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“A century is about events. A decade
is about people. This book is about the
short run of the next ten years: the specific
realities to be faced, the specific

decisions to be made, and the likely
consequences of those decisions.”
—~GEORGE FRIEDMAN

In his acclaimed New York Times bestseller The Next
100 Years, geopolitical forecasting expert and founder
of STRATFOR George Friedman painted a fascinating
picture of the major events and trends of the next century.
Now, with the insight and grasp on history that has dis-
tinguished him widely in media, academic, and political
circles, Friedman hones his analysis to focus on the next
decade—and the imminent events and challenges that
will test America and the world.

The next ten years will be a time of massive transition.
Although hard to imagine now, the wars in the Islamic
world will be subsiding, we will learn to live with terror-
ism, and technology and energy realities will swing in
unexpected directions. The United States, in a chess
match with Machiavellian overtones, will move toward
accommodation with Iran, while China will be encounter-
ing the crisis that is now on its horizon. A fundamental
change will occur in relations between the United States
and Israel, and, economically, we will be shifting from
a time when financial crises dominate the world to a
time when labor shortages will begin to dominate. Most
important, the underlying task for the American presi-
dent in this transitional decade will be to acknowledge,
and manage, the fact that the United States has become
an empire in the modern world.

In The Next Decade, George Friedman presents a pro-
vocative prognosis for the years just ahead. By examining
history and laying out a lucid analysis of the varied and
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AUTHOR’S NOTE

This book is about the relation among empire, republic, and the exercise
of power in the next ten years. It is a more personal book than 7he Next
100 Years because I am addressing my greatest concern, which is that the
power of the United States in the world will undermine the republic. I
am not someone who shuns power. I understand that without power
there can be no republic. But the question I raise is how the United
States should behave in the world while exercising its power, and pre-
serve the republic at the same time.

I invite readers to consider two themes. The first is the concept of the
unintended empire. I argue that the United States has become an empire
not because it intended to, but because history has worked out that way.
The issue of whether the United States should be an empire is meaning-
less. It is an empire.

The second theme, therefore, is about managing the empire, and for
me the most important question behind that is whether the republic can
survive. The United States was founded against British imperialism. It is

ironic, and in many ways appalling, that what the founders gave us now
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faces this dilemma. There might have been exits from this fate, but these
exits were not likely. Nations become what they are through the con-
straints of history, and history has very little sentimentality when it
comes to ideology or preferences. We are what we are.

It is not clear to me whether the republic can withstand the pressure
of the empire, or whether America can survive a mismanaged empire.
Put differently, can the management of an empire be made compatible
with the requirements of a republic? This is genuinely unclear to me. I
know the United States will be a powerful force in the world during this
next decade—and for this next century, for that matter—but I dont
know what sort of regime it will have.

I passionately favor a republic. Justice may not be what history cares
about, but it is what I care about. I have spent a great deal of time think-
ing about the relationship between empire and republic, and the only
conclusion I have reached is that if the republic is to survive, the single
institution that can save it is the presidency. That is an odd thing to say,
given that the presidency is in many ways the most imperial of our insti-
tutions (it is the single institution embodied by a single person). Yet at
the same time it is the most democratic, as the presidency is the only
office for which the people, as a whole, select a single, powerful leader.

In order to understand this office T look at three presidents who
defined American greatness. The first is Abraham Lincoln, who saved the
republic. The second is Franklin Roosevelt, who gave the United States
the world’s oceans. The third is Ronald Reagan, who undermined the
Soviet Union and set the stage for empire. Each of them was a pro-
foundly moral man ... who was prepared to lie, violate the law, and
betray principle in order to achieve those ends. They embodied the par-
adox of what I call the Machiavellian presidency, an institution that, at
its best, reconciles duplicity and righteousness in order to redeem the
promise of America.

I do not think being just is a simple thing, nor that power is simply
the embodiment of good intentions. The theme of this book, applied to
the regions of the world, is that justice comes from power, and power is

only possible from a degree of ruthlessness most of us can’t abide. The
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tragedy of political life is the conflict between the limit of good inten-
tions and the necessity of power. At times this produces goodness. It did
in the case of Lincoln, Roosevelt, and Reagan, but there is no assurance
of this in the future. It requires greatness.

Geopolitics describes what happens to nations, but it says little about
the kinds of regimes nations will have. I am convinced that unless we
understand the nature of power, and master the art of ruling, we may not
be able to choose the direction of our regime. Therefore, there is nothing
contradictory in saying that the United States will dominate the next
century yet may still lose the soul of its republic. I hope not, as I have
children and now grandchildren—and I am not convinced that empire
is worth the price of the republic. I am also certain that history does not
care what I, or others, think.

This book, therefore, will look at the issues, opportunities, and inher-
ent challenges of the next ten years. Surprise alliances will be formed,
unexpected tensions will develop, and economic tides will rise and fall.
Not surprisingly, how the United States (particularly the American pres-
ident) approaches these events will guide the health, or deterioration, of

the republic. An interesting decade lies ahead.












INTRODUCTION

REBALANCING AMERICA

century is about events. A decade is about people.
I wrote The Next 100 Years to explore the impersonal forces
that shape history in the long run, but human beings don’t live
in the long run. We live in the much shorter span in which our lives are
shaped not so much by vast historical trends but by the specific decisions
of specific individuals.

This book is about the short run of the next ten years: the specific
realities to be faced, the specific decisions to be made, and the likely con-
sequences of those decisions. Most people think that the longer the time
frame, the more unpredictable the future. I take the opposite view. Indi-
vidual actions are the hardest thing to predict. In the course of a century,
so many individual decisions are made that no single one of them is ever
critical. Each decision is lost in the torrent of judgments that make up a
century. But in the shorter time frame of a decade, individual decisions
made by individual people, particularly those with political power, can
matter enormously. What [ wrote in 7he Next 100 Years is the frame for

understanding this decade. But it is only the frame.
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Forecasting a century is the art of recognizing the impossible, then
eliminating from consideration all the events that, at least logically, aren't
going to happen. The reason is, as Sherlock Holmes put it, “When you
have eliminated the impossible, whatever remains, however improbable,
must be the truth.”

It is always possible that a leader will do something unexpectedly
foolish or brilliant, which is why forecasting is best left to the long run,
the span over which individual decisions don’t carry so much weight.
But having forecast for the long run, you can reel back your scenario and
try to see how it plays out in, say, a decade. What makes this time frame
interesting is that it is sufficiently long for the larger, impersonal forces to
~ be at play but short enough for the individual decisions of individual
leaders to skew outcomes that otherwise might seem inevitable. A
decade is the point at which history and statesmanship meet, and a span
in which policies still matter.

I am not normally someone who gets involved in policy debates—
I'm more interested in what will happen than in what I want to see hap-
pen. But within the span of a decade, events that may not matter in the
long run may still affect us personally and deeply. They also can have real
meaning in defining which path we take into the future. This book is
therefore both a forecast and a discussion of the policies that ought to be
followed.

We begin with the United States for the same reason that a study of
1910 would have to begin with Britain. Whatever the future might hold,
the global system today pivots around the United States, just as Britain
was the pivotal point in the years leading up to World War I. In 7he Next
100 Years, I wrote about the long-term power of the United States. In this
book, I have to write about American weaknesses, which, I think, are not
problems in the long run; time will take care of most of these. But
because you and 1 don't live in the long run, for us these problems are
very real. Most are rooted in structural imbalances that require solutions.
Some are problems of leadership, because, as I said at the outset, a decade
is about people.

This discussion of problems and people is particularly urgent at this
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moment. In the first decade after the United States became the sole
global power, the world was, compared to other eras, relatively tranquil.
In terms of genuine security issues for the United States, Baghdad and
the Balkans were nuisances, not threats. The United States had no need
for strategy in a world that appeared to have accepted American leader-
ship without complaint. Ten years later, September 11 brought that illu-
sion crashing to the ground. The world was more dangerous than we
imagined, but the options seemed fewer as well. The United States did
not craft a global strategy in response. Instead, it developed a narrowly
focused politico-military strategy designed to defeat terrorism, almost to
the exclusion of all else.

Now that decade is coming to an end as well, and the search is under
way for an exit from Iraq, from Afghanistan, and indeed from the world
that began when those hijacked airliners smashed into buildings in New
York and Washington. The impulse of the United States is always to
withdraw from the world, savoring the pleasures of a secure homeland
protected by the buffer of wide oceans on either side. But the homeland
is not secure, either from terrorists or from the ambitions of nation-
states that see the United States as both dangerous and unpredictable.

Under both President Bush and President Obama, the United States
has lost sight of the long-term strategy that served it well for most of the
last century. Instead, recent presidents have gone off on ad hoc adven-
tures. They have set unattainable goals because they have framed the issues
incorrectly, as if they believed their own rhetoric. As a result, the United
States has overextended its ability to project its power around the world,
which has allowed even minor players to be the tail that wags the dog.

The overriding necessity for American policy in the decade to come is
a return to the balanced, global strategy that the United States learned
from the example of ancient Rome and from the Britain of a hundred
years ago. These old-school imperialists didn't rule by main force.
Instead, they maintained their dominance by setting regional players
against each other and keeping these players in opposition to others who
might also instigate resistance. They maintained the balance of power,

using these opposing forces to cancel each other out while securing the
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broader interests of the empire. They also kept their client states bound
together by economic interest and diplomacy, which is not to say the
routine courtesies between nations but the subtle manipulation that
causes neighbors and fellow clients to distrust each other more than they
distrust the imperial powers. Direct intervention relying on the empire’s
own troops was a distant, last resort.

Adhering to this strategy, the United States intervened in World
War I only when the standoff among European powers was failing, and
only when it appeared that the Germans, with Russia collapsing in the
east, might actually overwhelm the English and French in the west.
When the fighting stopped, the United States helped forge a peace treaty
that prevented France from dominating postwar Europe.

During the early days of World War II, the United States stayed out
of direct engagement as long as it could, supporting the British in their
efforts to fend off the Germans in the west while encouraging the Soviets
to bleed the Germans in the east. Afterward, the United States devised a
balance-of-power strategy to prevent the Soviet Union from dominating
Western Europe, the Middle East, and ultimately China. Throughout
the long span from the first appearance of the “Iron Curtain” to the end
of the Cold War, this U.S. strategy of distraction and manipulation was
rational, coherent, and effectively devious.

Following the collapse of the Soviet Union, however, the United
States shifted from a strategy focused on trying to contain major powers
to an unfocused attempt to contain potential regional hegemons when
their behavior offended American sensibilities. In the period from 1991
to 2001, the United States invaded or intervened in five countries—
Kuwait, Somalia, Haiti, Bosnia, and Yugoslavia—which was an extraor-
dinary tempo of military operations. At times, American strategy seemed
to be driven by humanitarian concerns, although the goal was not always
clear. In what sense, for example, was the 1994 invasion of Haiti in the
national interest?

But the United States had an enormous reservoir of power in the
1990s, which gave it ample room for maneuver, as well as room for

indulging its ideological whims. When you are overwhelmingly domi-
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nant, you don’t have to operate with a surgeon’s precision. Nor did the
United States, when dealing with potential regional hegemons, have to
win, in the sense of defeating an enemy army and occupying its home-
land. From a military point of view, U.S. incursions during the 1990s
were spoiling attacks, the immediate goal being to plunge an aspiring
regional power into chaos, forcing it to deal with regional and internal
threats at a time and place of American choosing rather than allowing it
to develop and confront the United States on the smaller nation’s own
schedule.

After September 11, 2001, a United States newly obsessed with terror-
ism became even more disoriented, losing sight of its long-term strategic
principles altogether. As an alternative, it created a new but unattainable
strategic goal, which was the elimination of the terrorist threat. The
principal source of that threat, al Qaeda, had given itself an unlikely but
not inconceivable objective, which was to re-create the Islamic caliphate,
the theocracy that was established by Muhammad in the seventh century
and that persisted in one form or another until the fall of the Ottoman
Empire at the end of World War I. Al Qaeda’s strategy was to overthrow
Muslim governments that it regarded as insufficiently Islamic, which it
sought to do by fomenting popular uprisings in those countries. From al
Qaeda’s point of view, the reason that the Islamic masses remained
downtrodden was fear of their governments, which was in turn based on
a sense that the United States, their governments’ patron, could not be
challenged. To free the masses from their intimidation, al Qaeda felt that
it had to demonstrate that the United States was not as powerful as it
appeared—that it was in fact vulnerable to even a small group of Mus-
lims, provided that those Muslims were prepared to die.

In response to al Qaeda’s assaults, the United States slammed into the
Islamic world—particularly in Afghanistan and Iraq. The goal was to
demonstrate U.S. capability and reach, but these efforts were once again
spoiling attacks. Their purpose was not to defeat an army and occupy a
territory but merely to disrupt al Qaeda and create chaos in the Muslim
world. But creating chaos is a short-term tactic, not a long-term strategy.
The United States demonstrated that it is possible to destroy terrorist
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organizations and mitigate terrorism, but it did not achieve the goal that
it had articulated, which was to eliminate the threat altogether. Elimi-
nating such a threat would require monitoring the private activities of
more than a billion people spread across the globe. Even attempting such
an effort would require overwhelming resources. And given that suc-
ceeding in such an effort is impossible, it is axiomatic that the United
States would exhaust itself and run out of resources in the process, as has
happened. Just because something like the elimination of terrorism is
desirable doesn't mean that it is practical, or that the price to be paid is
rational.

Recovering from the depletions and distractions of this effort will
consume the United States over the next ten years. The first step—
returning to a policy of maintaining regional balances of power—must
begin in the main area of current U.S. military engagement, a theater
stretching from the Mediterranean to the Hindu Kush. For most of the
past half century there have been three native balances of power here: the
Arab-Israeli, the Indo-Pakistani, and the Iranian-Iraqi. Owing largely to
recent U.S. policy, those balances are unstable or no longer exist. The
Israelis are no longer constrained by their neighbors and are now trying
to create a new reality on the ground. The Pakistanis have been badly
weakened by the war in Afghanistan, and they are no longer an effective
counterbalance to India. And, most important, the Iraqi state has col-
lapsed, leaving the Iranians as the most powerful military force in the
Persian Gulf area.

Restoring balance to that region, and then to U.S. policy more gen-
erally, will require steps during the next decade that will be seen as con-
troversial, to say the least. As I argue in the chapters that follow, the
United States must quietly distance itself from Israel. It must strengthen
(or at least put an end to weakening) Pakistan. And in the spirit of Roo-
sevelt’s entente with the USSR during World War II, as well as Nixon’s
entente with China in the 1970s, the United States will be required to
make a distasteful accommodation with Iran, regardless of whether it
attacks Iran’s nuclear facilities. These steps will demand a more subtle

exercise of power than we have seen on the part of recent presidents. The
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nature of that subtlety is a second major theme of the decade to come,
and one that I will address further along.

While the Middle East is the starting point for America’s return to
balance, Eurasia as a whole will also require a rearrangement of relation-
ships. For generations, keeping the technological sophistication of
Europe separated from the natural resources and manpower of Russia
has been one of the key aims of American foreign policy. In the early
1990s, when the United States stood supreme and Moscow lost control
over not only the former Soviet Union but the Russian state as well,
that goal was neglected. Almost immediately after September 11, 2001,
the unbalanced commitment of U.S. forces to the Mediterranean-
Himalayan theater created a window of opportunity for the Russian
security apparatus to regain its influence. Under Putin, the Russians
began to reassert themselves even prior to the war with Georgia, and they
have accelerated the process of their reemergence since. Diverted and
tied down in Iraq and Afghanistan, the United States has been unable to
hold back Moscow’s return to influence, or even to make credible threats
that would inhibit Russian ambitions. As a result, the United States now
faces a significant regional power with its own divergent agenda, which
includes a play for influence in Europe.

The danger of Russia’s reemergence and westward focus will become
more obvious as we examine the other player in this second region of
concern, the European Union. Once imagined as a supernation on the
order of the United States, the EU began to show its structural weak-
nesses during the financial crisis of 2008, which led to the follow-on cri-
sis of southern European economies (Italy, Spain, Portugal, and Greece).
Once Germany, the EU’s greatest economic engine, faced the prospect of
underwriting the mistakes and excesses of its EU partners, it began to
reexamine its priorities. The emerging conclusion is that Germany
potentially shared a greater community of interest with Russia than it
did with its European neighbors. However much Germany might bene-
fit from economic alliances in Europe, it remains dependent on Russia
for a large amount of its natural gas. Russia in turn needs technology,

which Germany has in abundance. Similarly, Germany needs an infu-
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sion of manpower that isnt going to create social stresses by emigration
to Germany, and one obvious solution is to establish German factories in
Russia. Meanwhile, America’s request for increased German help in
Afghanistan and elsewhere has created friction with the United States
and aligned German interests most closely with Russia.

All of which helps to explain why the United States’ return to balance
will require a significant effort over the next decade to block an accom-
modation between Germany and Russia. As we will see, the U.S.
approach will include cultivating a new relation§hip with Poland, the
geographic monkey wrench that can be thrown into the gears of a
German-Russian entente.

China, of course, also demands attention. Even so, the current preoc-
cupation with Chinese expansion will diminish as that country’s eco-
nomic miracle comes of age. China’s economic performance will slow to
that of a more mature economy—and, we might add, a more mature
economy with over a billion people living in abject poverty. The focus of
U.S. efforts will shift to the real power in northeast Asia: Japan, the third
largest economy in the world and the nation with the most significant
navy in the region.

As this brief overview already suggests, the next ten years will be enor-
mously complex, with many moving parts and many unpredictable ele-
ments. The presidents in the decade to come will have to reconcile
American traditions and moral principles with realities that most Amer-
icans find it more comfortable to avoid. This will require the execution
of demanding maneuvers, including allying with enemies, while holding
together a public that believes—and wants to believe—that foreign pol-
icy and values simply coincide. The president will have to pursue virtue
as all of our great presidents have done: with suitable duplicity.

But all the cleverness in the world cant compensate for profound
weakness. The United States possesses what I call “deep power,” and
deep power must be first and foremost balanced power. This means eco-
nomic, military, and political power in appropriate and mutually sup-
porting amounts. It is deep in a second sense, which is that it rests on a

foundation of cultural and ethical norms that define how that power is
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to be used and that provides a framework for individual action. Europe,
for example, has economic power, but it is militarily weak and rests on a
very shallow foundation. There is little consensus in Europe politically,
particularly about the framework of obligations imposed on its mem-
bers.

Power that is both deeply rooted and well balanced is rare, and I will
try to show that in the next decade, the United States is uniquely situ-
ated to consolidate and exercise both. More important, it will have little
choice in the matter. There is an idea, both on the left and on the right,
that the United States has the option of withdrawing from the complex-
ities of managing global power. It’s the belief that if the United States
ceased to meddle in the affairs of the world, the world would no longer
hate and fear it, and Americans could enjoy their pleasures without fear
of attack. This belief is nostalgia for a time when the United States pur-
sued its own interests at home and left the world to follow its own
course.

There was indeed a time when Thomas Jefferson could warn against
entangling alliances, but this was not a time when the United States
annually produced 25 percent of the wealth of the world. That output
alone entangles it in the affairs of the world. What the United States con-
sumes and produces shapes the lives of people around the world. The
economic policies pursued by the United States shape the economic real-
ities of the world. The U.S. Navy’s control of the seas guarantees the
United States economic access to the world and gives it the potential
power to deny that access to other countries. Even if the United States
wanted to shrink its economy to a less intrusive size, it is not clear how
that would be done, let alone that Americans would pay the price when
the bill was presented.

But this does not mean that the United States is at ease with its
power. Things have moved too far too fast. That is why bringing U.S.
policy back into balance will also require bringing the United States to
terms with its actual place in the world. We have already noted that the
fall of the Soviet Union left the United States without a rival for global

dominance. What needs to be faced squarely now is that whether we like
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it or not, and whether it was intentional or not, the United States
emerged from the Cold War not only as the global hegemon but as a
global empire.

The reality is that the American people have no desire for an empire.
This is not to say that they don’t want the benefits, both economic and
strategic. It simply means that they don’t want to pay the price. Eco-
nomically, Americans want the growth potential of open markets but
not the pains. Politically, they want to have enormous influence but not
the resentment of the world. Militarily, they wang to be protected from
dangers but not to bear the burdens of a long-term strategy.

Empires are rarely planned or premeditated, and those that have
been, such as Napoleon’s and Hitler’s, tend not to last. Those that endure
grow organically, and their imperial status often goes unnoticed until it
has become overwhelming. This was the case both for Rome and for
Britain, yet they succeeded because once they achieved imperial status,
they not only owned up to it, they learned to manage it.

Unlike the Roman or British Empire, the American structure of
dominance is informal, but that makes it no less real. The United States
controls the oceans, and its economy accounts for more than a quarter of
everything produced in the world. If Americans adopt the iPod or a new
food fad, factories and farms in China and Latin America reorganize to
serve the new mandate. This is how the European powers governed
China in the nineteenth century—never formally, but by shaping and
exploiting it to the degree that the distinction between formal and infor-
mal hardly mattered.

A fact that the American people have trouble assimilating is that the
size and power of the American empire is inherently disruptive and
intrusive, which means that the United States can rarely take a step with-
out threatening some nation or benefiting another. While such power
confers enormous economic advantages, it naturally engenders hostility.
The United States is a commercial republic, which means that it lives on
trade. Its tremendous prosperity derives from its own assets and virtues,
but it cannot maintain this prosperity and be isolated from the world.
Therefore, if the United States intends to retain its size, wealth, and
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power, the only option is to learn how to manage its disruptive influence
maturely.

Until the empire is recognized for what it is, it is difficult to have a
coherent public discussion of its usefulness, its painfulness, and, above
all, its inevitability. Unrivaled power is dangerous enough, but unrivaled
power that is oblivious is like a rampaging elephant.

I will argue, then, that the next decade must be one in which the
United States moves from willful ignorance of reality to its acceptance,
however reluctant. With that acceptance will come the beginning of a
more sophisticated foreign policy. There will be no proclamation of
empire, only more effective management based on the underlying truth

of the situation.






CHAPTER 1

THE UNINTENDED EMPIRE

he American president is the most important political leader in

the world. The reason is simple: he governs a nation whose eco-

nomic and military policies shape the lives of people in every
country on every continent. The president can and does order invasions,
embargos, and sanctions. The economic policies he shapes will resonate
in billions of lives, perhaps over many generations. During the next
decade, who the president is and what he (or she) chooses to do will
often affect the lives of non-Americans more than the decisions of their
own governments.

This was driven home to me on the night of the most recent U.S.
presidential election, when I tried to phone one of my staff in Brussels
and reached her at a bar filled with Belgians celebrating Barack Obama’s
victory. I later found that such Obama parties had taken place in dozens
of cities around the world. People everywhere seemed to feel that the
outcome of the American election mattered greatly to them, and many
appeared personally moved by Obama’s rise to power.

Before the end of Obama’s first year in office, five Norwegian politi-
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cians awarded him the Nobel Peace Prize, to the consternation of many
who thought that he had not yet done anything to earn it. But according
to the committee’s chair, Obama had immediately and dramatically
changed the world’s perception of the United States, and this change
alone merited the prize. George W. Bush had been hated because he was
seen as an imperialist bully. Obama was being celebrated because he sig-
naled that he would not be an imperialist bully.

From the Nobel Prize committee to the bars of Singapore and Sio
Paolo, what was being unintentionally acknowledged was the unique-
ness of the American presidency itself, as well as a new reality that Amer-
icans are reluctant to admit. The new American regime mattered so
much to the Norwegians and to the Belgians and to the Poles and to the
Chileans and to the billions of other people around the globe because the
American president is now in the sometimes awkward (and never explic-
itly stated) role of global emperor, a reality that the world—and the pres-
ident—will struggle with in the decade to come.

THE AMERICAN EMPEROR

The American president’s unique status and influence are not derived
from conquest, design, or divine ordination but ipso facto are the result
of the United States being the only global military power in the world.
The U.S. economy is also more than three times the size of the next
largest sovereign economy. These realities give the United States power
that is disproportionate to its population, to its size, or, for that matter,
to what many might consider just or prudent. But the United States
didn’t intend to become an empire. This unintentional arrangement was
a consequence of events, few of them under American control.
Certainly there was talk of empire before this. Between Manifest
Destiny and the Spanish American War, the nineteenth century was
filled with visions of empire that were remarkably modest compared to

what has emerged. The empire I am talking about has little to do with
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those earlier thoughts. Indeed, my argument is that the latest version
emerged without planning or intention.

From World War II through the end of the Cold War, the United
States inched toward this preeminence, but preeminence did not arrive
until 1991, when the Soviet Union collapsed, leaving the U.S. alone as a
colossus without a counterweight.

In 1796, Washington made his farewell address and announced this
principle: “The great rule of conduct for us in regard to foreign nations
is in extending our commercial relations, to have with them as little
political connection as possible.” The United States had the option of
standing apart from the world at that time. It was a small country, geo-
graphically isolated. Today, no matter how much the rest of the world
might wish us to be less intrusive or how tempting the prospect might
seem to Americans, it is simply impossible for a nation whose economy
is so vast to have commercial relations without political entanglements
or consequences. Washington’s anti-political impulse befitted the anti-
imperialist founder of the republic. Ironically, the extraordinary success
of that republic made this vision impossible.

The American economy is like a whirlpool, drawing everything into
its vortex, with imperceptible eddies that can devastate small countries
or enrich them. When the U.S. economy is doing well, it is the engine
driving the whole machine; when it sputters, the entire machine can
break down. There is no single economy that affects the world as deeply
or ties it together as effectively.

When we look at the world from the standpoint of exports and
imports, it is striking how many countries depend on the United States
for 5 or even 10 percent of their Gross Domestic Product, a tremendous
amount of interdependence. While there are bilateral economic relations
and even multilateral ones that do not include the United States, there
are none that are unaffected by the United States. Everyone watches and
waits to see what the United States will do. Everyone tries to shape
American behavior, at least a little bit, in order to gain some advantage or

avoid some disadvantage.
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Historically, this degree of interdependence has bred friction and
even war. In the nineteenth and early twentieth centuries, France and
Germany feared each other’s power, so each tried to shape the other’s
behavior. The result was that the two countries went to war with each
other three times in seventy years. Prior to World War I, the English
journalist (later a member of Parliament) Norman Angell wrote a widely
read book called The Great Illusion, in which he demonstrated the high
degree of economic interdependence in Europe and asserted that this
made war impossible. Obviously, the two World Wars proved that that
wasn't the case. Advocates for free trade continue to use this argument.
Yet, as we will see, a high degree of global interdependence, with the
United States at the center, actually increases—rather than diminishes—
the danger of war.

That the world is no longer filled with relatively equal powers easily
tempted into military adventures mitigates this danger somewhat. Cer-
tainly the dominance of American military power is such that no one
country can hope to use main force to fundamentally redefine its rela-
tionship with the United States. At the same time, however, we can see
that resistance to American power is substantial and that wars have been
frequent since 1991.

While America’s imperial power might degrade, power of this magni-
tude does not collapse quickly except through war. German, Japanese,
French, and British power declined not because of debt but because of
wars that devastated those countries’ economies, producing debt as one
of war’s many by-products. The Great Depression, which swept the
world in the 1920s and 1930s, had its roots in the devastation of the Ger-
man economy as a result of World War I and the disruption of trade and
financial relations that ultimately spread to encompass the world. Con-
versely, the great prosperity of the American alliance after 1950 resulted
from the economic power that the United States built up—undam-
aged—during World War II.

Absent a major, devastating war, any realignment of international
influence based on economics will be a process that takes generations, if

it happens at all. China is said to be the coming power. Perhaps so. But
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the U.S. economy is 3.3 times larger than China’s. China must sustain an
extraordinarily high growth rate for a long time in order to close its gap
with the United States. In 2009, the United States accounted for 22.5
percent of all foreign direct investment in the world, which, according o
the United Nations Council on Trade and Development, makes it the
world’s single largest source of investment. China, by comparison,
accounted for 4.4 percent.

The United States also may well be the largest borrower in the world,
but that indebtedness does not reduce its ability to affect the interna-
tional system. Whether it stops borrowing, increases borrowing, or
decreases it, the American economy constantly shapes global markets. It
is the power to shape that is important. Of course, it should also be
remembered that every dollar the United States borrows, others lend. If
the market is to be trusted, it is saying that lending to the United States,
even at currently low interest rates, is a good move.

Many countries have impacts on other countries. What makes the
United States an empire is the number of countries it affects, the inten-
sity of the impact, and the number of people in those countries affected
by these economic processes and decisions.

In recent years, for instance, Americans had a rising appetite for
shrimp. This ripple in the U.S. market caused fish farmers in the
Mekong Delta to adjust their production to meet the new demand.
When the American economy declined in 2008, luxury foods like
shrimp were the first to be cut back, a retrenchment that was felt as far
away as those fish farms in the Mekong Delta. Following a similar pat-
tern, the computer maker Dell built a large facility in Ireland, but when
labor costs rose there, Dell shifted operations to Poland, even at a time
when Ireland was under severe economic pressure. The United States is
similarly shaped by other countries, as were Britain and Rome. But the
United States is at the center of the web, not on the periphery, and its
economy is augmented by its military. Add to that the technological
advantage and we can see the structure of America’s deep power.

Empires can be formal, with a clear structure of authority, but some

can be more subtle and complex. The British controlled Egypt, but




THE UNINTENDED EMPIRE 19

Britain’s formal power was less than clear. The United States has the
global reach to shape the course of many other countries, but because it
refuses to think of itself as an imperial power, it has not created a formal,
rational structure for managing the power that it clearly has.

The fact that the United States has faced reverses in the Middle East
in no way undermines the argument that it is an empire, albeit an imma-
ture one. Failure and empire are not incompatible, and in the course of
imperial growth and expansion, disasters are not infrequent. Britain lost
most of its North American colonies to rebellion a century before the
empire reached its apex. The Romans faced civil wars in recurring cycles.

While the core of U.S. power is economic—Dbattered though it might
seem at the moment—standing behind that economic power is its mili-
tary might. The purpose of the American military is to prevent any
nation aggrieved by U.S. economic influence, or any coalition of such
nations, from using force to redress the conditions that put it (or them)
at a disadvantage. Like Rome’s legions, American troops are deployed
preemptively around the world, simply because the most efficient way to
use military power is to disrupt emerging powers before they can become
even marginally threatening.

The map below, in fact, substantially understates the American mili-
tary presence. It does not, for instance, track U.S. Special Operations
teams operating covertly in many regions, notably Africa. Nor does it
include training missions, technical support, and similar functions.
Some U.S. troops are fighting wars, some are interdicting drugs, some
are protecting their host countries from potential attacks, and some are
using their host countries as staging areas in case American troops are
needed in another country nearby. In some cases these troops help sup-
port Americans who are involved in governing the country, directly or
indirectly. In other cases, the troops are simply present, without control-
ling anything. Troops based in the United States are here not to protect
the homeland as much as to be available for what the military calls power
projection. This means that they are ready to serve anywhere the presi-
dent sees fit to deploy them.

As befits a global empire, the United States aligns its economic sys-
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tem and its military system to stand as the guarantor of the global econ-
omy. The United States simultaneously provides technologies and other
goods and services to buy, an enormous market into which to sell, and
armed forces to keep the sea-lanes open. If need be, it moves in to police
unruly areas, but it does this not for the benefit of other countries but for
itself. Ultimately, the power of the American economy and the distribu-
tion of American military force make alignment with the United States a
necessity for many countries. It is this necessity that binds countries to
the United States more tightly than any formal imperial system could
hope to accomplish.

Empires, the unintended consequence of power accumulated for
ends far removed from dreams of empire, are usually recognized long
after they have emerged. As they become self-aware, they use their
momentum to consciously expand, adding an ideology of imperialism—
think of Pax Romana or the British “white man’s burden”—to empire’s
reality. An empire gets writers like Virgil and poets like Rudyard Kipling
after it is well established, not before. And, as in both Rome and Britain,
the celebrants of American empire coexist with those who are appalled
by it and who yearn for the earlier, more authentic days.

Rome and Britain were trapped in the world of empire but learned to
celebrate the trap. The United States is still at the point where it refuses
to see the empire that it has become, and whenever it senses the trappings
of empire, it is repelled. But the time has come to acknowledge that the
president of the United States manages an empire of unprecedented
power and influence, even while it may be informal and undocumented.
Only then can we formulate policies over the next decade that will allow

us to properly manage the world we find ourselves in charge of.
MANAGING THE IMPERIAL REALITY
Over the past twenty years, the United States has struggled to come to

grips with the reverberations of being “last man standing” after the fall of

the Soviet Union. The task of the president in the next decade is to move
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from being reactive to having a systematic method of managing the
world that he dominates, a method that faces honestly and without
flinching the realities of how the world operates. This means turning the
American empire from undocumented disorder into an orderly system, a
Pax Americana—not because this is the president’s free choice, but pre-
cisely because he has no choice.

Bringing order to empire is a necessity because even though the
United States is overwhelmingly powerful, it is far from omnipotent,
and having singular power creates singular dangers. The United States
was attacked on September 11, 2001, for example, precisely because of its
unique power. The president’s task is to manage that kind of power in a
way that acknowledges the risks as well as the opportunities, then mini-
mizes the risks and maximizes the benefits.

For those who are made squeamish by any talk of empire, much less
talk of bringing order to imperial control, I would point out that the
realities of geopolitics do not give presidents the luxury of exercising
virtue in the way we think of it when applied to ordinary citizens. Two
presidents who attempted to pursue virtue directly, Jimmy Carter and
George W. Bush, failed spectacularly. Conversely, other presidents, such
as Richard Nixon and John E Kennedy, who were much more ruthless,
failed because their actions were not directed at and unified by any over-
riding moral purpose.

In bringing order to empire, I propose that future presidents follow
the example of three of our most strikingly effective leaders, men who
managed to be utterly ruthless in executing a strategy that was nonethe-
less guided by moral principle. In these cases, moral ends did in fact jus-
tify means that were not only immoral but unconstitutional.

Abraham Lincoln preserved the Union and abolished slavery by initi-
ating a concerted program of deception and by trampling on civil liber-
ties. To maintain the loyalty of the border states, he never owned up to
his intention to abolish slavery made clear in the great debates of 1858.
Instead he dissembled, claiming that while he opposed the spread of
slavery beyond the South, he had no intention of abolishing the right to

own slaves in states where owning them was already legal.




THE UNINTENDED EMPIRE 23

But Lincoln did more than prevaricate. He suspended the right to
habeas corpus throughout the country and authorized the arrest of pro-
secession legislators in Maryland. He made no attempt to justify these
actions, except to say that if Maryland and the other border states
seceded, the war would be lost and the nation would be dismembered,
leaving the Constitution meaningless.

Seventy-five years later, in the midst of another grave crisis for the
nation, Franklin Roosevelt also did what needed to be done while lying
to hide his actions from a public that was not yet ready to follow his lead.
In the late 1930s, Congress and the public wanted to maintain strict neu-
trality as Europe prepared for war, but Roosevelt understood that the
survival of democracy itself was at stake. He secretly arranged for the sale
of arms to the French and made a commitment to Winston Churchill to
use the U.S. Navy to protect merchant ships taking supplies to
England—a clear violation of neutrality.

Like Lincoln, Roosevelt was motivated by moral purpose, which
meant a moral vision for global strategy. He was offended by Nazi Ger-
many, and he was dedicated to the concept of democracy. Yet to preserve
American interests and institutions, he formed an alliance with Stalin’s
Soviet Union, a regime that in moral terms was every bit as depraved as
the Nazis. At home he defied a Supreme Court ruling and authorized
wiretapping without warrants as well as the interception and opening of
mail. Yet his most egregious violation of civil liberties was to approve the
detention and relocation of ethnic Japanese, regardless of their citizen-
ship status. Roosevelt had no illusions about what he was doing. He was
ruthlessly violating rules of decency in pursuit of moral necessity.

Ronald Reagan also pursued a ruthless path toward a moral purpose.
His goal was destruction of what he called the evil empire of the Soviet
Union, and he pursued it—in part by ramping up the arms race, which
he knew the Soviets could not afford. He then went to elaborate and
devious lengths to block Soviet support for national liberation move-
ments in the Third World. He invaded Grenada in 1983 and supported
insurgents fighting the Marxist government of Nicaragua. This led to the

elaborate ruse of engaging Israel to sell arms to Iran in its war with Iraq
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and then funneling the profits to the Nicaraguan insurgents, as a way of
bypassing a law specifically designed to prevent such intervention. We
should also remember Reagan’s active support for Muslim jihadists in
Afghanistan fighting the Soviets. As with Roosevelt and Stalin, a future
enemy can be useful to defeat a current one.

The decade ahead will not be a time of great moral crusades. Instead,
it will be an era of process, a time in which the realities of the world as
presented by facts on the ground will be incorporated more formally
into our institutions. )

During the past decade, the United States has waged a passionate
crusade against terrorism. In the next decade, the need will be for less
passion and for more meticulous adjustments in relations with countries
such as Israel and Iran. The time also calls for the creation of alliance sys-
tems to include nations such as Poland and Turkey that have newly
defined relations with the United States. This is the hard and detailed
work of imperial strategy. Yet the president cannot afford the illusion
that the world will simply accept the reality of overwhelming American
hegemony, any more than he can afford to abandon the power. He can
never forget that despite his quasi-imperial status, he is president of one
country and not of the world.

That is why the one word he must never use is empire. The anti-
imperial ethos of America’s founding continues to undergird the coun-
try’s political culture. Moreover, the pretense that power is distributed
more evenly is useful, not just for other countries but for the United
States as well. Even so, in the decade ahead, the informal reality of Amer-
ica’s global empire must start to take on coherent form.

Because a president must not force the public to confront directly
realities that it isn't ready to confront, he must become a master at man-
aging illusions. Slavery could not have survived much beyond the 1860s,
no matter how much the South wanted it to. World War II could not
have been avoided, regardless of public leanings toward isolationism.
Confrontation with the Soviet Union had to take place, even if the pub-
lic was frightened by those crises. In each case, a strong president created

a fabric of illusions to enable him to do what was necessary without caus-
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ing a huge revolt from the public. In Reagan’s case, when his weapons-
dealing machinations came to light as “the Iran-contra affair,” complete
with congressional hearings and indictments and convictions for many
of the participants, his well-maintained persona as a simpleminded fel-
low shielded his power and his image from the fallout. The goings-on in
Israel, Iran, and Nicaragua were so complex that even his critics had

trouble believing that he could have been responsible.

A GLOBAL STRATEGY OF REGIONS

America’s fundamental interests are the physical security of the United
States and a relatively untrammeled international economic system. As
we will see when we turn to the current state of the world economy, this
by no means implies a free trade regime in the sense that free-market ide-
ologues might think of it. It simply means an international system that
permits the vast American economy to interact with most, if not all, of
the world. Whatever the regulatory regime might be, the United States
needs to buy and sell, lend and borrow, be invested in and invest, with a
global reach.

One quarter of the world’s economy can't flourish in isolation, nor
can the consequences of interaction be confined to pure economics. The
American economy is built on technological and organizational innova-
tion, up to and including what the economist Joseph A. Schumpeter
called “creative destruction™ the process by which the economy contin-
ually destroys and rebuilds itself, largely through the advance of disrup-
tive technologies.

When American economic culture touches other countries, those
affected have the choice of adapting or being submerged. Computers,
for example, along with the companies organized around them, have had
profoundly disruptive consequences on cultural life throughout the
world, from Bangalore to Ireland. American culture is comfortable with
this kind of flux, whereas other cultures may not be. China has taken on

the additional burden of trying to adapt to a market economy while
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retaining the political institutions of a Communist state. Germany and
France have struggled to limit the American impact, to insulate them-
selves from what they call “Anglo-Saxon economics.” The Russians
reeled from their first unbuffered exposure to this force in the 1990s and
sought to find their balance in the following decade.

In response to the American whirlpool, the world’s attitude, not sur-
prisingly, is often sullen and resistant, as countries try to take advantage
of or evade the consequences. President Obama sensed this resistance
and capitalized on it. Domestically, he addressed the American need to
be admired and liked, while overseas he addressed the need for the
United States to be more conciliatory and less overbearing.

While Obama identified the problem and tried to manage it, resis-
tance to imperial power remains a problem without a permanent solu-
tion. This is because ultimately it derives not from the policies of the
United States but from the inherent nature of imperial power.

The United States has been in this position of near hegemonic power
for only twenty years. The first decade of this imperial period was a giddy
fantasy in which the end of the Cold War was assumed to mean the end
of war itself—a delusion that surfaces at the end of every major conflict.
The first years of the new century were the decade in which the Ameri-
can people discovered that this was still a dangerous planet and the
American president led a frantic effort to produce an ad hoc response.
The years from 2011 to 2021 will be the decade in which the United
States begins to learn how to manage the world’s hostility.

Presidents in the coming decade must craft a strategy that acknowl-
edges that the threats that resurfaced in the past ten years were not an
aberration. Al Qaeda and terrorism were one such threat, but it was actu-
ally not the most serious threat that the United States faced. The presi-
dent can and should speak of foreseeing an era in which these threats
don’t exist, but he must not believe his own rhetoric. To the contrary, he
must gradually ease the country away from the idea that threats to impe-
rial power will ever subside, then lead it to an understanding that these

threats are the price Americans pay for the wealth and power they hold.
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All the same, he must plan and execute the strategy without necessarily
admitting that it is there.

Facing no rival for global hegemony, the president must think of the
world in terms of distinct regions, and in doing so set about creating
regional balances of power, along with coalition partners and contin-
gency plans for intervention. The strategic goal must be to prevent the
emergence of any power that can challenge the United States in any
given corner of the world.

Whereas Roosevelt and Reagan had the luxury of playing a single
integrated global hand—vast but unitary—presidents in the decade
ahead will be playing multiple hands at a highly fragmented table. The
time when everything revolved around one or a few global threats is over.
The balance of power in Europe is not intimately connected to that of
Asia and is distinct from the balance of power that maintains the peace
in Latin America. So even if the world isn’t as dangerous to the United
States as it was during World War II or the Cold War, it is far more com-
plicated.

American foreign policy has already fragmented regionally, of course,
as reflected in the series of regional commands under which our military
forces are organized. Now it is necessary to openly recognize the same
fragmentation in our strategic thinking and deal with it accordingly. We
must recognize that there is no global alliance supporting the United
States and that the U.S. has no special historical relationships with any-
one. Another quote from Washington’s farewell address is useful here:
“The nation which indulges towards another a habitual hatred or a
habitual fondness is in some degree a slave. It is a slave to its animosity or
to its affection, either of which is sufficient to lead it astray from its duty
and its interest.” This means that NATO no longer has unique meaning
for the United States outside of the European context and that Europe
cannot be regarded as more important than any other part of the world.
Nostalgia for “the special relationship” notwithstanding, the simple real-
ity today is that Europe is not more important.

Even so, President Obama ran a campaign focused on the Europeans.
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His travels before the 2008 election symbolized that what he meant by
multilateralism was recommitting the United States to Europe, consult-
ing Europe on U.S. actions abroad, and accepting Europe’s cautions
(now that they have lost their empires, Europeans always speak in terms
of caution). Obama’s gestures succeeded. The Europeans were wildly
enthusiastic, and many Americans were pleased to be liked again. Of
course, the enthusiasm dissipated rapidly as the Europeans discovered
that Obama was an American president after all, pursuing American
ends.

All of which brings us to the president’s challenge in the decade
ahead: to conduct a ruthless, unsentimental foreign policy in a nation
that still has unreasonable fantasies of being loved, or at least of being left
alone. He must play to the public’s sentimentality while moving policy
beyond it.

An unsentimental foreign policy means that in the coming decade,
the president must identify with a clear and cold eye the most dangerous
enemies, then create coalitions to manage them. This unsentimental
approach means breaking free of the entire Cold War system of alliances
and institutions, including NATO, the International Monetary Fund,
and the United Nations. These Cold War relics are all insufficiently flex-
ible to deal with the diversity of today’s world, which redefined itself in
1991, making the old institutions obsolete. Some may have continuing
value, but only in the context of new institutions that must emerge.
These need to be regional, serving the strategic interests of the United
States under the following three principles:

1. To the extent possible, to enable the balance of power in the
world and in each region to consume energies and divert
threats from the United States.

2. To create alliances in which the United States maneuvers other
countries into bearing the major burden of confrontation or
conflict, supporting these countries with economic benefits,
military technology, and promises of military intervention if

required.
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3. To use military intervention only as a last resort, when the bal-
ance of power breaks down and allies can no longer cope with

the problem.

At the height of the British Empire, Lord Palmerston said, “It is a
narrow policy to suppose that this country or that is to be marked out as
the eternal ally or the perpetual enemy of England. We have no eternal
allies, and we have no perpetual enemies. Our interests are eternal and
perpetual, and those interests it is our duty to follow.” This is the kind of
policy the president will need to institutionalize in the coming decade.
Recognizing that the United States will generate resentment or hostility,
he must harbor no illusions that he can simply persuade other nations to
think better of us without surrendering interests that are essential to the
United States. He must try to seduce these nations as much as possible
with glittering promises, but in the end he must accept that efforts at
seduction will eventually fail. Where he cannot fail is in his responsibil-
ity to guide the United States in a hostile world.



CHAPTER 2

REPUBLIC, EMPIRE, AND THE
MACHIAVELLIAN PRESIDENT

he greatest challenge to managing an empire over the next decade
Twill be the same challenge that Rome faced: having become an

empire, how can the republic be preserved? The founders of the
United States were anti-imperialists by moral conviction. They pledged
their lives, fortunes, and sacred honor to defeat the British Empire and
found a republic based on the principles of national self-determination
and natural rights. An imperial relationship with other countries,
whether intended or not, poses a challenge to those foundational princi-
ples.

If you believe that universal principles have meaning, it follows that
an anti-imperial republic can’t be an empire and retain its moral charac-
ter. This has been an argument made in the United States as far back as
the 1840s and the Mexican-American war. Today both ends of the polit-
ical spectrum make the argument against foreign adventures. On the
left, there is a long tradition of anti-imperialism. But if you look at some
of the rhetoric emanating from the right, from libertarians as well as

from some in the Tea Party, you see the same opposition to military
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involvement in other countries. The fear is linked to Dwight Eisen-
hower’s warning to beware of the “military-industrial complex.” If a
career military officer and war hero such as Ike could voice this fear, you
can see how deeply embedded it is in American political culture. I sus-
pect that this will become a powerful strand in American politics over
the next ten years, in a country where, across the political spectrum, the
citizenry is weary of foreign involvement.

The fear of imperial ambition is completely justified. The Roman
Republic was overwhelmed by empire. Empire created an ambition for
money and power that devastated the republican virtues that were the
greatest pride of Roman citizenship. Even if that pride wasn’t fully justi-
fied, there is no question but that the Republic was destroyed not just by
military rivalries that led to a coup d’état but by the vast amounts of
money flowing into the imperial capital from citizens and foreigners try-
ing to buy favor.

The same danger exists for the United States. American global power
generates constant threats and ever greater temptations. It has been
observed that ever since World War II, the United States has created a
national security apparatus so shrouded in official secrecy that it cannot
be easily overseen or even understood. This hugely expensive and cum-
bersome apparatus, along with the vast amounts of foreign economic
activity—from immense trade to the foreign investments that drive
global markets—creates a system that is not readily managed by demo-
cratic institutions and that is not always easily reconciled with American
moral principles. It is not unimaginable that together these forces could
render American democracy meaningless.

The problem is that like Rome in the time of Caesar, the United
States has reached a point where it doesn’t have a choice as to whether to
have an empire or not. The vastness of the American economy, its en-
tanglement in countries around the world, the power and worldwide
presence of the American military, are in effect imperial in scope. Disen-
tangling the United States from this global system is almost impossible,
and if it were attempted, it would destabilize not only the American econ-

omy but the global system as well. When the price of anti-imperialism
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was understood, there would be scant support for it. Indeed, many for-
eign countries are less opposed to the American presence than they are to
the way in which that presence is felt. They accept American power; they
simply want it to serve their own national interests.

The dangers of imperial power are substantial, and these dangers will
become increasingly contentious issues in American politics, just as they
are already hotly debated around the world. In retrospect, the non-
interventionism of the republic the founders created was rooted in the
fact that the republic was weak, not that it was virtuous. The United
States of thirteen former colonies could not engage in foreign entangle-
ments without being crushed. The United States of 300 million people
cannot avoid foreign entanglements.

Managing the unintended empire while retaining the virtues of the
republic will be an important priority of the United States for a very long
time, but certainly, in the wake of the jihadist wars, it will be a particu-
larly intense challenge. Most of the discussion will be wishful thinking,.
There is no going back, and there are no neat solutions. The paradox is
that the best chance of retaining the republic is not institutional but per-
sonal, and it will depend on a definition of virtue that violates our com-
mon notions of what virtue is. I dont look to the balance of power to
save the republic, but to the cunning and wisdom of the president. The
president certainly has a vast bureaucracy that he controls, and that con-
trols him, but in the end it is the Lincolns, Roosevelts, and Reagans we
remember, not bureaucrats or senators or justices. The reason is simple.
Along with power, presidents exercise leadership. That leadership can be
decisive, in the context of a decade or less.

Individual personalities would seem to be a thin reed on which to
base a country’s future. At the same time, the founders created the office
of the president for a reason, and at the heart of that reason was leader-
ship. The presidency is unique in that it is the only structure in which an
institution and an individual are identical. Congress and the Supreme
Court are aggregations of people who will rarely speak with a single
voice. The presidency is the president alone, the only official elected by

representatives of all the people. That is why we need to consider him
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as the primary agent for managing the relationship between empire and
republic.

Let’s begin by considering the character of presidents in general. Pres-
idents differ from many other people in that they, by definition, take
pleasure in power. They place its acquisition and use before other things,
and they devote a good portion of their lives to its pursuit. A president’s
knowledge and instincts are so finely honed toward power that he under-
stands it in ways that those of us who have never truly had it could not
appreciate. The worst president is closer by nature to the best than either
is to anyone who has not gone through what it requires to become pres-
ident.

The degree and scope of the power that modern American presidents
achieve inevitably make them see the world differently, even in compar-
ison with other heads of state. No other leader must confront so much of
the world in so many different ways. In our democracy, the president
must achieve this position while pretending to be indistinguishable from
his fellow citizens, a thought both impossible to imagine and frightening
if true. The danger is that as the challenges of empire become greater and
the potential threats more real, leaders will emerge who will need and
demand a degree of power that slips beyond the constraints imposed by
the Constitution.

It is both fortunate and ironic that in creating an anti-imperial gov-
ernment, the founders provided a possible road map for imperial leader-
ship with republican constraints. They created the American presidency
as an alternative both to dictatorship and to aristocracy, an executive that
is weak at home but immensely powerful outside the United States. In
domestic affairs, the Constitution dictates an executive that is hemmed
in by an inherently unmanageable Congress and by a Supreme Court
that is fairly inscrutable. The economy is in the hands of investors, man-
agers, and consumers, as well as those of the Federal Reserve Bank (if not
by the Constitution, then certainly by legislation and practice). The
states hold substantial power, and much of civil society—religion, the
press, pop culture, the arts—is beyond the president’s control. This is

exactly what the founders wanted: someone to preside over the country
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but not to rule it. Yet when the United States faces the world through its
foreign policy, there is no more powerful individual than the occupant of
the White House.

Article Two, Section Two, of the Constitution states, “The President
shall be Commander in Chief of the Army and Navy of the United
States, and of the Militia of the several States, when called into the actual
Service of the United States.” This is the only power given to the presi-
dent that he does not share with Congress. Treaties, appointments, the
budget, and the actual declaration of war require congressional approval,
but the command of the military is the president’s alone.

Yet over the years, the constitutional limitations that reined in the
diplomatic prerogatives of earlier presidents have fallen by the wayside.
Treaties require the approval of the Senate, but today treaties are rare and
foreign policy is conducted with agreements and understandings, many
arrived at secretly. Thus the conduct of foreign policy as a whole is now
effectively in the hands of the president. Similarly, while Congress has
declared war only five times, presidents have sent U.S. forces into con-
flicts around the world many more times than that. The reality of the
American regime in the second decade of the twenty-first century is that
the president’s power on the world stage is almost beyond checks and
balances, limited only by his skill in exercising that power.

When President Clinton decided to bomb Yugoslavia in 1999 and
when President Reagan decided to invade Grenada in 1983, Congress
could not stop them had it wished to. American presidents impose sanc-
tions on nations and shape economic relations throughout the world. In
practical terms, this means that an American president has the power to
devastate a country that displeases him or reward a country that he
favors. Legislation on war powers has been passed, but many presidents
have claimed that they have the inherent right as commander in chief to
wage war regardless of it. In practice, they have brought Congress along
to support their policies. That is unlikely to change in the next decade.

It is in the exercise of foreign policy that the American president most
resembles Machiavelli’s prince, which isn’t that surprising when you con-

sider that the founders were students of modern political philosophy and
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that Machiavelli was its originator. Just as we must acknowledge the exis-
tence of an American empire, we must acknowledge the value of his
insights and advice for our own situation. That the president’s main con-
cern is foreign policy and the exercise of power conforms to Machiavelli’s

teaching:

A prince, therefore, must not have any other object or any
other thought, nor must he adopt anything as his art but war, its
institutions and its discipline; because that is the only art befitting
one who commands. This discipline is of such efficacy that not
only does it maintain those who were born princes but it enables
men of private station on many occasions to rise to that position.
On the other hand, it is evident that when princes have given
more thought to delicate refinements than to military concerns,
they have lost their state. The most important reason why you
lose it is by neglecting this art, while the way to acquire it is to be

well versed in this art.

The fundamental distinction in U.S. foreign policy, and in the exer-
cise of power by U.S. presidents—the distinction discussed by Machi-
avelli—is between idealism and realism, a distinction embedded in the
tradition of U.S. foreign policy. The United States was founded on the
principle of national self-determination, which assumes a democratic
process for selecting leaders, reflected in the Constitution. It was also
built on principles of human freedom, enshrined in the Bill of Rights.
Imperialism would seem to undermine the principle of self-determina-
tion, whether formally or informally. Moreover, the conduct of foreign
policy supports regimes that are in the national interest but that don't
practice or admire American principles of human rights. Reconciling
American foreign policy with American principles is difficult, and repre-
sents a threat to the moral foundations of the regime.

The idealist position argues that the United States must act on the
moral principles derived from the founders’ elegantly stated intentions.

The United States is seen as a moral project stemming from the Enlight-
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enment ideals of John Locke and others, and the goal of American for-
eign policy should be to apply these moral principles to American
actions and, more important, American ends. Following from this, the
United States should support only those regimes that embrace American
values, and it should oppose regimes that oppose those values.

The realist school argues that the United States is a nation like any
other, and that as such it must protect its national interests. These inter-
ests include the security of the United States, the pursuit of its economic
advantage, and support for regimes that are useful to those ends, regard-
less of those regimes’ moral character. Under this theory, American for-
eign policy should be no more and no less moral than the policy of any
other nation.

The idealists argue that to deny America’s uniquely moral imperative
not only betrays American ideals but betrays the entire vision of Ameri-
can history. The realists argue that we live in a dangerous world and that
by focusing on moral goals we will divert attention from pursuit of our
genuine interests, thereby endangering the very existence of the republic
that is the embodiment of American ideals. It is important to bear in
mind that idealism as a basis for American politics transcends ideologies.
The left-wing variant is built around human rights and the prevention of
war. The right-wing version is built around a neoconservative desire to
spread American values and democracies. What these two visions have in
common is the idea that American foreign policy should be primarily
focused on moral principles.

In my view, the debate between realism and idealism fundamentally
misstates the problem, and this misstatement will play a critical role in
the next decade. Either it will be resolved or the imbalance within U.S.
foreign policy will become ever more evident. The idealist argument
constantly founders on a prior debate between the right of national self-
determination and human rights. The American Revolution was built
on both principles, but now, more than two centuries later, what do you
do when a country such as Germany determines through constitutional
processes to abrogate human rights? Which takes precedence, the right

to national self-determination or human rights? What do you do with
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regimes that do not hold elections like those in the United States but
that clearly embody the will of the people based on long-standing cul-
tural practice? Saudi Arabia is a prime example. How can the United
States espouse multiculturalism and then demand that other people
select their leaders the way people do in lowa?

The realist position is equally contradictory. It assumes that the
national interest of a twenty-first-century empire is as obvious as that of
a small eighteenth-century republic clinging to the eastern seaboard of
North America. Small, weak nations have clear-cut definitions of the
national interest—which is primarily to survive with as much safety and
prosperity as possible. But for a country as safe and prosperous as the
United States—and with an unprecedented imperial reach—the defini-
tion of the national interest is much more complicated. The realist the-
ory assumes that there is less room for choice in the near term than there
is, and that the danger is always equally great. The concept of realism
cannot be argued with as an abstract proposition—who wants to be
unrealistic? Coming up with a precise definition of what reality consists
of is a much more complex matter. In the sixteenth century, Machiavelli
wrote, “The main foundations of every state, new states as well as
ancient or composite ones, are good laws and good arms. You cannot
have good laws without good arms, and where there are good arms, good
laws inevitably follow.” This is a better definition of realism than the
realists have given us.

I believe that the debate between realists and idealists is in fact a naive
reading of the world that has held too much sway in recent decades.
Ideals and reality are different sides of the same thing: power. Power as an
end in itself is a monstrosity that does not achieve anything lasting and
will inevitably deform the American regime. Ideals without power are
simply words—they can come alive only when reinforced by the capac-
ity to act. Reality is understanding how to wield power, but by itself it
doesn’t guide you toward the ends to which your power should be put.
Realism devoid of an understanding of the ends of power is frequently
another word for thugishness, which is ultimately unrealistic. Similarly,

idealism is frequently another word for self-righteousness, a disease that
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can be corrected only by a profound understanding of power in its com-
plete sense, while realism uncoupled from principle is frequently incom-
petence masquerading as tough-mindedness. Realism and idealism are
not alternatives but necessary complements. Neither can serve as a prin-
ciple for foreign policy by itself.

Idealism and realism resolve themselves into contests of power, and
contests of power turn into war. To turn once again to Machiavelli: “War
should be the only study of a prince. He should consider peace only as a
breathing-time, which gives him leisure to con~trive, and furnishes an
ability to execute, military plans.”

In the twentieth century, the United States was engaged in war 17
percent of the time—and these were not minor interventions but major
wars, involving hundreds of thousands of men. In the twenty-first cen-
tury, we have been engaged in war almost 100 percent of the time. The
founders made the president commander in chief for a reason: they had
read Machiavelli carefully and they knew that, as he wrote, “there is no
avoiding war; it can only be postponed to the advantage of others.”

The greatest virtue a president can have is to understand power. Pres-
idents are not philosophers, and the exercise of power is an applied, not
an abstract, art. Trying to be virtuous will bring not only the president to
grief but the country as well. During war, understanding power means
that crushing the enemy quickly and thoroughly is kinder than either
extending the war through scruples or losing the war through sentimen-
tality. This is why conventional virtue, the virtue of what we might call
the good person, is unacceptable in a president. Again as Machiavelli put
it, “The fact is that a man who wants to act virtuously in every way nec-
essarily comes to grief among so many who are not virtuous.”

Machiavelli introduces a new definition of virtue, which instead of
personal goodness consists of being cunning. For princes, virtue is the
ability to overcome fortune. The world is what it is, and as such, it is
unpredictable and fickle, and the prince must use his powers to over-
come the surprises the world will present. His task is to protect the
republic from a world full of people who are not virtuous in any conven-

tional sense.
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Presidents may run for office on ideological platforms and promised
policies, but their presidency is actually defined by the encounter
between fortune and virtue, between the improbable and the unex-
pected—the thing that neither their ideology nor their proposals pre-
pared them for—and their response. The president’s job is to anticipate
what will happen, minimize the unpredictability, then respond to the
unexpected with cunning and power.

From Machiavelli’s point of view, ideology is trivial and character is
everything. The president’s virtue, his insight, his quickness of mind, his
cunning, his ruthlessness, and his understanding of the consequences are
what matters. Ultimately, his legacy will be determined by his instincts,
which in turn reflect his character.

The great presidents never forget the principles of the republic and
seek to preserve and enhance them—in the long run—without under-
mining the needs of the moment. Bad presidents simply do what is expe-
dient, heedless of principles. But the worst presidents are those who
adhere to principles regardless of what the fortunes of the moment
demand.

The United States cannot make its way in the world by shunning
nations with different values and regimes that are brutal, all the while
carrying out exclusively noble actions. The pursuit of moral ends
requires a willingness to sup with the devil.

I began this chapter by speaking of the tension between the American
republic and empire in the decade ahead. Whatever moral scruples we
might have about being an empire, this is the role history has cast us in.
If the danger in becoming an empire is that we lose the republic, cer-
tainly the realist view of foreign policy would take us there, if not inten-
tionally, then simply through indifference to moral issues. At the same
time, idealists would bring down the republic by endangering the
nation, not through intent but through hostility or indifference to
power. Of course, the fall of the republic won't occur in the next decade.
But the decisions made during the next decade will profoundly affect the
long-term outcome.

Over the next decade, the president won’t have the luxury of ignoring
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either ideals or reality. Instead he must choose the uncomfortable syn-
thesis of the two that Machiavelli reccommended. The president must
focus not only on the accumulation and use of power but on its limits. A
good regime backed by power and leaders who understand the virtue
both of the regime and of power is what is required. This is not a neat
ideological package that explains and reduces everything to simplistic
formulas. Rather, it is an existential stance toward politics that affirms
moral truths in politics without becoming their simpleminded prisoner,
and that uses power without worshipping it.

In preventing the unintended empire from destroying the republic,
the critical factor will not be the balance of power among the branches of
government, but rather a president who is committed to that constitu-
tional balance, yet willing to wield power in his own right. In order to do
this, the president must grasp the insufficiency of both the idealist and
the realist positions. The idealists, whether of the neoconservative or the
liberal flavor, don’t understand that it is necessary to master the nature of
power in order to act according to moral principles. The realists don’t
understand the futility of power without a moral core.

Machiavelli writes that “the one who adapts his policy to the times
prospers, and likewise that the one whose policy clashes with the
demands of the times does not.” Morality in foreign policy might be
eternal, but it must also be applied to the times. Applying it to the next
decade will be particularly difficult, as the next decade poses the chal-
lenge of the unintended empire.



CHAPTER 3

THE FINANCIAL CRISIS
AND THE RESURGENT STATE

wo global events frame the next decade: President Bush’s response

to September 11 and the financial panic of 2008. Understanding

what happened and why in both cases amplifies our sense of what
it means to be an empire and what its price is, especially when we con-
sider how these interrelated events, which began as domestic American
concerns, came to engulf the entire world. Let’s begin with the financial
crisis.

Every business cycle ends in a crash, and one sector usually leads the
way. The Clinton boom ended in 2000, when the dot-coms crashed; the
Reagan boom of the 1980s ended in spectacular fashion with the collapse
of the savings-and-loans. From this perspective, there was nothing at all
extraordinary about what happened in 2008.

The reason for such booms and busts is fairly simple. As the economy
grows, it generates money, more than the economy can readily consume.
When there is a surplus of money chasing assets such as homes, stocks,

or bonds, prices rise and interest rates fall. Eventually prices reach irra-
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tional levels, and then they collapse. Money becomes scarce, and ineffi-
cient businesses are forced to shut down. Efficient businesses survive,
and the cycle starts again. This has been repeated over and over since
modern capitalism arose. ;

Sometimes the state interferes with this cycle by keeping money
cheap in order to avoid the crash and the recession that inevitably fol-
lows. Money is, after all, an artifice invented by the state. The Federal
Reserve Bank can print as much money as it wants, and it can purchase
government debt with it. That's what the Federal Reserve did in the
aftermath of September 11. The Bush administration didn’t want to raise
taxes to pay for the war on terror, and the Fed cooperated by financing
the war by, essentially, lending money to the government. The result was
that no one felt the war’s economic impact—at least, not right away.

Bush’s reasons were derived both from geopolitics and from partisan
domestic politics. He was at war with the jihadists, and he did not want
to raise taxes to pay for his military interventions. Instead, he wanted the
total revenue from taxes to rise by way of a stimulated economy. The the-
ory was that the combination of military spending, tax cuts, and low
interest rates would allow the economy to surge, increasing tax revenues
enough to pay for the war. If this supply-side gambit didn’t work, Bush
reasoned, he would still have the benefit of not undermining political
support through tax hikes before the 2004 elections. He also assumed
that he could deal with the economic imbalances after the election, as
the war wound down. His problem was that the war didn’t wind down,
and he grossly underestimated how long and intense it would become.
As a result, he and the Fed never got around to cooling off the economy,
and the war and this economic policy continue to define his presidency.

Another element that led to the collapse of 2008 was the cheap
money pouring into one particular segment of the economy, the residen-
tial housing market. In part this was an economic calculation. Housing
prices tend to rise over time, which gives real estate the appearance of a
conservative investment. Government programs also encouraged indi-

viduals to buy homes, and during this era that encouragement extended
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to a wider segment of the population than ever before. The perception of
safety, combined with government policy, brought extraordinary amounts
of money into the market, along with speculators and millions of low-
income buyers who in ordinary times never would have qualified for the
mortgages they took on.

The price of homes had risen for the past generation, but as this chart
above shows, that story of steady growth is a bit deceptive. If you adjust
home prices for inflation, they have fluctuated in a narrow band between
1970 and 2000. But mortgages don't rise with inflation. So if you bor-
rowed $20,000 to buy a $25,000 house in 1970, by 2000 that house
would be worth around $125,000 and you'd have paid off your mortgage.
But $125,000 was not much more than $25,000 in real terms. You felt
richer because the numbers were higher and because you had paid off

your debt, but the truth was that home ownership was not a great way to
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create actual gains. On the other hand, the record showed that you were
not likely to lose money either, and that gave lenders confidence. If
worse came to worst, they could always seize the house and sell it, thus
getting their money back.

With cheap money enabling more people to buy houses, demand
rose, which meant that housing prices took off like a rocket in 2001, then
accelerated further after 2004. Lenders kept looking for more and more
borrowers for their cheap money, which meant lending to people who
were less and less likely to repay these now “subprime” loans. The climax
came with the invention of the five-year variable-rate mortgage, which
enabled people to buy houses for monthly payments that were fre-
quently lower than rent on an apartment. These rates exploded after five
years, but if a buyer could not meet the new payments and lost the
house, at least he would have enjoyed some good years and was simply
back where he started. If housing prices stayed steady, he could refi-
nance, so all in all, he didn’t seem to be taking much of a risk.

Nor did the lenders appear to be risking much, especially given that
they made their money on closing costs and other transaction fees, then
sold the mortgages (and passed along the risk) to secondary investors in
what became known as bundles. In packaging these loans for the sec-
ondary market, lenders emphasized the lifetime income stream, which
made the subprime loans appear to be the perfect conservative invest-
ment.

Everyone was making money and no one could get hurt—it was the
oldest story in the book. And most people didn't care or didn’t want to
believe that the bubble could burst.

However, reality began to intrude. New homeowners who never
would have qualified for an ordinary loan in ordinary times began to
default, and as properties came on the market from forced sale or fore-
closure, prices that had been counted on to keep going up began to fall.
During the run-up, small investors had bought multiple houses, fixed
them up a bit, and resold them for a quick profit. But as boom turned to
bust and speculators were unable to “flip” the houses at profit, they

rushed to unload them at whatever price they could, which drove prices
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further down. By 2007, the mild decline that had begun in 2005 became
arout. In truth, all that happened was that prices returned to the highest
level within their prior historic range; the froth was disappearin'g, but the
basic value was still there. Nonetheless, many of the people who had put
money into these houses were devastated.

With the collapse of the housing market, the mortgages that had
been bundled and sold to investors no longer had a clear value. Because
these investors had believed that prices would never fall, they had never
looked at what was actually inside their bundles. The more aggressive
investors in bundled mortgages, investment banks such as Bear Stearns
and Lehman Brothers, had leveraged their positions many times over,
and by the time the loan payments were due, the value of the underlying
assets was so murky that no one would buy them, or even refinance the
loans. Unable to cover their bets, these big players went bankrupt. And
since many of the people who had bought these supposedly conservative
investments, including the commercial paper issued by the banks, were
in other countries, the entire global system went down.

The story of the collapse often focuses on the United States, but the
damage was truly worldwide. Residents of eastern Europe—Poland,
Hungary, Romania, and other countries—who in normal times had
never been able to afford a house had bought in. Austrian and Italian
banks in particular, backed with European and Arab money, had wanted
to provide mortgages, but interest rates in eastern Europe were high. So
the banks offered these new, eager, and unsophisticated buyers loans at
much lower rates, only denominated in euros, Swiss francs, and even yen.

The problem was that these homeowners weren't paid in these cur-
rencies but in zlotys or forints. A Polish homeowner essentially paid for
his mortgage by first buying yen, then paying the bank. The fewer yen a
zloty bought, the more zlotys the homeowner had to spend and the more
expensive his monthly payment became. If these zlotys rose against the
yen or the Swiss franc, there were no problems. But if the zlotys fell
against the yen or the Swiss franc, there were huge problems. Every
month, more and more eastern Europeans were buying Euros and other

currencies. As the financial crisis deepened, there was a flight to safety;
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and eastern European currencies plunged. Homeowners were squeezed
and broken.

Major expansions always end in financial irrationality, and this irra-
tionality was global. If the Americans went to the limit with subprime
mortgages, the Europeans went a step further by enticing homeowners
to gamble on global currency markets.

There is a constant refrain that we have not seen such a catastrophic
economic event since the Great Depression. That is triply untrue,
because similar collapses have happened three other times since World
War II. This is a crucial fact in understanding the next decade, because if
the financial crisis could be compared only to the Great Depression,
then my argument about American power might be difficult to make.
But if this kind of crisis has been relatively common since World War II,
then its significance declines, and it is more difficult to argue that the
2008 panic represents a huge blow to the United States.

The fact is that such events are common. In the 1970s, for instance,
there was a significant threat to the municipal bond market. Bonds
issued by states and local governments are especially attractive because
they are not subject to federal tax. Such bonds are also considered all but
risk-free, the assumption being that government entities will never
default on their debts so long as they have the power to tax. In the 1970s,
however, New York City couldn’t meet debt payments and couldn’t or
wouldn't raise taxes. If New York defaulted, the entire financing system
for state and local government would devolve into chaos, so the federal
government bailed out New York, making it clear that Washington was
prepared to guarantee the market.

During that same period there was a surge of investment in the Third
World, primarily to fund the development of natural resources such as
oil and metals. Mineral prices were rising along with everything else in
the 1970s, and investors assumed that because minerals are finite and
irreplaceable, the prices would never fall. Investors also assumed that
loans to the Third World governments that usually controlled these

resources were safe, given the perception that sovereign countries never

defaulted on debr.
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In the mid-1980s, the belief in rising prices and stable governments,
like most comfortable assumptions, turned out to be misguided. Min-
eral and energy prices plunged, and the extraction industries predicated
on high prices collapsed. The money invested—much of it injected as
loans—was lost. Third World countries, forced to choose between
defaulting and raising taxes (which would further impoverish their citi-
zens and trigger uprisings), opted to default, which threatened to swamp
the global financial system. This prompted a U.S.-led multinational
bailout of Third World debt. Under George Bush, Sr., Secretary of the
Treasury Nicholas Brady created a system of guarantees, issuing what
were called “Brady bonds” to create stability.

And then came the savings-and-loan crisis. Savings-and-loan institu-
tions, which had been created to take consumer deposits and generate
home loans—think Jimmy Stewart in /t5 2 Wonderful Life—were given
the right to invest in other assets, which led them into the commercial
real estate market. This appeared to be only a small step beyond their tra-
ditional residential market, and the expansion carried the same “conven-
tional wisdom” guarantee that prices would never fall. In a growing
economy, or so it was thought, the price of commercial real estate, from
office buildings to malls, could only go up.

Once again, the unimaginable happened. Commercial real estate
prices dropped, and many of the loans made by the S and Ls went into
default. The size of the problem was vast and cut two ways. First, indi-
vidual depositor money was at risk on a large scale. Second, the failure of
an entire segment of the financial industry, which had resold its com-
mercial mortgages into the broader market, was poised for catastrophe.

The federal government intervened by taking control of failed S and
Ls—meaning most S and Ls—and assuming their liabilities. Mortgages
in default were foreclosed, and the underlying property was taken over
by a newly created institution called the Resolution Trust Corporation.
Rather than try to sell all this real estate at once, thereby destroying the
market for the next decade, the RTC, backed by federal guarantees that
potentially could have risen to about $650 billion, took control of the

real estate of failed savings-and-loans.



48 THE NEXT DECADE

The crisis of 2008 was based on the same desire for low risk, and on
the same assumption that a certain class of assets was indeed low-risk
because its price couldnt fall. It was met with a similar federal govern-
ment intervention to bail out the system, and, just as before, everyone
thought it was the end of capitalism. What is important to note is the
consistent pattern, including the overstatement of the consequences. To
some extent, this is a psychological phenomenon. With pain comes
panic, and the management of panic is a question of leadership. Con-
sider how it was managed in the past. y

Both Franklin Roosevelt and Ronald Reagan came to power amid
economic crises. Roosevelt, of course, faced the Great Depression. Rea-
gan faced the stagflation that overtook the economy in the 1970s—high
unemployment combined with high inflation and high interest rates.
The economic problems both presidents encountered were part of global
economic dislocations, and both posed a profound crisis of confidence
in the United States. The crisis in the 1930s prompted Roosevelt’s famous
line, “We have nothing to fear but fear itself.”

Roosevelt and Reagan both understood the psychological element in
financial crises. The anticipation of economic hardship causes people to
rein in their buying in order to protect themselves. The more they cut
back, the worse the economic problems become. As an economic crisis
deepens, it calls into question the integrity and leadership of elites,
which can create political instability and destabilize society itself. That
social uncertainty can in turn make it impossible for a country to act
decisively in the world. Roosevelt faced the rise of fascism; Reagan came
to power facing what was generally believed to be the growing power of
the Soviet Union. Neither could afford the destabilizing consequences of
a severe economic crisis, yet neither knew with any certainty how to
solve the problem through economic policy. Both attacked the psychol-
ogy of the problem, trying to create the sense that, most of all, some-
thing was being done.

In retrospect, Roosevelt’s frantic one hundred days of legislation had
little effect on the Depression, which was ended by World War II rather

than by his economic policies. Reagan also promised actions, although
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in the end the solution rested not with the president but with the Federal
Reserve. Nonetheless, describing the times as being “Morning in Amer-
ica,” a phrase that was part of his 1984 campaign, Reagan, like Roosevelt
before him, tried to change the expectations of the public, stabilizing the
political situation and buying time for the economy to heal without
weakening the state.

Both Roosevelt and Reagan understood that the real threat of an eco-
nomic crisis would be its political impact, with the misery that piled up
wrecking the entire system. They understood that their job as leader was
not to solve the problem—the president really has little control over the
economy—but to convince the public not only that he has a plan but
that he is altogether confident of that plan’s success, and that only a cynic
or someone indifferent to the public’s well-being would dare to question
him on the details. This is not an easy thing to pull off; it takes a master
politician, which is to say a master of illusion. Roosevelt certainly saved
the country from serious instability and, in spite of the lack of recovery,
positioned it to fight World War II. Reagan saved the country from the
sense of malaise that the Carter administration was known for and set
the stage for the reversal of fortunes with the Soviets.

Roosevelt and Reagan did one other thing that was in their power to
deal with the crisis. They shifted the boundary between public and pri-
vate, state and the market. Roosevelt dramatically increased the power of
the federal government. Reagan decreased it. The problem they were
addressing wasn't the economic crisis itself, but a fundamental political
crisis. In the 1929 depression, the financial elite had lost the confidence
of the public. They appeared not so much corrupt as incompetent.
Under Hoover, they were permitted to play out their hand, but then the
situation got worse. Roosevelt intervened, shifting some of the power
that had been in the hands of the financial elite to the political elite. Had
he not done so, the sense that all the country’s elites had failed might
have prevailed, a sentiment that led to fascism in places such as Italy and
Germany.

The reverse happened under Reagan. In the 1980s, the political elite

was perceived to be behind the economic crisis, and the public blamed
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the structure of “big government” left behind by Roosevelt. Reagan
shifted the balance between the state and the market back the other way,
weakening the state to strengthen the market.

Part of rebuilding confidence has to do with understanding which
part of the elite—political, corporate, financial, media—is to be held
responsible for the crisis. By essentially putting one set of elites or
another into receivership, transferring their authority in many ways to
other elites, Reagan and Roosevelt gave the public the sense that the
president was acting decisively and taking power away from those who
had failed. This eased the sense that everyone was helpless, and indeed
cleared the way for at least some reforms that didn’t hurt, might have
helped, and certainly were needed symbolically. In the end, the crises
worked out both because of the underlying power of the United States
and because of the resilience of the modern state and corporation, which
cannot live apart, yet have trouble living together.

Neither Bush nor Obama was able to manage the national psyche as
Roosevelt and Reagan had. Bush lost control of the war and was blind-
sided by the financial crisis. He fell behind the curve after Iraq and never
caught up. Obama created expectations he could not fulfill, then failed
to create the illusion that he was fulfilling them. But of course Reagan
ran into similar problems at first. The issue that is unknown but that will
affect the next decade deeply is whether Obama can recover and lead.
Can he understand that when Roosevelt spoke about fearing fear, he
meant that the president’s job is to appear to be effective whether or not
he is? If Obama doesn’t learn that, the nation will survive. Presidents
come and go, but this is a fragile time, with the legitimacy of the presi-
dency and the country itself caught between the demands of republic
and empire.

When we talk about shifting the boundaries between corporate and
political elites and between the state and the market, this inevitably
raises ideological issues. For the left, strengthening the corporate elite
and the market threatens democracy and equality. For the right,
strengthening the political elite and the state threatens individual free-

dom and property rights. It is an interesting debate to watch, save that
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the problem is not moral or philosophical but simply practical. The great
distinction that prompts such heated ideological debate just isn't there.

The modern free market is an invention of the state, and its rules are
not naturally ordained but simply the outcome of political arrange-
ments. The reason I say this is that the practical foundation of the mod-
ern economy is the corporation, and the corporation is a contrivance
made possible by the modern state. The corporation is an extraordinary
invention. It creates an entity that the law says is liable for the debts of a
business. The individuals who own the business, whether a sole propri-
etorship or a huge publicly held entity, are not held liable for those debts
personally. Their exposure can be no greater than their initial invest-
ment. In this way, the law and the state shift the risk from the debtors to
the creditors. If the business fails, the creditors are left holding the bag.
Nothing like this existed before the birth of “chartered companies” in the
seventeenth century. Before that time, if you owned a business, you were
liable for all of it. Without this innovation, there would be no stock mar-
ket as we know it, no investment in start-ups, little entrepreneurship.

But this apportionment of risk is a political decision. There is noth-
ing natural in the idea that the boundaries of individual risk are drawn
where they are. Indeed, over time, these boundaries shift. The corpora-
tion exists only because the law created it. The political decision to create
corporations also means that corporate law, not the law of nature, defines
the precise boundaries of risk and liability. There may theoretically be
some sort of natural market; but a market dominated by limited liability
corporations, from the Fortune 500 to the local plumber, is inherently
political.

Since 1933 and the New Deal, the issue of corporate risk has been
bound up with the issue of social stability. The structure of risk has been
built around the social requirements. During the Roosevelt administra-
tion, the boundaries of state control expanded. Under Reagan, they con-
tracted.

What the 2008 crisis did around the world was redefine the bound-
aries between corporations and the state, increasing state power and the

power of politicians, reducing market autonomy and the power of the
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financial elite. This had minimal impact on China and Russia, where
the system was already tilted toward the state. It had some effect on
Europe, where state power has always been greater than in the United
States. It had substantial effect on the United States, where the market
and the financial elite had dominated since Reagan. It also kicked off a
political brawl between left and right over whether this shift was justi-
fied. In the United States in particular, the boundaries are always shifting
and the argument is always couched in moral terms. In spite of varia-
tions, the strengthening of the state will be one of the defining charac-
teristics of the next decade globally.

Along with helping define the boundary between state and corporate
control, presidents and other politicians manage the appearance of
things, largely by manipulating fear and hope. What made Roosevelt
and Reagan great was not only that they readjusted the boundary of state
and market to suit the needs of their historic era, but that they created
the atmosphere in which this appeared to be not just a technical opera-
tion but a moral necessity. Whether they believed this or not is less
important than the fact that they caused others to believe, and through
that belief enabled the technical realignment to take place.

The most significant effect of the crisis of 2008 on the next decade
will be geopolitical and political, not economic. The financial crisis of
2008 drove home the importance of national sovereignty. A country that
did not control its own financial system or currency was deeply vulnera-
ble to the actions of other countries. This awareness made entities such
as the European Union no longer seem as benign as they had been. In
the next decade, the trend will turn away from limiting economic sover-
eignty and toward increasing economic nationalism.

A similar effect will take place on the political level. An enormous
struggle that we can see in China, Russia, Europe, the United States, and
elsewhere has broken out between economic and political elites. Because
the failure of the market and the financial elite cost the latter credibility,
the first round clearly went to the state and political elites. In some coun-
tries, this shift is going to last for a long while. In the United States, the

truce that has existed since the Reagan years has broken down and the




THE FINANCIAL CRISIS AND THE RESURGENT STATE 53

battle will continue to rage. Rage is the proper word, since that has been
the tone of the debate. But American politics have always been operatic,
with visions of doom a constant undertone. Still, the world finds politi-
cal uncertainty on such fundamental issues in the United States more
than a little unsettling.

Oddly enough, it is on the economic level that the pain of 2008 will
have the least enduring effects. It is absurd to compare this downturn to
the Great Depression. The GDP fell by almost so percent during the
Depression. Between 2007 and 2009, the GDP fell by only 4.1 percent.
This is not even the worst recession since World War II. That honor goes
to the recessions of the 1970s and early 1980s, when we saw the triple hit:
unemployment and inflation over 10 percent and interest rates on mort-
gages over 20 percent.

While the current economic crisis is nothing like that, it is still pain-
ful, and Americans have a low tolerance for economic pain. There are
even bigger issues on the horizon, beyond this decade, when demo-
graphics shift, labor becomes scarce, and the immigration issue will
become the dominant matter facing the United States. But that is still a
ways off, and it will not be affecting the coming decade. This decade will
not be an exuberant one, and it will strain both individual lives and the
political system. But it will not change the fundamental world order
much, and the United States will remain the dominant power. Ironically,
one measure of U.S. dominance is how much a miscalculation by the
American financial elite can impact the world, and how much pain

American mistakes can inflict on everyone else.



CHAPTER 4

FINDING THE BALANCE OF POWER

he attack by al Qaeda on September 11 forced the United States
T into a response that escalated into a two-theater war, lesser com-

bat in a host of other countries, and the threat of war with Iran. It
defined the past decade, and managing it will be the focus of at least the
first part of the decade to come.

The United States obviously wants to destroy al Qaeda and other
jihadist groups in order to protect the homeland from attack. At the
same time, the other major American interest in this context is the pro-
tection of the Arabian Peninsula and its oil—oil that the United States
does not want to see in the hands of a single regional power. For as long
as the United States has had influence in the region, it has preferred to
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