for you.”

There were several causes for this
intense competition. The first was struc-
tural. These were the two strongest pow-
ers in the world, and each was the other’s
greatest potential threat; each had to worry
about what the other might do with all the
capabilities it had at its disposal. We'd been
reluctant allies during World War Il because
we saw Germany and Japan as even more
dangerous; but that cooperation ended
very quickly.

Second, the two sides espoused radi-
cally different ideologies, and ones that
made the other side seem even more dan-
gerous. American liberals saw any form of
dictatorship as illegitimate and the com-
munist commitment to world revolution
as a sign of dangerous intentions. The
danger was also very easy to exaggerate.
Think about the McCarthy period here in
the United States as an indication of how
people genuinely believed that the commu-
nists were subverting all sorts of American
institutions and posing a mortal threat to
our freedom and independence. And then
of course Marxism-Leninism openly iden-
tified capitalism as the source of imperial-
ism, injustice, and oppression. So you have
a traditional rivalry between great powers
that’s intensified by a very sharp ideologi-
cal divide.
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Third, this rivalry was intensified even fur-
ther because at its core each side’s grand
strategy for achieving its foremost objec-
tives was incompatible with the other’s. The
American goal was to maintain hegemony
here in the Western Hemisphere and pre-
vent any single power from dominating the
Eurasian land mass. This objective dates
back at least to the turn of the century, if not
before. In practice it meant a policy of con-
tainment that would keep the Soviet Union
from dominating Europe or Asia. Contain-
ment meant close alliances with other coun-
tries in Europe or Asia, like Japan, Germany,
France, and the United Kingdom. The Soviet
grand strategy was not to have any power-
ful hostile states anywhere near Soviet terri-
tory. In other words, if containment worked,
Soviet Russia was going to feel insecure. If
containment failed, the United States was
going to feel insecure.

Finally it was further fueled by concerns
about long-term power trends, and espe-
cially the American fear that someday the
Soviet Union might catch up. With the Soviet
detonation of a nuclear weapon in 1949, we
thought maybe they were catching up. The
spread of communism in Eastern Europe
and China, the Sputnik launch in 1957, the
American defeat in Viet Nam, etc., further
fueled American fears. | would argue that
most of those American fears were exag-
gerated; nonetheless, they helped make
the Cold War seem especially intense and
dangerous.

Comparing those circumstances to
today’s, it's clear we are not facing a cold
war today. First of all, we’re not talking
about a bipolar world. The US economy is
now about $16 trillion; Russia, a bit more
than $2 trillion. China, Japan, Germany,
the United Kingdom, Brazil all have larger
economies than Russia does. Though
Russian defense spending is going up to
$81 billion for next year, that's dwarfed by
the American defense budget of approxi-
mately $500 billion. In fact, not counting the
United States, NATO’s European members
spend four times what Russia spends on
defense every year. The Russian economy
is dependent on raw material exports, most
notably oil and gas. It's not diverse, it's not
producing export products except arms.
In the Cold War we worried that maybe
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someday the Soviet Union would get ahead
of us. Today Russia is a declining power;
it's simply not a major strategic threat. If the
United States does face a future peer com-
petitor, it's going to be China, not Russia.

Second, there’s no ideological conflict
here. Russia is now a capitalist economy,
albeit one that’'s quite inefficient and cor-
rupt. Although Putin has recently been
extolling Russia’s unique cultural qualities
in contrast, say, to Western-style liberalism,
this is not a revolutionary ideological pro-
gram that is likely to command the loyalty
of millions of followers around the world as
Marxism once did. Nobody in the United
States is going to worry about Putinist infil-
tration of key American institutions the way
we once worried about communist subver-
sion. In fact, to the extent that anybody wor-
ries about subversion, it's Russia that fears
that the United States might try to spread
our version of liberal democracy and over-
throw the current Russian state.

The third reason this is not a cold war:
The issues we're contending over are much
smaller. During the Cold War there were
genuine reasons to worry about the future
of democracy in Europe and the possible
spread of communism in the developing
world. Without minimizing the current situa-
tion in Ukraine, this is not the sort of issue on
which the global balance of power is likely to
hinge. Ukraine’s economy is about the same
size as that of the state of Kentucky, and
whether it is part of the West, part of the East,
or neutral is ultimately just not that important.

Other issues, finally, are more important:
Counter-terrorism remains a bigger concern
for us. It's one in which Russian cooperation
could be helpful. Resolution of the Syrian
civil war and what’'s happening throughout

the Middle East are arguably more important
to us than what’s happening between us and
Russia. And remember that Putin did bail out
the Obama administration over the chemi-
cal weapons issue in Syria. Dealing with Iran
also looms larger on our agenda, and our
long-term strategic competition with China
is also probably a bigger concern. So from
a purely strategic point of view, the United
States and its various allies have ample rea-
son to keep disagreements with Moscow
within bounds and to avoid anything that
might look like a cold war.

“Russia is a declining
power; it’s simply
not a major strategic
threat. If the United
States does face
a future peer
competitor, it’s going
to be China,
not Russia.”

So what implications do | draw from all
of this? We clearly have serious differences
with Russia; but we are not on the verge of
a new cold war in any meaningful sense of
that term.

Second, this sort of rather crude histori-
cal analogy is counterproductive. It makes
Russia look more dangerous than it is. It
makes us less likely to look for construc-
tive solutions to the issues that divide us.
And finally, it encourages us to do what we

did in the Cold War, which is to blame all
the problems on Russia, and in particular
on Vladimir Putin himself. Unfortunately
this perspective tends to downplay the
role Western actions have played in this
deteriorating relationship and in particular
ignores how our actions look to Russia.

I’'m not defending Russia’s actions over
the past year, but its behavior should not
surprise us. All great powers are sensitive
about their borders. They don’t like poten-
tially hostile powers nearby. Since 1992,
the United States and NATO have steadily
expanded eastward, despite constant Rus-
sian objections; and we’ve made it clear
that this is an open-ended process. It's
also clear we were not neutral in the con-
flict inside Ukraine, and | don’t know of any
great power that would have been indiffer-
ent to that type of expansion, no matter who
was in charge. The United States and the
EU erred by not at least considering that
maybe Russia would do something to stop
it. Now the deterioration in relations has
been very costly for Russia, and also, of
course. very damaging to some European
countries, as well as Ukraine itself.

We should recognize that driving Rus-
sia into a corner and weakening its govern-
ment further through sanctions eventually
could create more problems than it solves.
As we have seen in several other contexts,
failed states tend to be trouble, and a failed
state the size of Russia would be a huge
nightmare.

My bottom line is that we should start
talking less about a new cold war and more
about whether we can devise political solu-
tions that will stabilize Ukraine, allow Ukrai-
nians to start rebuilding their country, and
allow Russia and the West to cooperate
where we can and where we should.

(I to r): Allen Sinai, James Carroll, Stephen Walt, Charles Knight
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Charles Knight:

The notion of a new cold war is new enough
that it is not yet fully constructed. We don’t
know what this new framework will encom-
pass. | think that means it's perhaps early
enough that we can work to avoid it. |
believe it is a costly, unnecessary, and dan-
gerous construct to apply to the situation
with Russia.

The original cold war, which general-
ized the post-World War Il tension between
the USSR and its former Western allies,
infected and transformed international
relations, undermining the potential for
any integration between those countries.
It destroyed opportunities for cooperation
in almost every field of human endeavor,
including commerce. It fed on itself, ren-
dering many lesser disagreements and
disputes intractable once they were sucked
into the framework of a highly militarized
conflict. From a global and historical per-
spective, it was an inefficient and destruc-
tive dynamic.

The Cold War likely added at least a
half-trillion in current 2014 dollars to annual
global military expenditures over the course
of its more than 40-year span, of which
Russia and the US paid disproportionate
shares. Perhaps one to two percent of
global GDP was diverted to military capa-
bilities particular to the Cold War.

There were roughly 100,000 Ameri-
can deaths in the hot corners of the Cold
War. Thirty million people died in 35 major

interstate and civil wars across the globe.
Many (not all) of these peripheral conflicts
were encouraged and provisioned by the
Cold War protagonists. To this accounting
we should add the costly mischief carried
on by civilian and military operatives on both
sides.

| would also add two costs that are prob-
ably impossible to quantify: First, the Cold
War was a totalizing construct meant to
mobilize this country to confront particular
threats. To a large extent it was quite suc-
cessful; a significant portion of the creative
energies of a generation or two of Ameri-
cans and allied peoples was marshaled
to the cause--at a significant cost to other
possible endeavors.

The narratives feeding these fears were
so often repeated that the fear response
became automatic, often feeding on itself
to produce yet more complex and fantas-
tic convolutions of fear. A sort of collective

“[W]hy has the specter
of a new cold war been
raised?...[l]t’s such an easy
and convenient trope for
media commentators in
need of dramatic content.
It’s ready and available.
We all respond to it. And
it also serves very well to
argue for more military
investments.”

neurosis resulted that undermined societal
capacity for rational action, critical thought,
and efficient allocation of resources. These
sorts of collateral costs didn’t show up in
most economic measures; but that doesn’t
mean that they weren’t there.

The annexation of Crimea and the
active support of secessionist rebels in
Eastern Ukraine last year were not the
beginning of some broader Russian west-
ward aggression. Russia has neither the
wherewithal nor any interest in beginning a
general war in Eastern or Central Europe.
The combined economic capacity and the
mobilizable military power of EU countries
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is many times that of Russia. Russia can-
not win a war with the West, and Moscow
surely knows this.

If that's not on Moscow’s agenda, then
why has the specter of a new cold war been
raised? Probably a good part of the answer
is that it's such an easy and convenient
trope for media commentators in need of
dramatic content. It's ready and available.
We all respond to it. And it also serves very
well to argue for more military investments.

The new cold war construct is and will
be used by advocates of higher invest-
ments in a militarized foreign policy. First,
the Ukraine crisis, the apparent Russian
menace, and then, even better, a new cold
war to give it a longer-term and grander
framework, provide good political argumen-
tation for the present bipartisan-supported
program of getting the Pentagon budget
back on its fast-growth path following the
modest budget decreases caused by the
Budget Control Act’'s sequester provisions.
The new Republican Congress likely will
present the president with legislation to
revise the BCA to exempt the Pentagon
from further sequestration, while keeping
domestic spending tied down. The left of
the Democratic Party will call the presi-
dent to veto such legislation. | suspect that
Hillary Clinton will lobby the president to
accept the Republican-sponsored legisla-
tion in order to eliminate defense spending
from the campaign issues for 2016. One
thing we can be sure of,: Language such
as, “with the new cold war with Russia we
cannot any longer afford caps on Pentagon
spending,” will be repeatedly deployed in
all sorts of political areas.

NATO does not need to spend more on
its militaries to defend Europe from Russia
or any other region; but the US for more
than a decade has been urging European
countries to spend more. Why? It's not
for the defense of Europe, but to provide
ready forces in support of US-led out-of-
area interventions in Afghanistan, Iraq,
Libya, and Syria, and perhaps later in
Iran, Pakistan, and various African coun-
tries. European countries for the most part
have thought better of this; but events in
the Ukraine have frightened many, and it's
likely that there will be an uptick in defense
spending in some NATO countries.
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However, if the Ukraine settles down to
a lower level of civil conflict, if regular Rus-
sian troops don’t come west, then European
countries will likely return to a preference for
spending no more than 2 percent of their
GDP on military power. Clearly a framework
of a new cold war is more persuasive than
the Ukraine crisis by itself for sustaining
higher defense spending in Europe.

Loren Thompson, in his column in
Forbes, invoked the Russian threat as
the reason why the US needs to get more
serious about investing more in homeland
defenses against ballistic missile attack.
Until recently, advocates for such invest-
ments had to rely on the fairly unpersuasive
case of a North Korean attack.

It would be one thing if a new cold war
were limited to a cold war with Russia. It
probably won’t have much lasting traction
as such. Russia is a declining power. If we
play our strategic cards with any wisdom
at all, Russian power tactics need not be
much of a global concern. But allow the
construct of a new cold war to spread its
rhetorical wings to encompass future rela-
tions with China, then we have an entirely
different matter. A confrontational cold war
framework with China would be close to the
very worst way we could go.

China is a rising power. We need to be
working to build partnership, not confronta-
tion, with China by helping to construct an
inclusive common regional security and
economic framework. However, should the
US government decide it needs to mobilize
the American people for an arms race with
China, a new cold war encompassing both
Russia and China will be a convenient con-
struct in support of this purpose.

A cold war framework for our relations
with Russia, China, and any other powers
that might eventually align with them could
easily result in the addition of $200 to $300
billion in annual security expenditures. This
preference for a larger, more resource-
intensive national security sector will mean
fewer resources for other investments
needed to sustain our economic strength.
A good case can be made that if we go the
way of a new cold war, we will hasten the
relative decline of our economy; while other
nations who opt out of the new cold war will
come away the winners.

James Carroll:

=07

At a gathering dedicated to imagining eco-
nomic futures, it may seem anachronistic
to dust off the old issue of arms control. But
once again we are facing cold war, and the
engine of cold war, past and future, is the
bomb. If, as seems likely, the world stands
on the threshold of a new nuclear arms race,
with its champions once again in Washing-
ton and Moscow, the world economy once
again will find its foundation not in produc-
tivity, but in the threat of radical destruction.

The first cold war began with the bomb.
Historians assert now that Hiroshima was at
least as much a first shot against the Krem-
lin as it was a last shot against the Axis pow-
ers. “A demonstration of the bomb might
impress Russia,” said Secretary of State
James Burns, who, like most, assumed a
long-term US atomic monopoly. Indeed, the
demonstration that the United States would
not hesitate to use the absolute weapon
against an all-but-defeated Japan effectively
stoked the age-old Russian paranoia and
quickened Moscow’s haste to build its own
bomb. In 1949, a full decade before the CIA
predicted, the Soviets had the bomb and
American paranoia came into its own. From
little over 100 nuclear weapons in 1950, the
US arsenal grew through the next decade to
over 19,000 bombs and warheads, a mad
escalation that itself lays bare the insan-
ity of the arms race that was by then fully
underway. Ultimately the US and the USSR
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would construct more than 100,000 nuclear
weapons—insanity, full stop.

The looming threat of Armageddon was
the core meaning of the Cold War. Only the
arms control movement staved off the cata-
clysm. Of course the Cold War assured the
postwar continuation of the US World War
Il economy, a single-minded preoccupation
with national security that, for generations,
has squandered the nation’s genius on war
preparation and underwritten in John Ken-
neth Galbraith’s classic phrase, “the private
affluence and public squalor” that divide
and poison the civic culture of the United
States to this day. The world was saved
from the Cold War hair trigger only when
arms control gave way to arms reduction, a
term that came with the 1987 Intermediate-
range Nuclear Forces (INF) Treaty.

The present-day threat of cold war
became manifest last year when the US
State Department formally declared that
Moscow, having tested a new ground-
launched cruise missile, was in violation of
that INF treaty. Then this past fall Russia
successfully launched a new intercontinen-
tal ballistic missile. But of the situation in
Russia is only part of the story.

When President Obama came into office
he declared nuclear arms reduction as cen-
tral to his purpose. He declared in Prague
in 2009 that, as the only nuclear power to
have used a nuclear weapon, “The United
States has a moral responsibility to act; so
today | state clearly and with conviction
America’s commitment to seek the peace
and security of a world without nuclear
weapons. Yes we can.” But apparently not.

Obama has been presiding over a
golden moment, but one with an apoca-
lyptic deadline. The weapons and delivery
systems of the world’s nuclear arsenals
are aging fast. Further large reductions in
those arsenals should have begun before
pressures to launch a program for the
wholesale replacement of those weapons
systems grew too strong to resist. It did not
happen. Cuts to the nuclear stockpile ini-
tiated by George H. W. Bush and George
W. Bush totaled 14,801 weapons. Obama’s
reductions to this point, after six years in
office: 507 weapons.

In 2010, a new START Treaty between
Moscow and Washington capped future

(continued on page 10)
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deployed nukes at 1500. As of Octo-
ber 2014, the US still deployed 1,642 of
them, and Russia, 1,643. Neither nation
achieved START levels, which do not
include in their numbers the thousands of
stored and readily rearmed and targeted
weapons. In order to get the votes of Sen-
ate Republicans to ratify the START Treaty,
Obama agreed to a devil’s bargain, laying
the groundwork for a fast modernization
of the US nuclear arsenal at an estimated
future cost of more than a ftrillion dollars.
That modernization is now underway. Not
even President Obama speaks anymore
of the peace and security of a world with-
out nuclear weapons.

The conventional wisdom is that, given
Putin’s belligerence, it is politically impos-
sible for the one-time abolitionist president
unilaterally to cut down the US nuclear
arsenal to the fully deterring levels of weap-
ons counted in the hundreds, instead of in
the thousands. Such cuts at least would
keep the vision of eventual elimination of
nuclear weapons in sight. But the under-
girding assumption of the incipient cold
war between Russia and America is that
nuclear arsenals are permanent. This of

course not only violates the dream that
defined Obama’s early public life; but it vio-
lates international law, since the Nuclear
Non-proliferation Treaty requires all nuclear
weapon states to take effective measures
toward disarmament.

Once the NPT bargain is broken by
nuclear states, non-nuclear states, includ-
ing Iran, will be hell-bent on acquiring nukes
of their own. A cascade of proliferation will
follow. Because of decisions being taken
now in Washington, no American president
will ever again be able to embrace the ideal
of a world free of nuclear weapons. If an
Obama could not achieve it, who could?
As the Cold War of yore was defined by a
runaway nuclear arms race, so will be the
cold war of the future. Its economic con-
sequences: Can the US afford the trillion-
dollar reinvention of the nuclear arsenal?
What about the ongoing squandering of
human capital on the instruments of death
instead of life?

But of course economics is the least
of it. What about the human future when
a genocidal weapon has been defined as
normal?

PLEASE JOIN US

One last thought, and | offer it with due
modesty: What prepared Gorbachev and
Reagan for the 1987 breakthrough, the
move from arms control to arms reduc-
tion, that ultimately ended their Cold War?
| believe that they were prepared for that
historic change by meetings like this. In the
early 1980s, academic gatherings across
all disciplines took up the question of what
was called the nuclear freeze. Economists,
and also physicians, conventioneers of all
kinds, labor organizers, religious people,
groups of every sort, whenever they gath-
ered in those years, took up the question.
And mostly they passed so-called freeze
resolutions. A grassroots movement to stop
the nuclear arms race taking place in var-
ied ways on both sides of the Iron Curtain
changed the political equation in the Krem-
lin and in Washington, and ultimately the
human future was given its next chance.
Could it happen again? | leave it to you.
All we know for sure today is that, to our
surprised horror, we humans find ourselves
once more at the threshold of the nuclear
perdition that renders irrelevant all other
questions, including economic ones.
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« June 22-24, 2015 The 15th Jan Tinbergen European Peace Science Conference
will be held at the Department of Politics and International Studies at the University of
Warwick, UK.

More information is available here:
http://www.europeanpeacescientists.org/jan.html

«  June 28-July 2, 2015 The 90th Annual Western Economics Association Interna-
tional Conference will be held at the Hilton Hawaiian Village, Waikiki.
More information is available here:
http://weai.org/index.html

« July 24-26, 2015 The 6th International Meeting on Conflict Management, Peace
Economics and Peace Science will be held at Chulalongkorn University, Bangkok,
Thailand. Organized in cooperation with Chulalonkorn University, The State University
of New York at Binghamton, and The International Center for Conflict Prevention and
Management.

For more information email Manas Chatterj
mchatter@binghamton.edu

« July 24-26, 2015 The Conflict Research Society Annual Conference, hosted by
the Conflict Analysis Research Centre (CARC) and School of Politics and IR at the
University of Kent, UK. This year’s conference theme “Peace and Violence Explain?
Assessing John Burton’s Legacy” marks the centenary of John Burton’s birth and
returns to some of the enduring questions that defined his work on peace and conflict.
Submit a paper or panel at http://www.conflictresearchsociety.org/kent-2015/

«  September 17-19, 2015 Colloquium «Right to Food, Peace and Democracy» the
Universita Cattolica del Sacro Cuore, in collaboration with the Congregation for Catho-
lic Education of the Holy See and the International Federation of Catholic Universities
is organizing an international Colloquium on the theme: Right to Food, Peace and
Democracy. Research and Education in an ethical perspective. The Colloquium will be
held in Milan Italy.

More information available here:
https://gallery.mailchimp.com/2bb38c473f09effa10b0b111d/files/Colloquium_Call_for_
Paper.pdf

The Economics of Peace and Security Journal

EPSJ is a peer-reviewed publication that raises and debates all issues related to the political economy of personal, com-
munal, national, international, and global peace and security. The scope includes implications and ramifications of conven-
tional and nonconventional conflict for all human and nonhuman life and for our common habitat. Special attention is paid
to constructive proposals for conflict resolution and peacemaking. While open to noneconomic approaches, most contribu-
tions emphasize economic analysis of causes, consequences, and possible solutions to mitigate and resolve conflict.

You must subscribe to read the two most recent issues. One year subscriptions are US $50. EPS members receive a 50%

discount. To renew or subscribe visit our website at www.epsjournal.org.uk
© www.epsjournal.org.uk — ISSN 1749-852X
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19th International Conference
on Economics and Security

June 25-27, 2015, Grenoble, France

Organized by:
+ ENSTA Bretagne (Brest)
» University Pierre Mendés France (Grenoble)
+ the Institut d’Etudes Politiques of Grenoble

« Economists for Peace and Security - France

Topics include:
» Economics of conflict and war
» Post-conflict reconstruction
» Economics of the arms trade
* Procurement and offsets
» Economics of security
» Globalisation and the restructuring of the MIC
» Security sector reform
* Arms races and alliances
* Peace economics and peace science

* Economics of terrorism, etc.

This conference provides an opportunity for economists, political scientists and
other social scientists from around the world to share ideas and discuss future
developments.

More information available here:
http://www.defense-realms.com/events/event-2015/

n Like us on Facebook and keep up with our latest activities and
upcoming events.

u We are now on Twitter as well @epsusa

EPS now has a group page on LinkedIn. If this is your preferred
social network, check in with us.




