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FOREWORD

In recent years, debates over American grand strat-
egy have often focused on the question of whether the
United States should retrench geopolitically or seek
to renew its international leadership. This collection
of essays puts this pressing question in its proper his-
torical and theoretical context. The authors examine
past episodes in which American presidents were
confronted with similar choices, and they probe theo-
retical and policy debates over retrenchment, renewal,
and their consequences. The result is a volume that
enriches our understanding of how American leaders
have, can, and should respond to the challenges and
opportunities that characterize international relations.

The Strategic Studies Institute is pleased to offer
this collection as a contribution to the ongoing debate
on American grand strategy.

DOUGLAS C. LOVELACE, JR.

Director

Strategic Studies Institute and
U.S. Army War College Press
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CHAPTER 1
INTRODUCTION

Peter Feaver
Jeremi Suri
Francis J. Gavin
William Inboden

American strategic debates are rarely new. They
generally replay inherited conflicts of vision and in-
terpretation in new settings. The consistent, almost
obsessive, focus on “enduring dilemmas” has led his-
torians like Arthur Schlesinger, Jr., to emphasize the
“cycles of American history,” especially as they relate
to politics and defense policy.

American policymakers are preoccupied with
one of these cyclical strategic debates today: In times
of economic difficulty, should the United States re-
trench its international presence, or should it renew
itself abroad? Those who advocate for retrenchment
emphasize the need to reduce military expenditures,
reallocate resources at home, and redefine a more
modest definition of the national interest. Those who
call for renewal claim that the threats to American
prosperity are growing, that reduced expenditures
will invite more threats, and that the United States
has the capacity to expand its military activities and
grow its domestic resources at the same time. Now, as
in the 1870s, the 1920s, the late-1940s, and the 1990s,
Americans confront a familiar choice between reduc-
ing inherited international commitments or investing
in new potential sources of international value.

This is, of course, a false choice. The cycles of
American history are potentially harmful because they



encourage comfortable but distorted debates between
polarized positions. The partisan nature of American
society heightens polarization as one political party
embraces a position, and the other feels required to
take the exact opposite side. Electoral politics en-
courage conflict rather than consensus in American
strategic doctrine, especially during periods of uncer-
tainty and budgetary pressure. The déja vu feel to the
debate introduces other distortions, as participants in
the debate invoke poorly supported “lessons of his-
tory” and short-hand references to previous periods
that strip away the nuance and other insights from
academic research.

The chapters commissioned for this volume aim
to improve the current debate over American grand
strategy. They begin with recognition of the cycli-
cal tendencies in American strategic debates, and an
understanding that policy rarely actually matches
the polarities of public rhetoric. Instead, the chapters
show that politicians are usually strategic synthesiz-
ers, seeking areas for overlap and hedging in their
strategies as they simultaneously prepare for new for-
eign adversaries and cut the costs of their international
commitments. Strategy is less about clarity and choice
than about a creative management of contradictions.
Strategy is always a compromise among alternatives
that appear more irreconcilable in presentation than
in practice.

These observations are especially true for the
historical and contemporary debates surrounding
retrenchment and renewal in American foreign and
defense policy. Since the early-20th century, when the
United States established itself as a major internation-
al actor, the country has never chosen exclusively to
retrench or to renew. Each President has sought some



of both. The same is true today. The key question is
how to balance the two and, more specifically, where
to retrench and where to renew. Which commitments
can the United States cut without undue harm? Which
commitments must the United States expand to pro-
tect vital interests? The issues of balance and selection
are the issues that motivate the analysis in the forth-
coming chapters.

Our goal in commissioning these chapters (ini-
tially presented at a workshop at Duke University in
November 2012) was to help policymakers making re-
trenchment and renewal trade-offs today by clarifying
how policymakers have sought the correct balance in
the past. We commissioned five essays to synthesize
the vast literature, with an eye to creating a single
handy reference for the current debate. The essays
cover several disparate literatures— political science,
economics, current policy debates, and the historical
scholarship on three presidential periods most often
invoked in the current debate over retrenchment and
renewal: Herbert Hoover, Richard Nixon, and Ronald
Reagan. We chose to examine how leaders have con-
ceptualized the trade-offs, and how they have reacted
to moments of apparent crisis —when the pressures to
reexamine long-standing commitments were particu-
larly strong. Beyond the rhetoric frequently deployed
in public discussions, we sought to bring more rigor-
ous analysis and empirical detail to an assessment of
how policymakers have thought about retrenchment
and renewal at what appear to be key strategic turn-
ing points in the last century. In some cases, the essays
show that prevailing conventional wisdom about past
periods differs from what the empirical record shows;
in other cases, the essays identify insights that could
more fruitfully inform the current debate.



Chapter 2, written by Charles Miller, reviews the
vast literature in economics and political science to
provide a framework for understanding how leaders
think about trade-offs between security threats and
economic capabilities. Miller articulates what he calls
the “retrenchment dilemma,” which is the fear that
reducing foreign commitments will embolden U.S.
adversaries, just as expanding foreign commitments
will undermine domestic order and prosperity. Miller
provides a model for weighing these countervailing
pressures at different moments, and he concludes that
some periods (like today) probably merit serious re-
trenchment in expensive international commitments.

Eleanore Douglas builds on these insights in her
detailed examination of President Hoover’s policies
during the Great Depression. No President faced
greater pressures to retrench than Hoover after the
stock market collapse in October 1929. Of course,
Hoover sought to slash already limited American
military and economic commitments abroad. He did,
however, focus on new mechanisms for renewing
American power at home, according to Douglas. She
argues that the renewal plans in Hoover’s program
contributed significantly to the growth of American
power a decade later under a different President.

Megan Reiss examines the controversial presiden-
cy of Nixon in a similar light. Reiss reminds readers
how the domestic unrest, rising inflation, and disap-
pointments of the Vietnam War forced Nixon to scale
back traditional American activities abroad. Nixon,
however, turned this pressure for retrenchment into
new opportunities for renewal, according to Reiss.
Nixon opened relations with China, relied on greater
allied assistance abroad (the “Nixon Doctrine”), and
pursued détente with the Soviet Union—actions that



increased American power. Nixon renewed American
standing in the world by re-defining American foreign
policy. His great failing, according to Reiss, was an
inability to manage his policies with consistency and
attention to unforeseen consequences.

Brian Muzas compares Nixon's successor, Jimmy
Carter, with Reagan. Muzas shows that both Presidents
faced pressures simultaneously to reduce American
commitments and renew containment of an expand-
ing communist threat, especially after the Soviet in-
vasion of Afghanistan in December 1979. Muzas also
points to what he calls “existential austerity” —the
feeling among many Americans in the late-1970s that
the country had lost its confidence and its purpose.
In this troubled environment, Reagan inspired a new-
found mission. He painted a roadmap for renewal that
allowed for withdrawal from costly commitments and
a doubling-down on worthwhile strategic endeavors,
especially challenging Soviet power. Reagan’s strat-
egy worked better than Carter’s because it matched
elements of retrenchment with promises of renewal
that increased national confidence and capability.

Ionut Popescu extends this analysis into the post-
Cold War world. He cogently outlines the axes of de-
bate between proponents of retrenchment and renew-
al since 1991. Popescu shows a strong continuity in the
arguments made by different groups. He analyzes the
different trade-offs required by different policy pro-
posals. Popescu’s chapter makes it clear that current
policymakers cannot accept either retrenchment or
renewal, but must work somewhere in between.

That is the key takeaway from these excellent
chapters. The United States has a cyclical tendency
to follow too much expansion with too much re-
trenchment, and vice versa. Policymakers often over-



compensate, at least in their rhetoric, for the actions of
their predecessors. Successful policy must avoid this
temptation, as it judiciously mixes opportunities for
cost-saving cuts with continued commitments to ex-
tended security for the nation and its diverse interests.
A superpower facing budget difficulties must show
discipline, discernment, and continued determination
to defend its values.



CHAPTER 2

THE POLITICAL ECONOMY
OF RETRENCHMENT

Charles Miller

In 1774, King Louis XVI of France ascended to the
throne of Versailles. While on the surface Europe’s
most powerful kingdom, France faced a severe finan-
cial crisis. Millions of livres were owed to the King’s
creditors, at increasingly onerous interest rates. The
origin of the debt lay in the Seven Years” War, but
Louis added to it substantially through French par-
ticipation in the American Revolutionary War. Even-
tually, in order to stave off a default, the King called
a meeting of the Estates-General to discuss a new tax
code designed to repair France’s position. Instead of
fixing the problem, however, the recall of the Estates-
General set off the chain of events which culminated
in the French Revolution and the deposal and death of
the King (Ferguson 2004).

Britain faced a financial crisis of a similar magni-
tude 166 years later, which was kept secret from the
public and overshadowed by the concurrent military
crisis. Adolf Hitler’s armies had overrun Western Eu-
rope and seemed poised to invade Britain itself. In the
corridors of Whitehall, however, a stark fact faced Brit-
ish policymakers — Britain was running out of money.
In fact, British credit was so extended that the Brit-
ish were compelled to ask for an emergency soft loan
from the Free Belgian Government to continue to pay
for the supplies of food and military equipment from
the United States which were keeping Britain in the
war. Had Congress not swiftly passed the Lend-Lease



Act, allowing the British to purchase American sup-
plies on soft American loans, the Nazis would have
been able to knock Britain out of the war without a
single German soldier having to set foot on British soil
(Barnett 1986).

Freshest in memory for contemporary observers,
of course, is the case of the Soviet Union. While the
collapse of the Soviet Empire resulted from a number
of factors, one key factor was the simple inability of
the Soviet fiscal state to keep pace with American re-
armament (Schultz and Weingast 2003).

Fiscal solvency and economic strength are key pre-
requisites for a state to be able to pursue all its other
grand strategic goals. States which are not fiscally sol-
vent risk internal collapse (like France and the Soviet
Union) or defeat in war (as Britain nearly did), after
which their ability to pursue grand strategic goals is
greatly reduced. Even if things do not come to such a
dramatic pass, a higher defense burden should, ceteris
paribus, be expected to reduce economic growth in the
long run by diverting investment from the civilian
economy. National wealth being a key component of
power, slower growth should, in turn, reduce a state’s
strategic freedom of maneuver over time.

Retrenchment is a policy designed to achieve a
number of goals. Some political scientists choose an
expansive definition—McDonald and Parent, for in-
stance, claim that retrenchment involves pruning
foreign policy liabilities, renouncing existing com-
mitments, defining particular issues as less than
critical, and shifting burdens onto allies (McDonald
and Parent 2011). Retrenchment could also involve
changes to force posture and structure—a shift from
counterinsurgency (COIN) or expeditionary force
capabilities toward a conventional defensive posture



(or vice versa), for instance. Retrenchment may even
involve changes in a nation’s self-conception—for
instance, Britain’s withdrawal “East of Suez” in the
1970s marked a definitive break with the conception
of Britain as an independent global power. I contend
that many of these actions can, in fact, be reduced to
even simpler aims. States retrench in order to free up
two things —money and leaders’ time and attention —
to address internal political problems. Both are scarce
and critical resources.

At the same time, however, retrenchment is not
without costs. Following World War I, the United
States cut back its military forces dramatically from
wartime levels and withdrew them from Europe
(Layne 2006). At the time, Germany and the nascent
Soviet Union were prostrate, Italy and Japan were
Western Allies, and the British and French had ap-
parently emerged victorious and stronger than ever.
The American decision, therefore, would have struck
many observers at the time to be the correct one to
restore U.S. fiscal solvency. Yet, this was illusory.
German and Soviet weaknesses were transient. Ja-
pan and Italy moved away from liberal democracy
toward militaristic fascism. Britain’s and France’s
power to halt these developments was insufficient—
their post-war territorial gains had only temporarily
masked a long-term economic and demographic de-
cline. Readers should not need to be reminded of what
happened next.

After World War 1II, the United States chose dif-
ferently. While the U.S. Army was reduced from its
wartime levels, the U.S. military did not revert to its
interwar strength. Moreover, U.S. forces remained in
Western Europe and Northeast Asia to “keep the Ger-
mans down and the Russians out” (Layne 2006). As



we know, of course, there followed the most sustained
period of global peace the world has yet seen (Pinker
2011). Germany and Japan democratized and gradu-
ally gained the trust of many of their neighbors. The
Soviet Union was first contained and then finally col-
lapsed of its own contradictions.

The decision over whether or not to retrench is not
an easy one. Retrench too much, and a state may put
its security at risk and, paradoxically, make war more
likely. Retrench too little, by contrast, and a state may
hasten its economic and hence political decline and
waste scarce resources which it may need in the fu-
ture. In light of this, it is reasonable to expect political
science to provide guidance to policymakers and to
the public on when retrenchment is appropriate. This
chapter is intended to do just that.

This chapter contends that there is no strategy
which is right for all circumstances. Both retrench-
ment and renewal bring with them costs and ben-
efits. Policymakers asking whether retrenchment
is the correct strategy at a given point in time must
consider two main factors —the security position and
the fiscal/economic position. As outlined in the fol-
lowing pages, the combination of these two factors
determines whether retrenchment is appropriate.
When the short- to medium-term security threat is
high, renewal is the best option, even if the fiscal/
economic position is weak. Incurring high debt, infla-
tion, and damaging domestic savings are undesirable,
but are preferable to national extinction. By contrast,
the combination of a low security threat and strong
finances is indeterminate, although policymakers
certainly have latitude to retrench if they choose to
do so. However, retrenchment is clearly the best op-
tion where the fiscal position is poor, and the secu-
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rity situation is good. In this case, there is less need to
devote resources to defense and a higher need to re-
pair the state’s fiscal position. (See Figure 2-1.)

Stron Weak
Medium-Term - g
Security Threat |__High | Renewal Renewal
Low | Renewal/Retrenchment | Retrenchment

Figure 2-1. Fiscal/Economic Position.

I argue that the current circumstances are those of
a historically benign security situation combined with
grave economic and fiscal difficulties. Consequently,
retrenchment is the best path. If we accept this, how-
ever, a second question arises — How can retrenchment
be done well? What might help or hinder it? Does the
political science or political economy offer creative
solutions which would allow the United States to
retrench without curtailing its global commitments?
The pessimistic conclusion of this chapter is “no.”
Most of the ways political economists and scientists
suggest for states to cut costs without curtailing com-
mitments have already been tried. If any more “easy
wins” existed, it would be strange if policymakers had
not already tried them. Consequently, successful re-
trenchment will have to involve cutting commitments.

WHAT IS THE SECURITY SITUATION?

For political scientists and analysts, retrenchment
can be a dangerous strategy in security terms. Inter-
national relations theorist Robert Gilpin claimed that
great powers rarely pursue retrenchment because it
“signals weakness” and thus invites challenges from
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other powers (Gilpin 1983). Charles Krauthammer
makes a similar but distinct argument. Krauthammer
claims that “international relations abhors a vacu-
um,” and that, if the United States were to retrench,
this would tempt other powers to challenge America
militarily. The closer other states approach the United
States in military power, the higher they will rate their
chances of success in a conflict and hence the more
willing they will be to fight (Krauthammer 2009).
Although the two arguments point to the same
conclusion, they derive from distinct viewpoints in in-
ternational relations. The Krauthammer argument is a
straightforward application of balance of power and
hegemonic stability theory. According to this view, a
preponderance of power by one state such as the Unit-
ed States reduces the probability of conflict. The rea-
soning is easy enough to follow. No matter how much
rival states may wish to fight the United States over
some issue, they are very unlikely to do so if the Unit-
ed States is so much more powerful than they are. By
contrast, as the margin of American supremacy over
other states narrows, so does the probability that these
states would be able to defeat the United States mili-
tarily. Knowing this, they are more likely to challenge
the United States and potentially start fresh wars.
Gilpin’s argument rests on the importance of sig-
naling and resolve. Dating back to Thomas Schelling,
this school stresses the importance of building and
maintaining reputation in international politics
(Schelling 1960). The signaling school of international
relations often stresses that outward measures of a
state’s power are less important in determining war
and peace than intangible factors such as a reputa-
tion for resolve. In this view, it is pretty well known
how much the United States and other states spend
on defense and how many soldiers, tanks, and aircraft
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they have. These facts are already “priced in” and ac-
counted for in state behavior. What is less apparent
is how much states actually care about the main is-
sues of international politics. Slobodan Milosevic, for
instance, would clearly have been foolish to think that
the Yugoslav Army could defeat the United States if
both sides went all out for victory. What Milosevic
was counting on, in this view, is the possibility that
the United States did not care enough about Kosovo to
incur the costs necessary to beat the Serbs.

For the signaling school, it follows from this that
uncertainty over resolve is a key cause of international
conflict. To complicate matters, a U.S. President can-
not assuage such concerns simply by stating that the
United States is “prepared to bear any burden, un-
dertake any task.” Anybody can say they are highly
resolved, especially given that a reputation for resolve
has obvious benefits in terms of getting one’s own
way and deterring challengers. The trick is to under-
take certain actions which are costly to oneself and
which, therefore, separate genuinely resolved, tough
states from weak states just pretending to be resolved.
This is known in the literature as “costly signaling”
(Spence 1973).

It is easy to see from here why some believers in
signaling might claim retrenchment is a bad idea.
Keeping up the same level of defense spending and
foreign commitments in the face of an economic de-
cline is, for them, a costly signal that the United States
is genuinely highly resolved to maintain its global
preeminence. Conversely, cutting defense spend-
ing in the face of relative decline is a signal of weak-
ness —it reveals some information outsiders did not
know about the President’s (or the American elite’s or
the American people’s) true resolve to remain global
top dog.
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Thus retrenchment could have two malign effects
on the prospects for America’s power position and
global peace and stability. First, rival states (perhaps
China or Russia) will note that the United States has
less material capacity. Second, even more ominously,
they will infer that the United States lacks resolve and
so would not even be prepared to use the full extent of
its remaining capacities, if push came to shove. Both
factors would tempt these rivals to challenge Ameri-
ca’s security interests, with potentially disastrous con-
sequences. These two claims have provoked a heated
response from many political scientists.

Empirically, the balance of power argument has
come under a great deal of criticism. Statistical tests of
the proposition that a preponderance of military pow-
er in favor of one nation deters conflict have revealed
mixed results (Bennett and Stam 2004). Theoretically,
signaling theorists have claimed that the balance of
power, in terms of observable military capabilities,
simply affects the division of spoils among states
rather than the likelihood of war—as states become
weaker, they simply concede more in interstate bar-
gaining rather than fighting (Fearon 1995).

Even if one were to accept the power preponder-
ance argument, however, analysts such as Krautham-
mer often fail to state just how much relative power is
enough for the United States. The United States cur-
rently spends as much on defense as the next 11 states
combined. If the United States spent as much as all
states in the world combined, say twice over, it would
be even less vulnerable to challenge than it currently
is—but would this additional invulnerability actually
be worth the economic costs involved? Conversely,
the United States spent less on defense as a propor-
tion of world spending in the 1990s than it does now —
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even though the United States was even then spoken
of as a “hyperpower” whose conventional capabilities
dwarfed the rest of the world’s.! The 1990s were also
an unprecedentedly peaceful era.

Moreover, Krauthammer and others need to spec-
ify who the enemies are who will challenge global
peace, if the United States retrenches. Even before
Hitler’s rise to power, the potential long-term threat
from Germany was clear —Europe’s most populous
country, with one of the most advanced economies
and arguably the most efficient Army on the planet,
hosted a strongly revanchist right wing and a fledg-
ling, unstable democracy. Who today could play the
disruptive role in the international system which Ger-
many, Japan, Italy, and the Soviet Union played in the
1930s? The international relations theorist Stephen
Walt points out that a security threat is primarily a
combination of two things—capabilities and inten-
tions (Walt 1990). Surveying the modern global sys-
tem, which actors have the combination of capabilities
and intentions to pose a potential threat to the United
States and the liberal world order if the United States
were to retrench? In terms of current military power,
the United States simply dwarfs the rest of the world.

The U.S. share of global military expenditure, as
calculated by the Stockholm International Peace Re-
search Institute (SIPRI), is shown in Figure 2-2. SIPRI
calculates military spending in international rather
than purchasing power parity dollars, which is the
correct metric, given that this measures a state’s abil-
ity to buy either advanced weapons or the materials to
make them on the global market. By this measure, the
United States spends more on defense than the next
nine powers combined, five times that of the next big-
gest spender, China, and 10 times that the third big-
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gest, Russia. Current figures for Iran are not available,
but in the last year in which SIPRI provided data, the
United States outspent Iran on defense more than 84
times over. Of the remaining top 10 spenders in 2011,
four were solid U.S. allies — Britain, France, Japan, and
Germany —and three were at the very least friendly
powers — Brazil, India, and Saudi Arabia.?

Others
25.7% USA
41.0
Brazil 1% —
Germany 2.7%—
India 2.8%
Saudi Arabia 2.8% China
Japan 3.4% 8.2%
France —
UK3.6% 7 /
Russia 4.1%

Figure 2-2. Shares of World Military Spending
for the Top 10 Spenders, 2011.

What about potential military power? If the
United States retrenched, who might be tempted to
mount a challenge? The European Union (EU) collec-
tively boasts a larger population and economy than
the United States, key sinews of global power. Japan
is also highly developed with a large population,
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though considerably smaller than the United States.
However, Europe and Japan are American allies and
show little appetite to overturn the global order. The
concern amongst U.S. policymakers is more that the
Europeans and Japanese will not contribute enough
toward maintaining global security, not that they will
actively undermine it.

On the other hand, there are some states whose
goals are thought to be incompatible with the United
States and who are most likely in the near future to
be active military opponents. These are, of course, the
surviving members of the “axis of evil” —Iran and
North Korea. However, while these states” intentions
may be as malign as those of previous American ene-
mies, their actual and potential capabilities are vastly
inferior. According to the latest World Bank figures,
the United States boasts a population of 311.6 million
people and a gross domestic product (GDP) in inter-
national dollars of $15.09 trillion. Iran, by contrast, has
a population of 74.8 million and a GDP of $331 billion,*
while North Korea has 24.45 million people and an es-
timated GDP of $28 billion.* To put this in perspective,
America’s population is three times that of Iran and
North Korea combined, while America’s GDP is over
48 times that of Iran’s and almost 539 times that of
North Korea’s. It is very difficult to imagine a scenario
in which North Korea or Iran could even potentially
rival the United States in terms of capabilities, irre-
spective of whether the U.S. retrenches. This would
require rapid and sustained economic growth in these
countries, something which is unlikely in itself and
even more unlikely without also triggering political
changes which may render these states less hostile to
the United States anyway (such as democratization).
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Now, the threat from Iran or North Korea could
be regional rather than global. Neither country has
the potential to be the new Nazi Germany or Soviet
Union, but they could cause localized problems for
the United States by, for instance (in the case of Iran),
disrupting Middle Eastern oil supplies, acquiring nu-
clear weapons, or sponsoring terrorist groups.

While this is a more realistic concern, there are a
number of reasons to doubt that U.S. retrenchment
would spark off a serious Iranian challenge. Cutting
off or restricting oil flows would ultimately also dam-
age the Iranian economy. As the 1973 Organization of
the Petroleum Exporting Countries (OPEC) oil crisis
showed, while interruptions to global oil supplies
may profit oil-producing nations in the short term
as prices increase, in the long run, it does them little
good as the global economy slows and oil-producing
countries look to conservation and alternative energy
sources (Yergin 1991). A nightmare scenario in which
Iran cuts off Middle Eastern oil supplies or rapidly
raises prices is therefore unlikely precisely because
this would undermine the revenues which help the
Iranian regime stay in power.’

As for the pursuit of nuclear weapons and spon-
sorship of terrorist organizations, there is a strong
argument to be made that U.S. retrenchment would
make either of these behaviors less likely rather
than more. While the reasons behind Iran’s pursuit
of nuclear weapons cannot be known with certainty
at this stage, many international relations scholars
have pointed out that fear of a U.S. invasion is one
of them (Waltz 2012; Sagan, Betts, and Waltz 2007).
If Iran wants nuclear weapons to deter an American
attack, then a reduction in America’s ability to attack
Iran through retrenchment would reduce Iran’s in-
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centives to acquire them. Iran’s sponsorship of groups
such as the Mahdi Army or Hezbollah could also be
seen in similar terms. In this view, Iran’s goal is to use
such organizations to tie down American and Israeli
resources in Iraq and Lebanon, respectively, so that
they cannot be used against Iran itself. Such a strategy
would be similar to that of the United States itself in
sponsoring the Afghan mujahedeen against the Soviets
in the 1980s or of the Allies in sponsoring partisan
campaigns against the Germans in occupied Europe.
If this is correct, then a reduced American military
presence in the Middle East would not embolden Iran,
but rather serve to dampen down its more worrying
behavior (Waltz 2012).

Of those actors with the motive to challenge the
United States, the stateless terror group, al-Qaeda,
is the most clearly malevolent. Yet al-Qaeda’s capa-
bilities are not commensurate with its ambitions. The
events of September 11, 2001 (9/11) understandably
gave rise to the belief that in modern conflict, nonstate
actors may, in fact, pose greater risks to international
security than traditional states. However, with the
benefit of over 10 years of hindsight now, the weak-
nesses of nonstate actors have also been revealed.
Unable to mobilize the level of resources that a state
can, even the deadliest nonstate actors are too weak
to inflict damage on the scale of a Nazi Germany or
Soviet Union. As many risk analysts have pointed out,
the risks posed by al-Qaeda to Americans are smaller
than many other more mundane factors which attract
hardly any public attention (Bailey 2011; Mueller and
Stewart 2011). Again, of course, it is hard to estimate
how much these risks might rise for a given level of re-
duction in U.S. defense spending. How the probability
of future terrorist attacks might respond to changes
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in U.S. policy is hard to estimate precisely because
terrorist attacks are so rare, giving us little past data
to go by. Nonetheless, even taking the most pessimis-
tic estimates as valid, terrorism still constitutes a less
severe risk to life and limb for the average American
than other risk factors which receive a lower budget-
ary priority. For instance, Ronald Bailey examined all
the foiled cases of terrorism on U.S. soil since 9/11 as
documented by the Heritage Foundation. Bailey then
supposes that these attacks had succeeded in killing
an average of 100 Americans each and that there had
been another successful 9/11-level attack. Even un-
der these assumptions, the United States would still
have spent approximately 20 times the amount per
life saved on preventing terrorism than on the aver-
age Federal protective regulation. This is all the more
striking, given that Bailey does not include the wars
in Iraq and Afghanistan as counterterrorism spending
(Bailey 2011).

So having examined the security situation, there is
a spectrum of capacities and intentions. On the one
hand, there are actors who have the capacity, but not
the motive, to challenge the United States (the Europe-
ans and Japan), and on the other, those who have the
motive, but lack the capacity (rogue states and terror-
ist organizations). In the middle, however, are the am-
biguous cases —states which have, or may in the fu-
ture have, the capacity to challenge the United States
and whose intentions are unclear. These are America’s
erstwhile Cold War rivals, Russia and China.

Russia is a large middle-income country and hence
has more potential power than Iran or North Korea,
but it also faces severe internal demographic challeng-
es, including falling life expectancy. With a shrink-
ing population, Russia has also experienced falling
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potential military power. Its improved economic per-
formance under Vladimir Putin is more reflective of a
natural resource boom than of higher productivity or
better quality institutions — the factors which make for
long-term, sustainable economic growth and provide
a solid foundation for military power. As an indica-
tion of this, investment analyst Ruchir Sharma notes
that Russia still ranks 120th out of 183 countries on
the World Bank’s ease of doing business rankings
(Sharma 2012).

China, rather than Russia, is the most credible can-
didate to emerge as a peer competitor to the United
States. With a population of 1.344 billion people, the
Chinese outnumber Americans by over four to one.®
As it stands, China’s economy is almost half the size of
America’s,” and the gap is famously closing. In terms
of potential power, then, China is the most plausible
future threat. Yet even here, there are a number of un-
answered questions. China’s rulers are alleged to be-
lieve that the days when they will be able to challenge
American power lie decades in the future (Friedberg
2011). In the meantime, many things could happen.
For one, China’s current rapid economic growth
could come to a halt. Many analysts recall that Japan
was once considered to be the rising power poised
to eclipse the United States, not long before Japan
entered a period of prolonged economic stagnation
(Kristof 1997). In the Chinese case, analysts point to
coming demographic problems as the population ages
(Sharma 2012) and also to political interference in the
economy and weak property rights protections (Ac-
emoglu and Robinson 2012) as factors which could
slow or halt China’s economic rise.

Assume, however, that China’s economy does con-
tinue to grow rapidly. This leads to the possibility that
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China will transition to democracy. One of the most
solid findings in comparative politics is that wealthier
countries are more likely to be democratic than poorer
ones (although the reasons why are unclear) (Pzewor-
ski et al. 2000). Similarly, one of the most solid find-
ings in international relations is that democracies do
not go to war with one another (although, again, no
one is sure precisely why) (Bennett and Stam 2004). If
China’s economic rise does continue, one of the likely
consequences of this may be Chinese democratization,
one of the likely consequences of which, in turn, is im-
proved relations with the United States. Consequent-
ly, Chinese economic growth may put China into the
same category as Europe and Japan—states with the
capacity, but not the motive, to challenge the United
States. Indeed, this is precisely the hope of Ameri-
can leaders who press for engagement with China
(Friedberg 2011).

However, let us assume that China continues to
rise to a position in which it is capable of challenging
the United States, and it does so while the Commu-
nist Party remains in power. What then? The question
now arises —what would the Chinese leadership gain
by engaging in security competition, let alone war,
with the United States? After all, few countries have
gained more from the current global system than Chi-
na. What issues are there which are important enough
to the Chinese to cause them to fight the United States
or American allies such as Japan, risking highly profit-
able economic ties or even nuclear war?

The answer for “China pessimists” such as John
Mearsheimer is clear. One need not assume especially
aggressive motives or an expansionist ideology on
the part of China to see why its rise will not be peace-
ful. Rather, as China rises, it will seek to improve its

22



own security position by establishing hegemony
over East Asia, which will mean ejecting the United
States from the region. The United States, however,
cannot countenance this exclusion because it would
give the Chinese a free hand to begin interfering in
America’s own backyard, the Western hemisphere.
Chinese and American interests over East Asia will
ultimately be irreconcilable, even if both sides are
rational and concerned only with their own security
(Mearsheimer 2005.)

Whether one accepts Mearsheimer’s pessimism or
not, the sheer size of China makes it the biggest long-
term potential security challenge the United States
faces. It is true, as Michael Beckley points out, that
China’s size alone does not guarantee that it will be
a world power. Beckley points out that 19th century
China was the world’s largest country and economy,
but was politically prostrate and picked over by the
Western powers (Beckley 2011). True as this is, China’s
disarray in the 19th century was a historical aberra-
tion. Would anyone care to bet that, in the future, Chi-
na will continue to arrange its internal affairs as badly
as it did in the heyday of European imperialism? In
fact, power is the product both of a state’s population
and how efficiently it mobilizes its national resources,
broadly construed. If efficiency were the only relevant
criterion, Switzerland and Norway would be military
behemoths. China’s population means that it does not
have to be as efficient as most other countries in order
to be as powerful. To be as powerful as the United
States, for instance, China would only need to be one
fourth as efficient.

Without democratization, moreover, China’s true
intentions will remain opaque compared to the EU or
Japan. Yet even if the pessimistic view of China is cor-
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rect, this is a challenge which lies sometime in the fu-
ture. It is not clear that higher defense spending today,
especially if it comes at the expense of fiscal solvency,
is the correct way to deal with it.

The previous analysis on America’s relative power
position sheds light on whether retrenchment might
“signal weakness.” The concepts of signaling and re-
solve have engendered lively controversy in interna-
tional relations. The premise of the signaling school
was questioned by Darryl Press. Press pointed out
that the signaling theory rests on the idea that repu-
tation is portable from one issue to another —that is,
that the Chinese will make inferences about likely U.S.
behavior over Taiwan from its decisions with respect
to Iraq. Yet, Press showed that states tend not to make
such “dispositional” inferences from other states’ be-
havior (Press 2005). Rather, they believe that behavior
over one issue reveals information only about a state’s
valuation of that particular issue and nothing else.
For instance, Press showed that, contrary to historical
mythology, the only inference which Hitler drew from
the Munich agreement was that Britain and France
did not care about Czechoslovakia, not that they were
generally “weak.” Hitler did not, so Press claimed,
draw any inferences from Munich about how the Brit-
ish and French would react to an invasion of Poland,
for instance. In Press’ view, states such as China would
not conclude from U.S. retrenchment that the United
States was “weak.” They would simply believe that
the United States was trying to save money, some-
thing which is rather obvious anyway. Nor would a
withdrawal from, say, Afghanistan, be interpreted as
meaning the United States would be less willing to de-
fend Taiwan.

Yet, Press’ skeptical view has, in turn, been chal-
lenged. Anne Sartori points out that the importance
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of a reputation for resolve very much depends on
what assumptions one makes about linkages between
issues (Sartori 2012). If, as Press contends, states be-
lieve different issues to be entirely unconnected,
then clearly a reputation for resolve is pointless. At
the same time, as Sartori insightfully points out, if is-
sues are too interconnected, then a reputation for re-
solve is also pointless. Take, for instance, the domino
theory justification for the war in Vietnam —that, by
fighting hard over a relatively unimportant issue like
Vietnam, the United States will gain a reputation for
resolve which will make it less likely that the Soviets
might, for instance, invade Western Europe. The prob-
lem, as Sartori points out, is that when one examines
this logic carefully, it can be interpreted as saying the
United States is actually “weak” —it wants to fight a
less costly war in Vietnam in order to avoid fighting
a more costly war in Europe. If the Soviets had actu-
ally bought the domino theory, then they would have
drawn precisely the opposite conclusion from Amer-
ica’s war in Vietnam to that which American policy-
makers wanted to give. The Soviets would not have
concluded that America was so highly resolved that
it would have incurred huge losses even over a com-
paratively unimportant country as Vietnam. Rather,
they would have perceived America as a “weak”
actor, using Vietnam as an elaborate bluff to escape
the costs of a full-scale war in Germany.

Sartori, however, goes on to explain that a repu-
tation for resolve is most important when issues are
seen as being moderately connected. If issues are too
strongly connected, then supposedly costly signals are
also interpreted as bluffs. If issues are not connected
at all, then a state’s behavior over one issue will have
no impact on its interactions with other states over
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separate issues. Yet, if issues are somewhat but not
entirely connected, then building a reputation for re-
solve through costly signals is, Sartori claims, useful.

While Sartori’s work does go a long way toward
clarifying a conceptually tough issue, it, of course,
leaves open the question —what kind of world are we
actually in? To what extent are issues actually linked?
Thus, while the political science literature on signal-
ing has clarified many key issues, it remains frustrat-
ingly divided over whether building a reputation for
resolve is something over which the United States
should incur costs.

Yet, in light of the contemporary situation, the con-
cern over resolve is less pertinent. When Schelling laid
the framework of signaling theory in the Cold War,
the material balance between the United States and
the Soviet Union was very even. Consequently, the
difference between victory and defeat for one side or
the other could plausibly come down to which side
was more highly resolved. Yet, America’s convention-
al superiority since the end of the Cold War has been
so overwhelming that even a lowly resolved America
can prevail over most opponents —the United States
defeated Yugoslavia over Kosovo and deposed Muam-
mar Gadhafi’s regime in Libya, for instance, without
suffering a single combat fatality. Resolve is not as
crucial an asset in a unipolar as in a bipolar world.

In short, the security situation in 2012 was very
benign in a historical perspective. There was no Soviet
Union, or a Nazi Germany, even in prospect. There
were actors which wished the United States harm,
such as North Korea and al-Qaeda, but they were not
very powerful. There were actors which were pow-
erful (at least potentially), but they did not wish the
United States harm, such as Europe and Japan. There
were actors which were somewhat powerful and
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whose intentions were unclear. One of these—Rus-
sia—had far less potential power than it appeared at
first glance and will likely have even less in the future.
The other — China—may have been a threat if several
factors came together at the same time: China continu-
ing to grow without democratizing and its leaders
perceiving a benefit in challenging the United States.
Even if this happens, it is a long-term future challenge,
not one requiring a military buildup today.

Having examined the first question in detail, let us
look at the second —what do the fiscal and economic
positions suggest?

WHAT IS THE FISCAL AND ECONOMIC
POSITION?

According to one realist view of international re-
lations expressed by McDonald and Parent, retrench-
ment results from the “structural pressures of the in-
ternational system” (McDonald and Parent 2011). Put
in less abstract terms, this means that states which do
not reduce their defense expenditure when their rela-
tive power position worsens run an increased risk of
being selected out of the international system. Why
is this?

Governments who wish to maintain a higher level
of defense spending on a stagnating economic base
may need to borrow more funding. Increased bor-
rowing, however, normally leads to increased inter-
est rates,® which have numerous baleful consequences
(Furceri and Sousa 2011). First, states which have to
pay more to borrow are less likely to prevail in se-
curity competition and war. In the former case, Ken-
neth Schultz and Barry Weingast demonstrate that
in long-term competition, the lower borrowing costs
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of 18th-century Britain and the 20th-century United
States helped them to outlast their respective strate-
gic competitors, France and the Soviet Union (Schultz
and Weingast 2003). Recent work by Patrick Shea also
convincingly suggests that higher borrowing costs are
significantly associated with defeat in “hot” wars as
well as “cold” security competition (Shea 2014).

A second problem is that interest payments them-
selves come to take up a substantial share of govern-
ment spending. This reduces both the amount that
states can spend on defense directly and also reduces
what they can spend on other areas which may in the
long run promote economic growth—for instance,
public infrastructure, research and development,
and education. As the Center for Strategic and Bud-
getary Assessments shows, interest payments are
already coming to take up a significant share of Fed-
eral government spending (Krepinevich, Chin, and
Harrison 2012).

A third problem is that government borrowing
“crowds out” private investment (Pass, Lowes, and
Davies 2005). The insight here is that capital is just like
any other good —when demand increases, the price
increases too. Government borrowing represents
an increase in demand for capital, meaning that the
price of capital must also rise. In other words, private
corporations must offer higher interest rates to bond-
holders or higher returns to stockholders in order to
compete with the government for capital. Some com-
panies will, of course, not be capable of doing so and
may go to the wall.

Alternatively, government may seek to maintain
current levels of defense expenditure by increasing
taxes. This, however, is also problematic. One reason
is that higher taxes may reduce incentives for work
and increase those for tax evasion—an effect de-
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scribed through the famous and controversial