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FROM THE EDITOR

The Passing of an Iconic Figure at the IMF

T is with great sadness that we report the death in

February of Jacques Polak, whom we profiled in our

june 2008 issue of Finance & Development. Dr. Polak

was an iconic figure at the IMF and was present at the
creation of the Fund in 1944.

During the three decades he was a senior IMF official, he
plaved a major role in the development of the international
monetary system: its creation in the years immediately fol-
lowing World War I1 and its recalibration in the early 1970s
after the demise of the global fixed exchange rate system. He
was instrumental in the development of Special Drawing
Rights—the international reserve asset that was utilized as
recently as last year to bolster international liquidity during
the global tinancial crisis.

But it was his development of the eponymous Polak Model
in 1957 that both Dr. Polak and colleagues agreed was the
economist’s most important contribution both to economics
and to the institution he served for six decades.

The Polak Mode! explained a country’s balance of pay-
ments in monetary terms, enabling economists to understand
the causes of a country’s international economic imbalances.
By locating the source of balance of payments problems in
domestic credit creation, the model gave the IMF the ability
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Helping Others Defend Themselves Robert M. Gates

In coming years, the greatest threats to the United States are likely to cmanate
from states that cannot adequately govern themselves or secure their own territory.
The U.S. government must improve its ability to help its partners defend them-
selves or, if necessary, fight alongside U.S. troops.

The Brussels Wall William Drozdiak

For years, an invisible wall has kept the European Union and NATO apart. As
the United States and Europe face common threats across the globe, the time has
come to break down the bureaucratic barrier and meld NATO's hard power with
the EU’s soft power to confront today’s challenges.

The Global Glass Ceiling Isobel Colernan

It is now accepted wisdom that empowering women in the developing world is a
catalyst for achieving a range of international development goals. It 1s time for
multinational corporations to get on board: funding education for girls and incor-
porating women-owned firms into their supply chains are good for business.

Essays

The Geography of Chinese Power Robert D. Kaplan

The rise of China is not an existential problem for China’s neighbors or the
United States, but it is a geopolitical challenge. On land and at sea, abetted by
China’s favorable location on the map, Beijing’s influence is expanding—from
Central Asia to the South China Sea and from the Russian Far East to the
Indian Ocean. By securing its economic needs, China is shifting the balance of
power in the Eastern Hemisphere.
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Fora period after World War I, it seemed that “trading states” were charting a new
path forwasd. But small was not beautiful, and as the world market grew, trading
states could not master it. Even great powers found themselves negotiating larger
markets through economic associations with others—as the European states eventually
did. To extend the range and vitality of the U.S. economy today, Washington
should take up Europe’s offer to establish a transatlantic economic union.

And Justice for Al Gary Haugen and Victor Boutros 51

Over the last 60 years, the human rights movement has focused on drafting legal
norms and pushing for their adoption in countries around the world. But these laws
mean little for most people in the developing world, who suffer abuse not because of
alack of legal protection but because these legal protections are simply not enforced.
Now, the human rights community must focus on building up the political will and
capacity of local law enforcement institutions to bring justice to the world’s peor.

Top of the Class Richard C. Levin 63

Governments in Asia understand that overhaubng their lngher-education systems
is required to sustain economic growth. They are making progress by investing in
research, reforming traditional approaches to curricula and pedagogy, and beginning
to attract cutstanding faculty from abroad. Many challenges remain, but it is more
likely than not that by midcentury, the top Asian universities will stand among the
best universities in the world.

Faulty Basel Marc Levinson 76

Ower three decades of international cooperation on financial regulation failed to
prevent the global crisis of 2008, and further attempts to craft global solutions will
likely do more harm than good. Adopting the same regulations simply leads
multiple governments to make the same mistakes. Instead, financial regulation must
be the task of national governments, not multilateral committees. L
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Expeditionary Economics Carl ] Schramm 89 |

Washington'’s approach to rebuilding economies devastated by conflicts and natural i
disasters has serious shortcomings. Rather than continuing to rely on the prevailing co
doctrine of international development, which holds that strong econornies cannot " y
emerge in poor countries, it should allow the U.S. military to help more with : !
economic recenstruction and should encourage U.S.-style entrepreneurialism. M
¥
i
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NATO’s Final Frontier .C/JarlesA. Kupchan 100 '

NATO has traditionally treated Russia as a strategic pariah. But now, the West
urgently needs Moscow's cooperation on a host of issues, A vision for turning Russia ) i
into a productive member of the Euro-Atlantic community is within reach: Russia o
should join NATO. Although NATO would run a strategic risk by admitting
Russia, the Atlantic alliance is actually running a greater strategic risk by excluding it.
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For Jack Matlock, Giulio Gallarotti, and Christopher Preble, the authors of three
new books about power and U.8. foreign policy, the essence of “the power
problem” is that the United States has too much of it. But the era in which U.S.
foreign policy could be driven in counterproductive directions by an excess of
power is in the process of ending.
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Current efforts to bring peace and stability to Afghanistan are based on a fund-
amental misunderstanding of the country’s culture and social structure. Three new
books make clear that seeking to impose change from Kabul will never work;
rather, defeating the Taliban will require local, bottom-up efforts—beginning
with a deep understanding of tribal and subtribal politics,
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Vance Chang, Hans Mouritzen, and Bruce Gilley

Does Taiwanese President Ma Ying-jeou’s diplomatic strategy amount to a case
of “Finlandization,” as Taipei drifts out of Washington’s sphere of influence and
into Beijing’s? Or is Taiwan simply pursuing détente, while remaining a strong
U.S. ally and a beacon of democratic values? Taiwan’s Foreign Ministry, the father
of “Finlandization,” and Bruce Gilley debate.
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