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Introduction

The intensifying rivalry between Russia and the West has prompted anticipation of a new
Cold War. While a resurgent Russia warrants legitimate fear in the West, it should be
recognised that Moscow presents entirely new challenges. Employing Cold War terminology
can be tempting to shape opinions by invoking connotations of a familiar past and present
imagery reflecting a simple normative binary division between two centres of power. Yet, the
narrative of Russia attempting to restore the Soviet Union by military force is dangerous self-
deception that that dilutes the aptitude of the West to recognise the fundamental
transformation the international system has undergone. Russia has utilised military power
primarily to preserve status quo: to defeat Chechen separatists threatening Russia’s territorial
integrity and to maintain the strategic position it already held in South Ossetia,
Crimea/Ukraine and Syria. Moscow’s revisionist ambition to shift the international
distribution of power is principally to be achieved by economic statecraft, which for a long

time has believed to be a prerogative of the West.

Russian foreign policy is routinely analysed through the prism of political-military
competition, irrespective of evidence that Moscow is rapidly replacing traditional geopolitics
with geoeconomics. Moscow progressively reveals that influence over strategic markets,
transportation corridors, economic blocs, financial institutions and trade/reserve currencies is
considered to be more important to restore its great power position. The distinction between
Russian geopolitics and geoeconomics is however often obscured since Russia’s economic
statecraft principally relies on controlling energy and transportation infrastructure, which
denotes that control over territory remains essential to establish a privileged or even

monopolistic position in international markets.

Russia’s geoeconomic strategy for a ‘Greater Eurasia’ aims to utilise economic
connectivity to remove Russia from the periphery of Europe and Asia, and reposition it at the
heart of an integrated Eurasia. Geoeconomic theory supposes that integration with the vast
Eurasian continent will enhance Moscow’s bargaining power by elevating the reliance on
Russia as an energy and transportation hub, while connecting with the rising markets in Asia

enables Russia to diversify away from excessive dependence on any one state or region.



Despite being endowed with a territory that extends across the Eurasian landmass, Russia has
imprudently relegated itself to the margins of Europe by rigorously pursuing a Western-
centric foreign policy for more than two decades following the collapse of the Soviet Union.
The principal achievement of the Putin administration was to embrace economic statecraft to
enhance its bargaining power in Europe. Yet, the continued ‘leaning-to-one-side’ policy
exacerbated unfavourable asymmetrical relations with the West. Recent developments
indicate that Russia has learned from this mistake and increasingly acts on the belief it is

necessary to pivot towards the East in order to enhance bargaining power with the West.

Russia’s strategy for a ‘Greater Eurasia’ follows the abandonment of its previous
strategy for a ‘Greater Europe’, which aimed to use established economic ties with the West
to terminate its exclusion from the main institutions representing Europe. While Russia is
said to pursue a ‘natural Westerncentrism’ (Lo 2012), the aspirations and preference for a
Greater Europe was always contingent on eventually reaching a mutually acceptable post-
Cold political settlement that would adequately accommodate Russia on the continent.
Following its failed efforts in the 1990s to develop the inclusive Organisation for Security
and Cooperation in Europe (OSCE) as the main engine for European integration, Moscow
proposed in 2008 a new pan-European security architecture and in in 2011 the formation of
an EU-Russian Union that would include free trade and free movement of people from

Lisbon to Vladivostok.

Russia recognises that its bargaining power in the West was curtailed by its excessive
Western-centric foreign policy. Subsequently, in recent years the rhetoric has shifted towards
perennial words such as ‘diversification’, ‘mutlipolarity’, ‘multialignment’ and ‘multi-vector’
foreign policy. Attention is devoted towards more distant horizons in the East due to the rise
of Asia and concurrent lack of progress in constructing a Greater Europe. The global
financial crisis unfolding in 2007-2008 made the shift of economic power from the West to
the East more apparent. The entrenched problems of unsustainable debt and structural
weaknesses within the US and the EU were juxtaposed with the resilience and rapid recovery
in Asia. After several years of progressively improving economic ties with Asia, Russia’s
‘pivot to Asia’ was announced when Vladivostok hosted the Summit of the Asian Pacific
Economic Community (APEC) in 2012. Albeit, the pivot remained irresolute and a
momentum did not materialise within the political and business community since the Russian
economy remained deeply embedded in Western markets (Lukin 2015). The willingness to

commence with substantive and painful reforms to decouple from the West was absent.
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Relations with China and Iran largely remained instrumental to enhance Russia’s market
value in the West, resulting in hesitations and delays of common projects requiring long-term
commitments. However, the conflict over Ukraine and the ensuing mutual sanctions between
the West and Russia became a seminal moment. The sense of betrayal in Moscow culminated
in a broad consensus that the project for a Greater Europe had failed, while sanctions exposed
the vulnerabilities of excessive economic dependence on the West. Subsequently, the crisis
generated a momentum in Russia to replace the strategy for a ‘Greater Europe’ with a

‘Greater Eurasia’.

The Geoeconomics of Greater Eurasia

Geoeconomics is defined here as the economics of geopolitics. In a globalised world with
growing economic interdependence and more destructive weapons, power derives
increasingly from the control over strategic markets, transportation corridors and financial
institutions rather than territory. Building on the work of Albert Hirschman (1945), it will be
theorised that states obtain power by developing economic partnership with asymmetrical
interdependence to maximise both autonomy and influence. The geoeconomic equivalent of
balance of power logic is therefore conceptualised as a ‘balance of dependence’. Favourable
symmetry is obtained by creating a privileged or even monopolistic position for one’s own
corporations to maintain the dependence of others, while diversifying away from excessive
reliance on others and denying them similar advantages. The economic leverage is
subsequently converted into political capital by extracting political concessions from
dependent states. It will be argued here that economic connectivity has become the main

approach to acquire geoeconomic power on the world’s largest continent.

The phenomenon of Eurasian integration is defined here as the continent's increasing
economic connectivity with new physical infrastructure and mechanisms for cooperation.
Infrastructure entails transportation (rail, road and sea ports) and energy infrastructure
(oil, gas and plutonium reserves, pipelines, electricity grids and LNG infrastructure), while
mechanisms for cooperation include institutions, trade agreements, trade currencies, and
shared identities. As the largest continent in the world in terms of landmass, population,
natural resources and Gross Domestic Product (GDP), the conspicuous contradiction of

Eurasia is the extreme disconnection between the states and regions.



Russia’s strategy for Eurasian integration can be defined as asserting the main role as
the successor of the Mongol Empire by restoring the ancient Silk Road. The Silk Road
connected the major Eurasian powers with a myriad of land corridors for centuries before it
gradually disrupted following the collapse of the Mongol Empire. The disconnection of land-
corridors in Eurasia ushered in the rise of European maritime powers from the early 1500s,
which would yield military advantage and control international markets and trade routes for
the next 500 years. Russia’s eastward territorial expansion in the mid- to late 1800s and
introduction of the railway evoked fears, especially in the UK, that Moscow would become
the successor of the Mongols land-empire and dominate the Eurasian continent. Economic
statecraft was virtually absent under the communist policies of the Soviet authorities, and the
Cold War militarised and exacerbated divisions in Eurasia. The post-Cold War era has
however presented entirely new opportunities. While hegemony is not a feasible option for
Russia, economic connectivity in Eurasia can produce a collective hegemony to displace the
dominance of Western maritime powers. With the global diffusion of power and rise of Asia,
most of the major economies across the world’s largest continent have launched various

initiatives promoting integration of Eurasia.

Eurasian integration denotes efforts to make globalisation less Western-centric as
opposed to rejecting global economic integration. US global primacy and dominance in
Eurasia has largely rested on its geoeconomic power. Washington embraces a periphery-led
geoeconomic architecture in Eurasia maintained primarily with partnerships or nodes in
Europe and Japan (Katzenstein 2005). The US-sponsored physical infrastructure and
mechanisms for cooperation in Eurasia have the main objective of circumventing and
marginalising rival powers in the Eurasian heartland, principally China and Russia. The
Bretton Woods architecture and America’s dominant naval power to control the world’s main
maritime trade corridors along the Eurasian periphery are however in relative decline.
America’s history of skilful economic statecraft has gradually been replaced with more
traditional and expensive geopolitics. The economic foundations for America’s pre-eminence
is rapidly declining due to shrinking manufacturing power, growing social inequality, rising
national debt and loss of power over the levers of global economic governance. Moscow
increasingly subscribes to the premise of America’s inevitable decline and aims to leverage

from the subsequent demise of the US-led international order (Sakwa 2016a).

Russia endeavours to influence the transition away from US global primacy by

developing collective administration by major Eurasian land powers. While far from being
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the leading economic power, Russia constitutes a unique contributor to Eurasian integration
due to its vast geographic expanse that can be utilised as a land-bridge between Europe and
Asia. Furthermore, Russia controls much of the world’s natural energy resources and
leverage from Soviet-era pipeline infrastructure in Central Asia and other former republics.
The rise of intra-Eurasian trade and changing ‘geography of trade’ produces incentives for
connecting the vast continent with new physical infrastructure, trade agreements, financial
institutions and reserve currencies. The phenomenon of power shifting from the West to the
East will transpire irrespective of Russian support. China’s new Silk Road project has
emerged as the most dominant rival to the US-peripheral model, which has launched several
large infrastructure projects, investment banks and other China-centric connectivity initiatives
across Eurasia. Eurasian integration projects have also been announced and pursued in the
last few years by actors as diverse as the EU, India, Iran, South Korea and Kazakhstan.
Russia’s strategy is to influence and shape favourable formats for an increasingly integrated
Eurasia by promoting particular connectivity initiatives. Russia’s first rational objective for a
Greater Eurasia would be to manage the continent from the heartland by enhancing collective
autonomy and influence, and thus evict US hegemony directed from the periphery. The
second objective should be to ensure the sustainability of an integrated Eurasia by
establishing a balance of power or ‘balance of dependence’ to prevent the continent from

being dominated by one power, with China being the most plausible candidate.

Russia’s physical infrastructure projects include but are not limited to upgrades of the
Trans-Siberian railway and the Baikal-Amur railway; construction of grand pipeline projects
and LNG facilities; development of the Northern Sea Route along the Arctic; construction of
a high-speed rail between Moscow and Beijing; the development of Russian ports and
accompanying cargo infrastructure in the Russian Far East and European Russia; and various
bridges and crossings along its borders. A broader definition of connectivity is emerging to
enhance and diversify mechanisms for cooperation, which includes free trade agreements,
new investment banks, different trade/reserve currencies and the construction of shared
identities. Furthermore, economic cooperation is facilitated by developing new institutional
frameworks such as the Eurasian Economic Union (EEU), the Shanghai Cooperation
Organisation (SCO) and the Brazil-Russia-India-China-South Africa (BRICS) arrangement.
Painful compromises with China are indicative of Russia’s determination to develop a
strategic partnership that can lay the foundation for an alternative economic system and

value-chains. Russia-China agreements have progressed with the historic $400 billion



agreement signed in May 2014 to develop a pipeline infrastructure and supply China with gas
for the next 30 years, followed in May 2015 with the agreement to harmonise the interests of
the EEU, SCO and BRICS as part of ‘integration of integrations’. China and Russia develop
common financial institutions and lead wider efforts to reduce reliance on the US dollar.
Large agreements made over the last years suggest that Russia aims to diversify its economic
partnership by connecting to South Korea, Japan, India, Iran, Vietnam and other actors in

Furasia.

Research design

The puzzle to be explored in this book is Russia’s strategy to enhance its bargaining power
with the West by pivoting to the East. There is no incongruity with this approach since realist
theory recognises that a balance of power is a prerequisite for sustainable and mutually
beneficial collaboration. Enhanced multilateral cooperation with the West requires more
leverage to balance Western unilateralism. Russia promotes particular integration projects
and considers certain connectivity initiatives to be complementary, while other integration
schemes are opposed to the extent they do not incorporate Russia’s strategic interests. Russia
is fiercely opposed to so-called ‘exclusive’ European institutions such as NATO and the EU
as they are perceived to maintain the Cold War division and marginalise Russia on the
continent. Conversely, institutions and integration schemes can rarely be labelled to be
simply ‘inclusive’ or ‘exclusive’ as there are both NATO-Russia and EU-Russia cooperation
initiatives. However, the collective bargaining power of the 28+1 format of these two
initiatives institutionalise an asymmetrical partnership to camouflage unilateralism as
bilateralism. To Moscow’s disdain, these institutions can suspend ‘cooperation’ if Moscow
does not comply with the decisions of its more powerful partners. The preferences of
economic connectivity projects in FEurasia resemble a similar state-centric realist

understanding of integration and regionalism as states pursue relative gain.

The research question to be answered is: fo what extent is Russia’s geoeconomic
strategy for a Greater Eurasia ‘rational’ by acting in accordance with the ‘balance of
dependence’ logic? Russia’s strategy for a Eurasian integration is surveyed by its ability to
recognise and pursue its interests in accordance with geoeconomic theory. A strategy is
conceptually different from a policy as the former implies that the international environment

and plausible actions of other must be incorporated as a consideration. Consistent with realist
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assumptions, it is assumed that the international distribution of power creates systemic
pressures and incentives for states to adopt geoeconomic strategies, while the failure to
respond accordingly is punished. It is advocated in this book that states act rationally by
adopting economic statecraft to augment their power and security. ‘Advocating’ that Russia
should act in accordance with the geoeconomic understanding of a balance of power logic is
not a statement of support for Russia in its disputes with other powers. Instead, it suggests

what would be the ‘correct’ strategy for Russia to maximise its own security.

Chapter 1 theorises the rationality of an ideal geoeconomic strategy for Eurasian
integration, which sets a benchmark for later comparing Russia’s decision-making. States
compete for relative power by skewing the symmetry in economic interdependent
relationships. Cooperation is sustainable when there is an equilibrium since it prevents
economic power from being utilised to extract undue political concessions. The assumption
of states as inherently rational actors is repudiated because of the complexity of economic
statecraft, which is challenged by ideological ‘market fundamentalism’ or neoliberalism. The
theoretical assumptions outlined in this chapter establish the groundwork for reconfiguring
Mackinder’s ‘heartland theory’ as a geoeconomic theory. The deficit of connectivity across
the Eurasian landmass made the vast continent susceptible to be ruled from the periphery by
maritime powers. Growing Eurasian connectivity can bring Mackinder’s prediction to
fruition of a diametrical shift in global power as Eurasian land powers obtain competitive

advantage vis-a-vis maritime powers.

Chapter 2 explores the geoeconomic decline of the US as an indicator of the
increasingly favourable environment for rival formats for collaboration in Eurasia. The US
has historically pursued the geoeconomic strategy of a maritime state conserving the balance
of power in Eurasia from the periphery. The development of a large and expensive standing
army deployed in Eurasia has incrementally eroded US economic status and encouraged
collective balancing among Eurasia’s land powers. The US has since the days of Alfred
Thayer Mahan exercised economic statecraft remarkably by controlling strategic markets and
trade corridors in the Americas and the Pacific. The geoeconomic pre-eminence expanded to
a global scale following the Second World War due to its share of global GDP, creditor
status, specialised high-wage industries, prominent role in international financial institutions
and printing the world’s sole reserve currency. However, the Second World War also
severely skewed the balance of power in Eurasia, creating systemic pressures for the US to

become the principal balancer. The rivalry with the Soviet Union, a country largely detached
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from international markets and thus resistant to US economic statecraft, required expensive
militarised geopolitics that has incrementally diminished the foundations for US
geoeconomic power. Instead of reforming and reversing the regression from geoeconomics to
militarised geopolitics after the Cold War, the US maintained its reliance on a superior
military to sustain the unipolar moment. The conversion of a US balancing strategy to a
hegemonic strategy has pushed major Eurasian powers together, a development that US
grand strategy has historically aimed to hinder. Concurrently, rising debt, loss of
manufacturing and growing social inequality undermines the Bretton Wood institutions and
US ability to control transportation corridors. There are prospects for a geoeconomic revival
with the Trans-Pacific Partnership (TPP) and Transatlantic Trade and Investment Partnership
(TTIP), and the ‘shale revolution’ making the US an energy exporter. However, integration
among rising Eurasian land powers presents the US with a dilemma: it can either
accommodate some of Eurasia’s major powers to influence the new international economic
order, or alternatively hold on to the levers of power and encourage the development of new

value-chains, transportation routes and financial institutions in opposition to the US.

Chapter 3 surveys the rise of Russian geoeconomics within the context of the former
objective of establishing a ‘Greater Europe’. Moscow’s initial embrace of economic
statecraft, often deplored in the West as ‘state-managed capitalism’, focused predominantly
on utilising energy resources to create greater symmetry in relations with Europe. Russia
skewed symmetry in its favour by increasing EU dependence on Russia by asserting control
over energy supplies, transit and downstream assets, while sabotaging alternatives that would
enable the EU to diversify away from excessive reliance on Russia. Yet, guided by the
political objective of establishing a ‘Common European Home’, Russia has endowed its
Western partners with a privileged role in its energy and economic projects. Efforts to revive
Russia’s great power status progressed, albeit the ‘leaning-to-one-side’ policy subdued the
West’s incentives to accommodate Russia within a more favourable format of ‘Europe’. The
EU’s reliance on Russia as a supplier has been balanced by Russia’s dependence on the EU
as its export market. As long as the West remained Russia’s only choice, the EU and NATO
has remained emboldened to unilaterally engage the ‘shared neighbourhood’ and impose

economic sanction when conflicts subsequently arose.

Chapter 4 then moves to consider the emerging geoeconomics of Russia as a
Eurasian state. Russia is rapidly diversifying its economic partners and adopting a ‘swing

strategy’ to compel partners to engage Russia with carrots rather than sticks as the latter
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would result in pushing Russia towards a competing centre of power. The balance of power
logic in Asia is diametrically opposite to that in Europe, as states are eager to accommodate
Russia since Moscow’s excessive dependence on Beijing will further augment the power of
China as the prospective regional hegemon. Developing the Russian Far East and dual
connectivity with East Asia and European Russia is imperative to establish a gravitation pull
towards the Eurasian heartland that removes Russia from the periphery of Asia and Europe.
Energy and transportation infrastructure is undergoing substantive development to connect
the Pacific coast with European Russia. The EEU is a pivotal mechanism for cooperation in
Eurasia by enhancing collective bargaining power with China and the EU, while the SCO and

BRICS are more suitable for engagement with the broader Eurasia.

Chapter 5 takes up the specific case of China as the principal architect of Eurasian
connectivity. China is an indispensable partner for Russia due to its economic power and
preparedness to contest US global primacy. Yet, China also present challenges due to
competing formats for Eurasian integration. Under the dogma of a ‘peaceful rise’, China
initially sought to avoid attracting international attention as it pursued an export-driven
development model to rapidly industrialise and accrue US treasuries. This development
model is no longer sustainable as it perpetuates the devaluation of the Yuan, supress
domestic consumption, and creates unacceptable vulnerabilities as its extensive foreign
currency reserves are challenged by the fiscal imprudence of the US. Concurrently, China is
now in a position to challenge the geoeconomic foundations of US primacy. The new strategy
entails exerting control over energy resources across the world, develop alternative
transportation corridors and energy infrastructure with the One Road One Belt initiative to
connect the world to China. These development initiatives are funded with new China-centric

financial institutions that internationalise the yuan as a new global reserve currency.

Chapter 6 surveys the incipient strategic partnership between Russia and China. The
dyad will make up the core of any influential Eurasian constellation as it includes the world’s
largest energy consumer and the largest energy producer, the principal trading nation and a
continental land-bridge, in addition to being the two main independent centres of power
willing and capable of contesting US dominance. Yet, the growing influence of China in
Central Asia and the Russian Far East has invigorated concerns in Moscow. Concurrently,
Beijing is anxious that Russia may demote the partnership to a mere bargaining chip with the
West in a future re-set and possible return to a Western-centric foreign policy. While both

states compete for a favourable balance of dependence, each side provides indispensable
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benefits for the others’ vision of a Eurasian arrangement and thus it is required to adequately
accommodate the other. Russia and China have gradually moved towards a compromise,
which accelerated considerably as a result of the Ukrainian crisis. Russia requires Chinese
support for the EEU and obtains financing for the development of the Russian Far East.
Easing access the EEU market and developing one custom zone between Chinese borders and
the EU has been vital to obtain Beijing’s support for an institution that creates Russian
privilege and establishes collective bargaining power to China’s detriment. The $400 billion
gas pipeline deal announced in May 2014 and the agreement the following year to harmonise
the EEU and Silk Road under an expanded SCO demonstrates Russia’s preparedness to make
long-term commitment. Furthermore, it appears that Russia may tacitly accept Chinese
economic leadership as an inescapable reality, but opposes Chinese dominance by

diversifying partnerships.

Chapter 7 assesses Russia’s efforts to develop ‘strategic diversity’ in Northeast Asia
to elude excessive reliance on China. Economic connectivity in Northeast Asia is imperative
due to the potential investments and technology transfers from Japan and South Korea. The
proximity further elevates Russia’s bargaining power with these two energy-hungry states
that can also benefit greatly from the Russian transportation corridor developing on the
Pacific coast. Furthermore, the animosity towards Russia in Europe is largely absent in
Northeast Asia due to different power dynamics and history. Russia’s ‘swing state’ strategy
encourages Japan to engage Russia to ensure that Moscow maintains a neutral position in
Tokyo’s skirmishes with Beijing. Russia’s ‘pivot to Asia’ entails a greater presence on the
Pacific coast and the economic development of the Southern Kuril Islands, which enhances
the pressure on Japan to seek a political settlement before Russia further cements its
ownership over the disputed archipelago. South Korea’s ‘Eurasia Initiative’ largely mirrors
Russia’s ambitions for Eurasian integration by linking trust building on the Korean peninsula
to Northeast Asian cooperation and Eurasian connectivity. Linking the South Korean
economy with Russia will largely be contingent on Moscow’s ability to enhance its

bargaining power in North Korea through economic means.

Chapter 8 then explores the pending ‘strategic diversity’ in Southern Eurasia. A
North-South component of Russia’s Eurasian integration initiative is intended to create more
favourable symmetry in the West-East and Northeast Asia balancing. The region is mostly
apprehensive about the predominant US and/or Chinese influence, which enables Russia to

act as a third-party balancer. Russia’s presence in Southern Eurasia has historically been
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modest due to the geographical remoteness, yet the physical distance also implies less
historical baggage and fears of an overwhelming, intrusive and subjugating Russian
influence. The North-South transportation corridor is a central connectivity project to link
Russia with Iran and India, the two most important states in Southern Eurasia. India is a
tested but underutilised partnership, while the increasingly important and improving
partnership with Iran is still troubled with distrust. Russia also aims to grow its presence in
Southeast Asia by utilising Vietnam as a gateway to the region, which would be instrumental
to develop Russia as a major power in the Pacific Ocean. The revival of Russia’s position in
the Black Sea following the annexation/reunification with Crimea can revive its historical
economic and military connectivity in Southwest Eurasia (Middle East and North Africa).
Due to the volatility in the region and Western interventionism, Russia is more reliant on a
military component to strengthen its economic partnerships and encourage gravitation

towards the Eurasian heartland.

Chapter 9 addresses Russia’s engagement with Europe as Western Eurasia within the
context of establishing a Greater Eurasia. The EU’s impressive economic statecraft has
largely rested on the bargaining power for access to its enormous Single Market. Brussels is a
‘regulatory power’ that converts its vast economic power into political influence by
establishing conditionality for privileged trade agreements. The balance of power within the
EU has however eroded since Germany’s neo-mercantilist development strategy weakens the
Mediterranean member states embracing a debt-and-consumption economic model. Federalist
integration initiatives have further undermined the economic functionalism of the EU, most
evident by using the Euro to impose a political union through the back door and enlargements
that brought together economies that were too different. The EU has been unable to provide
benefits to Russia as a non-member to obtain Moscow’s support for an institution that
leverages from collective bargaining power to impose an untenable ‘Wider Europe’ initiative
and incorporates voices of fiercely anti-Russian government in Central and Eastern Europe.
A rational Russia therefore should and does employ a wedge tactic by engaging individual
member states with favourable arrangements at the peril of the union’s internal cohesion.
Eurasian connectivity further augments Moscow’s bargaining power. Political priorities of
member states are shifting as relative intra-EU trade declines and economic interests shifting
towards the east. Russia’s bargaining power ascends as Russian and Chinese economic
influence further fragments the EU’s collective interests. Russia’s proposal to establish an

EU-EEU format presents Brussels with a dilemma: while the initiative would facilitate a
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grander role for Russia in Europe and the post-Soviet space, it would also make the

sustainability of EU a priority for Moscow and reduce the incentives for wedge tactics.

It will be concluded in this book that Russia is acting rationally in accordance with
the balance of dependence logic, albeit scepticism is warranted concerning the ability to
implement decisions. There are both domestic and international obstacles for Russia to
recognise and respond the systemic pressures with economic statecraft. Internally, the
adverse effects of hubris and the risks of militarising competition could divert Russia away
from a sound geoeconomic strategy. Washington and other external actors can be expected to
employ their own wedge tactics by accommodating one or several of the Eurasian powers to

undermine the collective balancing of the US.

Failing to recognise the geoeconomic underpinnings of Russia’s strategy for a Greater
Eurasia will preclude the West from responding coherently. It is said that strategists tend to
make the mistake of fighting past wars and thus not incorporate new realities. Revamping
Cold War imagery of a belligerent Russia is advantageous to the extent it mobilises resources
towards a purposeful goal. However, it can also delude decision-makers and impede rational
behaviour. Depicting Russia’s strategy as an effort to re-establish the Soviet Empire by force
lends credence to preposterous expectations of a pending invasion. The analogies to the past
are evidently not clearly conceptualised since Russia does not have the intention or capacity
to establish hegemony in Eurasia, there is no communist ideology to lend support to such an
undertaking and the emerging levers of power are primary geoeconomic in nature. Russia’s
strategy for a Greater Eurasia presents a significant challenge to the West’s bargaining power
as Moscow is immunising itself from economic coercion and obtaining more instruments to
respond with a wedge strategy. Yet, Russia’s pivot to the east implies that it requires external
support for the EEU. The West can thus revive its bargaining power by accommodating
Russian interests to reduce the zero-sum format and make Russia a stakeholder in preserving
status quo. The reversal to the former Western-centric Greater Europe model is however

improbable as Russia is determined to remodel Europe as the Western Eurasia.
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1. Theorising Geoeconomic Strategy for Eurasian Integration

Introduction

Eurasian integration can alter the balance of power and challenge the foundations for US
global primacy. The world’s largest continent in terms of landmass, natural resources and
population has historically been divided by the lack of peace, shared physical infrastructure
and mechanisms for cooperation. Scarce economic connectivity among land powers has
endowed maritime powers with competitive advantage to dominate the main transportation
corridors to move troops and facilitate trade. In the language of Mackinder (1904) and
Spykman (1942), the divisions on the ‘Eurasian heartland’ have predisposed the continent to
be balanced or even controlled from the periphery or ‘rimland’. Connecting the Eurasian
landmass with infrastructure and instruments for cooperation should be regarded as a decisive

effort to empower the Eurasian heartland at the expense of maritime states.

The purpose of this chapter is to outline the theory for an ideal and rational Russian
geoeconomic strategy for Eurasian integration. It will be argued that rational states
increasingly rely on economic statecraft, especially economic connectivity, to augment their
bargaining power vis-a-vis other states. Eurasian integration is defined here as economic
connectivity between the major Eurasian actors to enhance their collective autonomy and
influence. Strategy is conceptually different from policy as the former include the anticipated
behaviour of allies and adversaries to avoid unexpected or undesired responses. Strategies are
usually explored to understand how rational actors should ‘correctly’ conduct themselves in
the competition with other actors and ‘give us a benchmark for the study of actual behaviour’
(Schelling 1980: 1). States seek to enhance their bargaining power, the ability to influence the
decisions of the counterpart by developing the incentives and deterrents for specific

behaviour.

The theory of geoeconomic statecraft will first be outlined. Growing economic
interdependence and increasingly destructive military power has led to economic power
displacing military means in the global rivalry for power. States enhance relative power by

developing favourable symmetry in economic interdependent relationships to extract political
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power. Building on Albert Hirschman’s (1945) theory on the asymmetry within
interdependent relationships, it will be argued that the realist balance of power logic is
reproduced by the ‘balance of dependence’ as the geoeconomic equivalent. Mutual
dependence incentivises states to skew the symmetry of dependence as opposed to ‘defeating’

an adversary in a purely zero-sum rivalry.

Second, repudiating the assumption of rationality is imperative due to the complexity
of geoeconomic statecraft. Rationality is defined in terms of decision-makers embracing the
geoeconomic balance of power logic to maximise security. This entails abandoning
inexpedient ideological commitment to laissez faire capitalism that has endowed maritime
powers with competitive advantage. Third, modern geoeconomics infers that regionalism is
instrumental to develop collective bargaining power. Integration schemes are primarily
motivated by developing favourable symmetry in relations with competing powers.
Economic connectivity aims to influence the behaviour of others by accommodating mutual

interests of others, and deterring unwanted behaviour with the ability to inflict pain.

Lastly, it will be argued that geoeconomic strategies for Eurasian integration recast
Mackinder’s heartland theory in the context of economic statecraft. The US has throughout
the twentieth century consistently pursued the strategy of a maritime power maintaining a
balance of power by keeping Eurasian land powers divided, and ruling from the periphery in
partnership with other maritime states. The shift of economic power from the West to the
East has created systemic incentives for intensifying economic connectivity to shift power
from the Eurasian periphery to the heartland. The harmonisation of economic interests
between large Eurasian powers like Russia, China, Iran and India has the potential of
establishing collective leadership of a Eurasian core, to create a gravitational pull on the

periphery to displace US primacy.

1.1. What is Geoeconomics?

The term geoeconomics is used with increased frequency by both scholars and practitioners,
albeit often with different meanings and assumptions. The commonality between varying
definitions is that economic statecraft entails a mutually beneficial relationship between
political and economic power. Geoeconomics is defined here as state intervention into the

market to procure a privileged economic position, while the resulting economic instruments
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of power are utilised to extract political power. The influential paper ‘Power and Plenty’ by
Viner (1948) theorised that economic affluence and state power are mutually reinforcing
objectives. Recognising the communism disrupted the potency of economic statecraft, Lorot
(1999) posits that the global capitalist era following the Cold War will be defined by the rise

of geoeconomics:

Nations are engaged - alongside their national companies - in offensive policies to
conquer external markets and to take control of sectors of activity considered to be
strategic. For Nations today, the quest for power and assertion of their rank on the world
stage depends more and more on their economic health, the competitiveness of their

companies and the place that they occupy in world trade.

Geoeconomics is complex statecraft since economic power does not automatically yield
political power, and political power often fails to produce economic benefits. States such as
Germany and Japan acquired powerful economies during the Cold War, but were unable to
convert this into political capital due to the intrusive US influence (Baru 2012a). Similarly,
not all powerful states are capable of converting their influence into advantageous positions

in the global economy:

The power to interrupt commercial or financial regulations with any country, considered
as an attribute of national sovereignty, is the root cause of the influence or power
position which a county acquires in other countries, just as it is the root cause of the

‘dependence on trade’ (Hirschman 1945: 16).

Great powers acting in accordance with geopolitics rather than geoeconomics would
eventually erode the economic foundations of their political and military power. Put more
bluntly, empires are costly and eventually falter if they do not provide a ‘return on
investment’. ‘The rise and fall of Great Powers’ by Kennedy (1987: 439) crystallised and
popularised the thesis of ‘imperial overstretch’, stipulating that large empires eventually
collapse when the economic foundations for empire diminishes, rather than being defeated on
the battlefield. British historian, Arnold Toynbee, similarly noted that ‘great civilizations are

not murdered. They commit suicide’ (Schmidt 2015: 1).

States are required to pursue relative economic power to survive in the anarchic
system. Realists such as Gilpin thus argue that ‘realism today necessarily means neo-
mercantilism’ (Guzzini 1997: 134). In an economically interdependent world ‘economics is

the continuation of war by other means’ (Bell 2008: 330). When ‘military conflict between
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major states is unlikely economic power will be increasingly important in determining the
primacy or subordination of states’ (Huntington 1993: 72). States have ‘to act “geo-
economically” simply because of what they are: spatially-defined entities structured to outdo
each other on the world scene’ that employs ‘the logic of war in the grammar of commerce’
(Luttwak 1990: 19). Trade becomes a tool for power competition, as opposed to a tool for
transcending power competition: ‘Everyone, it appears, now agrees that the methods of
commerce are displacing military methods — with disposable capital in lieu of firepower,
civilian innovation in lieu of military—technical advancement, and market penetration in lieu

of garrisons and bases’ (Luttwak 1990: 17).

Geoeconomics is frequently conflated with neo-mercantilism due to the similitudes.
Geoeconomics denotes the geopolitics of neo-mercantilism, defined as ‘the geopolitical
consequences of economic phenomenon, or, as the economic consequences of geopolitical
trends and national power’ (Baru 2012b: 2). Mercantilism is a reference to the French
economic model from the 17 century that combined the idea of the free-market capitalism
with government interventionism. The state employed military power to acquire resources
and precious metals, while the ensuing economic prosperity funded political and military
power. Heckscher (1935: 1-21) outlined in his pioneering work on neo-mercantilism that
relative economic power is enhanced by favouring exports over imports to accrue positive
trade imbalances. In modern neo-mercantilism, the accumulation of foreign reserves has to a
great extent substituted the procurement of gold. Yet, the large economies of the world still
maintain substantial amounts of gold in lieu of possible rising distrust in fiat currencies. Neo-
mercantilism and geoeconomics differ as the former usually relied more on war, while the
latter aims to accommodate adversaries in asymmetrical formats to avoid ‘pure conflict’.
States employed military force with greater ease in a less connected global economy when
their commercial competitiveness was not sufficient in the struggle for power (Luttwak,
1990: 21). In contrast, in an integrated global economy and with more destructive weapons
there are greater constraints on the use of force. States still intervene militarily to defend
strategic interests if survival is threatened. A prime example was the West’s support for
toppling the Ukrainian government in 2014 to push through the EU’s Association Agreement.
While Russia has initially won over Kiev by offering more loans than the EU, the coup
prompted a military intervention by Russia due to perceived existential threat resulting from

Ukraine being gradually converted into a new frontline.
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1.2. Asymmetries and the ‘balance of dependence’

A common theme in international political economy is the enduring dilemma between
recognising that prosperity and influence necessitates integration into the global economy,
and the ambition of states to maintain economic and political autonomy (Cooper 1968; Gilpin
2011: 80). It will be argued here that there is no contradiction between these two objectives
since power derives from the aptitude of states to manipulate the symmetry within an
interdependent relationship to maximise both autonomy and influence (Hirschman 1945;

Knorr 1977; Wagner 1988).

The geoeconomic ‘balance of dependence’ corresponds with the realist balance of
power logic. Von Hornigk argued in 1684 that power and wealth should be measured by
relative gain: ‘principally on whether its neighbours possess more or less of it. For power and
riches have become a relative matter’ (Heckscher 1935: 22). Similarly, Coke emphasised that
‘if our treasure were more than our Neighbouring nations, I did not care whether we had one-
fifth part of the treasure we now have’ (Heckscher 1935: 22). In an economic relationship
between a rich and a poor country, the richer state would have less of a stake in the trade than
the poorer state (Hirschman 1945). Max Sering similarly posited argued in 1900: ‘As
between private persons, there exist between national economies relations of exploitation and
the subjection’ (Hirschman 1945: 11). Economic interdependence through the prism of power
competition can be broken down to the ‘positive’ aspect of gaining influence over others as
they become dependent, while the ‘negative’ aspect is the loss of autonomy as other states
gain influence. Asymmetrical dependence, or a skewed ‘balance of dependence’, empowers
the less dependent state to set favourable economic condition and extract political
concessions from the more dependent. Whether economic interdependence is sustainable and
promotes stability depends on whether there is a balance of dependence, typically referred to

as ‘symmetry’ (Barbieri 2002: 3).

Defensive neo-mercantilism (or geoeconomics) ‘meant the shaking off commercial
dependence on foreigners which was continually becoming more oppressive’ and educate the
country in the direction of ‘economic autarchy’ (Schmoller 1897: 76). Malevolent or
offensive neo-mercantilism denotes accruing trade surplus to augment relative economic and
political power. Powerful states preserve and advance asymmetrical relations by providing
material goods to reduce the incentives for weaker states to decouple from interdependent

relationships, and preventing larger rising economic powers access to markets. This is
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consistent with the basic realist tenets, as powerful states develop ‘interdependence’ to

increase their influence over weaker states (Waltz 1970: 214).

The balance of dependence can be manipulated through defensive and/or offensive
policies. Defensive policies aim to create a privileged position of one’s own companies and
markets by providing favourable conditions (Raza 2007). This includes erecting artificial
barriers to restrict access to one’s own market, both tariff and non-tariff. Bureaucratic
hurdles, industrial, technological and environmental policies, ‘health and safety’ policies can
be instrumental to impede the ability of imported goods to outcompete domestic producers
(Jones 1986; Raza 2007; Cwik 2011). States can contribute to restrict technology transfer to
foreign competitors by protecting intellectual property rights or pursue more ad-hoc
restriction on national corporations by linking specific technology to national security (Gipin
2011: 139). Similarly, government can directly subsidise technological developments, or
indirectly by funding specific education, competitive infrastructure or for example provide
access to technology developed by the military (Luttwak 2010: 65). While traditionally
concerns were devoted to civilian technology being diverted towards military purposes,
geoeconomic thinking recognises the competitive advantage from transferring military
technology to commercial segments (Luttwak 2010: 65). Offensive policies entail removing
similar trade barriers erected by other powers. This can be achieved with anti-monopoly laws
or undermining local producers by ‘dumping’ excess produce. Similarly, dependence can be
enhanced with foreign aid and trade concessions that undercut local producers. The
instruments of power in economic competition include ‘productive efficiency, market control,
trade surplus, strong currency, foreign exchange reserves, ownership of foreign companies,
factories and technology’ (Huntington 1993: 73). Governments can also manipulate capital
availability and accumulation, labour input, and technological advances, as important sources
of economic growth. Currency manipulation is considered a form of neo-mercantilism since
devaluation protects local industries from imports and assists penetrating foreign markets

(Cwik 2011).

Economic statecraft ‘costs something’ and the inputs must be compared to the output
(Baldwin 1985: 119). The costs can be measured in pure monetary terms and the
sustainability of the economic tools. Economic coercion is only sustainable when used in
moderation as excessive usage increases the incentives for weaker states to reduce their
dependence. The advantage of the more dependent state is the willingness and preparedness

to accept significant economic pain to obtain greater autonomy (Hirschman 1945; 1978).
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Conversely, the stronger and less dependent state will often be preoccupied with other
relationships and thus make it inept to prevent the weaker state from decoupling (Hirschman
1978). Economic sanctions are an extremely coercive use of geoeconomic leverage, which
significantly elevates the willingness of the weaker side to accept economic pain to reduce
dependence. For example, the EU is likely to accept paying more for alternative energy
resources to lessen dependence on Russian energy if Moscow is believed to extract
unwarranted political power. Likewise, Russia will be more induced to accept economic pain
to achieve greater autonomy from the West if economic reliance is used excessively to extract

political concessions or cement its peripheral position in Europe.

Strategic industries

Assessing asymmetry solely in terms of total trade volume neglects the imperative of
controlling strategic industries. A privileged or hegemonic position in strategic markets may
have low profit, yet the ability to extract political concessions can be vast. Competition for
market share is often deemed more important than profits, to the extent that even losses are
accepted (Huntington 1993: 74). Dependence on strategic industries have a greater potential
to become a ‘commercial fifth column’ since economic elites develop greater loyalty to a
competing state (Hirschman 1945: 29). Geoeconomic dominance is achieved by
‘develop[ing] exports in articles enjoying a monopolistic position in other countries and

direct trade to such countries’ (Hirschman 1945: 34).

Large energy corporations are commonly recognised as strategic assets since modern
economies can only survive with reliable access to affordable energy. The energy industry is
predisposed to hegemonic dominance since some states are endowed with ‘natural’
competitive advantage by possessing natural resources and transportation corridors.
Geography therefore maintains an important role in geoeconomics and the regional
concentration of economic activities are often a mere ‘historical accident’ (Gilpin 2011: 118).
The geoeconomic significance of oil was vividly demonstrated when the Organisation of
Petroleum Exporting Countries (OPEC) raised the oil price in 1973 and plunged the West
into economic crisis. Similarly, the national interest of controlling transportation corridors
was exemplified by the British-French-Israeli invasion of the Suez Cannel in 1956, and the
unyielding response by the US. Competition over energy infrastructure implies primarily

control over producers, transit states and consumers.
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Energy and other strategic industries requiring concentration of power in large
corporations to remain competitive internationally must to some extent be placed under the
control of the state as the alternative could be the industry controlling the state. The rise of an
oligarchic class with control over energy resources can pursue political interests that conflict with
the state, which could be courted by foreign powers seeking indirect influence. Checks and
balances are however required on the government to prevent self-serving officials from exploiting

the concentration of power.

1.3. Rationality and liberal delusion of laissez-faire capitalism

Rationality is pivotal to any strategy as decision-makers must be capable of making
conscious calculation in the pursuit of accurately defined security interests (Schelling 1980:
5). The behaviour of states can be labelled ‘rational’ to the extent security is maximised,
which in the realist understanding implies responding to systemic pressures in accordance
with the balance of power logic. Rationality is explored in neoclassical realist theory by
opening up the ‘black box’ of policy-making, with decision-makers being the intervening
variable between the international distribution of power and foreign policy. Neoclassical
realist theory responds to the recognition by scholars from different realist strands that states
do not always act ‘rationally’ (Rose 1998: 150; Rathbun, 2008: 305; Mearsheimer 2009: 242;
Kitchen 2010; Reichwein, 2012; Quinn, 2013). Economic dependence, ideological
convictions, domestic competition for power, institutional entanglement and other variables
can prevent states from mobilising resources domestically and internationally in response to

systemic pressures deriving from the international distribution of power (Diesen 2015: 14).

The proper relationship between the state and the economy has through history been
debated forcefully, which several scholars believed had been settled with the demise of
communism (Fukuyama 1989). The ideological conviction that polity and the economy
should be disconnected undermines rationality by impeding decision-makers from employing
economic statecraft (Baldwin 1985: 59). The state and the free market have conflicting
objectives, with power deriving from the ability of the former to sway the latter rather than

vice versa:

Whereas the logic of the market is to locate economic activities wherever they will be

more efficient and profitable the logic of the state is to capture and control the process of
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economic growth and capital accumulation in order to increase the power and economic

welfare of the nation (Gilpin 2011: 81).

Harmonising political and economic interests creates fundamental challenges for the
nation state as the primacy of capital competition can undermine democratic accountability
(Sparke 1999: 93). Huntington (1978: 71) recognised that ‘harnessing economic power to
foreign policy goals presents formidable obstacles... Yet if war is too important to be left to
the generals, surely commerce is, in this context, too salient to be left to bankers and
businessmen’. Unlike liberal theory, neoclassical realism is adamant that economic
interdependence, democracy, multinational corporations, non-governmental organisations
(NGOs), and international economic institutions do not produce peace by diffusing power
away from the state. Instead, non-state actors and interdependence undermine security if the
capacity of the state to act according to the balance of power logic is inhibited. Because
production power is imperative for national security, the German economist, Friedrich List
(1885: 17) argued that the solution was for the authorities to cultivate ‘economic patriotism’
or ‘economic nationalism’ by constructing intimate relations between moral and economic

forces.

The conviction that laissez-faire capitalism inherently serves the interest of the state
and enhances security impairs decision-makers from acting in accordance with geoeconomic
principles. Neo-liberal assumptions have dominated scholarly debates on economic
interdependence, and assumptions about free market capitalism have become accepted as a
common good. Montesquieu embraced these liberal assumptions in the ‘Spirit of the Laws’,
which posited that ‘the natural effect of commerce is to bring about peace. Two nations
which trade together, render themselves reciprocally dependent” (Hirschman 1945: 10). In an
increasingly intertwined global economy there are significant costs to disrupt the global
networked society. Following the end of the Cold War, it was claimed that the realist state-
centric view was outdated since corporations and consumers were expected to increasingly
make important decisions (Ohmae 1995). Nation states were claimed to have become a
‘nostalgic fiction’, which ‘have already lost their role as meaningful units of participation in
the global economy of today’s borderless world’ (Ohmae 1995: 12). Other prominent liberal
scholars have however recognised asymmetrical interdependence as a source of ‘soft power’

(Keohane and Nye 2001).
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Neo-mercantilism and geoeconomics have received a bad repute due to incorrect
assumptions of the market being the arbiter of the just. In Adam Smith’s (1776) ‘The Wealth
of Nations’ the advocacy of the free market championed the absolute gain of interdependence
in international trade. Adam Smith (1776: 661-662) was a fierce critic of mercantilism as it
adversely affects the interests of the consumers and diminishes the collective good,
underpinned by his assumption that the domestic division of labour and competitive
advantage could be elevated to the international level. Yet, both Adam Smith and John Stuart
Mill supported the Navigation Acts to restrict trade when it augmented security (Baldwin
1985: 85). Furthermore, Adam Smith recognised the necessity for government intervention in
the free market to ensure the social obligation of the state (Agnew and Crobridge 2002: 225).
Private ownership has always relied on state intervention to mobilise resources to support
social harmony and economic growth by investing in infrastructure, education, healthcare etc.
(Agnew and Crobridge 2002: 110). Mercantilism has therefore traditionally been
conceptualised as benign or defensive when protectionism is used to protect sovereignty, the
labour force or the welfare state force (Buzan 1984: 608). Geoeconomics and laissez-faire
capitalism are therefore not diametrically opposite as the former merely advocates

government intervention to a greater extent.

The criticism and derision for neo-mercantilism and geoeconomics is a reflection of
power interests rather than unswerving principles. List (1885: 295-296) argued that Britain,
much like other maritime powers, obtained its economic omnipotence through protective
measures, government intervention in the economy and control over the seas. Leading naval
powers have historically been more inclined towards free trade due to the privileges of
controlling maritime trade corridors (List 1885; Angell 1915; Levy and Thompson 2010: 18).
Conversely, land powers could not afford gambling on freedom of navigation (Hirschman
1945: 8). List (1885: 295-296) therefore denounced the ideological insistence on non-

interference in the market by governments as an effort to ‘kick away the ladder’:

It is a very common clever device that when anyone has attained the summit of
greatness, he kicks away the ladder by which he has climbed up, in order to deprive
others of the means of climbing up after him. In this lies the secret of the cosmopolitical
doctrine of Adam Smith, and of the cosmopolitical tendencies of his great contemporary
William Pitt, and of all his successors in the British Government administrations. Any
nation which by means of protective duties and restrictions on navigation has raised her

manufacturing power and her navigation to such a degree of development that no other
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nation can sustain free competition with her, can do nothing wiser than to throw away
these ladders of her greatness, to preach to other nations the benefits of free trade, and to
declare in penitent tones that she has hitherto wandered in the paths of error, and has now

for the first time succeeded in discovering the truth.

After the Cold War, the West was susceptible to support neoliberal theories
supportive of leveraging from its dominant economic power and expand its influence over
markets opening up in former communist states. Irrespective of the Asian Tigers rising with
considerable government intervention, the Washington Consensus was prescribed as the
universal formula for development. The popular ‘end of history’ thesis of Fukuyama (1989)
portrayed the West as an arbiter of the just by postulating a mutually complementary
relationship between democracy and laissez-faire capitalism. The proclaimed focus on
absolute gain was consistent with the notion that the West was acting as a ‘force for good’.
By artificially equating geoeconomics to authoritarianism, the ‘rise of the rest’ infers that the
established and privileged role of the liberal West is defied by more authoritarian states
‘high-jacking’ globalisation with ‘state-managed capitalism’ (Zakaria 2008; Torreblanca and

Prislan 2012).

The ideological devotion to laissez-faire capitalism can undermine the ability of
governments to ensure that the economy serves the strategic interests of the state. Huntington
(1993: 72) suggests ‘the idea that economics is primarily a non-zero sum game is a favourite
conceit of tenured academics’. The genuine ideological conviction of free trade as an absolute
gain is a ‘liberal illusion’ at the peril of security (Barbieri 2002). Global corporations can
undermine the state as they ‘have little need for national loyalty, view national boundaries as
obstacles that thankfully are vanishing, and see national governments as residues from the
past whose only useful function is to facilitate the elite’s global operations’ (Huntington
2004: 8). Ordinary citizens are preoccupied with preserving national identity, culture and

manufacturing jobs to augment internal cohesion domestically, yet

for many elites, these concerns are secondary to participating in the global economy,
supporting international trade and migration, strengthening international institutions,
promoting American values abroad, and encouraging minority identities and cultures at
home. The central distinction between the public and elites is not isolationism versus

internationalism, but nationalism versus cosmopolitanism (Huntington 2004: 5).
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The belief in laissez-faire capitalism implies that states should not obstruct imports
from displacing domestic production, as the state benefits when imports are cheaper than
domestic production since the saved capital and labour can be diverted to other more competitive
industries. However, if the saved capital and labour are transferred into low-skilled and low-paid
professions, the position within global value-chains will decline. Rational states will recognise the
ultimatum in response to a negative trade balance: it can either adopt protectionist measures or

intervene by directing the excess capital and labour into specialised high-skilled industries.

Neoliberal policies have also fuelled self-deception in the West and undermined the
foundations and sustainability of the contemporary international economic system. Economic
growth in the US and the broader West tends to rely ‘either on financial bubbles and rising
household debt (‘debt-driven growth’) or on net exports (‘export-driven growth’)’
(Stockhammer 2014: 1). The debt-driven growth model exists at both the state level and at
the private level. Borrowing to consume depends on rapidly and continuously expanding
asset bubbles, especially within residential investments. The debt-model has also
strengthened a neo-mercantilist export-driven growth model by countries such as Germany
and China, where domestic wages and currencies are artificially weak to maximise export
surpluses (Stockhammer 2014). This model has inaccurately been hailed as creating
‘interdependence’, irrespective of the obvious lack of sustainability as debt and foreign
reserves grows. Creditor countries become increasingly unlikely to be repaid, while the
debtor states fear the growing political power extracted from the asymmetrical economic

relations.

Geoeconomic statecraft is also utilised to safeguard political stability, which is
imperative for a state to act rationally. The internal distribution of wealth impacts the aptitude
of the state to mobilise resources in pursuit of its interests. Society is fragile and fragmented
when there is high economic inequality, which limits the capacity of the state to exert influence
beyond its borders (Baru 2012a). Extreme inequality weakens the middle class and therefore
impedes entrepreneurial capabilities and other intellectual power. At the other end of extreme
inequality, the rise of a powerful oligarchic class can compete against the strategic interests of the
state. A high standard of living relative to other states is important to attract skilled migration and
be at the receiving end of a ‘brain drain’, while the opposite is true for low living standards. A
strong middle class demanding political freedoms is beneficial to the extent it produces internal
stability and enables the state to mobilise its resources. In contrast, irreconcilable and hostile

pluralism that pulls the state in different directions should be subdued and resolved by cultivating
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an acceptable opposition that shared the fundamental views concerning strategic interests and the

direction of the state.

1.4. Bargaining power: regionalism and selective accommodation

Bargaining power refers to the overt and covert manoeuvres to influence the behaviour of
other states with inducements and deterrents (Schelling 1980: 4). The rise of geoeconomics
creates incentives for regional integration to enhance collective bargaining power since ‘self-
reliance was never viable on the national level’ (Hettne 1993: 227). Stability is resilient under
a format for cooperation that accommodates mutual interests and deters defection.
Accommodating the interests of rival powers is imperative to ensure competition is limited to
skewing the symmetry of dependence. In contrast, a complete zero-sum relationship of ‘pure
conflict’ where the antagonists are completely opposed will inherently be unstable since the

winner takes all (Schelling 1980: 3).

The geoeconomic purpose of a trade bloc resembles the geopolitical utility of alliance
formation (Hurrell 1995: 340). Powerful states seek integration with weaker states in trading
or military blocs to strengthen their influence over the weaker state and gain advantage over
competing states (Walt 1985: 6). Regions can collectively establish asymmetrical power and
enhance bargaining power vis-a-vis other states (Wagner 1988). A zone of privilege or
collective advantage against non-members is constructed by erecting tariff and non-tariff
barriers for non-members, while political concessions can be extracted by establishing

conditionality for access to these markets.

It has been suggested that economic regions would replicate bloc-politics since ‘the
struggle for the world product’, as phrased by former German chancellor Helmut Schmidt,
would create systemic pressures for developing alliances and counter-alliances (Gilpin
2011:9). Globalisation has been equated to ‘Americanisation’ due to the disproportionate
representation of the US in international regimes governing trade and monetary affairs, which
enabled Washington to extract undue political capital from this position (Strange 2015). A
key motivation for European integration was to obtain collective bargaining power and
symmetry in relations with the US. Charles de Gaulle reasoned that European regionalism
was imperative to dilute US dominance and ‘exorbitant privilege’ (Hurrell 1995: 340). The

North American Free Trade Agreement (NAFTA) was a response to the declining

29



competitiveness of the US vis-a-vis Europe and Japan (Hurrell 1995: 341). Correspondingly,
the powerful North American and European trading blocs produce strong incentives for new
regional integration initiatives across Eurasia. Hettne (1993: 227) predicted already in the
early 1990s that ‘the East Asian countries in view of the fortresses emerging in Europe and
North America must plan for a future with a much stronger regional interdependence’. The
notion that regional integration locks economies into the neo-liberal global order has been a
proven erroneous in Asia, where regionalism is often pursued to insulate states from
excessive US influence (Breslin 2010: 714). The Russian-led Eurasian Economic Union
(EEU) also employs collective bargaining power to improve the symmetry in negotiations
with the EU and China. Likewise, limiting Western influence in Central Asia has been a key

motivation for the Shanghai Cooperation Organisation (SCO).

There is an inherent contradiction concerning the impact of regionalism on
sovereignty. Weaker states are required to cede some sovereignty by linking themselves to
more powerful centres of power to prosper in order to strengthen the state as regions assist
with enhancing the protection of sensitive industries and to gain privileged access to foreign
markets (Milward 1992). Alternatively, states stand alone at the expense of economic
competitiveness and eventually sovereignty. Member states in various regional institutions
will therefore demand that pooling sovereignty is outweighed by the strengthening of
sovereignty by material benefits from integration (Milward 1992). Economic benefit is
therefore recognised as a key instrument by larger powers to construct regions (Kucerova
2014). This contradiction makes a region vulnerable to foreign powers seeking to undermine
regional cohesion with a wedge strategy. There will always be an incentive for external
powers to dilute the cohesion of a region that provides benefits and privileges closed to non-
member states, and that can enhance collective bargaining power to the disadvantage of non-

member states (Wagner 1988).

Regional institutions and their strategies can be categorised as either federalist or
functionalist. ‘Federalist integration’ entails concentrating power and developing
characteristics of a state, which infers that functions follow the form (Mitrany 1965).
Federalism is beneficial against external interference as the centralisation of power is
conducive to harden external borders and enhance internal cohesion. Federalist integration is
more likely to counter internal opposition since power is centralised without demonstrating a
clear function or benefit for member states that outweighs the loss of sovereignty. Weaker

member states are systemically deprived of the ability to diversify partnerships and decouple
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from the region when beneficial. Sustainable cooperation among members of a region or an
institution is strengthened by maintaining an internal ‘balance of dependence’, similar to
Morgenthau’s (2005: 43) reference to the ‘distribution of power within an alliance’. In the
absence of a balance, the dominant power will excessively extract political concessions from
other member states and thus dilute internal cohesion. Empirical evidence therefore suggests
that the benefits of an integration project to its member states depend on the similarity of
economic size (Sorhun 2014: 288). In the absence of power equilibrium within an institution,
or without an external adversary to make the asymmetry acceptable, the weaker states will
seek autonomy from the more powerful member of the bloc. For example, the concentration
of power in Germany undermines the survival of the EU. Similarly, Russia-led integration
projects in the post-Soviet space are vulnerable as exceptionally asymmetrical power can

make the institutions mere tools for Russian power.

In contrast, ‘functionalist integration’ implies that form follows function as integration
is only pursued in areas where it provides economic, political and security benefits for
member states (Mitrany 1965). Functionalist integration is less vulnerable to internal
opposition since the benefits must exceed that of the costs. Functionalism is however more
susceptible to external powers diluting the internal cohesion of regions with ‘selective
accommodation’, which entails providing privileges for specific members on a bilateral basis
(Wigell and Vihma 2016). It is for example in the interest of Russia to divide the EU and for
the West to divide Russian-led institutions to deprive their adversary of collective bargaining.
This susceptibility to outside sabotage of regional unity can be mitigated by centralising
power by for example instigating more overt military tensions to strengthen alliance unity, or
alternatively providing benefits to non-members to obtain their support. For example,
convergence of tariff, laws and technical standards can improve access to the market for non-
members. Mutual recognition of regions is also a solution since engagement of external
powers can enhance the legitimacy of a region (Hettne and Soderbaum 2000: 469). An
agreement could be reached where Russia does not disrupt Western institutions of the West
similarly does not oppose and undermine Russian-led institutions (Gvosdev 2008). Inclusive
institutions that reflect the international distribution of power can be utilised to facilitate
cooperation and competition. The United Nations (UN) owes its endurance to the special
privileges assigned to the great powers, which has ensured that it is in the interest of the great
power to maintain the institution. In contrast, the Bretton Woods institutions such as the

International Monetary Fund (IMF) and the World Bank (WB) increasingly do not reflect the
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international distribution of power and will be rejected by rising powers.

1.5. The Geoeconomics of Eurasian connectivity

It is theorised here the global distribution of power produces competing Eurasian connectivity
initiatives, a rivalry principally between maritime powers and land powers. When
transportation by sea is faster and more cost effective, maritime powers have military
advantage, more to gain from liberalising trade policies and a strong geoeconomic foundation
for expanding empires or tributary systems. Island states have historically not required large
and expensive standing armies and have instead invested in powerful navies. The economic
and military leverage of maritime powers due to their speed and mobility has been evident
since the ancient Athens established a tributary system over its Delian League allies. While
Athens was not an island state, Pericles established a virtual island by connecting the port of
Piraeus and Athens with a wall in order to only confront adversaries at sea where Athens had

leverage.!

The ancient Silk Road run by mobile nomads established the competitiveness for vast
land-based trade routes for centuries. Economic connectivity among Eurasian powers
expanded drastically with a network of trade routes connecting Eurasian civilisations to the
dominant Chinese market. Subsequently, cities along the Silk Road grew to economic and
political prominence, developing new centres of power. The Mongol Empire was the last
power capable of connecting Eurasia by ensuring stability of the Silk Road under a tributary
system. Following the demise of the Mongol Empire in the 1300s, the major Eurasian powers
lost much of their connectivity. China established a maritime Silk Road based on a tributary
system along the Indian Ocean and to the east coast of Africa, led by the renowned Zheng He
in the 1400s. Yet, this route was suspended due to self-sufficiency and lack of adaptability as

China devoted excessive resources to regional land-based initiatives.

Without a land corridor between Europe and China, European powers began
establishing maritime routes in the early 1500s to reach the dominant Chinese markets. This
would mark the beginning of 500-year dominance by the West as resources, transportation

corridors and financing came under their control. European ‘trading post empires’ were

! The ‘artificial” component of Athens as an island eventually became its downfall as encircling Athens with a
wall for protection from the Spartans undermined sanitation and led to a cataclysmal epidemic.
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established by capturing ports and controlling strategic sea lanes. The Portuguese were the
first Europeans to establish a maritime trade route to China and the Indies, and extorted funds
from other traders to obtain permission to trade in cities under Portuguese control. Columbus
crossed the Atlantic to link Spain with the East Indies and the Chinese market, which resulted
instead in European settlements in the Americas as a pivotal contribution to expand the
supremacy of Western maritime powers. The European trading post empires reached East
Asia and the Chinese shores. China initially enjoyed superior bargaining power due to self-
sufficiency and subsequent less demand for European goods, which led to trade imbalances
as precious metals flowed from the West to the East. Yet, the asymmetrical dependence was
overcome as the physical presence in East Asia meant that European powers could challenge
the conditions of trade. The Europeans were capable of contesting the tribute system and
Chinese demand for precious metals as a currency for Chinese goods. The British illegal
export of opium into China as an alternative currency was the most profound rebuttal of
China’s regional power. The ensuing Opium Wars in the mid-1800s were to a great extent
won with British gun-boat diplomacy, which demonstrated the imperative of military power
to resolve trade disputes. The Opium Wars resulted in Britain seizing Hong Kong,
establishing favourable port access and obtaining unrestricted access to all of China’s
waterways. This became known as some of many ‘unequal treaties’ that ushered in China’s

‘century of humiliation’.

Britain’s rise to global prevalence was largely a geographical accident as its status as
an island state made it an ideal maritime power with economic privileges. Without the need
to develop a large standing army on its soil, Britain diverted its funding into a powerful navy
capable to dominate the world’s oceans. Maritime supremacy ensured control over trade
routes, markets and resources. Britain’s subsequent colonial leadership also provided it with
monopoly on sources of both cheap resources and labour. Without a large standing army that
could be turned against its own population, the British government was less vulnerable to
succumb to a totalitarian government (Quigley 1979). The subsequent leverage of Parliament
against the Monarch resulted in land rights and enclosures that contributed to rapidly
developing the agriculture industry and freed up labour as an imperative leverage in Britain’s
race to industrialise. Only minor investments were required for an offshore balancing strategy
as a land-based military force would only be deployed on the European continent to maintain
a balance of power among the main states and thus prevent the emergence of a continental

superpower capable of threatening Britain.
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The leading theory on the geostrategic importance of Eurasian connectivity originated
with Mackinder’s (1904) ‘Heartland Theory’. The analytical framework was outlined in the
context of the British-Russian rivalry on the Eurasian continent, with Mackinder theorising
and warning that Russia could become a global hegemon by dominating Eurasia. Following
the Russians expulsion of the Mongols and the disintegration of the Mongol Empire, the
Moscow region (Vladimir-Suzdal) took over the tributary system and utilised it to bring other
Russian cities under its rule and create a united Russian state. Russia became the natural
successor to the Mongol Empire as it gradually expanded its territory across the Eurasian
landmass and eventually reached the Pacific. The decline of China following the British
victory in the first Opium War came at a price for the UK as Russia seized 1.5 million square
kilometres of Chinese territory in two ‘unequal treaties’, providing Russia with a vast
coastline Pacific from Vladivostok, Sakhalin to Nikolayevsk. The prospect of a new land
power reconnecting the Eurasian heartland was feared to fundamentally diminish the

advantage of maritime powers (Mackinder 1919).

New technologies would further contribute to enhance physical connectivity on the
Eurasian landmass and undermine the balance of power between land powers and maritime
powers. Mackinder (1904: 434) warned that the leverage of Britain would come to an end
because the economic and military advantage of maritime powers owing to their mobility

upon the seas was only temporary:

Steam and the Suez Canal appeared to have increased the mobility of sea-power
relatively to land-power. Railways acted chiefly as feeders to ocean-going commerce.
But transcontinental railways are now transmuting the conditions of land-power and

nowhere can they have such effect as in the closed heartland of Euro-Asia.

Russia’s humiliating defeat at the hands of the Japanese in 1905 surprised the world and
demonstrated a flaw in Mackinder’s theory, namely that maritime powers had long built their
competitive advantage along the periphery. Furthermore, European Russia was only
connected to the Pacific with the fragile Trans-Siberian Railroad, which became a perilous
weakness.> Most importantly, Mackinder’s predictions did not materialise since ‘Pax
Britanica’ was replaced by ‘Pax Americana’, while communism and the Cold War greatly

obstructed economic connectivity across Eurasia in terms of both physical infrastructure and

2 The US invasion of the Soviet Union between 1918 and 1920 relied only on 7,950 soldiers to control the
Trans-Siberian Railroad.
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mechanisms for economic cooperation.

Spykman (1942), an influential US scholar, extended upon the theory of Mackinder
by developing the ‘Rimland Theory’. The mobility of maritime powers presented an
imperious comparative advantage for the military and trade. The theory advocated that
maritime powers such as the US and the UK should adopt a strategy of offshore balancing.
Spykman (1942) encouraged maritime powers to control the maritime ‘edge’ of Eurasia
(Western Europe, the Middle East and East Asia) to contain any prospective Eurasian
hegemon. While controlling trade routes along the periphery of Eurasia provides an economic
foundation to sustain maritime empires, the deployment of large land-based armies in Eurasia

would deplete their resources.

Eurasian connectivity projects after the Cold War demands the revival and reform of
the theoretical framework for understanding the rivalry between land powers and maritime
powers. The diffusion of global power and rise of Asia demands a modification of
Mackinder’s theory with less significance devoted to Eastern Europe and subsequently
recognise that unilateral dominance by Russia is unfeasible for the foreseeable future. It is
unlikely that any one state can possibly dominate Eurasia and the world, as the US was
probably the world’s first and last truly global hegemon. Mackinder’s theory is nonetheless
pertinent in terms of conceptualising Eurasian integration as a competition between land and

maritime powers (Mackinder 1919: 150).

The lingering pre-eminence of the US creates systemic incentives for Eurasian powers
to intensify economic integration to collectively scale back US influence. Eurasian land
powers are subsequently rapidly catching up to the rest of the world in terms of increased
infrastructure for physical connectivity and institutions to manage economic cooperation and
financial tools. The concept of Eurasian ‘connectivity’ was coined by the World Bank’s
report on logistics: ‘Connecting to Compete: Trade Logistics in the Global Economy’ (World
Bank 2007). The report posited that competitiveness in global supply-chains is largely
contingent on the aptitude to develop infrastructure for alternative transportation corridors.
The history of state-led road expansion of the British state demonstrated that infrastructure
had important functions for both commercial and social integration. Transportation
infrastructure connected regions with their peripheries and united communities through vast

territory, which was indispensable Britain’s rise to power (Guldi 2012: 12).
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Competing Eurasian connectivity

Maritime powers have strong incentives to collaborate among each other and incite divisions
among the major land powers to preserve the primacy of the ‘rimland’. Mackinder, as the
British Commissioner to South Russia, therefore advocated redrawing international borders
and dividing Russia into several states. His contemporary American counterpart, Brzezinski
(1997a: 56), the former National Security Advisor of President Carter, similarly suggested
that the disintegration of the Soviet Union should be followed with the fragmentation of the
Russian Federation by encouraging the creation of a ‘loosely confederated Russia —

composed of a European Russia, a Siberian Republic, and a Far Eastern Republic’.

Washington supported proliferation of regionalism and connectivity in Eurasia after
the Cold War as local platforms for US primacy. ‘System-dominance’ was constructed by
offering patronage to regional power in return for allegiance to the US-centric system
(Schweller 1999:41; Katzenstein 2005: 57; Buzan 2005). Germany and Japan are the main
nodes in Europe and East Asia, the two most critical regions in the world at the western and
eastern periphery of Eurasia (Bretherton and Vogler 1999: 66-67). While committing
rhetorically to the principles of the free market, the tariff and non-tariff barriers of certain
regions suggest that the privileged position would be maintained by limiting or conditioning
the access to other poorer regions (Agnew and Crobridge 2002: 226). The US accepted a
trade-off by supporting the development of the EU as a multilateral regional format in
Europe, which constrained US power but enabled ‘Europe’ to contain Russian influence
(Katzenstein 2005: 50). Japan is supported as the centre of Asian regional governance
networks, with financial institutions such as the Asian Development Bank (ADB) to establish
political conditionality for funding, which competes against China to lead regional
development. US strategy aims to deter convergence or ‘consolidation of East Asian and
European regions that might shut the United States out, or even develop a global rivals to it’
(Buzan 2005: 193). This requires a ‘swing power’ strategy that threatens to revoke US
support to key partners. The US must be ‘engaged in several regions but not permanently
wedded to any of them’ (Buzan 2005: 193). The enduring struggle after the Cold War has
been to establish a similar node in the energy-rich Middle East at the southern periphery of

Furasia.

Washington’s economic power deriving from Bretton Woods should provide ‘benefits

to as many states as possible for not joining a system or alliance structure hostile to American
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power’, while NATO and other military commitments remain indispensable for security and
interventions (Friedman 2014). Hegemonic stability theory postulated that the US could and
had acted as a benign hegemon since consent for its leadership was obtained voluntarily by
delivering collective goods, as opposed to deterring resistance to its administration of the
international system (Kindleberger 1986). Realist critique of Kindleberger’s liberal theory
suggested that the US was not altruistically motivated, rather the state-centric objective was
to strengthen a US-led bloc against the Soviet Union (Gilpin 2011: 99). Yet, Kindleberger’s
arguments are pertinent in the context of a hegemon enhancing its bargaining power by
producing collective goods, bearing similarities to the former Chinese tributary system. In the
post-Cold War era, US hegemonic stability or a benign ‘tributary system’ has been impeded
by the principal aim to perpetuate unipolarity by containing and marginalising rival powers.
Military and economic containment has gradually tightened the noose around competing
powers such as Russia, Iran and China. Furthermore, ‘the creeping universalisation of
American law accompanied by practices of universal jurisdiction represents a new type of
power that threatens the sovereignty of states everywhere. In response, counter-hegemonic
movements are gaining vitality and dynamism rooted in real challenges’ (Sakwa 2016a).
Realist theory expects unipolarity to be a temporary phenomenon. The more rising powers
are suppressed, the greater their incentive to converge against a common adversary

(Huntington 1999).

In the post-Cold War era, only Russia and China remain truly independent poles of
power (Katzenstein 2005: 5; Buzan 2005). The US endeavours to contain their influence with
a powerful military presence along their borders, and excluding them from equal participation
in regional economic institutions or trade agreements. Washington’s own Silk Road concept
in the Eurasian Heartland promotes selective transportation and energy corridors aimed to
reduce Central Asia’s dependence on Russia and China. US grand strategy should therefore
primarily devote focus to develop and control ‘new political and economic arrangements and
linkages across the whole Eurasia’ to ensure that ‘every single major political centre in
Eurasia understood that its relationship with the United States was more important than its

relationship with any other political centre in Eurasia (Gowan 2002: 13).

Concurrently, the demise of communism established new geoeconomic foundations
for Eurasian connectivity and integration to counter US global hegemony. China and Russia
have spearheaded complementary initiatives to construct a Greater Eurasia that displaces the

Bretton Woods system, which Burrows and Manning (2015: 3) refer to as ‘Kissinger’s worst
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nightmare’. While the Chinese and Russian initiatives are competitive, they share the
objective of skirting the US with new trade relations, currency hubs, connecting infrastructure
projects, banking clearing facilities, and gold and energy exchanges. The foundations of a
Eurasian core can create a gravitational pull to draw the rimland towards the centre. A
modern ‘Silk Road’ project would not simply physically link the regions together with
infrastructure, but also develop mechanisms for cooperation. Creating a more autonomous
Eurasia necessitates the development and harmonisation of Eurasia-centric trade blocs and
regions; physical energy pipelines and transportation infrastructure to facilitate trade;
financial and banking institutions to fund development and set political conditions supporting

this endeavour; integrate production and value-chains; and use regional currencies.

Conclusion

Understanding geoeconomic theory is crucial to interpret and respond to systemic pressures
as a necessity to enhance security. Economic interdependence does not transcend the
international anarchy, rather it reconfigures how influence can be obtained as military tools
becomes too destructive and therefore less purposeful to compete for relative power.
Asymmetrical dependence enables states to extract political power, which then creates
systemic pressures for rival powers to restore the balance of dependence. Sustainable and
mutually beneficial cooperation can therefore only develop when there is a balance of
dependence and desire to maintain status quo. With unequal economic power between dyads,
a balance of dependence is established by reducing one’s own dependence, while augmenting
the dependence of the other. Rational states will therefore seek to diversify partnerships,
control strategic industries and develop favourable value-chains, transportation corridors,

financial institutions, trade currencies and trading blocs.

Theorising strategies for Eurasian connectivity establishes a benchmark for
comparing actual decision-making. Eurasian geoeconomics devotes great significance to
geography and categorises states as land powers and/or maritime powers, with significant
contemporary economic advantages for the latter. Maritime powers have historically been
inclined towards laissez-faire capitalism due to the competitive advantage from controlling
key trade corridors. Furthermore, maritime powers enjoy economic advantage from lower
military expenditure since offshore balancing is cheaper than the large standing armies of

land powers. In contrast, Eurasian land powers with inferior maritime capabilities have
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historically been less inclined towards gambling on the freedom of navigation and have had
less to benefit from free trade. While technology improved the potential for physical
infrastructure in Eurasia, communism and the divisions of the Cold War diluted the prospect
for enhanced economic connectivity in Eurasia. The post-Cold War era is vastly different due
to global economic interdependence and the adoption of geoeconomics by China and Russia
as the main independent poles of power and adversaries to US unipolarity. Growing Eurasian
connectivity can bring Mackinder’s prediction of a diametrical shift in global power to

fruition as Eurasian land powers obtain competitive advantage against maritime powers.

The following chapters will assess Russia’s strategy for a Greater Eurasia by the
intention and capacity to act in accordance with the geoeconomic principles outlined in this
chapter. The geoeconomic rise of China combined with the decline of the US, EU and Japan
presents Russia with opportunities and challenges as it transitions from Greater Europe to a
Greater Eurasia. Key challenges includes harmonising its strategic interests with China as the
dominant geoeconomic actor on the continent, which will require a balance of dependence by
pursuing ‘strategic diversification’ by also connecting with the economies in Northeast Asia

and Southern Eurasia.
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2. The Rise, Decline and Potential Revival of US Geoeconomic Power

Introduction

The rise, decline and potential revival of US geoeconomic power is surveyed as an indicator
for both opportunities and challenges in Russia’s external environment. The US is the
principal balancer of Russia and has strategic interests diametrically opposed to economic
connectivity between major Eurasian land powers such as Russia, China, Germany and Iran.
The dominant military power of the US has ensured control over key transportation corridors
and strategic resources, while monetary and financial clout produces control over key
chokepoints in the global economy. The relative decline of US geoeconomic power produces
systemic incentives for challengers to challenge the status quo, yet the US still has

opportunities to resuscitate some of its former geoeconomic authority.

This chapter will first explore the rise and decline of US geoeconomic power. The US
has since the late 1800s performed remarkably as a geoeconomic maritime power by
controlling strategic sea-routes, thrived with trade and pursued inexpensive offshore
balancing in Eurasia. The Second World War created systemic incentives for the US to
expand its geoeconomic reach globally. Albeit, the war also produced a severely skewed
balance of power in Eurasia and economic statecraft had limited impact on the Soviet Union
as a communist state largely disconnected from international markets. America’s extensive
and increasing militarisation to balance the Soviet Union led to its geoeconomics power
regressing towards traditional geopolitics. The US did not reform and return to geoeconomics
after the Cold War since military power was conceived as the main instrument to sustain the

unipolar moment.

The US has ample potential to revive its geoeconomic power, which could present
both challenges and opportunities to Russia. The ‘shale revolution’ is set to make the US an
energy exporter determined to undermine Russia’s position in Europe, while the pending
TPP/TTIP trade agreements are powerful economic tools to marginalise both China and
Russia. The US is under mounting pressure to abandon the unipolar moment as it incentivises
collective balancing of the US by major powers such as China, Russia and Iran.
Accommodating Russia or China to a greater extent could be instrumental to restore some

division and an internal balance of power in Eurasia. Realist theory would expect the US
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would increasingly abandon containment of Russia since China is the principal geoeconomic
rival. However, the ability to contain Russia is greater, especially following the Ukraine

crisis.

As the foundations for the US-centric international system wane, the available options
are largely limited to managing or resisting further diffusion of power. The dominant position
of the US can be used to construct a favourable format for a multipolar economic and security
architecture, which would result in an immediate re-distribution of power. Alternatively, the
rise of competing centres of power can be resisted and slowed down at the expense of ceding
control over the new infrastructure emerging, which would then be developed without or

even against the West.

2.1. The rise of US geoeconomics in Eurasia

The grand strategy of the US has since the early 1900s has been offshore balancing along the
periphery of the Eurasian continent. The US has been the world’s most privileged great
power in terms of geography by having no formidable rivals in the Americas. The US became
a virtual island by eradicating regional rivals. The Monroe Doctrine rejected further European
colonisation of the Americas and regional presence, while US Secretary of State Richard
Olney extended upon this in 1895 by declaring hegemony as the US would be ‘sovereign on
this continent’. The main objective of an offshore balancer is to ensure that a hegemon does
not emerge in Eurasia that could eventually threaten the US. The principal geostrategic
objective has therefore been to encourage political division on the Eurasian continent and
balance potential rival powers from the periphery (Brzezinski 1997b; Van Evera 2006: 88;
Friedberg 2011: 6-7; Posen 2014). The US should only enter wars on the Eurasian continent
to ensure that a balance of power is established in any post-war settlement. After a conflict,
the US should retreat to prevent being perceived as an intrusive occupier, and to ensure allies
do not free-ride on its security. Furthermore, the US should enter wars late when the outcome
is more predictable, and to minimise the loss of blood and treasury (Mearsheimer and Walt
2016: 78). Embracing this strategy, Truman announced in 1941 when Nazi Germany invaded
the Soviet Union: ‘If we see that Germany is winning the war we ought to help Russia, and if
Russia is winning, we ought to help Germany and in that way let them kill as many as

possible’ (Gaddis 2005: 4).
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The ideas of Mackinder and Spykman were preceded by the influential work of
Alfred Thayer Mahan in the 1890s, an influential US Navy Admiral. In The Influence of Sea
Power upon History, Mahan’s (2013) advocated for the US to establish itself as a sea power
like the British Empire to dominate international commerce. Mahan depicted the US as a
continent-sized island relying on sea power to maintain a balance of power in Europe and
Asia to prevent any one power from challenging the US. A powerful US navy, in partnership
with the UK, was deemed to be imperative to contain the Western maritime edges of the
Eurasian continent (Mahan 2013). Spykman (2008: 470) advocated that the US ‘will have ‘to
adopt a similar protective policy toward Japan’ to preserve a balance of power in the Far East

to preclude the rise of China.

The US became a major maritime power in the late 1800s in accordance with the
recommendations of Alfred Thayer Mahan. The victory in the American-Spanish War
resulted in the US acquiring former Spanish territories in the Americas and the Pacific Ocean.
A network of ports was acquired by annexing various islands in what became a US ‘string of
pearls’ strategy to control strategic sea lanes. From the 1890s, the US annexed Hawaii, the
Philippines, Guam, Puerto Rico, Wake Island, American Samoa and the Virgin Islands.
Captain Alfred Thayer Mahan and other powerful naval pundits encouraged the construction
of a canal in Central America to bridge US influence in the Atlantic with the Pacific. The US
subsequently coerced Panama’s secession from Colombia in 1903 to assert US control over
the strategic Panama Canal, which fell under US sovereignty until 1979. As a maritime
power, the US aimed to balance adversaries at sea, while the navy could also be utilised to

acquire equal or privileged trading rights.

Following the Second World War, the prominence of the Heartland Theory continued
to have great influence on US foreign policy. A powerful presence was established in
Western Europe to assert dominance over the North Atlantic. In the Asia-Pacific, the US was
capable of drastically increasing its physical presence beyond the minor colonies. John Foster
Dulles, the US Secretary of State between 1953 and 1959, called for strengthening an ‘island
chain’ with US allies such as Japan, Philippines and Australia to further encircle and contain
China and the Soviet Union in the Pacific Ocean (Dulles 1952: 181-182). This later
manifested itself as two island chains for containment. The first island chain ‘locks in’ the
Sea of Japan, the East China Sea and the South China Sea with an encirclement stretching
from Japan, Ryukyu Islands, Taiwan, Philippines and towards Malaysia and Indonesia, where

the US controls the strategic Strait of Malacca. The second island chain stretches from Japan,
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the Northern Mariana Islands, Guam, Micronesia and Palau before reaching Indonesia (Xu
2006). On the southern periphery of Eurasia, the US established and maintained a dominant

presence in important transportation corridors such as the Persian Gulf and the Suez Canal.

The analytical framework of the Heartland Theory was invigorated in the US with the
ascendance of the Soviet Union after the Second World War (Blouet 2005: 6). Friedman
(2014) argues that preventing one power or coalition of powers from dominating Europe or
Eurasia was the primary motivation for the US to enter both the First and Second World War.
Yet, the Second World War had especially a profound impact as ‘Pax Americana’ replaced
‘Pax Britanica’ as the main maritime balancer, while the severely skewed balance of power in
Europe had made the prospect of Soviet dominance in Eurasia a possibility. The containment
strategy against the Soviet Union has subsequently even been referred to as the ‘Spykman-
Kennan thesis of containment’ (Parker 1985). George Kennan, the ‘architect of containment’,
argued primarily for economic containment by denying the Soviet Union more than one
centre of industrial and economic potential to establish a ‘Eurasian balance of power’ (Gaddis
1982: 38). The ideas behind the Heartland Theory emerged in US National Security Council
reports from 1948 and onwards, in relation to containing the Soviet Union (Gaddis 1982: 57-
58). President Reagan confirmed the relevance of the Heartland Theory in the US National
Security Strategy:

The United States' most basic national security interests would be endangered if a hostile
state or group of states were to dominate the Eurasian landmass- that area of the globe
often referred to as the world's heartland. We fought two world wars to prevent this from
occurring. And, since 1945, we have sought to prevent the Soviet Union from
capitalizing on its geostrategic advantage to dominate its neighbors in Western Europe,
Asia, and the Middle East, and thereby fundamentally alter the global balance of power
to our disadvantage (White House 1988: 1).

The post-war period was characterised by the emergence of large competitive
corporations, technological developments, and high production as the war industry was
converted into commercial production. The relative economic power of the US was further
augmented by the destruction of rivals in Europe during the war, while continental US had
not experiences any fighting on its soil. When the war concluded, the US had become the
world’s manufacturing powerhouse with approximately 50% of the world’s GDP, becoming
the world’s largest creditor nation. Kennan (1948) warned that the dominant economic

position of the US was abnormal and sustaining it would require strategic partnerships:

43



We have about 50% of the world’s wealth but only 6.3% of its population... Our real
task in the coming period is to devise a pattern of relationships which will permit us to
maintain this position of disparity without positive detriment to our national security...
We need not deceive ourselves that we can afford today the luxury of altruism and

world-benefaction.

Free trade was a technique of economic statecraft employed by the US after the war to
construct a US-centric international economic system (Baldwin 1985: 46). The new
international system agreed in Bretton Woods towards the end of the war institutionalised US
pre-eminence. The US dollar would reign as the world’s international reserve and trade
currency, while the US-led IMF and the World Bank were established as the world’s
principal financial institutions. These financial institutions are utilised as a foreign policy tool
by for example assistance to voting in the UN (Pilger 2002; Oatley and Yackee 2004; Aiyar
2015; Kilby 2009). The US Trade Representative under President Bill Clinton, later referred
to the IMF as ‘a battering ram’ to open up Asian markets to the US (Subramanian 2011: 66).

The Marshal Plan re-built the economies of European allies to strengthen the alliance
against the Soviet Union, with assistance conditioned on the removal of protectionist
measures and opening up their markets to US exports. Furthermore, European powers were
pressured to decolonise and open these markets to the US. In the Middle East, it meant that
energy resources and transit routes could be placed under the US sphere of influence. Adolf
Berle, an advisor of President Roosevelt, commented that controlling Middle Eastern oil
reserves meant procuring ‘substantial control of the world’ (Chomsky 2016: 44). A 1945
memorandum draft to the US president, Gordon Merriam, the Chief of the Near Eastern
Division, postulated that ‘Saudi Arabia, where the oil resources constitute a stupendous
source of strategic power, and one of the greatest material prizes in world history, a

concession covering this oil is nominally in American control’ (US State Department 1945).

Against the objections of the UK, Washington demanded that the dollar should be the
sole global reserve currency. Much of Europe’s gold had been transferred across the Atlantic
to pay for the war efforts, culminating in the unprecedented condition of approximately 80
percent of the world’s gold being stored in US vaults. The credibility of US currency was
enhanced by making it convertible to gold at a fixed rate of $35 per ounce. The ‘gold
standard’ reinforced stability and predictability due to the requirement for fiscal prudency

since excessive printing of dollars would no longer make the dollar ‘as good as gold’. The
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ability of Washington to print the world reserve currency denotes that the US can ‘tax’ the
rest of the world to cover budget deficit by creating additional funds at the expense to
devaluing the dollars in circulation (Eichengreen 2011). The French President, Charles de
Gaulle, famously expressed his disdain for the dollar ‘hegemony’ by berating that it created

‘extravagant privileges’ used to dominate Western Europe (Gilpin 2011: 237).

US bargaining power derived from the ability to both provide material goods and
inflict economic pain. The US threatened to withhold funding and collapse the British pound
in response to the British incursion into the Suez Canal in 1956 (Subramanian 2011: 66). The
US has since become the foremost country in the world to impose sanctions on other states
(Blackwill and Harris 2015: 138). New technologies later enabled the US to maintain and
expand its economic statecraft. Less focus is devoted to the Society for Worldwide Interbank
Financial Telecommunication (SWIFT) that was established in 1973, irrespective of being an
important tool for economic statecraft. SWIFT provides a common good as a network for
secure payment orders between financial institutions, which manages the overwhelming
majority of the world’s interbank messages. However, as SWIFT can also utilised as a tool
for US political power. Since much of the world’s trade are cleared through US-based
computers and denominated in US dollars, Washington can impose its domestic laws on the
international community by coercing other states to follow its sanctions regime. In 2012,
SWIFT was used coercively against Iran by expelling it from the SWIFT system, and the lack
of access to utilise international bank transactions contributed to crippling its economy. For
example, a French bank, BNP Paribas, was fined nearly $9 billion by the US government for
bilateral trade with Sudan, Iran and Cuba. Russia was also threatened to be expelled from
SWIFT following the Ukraine crisis. Furthermore, SWIFT provides valuable intelligence for
the US as government institutions such as the NSA and CIA have access to the transaction

database (Janci¢ 2016: 903).

2.2. The decline of American geoeconomics

The decline of US geoeconomic statecraft during the Cold War had its roots in ideology and
reliance on military power. Ideology diminished rationality as the temporary convergence of
US security interests with free-trade augmented the authority of the liberal economic theory.
More importantly, geoeconomic supremacy was rapidly converted into more militarised

geopolitical power (Blackwill and Harris 2016: 165). George Kennan initially envisioned a
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containment of the Soviet Union through geoeconomic statecraft. However, the minimal
Soviet economic activity in international markets as a communist state made the US more
reliant on hard power (Blackwill and Harris 2015: 167). The US established NATO on the
western rimland of Eurasia, the South East Asia Treaty Organisation (SEATO) on the eastern
rimsland and the Central Treaty Organisation (CENTO) in the Middle East on the southern
rimsland. It has been argued that the US became a military empire by circumstances due to
the required military spending during the Cold War (Friedman 2015). The hazard of a
maritime power becoming excessively reliant on a large standing army like a land power was
recognised by Eisenhower before he became president. In 1951, while serving as NATO’s
first supreme commander, Eisenhower warned: ‘If in ten years, all American troops stationed
in Europe for national defence purposes have not been returned to the United States, then this

whole project will have failed’ (Carpenter 1992: 12).

The fiscal pressure heightened as President Johnson launched the ‘Great Society’
project in the mid-1960s to eradicate poverty, while the Vietnam War concurrently
exacerbated the already stretched military budget. Trust in the US dollar eroded as new
dollars were printed to pay for welfare and warfare. The allies had a strong incentive to hold
over-valued dollar as a collapse of the dollar would adversely affect the capacity of the US to
maintain its security commitments in Western Europe. Erosion of trust in the US currency
still initiated Western European allies to gradually convert dollars into gold, which led to the
IMF eventually developing the Special Drawing Rights (SDRs) as an alternative reserve
currency in the late 1960s. The unwillingness or inability to scale back expenses and restore
fiscal prudency resulted in the gold standard becoming unsustainable. President Nixon
eventually closed the ‘gold window’ in August 1971 by decoupling the US dollar from gold

and making it a fiat currency.

The US responded to the diminished credibility of the US dollar by transitioning from
the gold-dollar to the petro-dollar. In 1973, the US Secretary of State, Henry Kissinger,
negotiated a deal with Saudi Arabia, the world’s largest oil producer, to sell oil exclusively in
US dollars. Saudi Arabia’s excess of dollars could then be invested in US denominated assets
and bonds, creating a system labelled ‘petrodollar recycling’ (Spiro 1999). In return, the US
would use its military power to guarantee Saudi security. The same deal was then reached
with the other OPEC members by 1975, and soon other states fell in line as the US dollar
became the de-facto global currency for energy trade. The prevailing logic is that ‘everyone’

needs US dollars because everyone else is using US dollars. Global demand for US dollars
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for energy trade made it convenient for global trade and reserves. Subsequently, oil is
purchased with a currency the US can print at will. The petro-dollar system demanded greater
reliance on military power to extend security guarantees and control energy resources. The
US military presence in the region has since fuelled anti-American sentiments and thereby
perpetuating US reliance on coercive means to maintain its authority. None of the OPEC
countries ever sold oil for another currency than the US dollar until November 2000, as Iraq
and several EU countries agreed to use Euros in the Oil for Food program. However, after the

US invasion in 2003, Iraq was compelled to switch back to trading oil in US dollars.

Energy has also remained crucial in US economic statecraft in terms of ensuring
reliable supply of cheap oil to the USA and its allies (Gilpin 1975). By January 1983, the US
created the Central Command (CENTCOM) to protect US oil interests in the Middle East by
deterring Soviet disruption. This imperative of ‘energy security’ culminated in meetings
between oil companies and the state department to ensure that business interests align with
US foreign policy objectives (US Congress 1975). The informal recognition of geoeconomics
was also evident in the Bush administration, which acted on the belief that what was good for
large oil corporations would also benefit the US (Gordon 2002). While the energy industry is
privatised, a ‘cozy relationship’ has been established with the government (Usborne 2010;

Juhasz 2014).

Failure to reform after the Cold War: unipolarity by military force

Following the demise of the Soviet Union, the Heartland Theory was reconfigured as a US
hegemonic strategy, which implied a radical shift away from the traditional role as an
offshore balancer. Brzezinski (1997b), referred to the Eurasian Heartland as the ‘grand
chessboard’ and called on the US to seize the historic moment to advance and cement US
global hegemony: ‘America’s global primacy is directly dependent on how long and how
effectively its preponderance on the Eurasian continent is sustained’ (Brzezinski 1997b: 30).
In order to sustain US power it is ‘imperative that no Eurasian challenger emerges, capable of
dominating Eurasia and thus of also challenging America’ (Brzezinski 1997b: xiv). This can
be achieved by preventing the emergence of ‘regional coalitions that seek to push America
out of Eurasia, thereby threatening America’s status as a global power’ (Brzezinski 1997b:
55). Washington should aim to use its economic and military power ‘to keep Eurasia divided

among as many different (preferably mutually hostile) powers as possible’ (Friedman 2014).
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The three main imperatives of US hegemonic geopolitical strategy was ‘to prevent collusion
and maintain security dependence among the vassals, to keep tributaries pliant and protected,

and keep the barbarians from coming together’ (Brzezinski 1997b: 40).

The leaked draft of the US Defense Planning Guidance in 1992, also referred to as
the Wolfowitz Doctrine, similarly stipulated that US strategy should primarily focus on

preventing the emergence of any challengers on the ‘Eurasian heartland’:

Our first objective is to prevent the re-emergence of a new rival, either on the territory of
the former Soviet Union or elsewhere, that poses a threat on the order of that posed
formerly by the Soviet Union. This is a dominant consideration underlying the new
regional defense strategy and requires that we endeavor to prevent any hostile power
from dominating a region whose resources would, under consolidated control, be
sufficient to generate global power. These regions include Western Europe, East Asia,

the territory of the former Soviet Union, and Southwest Asia’ (New York Times 1992).

Besides military challenges, the doctrine stipulated that in ‘the non-defense areas, we must
account sufficiently for the interests of the advanced industrial nations to discourage them
from challenging our leadership or seeking to overturn the established political and economic

order’ (New York Times 1992).

Reliance on military power at the peril of economic affluence perpetuated following
the Cold War. At Eurasia’s western periphery, NATO became even more important to
maintain US influence in Europe due to the relative decline in trade between Western states
(Greenwood 1993). NATO expansion to the east provided the US with an increased presence
in the Baltic Sea and the Black Sea to contain Russian maritime capabilities. The military
alliance also adopted ‘energy security’ as a key responsibility, and the former CEO of Royal
Dutch Shell was even tasked to co-chair the draft of NATO’s new Security Concept in 2009
(Ercolani and Sciascia 2011). Washington’s support for the ‘Rose Revolution’ in Georgia and
subsequent push for NATO membership aimed to establish a US presence that would support
pipelines circumventing Russia, such as the Baku-Tbilisi-Ceyhan pipeline, the Baku-Tbilisi-
Erzurum pipeline, the Nabucco pipeline and the Trans-Adriatic pipeline (TAP) from
Azerbaijan-Greece-Albania-Italy (Ziegler and Menon 2014). These pipelines, between
Georgia and Azerbaijan, follow almost exactly the Batumi-Baku rail corridor that Mackinder
had advocated the British seize control over during the Russian revolution. As British High

Commissioner to South Russia, Mackinder had expected that controlling the energy corridor
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would be instrumental to build an anti-Russian alliance. As the With US support, Georgia’s
military budget increased by more than 10-folds from 2003 to 2008 (Stalenheim, Perdomo
and Skons 2008). Russia’s military intervention in 2008 undermined these efforts and
cemented the continued presence of Russia in South Ossetia and Abkhazia by recognising
their independence. Similarly, support for the ‘Orange Revolution’ in Ukraine in 2004 was
followed by the support for NATO membership. Bringing Ukraine into the Western orbit
would endow Washington with influence over pipelines that carried 80 percent of gas
transiting from Russia to Europe, and diminish Russia’s presence in the Black Sea by ending
the lease of Sevastopol. On the eastern periphery in Asia, the US announced its military pivot
to Asia in 2011 that aimed to strengthen the US-led security architecture that marginalises

China’s ability to project maritime power.

Controlling energy resources and trade routes in the Middle East relies to a great extent on
forward deployments near the Strait of Hormuz (Gresh 2010). The US had initially been on
track to bring the energy-rich Middle East under its influence following the Second World
War when both Saudi Arabia and Iran had eventually fallen under US influence and Egypt
followed in 1979. However, the Islamic Revolution in 1979 ensured that the US would be
engaged in a prolonged, costly and militarised conflict. While the US was initially able to use
Iraq as a proxy in the war against Iran from 1980 to 1988, Iraq’s invasion of Kuwait made it
necessary to open a front against Iraq as well. Bringing Iraq back under US influence became

an important objective following the failure of the sanctions throughout the 1990s.

The think-tank ‘Project for a New American Century’ (PNAC), consisting of Cheney,
Rumsfeld, Wolfowitz and other key figures in the Bush Administration, circulated a report in

2000 equating dominance in the Persian Gulf to global hegemony:

The United States has for decades sought to play a more permanent role in Gulf regional
security. While the unresolved conflict with Iraq provides the immediate justification, the
need for a substantial American force presence in the Gulf transcends the issue of the

regime of Saddam Hussein (Kellner 2004).

Under the auspices of the Global War on Terror, the US has pushed itself further into
debt to ensure control over the southern edge of the Eurasian landmass (Katzenstein 2005:
42). The invasion of Iraq in 2003 contributed to further weakening the US by becoming a
‘military giant, a back-seat economic driver, a political schizophrenic and an ideological

phantom’ (Mann 2003: 13). The deployment of a large land-based invading army strayed
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from the strategy of a maritime balancer and replicated the disaster of the Vietnam War.
Rather than establishing a node in the Middle East, the invasion of Afghanistan and Iraq
strengthened Iran as the primary balancer of US power in the region. More determined to
balance an increasingly powerful Iran, the US found itself allied uncomfortably close to

Saudi-Arabia, Qatar and the Sunni-extremist groups they support in the region.

The US initially sought to use the Arab Spring to bring the region under US
geoeconomic power. Albeit, the ambition to establish the Middle East/North Africa
Investment Fund (MENA-IF) and Trade and Investment Partnership (MENA-TIP), as a
counterpart to the European TTP and Asian TTIP, failed to materialise. Instead, the reliance
on military power contributed to chaos in Libya, Syria and Yemen, while Iran and Russia

eventually stepped in to balance the US.

The military failures in Afghanistan also undermined US ability to establish a
presence in the energy-rich region of Central Asia, bordering China, Russia and Iran as
America’s three main Eurasian adversaries. US support for energy cooperation and
interdependence between the EU and Central Asians has the dual effect of reducing Russian
influence in both Central Asia and the EU. With reference to Mackinder’s heartland theory,
scholars commonly refer to the rivalry over the Caspian Sea and Central Asia as ‘the New
Great Game’ (Kleveman 2003). Kazakhstan, a strategic and energy-rich state lodged between
Russia and China, was therefore offered a privileged position in the US-sponsored ‘Greater
Central Asia Project’ (Sultanov 2015). The US version of a Silk Road project also attempted
to integrate Afghanistan into the region. Yet, the envisioned TAPI pipeline (Turkmenistan,
Afghanistan, Pakistan, India) did not materialise as the NATO occupation and nation-

building of Afghanistan began to fail (Lee and Gill 2015; Pomfret 2015: 325).

Global hegemony has become a financially unsustainable endeavour due to rising
national debt and domestic social inequality. While the NAFTA agreement was intended to
enhance the collective leverage of North America vis-a-vis Europe and Japan (Hurrell 1995:
341), it intensified the outflow of manufacturing jobs due to the vastly different economies of
the US and Mexico. The transition from manufacturing to a service economy can largely be
deemed to have been a failure, evident by the enormous trade deficits. Saved capital and
labour from outsourced manufacturing has mostly been directed towards low-skilled and low
paid jobs, while growing economic inequality is eroding the middle class and undermining

economic innovativeness, adaptability and resilience (Luttwak 2010).
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The conviction that the US developed a sustainable post-modern economy less reliant
on traditional manufacturing jobs has been sustained by inflated asset prices masquerading as
economic growth. The collapse of the tech-bubble in the 1990s indicated that the US would
need to accept a diminished position in the global economy. The painful, yet much needed
correction was delayed by setting low interest rates and thereby replacing the tech-bubble
with a housing-bubble. The US economy was again in dire need of structural reform when the
housing market collapsed in 2007-2008. Inflated asset prices had also exhilarated a
consumer-driven economy increasingly reliant on debt and consumption. The financial crisis
began in the subprime mortgage market, but was only a symptom of a much larger bubble
(Schiff 2012; Stockhammer 2014). Borrowing money from abroad to buy imported products
implies that large parts of GDP represent wealth destruction rather than wealth creation. The
US Federal Reserve lowered the interest rates to near-zero again and has kept it there ever
since the housing crash, an unprecedented decision that goes well beyond anything Keynes
advocated. As the market is flooded with cheap money, new asset bubbles have been inflated.
The US is presented with a dilemma as interest rates cannot be raised significantly without
pricking asset bubbles and pushing the economy back into recession, while continuing zero-
rates and cheap money will cause further flawed investments and fuel a derivatives-bubble
and a dollar-bubble. Rothschild (2016) referred to the sustained near-zero interests rates as
‘surely the greatest experiment in monetary policy in the history of the world. We are
therefore in uncharted waters and it is impossible to predict the unintended consequences’.
Furthermore, the global financial crisis demonstrated the preparedness of the US government
to protect strategic industries, deeming financial institutions as being ‘too big to fail’. The
‘bailouts’ of the major investment banks became the largest transfer of wealth from the
middle-class to the rich in US history, which has undermined social mobility, economic

resilience and political stability.

Under the Obama administration, US debt ballooned from 10 trillion to 19 trillion,
which is expected to reach 20 trillion by the time be leaves office. Debt to GDP ratio has
risen from 64.8 percent in 2007 to 104.17 percent in 2015, while unfunded liabilities exceed
$100 trillion.’ In a sign of distrust over the safety of gold in US vaults, Germany and
Netherlands began in 2013 and 2014 the process of repatriating their gold and discussions are
intensifying in other European central banks in to do the same. The dollar is losing its appeal,

albeit credible alternatives are still lacking. Justin Yifu Li, the former chief economist of the

3 For current total unfunded liabilities, see U.S. Debt Clock, http://www.usdebtclock.org/
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World Bank, posits: ‘The dominance of the greenback is the root cause of global financial
and economic crises’ (Barris 2014). The Deputy Managing Director of the IMF, Naoyuki
Shinohara, encouraged emerging Asian economies to reduce their reliance on the US dollar
since the dominant position of the dollar did no longer reflect the international distribution of
wealth (Chandran 2015). According to the IMF, the US dollar accounted for 55 percent all
foreign exchange holdings in 2001, which declined to 33 percent by 2013 (Halligan 2014a).

The amount of dollars in circulation around the world has become a liability: ‘If a
future financial crisis implicated the dollar, a tidal wave of dollars could flood the market’
(Kirshner 2013: 30). However, currency dominance is recognised for the ‘advantages of
incumbency’ since all major economies are deeply entrenched in the status quo and will be
restrained with disentangling (Eichengreen 2011: 7; 32). Conversely, rival powers become
more willing to accept economic pain to decouple from excessive dependence on the US as
the ability to provide collective goods diminishes and Washington’s bargaining power

becomes more reliant on coercive means.

With economic power rapidly shifting from the West to the East, an unprecedented
situation has emerged as the US, EU and Japan have accumulated unsustainable debt, while
China, Russia and other developing states have become the main creditors. The
interdependence between the US and China as the main debtor and creditor exhibits
unsustainability. The relationship has commonly been defined as mutual interdependence as
the US relies on China to buy US treasury bonds, while China depends on the US as an
export market. With US debt growing to unsustainable levels, the partnership becomes a
liability to China as the creditor and systemic pressures encourages Beijing to challenge US
primacy. China will increasingly yield to the mounting pressure to revise its development
strategy and decouple from excessive dependence on its debtor. The preparedness of
accepting some economic pain for favourable symmetry is enhanced as it becomes
increasingly unlikely for China to have the debt repaid, and China is reluctant to fund its own

military containment as tensions rise.

2.3. The potential for an American geoeconomic revival

The dominant but declining power of the US presents a paradox as chaos ensures stability:

increased connectivity among rising Eurasian powers could sink the US economy and bring
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the rest of the global economy down. Similarly, when there is turbulence in global financial
markets caused by a fragile dollar, there is a tendency to back the US dollar as a traditional
safe haven (Prasad 2014: 299). There are indications that the US could renew and cultivate its
geoeconomic tools beyond crude economic sanction. The ‘shale revolution’ is transforming
the US from an energy importer to an exporter. Exporting LNG to Europe is imperative for
the objective of reducing reliance on Russian gas. The Trans-Pacific Partnership (TPP) and
Transatlantic Trade and Investment Partnership (TTIP) trade deals can revive US primacy
and marginalise China and Russia (Lo 2015: 55-56; Blackwill and Harris 2016). The TPP
consists solely of maritime states, which would strengthen US dominance on the eastern

periphery of Eurasia. Obama (2016) argued:

America should write the rules. America should call the shots. Other countries should
play by the rules that America and our partners set, and not the other way around. That’s
what the TPP gives us the power to do... The United States, not countries like China,

should write them.

Secretary of State, Hillary Clinton, likewise referred to the TTIP between the US and Europe
as an ‘economic NATO’ (Oreskes 2016). The leaked TTIP documents indicated that the new
rules written by America pursued competitive advantage by masquerading corporate
dominance as free-trade. The Independent reported that the trade agreement would augment

US economic dominance in Europe:

Documents show that US corporations will be granted unprecedented powers over any
new public health or safety regulations to be introduced in the future. If any European
government does dare to bring in laws to raise social or environmental standards, TTIP
will grant US investors the right to sue for loss of profits in their own corporate court

system that is unavailable to domestic firms, governments or anyone else (Hilary 2016).

The US demonstrates increased economic statecraft to contain Russia influence in
Europe. Hawkish voices argue in favour enhancing US relative power across Europe by
immunising against Russian economic statcraft. Applebaum (2015) suggests that ‘we need to
disengage with Russia, we need to make sure it does not influence us’ by ‘getting corrupt
Russian money out of our financial systems’ that are used to ‘buy’ Western politicians. These
recommendations are seemingly carried out as Washington tasked the US Director of
National Intelligence, James Clapper, to investigate Russian clandestine support for European

political parties to gain influence on the continent (Foster 2016).
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The US invested more than $5 billion into ‘democracy-promotion’ in Ukraine, which
was equated to a ‘European future’ (Sakwa 2015: 86-87). The US-backed ‘colour
revolutions’ in Georgia and Ukraine in 2003 and 2004 failed cement their position within the
Western orbit as Russia leveraged from business influence and energy dependence.
Conversely, following the Maidan-coup in 2014 the US immediately increased its economic
influence over the new government as a key lever of power.* Washington provided
substantial economic support for Kiev to enable Ukraine to sever economic ties with Russia,
as the White House recognised its strategic interest in reducing Ukraine’s reliance on Russia’
(Scherer 2014). Natalie Jaresko, and American official from the US State Department, was
granted instant Ukrainian citizenship to fill the position of Ukraine’s Finance Minister. While
holding the position of Finance Minister, Jaresko as a co-founder of the investment firm
‘Horizon Capital’, also made her bid to take over one of Ukraine’s largest telecom company
(Ukraine Today 2016). The son of US Vice President, Joe Biden, and a close family friend of
US Secretary of State, John Kerry, became board members of the Ukrainian gas and oil

company Burisma three months after the coup (Sonne and Grimaldi 2014).

The IMF changed its own rules of not lending to states that default on sovereign debt.
The rule was eschewed as Ukraine and the West sought to prevent Western loans from being
used to pay back Russian debt (Aslund 2015). While the reason for altering the rules was to
support the Maidan-government, ironically the justification was that Russia’s loan to Ukraine
had been political by supporting the Yanukovich administration. Russian Prime Minister,
Medvedev, had correctly predicted Kiev would not pay its debts and that ‘our Western
partners not only refuse to help, but they also make it difficult for us’ (Russian Federation
2015a). The Russian Deputy Chairman of the Committee for International Affairs at the
Federation Council accused the IMF of acting as an instrument of the Maidan coup. The US
was argued to have ‘the role of the main violin in the IMF while the role of the second violin
is played by the European Union. These are two basic sponsors of the Maidan — the symbol
of a coup d’état in Ukraine in 2014’ (Tass 2015a). Subsequently, Russian misgivings about
US dominance over international financial institutions such as the IMF have trumped
apprehensions about powerful Chinese-led international investment banks diluting Russian

influence in Central Asia.

4 The word ‘coup’ is used to signify the unconstitutional seizure of power by established political elites in the
opposition, as opposed to a ‘revolution’ that marks a pervasive change of government by the people.
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Russia’s intervention in Ukraine and China’s assertive stance in the South China Sea
has presented Washington with the opportunity to leverage from its military power by
reviving alliances in decline. While geoeconomic instruments of power tends to be more
covert and evoke less fear, the threat from military coercion makes European states more
willing to accept economic pain to reduce reliance on possible aggressors (Connolly 2016).
However, there are apprehensions in East Asia to partake in an anti-Chinese alliance, with
Philippines being the most prominent example. Likewise, NATO’s main member states have
expressed extreme misgivings about prolonged confrontation of Russia. The German foreign
minister, Steinmeier, accused NATO of ‘saber-rattling” (DW 2016). The French President
similarly warned that ‘“NATO has no role at all to be saying what Europe’s relations with
Russia should be. For France, Russia is not an adversary, not a threat’. Turkey has also
vehemently rejected that NATO can dictate Turkey’s partnership with Russia and announced
that Russia can use Turkey’s Incirlik military base (RT 2016a). Opposition to anti-Russian

sanctions have also mounted in Southern and Eastern Europe.

The US has developed an unprecedented capacity for cyber espionage and cyber
warfare. In the early 1990s, the concept of ‘economic intelligence’ began to expand to
include the US intelligence community serving the interests of national business interests
(Scalingi 1992: 153). The PRISM surveillance program revealed by the Edward Snowden
leaks confirmed the extensive cyber espionage by the NSA into foreign corporation such as
the Brazilian energy company Petrobras, Swiss banks and Chinese telecoms (Segal 2014).
The Stuxnet cyber-attack on Iran’s uranium enrichment centrifuges demonstrated the
capability of the US to attack critical infrastructure and potentially financial institutions of
adversaries. Leaked files from the US verified that President Obama had called for a list of
potential overseas target for cyber warfare. The objective of the Offensive Cyber Effects
Operations was to ‘advance US national objectives around the world with little or no warning
to the adversary or target and with potential effects ranging from subtle to severely
damaging’ (Greenwald and MacAskill 2013). Following the accusation by Hillary Clinton
that Russia was behind the hack into the Democratic National Committee during the
presidential elections in 2016, she pledged: ‘As president I will make it clear that the United
States will treat cyber-attacks just like any other attack. We will be ready with serious

political, economic and military responses’ (White 2016).
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Bargaining power: from sticks to carrots?

Restoring geoeconomic bargain power requires greater ability to accommodate the interests
of adversaries. Washington has become overly reliant on economic coercion as opposed to
providing common goods to discourage disengagement from US-led international institutions
and trade. Even if the US would not decline in absolute power, the ‘rise of the rest’ results in
continuing decline of relative power (Zakaria 2008). The US is presented with a dilemma as
it can either accept the emergence of a multipolar world and use its leverage to shape a new
international infrastructure that maintains US leadership, or seek to maintain dominance and
risk rival powers constructing new institutions without US influence and perhaps in

opposition to the US (Brzezinski 2009; 2013; White 2012).

The failure to accommodate rival powers in the IMF has spurred the incentive to
create alternatives. Following years of the US rejecting and delaying reforms to the IMF, the
global leadership versus global domination dilemma became especially acute. In 2015, China
responded by courting new members for the Asian Infrastructure Investment Bank (AIIB), as
an alternative to the IMF and the World Bank. While the US lobbied its allies to ignore
China, almost all of the US major allies eventually joined. Former US Secretary of State,
Madeleine Albright, recognised that Washington ‘screwed it up’ by miscalculating as ‘all of a
sudden everybody was in’, which isolated the US instead (Dong and Lia 2015). In an effort to
salvage the IMF, the US later accepted the yuan into the currency basket of the IMF’s Special
Drawing Rights.

Similarly, the threat of expelling Russia from SWIFT to cripple its economy
following the annexation of Crimea drastically increased the threat of relying on a US-centric
financial system. The head of the analysis department at the Association of Russian Bank
recognised SWIFT expulsion would be detrimental: ‘It will be a step backwards of 20 or 30
years’ (Amos 2015). Prime Minister Medvedev warned that ‘our economic reaction and
generally any other reaction will be without limits’ if Russia were to be disconnected from
SWIFT (Tass 2015b). Subsequently, Russia increased its efforts to de-couple from the dollar,
began developing its own transaction system and supported the Chinese launch of the China
International Payment System (CIPS) at the end of 2015. Russia’s response by gradually
decoupling from the US-led SWIFT system and the dollar should have been predicted as
sustained sanctions on Iran also made Tehran an innovator for a post-American world by

refusing to take dollars for its energy sales and developing alternative payment systems. The
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US has sought to improve relations with Iran, which was hoped to turn a corner following the
signing of the nuclear agreement in 2015 (Winkler 2015). Iran has nonetheless continued to
express its opposition to the US, while both Russia and China are seeking to accommodate
Iran in parallel financial and trade arrangement through membership in the Shanghai

Cooperation Organisation.

Selective accommodation as a wedge strategy

All major adversaries of the US do not need to be accommodated. The intensifying economic
connectivity and political convergence of major Eurasian powers can be countered with
selective accommodation to draw a wedge between states engaging in collective balancing.
Realist theory suggests that attempting to sustain the unipolar moment would only make it
more resisted by uniting rising power such as China, Russia and Iran, which is what US
strategy has historically aimed to prevent. Containment policies against both Russia and
China are especially driving the main two Eurasian adversaries into a strategic partnership,

incentivising both sides to resolve differences and harmonise interests (Cornett 2016: 15).

Brzezinski (2016) argues that the US must ‘fashion a policy in which at least one of
the two potentially threatening states [China and Russia] becomes a partner in the quest for
regional and then wider global stability’. The costly, unfeasible and dangerous US-led
containment of both Russia and China would ideally be replaced by a strategy that ‘actively
seeks to maintain the division of Eurasian great powers’ (Cornett 2016: v). The US had
temporary success with the US-Russian ‘reset’ of relations in 2009, when the US dropped its
missile defence plans in Poland and the Czech Republic supposedly in return for Russia
agreeing to sanctions on Iran. The US later announced the deployment of a more powerful
missile defence under a different format, yet Russia’s relations with Iran had been severely

strained.

China is decisively the most powerful geoeconomic rival and the only potential
unconstrained hegemon on the Eurasian continent (Mearsheimer and Walt 2016) The new
realist will mount systemic incentives for the US to create an ‘expanded West’ that includes
Russia to restore ‘normal balancing’ between Russia and China (Brzezinski 2009; Cornett
2016). The post-Cold War hubris and subsequent refusal to recognise any legitimate Russia

security interests in Europe is deeply embedded in the mentality of Washington. Three
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decades after Gorbachev’s ‘new thinking’ about Soviet foreign policy, the US would benefit
from a similar break from the ideational status quo to achieve a great power (Kuchins 2016:
460). Alternatively, the US could maintain its costly dual front and instead encourage rivalry
between China and Russia by elevating competing interests or by utilising propaganda.
Cornett (2016: 17) advocates for the US and Japan to employ ‘strategic communication tools’
to spread fear within Russia about China’s rise, while a focus on human rights issues and
common values issues would be instrumental to shame growing EU ties to China (Cornett

2016: 17).

Using carrots to enhance bargaining power with Russia does not require a complete
harmonisation of interests in Europe and Asia. The objective can merely be to make Russia a
rudimentary stakeholder in a regional status quo to avoid diametrically opposed positions.
East Asia is a conceivable starting point for future rapprochement due to less incompatible
interests, while the failure of Russia to diversify its partnerships in the region would
ultimately strengthen China. Klein (2014: 20) argues that the US could be an ‘indispensable’
partner for Russia’s pivot to East Asia, which would not require abandoning containment in
Europe. Inozemtsev (2013) even recommends establishing a North Pacific Treaty
Organisation to create a more equal partnership for Russia in Asia. Russia also had growing
incentives to restore relations with the US since the ongoing antagonism undermines Russia’s
ability to play the two sides against each other (Rozman 2015). There has so far not been any
explicit expression of interest on the side of the US to participate in the development of
Siberia and the Russian Far East (RIAC 2012). The US can similarly align policies with
Russia to some extent in Central Asia due to the shared interest of enhancing security in
Afghanistan. The Northern Distribution Network transportation corridor transiting through
Uzbekistan, Kazakhstan and Russia could drastically enhance economic prosperity and
political stability of Afghanistan, at the price of becoming more reliant on Russia (Kuchins,

Sanderson and Gordon 2010: 34).

The ability to adjust back from geopolitics to geoeconomics is subject to the
rationality of decision-makers, which is an uncertain variable since states in decline often
experience deep internal divisions. Obama recognises that the military should be used less as
‘almost every great world power has succumbed’ to overextension’ (Goldberg 2016). Trump
even advocates a radical withdrawal of forward deployments unless they are subsidised by
allies, and warned: ‘Our country owes right now $19 trillion, going to $21 trillion very

quickly because of the omnibus budget that was passed, which is incredible. We don’t have
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the luxury of doing what we used to do’ (New York Times 2016). In contrast, Clinton is
renowned for being extremely hawkish with the military and uttered: ‘I don't understand
people...who talk about us as being in decline, and who act as though we are not yet the
greatest country that has ever been on the face of the Earth for all of history!” (Telegraph
2016). Similarly, the systemic pressures by accommodating Russia can be obstructed by the
ideological climate in Washington. Inclusion of Russia in an ‘expanded West’ has been
advocated as to balance China (Brzezinski 2013: 123). Yet, Brzezinski has previously also
postulated that integration between Europe’s two largest states would be harmful to European
integration: ‘if the romance between Russia and Germany goes too far, it could strike a blow
against European integration’ (Vinocur 2009). This reflects a broader hostility in Washington
towards the notion of legitimate Russian influence beyond its borders, and a conception of

Europe that does not comprise of Russia.

Similarly, Washington is vehemently opposed to Russia’s integration initiatives with
former Soviet republics, which is equated to the revival of the Soviet Union. Russia’s
proposal in 2004 to create a ‘Single Economic Space’ between Belarus, Ukraine, Kazakhstan
and Russia was deplored by Washington as an ‘imperial ambition’ (Gvosdev 2008). NATO
has likewise been reluctant to cooperate with the Collective Security Treaty Organisation
(CSTO) in fear of supporting the legitimacy of a Russian-led institution competing for
influence. Similarly, the US Secretary of State, Hillary Clinton, renounced the Custom Union
and the EEU as ‘a move to re-Sovietise the region’ and declared that Washington was
determined ‘to figure out effective ways to slow down or prevent it’ (Sheahan 2012).
Bringing Ukraine into the Western orbit has been recognised to be ‘essential to prevent the
recreation of something like the former Soviet superpower around its Russian core’ (Nation
2000: 7). Ukraine’s absence from the EEU is expected to severely weaken the integration
project due to the ensuing skewed balance of power. Brzezinski (1997b: 46) posits that

‘without Ukraine, Russia ceases to be a Eurasian empire’.

Conclusion

The rise of US economic statecraft can be attributed to its position as a maritime power, a
privileged trading state that has relied on offshore balancing as opposed to a large standing
army. The remarkable economic statecraft that endowed the US with main levers of power in

the global economy declined sharply during the Cold War due to the exorbitant reliance on
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traditional geopolitics. The failure to reform following the Cold War by returning to
geoeconomics was motivated by the self-defeating objective of sustaining the unipolar
moment. Pursuing global primacy with military superiority has subsequently set the US on

the path towards bankruptcy and encouraged the convergence of its main rivals in Eurasia.

The potential for a revival of US geoeconomics can be surveyed by the means and
ends. There are reasons to be exuberant concerning economic tools as the US is regaining
energy independence; developing regional TTP/TTIP agreements that marginalise its rivals;
accruing dominance within cyber espionage and cyber warfare; pursuing a more prominent
economic component in the containment of Russia and growing focus on preventing Russia
to convert economic power to political capital. Yet, the debt-model of the US has
increasingly placed it in an unfavourable and unsustainable position vis-a-vis the export-
based growth model of China and other rivals. The military can provide some temporary
benefits by exploiting the conflict in Ukraine and the South China Sea to build anti-Russian
and anti-Chinese coalitions. However, the objective of marginalising all major adversaries
results in Washington geoeconomic bargaining power being increasingly devoid of the ability
to provide benefits to its adversaries. Subsequently, Washington relies disproportionate on
brazen military and economic coercion that further encourages disengagement from US-led
structures and the creation of alternative financial institutions, infrastructure, currencies, and

trade dependencies.

Russia should expect changes in US policies due to mounting systemic pressures in
Washington to replace global dominance with leadership by accommodating adversaries to a
greater extent. Selective accommodation is the most conducive approach to drive a wedge
between rival Eurasian powers and thereby allow the US to return to the strategy of an
offshore balancer. Moscow should welcome rapprochement to diversify partnerships in East
Asia to prevent Chinese dominance, yet reject any proposals that can be construed as an

effort to contain China.
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3. Russian Failed Geoeconomic Strategy for a ‘Greater Europe’

Introduction

The purpose of this chapter is survey the initial rise of Russia’s economic statecraft as a tool
for constructing a Greater Europe. It is imperative to evaluate the means in relations to the
ends since the continuity of a Western-centric foreign policy constrained the bargaining
power of Moscow. A Greater Europe is conceptualised as a project for eliminating the
institutional divide that remained after the Cold War by accommodating Russia in formats
with favourable symmetry. The West have great incentives to maintain the primacy of the EU
and NATO as they enhance collective bargaining power to pursue material and normative
objectives, while eradicating the divisions in Europe could make Russia the principal power
on the continent due to its size and resources. While ‘Greater Europe’ evidently has immense
strategic value for Moscow, the ensuing Western-centric foreign policy exacerbated the

existing asymmetrical relations.

The first section of this chapter will address the absence of geoeconomic thinking by
the Yeltsin administration as a rationality deficit. The economic decline of Russia in the
1990s was exacerbated by the squandered comparative advantage of Soviet industry and the
failure to develop new and effective institutions and industry. Moscow did not develop
economic tools to negotiate Russia’s a post-Cold War political settlement from a position of
strength. Instead, the balance of power logic was initially denounced and Moscow committed
solely integration with the West by disregarding potential partners in the east. Yeltsin’s
eventual reversal by attempting to integrate with Eurasia was stillborn since it was

predominantly a geopolitical initiative without sound economic foundations.

Putin’s main achievement was to adopt economic statecraft to restore domestic
sovereignty and reassert Russian influence internationally as a great power. Russia skewed
symmetry in its favour by increasing and maintaining EU dependence on Russia by asserting
control over energy supplies, transit and downstream assets within the EU, while sabotaging
alternatives that would enable the EU to diversify away from excessive reliance on Russia.
Economic statecraft in Russia revealed a disproportionate reliance on monopolising control
over energy resources to extract political concessions. The continuation of a Western-centric

foreign policy severely limited Russia’s bargaining power to negotiate a new format for
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Europe and to diversify the economy by attracting technology transfer and investments on
favourable terms. With excessive focus on energy, the competition between the EU’s ‘Wider
Europe’ and Russia’s ‘Greater Europe’ was principally about controlling pipelines and

regulation.

It will be concluded that the Europe’s dependence Russia as an energy supplier has
been balanced by Russia’s reliance on Europe as an energy consumer. The symmetry in
relations had deprived Russia of a potentially powerful lever of power. Russia’s deep-seated
immersion in the Western-centric economic system was evident since it required a war in
Ukraine to eventually declare Greater Europe void and mobile political impetus to

experiment with alternative connectivity in the east.

3.1. Yeltsin’s leaning-to-one-side strategy for a Greater Europe

The overarching object of Moscow for more than two decades has been to alter Europe’s
security architecture for the simple reasons that Russia has not been adequately part of it.
Following the disbandment of the Soviet Union, the West shelved Gorbachev’s Gaullist
project for a ‘Common European Home’ by making security the prerogative of an expanded
NATO and EU. The absence of a ‘Greater Europe’ did not simply create an unfavourable
status quo, it undercut the prospect of cementing a new status quo as the main institutions
representing ‘Europe’ incrementally expanded eastwards under the dogma of ‘European

integration’.

Russia is, however, not ‘excluded’ from Europe. Europe’s main institutions engage
with Russia at an arm’s length for the purpose of maximise asymmetrical interdependence to
deprive Russia of influence and autonomy. Collective bargaining power with NATO-Russia
and EU-Russia formats (28+1) is further exacerbated through partnership with the ‘shared
neighbourhood’ for collective pan-European clout against Russia. The failure to adequately
accommodate Russia exhibits continuity rather than change, as tensions between Russia and
the West has for centuries been rooted primarily in political exclusion and estrangement.

Conflicts with the West are a mere reflection of

Russia’s 500-year-long struggle for recognition as a European power. It concludes that

Russia’s major problem in Europe in the years to come is not, first and foremost, a
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security problem but a general political problem that has repercussions for security

policy (Neumann 2013: 13).

A Greater Europe implies replacing the dominant role of Cold War institutions with
an inclusive arrangement where Russia has a seat of the table in Europe. The Foreign Policy
Concept of the Russian Federation (2013) deplores the West’s preference for a ‘bloc-based
approach to addressing international issues’, which relies on ‘unilateral sanctions and other
coercive measures’ in ‘blatant neglect of fundamental principles of international law’.
Dismantling and preventing the emergence of anti-Russian coalitions would remove
significant threat to national security. However, the mantra of being accommodated as an
‘equal among equals’ is not without irony since diminishing the West’s collective bargaining

power could make Russia the most powertful state in Europe.

The ‘liberal delusion’ or irrationality of Yeltsin was rooted in the belief that the Cold
War was primarily a conflict between two ideologies rather than two power centres. From
this perspective, dismantling the Soviet Union would enhance the prospect of overcoming the
division in Europe. In contrast, realist theory assumes that a balance of power (or
dependence) is required for sustainable cooperation and integration. The symmetry that had
existed when the Cold War was declared over in 1989 became severely skewed when the
Soviet Union collapsed two years later, leaving the US and the broader West unconstrained
and free from having to accept compromises (Walt 2006). From a realist view, the demise of
the Soviet Union to some extent derailed rather than facilitated the end of the Cold since a

mutually acceptable and thus durable post-Cold War settlement was deferred.

Yeltsin’s devoutness to become part of the West exacerbated the existing
asymmetrical dependency (Cheng 2009: 127). The policy of ‘leaning-to-one-side’ by only
aspiring to integrate with the West motivated isolationism from former Soviet republics and
even evading meetings with Chinese officials (Tsygankov 2006: 58, 73). Russia’s Western-
centric approach ironically empowered the West to marginalise Russia. The West was
‘Russia’s only choice — even if tactical — thus provided the West with a strategic opportunity.
It created the preconditions for the progressive geopolitical expansion of the Western
community deeper and deeper into Eurasia’ (Brzezinski 2009: 102). Any rapprochement that
would enhance Russian influence in Europe was depicted in Cold War terms as a divisive
‘peace offensive’ to divide the West (Straus 2003: 232). Some Russian journalists concluded

this was the only West Russia had and it was not conducive to wait for the West to become
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kinder and accept more favourable conditions for collaboration (Straus 2003: 229). The West
provided Moscow with an ultimatum: Russia could either be an apprentice attempting to join
Western civilisation by accepting the primacy of NATO and the EU or become a ‘counter-

civilisational force’ that would be balanced (Williams and Neumann 2000: 361, 374).

Yeltsin acceptance that integration entailed conformity with Western liberal
democracy precipitated Russia’s passive role in Europe. A Europe based on ‘common values’
implied accepting the normative leadership of the West and implicitly making Russia
responsible for its own exclusion, while in contrast ‘compatible values’ would dispel the
civilising discourse and set the foundation for cooperation between equals (Moller 2003).
Moscow therefore tacitly accepted a teacher-student or subject-object format for cooperation
and integration (Neumann 1999: 107-109; Browning, 2003; Haukkala, 2005: 9). In 1995,
NATO invented a queuing system where conditionality was set for membership, while the
EU similarly established its community acquis. Cooperation and integration was thereby
translated into unilateral concessions and adjustments by Moscow in order to follow and
become more like the West. The Secretary General of NATO, Lord Robertson, rebuked
Russian submissions to join the Western alliance as an equal by arguing Russia would have
to submit an application and stand in queue while obeying NATO dictates (Straus 2003: 266).
Medvedev (2000) posits that ‘whether authoritarian or democratic, Russia will never feel
comfortable as the subject of a “civilising”, “educational” discourse. In this sense,

Europeanisation can hardly become a solid foundation for an equal relationship’.

Unbalanced power, as opposed to incompatible values, was the principal independent
variable for the emerging hubris in Washington and unwillingness to accommodate Russia.
This had been communicated in the 1992 State of the Union Speech by President Bush
(1992), which declared ‘victory’ in the Cold War and suggested there was only ‘one sole and
preeminent power... the leader of the West that has become the leader of the world’. The
former US Ambassador to NATO, William Taft (1997) suggested that Russia’s full inclusion
in Europe’s main institutions would dilute US primacy on the continent: ‘NATO will not be
the NATO that brings in the United States to Europe in the way that it needs to if Russia is in
it’. President Bill Clinton later cautioned that cooperation translated into Washington
dictating what Moscow had to do: ‘we keep telling Ol’Boris, “Okay, now here’s what you’ve
got to do next — here’s some more shit for your face” (Talbott 2002: 202). Kissinger
similarly warned that instead of fomenting a US-Russian partnership based on harmonising

competing interests, Russia role was relegated to complying with Washington’s lectures on
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democracy and market economics, which created the sense of Russia ‘having come under a
kind of colonial tutelage’ (SMH 1999: 19). William Perry, the US Secretary of State between
1994 and 1997, recognised that Russian security interests and concerns regarding NATO
enlargement were ignored because Russia was weak, not as a result of not recognising the

merits of the concerns:

It wasn’t that we listened to their argument and said he don’t agree with that argument...
Basically the people I was arguing with when I tried to put the Russian point... the
response that I got was really: “Who cares what they think? They’re a third-rate power.’

And of course that point of view got across to the Russians as well (Borger 2016).

Perry noted that when Russia later expressed concerns that missile defence could
incrementally challenge their deterrence, then ‘the issue again wasn’t discussed on the basis
of its merits — it was just “who cares about what Russia thinks”. We dismissed it again’
(Borger 2016). The lesson learned by Moscow was that a voice in Europe depends on power,
not allegiance, intentions or values. Marginalising Russia in European institutions would not
permanently deprive it of a voice and influence, but rather make Russia more reliant on hard
power and economic statecraft. As George Kennan cautioned in 1998, Russia would

eventually respond fiercely to enduring containment by expanding NATO (Friedman 1998).

The Yeltsin administration eventually conceded its ‘leaning-to-one-side’ policy had
been exploited rather than rewarded. Yeltsin reversed his position and argued in favour of
integrating with the post-Soviet space and broader Eurasia. Under pressure to rectify his
failed Western-centric policies, Yeltsin called for diversifying partnerships as Western
unilateralism and expansionism ‘had to be balanced. After all, we are a Eurasian state’
(Tsygankov 2006: 66). Prime Minister Kozyrev was replaced with the more hawkish
Primakov, who sought to revive Eurasianism by constructing a Moscow-Beijing-New Delhi
alliance. The willingness and capacity to develop a political integration project independent
of the West was, however, lacking among all potential participants — Russia included. The
Eurasian vision was a product of geopolitics rather than geoeconomics, and never had the
potential to materialise as there was little economic capacity and willingness/ability of these

three Eurasian powers to unite against the West (Tsygankov 2006: 119).
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3.2. Putin’s great power strategy for a Greater Europe

Putin continued the project for a Greater Europe with great power status as a prerequisite.
Putin reasoned that the failure to reach a mutually acceptable political settlement after the

Cold War has been the genesis of Europe’s enduring quandaries:

From the beginning, we failed to overcome Europe’s division. Twenty-five years ago, the
Berlin Wall fell, but invisible walls were moved to the East of Europe. This has led to
mutual misunderstandings and assignment of guilt. They are the cause of all crises ever

since (Bertrand 2016).

Putin recognised identified Moscow’s failure under Yeltsin as neglecting Russian interests:
‘if we had presented our national interests more clearly from the beginning, the world would
still be in balance today’ (Bertrand 2016). The revised and pragmatic Western-centric foreign
policy aimed to negotiate integration with the West as equals, rather than into the West as an
applicant aspiring to meet conditionality (Trenin 2014a). Moscow’s realist understanding of
the world under Putin is evident by the assumption that peace requires mutual constraints

rather than empowering Western-led institutions as a ‘force for good’ (Diesen 2015: 154).

Moscow acknowledges that in the contemporary world a balance of dependence or a
‘balance of interests’ has displaced the balance of power logic (Averre 2008: 31). Unlike the
Cold War, a balance of dependence in Europe is not established by incompatible ideological
and military blocs. A neo-Bismarckian strategy is pursued by immersing Russia as an integral
part of regional networks and institutions where a dependence on Russia is fostered, which
hampers the capacity to mobilise anti-Russian coalitions. Russia’s pursuit of multilateralism
is deemed to be a ‘relatively inexpensive way to constrain other powers’ (Rangsimaporn

2009a: 3).

Restoring Russia’s ‘great power’ is a colloquial reference to enhanced bargaining
power. A great power is defined as an autonomous actor that wields influence globally,
implying interdependence with favourable symmetry. A great power does not subject itself to
excessive reliance on one state or region, while positioning itself as an indispensable partner
to allies and adversaries. A great power status is therefore conducive to convince antagonists
to settle outstanding disputes. Great power bargaining power reverses Russia’s marginal role
by being capable of balancing Western unilateralism and concurrently incentivising

alternative multilateral formats. As Kissinger (2015) argued: ‘If we treat Russia seriously as a
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great power, we need at an early stage to determine whether their concerns can be reconciled
with our necessities’. Primakov linked the idea of Russia’s great power status to its historical
role as ‘the holder of international equilibrium of power’ (Tsygankov 2006: 71). The Russian
National Security Strategy of 2009 similarly announced the objective of integrating with the
international community while preserving an independent foreign policy (Russian Federation
2009a). Putin encapsulated that imperative of Russia asserting itself as a great power by

arguing that ‘either Russia will be great or it will not be at all’ (Shevtsova 2010: 175).

The West frequently misconstrues Moscow’s great power ambitions as evidence that
Russia’s thinking belongs in the past and is not compatible with ‘Western values’. Failing to
undertake the role as an apprentice of Western civilisation is primarily depicted to reflect
independent variables such as the Russian mindset, vanity of the leadership, and nostalgia for
the past. Some Western observers perceived it as a contradiction that Russian insistence on
being a great power revived just as its power was diminishing (Lynch 2001). However, it is
because Russian bargaining power eroded it is required to regain its status as a great power.
The consensus in Moscow that Russia was destined to remain a great power materialised only
after NATO’s began its enlargement process (Pouliot 2010: 179). Between 1992 and 1994
claims for an ‘independent role in line with its great power heritage were either understated
or even denied’ (Ponsard 2007: 62). Kozyrev argued in March 1994 that Russia was ‘doomed
to be a great power’ as ‘some people in the West have actually succumbed to the fantasy that
a partnership can be built with Russia on the principle of ‘if the Russians are good guys now,

they should follow us in every way’” (Pouliot 2010: 178).

3.3. Moscow’s embrace of geoeconomics

Russia’s strategy for a ‘New Globalism’ envisions economic statecraft as a key lever of
power to restore global equilibrium. Economic tools are not utilised to ‘defeat’ adversaries,
rather the objective is to establishing favourable symmetry of dependence. A continued
Western-centric foreign policy implied that Russia would obtain political influence on the
continent and economic benefits such as technology transfer, in return for giving preference
to European investors for Russia’s energy projects (Russian Federation 2003). The need for
economic influence in European energy infrastructure has also encouraged the offer of

lucrative deals for Europe.
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Globalisation of finance progressively enthused geoeconomic thinking among
Russian scholars and practitioners (Solovyev 2004). With increased frequency, Moscow
associates security to economic growth, fiscal prudency, diversification of trade partners and
industries, and developing monopolistic positions in the market. The Russian Security
Strategy set the objective of becoming one of the world’s top five economies by 2020
(Russian Federation 2009a). In 2016, the IMF ranked Russia as the sixth largest economy in
the world with $3.5 trillion in GDP in terms of purchasing power parity (PPP) (World Bank
2016a).

Putin’s first objective after taking the presidency in late 1999 was for the state to
restore control over strategic industries. The oligarchs controlled the privatised Russian
energy companies and lacked incentives to offer Soviet-era energy discounts in return for
political concessions from neighbouring states (Tsygankov 2006: 120). Instead of serving the
interests of the state, the oligarchs asserted their influence over the state by using their vast
control over energy resources to dictate policies according to their respective business
interests (Sakwa 2007: 144). The oligarchs’ dominance over business, media and politics also
fuelled internal divisions as public support for the government eroded, while the communists,
ethnic nationalists and secessionists were winning support for radical alternatives (Diesen
2016a). The nascent fear was that foreign governments, especially the US and UK, were
courting oligarchs at the peril of national security. The oligarchs embodied what Hirschman
(1969: 29) referred to as a ‘commercial fifth column’ since individuals controlling strategic
industries were developing greater loyalty to rival governments. A colonial status seemed
plausible if Russia’s own natural resources became a geoeconomic instrument by Washington

and London.

Reversing the rule of the oligarchs and reasserting the state’s authority over the
natural resources became the signature of Putin’s first term. The primary objective was to
‘exterminate oligarchs as a [criminal] class’ (Kim 2005: 192). Oligarchs’ economic power
was decoupled from political influence by announcing that those interfering in politics and
the media would be held accountable for their crimes during the chaotic 1990s (Sakwa 2007:
143). Furthermore, they were required to exercise transparency, pay taxes, and reverse the
capital flight from Russia. Defiant oligarchs such as Berezovsky and Gusinsky were provided
exile and protection by the West, while compliant oligarchs such as Ambramovich fell in line
by supporting the Kremlin, funding development, and selling Sibneft along with other critical
energy infrastructure back to the state (Aslund 2006). Corrupt and disloyal provincial leaders
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that were vulnerable to the influence of oligarchs were removed and new provincial leaders
were appointed directly by the Kremlin. The re-nationalisation of energy resources reached
its pinnacle with the arrest of Khodorkovsky in 2003 and the ensuing absorption of Yukos
assets by the state. The timing was revealing as Khodorkovsky was becoming more political
and was on the verge of selling a major share of his oil empire to ExxonMobile and Chevron-

Texaco (Tsygankov 2009: 146).

Reasserting state control over energy resources improved the domestic situation
dramatically as the revenue from energy resources was directed away from the ‘criminal
class’ and towards a rapidly growing middle-class. Within Putin’s first term, the amount of
Russian citizens living under the poverty line was reduced from 42 to 26 million (Edwards
and Kemp 2006: 12). Furthermore, the public resentment and estrangement that had fuelled
support for the communists and nationalists receded promptly as Putin popularity soared for
taking down the oligarch class. In contrast, the normative authority of the West crumbled due

to oppositions to Moscow’s new policies and support for the exiled and fallen oligarchs.

Economic recovery and great power status was to be achieved by becoming the
energy superpower. The ‘Energy Strategy of Russia to 2020’ portrayed the Russian energy
sector as ‘an instrument for the conduct of internal and external policy’ and that ‘the role of
the country in world energy markets to a large extent determines its geopolitical influence’
(Russian Federation 2003). Putin’s dissertation as a Candidate of Sciences at the St.
Petersburg Mining Institute provides insight into the intentions of his administration, which
argued for utilising Russia’s natural resources for rapid economic development and state-
building (Balzer 2005).° The dissertation advocated mergers into large ‘national champions’
that would be able to compete with the large Western multinational corporations. Five large
state-owned energy giants were constructed: Gazprom for natural gas, Rosneft for oil,
Transneft for pipeline construction, Rosatom for nuclear energy and RusHydro for
hydroelectric power. In geoeconomic tradition, these large energy companies were intended
to serve the interests of the Russian people and the state (Balzer 2005). The energy giants
were led by devoted, powerful and trusted people from Putin’s inner-circle: Alexey Miller,
Putin’s aide from St.Petersburg, became the CEO of Gazprom; Dmitri Medvedev, Putin’s
deputy chief of staff, became the chairman at Gazprom and later president of Russia; Igor
Sechin, Putin’s chief of staff and then deputy prime minister, took the role as Rosneft

chairman; and Vladislav Surkov, Putin’s deputy, assumed the position as a board member of

5 Putin’s thesis is purported to have been plagiarised. See Strauss (2014).
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Transneft product (Kim 2009: 200). Gerhard Schroder, the former Chancellor of Germany,
was hired by Gazprom in 2005 to chair the board an affiliate to construct the German-Russian
North S